WRPEEEBR LA

Modern Chinese Medicine Group Co., Ltd.

(Incorporated in the Cayman Islands with limited liability)

Stock Code : 1643
GLOBAL OFFERING

L) RRiEsk 1; =)

ISOOCHOWRSECURITIESK(

L) RS EE

SOOCHOWRSECURITIESK(INTERN




IMPORTANT

IMPORTANT: If you are in any doubt about any of the contents of this prospectus, you should obtain independent professional advice.
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Over-allotment Option)
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Number of International Placing Shares 135,000,000 Shares (subject to
reallocation and the Over-allotment
Option)

HK$1.47 per Offer Share, plus
brokerage of 1%, SFC transaction levy
of 0.0027% and Stock Exchange
trading fee of 0.005% (payable in full
on application and subject to refund)

Nominal value : HKS$0.01 per Share
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Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company Limited take no responsibility
for the contents of this prospectus, make no representation as to its accuracy or completeness and expressly disclaim any liability whatsoever for any loss howsoever
arising from or in reliance upon the whole or any part of the contents of this prospectus.

A copy of this prospectus, having attached thereto the documents specified in the paragraphs headed “Documents Delivered to the Registrar of Companies” and
“Documents Available for Inspection” in Appendix VI to this prospectus, has been registered by the Registrar of Companies in Hong Kong as required under section
342C of the Companies (Winding Up and Miscellaneous Provisions) Ordinance. The Securities and Futures Commission and the Registrar of Companies in Hong
Kong take no responsibility as to the contents of this prospectus or any other documents referred to above.

The Offer Price is expected to be fixed by an agreement between the Joint Global Coordinators (for themselves and on behalf of the other Underwriters)
and our Company on or around Thursday, 7 January 2021, or such other time and date as may be agreed between the Joint Global Coordinators (for
themselves and on behalf of the other Underwriters) and the Company, but in any event, no later than Monday, 11 January 2021. If, for any reason, the Offer
Price is not agreed between the Joint Global Coordinators (for themselves and on behalf of the Underwriters) and our Company on or before Monday, 11
January 2021, the Global Offering will not become unconditional and will lapse. The Offer Price will be not more than HK$1.47 per Offer Share and is
currently expected to be not less than HK$0.92 per Offer Share, unless otherwise announced. Investors applying for the Hong Kong Public Offering Shares
must pay, on application, the maximum Offer Price of HK$1.47 per Offer Share, together with brokerage of 1.0%, SFC transaction levy of 0.0027 % and Stock
Exchange trading fee of 0.005%, subject to refund if the Offer Price is less than HK$1.47 per Offer Share.

The Joint Global Coordinators may, with our Company’s consent, reduce the indicative Offer Price range stated in this prospectus and/or the number of Offer Shares
under the Global Offering at any time prior to the morning of the last day for lodging applications under the Hong Kong Public Offering. In such a case, a notice
of reduction in the indicative Offer Price range and/or the number of Offer Shares will be published at the website of the Stock Exchange at www.hkexnews.hk and
website of our Company at www.cdysjdyy.com not later than the morning of the last day for lodging applications under the Hong Kong Public Offering. Details of
the arrangement will then be announced by our Company as soon as practicable. Further details are set out in the sections headed “Structure and Conditions of the
Global Offering” and “How to Apply for Hong Kong Public Offering Shares” in this prospectus.

Prior to making an investment decision, prospective investors should consider carefully all the information set out in this prospectus, including the risk factors set
out in the section headed “Risk Factors™ in this prospectus. Pursuant to the Hong Kong Public Offering Underwriting Agreement, the Joint Global Coordinators have
the right in certain circumstances to terminate the obligations of the Hong Kong Public Offering Underwriters at any time prior to 8:00 a.m. (Hong Kong time) on
the Listing Date. Further details of such circumstances are set out in the section headed “Underwriting — Underwriting arrangements and expenses — Grounds for
termination” in this prospectus.

The Offer Shares have not been and will not be registered under the U.S. Securities Act or any state securities laws in the United States and may not be offered, sold,
pledged or transferred within the United States or to, or for the account or benefit of, U.S. persons, except in transactions exempt from, or not subject to, the
registration requirements of the U.S. Securities Act. The Offer Shares are being offered and sold only outside the United States in offshore transactions in reliance
on Regulation S under the U.S. Securities Act.
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EXPECTED TIMETABLEY

If there is any change in the following expected timetable of the Hong Kong Public
Offering, we will issue an announcement to be published on the website of the Stock
Exchange at www.hkexnews.hk and the website of our Company at www.cdysjdyy.com.

Date and time'"’

Hong Kong Public Offering commences and WHITE
and YELLOW Application Forms available from . ............ 9:00 a.m. on Thursday,
31 December 2020

Latest time for completing electronic applications under the HK eIPO White Form service
through one of the below ways®:

(1) the IPO App, which can be downloaded by
searching “IPO App” in App Store
or Google Play or downloaded at
www.hkeipo.hk/IPOApp or www.tricorglobal.com/IPOApp

(2) the designated website www.hkeipo.hk .. ................ 11:30 a.m. on Thursday,
7 January 2021

Application lists of the Hong Kong Public Offering open® . ... ... 11:45 a.m. on Thursday,
7 January 2021

Latest time for (a) lodging WHITE and YELLOW
Application Forms, (b) giving electronic application
instructions to HKSCC™ and (c) completing payment of
the HK eIPO White Form applications by effecting internet
banking transfer(s) or PPS payment transfer(s). .............. 12:00 noon on Thursday,
7 January 2021

Application lists of the Hong Kong Public Offering close........ 12:00 noon on Thursday,
7 January 2021

Expected Price Determination Date on or about™ ... ...................... Thursday,
7 January 2021

Announcement of the final Offer Price, the indication of the level of
interest in the International Placing,
the result of applications in respect of the Hong Kong
Public Offering and the results and basis of allotment
under the Hong Kong Public Offering to be published
on the websites of Stock Exchange at www.hkexnews.hk
and the website of our Company at www.cdysjdyy.com
on or before™ .. ... ... Thursday, 14 January 2021

Announcement of the results of allocation in the
Hong Kong Public Offering (with successful applicants’
identification document numbers, where applicable)
to be available through a variety of channels including
the websites of the Stock Exchange at www.hkexnews.hk
and our Company’s website at www.cdysjdyy.com (see the section headed
“How to Apply for Hong Kong Public Offering Shares —

11. Publication of results”) in this prospectus from® ... .. .. Thursday, 14 January 2021




EXPECTED TIMETABLEY

Results of allocations in the Hong Kong Public Offering
(with successful applicants’ identification document
numbers where appropriate) will be available at
“IPO Results” function in the IPO App or at
www.tricor.com.hk/ipo/result (or www.hkeipo.hk/IPOResult)” .. Thursday, 14 January

2021

Despatch of Share certificates in respect of wholly or partially

successful applications pursuant to the Hong Kong Public

Offering on or before® @ . ... ... ... ... Thursday, 14 January 2021
Despatch of the HK eIPO White Form e-Auto Refund payment

instructions/refund cheques in respect of wholly or partially

successful applications on or before® ... ... Thursday, 14 January 2021
Dealings in Shares on the Stock Exchange to

commence at 9:00 am. on® . ... ... . Friday, 15 January 2021

The application for the Hong Kong Public Offering Shares will commence on
Thursday, 31 December 2020 and close on Thursday, 7 January 2021, being longer than
normal market practice of four days. The Offer Price of our Shares will be determined
on the Price Determination Date, which is expected to be on or around Thursday, 7
January 2021, and in any event, no later than Monday, 11 January 2021. The application
monies (including the brokerage fee, SFC transaction levy and Stock Exchange trading
fee) will be held by the receiving banks on behalf of the Company and the refund monies,
if any, will be returned to the applicants without interest on Thursday, 14 January 2021,
and our Shares will not commence trading on the Stock Exchange until the Listing Date,
which is expected to be on Friday, 15 January 2021. Accordingly, investors may not be
able to sell or deal in our Shares during the period between the Price Determination Date
and the Listing Date. Our Shareholders are subject to the risk that the price of our Shares
could fall before trading begins, as a result of adverse market conditions or other adverse
developments that could occur between the Price Determination Date and the Listing
Date.

Notes:
(1)  All times and dates refer to Hong Kong local time and date, except as otherwise stated.

(2)  You will not be permitted to submit your application through the IPO App or the designated website at
www.hkeipo.hk after 11:30 a.m. on the last day for submitting applications. If you have already submitted
your application and obtained an application reference number from the IPO App or the designated website
prior to 11:30 a.m., you will be permitted to continue the application process (by completing payment of
application monies) until 12:00 noon on the last day for submitting applications, when the application lists
close.

(3)  If there is a tropical cyclone warning signal number § or above, or a “black” rainstorm warning in force and/or
Extreme Conditions in Hong Kong at any time between 9:00 a.m. and 12:00 noon on Thursday, 7 January 2021,
the application lists will not open on that day. Please see the section headed “How to Apply for Hong Kong
Public Offering Shares — 10. Effect of Bad Weather and/or Extreme Conditions on the Opening of the
Application Lists” in this prospectus.

(4)  Applicants who apply for Hong Kong Public Offering Shares by giving electronic application instructions
to HKSCC should refer to the section headed “How to Apply for Hong Kong Public Offering Shares — 6.
Applying by Giving Electronic Application Instructions to HKSCC via CCASS” in this prospectus.

(5)  The Price Determination Date is expected to be on or around Thursday, 7 January 2021 and, in any event, not
later than Monday, 11 January 2021. If, for any reason, the Offer Price is not agreed between the Joint Global
Coordinators (for themselves and on behalf of the Underwriters) and us by Monday, 11 January 2021, the
Global Offering will not proceed and will lapse.

(6)  Share certificates are expected to be issued on Thursday, 14 January 2021, but will only become valid
provided that the Global Offering has become unconditional in all respects and neither of the
Underwriting Agreements has been terminated in accordance with its terms. Investors who trade Shares
on the basis of publicly available allocation details before the receipt of share certificates and before they
become valid do so entirely at their own risk.
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Applicants who apply for 1,000,000 Hong Kong Public Offering Shares or more on WHITE Application
Forms and have provided all information required may collect their refund cheques (where relevant) and/or
Share certificates (where relevant) in person from our Hong Kong Share Registrar, Tricor Investor Services
Limited at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong, from 9:00 a.m. to 1:00 p.m. on
Thursday, 14 January 2021 or any other day as notified by us as the date of despatch of Share
certificates/e-Auto Refund payment instructions/refund cheques.

Individuals who are eligible for personal collection must not authorise any other person(s) to make collection
on their behalf. Corporate applicants which are eligible for personal collection must attend by their authorised
representative(s) bearing a letter of authorisation from such corporation(s) stamped with the corporation’s
chop. Both individuals and authorised representatives (if applicable) must produce, at the time of collection,
evidence of identity acceptable to our Hong Kong Share Registrar. Applicants for 1,000,000 Hong Kong Public
Offering Shares or more on YELLOW Application Forms may collect their refund cheques, if any, in person
but may not collect their Share certificates personally, which will be deposited into CCASS for the credit of
their designated CCASS Participants’ stock accounts or CCASS Investor Participants’ stock accounts, as
appropriate. The procedures for collection of refund cheques for YELLOW Application Form applicants are
the same as those for WHITE Application Form applicants.

Applicants who apply through the HK eIPO White Form service and paid their applications monies through
single bank account may have refund monies (if any) dispatched to their application payment bank account,
in the form of e-Auto Refund payment instructions; Applicants who apply through the HK eIPO White Form
service and paid their application monies through multiple bank accounts may have refund monies (if any)
dispatched to the address as specified in their application instructions to the HK eIPO White Form Service
Provider, in the form of refund cheques, by ordinary post at their own risk. Uncollected Share certificates and
refund cheques (if any) will be despatched by ordinary post at the applicant’s own risk to the address specified
in the relevant Application Form. For further information, applicants should refer to the subsection “How to
Apply for Hong Kong Public Offering Shares — 14. Despatch/Collection of Share Certificates and Refund
Monies”.

e-Auto Refund payment instructions/refund cheques will be issued in respect of wholly or partially
unsuccessful applications.

If there is a tropical cyclone warning signal number 8 or above, a “black” rainstorm warning signal and/or
Extreme Conditions is/are in force between Thursday, 31 December 2020 and Friday, 15 January 2021, then
the day of (i) announcement of results of allocations in the Hong Kong Public Offering; (ii) despatch of Share
certificates and refund cheques/HK eIPO White Form e-Auto Refund payment instructions; and (iii) dealings
in the Shares on the Stock Exchange may be postponed and an announcement may be made in such event.

You should read carefully the sections headed “Underwriting”, “Structure and Conditions

of the Global Offering” and “How to Apply for Hong Kong Public Offering Shares” in this
prospectus for details relating to the structure and conditions of the Global Offering,
procedures on the applications for Hong Kong Public Offering Shares and the expected
timetable, including conditions, effect of bad weather and/or Extreme Conditions and the
dispatch of refund cheques and Share certificates.
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SUMMARY

This summary aims to give you an overview of the information contained in this
prospectus and is qualified in its entirety by, and should be read in conjunction with, the
more detailed information and financial information appearing elsewhere in this
prospectus. As this is a summary, it does not contain all the information that may be
important to you and we urge you to read the entire prospectus carefully before making
your investment decision. There are risks associated with any investment. Some of the
particular risks in investing in the Offer Shares are set out in the section headed “Risk
Factors” in this prospectus. You should read that section carefully before you decide to
invest in the Offer Shares.

OVERVIEW

We principally engage in the production of proprietary Chinese medicine (the “PCM”),
in particular, we offer both OTC and prescribed medicines intended for use by the Middle-aged
and the Elderly in the PRC. During the Track Record Period and up to the Latest Practicable
Date, we had 59 types of PCM products. Our major products (in terms of revenue) are Vigour
and Vitality Supplement Pill (#f%&HF5IL), Circulation Enhancement Pill (G EEHAL),
Cardiotonic Enhancement Capsule (IIE(/B%), Kidney Invigoration Pill (%[ B 5 L), Heart
Wellness Capsule (\0>%fB%E), Menstrual Discomfort Relief Pill (B # AL), Liver Detox
Tablet (FEfTH), Additional Ingredient Huoxiang ZhengQi Pill (JIIWKZEE & IEJL) and Fever-
removing and Detoxification Pill (JEHEMFEEH). Certain of our products are intended to
re-balance and integrate different types of Qi (51), a Traditional Chinese Medical Concept
which usually refers to the force binding all the matters in the human body. For more details
regarding the concept of Qi (%) and our products, please refer to the subsection headed
“Business — Our products” in this prospectus. According to the Euromonitor Report, we are in
a fragmented market and yet we were one of the leading non-listed companies engaged in the
production of PCM in 2019 in terms of the sales of Qi-deficiency and blood-stasis PCM‘" pills
(i SR BT B BE L) and cardio-cerebrovascular PCM ™ capsules (/0§ I H B 22 5E) in
Northeast, the PRC.

The following table sets out the market share of our certain major products in 2019 in
their corresponding segments:

Approximate

Revenue in market share

Product name FY2019% in 2019
(RMB million) (%)

Vigour and Vitality Supplement Pill (ffi & HA5 L) 49.2 33.1
Cardiotonic Enhancement Capsule (1lIE/2%E) 33.2 17.4
Circulation Enhancement Pill (5RIMEE# L) 40.0 15.0
Heart Wellness Capsule (:0>%[E2%) 14.4 6.6
Kidney Invigoration Pill (%[ &%) 22.5 2.0
Menstrual Discomfort Relief Pill (JIll¥RE # AL) 7.3 1.0
Liver Detox Tablet (T F) 7.4 0.8

Notes:

(1)  The major products having intended therapeutic effects of alleviating Qi-deficiency and blood-stasis
conditions are Circulation Enhancement Pill (&L 4 AL), Vigour and Vitality Supplement Pill (i B G AL)
and Kidney Invigoration Pill (& B50L).

(2)  The major products having intended therapeutic effect of alleviating cardio-cerebrovascular conditions are
Cardiotonic Enhancement Capsule (LLIE2#) and Heart Wellness Capsule (\0>% 2.

(3)  There were no rankings for Additional Ingredient Huoxiang ZhengQi Pill (IIBEZEFHIEHIL) and Fever-
removing and Detoxification Pill (75 M###:JL) as we recorded no revenue for these products in FY2019.

(4)  The relevant market share is calculated by including all the pharmaceutical manufacturers located in the PRC

that produce medicine(s) (i) with similar efficacy; or (ii) intended for the same treatment and/or alleviation,
set forth in the Chinese Pharmacopoeia ( ("' 2£81) ) and the Drug Standards ( (FBABEAFEHE) ).
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SUMMARY

OUR BUSINESS

Our history could be traced back to the 1980s. Our principal operating subsidiary was
transformed from a state-owned enterprise into a limited liability company in 2001. After
several ownership changes, our executive Director, Chairman and Controlling Shareholder, Mr.
Xie, acquired our Group’s business in June 2014 from Independent Third Parties. Leveraging
on our then product portfolio and established brand name in Northeast, Mr. Xie prioritised
expanding our business (the promotion of existing products) by enlarging the distribution
network to other parts of the PRC. During the Track Record Period, it was our pricing strategy
to offer a relatively higher discount rate to our distributors to compete in the market and expand
our distribution network. With the assistance of Ms. Zhang, our executive Director and Chief
Executive Officer, who joined the predecessor of our principal operating subsidiary in 1986
and Mr. Li, our executive Director who oversees our sales and marketing, our distribution
network gradually expanded from Northeast to Huadong (¥ ), Huanan (¥ ) and Huabei (3
1t). Going forward, in addition to providing the Marketing Incentives to our distributors, we
consider that it is also necessary for us to engage direct marketing communication to promote
or sell our brand to our end users through traditional media as well as new media. Our Directors
consider that such marketing efforts will stimulate market demand from the distributors and
end users in the long run.

Our business segments

Our products are sold mainly under our brand “Yushi (f#1%)”. During the Track Record
Period, all of our pharmaceutical products were sold to our distributors, who onsold to retailers
(such as drugstores, pharmacies and clinics), where end-users could purchase our products. We
maintain a buyer/seller relationship with our distributors, and our distributors are our
customers.
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Notes:
(1)  Others include Six-Ingredient Rehmannia Pill (FSWRHbETAL) and other OTC medicine produced by us.

(2)  Others include Arborvitae Seed Heart Nourishing Pill (#1F#0>}L) and other prescribed medicine produced
by us.

The gross profit margin of Circulation Enhancement Pill (S804 AL) in FY2017 was
lower mainly due to the fact that we offered higher monetary Marketing Incentives for
promotion in FY2017. The gross profit margin of Menstrual Discomfort Relief Pill (Jll¥R7H #&
#L) decreased in FY2018 mainly due to the fact that we lowered average net selling prices to
promote the products and drive up the total revenue. The gross profit margin of Vigour and
Vitality Supplement Pill (4 & HAEAL) for 9M2020 decreased significantly mainly due to the
increase in its cost of sales per kg as the purchase price of Deer Antler (J£1.), one of its major
raw materials, increased in the respective period: (i) we started to purchase Deer Antler (FEE)
from Tieling Chuntian Pharmaceutical Co. Ltd. (8488 K2E2EAR/AF]), which offered
quality Deer Antler (#£) and could ensure a more steady supply as it operates own deer farm
for its products, since 2019; (ii) when the utilisation rate of the extraction line was relatively
low, we purchased some keenly priced and less purified raw materials for production as we
only require the extracted essence from the raw materials; and (iii) the purchase price of Deer
Antler (#£H) in the market remained at high level after the use of Deer Antler (FE¥) is no
longer subject to wildlife restriction in May 2020. Our Directors considered such price level
might be caused by the temporary shortage and hence had not yet adjusted our selling price
accordingly. If the purchase price of Deer Antler (FEH:) persists at high level, our Group will
adjust the net selling prices of our products and pass partial/all of the increase in cost to our
customers.

The gross profit margin of Cardiotonic Enhancement Capsule (IIE{/2%) and Heart
Wellness capsule (\0%/B%%) decreased in FY2018 primarily due to the change in our
production facilities from coal-heated to gas-heated, which increased the cost of production for
these capsule products. The gross profit margin of Cardiotonic Enhancement Capsule (IlIE{}
#%) increased notably in 9M2020 due to the increase in its average net selling price as we
reduced the types of packing offered to distributors (i.e. no longer offering promotional
packings with lower average net selling prices) due to the temporary change in market demand.
The gross profit margin of Heart Wellness Capsule (‘L>% /%) further decreased in FY2019
and 9M2020 due to (i) the increase in monetary Marketing Incentives offered for promotion in
FY2019; and (ii) the fact that we adjusted our pricing strategy to decrease the average net
selling price of this product for 9M2020 in order to drive up the demand during the period. The
change in gross profit margin of Liver Detox Tablet (#/if /) in FY2019 and 9M2020 primarily
due to an increase in average cost of sales per kg mainly resulted from increase in purchase
price of Chinese Magnoliavine Fruit (LR T), one of its major raw materials, during the
respective year/period. We had adjusted its net selling price in order to cope with the increase
in average cost.

As compared to those for 9M2019, our gross profit margin for Circulation Enhancement

Pill (UM B4 fL), Menstrual Discomfort Relief Pill (JINFR%H % L) and Kidney Invigoration Pill
(BB R AL) increased in 9M2020 which were mainly due to the decrease in their major cost
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of raw materials consumed. In particular, (i) our improved quality control of raw materials led
to a decrease in production loss; and (ii) the purchase prices of Dangshen (#2%), White Peony
Root (F177), Tuckahoe ({k%) and Tree Peony Bark (41 }5%), the major raw materials used in
one or more of these three major products, decreased during the respective period.

For 9M2020, Additional Ingredient Huoxiang ZhengQi Pill (IMKRZERIEFR ) and
Fever-removing and Detoxification Pill (i JEf# & AL) were two of our top selling products as
they were believed to be having the intended therapeutic effect for the treatment of the
symptoms of COVID-19 and/or similar illness. Their higher gross profit margins were mainly
due to the surging demand and we did not offer any monetary Marketing Incentives during the
respective period. The higher gross profit margins of these two products compensated the
decrease in gross profit margins of some other major products, namely Vigour and Vitality
Supplement Pill (i BFEXSAL) and Heart Wellness Capsule (‘0% fB%E) for 9M2020 and we
were able to attain our overall gross profit margin at approximately 44.9%.

Generally, during the Track Record Period, the overall gross profit margin of our OTC
medicine was relatively lower than that of our prescribed medicine. This was mainly due to the
higher nominal selling prices of prescribed medicine compared to that of OTC medicine, as
well as the cost of principal raw materials of different products applied. For example, the
principal raw materials of our OTC medicines, such as Vigour and Vitality Supplement Pill (fif
B RS HL) and Circulation Enhancement Pill (5RUM 4 AL), are Ginseng (AZ5), Deer Antler
(BEH), Chinese Angelica (&) and honey, which are relatively more expensive than those of
our prescribed medicine, such as Cardiotonic Enhancement Capsule (LLIF(/2%) and Heart
Wellness Capsule ({0>%f2%€), which are Hawthorn Leaves (II#Z£) and ethanol (for
extraction).

Revenue breakdown by geographic location

Region FY2017 FY2018 FY2019 9IM2019 9M2020
Approximate Approximate Approximate Approximate Approximate
Approximate % of total ~ Approximate % of total ~ Approximate % of total ~ Approximate % of total ~ Approximate % of total
revenue revenue revenue revenue revenue revenue revenue revenue revenue revenue
(RMB'000) (RMB'000) (RMB’000) (RMB’000) (RMB’000)
Northeast” 53,586 503 88,422 510 120,252 550 96,465 558 118,060 539
Huadong ()® 15,506 14.6 25,197 149 24,885 114 20,756 120 14221 6.5
Huanan (¥pg)" 10,501 9.9 21,534 124 33,500 153 2530 14.6 39,426 18.0
Huabei (446)“) 26,792 25.1 36,435 210 3178 152 25,609 148 39,799 18.2
Southwes®® 81 0.1 1,255 0.7 4303 20 2871 17 4295 20
Northwest® - - 09 0.0% 2,649 1.1 1,891 11 3,037 14
Total 106,466 100.0 173,512 100.0 218,767 100.0 172,970 100.0 218,838 100.0
* Represents negligible amount
Notes:

(1)  Northeast represents Heilongjiang, Jilin, Liaoning

(2)  Huadong (¥EW) represents Shanghai, Jiangsu, Zhejiang, Anhui, Fujian, Jiangxi, Shandong
(3) Huanan (%) represents Henan, Hubei, Hunan, Guangxi, Guangdong, Hainan

(4)  Huabei (¥t) represents Beijing, Tianjin, Shanxi, Hebei, Inner Mongolia

5) Southwest represents Chongqing, Sichuan, Guizhou, Yunnan, Tibet

(6)  Northwest represents Shaanxi, Gansu, Qinghai, Ningxia Hui, Xinjiang
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Throughout the Track Record Period, Northeast contributed more than 50% of our
revenue, and we gradually developed Huadong (¥£5) and Huanan (#F§) markets with the aim
to broaden our distribution network, and the total revenue generated from these two regions
increased from approximately RMB26.0 million in FY2017 to approximately RMB58.4 million
in FY2019.

The revenue in FY2019 increased by approximately 26.1% compared to FY2018. It was
mainly due to the revenue growth of Northeast and Huanan (#§) by approximately RMB31.8
million and approximately RMB12.0 million, respectively, which were primarily contributed
by our Cardiotonic Enhancement Capsule (II¥{2%) and Kidney Invigoration Pill (<[ &%
AL). Such increase was partially offset by the decrease in our revenue by approximately
RMB3.3 million which was derived from Huabei (#1t) as the amount of our transactions with
Heilongjiang Jintian Aixin Pharmaceutical Distribution declined in FY2019. The increase in
revenue for 9M2020 compared to 9M2019 by approximately 26.5% was mainly due to the
growth from Northeast, Huabei (¥21t)) and Huanan (¥£Fg) by approximately 22.4%, 55.4% and
55.4%, respectively, which was partially offset by the decrease in revenue generated from
Huadong (#3#) by approximately 31.5% as we have recorded lower sales in Vigour and
Vitality Supplement Pill (4% EFGIL), Circulation Enhancement Pill (SR EEHiAL) and
Cardiotonic Enhancement Capsule (LLIHZ2#) by approximately RMB11.3 million.

OUR CUSTOMERS AND SUPPLIERS

For FY2017, FY2018, FY2019 and 9M2020, the total sales to our Group’s five largest
customers (i.e. distributors) in aggregate accounted for approximately 79.6%, 64.0%, 40.2%
and 43.4%, of our total revenue, respectively. Save as disclosed in the subsection headed
“Relationship with our Controlling Shareholders — Mr. Xie’s historical passive investment in
the parent company of a major distributor” in this prospectus regarding Mr. Xie’s interest in
Universal Health, all of our five largest customers were Independent Third Parties. Some of our
major customers are subsidiaries of listed companies on the Stock Exchange or the PRC’s stock
markets, or companies invested by provincial finance department in the PRC. As at the Latest
Practicable Date, we had established a distribution network of 77 distributors that covers 39
cities in the PRC. Our distributorship agreement is not exclusive and our distributors can
manufacture, engage other parties to manufacture or sell similar products so long as they have
the licences required.

During the Track Record Period, by broadening our customer base (number and coverage
of distributors), we successfully increased the proportion of revenue contributed by non-top
five customers and reduced our reliance on any single customer, in particular Heilongjiang
Jintian Aixin Pharmaceutical Distribution, who ranked first, first, ninth and 16th respectively
in our customer list in terms of sales. Our revenue derived from sales to Heilongjiang Jintian
Aixin Pharmaceutical Distribution amounted to approximately RMB47.5 million, RMB29.4
million, RMB7.9 million and RMB3.9 million, representing approximately 44.6%, 16.9%,
3.6% and 1.8% of our total revenue for FY2017, FY2018, FY2019 and 9M2020, respectively.
Such decrease was primarily due to (i) the success of our strategy to broaden our customer base
and expand our distribution network in the PRC. In particular, we have given higher priority
to promote our products to new distributors with potential or distributors located in our Group’s
targeted markets, such as new market regions/provinces which we did not explore heavily
during the relevant time; (ii) we observed that Universal Health’s revenue decreased during the
same period, which rendered a reduction in their transactions with us; and (iii) to the best of

_6—



SUMMARY

our knowledge and understanding, Universal Health had been undergoing a realignment of its
sales network in Northeast (covering the areas of Heilongjiang and Jilin) in view of the market
competition and development during the relevant time.

During the Track Record Period, our suppliers primarily provided us with raw materials,
including medicinal herbs, animal substances, consumable/additive and packaging materials.
For FY2017, FY2018, FY2019 and 9M2020, the total purchases from our Group’s five largest
suppliers in aggregate accounted for approximately 65.1%, 80.2%, 58.0% and 65.4% of our
total purchases, respectively. Some of our major suppliers are subsidiaries of listed companies
in the PRC. During the Track Record Period and up to the Latest Practicable Date, all of our
five largest suppliers were Independent Third Parties.

During the Track Record Period, the associate companies of some of our major customers
also supplied us with raw materials including empty capsules and packaging materials for our
products, thus, some of our major customers were also our suppliers during the Track Record
Period. According to the Euromonitor Report, having overlapping customers and suppliers is
common in the Chinese pharmaceutical industry as the value chain is undergoing
vertical/horizontal integration, and procuring from existing customers can reduce risk of
procuring from unknown suppliers. Please refer to the section headed “Business — Overlapping
of Customers and Suppliers” in this prospectus for more details.

OUR DISTRIBUTION NETWORK

The following table sets out the movement of the number of our distributors for the three
years ended 31 December 2019 and up to the Latest Practicable Date:

From
1 January
2020 up to
the Latest
Practicable
2017 2018 2019 Date
As at the beginning of the
year/period 22 29 75 78
Additions of distributors 9 47 7 1
(Non-renewal of existing
distributors) 2) (1) @) (2)
Net increase/(decrease) in
distributors 7 46 3 (1)
As at the end of the
year/period" 29 75 78 77
Note:

(1) As at 31 December 2017, 31 December 2018, 31 December 2019 and the Latest Practicable Date, we
had 29, 75, 78 and 77 distributors respectively by counting them individually; however, as 6, 6, 5 and
5 distributors were under the same listed group — Universal Health and one distributor in FY2019 and
up to the Latest Practicable Date was an associate company of Customer A, the number of our
distributors in aggregate were 24, 70, 73 and 72 as at the respective years/period end dates.

The notable increase in the number of distributors during FY2018 was due to the fact that we had started
to hire additional marketing employee in FY2016, and it took time to negotiate new distribution
agreements and these new distribution agreements were only confirmed and signed between FY2017 and
FY2018.
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MARKETING AND PRICING POLICY

In determining our product prices, we take into account a number of factors including
market demand, the cost of raw materials, operating expenses, target profit margin, general
market trends, seasonal factors, geographical location, competition and other expenses and
costs. During the Track Record Period, we provided certain Marketing Incentives to selected
distributors (i.e. those who procured specific products), to compensate the marketing efforts
incurred by them. For example, during the Track Record Period, our monetary Marketing
Incentives, which were in the form of trade discount, rebates and/or other price incentives,
amounted to approximately RMB44.3 million, RMB26.8 million, RMB29.8 million and
RMB16.9 million, respectively, meanwhile, the cost of our non-monetary Marketing Incentives
amounted to nil, approximately RMB1.0 million, approximately RMBO0.7 million and nil,

respectively. Set out below is our price structure for illustrative**’ purpose.
Our wholesale prices to distributors
(net of monetary Marketing Incentives and non-monetary
Marketing Incentives) RMB12 - 17
Distributors’ selling prices to retailers RMB35 - 45
Average retail prices RMB100

As advised by Euromonitor, we offered lower wholesale prices (net of monetary
Marketing Incentives and non-monetary Marketing Incentives) to our distributors than the
industry average, in other words, the discount rate we offered to our distributors were higher
than our competitors in the industry. Furthermore, the distributors’ selling prices to retailers
were generally in line with the industry. Please refer to the subsections headed “Business —
Marketing Incentives” and “Financial Information — Significant Factors Affecting Our Results
of Operations and Financial Conditions” in this prospectus for further details.

In addition, we also provide non-monetary Marketing Incentives to certain distributors,
where we offered complimentary manufacturing services to them if they so preferred. Despite
our owned brand products and non-owned brand products may constitute competition, we
consider such competition (if any) is minimal as it only accounted for approximately 1.7% to
1.8% of our annual production during the Track Record Period. For details, please refer to the
sub-section headed “Business — Marketing Incentives” in this prospectus.

Note: Figures shown are for illustration purpose only and do not reflect the actual retail or wholesale price of any
particular products.
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Notes:

(1)  For details in relation to the calculations of the designed production capacity, actual production volume and
utilisation rate, please refer to the subsection headed “Business — Production — Production capacity and
utilisation rate” in this prospectus.

(2)  Our extraction line is used for extraction and further processing, which is a necessary procedure for producing
a majority of our major products. The actual production volume of our production line had been approaching
its limit as slack/cleaning time (approximately 2 hours to 2.5 hours for each extraction batch) was required
between each extraction batch and therefore had been limiting our utilisation rate and the actual production
volume of the production lines for our products during the Track Record Period.

(3)  The fluctuations in the utilisation rate of the production lines for capsule and tablet products were attributable
to the changes in sales volume. Please see the subsections headed “Financial Information — Principal
Components of Combined Statements of Profit or Loss and Other Comprehensive Income — 9M2020 compared
to 9M2019 — Revenue”, “Financial Information — Principal Components of Combined Statements of Profit or
Loss and Other Comprehensive Income — FY2019 compared to FY2018 — Revenue” and “Financial
Information — Principal Components of Combined Statements of Profit or Loss and Other Comprehensive
Income — FY2018 compared to FY2017 — Revenue” in this prospectus for further information.

(4)  We assume the daily operating hours for our production line for pill products to be 8 hours (1 shift) for
FY2017, FY2018, FY2019 and 9M2019, and 16 hours (2 shifts) for 9M2020 due to the increased demand for
Additional Ingredient Huoxiang ZhengQi Pill (JN¥%E & IEFIL) and Fever-removing and Detoxification Pill
(R R ).

(5)  Capsule refers to a solid dosage form in which medicine is enclosed in a hard or soft soluble container.
(6)  Tablet refers to dose of medicine in flat circular or disk shape form.

(7)  Pill refers to a medicinal substance in a small round or oval mass meant to be swallowed.

MAJOR COST COMPONENTS

During the Track Record Period, our major cost components were the cost of raw
materials, direct labour and other overheads. Our cost of sales represented approximately
58.3%, 57.5%, 54.7%, 53.5% and 55.1% of our total revenue, for FY2017, FY2018, FY2019,
9M2019 and 9M2020, respectively.

During the Track Record Period, our cost of raw materials (as a percentage of revenue)
was higher than other market players mainly due to (i) other listed PCM companies in the PRC
mainly use medicinal herbs, while our raw materials include animals substance; and (ii) our
major raw materials such as Ginseng (A22) and Deer Antler (£7) have relatively higher value
as compared with the raw materials used by other PCM companies which mainly use medicinal
herbs.

OUR COMPETITIVE STRENGTHS

We believe that the followings are our key competitive strengths that contributed to our

success:

(i) Leading position in terms of sales of Qi-deficiency and blood-stasis PCM pills (%
SR B LZE L) and cardio-cerebrovascular PCM capsules (0§ I H il 26 2
%) in Northeast;

— 10 =
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(i) Stringent quality management system;
(iii) Experienced and dedicated management team; and
(iv) Strategically-located production facilities.

Please refer to the subsection headed “Business — Our Competitive Strengths” in this
prospectus for details.

OUR STRATEGIES

We aim to become a leading pharmaceutical company in the PRC. We intend to achieve
our goal by pursuing the following principal strategies:

(i) Enhancing and expanding our production capacity;

(ii) Broadening our distribution network in Huanan (¥#F4) and Huadong (#£3);

(ii1) Raising our brand awareness through media marketing and promotion efforts;

(iv) Further raising our R&D efforts, procure quality management equipment and
broaden our product portfolio; and

(v) Upgrading our IT system.

Please refer to the subsection headed “Business — Our Strategies” in this prospectus for
details.

SUMMARY OF HISTORICAL FINANCIAL INFORMATION

The tables below include, for the years/periods indicated, selected financial data derived
from our combined statements of profit or loss and other comprehensive income, the details of
which are set forth in Appendix I, and these should be read in conjunction with the financial
statements in Appendix I, including the related notes.

Summary of Combined Statements of Profit or Loss and Other Comprehensive Income

FY2017 FY2018 FY2019 9M2019 9M2020
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Revenue 106,466 173,512 218,767 172,970 218,838
Gross Profit 44,427 73,657 99,069 80,427 98,234
Profit before tax 34,770 64,507 65256 56,629 72,874
Profit for the

year/period """ 25,881 48,237 46,237 40,925 52,771

Notes:

(1)  The decrease in profit for the year in FY2019 was mainly due to the listing expenses amounted to
approximately RMB11.8 million during the year.

(2)  The increase in profit for the period in 9M2020 was mainly due to the increase in sales of Additional Ingredient
Huoxiang ZhengQi Pill (JINWRZE A IESIL) and Fever-removing and Detoxification Pill (7F 5 #AL).
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Summary of Combined Statements of Financial Position

As at

30

As at 31 December September

2017 2018 2019 2020

RMB’000  RMB’000 RMB’000  RMB’000

Non-current Assets 16,968 15,383 18,549 20,274
Current Assets® 24 @ 99,275 157,631 104,561 156,001
Current Liabilities 40,661 49,195 54,256 54,131
Net Current Assets® 2n¢ @ 58,614 108,436 50,305 101,870
Net Assets? 2nd 2 75,582 123,819 68,854 121,856

Notes:

(1)  The decrease in current assets, net current assets and net assets in FY2019 was mainly due to payment
of dividends of approximately RMB103.3 million to a shareholder of Chengde Yushi during the year.

(2)  The increase in current assets, net current assets and net assets in 9M2020 was mainly due to increase
in trade and other receivables, resulting from the sharp increase in sales transactions following the
gradual release of travel restrictions across the PRC since March 2020 and fulfillment of orders before
national holidays.

Summary of Combined Statements of Cash Flows

FY2017 FY2018 FY2019 IM2019 9M2020
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Operating cash inflows
before movements in

working capital 37,450 66,094 66,629 57,676 74,456
Changes in working

capital® (53,921) 25414 (5,549) 3,910  (36,552)
Income tax paid (8,984)  (14,396) (20,840)  (16,340)  (19,692)

Net cash (used in)

generated from

operating activities® (25,455) 77,112 40,240 45,246 18,212
Net cash (used in)

generated from

investing

activities® 2n¢ @ (1,542) 37)  (1,207) 1,078 (362)
Net cash (used in)

generated from

financing

activities®” @ 2nd (41,989) — (92,943)  (98,465) 7,978
Cash and cash equivalents

at the end of the

reporting period 12,865 89,940 35,891 37,799 62,149

Notes:

(1) The net decrease in working capital of approximately RMB36.6 million for 9M2020 was mainly due to
an increase of approximately RMB28.3 million in trade and other receivables, resulting from the sharp
increase in sales transactions following the gradual release of travel restrictions across the provinces in
the PRC since March 2020 and fulfillment of orders before national holidays.
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@)

3)

4)

(%)

(6)

(N

The net cash used in operating activities in FY2017 mainly related to the refund of contract liabilities
in relation to a refundable receipts in advance of approximately RMB40.0 million to Heilongjiang
Jintian Aixin Pharmaceutical Distribution. To cope with the net cash used in operating activities, we
closely monitor the collection status of the outstanding trade receivables. Please refer to the subsection
headed “Financial Information — Liquidity and Capital Resources — Cash flows” in this prospectus for
details.

The net cash used in investing activities in FY2017 and FY2019 were mainly due to purchase of
property, plant and equipment. Please refer to the subsection headed “Financial Information — Liquidity
and Capital Resources — Cash flows” in this prospectus for details.

The net cash generated from investing activities for 9M2019 was mainly attributable to the proceeds
received from disposal of Non-core Assets. Please refer to the subsection headed “Financial Information
— Liquidity and Capital Resources — Cash flows” in this prospectus for details.

The net cash used in financing activities in FY2017 mainly related to repayment of RMB35.0 million
interest-bearing borrowings. Please refer to the subsection headed “Financial Information — Liquidity
and Capital Resources — Cash flows” in this prospectus for details.

The net cash used in financing activities in FY2019 mainly related to payment of dividends amounted
to approximately RMB103.3 million to a shareholder of Chengde Yushi. Please refer to the subsection
headed “Financial Information — Liquidity and Capital Resources — Cash flows” in this prospectus for
details.

The net cash generated from financing activities for 9M2020 was mainly attributable to the advance
from the Ultimate Controlling Party, which will be fully settled prior to the Listing. Please refer to the
subsection headed “Financial Information — Liquidity and Capital Resources — Cash flows” in this
prospectus for details.

KEY FINANCIAL RATIOS

The following table sets out our gross profit margin, net profit margin, return on equity,

return on total assets, current ratio, and quick ratio for the Track Record Period:

As at
30
September
2020/For
As at/For the year ended 31 December 9M2020

2017 2018 2019
Gross Profit Margin 41.7% 42.5% 45.3% 44.9%
Net Profit Margin 24.3% 27.8% 21.1% 24.1%
Return on Equity 34.2% 39.0% 67.2% 57.7%
Return on Total Assets 22.3% 27.9% 37.6% 39.9%
Current Ratio 2.4 times 3.2 times 1.9 times 2.9 times
Quick Ratio 1.1 times 2.4 times 1.2 times 2.2 times

The increase in gross profit margin in FY2019 was mainly due to the fact that the

proportion of the revenue derived from prescribed medicine (which has relatively higher gross

profit margins) to total revenue increased. The decrease in net profit margin in FY2019 was

mainly due to the listing expenses. The gross profit margin remained stable and net profit

margin increased for 9M2020 mainly attributable to the increase in gross profit for the period

which is primarily due to the increase in sales of Additional Ingredient Huoxiang ZhengQi Pill
OMRZEAIEH L) and Fever-removing and Detoxification Pill (7 5 fif 2 4L).
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As compared to other listed PCM companies in the PRC, our gross profit margin was
lower than other market players, while our net profit margin was higher than other market
players, during the Track Record Period. Such variations were attributable to the different cost
structure with other market players, for example, we had less R&D expenses and capital
expenditures during the Track Record Period as our primary objective is to expand market
share by broadening our distribution network. Our marketing expenses (as a percentage of
revenue) were relatively lower than that of other listed companies in the PRC during the Track
Record Period. Our Directors considered that this is mainly attributable to the fact that (i) we
do not operate retail outlets as other market players do and promotion of retail outlets usually
requires additional marketing expenses; and (ii) our operation scale (in terms of geographic
coverage) are not nationwide whereas other market players are.

The increase in return on equity in FY2019 was mainly due to the payment of dividends
of approximately RMB103.3 million to a shareholder of Chengde Yushi during the year. As
there was no payment of dividend for 9M2020, netting off with the increase in the annualised
net profits, the return on equity decreased in 9M2020. The return on total assets increased in
FY2019 mainly attributable to the decrease in bank balances and cash. Our return on total
assets further increased in 9M2020 mainly due to the increase in our annualised net profits.

Please see the subsection headed “Financial Information — Selected Financial Ratios
Discussion” in this prospectus for descriptions of the calculations of the above ratios.

RISK FACTORS

We believe that there are certain risks and uncertainties involved in our operations, some
of which are beyond our control. The major risks include:

. The PRC Government may determine that the Contractual Arrangements are not in
compliance with applicable PRC laws, rules, regulations or policies.

. A considerable portion of our revenue was derived from Northeast and two types of
OTC medicine.

. We rely on our distributors to onsell and distribute our products and we have limited
control over them.

. If our products are produced improperly or contaminated, we may incur losses
resulting from product recalls or product liability claims. Our reputation, business,
financial condition and results of operations may be materially and adversely
affected as a result.

. We may not be able to remain in full compliance with the evolving GMP standards
or other regulatory requirements (such as the requirement for registration of Drug
Approval Number) which are material to our business.

. Failure to comply with the relevant quality and safety standards of the PRC could
lead to fines, lawsuits or other penalties that may adversely affect our operations.

. The Traditional Chinese Medicine industry is highly regulated and the regulatory

framework, requirements and enforcement trend may be tightened in the future.

For further information regarding to these and other risk factors, please refer to the
section headed “Risk Factors” in this prospectus.
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CONTRACTUAL ARRANGEMENTS

The prevailing rules and regulations prohibit foreign ownership of companies that engage
in the production of PCM that involves processing techniques such as steaming, frying,
simmering and calcining, which are the core business of our Group (which is conducted
through Chengde Yushi) during the Track Record Period. Although the entire equity interest in
Chengde Yushi is held by our Controlling Shareholder, Mr. Xie, by implementation of the
Contractual Arrangements as set out in the section headed “Contractual Arrangements” in this
prospectus, Shijiazhuang Medical Research had obtained control over Chengde Yushi and
Shijiazhuang Medical Research is exposed, or has rights, to variable returns from its
involvement with Chengde Yushi and has the ability to affect those returns through its power
over Chengde Yushi.

The following diagram illustrates the operation of the Contractual Arrangements which
results in the control over Chengde Yushi by our Group and the flow of all economic benefits

from Chengde Yushi to our Group stipulated under the Contractual Arrangements:

Our Company

il 00%

Modern TCM Holdings

il 00% (1) Power of attorney to exercise all shareholders’ rights

in Chengde Yushi® /)

(2) Exclusive option to acquire all or part of the equity
interest in and/or assets of Chengde Yushi®™<?

HK Modern Chinese Medicine

(3) First priority security interest over the entire equity Overseas
100% . . (Note 3) and H K
interest in Chengde Yushi and Hong Rong
. PRC
Shijiazhuang Medical e o __ N ) o)
Research Registered Shareholder™*
HE

Business support,
technical and consulting 100%

. . I

Business support, technical |

I . )

| services fees™ ¥
I

.

and consulting services

Chengde Yushi

Notes:

(1), (2), (3) and (4) Please refer to the subsection headed “Details of the Contractual Arrangements — Power of
Attorney”, “Details of the Contractual Arrangements — Exclusive Option Agreement”, “Details
of the Contractual Arrangements — Equity Pledge Agreement”, “Details of the Contractual
Arrangements — Exclusive Business Cooperation Agreement” under Contractual Arrangements
for details.

(5)  The Relevant Shareholder is Mr. Xie, a PRC national, holding the entire equity interest in Chengde Yushi.

“—7 denotes direct legal and beneficial ownership in the equity interest and “-—>” denotes contractual
relationship.
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Our PRC Legal Advisers have confirmed that the Contractual Arrangements are in
compliance with and enforceable under the applicable PRC laws and regulations, except for the
enforceability of the injunctive relief and other temporary measures contained therein. For
further details, please refer to the subsection headed “Contractual Arrangements — Legality of
the Contractual Arrangements” in this prospectus. After due and careful consideration of all
relevant factors together with the legal opinion obtained, the management of our Group
assessed and concluded that the Contractual Arrangements are valid, legal and enforceable in
the PRC.

Based upon the judgement of the management of our Group on the Contractual
Arrangements, our Company accounts Chengde Yushi as a subsidiary in accordance with
HKFRS 10.

As our Group holds no equity interests in Chengde Yushi but is subject to the Contractual
Arrangements, significant judgement is necessary to determine whether these contracts give
our Group the ability to exercise control over Chengde Yushi, including consideration of the
PRC legal and regulatory requirements, foreign exchange control, or other influences, such as,
force majeure.

SHAREHOLDERS’ INFORMATION AND NON-EXEMPT CONTINUING
CONNECTED TRANSACTIONS

Immediately after completion of the Capitalisation Issue and the Global Offering (without
taking into account any Shares that may be issued upon the exercise of the Over-allotment
Option and options which may be granted under the Share Option Scheme), Modern
Biotechnology will directly hold approximately 75% of the total issued share capital of our
Company. Modern Biotechnology is wholly-owned by Mr. Xie. Accordingly, Modern
Biotechnology and Mr. Xie are considered as our Controlling Shareholders for the purpose of
the Listing Rules. Transactions contemplated under the Contractual Arrangements will
constitute non-exempt continuing connected transactions, which are subject to reporting,
annual review and independent shareholders’ approval requirements under Chapter 14A of the
Listing Rules upon the Listing. For further information regarding our Controlling
Shareholders, please refer to the section headed ‘“Relationship with our Controlling
Shareholders” in this prospectus.

REASONS FOR THE LISTING AND THE GLOBAL OFFERING

We believe that using the proceeds from the Global Offering is a feasible option for our
Group to expand and compete against our competitors for the following reasons:

(i) we need to enhance and expand our production facilities and capacity from time to
time to maintain our competitiveness;

(ii) the Listing can enhance our Group’s corporate profile, credibility, brand awareness
and market status;
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(iii) the Listing will allow us to raise funds in the capital market for future business
development; and

(iv) a Hong Kong listing status will enable us to have a better position when negotiating
with more sizeable suppliers and/or distributors.

For details, please refer to subsection headed “Future Plans and Use of Proceeds —
Reasons for the Listing and the Global Offering” in this prospectus.

USE OF PROCEEDS

Assuming the Offer Price of HK$1.20 per Offer Share (being the mid-point of the
indicative Offer Price range between HK$0.92 and HK$1.47 per Offer Share), we estimate that
we will receive net proceeds from the Global Offering of approximately HK$120.0 million
after deducting underwriting fees'"’ and estimated expenses in connection with the Global
Offering payable by us (assuming that there is no exercise of the Over-allotment Option). In
the event that the Over-allotment Option is exercised in full, we estimate that we will receive
net proceeds of approximately HK$143.2 million. We currently intend to apply the net
proceeds to the below mentioned purposes as soon as practicable following the completion of
the Global Offering.

Estimated Approximate % of

net proceeds net proceeds Intended use of proceeds
(HK$)
51.7 million 43.1% Enhancing and expanding our production

capacity to further produce our major
prescribed medicine, in particular our
major capsule products with the
intended effect of treating/alleviating
cardio-cerebrovascular (-0 i Ifil &)

condition
19.7 million 16.4% Broadening our distribution network in
Huanan (¥:7) and Huadong (¥EH)
12.0 million 10.0% Raising our brand awareness

through media marketing and
promotion efforts

23.4 million 19.5% Further raising our R&D efforts,
procuring quality management
equipment and broadening our product

portfolio
4.0 million 3.3% Upgrading our IT system
9.2 million 7.7% Increasing general working capital

For details, please refer to subsection headed “Future Plans and Use of Proceeds — Use
of Proceeds” in this prospectus.

Note:

(1)  The underwriting fee is calculated assuming a commission of 7.0% and incentive fee of 7.0% are payable by
our Company to Hong Kong Public Offering Underwriters and International Placing Underwriters.
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RECENT DEVELOPMENTS AND NO MATERIAL ADVERSE CHANGE
Business Updates

The COVID-19 (“COVID-19”) pandemic, since the beginning of 2020, did negatively
impact our normal business operations, as we have only entered into distribution agreement
with one new distributor since 1 January 2020 and up to the Latest Practicable Date. However,
we were still able to renew most of our distribution agreements with existing distributors
during FY2019, except two distributors, one of which had its business license suspended in
2020 due to late filings of annual returns, and the other one removed the “sales of Chinese
patent medicine” from its business scope due to organization restructuring. For FY2017,
FY2018 and FY2019, our revenue derived from these distributors in aggregate was
approximately RMBO0.2 million, RMB1.5 million and RMB2.4 million, respectively,
representing approximately 0.2%, 0.9% and 1.1% of our total revenue. Nonetheless, our
Directors consider that the COVID-19 pandemic had brought new business opportunities to our
Company, raised public health awareness in the PRC and increased our customers’ awareness
of our diversed product portfolio, such as Additional Ingredient Huoxiang ZhengQi Pill (Jll¥f
FEAF IEZAL), a product that has similar major API as a state-recommended PCM for COVID-19
announced by the PRC Government.

In January 2020, in response to the COVID-19 pandemic, the Forestry and Grassland
Bureau of Hebei Province (FJLEMZEMIEER) (the “Bureau”) issued a temporary
administrative notice (the “Notice”) that suspended trading of all wild animals and production
of wildlife products except utilising inventory on hand. As a result, our Group was temporarily
unable to procure Deer Antler (JEH:), one of the principal raw materials for our Group’s major
product, Vigour and Vitality Supplement Pill (i & EH§ }L). However, as confirmed by our PRC
Legal Advisers, red deer (Cervus elaphus) (from which the Deer Antler used in the production
of Vigour and Vitality Supplement Pill (i & K5 AL) are derived) has been re-classified from
wildlife to livestock since May 2020, the sale, purchase or use of Deer Antler, and its products
thereof is no longer subject to the regulation of wildlife protection authorities. Moreover, the
prohibition on the trading of/use of wild animals stipulated in the Notice was lifted in June
2020. It was thereafter certain that (i) the use of Deer Antler is no longer subject to wildlife
restriction in May 2020 and (ii) the Notice was lifted in June 2020, our Group has resumed
purchasing Deer Antler (F£¥) in June 2020, and we maintain an inventory level which is
sufficient for production of approximately six months as at the Latest Practicable Date.

Our business operations in Hubei Province was also impacted by the COVID-19
pandemic. During the Track Record Period, we had two, seven, eight and eight distributors in
Hubei Province, which contributed in aggregate approximately RMBO0.4 million, RMBI.8
million, RMB9.4 million and RMBS8.4 million, respectively, representing approximately 0.3%,
1.0%, 4.3% and 3.8% of our total revenue. Notwithstanding our sales to Hubei distributors in
January 2020 increased slightly as compared to the same period in 2019, we did not receive any
new order from Hubei distributors during February and March 2020, as they were not able to
conduct business as usual due to various restrictions. As the travel restrictions of Hubei

Province have been gradually released since March 2020, for 10M2020, our revenue derived
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from our Hubei distributors increased by approximately 22.1% to approximately RMB9.4
million as compared with approximately RMB7.7 million for 10M2019. For 10M2020, our
revenue derived from Hubei Province has already represented approximately 100.0% of our
revenue derived from Hubei Province in FY2019.

Financial Updates

Based on our unaudited management account for 10M2020, our revenue increased by
approximately RMB54.9 million or 29.2% as compared to our revenue for 10M2019. The said
revenue amount is extracted from the unaudited management accounts of our Group and has
been reviewed by our Reporting Accountants, Mazars CPA Limited, in accordance with Hong
Kong Standard on Review Engagements 2410, “Review of Interim Financial Information
Performed by the Independent Auditor of the Entity” issued by the HKICPA. Such increase was
primarily attributable to the increase in sales of certain of our PCM products, in particular, (i)
during 10M2020, approximately RMB31.8 million revenue generated from the sales of
Additional Ingredient Huoxiang ZhengQi Pill (JIIKFE7F IE5AL) which generated no revenue
during 10M2019; and (ii) revenue generated from our prescribed medicine, in particular,
Fever-removing and Detoxification Pill (3% JBf## AL) showed a significant increase in revenue
of approximately RMB21.0 million for 10M2020. The increase in revenue of these two
products during 10M2020 compensated the decrease in revenue generated from Vigour and
Vitality Supplement Pill (i B4 AL), mainly due to the continuous spread of COVID-19 in
the PRC and the issuance of the Notice adversely affected the Group’s business activities in
early 2020. The increase in our sales transactions, and fulfillment of orders prior to national
holidays rendered an increase in trade receivables as at 30 September 2020. As at the Latest
Practicable Date, our trade receivables as at 30 September 2020 have been fully settled.

Our Group’s average monthly net profit, excluding the listing expenses, incurred in the
last quarter of FY2020 decreased as compared to 9M2020. Such decrease was mainly due to
the increase in our Group’s other operating expenses, primarily representing (i) legal and
professional fees, such as auditor’s remuneration, compliance adviser fee and other
professional fees for compliance of listing requirements subsequent to the Listing whose
services are considered to provide during FY2020; and (ii) advertising and promotion
expenses, which our Group incurred during the last quarter of FY2020.

Our Group had cash and bank balances of approximately RMB68.8 million as at 31
October 2020. Our Directors consider that we have sufficient working capital for our
operations. In the worst case that our operations become fully suspended, our Directors
estimate that our Group can still remain financially viable for at least 12 months taking into
consideration, amongst others, estimated net proceeds allocated for general working capital
purpose, our cash and bank balances, unutilised banking facilities, collection of trade
receivables and settlement of trade payables based on historical settlement patterns as well as
payment of staff costs and interest on interest-bearing borrowings.
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Our Directors confirm that since 30 September 2020 (being the date of our latest audited
combined financial statements) and up to the date of this prospectus, there has been no material
adverse change in our business operations, financial or trading position and prospects of the
overall PRC market. Our directors consider that the listing expenses did not have a material
adverse impact on our results of operations for FY2020 and do not expect that the listing
expenses would have a material adverse impact on our results of operations for FY2021 and
there had been no event since 30 September 2020 (being the date of our latest audited combined
financial statements) which would materially affect the information shown in the accountants’
report in Appendix I to this prospectus.

DIVIDENDS AND DIVIDEND POLICY

During FY2017, FY2018, FY2019 and 9M2020, we declared and paid dividends in the
amount of nil, nil, approximately RMB103.3 million and nil, respectively.

The declaration, payment and amount of dividends are subject to the discretion of our
Directors and depend on our financial condition, earnings and capital requirements as well as
contractual and legal restrictions and our ability to receive dividend payments from our
subsidiaries in addition to other factors. Subject to the factors described above, we expect that,
in the future, interim and final dividends will be paid from time to time in an aggregate amount
of approximately 30% of profits attributable to the equity holders of our Company. Cash
dividends in respect of the Shares, if any, will be paid in Hong Kong dollars. Other
distributions, if any, will be paid to our Company’s Shareholders by any means we deem legal,
fair and practicable.

Please refer to the subsection headed “Financial Information — Dividend Policy” in this
prospectus for further information.

THE GLOBAL OFFERING

This prospectus is published in connection with the Hong Kong Public Offering as part
of the Global Offering. The Global Offering comprises:

(a) the Hong Kong Public Offering of 15,000,000 Hong Kong Public Offering Shares
(subject to reallocation as mentioned below) in Hong Kong as described under the
subsection headed “Structure and Conditions of the Global Offering — The Hong
Kong Public Offering” in this prospectus; and

(b) the International Placing of an aggregate of 135,000,000 International Placing
Shares (subject to reallocation as mentioned below and the Over-allotment Option)
which will conditionally be placed with selected professional, institutional and other

investors under the International Placing.

—20 -



SUMMARY

Investors may apply for the Hong Kong Public Offering Shares under the Hong Kong
Public Offering or indicate an interest, if qualified to do so, for the International Placing Shares
under the International Placing, but may not do both.

The number of Offer Shares to be offered under the Hong Kong Public Offering and the
International Placing respectively may be subject to reallocation as described in the subsection
headed “Structure and Conditions of the Global Offering — The Hong Kong Public Offering —
Reallocation” in this prospectus.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

We have applied to the Listing Committee for the granting of the listing of, and
permission to deal in, the Shares in issue, the Offer Shares to be issued by us pursuant to the
Global Offering (including any Shares which may be issued pursuant to the exercise of the
Over-allotment Option) and the Shares to be issued upon exercise of the options which may be
granted under the Share Option Scheme on the Stock Exchange.

GLOBAL OFFERING STATISTICS™®

Based on the Based on the

Offer Price of Offer Price of

HK$0.92 HK$1.47

Market capitalisation of our Shares‘® HK$552 million HK$882 million
Unaudited pro forma adjusted HK$0.40 HK$0.52

combined net tangible assets
attributable to owners of our
Company per Share”

Notes:

(1)  All statistics in this table are calculated on the assumption that the options which may be granted under
the Share Option Scheme and the Over-allotment Option are not exercised.

(2)  The calculation of market capitalisation is based on 600,000,000 Shares expected to be in issue
immediately after completion of the Capitalisation Issue and the Global Offering.

(3)  The calculation of the unaudited pro forma adjusted combined net tangible assets of our Group
attributable to owners of our Company per Share is based on 600,000,000 Shares expected to be in issue
after the completion of the Capitalisation Issue and the Global Offering. It has not taken into account
any Shares which may be allotted and issued upon exercise of any options which may be granted under
the Share Option Scheme or the Over-allotment Option or any Shares which may be allotted and issued
or repurchased by the Company pursuant to the general mandates given to the Directors.

If the Over-allotment Option is exercised in full, the pro forma adjusted combined net
tangible assets of our Group attributable to owners of our Company per Share will be HK$0.42
per Share based on the Offer Price of HK$0.92 and HK$0.55 per Share based on the Offer Price
of HK$1.47.
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LISTING EXPENSES

Assuming no exercise of the Over-allotment Option and assuming the Offer Price of
HKS$1.20 per Offer Share, being the mid-point of the indicative Offer Price range stated in this

prospectus, the listing expenses (including underwriting commission"

in respect of
International Placing Shares and Hong Kong Public Offering Shares), which are non-recurring
in nature, are expected to be approximately HK$60.0 million or RMBS54.0 million equivalently,

representing approximately 33.3% of our gross proceeds from the Global Offering.

Of the total listing expenses, approximately RMB11.8 million and RMB10.4 million have
been charged to profit or loss for FY2019 and FY2020, respectively. We expect to further incur
listing expenses of approximately RMB31.8 million, of which (i) approximately RMBI1.9
million will be charged to profit or loss for the year ending 31 December 2021; and (ii)
approximately RMB29.9 million will be recorded as net deduction to equity upon Listing. The
listing expenses stated above are the current estimation for reference purposes and the actual
amount to be recognised is subject to adjustments based on audit and the then changes in
variables and assumptions. Further, our profit increased by 28.2% from approximately
RMB47.5 million for 9M2019 to approximately RMB60.9 million for 9M2020, before
deducting listing expenses incurred. After listing expenses of approximately RMB6.6 million
and RMBS8.1 million were charged to profit or loss for 9M2019 and 9M2020 respectively, our
profit still increased by 29.1% from approximately RMB40.9 million for 9M2019 to
approximately RMB52.8 million for 9M2020. Therefore, our Directors consider that the listing
expenses did not have a material adverse impact on our results of operations for FY2020 and
do not expect that the listing expenses would have a material adverse impact on our results of
operation for FY2021.

Note:

(1)  The underwriting commission is calculated assuming a commission of 7.0% and incentive fee of 7.0% are
payable by our Company to Hong Kong Public Offering Underwriters and International Placing Underwriters.
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In this prospectus, the following expressions shall have the meanings set out below unless

the context otherwise requires.

“OM2019”

“OM2020”

“10M2019”

“10M2020”

“affiliate(s)”

“Application Form(s)”

“Application Lists”

“Articles” or “Articles of
Association”

“associate(s)”

“Beijing Yushi”

“Board”

“Business Day”

“BVI”

“CAGR”

the nine months ended 30 September 2019
the nine months ended 30 September 2020
the ten months ended 31 October 2019
the ten months ended 31 October 2020

any other person, directly or indirectly, controlling or
controlled by or under direct or indirect common control
with such specified person

WHITE, YELLOW and GREEN application form(s)
relating to the Hong Kong Public Offering or, where the
context so requires, any of them

the application lists for the Hong Kong Public Offering

the amended and restated articles of association of our
Company conditionally adopted on 18 December 2020
and effective upon Listing (as amended, supplemented or
otherwise modified from time to time), a summary of
which is set out in Appendix III to this prospectus

has the meaning ascribed thereto under the Listing Rules
Yushi (Beijing) Holding Group Co., Ltd.* (% (b)) #
&L B A BR/AF]), a company established in the PRC on
17 March 2014, and is an Independent Third Party as at
the Latest Practicable Date

the board of Directors

a day on which banks in Hong Kong are generally open
for normal banking business to the public and which is
not a Saturday, Sunday or public holiday in Hong Kong

the British Virgin Islands

compound annual growth rate
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“Capitalisation Issue”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Operational Procedures”

“CCASS Participant”

“CFDA”

“Chengde Biotechnology”

“Chengde Yushi”

the issue of Shares to be made upon capitalisation of part
of the share premium account of our Company referred to
in the subsection headed “A. Further Information about
our Group — 3. Resolutions in writing of our Shareholder
passed on 18 December 2020” in Appendix IV to this
prospectus

the Central Clearing and Settlement System established
and operated by HKSCC

a person admitted to participate in CCASS as a direct
clearing participant or a general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant, which may be an individual, joint individuals
or a corporation

the Operational Procedures of HKSCC in relation to
CCASS, containing the practices, procedures and
administrative requirements relating to operations and
functions of CCASS, as from time to time in force

a CCASS Clearing Participant, a CCASS Custodian
Participant or a CCASS Investor Participant

the China Food and Drug Administration (B % & i 2 i,
WORE AR, later renamed as NMPA

Chengde Yushi Biotechnology Co., Ltd.* (FKfEfH =% A H)
BHEA PR F]), a company established in the PRC on 17
April 2017, in which Chengde Yushi held 30% of its
equity interest before completion of the Reorganisation

Chengde Yushi Jindan Pharmaceutical Co., Ltd.* (ZR{Z{H
EaFHEEEABRA ) (formerly known as Chengde
Yaoye Group Liuhe Pharmaceutical Limited Liability
Company* (RIEZEIELEENARERRETAF)), a
company established in the PRC on 8 March 2001 and is
our Consolidated Affiliated Entity
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“China” or “the PRC”

“close associate(s)”

“Companies Act”

“Co-Lead Managers”

“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Company” or “our Company”

“connected person(s)”

“connected transaction(s)”

“Consolidated Affiliated Entity”

“Contractual Arrangements”

the People’s Republic of China excluding, for the
purposes of this prospectus, Hong Kong, the Macau
Special Administrative Region of the People’s Republic
of China and Taiwan

has the meaning ascribed thereto under the Listing Rules

the Companies Act, Cap 22 (Act 3 of 1961, as
consolidated and revised) of the Cayman Islands

CNI Securities Group Limited and Fuyuan Securities
Limited

the Companies Ordinance, Chapter 622 of the Laws of
Hong Kong (as amended, supplemented or otherwise
modified from time to time)

the Companies (Winding Up and Miscellaneous
Provisions) Ordinance, Chapter 32 of the Laws of Hong
Kong (as amended, supplemented or otherwise modified
from time to time)

Modern Chinese Medicine Group Co., Ltd. (Bift 1 4E4E
B A /> F]), an exempted company incorporated in the
Cayman Islands on 12 August 2019, and references to

we”, “us” or “our” refer to our Group or, where the
context requires, our Company

has the meaning ascribed thereto under the Listing Rules
has the meaning ascribed thereto under the Listing Rules

the entity we control through the Contractual
Arrangements, namely Chengde Yushi

the series of contractual arrangements entered into by
Shijiazhuang Medical Research, Chengde Yushi and the
Registered Shareholder, the details of which are
described in the section headed “Contractual

Arrangements” in this prospectus
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“Controlling Shareholders”

“core connected person(s)”

“Deed of Indemnity”

“Director(s)”

“EIT”

“EIT Law”

“Elders/Elderly”

“Equity Pledge Agreement”

“Euromonitor”

“Euromonitor Report”

has the meaning ascribed to it under the Listing Rules
and, unless the context requires otherwise, refers to Mr.
Xie and Modern Biotechnology (for more details, see the
subsection headed “Relationship with our Controlling
Shareholders — Overview” in this prospectus) and
“Controlling Shareholder” means any one of them

has the meaning ascribed thereto under the Listing Rules

the deed of indemnity dated 18 December 2020 and
executed by our Controlling Shareholders in favour of
our Company (for ourselves and as trustee for each of our
subsidiaries), particulars of which are set out in the
subsection headed “E. Other information — 2. Tax and
other indemnities” as set out in Appendix IV to this
prospectus

the director(s) of our Company

enterprise income tax in the PRC

the PRC Enterprise Income Tax Law

people who are 65 years old or above according to
Euromonitor Report

an equity pledge agreement dated 14 February 2020,
entered into among the Registered Shareholder,
Shijiazhuang Medical Research and Chengde Yushi, as
further described in the subsection headed “Contractual
Arrangements — Arrangements under the Contractual
Arrangements — Details of the Contractual Arrangements
— Equity Pledge Agreement” in this prospectus

Euromonitor International Limited, a global market
research and consulting company, which 1is an
Independent Third Party

the report commissioned by Euromonitor, a summary of

which is set out in the section headed “Industry

Overview” in this prospectus
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“Exclusive Business Cooperation

Agreement”

£3]

“Exclusive Option Agreement

“Extreme Conditions”

“FIL”

“FY2017”

“FY2018”

“FY2019”

“FY2020”

“FY2021”

“FY2022”

“GDP”

“General Rules of CCASS”

“Global Offering”

an exclusive business cooperation agreement dated 14
February 2020, entered into between Shijiazhuang
Medical Research and Chengde Yushi, as further
described in the subsection headed “Contractual
Arrangements — Arrangements under the Contractual
Arrangements — Details of the Contractual Arrangements
— Exclusive Business Cooperation Agreement” in this

prospectus

an exclusive option agreement dated 14 February 2020,
entered into among Shijiazhuang Medical Research, the
Registered Shareholder and Chengde Yushi, as further
described in the subsection headed “Contractual
Arrangements — Arrangements under the Contractual
Arrangements — Details of the Contractual Arrangements

— Exclusive Option Agreement” in this prospectus

extreme conditions caused by a super typhoon as
announced by the government of Hong Kong

the Foreign Investment Law of the PRC (3 A R AL A1
AP ) promulgated by the NPC on 15 March 2019
and became effective on 1 January 2020

the financial year ended 31 December 2017

the financial year ended 31 December 2018

the financial year ended 31 December 2019

the financial year ended 31 December 2020

the financial year ending 31 December 2021

the financial year ending 31 December 2022

Gross Domestic Product

General Rules of CCASS published by the Stock
Exchange and as amended from time to time

the Hong Kong Public Offering and the International
Placing

27 —



DEFINITIONS

“GREEN application form(s)”

G LR ENT3 tE

“Group”, “our Group”, “our”,

113

we”, or “us”

“HBDA”

“Hebei Yushi”

“Heilongjiang Jintian Aixin
Pharmaceutical Distribution”

“HK eIPO White Form”

“HK eIPO White Form Service
Provider”

“HK Modern Chinese Medicine”

the application form(s) to be completed by the HK eIPO
White Form Service Provider designated by our
Company

our Company and all of our subsidiaries, or any one of
them as the context may require or, where the context
refers to any time prior to its incorporation, the business
which its predecessors or the predecessors of its present
subsidiaries, or any one of them as the context may
require, were or was engaged in and which were
subsequently assumed by it

the Drug Administration of Hebei Province (/L% %& i

R R

Hebei Yushi Jindan Pharmaceutical Co., Ltd.* (JidL{HI%E
& FHESEA R/ F]), a company established in the PRC
on 7 April 2006, in which Chengde Yushi held 80% of its
equity interest prior to its deregistration on 3 September
2019

Heilongjiang Jintian Aixin Pharmaceutical Distribution
Co., Ltd. (EEEILESRELBHELHARATH), an
indirect wholly-owned subsidiary of Universal Health
which distributes and sells PCM in Northeast and Huabei
(#£1L) of the PRC

the application for the Hong Kong Public Offering Shares
to be issued in applicant’s own name by submitting
applications online through the IPO App or the
designated website at www.hkeipo.hk

the HK eIPO White Form service provider designated
by our Company, as specified in the IPO App or on the
designated website at www.hkeipo.hk

HK Modern Chinese Medicine Co., Limited (& H
EATRR /A F]), a company incorporated in Hong Kong on 9
September 2019 and an indirect wholly-owned subsidiary
of our Company

— 28 —



DEFINITIONS

“HKFRSs”

“HKICPA”

“HKSCC”

“HKSCC Nominees”

“Hong Kong”

“Hong Kong dollars” or

“HK dollars” or “HK$”

“Hong Kong Public Offering”

“Hong Kong Public Offering
Shares”

“Hong Kong Public Offering
Underwriters”

Hong Kong Financial Reporting Standards (including
individual Hong Kong Financial Reporting Standards,
Hong Kong Accounting Standards and Interpretations
issued by the HKICPA)

The Hong Kong Institute of Certified Public Accountants

the Hong Kong Securities Clearing Company Limited

HKSCC Nominees Limited, a wholly owned subsidiary
of the HKSCC

the Hong Kong Special Administrative Region of the
PRC

Hong Kong dollars and cents respectively, the lawful
currency of Hong Kong

the offer for subscription of the Hong Kong Public
Offering Shares to the public in Hong Kong (subject to
reallocation as described in the section headed “Structure
and Conditions of the Global Offering” in this
prospectus) at the Offer Price (plus brokerage of 1%, SFC
transaction levy of 0.0027% and Stock Exchange trading
fee of 0.005%) on the terms and subject to the conditions
described in this prospectus and the Application Forms,
as further described in the subsection headed “Structure
and Conditions of the Global Offering — The Hong Kong
Public Offering” in this prospectus

the 15,000,000 Shares being initially offered for
subscription in the Hong Kong Public Offering, subject to
reallocation

the underwriters of the Hong Kong Public Offering listed

in the subsection headed “Underwriting — Hong Kong

Public Offering Underwriters” in this prospectus
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“Hong Kong Public Offering

Underwriting Agreement”

“Hong Kong Share Registrar”

“Huabei (FEJL)”

“Huadong (%%)”

“Huanan (H£rg)”

“Independent Third Party” or
“Independent Third Parties”

“International Placing”

“International Placing Shares”

the underwriting agreement dated 30 December 2020,
relating to the Hong Kong Public Offering and entered
into among our Company, the Controlling Shareholders,
the executive Directors, the Sole Sponsor, the Joint
Global Coordinators, the Joint Bookrunners, the Joint
Lead Managers, the Co-Lead Managers, and the Hong
Kong Public Offering Underwriters as further described
in the subsection headed “Underwriting — Underwriting
Arrangements and Expenses — Hong Kong Public

Offering” in this prospectus

Tricor Investor Services Limited

Beijing City, Tianjin City, Shanxi Province, Hebei
Province and Inner Mongolia Autonomous Region, the
PRC

Shanghai City, Jiangsu Province, Zhejiang Province,
Anhui Province, Fujian Province, Jiangxi Province and
Shandong Province, the PRC

Henan Province, Hubei Province, Hunan Province,
Guangxi Autonomous Region, Guangdong Province and
Hainan Province, the PRC

person(s) or company(ies) and their respective ultimate
beneficial owner(s), who/which, to the best of our
Directors’ knowledge, information and belief, having
made all reasonable enquiries, is/are not a connected
person(s) of our Company within the meaning ascribed
under the Listing Rules

conditional placing of the International Placing Shares at
the Offer Price to selected professional, institutional and
other investors as set out in the section headed “Structure
and Conditions of the Global Offering” in this prospectus

the 135,000,000 Shares initially being offered by our
Company for subscription under the International
Placing, subject to the Over-allotment Option and the
re-allocation as described in the section headed
“Structure and Conditions of the Global Offering” in this
prospectus
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DEFINITIONS

“International Placing
Underwriters”

“International Placing
Underwriting Agreement

E3)

“IPO App”

“Joint Bookrunners”

>

“Joint Global Coordinators’

“Joint Lead Managers”

“Latest Practicable Date”

“Listing”

“Listing Committee”

“Listing Date”

the underwriters of the International Placing

the conditional underwriting and placing agreement
relating to the International Placing expected to be
entered into on or about 7 January 2021 by, among others,
our Company, and the International Placing
Underwriters, particulars of which are summarised in the
section headed “Underwriting” in this prospectus

the mobile application for the HK eIPO White Form
service which can be downloaded by searching “IPO
App” in App Store or Google Play or downloaded at
www.hkeipo.hk/TPOApp or www.tricorglobal.com/IPOApp

Soochow Securities International Brokerage Limited,
Wealth Link Securities Limited, SPDB International
Capital Limited, BOCOM International Securities
Limited, Yue Xiu Securities Company Limited, Shanxi
Securities International Limited, Shenwan Hongyuan
Securities (H.K.) Limited and Elstone Securities Limited

Soochow Securities International Brokerage Limited and
Wealth Link Securities Limited

Soochow Securities International Brokerage Limited,
Wealth Link Securities Limited, SPDB International
Capital Limited, BOCOM International Securities
Limited, Yue Xiu Securities Company Limited, Shanxi
Securities International Limited, Shenwan Hongyuan
Securities (H.K.) Limited, Elstone Securities Limited,
ZMF Asset Management Limited, DL Securities (HK)
Limited and Forthright Securities Company Limited

Monday, 21 December 2020, being the latest practicable
date for the purpose of ascertaining certain information
contained in this prospectus prior to its publication

listing of the Shares on the Stock Exchange

the listing committee of the Stock Exchange

the date, expected to be on or about Friday, 15 January
2021, on which the Shares will be listed and dealings in
the Shares first commence on the Stock Exchange
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DEFINITIONS

“Listing Rules”

“Memorandum of Association” or
“Memorandum”

“Middle-aged”

“Modern Biotechnology”

“Modern TCM Holdings”

“MOF”

“MOFCOM”

“MOH”

“Mr. Li”

“Mr. Xie”

“Ms. Zhang” or
“Chief Executive Officer”

“NDRC”

the Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited (as amended,
supplemented or otherwise modified from time to time)

the memorandum of association of our Company adopted
on 18 December 2020 (as amended from time to time)

people who fall within the ages of 30 to 65 years old (not
including 65 years old) according to Euromonitor Report

Modern Biotechnology Group Holdings Co., Ltd (A4
PR AL A AT BR/AF]), a company incorporated in
the BVI on 2 August 2019, wholly-owned by Mr. Xie as
at the Latest Practicable Date and one of our Controlling
Shareholders

Modern TCM Holdings Group Co., Ltd. (Fift 1 258 i 4
A AR/ F]), a direct wholly-owned subsidiary of our
Company incorporated in the BVI on 20 August 2019

the Ministry of Finance of the PRC (1% A [ A7 [ BA L
)

the Ministry of Commerce of the PRC (713 A &A1
PR 5 70

the Ministry of Health of the People’s Republic of China
(1 #E N R ALFI 542 5), one of the predecessors of the
NHFPC

Mr. Li Jinglian (3£ 5%#) (formerly known as Li Jinglian
(3E5t%#H)), our executive Director and our Chief

Operating Officer

Mr. Xie Wei (#f#), our executive Director, Chairman

and one of our Controlling Shareholders

Ms. Zhang Hongli (57 R), our executive Director and
our Chief Executive Officer

the National Development and Reform Commission of

the PRC (¥ NRILHMBIB ZERMUELZEE)
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DEFINITIONS

“NHC”

“NHFPC”

“NMPA”

“Non-core Assets”

“Northeast”

“Northwest”

“NPC”

“Offer Price”

“Offer Shares”

the National Health Commission of the PRC (H#E A [t
R B R AR B ) (formerly known as the
NHFPC)

the National Health and Family Planning Commission of
the PRC (3 NRILHAE R Z# EMGHHAFEZEE)
(currently known as the NHC)

the National Medical Products Administration (B% 2%\,
EEE PR the successor to the CFDA

equity interests of the companies, namely Yushi Wine,
Hebei Yushi, Yushi Health and Chengde Biotechnology,
which are not directly related to, nor form part of, the
Group’s principal PCM business, held by Chengde Yushi
during the Track Record Period

Heilongjiang Province, Jilin Province and Liaoning
Province, the PRC

Shaanxi Province, Gansu Province, Qinghai Province,
Ningxia Autonomous Region and Xinjiang Autonomous
Region, the PRC

the National People’s Congress of the PRC (H13E A &3
A 2 N R AR

the offer price per Offer Share in Hong Kong dollars
(exclusive of brokerage of 1%, SFC transaction levy of
0.0027% and Stock Exchange trading fee of 0.005%) of
not more than HK$1.47 per Share and expected to be not
less than HK$0.92 per Share, at which the Offer Shares
are to be subscribed, to be determined in the manner
further described in the subsection headed “Structure and
Conditions of the Global Offering — Pricing and
allocation” in this prospectus

the Hong Kong Public Offering Shares and the
International Placing Shares together with, where
relevant, any additional Shares issued pursuant to the
exercise of the Over-allotment Option
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DEFINITIONS

“Over-allotment Option”

“PBOC”

“Power of Attorney”

“PRC Government”

“PRC Legal Advisers”

“Price Determination Agreement”

the option expected to be granted by our Company to the
International Placing Underwriters, exercisable by the
Joint Global Coordinators (for themselves and on behalf
of the International Placing Underwriters) subject to the
terms and conditions of the International Placing
Underwriting Agreement pursuant to which our Company
may be required to allot and issue up to an aggregate of
22,500,000 additional Offer Shares (representing 15% of
the initial number of Offer Shares) to cover over-
allocation in the International Placing, and/or to satisfy
the obligation of the Stabilising Manager to return
securities borrowed under the Stock Borrowing
Agreement, particulars of which are set out in the
“Structure and Conditions of the Global Offering”

section in this prospectus
People’s Bank of China (4[] A R4R1T)

a power of attorney dated 14 February 2020, entered into
among the Registered Shareholder, Shijiazhuang Medical
Research and Chengde Yushi, as further described in the
subsection headed “Contractual Arrangements —
Arrangements under the Contractual Arrangements —
Details of the Contractual Arrangements — Power of
Attorney” in this prospectus

the government of the PRC and all governmental
subdivisions (including provincial, municipal and other
regional or local government entities) and
instrumentalities thereof or, where the context requires,

any of them

Commerce & Finance Law Offices, our legal advisers as
to PRC Laws

the agreement to be entered into by the Joint Global

Coordinators (for themselves and on behalf of the
Underwriters) and us on the Price Determination Date
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DEFINITIONS

“Price Determination Date”

“province”

“Registered Shareholder”

“Regulation S”

“Reorganisation”

“RMB” or “Renminbi”

“SAFE”

“SAIC”

“SASAC”

“SATM

“SCNPC”

“Securities and Futures

Commission” or “SFC”

the date, expected to be on or around Thursday, 7 January
2021 (or such later time or date as may be agreed between
our Group and the Joint Global Coordinators (on behalf
of the Underwriters), but in any event, no later than
Monday, 11 January 2021), on which the Offer Price will
be determined for the purpose of the Global Offering

each being a province or, where the context requires, a
provincial-level autonomous region or municipality
under the direct supervision of the central government of
the PRC

Mr. Xie, as the registered shareholder of Chengde Yushi
Regulation S under the U.S. Securities Act

the reorganisation arrangements undertaken by the Group
in preparation for the Listing, details of which are set out
in the subsection headed “History, Development and
Reorganisation — Reorganisation” in this prospectus

Renminbi, the lawful currency of the PRC

the State Administration of Foreign Exchange of the PRC
GIE NEE T PR )]

the State Administration for Industry and Commerce of
the  PRC  (Hh3E A\ RN B K 14T BUE BEARR))
(currently known as the State Administration for Market
Regulation (% & BB & BEAL )

State-owned Assets Supervision and Administration
Commission of the State Council of the PRC ("% A B3t
M BB A R e EHEERE)

the State Administration of Taxation of the PRC (13 A
R B [0 R RS 4 D)

the Standing Committee of the NPC (H'#E A R ILFIEH 4
B ANRRERGHEHLEED)

the Securities and Futures Commission
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DEFINITIONS

“SFO”

“Share(s)”

“Share Option Scheme’

“Shareholder(s)”

“Shijiazhuang Medical Research”

“Sole Sponsor”

“Southwest”

“Spouse’s Undertaking’

“Stabilising Manager”

“State Council”

]

1)

the Securities and Futures Ordinance, Chapter 571 of the
Laws of Hong Kong (as amended, supplemented or
otherwise modified from time to time)

ordinary share(s) with a nominal value of HK$0.01 each
in the share capital of our Company

the share option scheme conditionally adopted by our
Company on 18 December 2020 and effective upon the
Listing, the principal terms of which are summarised
under the subsection headed “Statutory and General
Information — D. Share Option Scheme” in Appendix IV
to this prospectus

holder(s) of the Share(s)

Shijiazhuang Medical Research Advisory Company
Limited (1 ZEgE0E#MAMRAR), a  company
established in the PRC on 16 December 2019 and an
indirect wholly-owned subsidiary of our Company

Soochow Securities International Capital Limited, a
licensed corporation under the SFO to engage in type 6
(advising on corporate finance) regulated activities

Chongqing City, Sichuan Province, Guizhou Province
and Yunnan Province, the PRC

an undertaking letter dated 14 February 2020 made to our
Company and Shijiazhuang Medical Research by Ms. Sun
Xinlei (###1#%), as further described in the subsection
headed “Contractual Arrangements — Arrangements under the
Contractual Arrangements — Details of the Contractual
Arrangements — Succession, bankruptcy and divorce” in this
prospectus

square metres
Wealth Link Securities Limited

the State Council of the PRC (3£ A E 3050 5 75 e )
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DEFINITIONS

t3]

“Stock Borrowing Agreement

“Stock Exchange”

“subsidiary”

“substantial shareholders”

“Takeovers Code”

“Track Record Period”

“U.S. dollars”, “US$” or “USD”

“U.S. Exchange Act”

“U.S. Securities Act”

“Underwriters”

’

“Underwriting Agreements

“United States” or “U.S.”

“Universal Health”

means the stock borrowing agreement expected to be
entered into between the Stabilising Manager and
Modern Biotechnology as the lender on or about the Price
Determination Date

The Stock Exchange of Hong Kong Limited
has the meaning ascribed thereto under the Listing Rules
has the meaning ascribed thereto under the Listing Rules

the Code on Takeovers and Mergers and Share Buy-
backs, as published by the SFC (as amended,
supplemented or otherwise modified from time to time)

FY2017, FY2018, FY2019 and 9M2020
United States dollars, the lawful currency of the United States

the United States Securities Exchange Act of 1934, as
amended or supplemented from time to time and the rules
and regulations promulgated thereunder

the U.S. Securities Act of 1933, as amended, and the rules
and regulations promulgated thereunder

the Hong Kong Public Offering Underwriters and the
International Placing Underwriters, details of which are set

out in the section headed “Underwriting” in this prospectus

the Hong Kong Public Offering Underwriting Agreement

and the International Placing Underwriting Agreement

the United States of America, its territories, its

possessions and all areas subject to its jurisdiction

Universal Health International Group Holding Limited, a
company incorporated in the Cayman Islands with
limited liability, whose shares are listed on the Main
Board of the Stock Exchange (stock code: 2211).
Universal Health has operated 850 retail pharmacies,
mainly located in Northeast and Huabei (L), as
disclosed in its latest published financial statements for
the six months ended 31 December 2019
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DEFINITIONS

“WHITE Application Form(s)”

“YELLOW Application Form(s)”

“Yushi Health”

“Yushi Wine”

“%”

the application form(s) for use by the public who
require(s) such Hong Kong Public Offering Shares to be
issued in the applicant’s/applicants’ own name(s)

the application form(s) for use by the public who requires
such Hong Kong Public Offering Shares to be deposited
directly in CCASS

Hebei Yushi Health Industry Co., Ltd.* (Ji/JL{HE fd =
AR, a company established in the PRC on 17
April 2017, in which Chengde Yushi held 35% of its
equity interest before completion of the Reorganisation

Heilongjiang Yushi Wine Co., Ltd.* (GEREVLE fHl = 053E
AR/ F]), a company established in the PRC on 22
August 2012 and a wholly-owned subsidiary of Chengde
Yushi before completion of the Reorganisation

per cent.

The English names of PRC laws, regulations, governmental authorities, institutions, our

products, and of companies or entities established in the PRC included in this prospectus,

including those marked with “*”, are translations of their Chinese names or vice versa and are

included for identification purposes only. In the event of inconsistency between the Chinese

names and their English translations, the Chinese versions shall prevail.
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GLOSSARY OF TECHNICAL TERMS

This glossary contains certain definitions and technical terms used in this prospectus in

connection with our business. As such, some terms and definitions may not correspond to

standard industry definitions or usage of such terms.

“Additional Ingredient Huoxiang

ZhengQi Pill (IR IER
j-[_,)”

“Adhesive Rehmannia Root

(M)
“API”

“Atractylodes Rhizome (F7ft)”

“Baikal Skullcap root (#%~)”

“Barbary Wolfberry Fruit

(fitd1)”

“Bull Pizzle (4-#f)”

“Capillary Wormwood Herb
( Iﬁ)”

“capsule(s)”
“Cardiotonic Enhancement
Capsule (I1¥/E2%)”

“Chinese Angelica (& )"

“Chinese Magnoliavine Fruit

(TLIRT)”

English translation of one of our products, Jiawei
Huoxiang ZhengQi Wan (JIFREE & IESRAL)

rehmanniae radix, a medicinal herb in TCM and a raw
material used in the production of our PCM products
active pharmaceutical ingredients

atractylodes macrocephala Koidz, a medicinal herb in
TCM and a raw material used in the production of our

PCM products

scutellaria baicalensis, a medicinal herb in TCM and a
raw material used in the production of our PCM products

fructus lycii, a medicinal herb in TCM and a raw material
used in the production of our PCM products

penis et testis bull, an animal substance in TCM and a
raw material used in the production of our PCM products

artemisia capillaris thunb, a medicinal herb in TCM and
a raw material used in the production of our PCM

products

a solid dosage form in which medicine is enclosed in a
hard or soft soluble container

English translation of one of our major products,
Shanmei Jiaonang (LLIX{[E%)

angellica sinensis, a medicinal herb in TCM and a raw
material used in the production of our PCM products

schisandra chinensis, a medicinal herb in TCM and a raw
material used in the production of our PCM products
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GLOSSARY OF TECHNICAL TERMS

“Chinese medicine(s)”

“Chinese Pharmacopoeia”

“Chinese Thorowax Root (i)

“Cimeiguo (HIEH)”

“Circulation Enhancement Pill

CRIMEEHAL)”

“Common Gardenia Fruit
(HE¥)”

“Common Yan Rhizome (111Z%)”

“Dangshen (#25)”

“Deer Antler (JEH)”

“distributors’ selling price”

“Drug Standards”

medicines whose clinical function and application are

expressed in terms of Chinese medicine theories
originated from traditional medical practices in China
and which are applied in accordance with Chinese

medicine theories

the Pharmacopoeia of the PRC (HE%£4L) comprised by
the Pharmacopoeia Commission of the Ministry of Health
of the PRC, an official compendium of drugs covering
TCM and western medicines and giving information on,
among others, the standards of purity, description, test
dosage, precaution, storage, for each drug

thorowax, a medicinal herb in TCM and a raw material

used in the production of our PCM products

osa maximowicziana regel, a medicinal herb in TCM and
a raw material used in the production of our PCM

products

English translation of one of our major products, Qixue
Shuangbu Wan (5 I B L)

gardeniae fructus, a medicinal herb in TCM and a raw
material used in the production of our PCM products

dioscoreae rhizone, a medicinal herb in TCM and a raw
material used in the production of our PCM products

codonopsis pilosula, a medicinal herb in TCM and a raw
material used in the production of our PCM products

cervi cornu pantotrichum, an animal substance in TCM
and a raw material used in the production of our PCM

products
the price at which pharmaceutical products are sold by
our distributors to drugstores, pharmacies and clinics for

retail purpose

Drug Standards of the Ministry of Health of the PRC (¥
IR E)
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GLOSSARY OF TECHNICAL TERMS

“Fever-removing and

Detoxification Pill

(IR L)

“Figwort (?Zé})”

“Ginseng (NZ)”

“GMP”

“GSP”

“Hawthorn Leaves (LI %)

“Heart Wellness Capsule
(LE B )"

“Indigowoad Root (HRE: )"
“Kidney Invigoration Pill
(B ERA)”

“Liver Detox Tablet (GEATF)”

“Lobed Kudzuvine Root (&#R)”

English translation of one of our major products,
Qingwen JieDu Wan (i 5 fif 85 JL)

scrophularia ningpoensis, a medicinal herb in TCM and
a raw material used in the production of our PCM
products

ginseng, a medicinal herb in TCM and a raw material

used in the production of our PCM products

Good Manufacturing Practice of Pharmaceutical Products
(BE ARG S A, which are guidelines and
regulations issued to ensure that pharmaceutical products
within those guidelines and regulations are consistently
produced and controlled to the quality and standards

appropriate for their intended use

Good Supply Practices for Pharmaceutical Products (%%
i KB B IR,
regulations issued as part of quality assurance to ensure

which are guidelines and
that pharmaceutical distribution enterprises distribute

pharmaceutical products in compliance with those

guidelines and regulations

crataegi folium, a medicinal herb in TCM and a raw
material used in the production of our PCM products

English translation of one of our major products, Xinan
Jiaonang (L% BHE)

indigowoad root, a medicinal herb in TCM and a raw
material used in the production of our PCM products

English translation of one of our major products, Jinkui
Shenqi Wan (4 [E & &)

English translation of one of our major products, Hugan

Pian GEAT F)

puerariae lobatae radix, a medicinal herb in TCM and a

raw material used in the production of our PCM products
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GLOSSARY OF TECHNICAL TERMS

“Marketing Incentives”

“Medical Dogwood
(ILZRBD)”

“medical institution(s)”

“Menstrual Discomfort Relief Pill
IR 4 L)

“Mongolian Milkvetch Root
(%ﬁ)”

“National Essential Medicine
List”

“National Insurance Medicine

List”

“OTC medicine”

“Patchouli (FEZER)”

“PCM”

the marketing incentives, in monetary and/or non-
monetary forms, provided by our Group to selected
distributors who procured specific products to
compensate the marketing efforts incurred by those
distributors

cornus officinalis, a medicinal herb in TCM and a raw
material used in the production of our PCM products

institutions created for the practice of medicine, and for
the purpose of this prospectus, exclude hospitals

English translation of one of our major products, Jiawei
Xiaoyao Wan (fIllMRHE 12 AL)

astragalus mongholicus, a medicinal herb in TCM and a
raw material used in the production of our PCM products

The National Essential Medicine List (2018 Edition)
( CBIFREEALEY) H $(20184FM)) ) issued by the NHC
and the State National Administration of TCM (B %+ &&
EE IR on 30 September 2018

Medicine List for National Basic Medical Insurance,
Work-Related Injury Insurance and Maternity Insurance
(2019 Edition) ( (BFEARRERE - TEHREALET
TR BRZE 5 H $k(20194FhK)) ) issued by the Ministry of
Human Resources and Social Security and National
Healthcare Security Administration (B % &R FER) on
20 August 2019

over-the-counter medicine, referring to over-the-counter
medicine products that do not require a prescription in

the context of the pharmaceutical industry

pogostemon cablin, a medicinal herb in TCM and a raw

material used in the production of our PCM products

proprietary Chinese medicine, which is based on
Traditional Chinese Medicine theories that retain the
properties of TCM, and is produced using modern
production processes and techniques and typically in
modern formulations, such as pills, capsules, tablets,

powder, oral solutions and syrup

_42 —



GLOSSARY OF TECHNICAL TERMS

“pi]l(s)”

“prescribed medicine”

“Qi ({;E—‘T‘l‘)s’

“R&D”

“Red Peony Root (77A7)”

“Registration Measures”

“Rehmannia (FAth#)”

“retail price”

“Shorthorn Barrenwort (£ F%)”

“Stroke Prevention Capsule

(B PR

“tablet(s)”

“Ternate Pinellia (3¢X)”

“Tianma (KJif)”

“Traditional Chinese Medical

Concept”

a medicinal substance in a small round or oval mass
meant to be swallowed

medicine which may be prescribed only by qualified
medical practitioners

the force which binds together all the matters in human
body under the Traditional Chinese Medical Concept as
referred to in The Yellow Emperor’s Inner Canon: Basic
Questions (FTTNAL + ZH[H)

Research and Development

paeonia anomala, a medicinal herb in TCM and a raw
material used in the production of our PCM products

Measures on the Administration of Pharmaceutical
Products Registration (% sE & BLHF), promulgated
by the SAIC on 22 January 2020 and effective from
1 July 2020

rehmannia, a medicinal herb in TCM and a raw material
used in the production of our PCM products

the price at which drugstores, pharmacies and clinics sell
their pharmaceutical products to end users

berberidaceae, a medicinal herb in TCM and a raw
material used in the production of our PCM products

English translation of our new pharmaceutical product,
Qidan Yufeng Jiaonang (& 7% al B 4E)

dose of medicine in flat circular or disk shape form

pinelliae Rhizoma, a medicinal herb in TCM and a raw
material used in the production of our PCM products

gastrodia elata, a medicinal herb in TCM and a raw
material used in the production of our PCM products

ideas and practices of healing reflected in TCM

_43 —



GLOSSARY OF TECHNICAL TERMS

“Traditional Chinese Medicine”
or “TCM”

“Tree Peony Bark (tF}5)”

“Tuber Fleeceflower Root

(T8 )~

“Tuckahoe (fK%)”

“Vigour and Vitality Supplement

Pill (fff B IR AL)

“White Peony Root (F174))”

“wholesale price”

“Yuanzhi (G)”

“Zhudanfen (F&MEH#)”

a branch of traditional medicine in China involving the
use of medicinal herbs, animals substances, and minerals
extracts

moutan cortex, a medicinal herb in TCM and a raw
material used in the production of our PCM products

polygonum multiflorum, a medicinal herb in TCM and a
raw material used in the production of our PCM products

poria, a medicinal herb in TCM and a raw material used
in the production of our PCM products

English translation of one of our major products, Bushen
Tianjing Wan (il BHEAE L)

paeoniae alba radix, a medicinal herb in TCM and a raw

material used in the production of our PCM products

the price at which pharmaceutical manufacturers sell

their pharmaceutical products to distributors

polygala tenuifolia, a medicinal herb in TCM and a raw
material used in the production of our PCM products

pulvis fellis suis, an animal substance in TCM and a raw
material used in the production of our PCM products
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FORWARD-LOOKING STATEMENTS

FORWARD-LOOKING STATEMENTS CONTAINED IN THIS PROSPECTUS ARE
SUBJECT TO RISKS AND UNCERTAINTIES

This prospectus contains forward-looking statements relating to our plans, objectives,
expectations and intentions, which may not represent our overall performance for the periods
of time to which such statements relate. Such statements reflect the current views of our
management with respect to future events, operations, liquidity and capital resources, some of
which may not materialize or may change. These statements are subject to certain risks,
uncertainties and assumptions, including the other risk factors as described in this prospectus.
You are strongly cautioned that reliance on any forward-looking statements involves known
and unknown risks and uncertainties. The risks and uncertainties facing our Company which
could affect the accuracy of forward-looking statements include, but are not limited to, the
following:

. our business strategies and plans to achieve these strategies;

. our operation and business prospects;

. our future debt levels and capital needs;

. changes to the political and regulatory environment in the industry and markets in
which we operate;

. our expectations with respect to our ability to acquire and maintain regulatory
licenses or permits;

. changes in competitive conditions and our ability to compete under these conditions;

. future developments, trends and conditions in the industry and markets in which we
operate;

. general economic, political and business conditions in the markets in which we
operate;

. effects of the global financial markets and economic crisis;

. our financial conditions and performance;

. our dividend policy; and

. change or volatility in interest rates, foreign exchange rates, equity prices, volumes,
operations, margins, risk management and overall market trends.
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FORWARD-LOOKING STATEMENTS

[P ’ >

In some cases, we use the words “aim”, “anticipate”, “believe”, “can”, “continue”,

e EEINT3

“could”, “estimate”, “expect”,

e LR I3 LR N3

going forward”, “intend”, “ought to”, “may”, “might”, “plan”,
“potential”, “predict”, “project”, “seek”, “should”, “will”, “would”, and similar expressions to
identify forward-looking statements. In particular, we use these forward-looking statements in
the “Business” and “Financial Information” sections of this prospectus in relation to future
events, our future financial, business or other performance and development, the future
development of our industry and the future development of the general economy of our key

markets.

These forward-looking statements are based on current plans and estimates, and speak
only as of the date they were made. We undertake no obligation to update or revise any
forward-looking statements in light of new information, future events or otherwise. Forward-
looking statements involve inherent risks and uncertainties and are subject to assumptions,
some of which are beyond our control. We caution you that a number of important factors could
cause actual outcomes to differ, or to differ materially, from those expressed in any

forward-looking statements.

We confirm that the forward-looking statements are made after reasonable care and due
consideration. Nonetheless, due to the risks, uncertainties and assumptions, the forward-
looking events and circumstances discussed in this prospectus might not occur in the way we

expect, or at all.
Accordingly, you should not place undue reliance on any forward-looking information.

All forward-looking statements contained in this prospectus are qualified by reference to this

cautionary statement.
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RISK FACTORS

Prospective investors should consider carefully all the information set forth in this
prospectus and, in particular, should consider the following risks and special
considerations in connection with an investment in our Company before making any
investment decision in relation to the Hong Kong Public Offering. The occurrence of any
of the following risks may have a material adverse effect on the business, results of
operations, financial conditions and prospects of our Group.

This prospectus contains certain forward-looking statements regarding our plans,
objectives, expectations and intentions which involve risks and uncertainties. Our
Group’s actual results could differ materially from those discussed in this prospectus.
Factors that could cause or contribute to such differences include those discussed below
as well as those discussed elsewhere in this prospectus. The trading price of the Offer
Shares may significantly decline due to any of these risks, and you may lose all or part
of your investment.

We believe that there are certain risks and uncertainties involved in our operations, some
of which are beyond our control. We have categorised these risks and uncertainties into: (i)
risks relating to our business; (ii) risks relating to our industry; (iii) risks relating to our
Contractual Arrangements; (iv) risks relating to conducting business in the PRC; (v) risks
relating to the Global Offering and our Shares; and (vi) risks relating to statements made in this
prospectus.

RISKS RELATING TO OUR BUSINESS
We derived a considerable portion of our revenue from two types of OTC medicine.

Throughout the Track Record Period, we derived a considerable portion of our revenue
from two major products, namely, Vigour and Vitality Supplement Pill (B #H¥54L) and
Circulation Enhancement Pill (5RUMLEEHHL). For FY2017, FY2018, FY2019, 9M2019 and
9M2020, sales of our Vigour and Vitality Supplement Pill (#i%A5AL) represented
approximately 23.2%, 25.2%, 22.5%, 25.1% and 17.2% of our total revenue, and sales of our
Circulation Enhancement Pill (5 # 4 JL) represented approximately 16.2%, 27.3%, 18.3%,
19.5% and 15.7% of our total revenue, respectively. Sales of these two types of OTC medicine
in aggregate represented approximately 39.4%, 52.5%, 40.8%, 44.6% and 32.9% of our total
revenue, respectively, for the same years/periods.

We expect that the sales of these two major products will continue to contribute to a
considerable portion of our revenue in the near future. Our business will therefore remain
sensitive to the sales volume and pricing of these two major products. Sales volume and pricing
of these two major products could be materially and adversely affected in the event that other
Chinese pharmaceutical products manufacturers produce similar products or products having
comparable or better efficacy, which may be used as direct or indirect substitutes of our
products, and such products are launched in the PRC market at prices comparable to, or lower
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than, our prices. If we are unable to maintain our current sales volume and/or pricing of these
two major products, our business, financial condition and results of operations may be
materially and adversely affected.

A considerable portion of our revenue was generated from our sales in Northeast. Any
adverse change in the economic, political or social conditions in this region may
materially and adversely affect our business, financial condition and results of operations.

During the Track Record Period, we derived a considerable portion of our sales revenue
in Northeast. For FY2017, FY2018, FY2019, 9M2019 and 9M2020, our revenue derived from
Northeast was approximately RMBS53.6 million, RMB88.4 million, RMB120.3 million,
RMB96.5 million and RMB118.1 million, respectively, representing approximately 50.3%,
51.0%, 55.0%, 55.8% and 53.9% of our total revenue. Our revenue derived from Northeast may
be affected by a number of factors and many of which are beyond our control. Examples of
such factors include changes in the laws and regulations governing the TCM industry as
promulgated by the national, provincial or local government in this region, changes in local
customer preference and spending patterns, natural disasters or any other adverse change in the
economic, political or social conditions in this region. Any of these factors may materially and
adversely affect our business, financial condition and results of operations.

We rely on our distributors to sell our products.

We sell all of our PCM through our distributors in the PRC. As at the Latest Practicable
Date, we had 77 distributors. Due to our dependence on distributors for the sale and
distribution of our products, any of the following events could cause fluctuations or declines
in our revenue and could have an adverse effect on our financial condition and results of
operations:

. reduction, delay or cancellation of orders from one or more of our distributors;

. selection or increased sales by our distributors of our competitors’ products;

. failure to renew distribution agreements at favourable terms and maintain the
established relationships with our existing distributors; or

. inability to timely identify and appoint additional or replacement distributors upon
the loss of one or more of them.

Our competitors may launch competitive marketing campaigns and provide more
favorable terms to the distributors. We cannot assure that we will not lose any of our
distributors to our competitors in the future. In addition, we may not be able to successfully
manage our distributors and the cost of any consolidation or further expansion of our
distribution network may exceed the revenue generated therefrom. Furthermore, if the sales
volume of our products is not maintained at a satisfactory level, our distributors may not place
orders for new products, may reduce orders, or ask for further discount. The occurrence of any
of these factors could result in a significant decrease in the sales volume of our products and
therefore adversely affect our financial condition and results of operations.
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We have limited control over our distributors.

It may be difficult for us to monitor our distributors’ practices and manner of the sales
extensively and substantively due to the large number of our distributors and the regions they
cover. In addition, we cannot assure that our distributors will fully comply with the distribution
agreements. As a result, our control over the ultimate retail sales of our products is limited.
Please refer to the subsection headed “Our employees or distributors could engage in corrupt
or other improper conduct that could harm our reputation, business, financial condition and
results of operations” in this section for further details.

If our products are produced improperly or contaminated, we may incur losses resulting
from product recalls or product liability claims. Our reputation, business, financial
condition and results of operations may be materially and adversely affected as a result.

We are exposed to risks inherent in the production, packaging, sale and marketing of our
products, such as unsafe, ineffective, defective or contaminated products, insufficient or
improper labelling of products, inadequate warnings or insufficient or misleading disclosures
of side effects. If any of these happens, we may be subject to product recall or withdrawal,
removal of regulatory approvals for such products or the relevant production facilities and
exposure to lawsuits relating to such products. In the event that any use or abuse of our
products results in personal injury or death, product liability claims may be brought against us
for damages. As at the Latest Practicable Date, however, we do not maintain product liability

insurance.

In the event of facing allegations that any of our products are harmful, we may experience
reduced demand for our products or these products may be recalled from the market. We give
no assurance that we will not be subject to any product liability claims. Any claims against us
or product recalls, regardless of merit, could strain our financial resources as well as consume
the time and attention of our management. If any claims against us were to prevail, we may
incur monetary liabilities, and our reputation may be severely damaged. In such event, our

business reputation, financial condition and results of operations could be adversely affected.

We may not be able to remain in full compliance with the evolving GMP standards or
other regulatory requirements (such as registration of Drug Approval Number
requirement) which are material to our business.

We are obliged to comply with the regulatory requirements stipulated by the relevant PRC
Government authorities (such as registration of Drug Approval Number requirement stipulated
by the Measures for the Administration of Drug Registration ( CZ&5sE & HHHE) ) and
medicine labelling requirement stipulated by the Drug Administration Law of the PRC (
#e N\ RGN B 45 5 A L) )); and GMP standards for drug production stipulated by the
NMPA). Please refer to the section headed “Regulatory Overview” in this prospectus for details

regarding the key requirements and standards relating to our business operation.
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Our compliance status with GMP standards and other regulatory requirements, however,
are subject to periodic reassessment by the relevant government authorities which may result
in substantial compliance burdens and additional costs on our business. The relevant
government authorities may also conduct regular on-site inspections, reassessments and
examinations to ensure our continuing compliance with such requirements and standards. The
standards of the aforementioned reassessment may change from time to time and there is no
assurance that the government authorities will not tighten, or impose more stringent laws,
rules, regulations, regulatory framework or industry standards in this regard.

We cannot assure that we will be able to continuously pass all the required inspections
and reassessments, and any inability to comply with the regulatory requirements from the
government authorities that are material to our operation could severely disrupt, as well as
prevent us from conducting our business. In addition, while the effective period of a Drug
Approval Number issued by the relevant drug administration is five years and the applicant
shall submit a re-registration application for a Drug Approval Number six months prior to the
expiry date, there is no guarantee (i) whether such renewal will be granted by the relevant drug
administration or (ii) whether our Drug Approval Number will be revoked or removed from the
register of relevant drug administration during the effective period such as from PCM to
Chinese healthcare products. Any discontinuation, recall, suspension, revocation, cancellation
or withdrawal of any of our Drug Approval Number from the register could adversely affect
the positioning and demand of our products, which may result in a drop in selling price, loss
of revenue and deterioration of our financial condition and results of operations. Furthermore,
if any interruption or implementation of the relevant regulations or tightened regulation
requires us to comply with additional regulatory requirements from the government authorities,
we cannot assure that we will be able to comply with them. Even if we comply with such
regulatory requirements and/or standards, significant additional costs and expenses may be
involved, which may adversely affect our financial condition and results of operations.

The outbreak of COVID-19 in the PRC could adversely affect our business.

An outbreak of respiratory illness caused by COVID-19 in late 2019 which continues to
spread across the PRC and globally. The new strain of COVID-19 is considered highly
contagious and poses a serious public health threat.

In January 2020, in response to the outbreak of COVID-19, the Forestry and Grassland
Bureau of Hebei Province® (/L& MEFEJFR) issued a temporary administrative notice
stipulating that so long as the epidemic continues, all of the trading of wild animals and
production of wildlife products shall be prohibited. Notwithstanding the relevant notice does
not retrospectively prohibit the trading or production of relevant wildlife products, we were
temporarily unable to further procure Deer Antler (), one of the principal raw materials to
produce our major product, Vigour and Vitality Supplement Pill (4 B EF5 AL). As at the Latest
Practicable Date, as confirmed by our PRC Legal Advisers, red deer (Cervus elaphus) (from
which the Deer Antler used in the production of Vigour and Vitality Supplement Pill (% H
ﬂ%}fb) are derived) has been re-classified from wildlife to livestock since May 2020, the sale,
purchase or use of Deer Antler, and its products thereof is no longer subject to the regulation
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of wildlife protection authorities; furthermore, the prohibition on the trading of wild animals
stipulated in the Notice was lifted in June 2020, however, we cannot assure you that the same
or similar administrative notice would not be reinstated if COVID-19 or similar pandemic
continue. For details, please refer to the subsection headed “Summary — Recent Developments
and no Material Adverse Change — Business Updates” regarding the latest development on the
supply of Vigour and Vitality Supplement Pill (B EHiAL).

Our business operation is also affected as we have only entered into distribution
agreement with one new distributor since 1 January 2020 and up to the Latest Practicable Date.

For FY2019, 8 of our distributors are located in Hubei Province, the PRC and the
aggregate revenue generated from these 8 distributors were approximately RMB9.4 million,
which accounted for approximately 4.3% of our total revenue during the same year. In February
and March 2020, we did not receive any order from our Hubei distributors as they were not able
to conduct business as usual due to various restrictions. For more details regarding our business
with the Hubei distributors and the lifting of travel restrictions, please refer to the subsection
headed “Summary — Recent Developments and no Material Adverse Change — Business
Updates™.

In view of the latest development, it is uncertain when the said epidemic would be
alleviated and contained. If the spread of the epidemic is not controlled in the foreseeable
future, our production and revenue generated from the sales of Vigour and Vitality Supplement
Pill (4 & A AL) could be adversely affected. Further, in the long run, it is uncertain how and
whether our revenue generated from the distributors located in the Hubei Province and the PRC
in general would be adversely affected in light of the travel restrictions and quarantine
measures implemented by the PRC Government. If the epidemic continues for a prolonged
period of time, our business, financial condition and results of operations could be materially
and adversely affected.

Risks relating to any operational breakdowns, natural disaster or other event affecting
our production facilities, which are located at one single location, may disrupt our
business.

We produce our products at our production facilities located at Chengde City, Hebei
Province, the PRC. Our production facilities face the risk of operational breakdowns caused by
accidents during the operating process, including but not limited to faulty construction and
operational error. In the event of an earthquake, fire, drought, flood and/or any other natural
disaster, political instability, extended outages of critical utilities or transportation systems,
terrorist attack, or other event beyond our control that limits our ability to operate these
facilities, we may need to incur substantial additional expenses to repair or replace the
damaged production equipment or facilities, or even evacuate the current premises and relocate
our production facilities to an alternative location. We may also have to outsource part or all
of our production operations. Any interruption in, or prolonged suspension of any part of

— 51 -



RISK FACTORS

production at, or any damage to or destruction of, any of our production facilities arising from
operational breakdowns, unexpected or catastrophic events or otherwise may prevent us from
supplying products to our customers, which in turn may adversely affect our business and
operation.

Further, our production is subject to risks such as theft, machinery breakdown, defective
equipment and shortage of water and fuel, any of which could severely disrupt our operation.
We cannot assure that our insurance will adequately compensate us for any loss rising from
damage to our facilities or disruptions to our operations. Any such losses could materially and

adversely affect our business, financial condition and results of operations.

Failure to comply with the relevant quality and safety standards of the PRC could lead
to fines, lawsuits or other penalties that may adversely affect our operation.

The quality of all pharmaceutical products manufactured or sold in the PRC is highly
regulated by the relevant PRC laws and regulations. In recent years, the PRC Government has
been enhancing its supervision on quality and safety standards in the TCM industry. Our
operation is also subject to safety standards and compliance checks by the relevant PRC
authorities. If the PRC authorities consider that our products do not meet the national and/or
provincial standards or fail to comply with the relevant laws and regulations, we could be
subject to fines, confiscation of illegal gains, suspension of production and operation for
rectification, revocation of relevant licenses and/or approvals or be required to invest
additional capital in carrying out necessary improvements to meet such standards, which may
have material adverse effect on our results of operations.

Pursuant to the Drug Administration Law of the PRC ( <+ % A R RN [E 45 5 2 3% ) ),
which was promulgated by the SCNPC on 20 September 1984 and came into effect on 1 July
1985, as last amended on 26 August 2019 and came into effect on 1 December 2019; the
Product Quality Law of the PRC ( {13 A\ RILFE 2 f B #1%) ), which was promulgated
on 22 February 1993 and became effective from 1 September 1993 by the SCNPC, as
subsequently amended on 8 July 2000, 27 August 2009 and 29 December 2018; the Law of the
PRC on the Protection of Consumer Rights and Interests ( €3 A B H RN B0 1 2 220 4 (R v
%) ), which was promulgated by the SCNPC on 31 October 1993 and became effective on 1
January 1994, as subsequently amended on 27 August 2009 and 25 October 2013; and other
relevant laws and regulations, should our products cause any injury, death or property damage
due to product defects, we may be subject to damages, confiscation of illegal gains, fines,
suspension of operation, revocation of business licenses and drug manufacturing certificates
and criminal liability, which could have a material adverse effect on our reputation and brand
values, and thus disruption of our business, financial condition and results of operations. For
details of the relevant laws and regulations governing our business, please refer to the section
headed “Regulatory Overview” in this prospectus.
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If our products cause, or are perceived to cause severe side effects, our revenue and
profitability could be adversely affected.

Our products, especially our OTC medicine, may cause side effects as a result of a
number of factors, many of which are outside of our control. These factors include potential
side effects not revealed in clinical testing, unusual but severe side effects in isolated cases,
defective products not detected by our quality management system, misuse of our products or
mixing up with other drugs and/or alcohol, etc by end users. Our products may also be
perceived to cause side effects even without a conclusive determination as to the cause.

In addition, our products may be perceived to cause side effects if (i) similar products
containing the same or similar ingredients or raw materials as our products cause or are
perceived to have caused side effects; or (ii) one or more regulators, such as the NMPA,
determine(s) that products containing the same or similar ingredients as our products could
cause or lead to side effects.

If our products cause, or are perceived to cause, severe side effects, we may face a number

of consequences, including:

o a severe decrease in the demand for, and sales of, the relevant products;

. the recall or withdrawal of the relevant products;

. removal of regulatory approvals for the relevant products or the relevant production
facilities;

. damage to the brand name of our products and our reputation; and

. exposure to lawsuits and regulatory investigation relating to the relevant products

that result in liabilities, fines or penalties.

As a result of these consequences, our business, financial condition and results of
operations could be adversely affected.

Our Group is exposed to credit risk of our customers.

We are subject to credit risk of our customers and our profitability and cashflow are
dependent on our ability to collect payments timely from our customers. If there is any
significant delay or default in the payments, our profitability, working capital and cashflow
may be adversely affected. There is no assurance that we will be able to collect all or any of
our trade receivables in a timely manner, or at all. If any of our customers face unexpected
situations, including, but not limited to, financial distress, we may not be able to collect in full
or any payment of uncollected sums or enforce any judgment debts against such customers.
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Furthermore, as at 31 December 2017, 2018, 2019 and 30 September 2020, our trade
receivables (net of allowance for expected credit losses) amounted to approximately RMB29.6
million, RMB28.5 million, RMB22.6 million and RMB50.4 million, respectively. The increase
in trade and other receivables as at 30 September 2020 was resulted from the sharp increase
in sales transactions following the gradual release of travel restrictions across the provinces in
the PRC since March 2020 and fulfillment of orders before the national holidays. During the
same periods, our Group had a concentration of credit risk as approximately 24.3%, 17.1%,
11.2% and 9.9% of the total trade receivables was due from our Group’s largest trade debtor,
and approximately 67.7%, 69.7%, 35.5% and 42.8% of the total trade receivables was due from

our Group’s five largest trade debtors, respectively.

In any event, global economic downturns or pandemic may cause customers to default on
payments, and we may need to make greater provisions of loss allowance for trade receivables,
particularly for debtors who may be more significantly impacted by the downturn or pandemic.
Significant delay or default in payments from our customers could materially and adversely
affect our business, financial condition and results of operations.

Our employees or distributors could engage in corrupt or other improper conduct that
could harm our reputation, business, financial condition and results of operations.

We may be unable to effectively control our employees’ conduct and prevent them from
engaging in corrupt or other improper conduct, such as making/receiving un-authorised
payments to/from the distributors to influence their procurement decisions. Our ability in
managing distributors’ activities and preventing them from engaging in corrupt or other
improper conduct is limited as well.

Please refer to the subsection headed “Business — License, Regulatory Approvals and
Compliance Record — Anti-corruption compliance” in this prospectus for further details of our
anti-corruption measures.

There is no assurance that our employees or distributors had not engaged or will not
engage in corrupt or other improper conduct or had not violated or will not violate the
applicable anti-corruption laws in the past or in the future. If our employees or distributors
engage in corrupt or other improper conduct or violate the applicable anti-corruption laws, we
could be required to pay damages or fines, which may have a material adverse effect on our
business, financial condition and results of operations.

It is possible that the PRC Government could adopt new or different regulations affecting
the way in which pharmaceutical products are sold to address anti-corruption or other concerns,
which could affect our current business and sales practice. As a result, our business, financial
condition and results of operations could be materially and adversely affected.
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Reduction in the number of intermediaries (i.e. distributors and/or retailers) on whom we
rely may materially and adversely affect our business, financial condition and results of
operations.

Our intermediaries are required to obtain, maintain and renew various permits, licenses
and certificates in order to sell and/or distribute our pharmaceutical products, e.g. our
distributors are required to obtain Pharmaceutical Trade License (%% i #8457 7] #%) and comply
with the GSP requirements according to relevant PRC laws and regulations. Our distributors
and their retailers are also subject to regular inspections, examinations and inquiries by various
regulatory bodies and/or supervisory authorities, and any adverse outcome of such inspections,
examinations and inquiries may result in the loss or non-renewal of the relevant permits,
licenses and certificates.

In recent years, the PRC Government has been tightening its supervision on quality,
safety standards and sales in the TCM industry. Implementation of new regulations and/or new
standards may require our intermediaries to comply with additional regulatory requirements
from relevant regulatory bodies and/or supervisory authorities, and we cannot assure you that
all our intermediaries will be able to comply with these new regulations and/or new standards.
Even if our intermediaries comply with such regulatory requirements and/or standards,
significant additional costs and expenses may be involved with their operation.

In light of the above, our distributors and retailers would be pressured to cease operating
and thus resulting in a reduction of number of distributors and/or retailers within our
distributorship network. As a result of the reduction of intermediaries, we might incur
additional costs, extra effort and expenses in engaging additional or replacement distributors
to maintain our distributorship network. Any narrowing down of our distributorship network
could also lead to a decrease in sales of our products to end-users. As such, our business,
financial condition and results of operations may be materially and adversely affected.

If we fail to maintain or increase our marketing activities and capabilities, our market
share and our reputation, business, financial condition and results of operations may be
materially and adversely affected.

The success and lifespan of our products are dependent on our efforts in sales and
marketing. As such, we intend to utilise approximately HK$12.0 million, representing
approximately 10.0% of the net proceeds from the Global Offering, to strengthen our sales and
marketing activities. However, there is no assurance that our planned spending on marketing
activities will be adequate to support our future growth. Any factors adversely affecting our
ability to maintain or increase our marketing activities and capabilities will have an adverse
effect on the brand name, reputation and market share of our products, which may result in a
decrease in demand for our products and may materially and adversely affect our business,
financial condition and results of operations.

Our marketing activities rely on our sales and marketing team, which comprised 37 staff
members as at the Latest Practicable Date. Our marketing staff directly markets and promotes
our pharmaceutical products to our distributors by sharing information regarding our products,
such as features or unpublished data, while our distributors are responsible for onselling and
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distributing these products to the retailers, who intend to sell to the end users. For details,
please refer to the subsection headed “Business — Sales and Distribution — Our Marketing
Activities” in this prospectus for information about the functions of our sales and marketing
team.

We believe that hiring and retaining employees with the right marketing expertise and
industry knowledge is vital to maintain and continue to develop our marketing plans. There is
no assurance that we will continue to be able to recruit and/or retain suitable marketing
employees in the future.

Violations of laws relating to wrongful advertisement may have a material and adverse
effect on our business, financial condition and results of operations.

Relevant laws, rules and regulations may require advertising content to be fair and
accurate, and not misleading. For details of the laws relating to drug advertisements in the
PRC, please refer to the subsection headed “Regulatory Overview — Laws and Regulations
related to Drug Advertisements”. Violation of these laws or regulations may result in penalties,
including fines, orders to cease dissemination of the advertisements, orders to publish an
advertisement correcting the misleading information, and even criminal liabilities. We cannot
assure you that regulators will not interpret relevant laws and regulations differently than we
do. We cannot ensure regulators will deem our advertising content to be fair, accurate and not
misleading. If we are found to have committed any such violations, regulators may, among
other things, discontinue certain of our advertising activities, restrict us from broadcasting
and/or publishing new advertisements of our products or impose fines on us. As such, our
business, reputation, financial condition and results of operations could be materially and
adversely affected.

The Traditional Chinese Medical Concept may not be as well-recognised overseas as
compared to within the PRC, and market receptiveness of TCM in the PRC may change.

The Traditional Chinese Medical Concept has a very long history in the Chinese
community. The acceptance of the Traditional Chinese Medical Concept is also closely
associated with the understanding of Chinese habit and acceptance of Chinese culture.
Therefore, foreigners may have difficulties in understanding and may not easily accept the
concept.

In addition, the usage, efficacy and safety of TCM may not be comparable to those of
Western medicine or treatments such as injection and/or surgical operation, which is based on
different foundation and medical theories from the Traditional Chinese Medical Concept which
advocates, among others, the rebalancing of Qi. Western medicine and treatments with similar
medical therapeutic effect as TCM may also generally be more accepted in overseas markets.
Overseas patients and consumers are also accustomed to adopt Western medicine and treatment
as their primary choice, if not, the only choice of treatment.
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On the other hand, our continued success depends on the acceptance of the Traditional
Chinese Medical Concept, and the popularity of and demand for TCM, in particular, in the
PRC. Yet, consumer preferences and demand may shift away from TCM given the increasing
acceptance of Western medical concepts. Western medicine with similar medical therapeutic
effect may also be used as substitutes to our products. Further, consumer perception of TCM
products could be significantly influenced by scientific research or findings, medical coverage
and other publicity regarding the Traditional Chinese Medical Concept and TCM. Scientific
research reports, findings or publicity, regardless of their merits, may associate illness or other
adverse effects with the consumption of TCM or our products. Consumer may have reservation
regarding the safety and effectiveness of TCM or our products if such adverse publicity arises
in the future. Such findings or reports could adversely affect the receptiveness of the
Traditional Chinese Medical Concept and the demand for TCM and our products, and in turn
bring adverse impacts to our business, financial condition and results of operations.

Our R&D activities may not result in the successful development of new products,
applications of existing products, formulation of product, production methods or
techniques.

We intend to utilise approximately HK$23.4 million, representing approximately 19.5%
of the net proceeds from the Global Offering, to strengthen our R&D and broaden our product
portfolio. Our ability to successfully develop new pharmaceutical products, applications of
existing products, products formulation, production methods or techniques would influence our
growth and future prospects, which can be affected by many factors beyond our control. These
include failure to meet clinical safety, efficacy or other standards and requirements during
testing and clinical trials, or failure to obtain regulatory approvals, including approval from
NMPA. In addition, clinical trials are lengthy and expensive, and their results can be highly
unpredictable.

There is also no assurance that any R&D activities conducted or commissioned by us will
be completed within the anticipated time frame or that the costs of such R&D activities can be
fully or partially recovered. If our R&D activities do not result in the successful development
of new products, applications of existing products, product formulation, production methods or
techniques, we may not be able to recover the related costs of such R&D activities, which could
materially and adversely affect our financial condition and results of operations.

We have formed collaboration with a number of institutions to jointly develop and/or
enhance new pharmaceutical products, production methods or techniques, with the aim to
capitalise on their expertise, skills, resources and knowledge. Please refer to the subsection
headed “Business — R&D — Collaboration with Research Institutions” in this prospectus for
further details. However, there is no assurance that we will be able to maintain such
relationships or enter into new relationships with suitable research partners. Any deterioration
in our existing relationships, misappropriation of research results or failure to enter into new
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relationships with suitable research partners on acceptable terms to us for future R&D projects
may have an adverse impact on our ability to successfully develop new pharmaceutical
products and production methods or techniques which in turn may materially and adversely
affect our growth prospects.

We rely on a stable supply of quality raw materials to produce our products, any decrease
in the supply, or increase in the cost, of these raw materials could materially and
adversely affect our business, financial condition and results of operations.

Our principal raw materials are medicinal herbs, animal substances, consumable/additive
and packaging materials, which the purchase cost of medicinal herbs and animal substances
account for a significant portion of our total cost of sales. For FY2017, FY2018, FY2019,
OM2019 and 9M2020, our cost of raw materials were approximately RMB53.5 million,
RMB&88.1 million, RMB106.3 million, RMB&3.0 million and RMB110.5 million, representing
approximately 86.2%, 88.2%, 88.8%, 89.7% and 91.6% of our total cost of sales, respectively.

The availability and market prices of our principal raw materials may be adversely
affected by factors beyond our control, such as weather conditions, natural disasters, or a
sudden surge in demand. We are also vulnerable to price fluctuations and supply shortages
resulting from any speculative or price manipulation activities engaged by these suppliers.

We cannot assure that our suppliers will continue to supply materials to us on terms and
conditions commercially acceptable to us. In addition, we cannot assure that we will be able
to pass on any increase in raw material costs to our customers. Significant increases in raw
material prices would have a direct and negative impact on our gross profit margin. Ultimately,
we may need to raise our product prices to recover the higher raw material costs and maintain
our gross profit margin, which may lower the demand for our products. If we are unable to pass
the increase in the cost of raw materials to our customers, our profit margins and profitability
would be adversely affected.

Our product components are extracted from medicinal herbs and animal substances. We
are subject to evolving laws and regulations governing the purchase or use of products of
wild animals and our operations may be severely affected if there are any significant
changes in the relevant laws and regulations.

Our product components are extracted from medicinal herbs and animal substances. We
are required to comply with laws and regulations that regulate the purchase or use of products
of wild animals under the state priority protections. During the Track Record Period and up to
the Latest Practicable Date, we have purchased all the animal substances from qualified
suppliers. We have also obtained all the permits necessary for the purchase and use of product
of wild animals under the state priority protection during the Track Record Period™’*.
Amendments from time to time to existing laws, regulations and treaties or new laws,

Note: Red deer (Cervus elaphus) (from which the Deer Antler used in the production of Vigour and Vitality

Supplement Pill (1 & HERS AL) are derived) has been re-classified from wildlife to livestock since May 2020,
the sale, purchase or use of Deer Antler, and its products thereof is no longer subject to wildlife restriction.

— 58 —



RISK FACTORS

regulations and treaties may potentially restrict our ability to purchase or use any animal
substances of such kind. Furthermore, replacing or locating alternative raw materials would
inevitably require us to divert attention and resources from our business. If we are unable to
identify alternative materials or suppliers and secure approval for their use in a timely manner,
our results of operations, profit margins and profitability could be adversely affected.

Animal protection activists and other third-party groups may boycott our products, protest
against our operations, make claims before governmental authorities, and/or bring lawsuits
against us. Such boycotts, protests, claims and lawsuits might be based on allegations that we
have been using products of prohibited animal substances and/or committing acts of cruelty to
animals. Currently, we purchase all the animal substances from qualified suppliers and are not
involved in any claims and lawsuits of such kind. While we seek to comply with all laws and
regulations, and defend ourselves when sued, there are no assurances as to the outcome of
future claims and lawsuits that could be brought against us. In addition, associated negative
publicity could damage our reputation and negatively affect our results of operations.

Our five largest suppliers accounted for a considerable portion of our cost of sales and we
have not entered into long-term supply contracts with our suppliers.

A considerable portion of our purchase was transacted with a small number of suppliers
during the Track Record Period and we have not entered into long-term supply contracts with
these suppliers. For FY2017, FY2018, FY2019 and 9M2020, purchases from our five largest
suppliers represented approximately 65.1%, 80.2%, 58.0% and 65.4% of our total purchase
amount of raw materials, respectively. A considerable portion of our total purchase
concentrated on a small number of suppliers during the Track Record Period may expose us to
the risk of unexpected price increases for purchases of, or shortage in supply of, raw materials.
If any of our major suppliers fail to meet our purchase orders on a timely basis, offers us terms
not commercially acceptable or provide us with sub-standard raw materials or terminates its
business relationship with us, we may be unable to source raw materials from comparable
alternative suppliers on a timely basis and on commercially acceptable terms. As a result, our
business, financial condition and results of operations may be materially and adversely
affected.

Our production requires a stable supply of quality medicinal herbs and animal
substances, and the availability of these quality raw materials are crucial to our business,
results of operations and financial condition.

Our business is dependent on maintaining a stable supply of quality raw materials, in
particular quality animal substances such as Deer Antler (FEE). We source our Chinese
pharmaceutical raw materials from our pre-approved suppliers. As at the Latest Practicable
Date, we had 29 pre-approved suppliers, among which 15 are suppliers of medicinal herbs or
animal substances.
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In the event that (i) we are unable to maintain our relationship with any of our major
suppliers or if any of them otherwise ceases to supply quality raw materials to us in a timely
manner on the same or similar terms, or at all, or (ii) there is any shortage or disruption in
supplying quality animal substances to us, we may not be able to provide quality products to
customers, which could have a material adverse effect on our business, results of operations
and financial condition. For instance, low-quality or poor-quality Deer Antler (FEX)
containing high-level of impurities could affect the efficiency of our production processes as
well as the intended therapeutic effect of our products. Furthermore, replacing or locating a
supplier that can provide quality animal substances would inevitably require us to divert
attention and resources from our business. If we are unable to maintain or obtain stable supply
for quality animal substances, our results of operations, profit margins and profitability could
be adversely affected.

Our success and business operations are dependent on our executive directors and our
business and prospects may be severely disrupted if we lose their services.

Our success depends on the continued services of our executive Directors, in particular
Mr. Xie, our executive Director, Chairman and Controlling Shareholders, and Ms. Zhang, our
Chief Executive Officer and executive Director. We rely on their pharmaceutical industry-
related experience as well as their accumulated knowledge and operational expertise. Our
ability to attract and retain key personnel is a critical aspect of our competitiveness. The
competition in the human resources market for individuals like Mr. Xie and Ms. Zhang would
require us to offer higher compensation and other benefits in order to attract and retain them,
which could increase our operating expenses and, in turn, materially and adversely affect our
business, financial condition and results of operations. We may be unable to attract or retain
the specialised personnel required to achieve our business objectives, and failure to do so could
adversely affect our business. The loss of any of our key employees could severely harm our
business. If we lose the services of Mr. Xie or Ms. Zhang or any of our executive Directors,
we may not be able to identify suitable or qualified replacements, and may incur additional
expenses to recruit and retain new personnel, which could disrupt our operation. Furthermore,
if Mr. Xie or Ms. Zhang or any of our executive Directors joins a competitor or forms a
company competing with us, we may lose a significant number of our existing customers,
which could have a material adverse effect on our business, financial condition and results of

operations.

We may be unable to adequately protect our intellectual property rights and be involved
in litigation(s) related to intellectual property, which tends to be costly and uncertain.

Our success depends upon obtaining and maintaining intellectual property rights and
other forms of protection afforded to our products, technologies, inventions and improvements
under the PRC laws for protecting these rights. We have certain trademarks, patents and
copyrights registered in the PRC. We were also in the process of applying and registering 2
patents and 29 trademarks in the PRC as at the Latest Practicable Date. The expiration or loss
of, or failure to register our intellectual property rights may materially and adversely affect our
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business and results of operation. For further information on our trademarks and patents, please
refer to the subsection headed “Appendix IV — Statutory and General Information — B. Further
Information about Our Business — 2. Material Intellectual Property Rights” for further details.

However, the above measures may not be adequate to protect our intellectual property
rights related to our business and products due to the following reasons:

. we may not be able to identify any unauthorised use of our patents, trademarks and
other intellectual property rights and take appropriate actions to enforce our rights
on a timely basis;

. our registered patents, trademarks or copyrights or our application for registration of
patents or trademarks may not adequately describe, enable or otherwise provide
coverage for our techniques and products and thus, we may not be able to exclude
others from developing or commercialising these techniques and products; and

. our competitors may independently develop proprietary techniques similar to ours,
misappropriate our proprietary information or processes or infringe on our patents
and trademarks, or produce similar products that do not infringe on our patents or
successfully challenge our patents.

On the other hand, infringement of intellectual property rights by legal entities or
individuals occurs frequently in the PRC. We may encounter future litigation with third parties
in order to protect our intellectual property rights. We cannot assure that we will be able to
continuously prevent or deter infringement or other misappropriation of our intellectual
property rights in the future. In the event that any misappropriation or infringement of our
intellectual property occurs in the future, we may need to protect our intellectual property or
other ownership rights through litigation. The outcome of litigation is uncertain and may divert
our management’s attention from our business operation and possibly result in significant legal
costs. In addition, infringement of our intellectual property rights may impair the market value
and share of our medicinal products, damage our reputation and adversely affect our business,
financial condition and results of operations.

Similarly, we may also encounter future litigation initiated by third parties asserting that
our products or activities infringe the intellectual property rights of others or that we or our
employees have misappropriated the trade secrets of others. It is difficult to predict how such
disputes would be resolved. The prosecution and defence of intellectual property rights are
costly and will divert technical and management personnel from their normal responsibilities.
We may not prevail in any such litigation or proceedings. An adverse decision with respect to
any litigation or proceedings against us, resulting in a finding of non-infringement by others
or invalidity of our trademarks, may result in the use by third-party companies of brand names,
technology or products substantially similar to ours.
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In addition, a determination that we have infringed on the intellectual property rights of
another may require us to do one or more of the followings:

. pay monetary damages to settle the results of such adverse determination, which
could adversely affect our business, financial condition and results of operations;

. cease selling, incorporating or using any of our products that incorporate the
challenged intellectual property, which would adversely affect our turnover or costs,
or both;

. obtain a license from the holder of the infringed intellectual property right, which
might be costly or might not be available on reasonable terms, or at all; or

. redesign our products to make them non-infringing, which would be costly and
time-consuming, or may not be possible at all.

We may not be able to maintain proper inventory levels for our operations.

We consider a number of factors when we manage the inventory levels for our production
and sales operation, including the lead time to procure principal raw materials, our production

schedule and price trends of principal raw materials.

We face difficulty in accurately projecting optimal inventory levels to stock in our
warehouse. Inventory levels in excess of the demand of distributors may result in inventory
obsolescence, inventory write-downs or expiration of products. High inventory levels may also
require us to commit substantial capital resources, preventing us from deploying our capital
resources for other important business opportunities. Conversely, if we underestimate the
demand for our products or if our suppliers fail to provide us with raw materials in a timely
manner, we may experience inventory shortages. Such inventory shortages might result in
unfilled customer orders and have a negative impact on our relationship with distributors. We
cannot assure you that we will be able to maintain proper inventory levels for our operations
and such failure may have an adverse effect on our business, financial condition and results of

operations.
We have limited ability to track the inventory levels of our distributors.

Although we have arranged with our distributors to update us their inventory consumption
from time to time, there is no assurance that such information would be reported to us
accurately and/or in a timely manner.

As our ability to regularly track the inventory levels of distributors is limited and may not

be on a real-time basis, it is difficult for us to gather sufficient information and data regarding
the market acceptance of our products. As the tracking of inventory levels would provide us
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with useful information on the market acceptance of our products in a particular region,
limitation in accurately tracking the sales and inventory levels of distributors may make it
difficult for us to predict sales trends, and we may not be able to implement effective marketing
or product strategies.

We are subject to environmental regulations and may be exposed to liability and potential
costs for environmental compliance.

We are required to comply with the PRC laws and regulations concerning the discharge
of air emission, waste water and solid waste during our production processes and the controlled
use, storage, handling and disposal of hazardous materials and chemicals. Certain clearances
and authorisations from governmental authorities are required for the treatment and disposal of
any discharge. Any violation of these regulations may result in fines, criminal sanctions,
revocation of pollutant discharge permit, shutdown of our facilities, obligation to take
corrective measures, and indemnification of damages caused. There is no assurance that we
will not incur future obligations or material liabilities relating to environmental laws and

regulations.

Further, the government may adopt more stringent environmental regulations and there is
no assurance that we will be in full compliance with these regulatory requirements at all times.
Due to the possibility of unanticipated regulatory developments, the amount and timing of
future environmental expenditures to be incurred may vary substantially from those currently
anticipated. We may be required to incur additional capital expenditures to, among others,
install, replace, upgrade or supplement our equipment relating to pollution control and the use,
storage, handling and disposal of hazardous materials and chemicals, or make operational
changes to limit any adverse impact or potential adverse impact on the environment in order
to comply with new environmental protection laws and regulations. If such costs become
prohibitively expensive, we may be forced to modify, curtail or cease certain aspects of our
business operations.

Our insurance coverage may not be sufficient.

Our operation is subject to hazards and risks associated with our production processes and
operation, which may cause significant harm or damage to our employees or properties. We
currently maintain the following insurance policies: (i) the statutory insurance for our
automobiles; (ii) government-mandated insurance and benefits for our employees, including
medical insurance, pension insurance, unemployment insurance, work injury insurance,
maternity insurance and housing provident fund as required by the relevant PRC laws and
regulations; and (iii) insurance for our major assets. However, there is no assurance that our
insurance policies will be adequate to cover all losses incurred. Losses incurred and associated
liabilities may have a material adverse effect on our results of operations if such losses or

liabilities are not covered by our insurance policies.
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Past performance is not necessarily indicative of future results and our past growth rate
may not be repeated in the future.

Although our revenue has increased during the Track Record Period, this only reflects our
past performance. Past performance is not necessarily indicative of future results. The effects
of the evolving regulatory, economic and other unpredictable factors may have a material effect
on our business and hence affect our future financial performance. Moreover, our financial and
operating results may not meet the expectations of public market analysis or investors, which
could cause the future price of our Shares to decline. Our revenue, expenses and operating
results may vary from period to period in response to a variety of factors beyond our control.
Investors should not rely on our historical results to predict the future performance of our
Shares.

We may not be able to expand our production capacity and ramp up our operation as
anticipated.

We plan to expand the production capacity of our production facilities by establishing one
new production line and one extraction line. We may not be able to obtain all the required
permits or licenses for the expansion in a timely manner, or at all. In addition, the expansion
may not complete within the anticipated time frame or within budget. Moreover, we may not
be able to obtain the necessary approvals and permits in a timely manner, or at all, from the
NMPA, the NDRC, the relevant environmental protection authorities and other relevant

government authorities before we can commence production.

We may not be able to fully utilise the increased production capacity depending on the
integration of our existing productions and market reactions of our products. The expansion
plan will also affect our depreciation expenses. Any substantial increase in costs associated
with optimising and expanding our production capacity and ramping up our operations, and any
material delays thereof, could materially and adversely affect our business, financial condition

and results of operations, and may result in the loss of business opportunities.

We may not be able to successfully implement our business plans on a timely basis.

The successful implementation of our business strategies depends on a number of factors
including, among others, the continued growth of the pharmaceutical products market, the
availability of funds, market competition and the relevant government policies. We cannot
assure you that our business strategies can be implemented successfully as we have
contemplated, or at all. Any delays or failure to successfully implement these business
strategies could result in the loss or delayed receipt of revenue, increase in financing costs or
failure to grow our business. Implementing our business strategies also involves significant
expenses, including sales and marketing costs and the cost of acquiring additional property,
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plant and equipment. Unexpected expenses could prevent us from implementing our business
strategies within our budget or at all, which may materially and adversely affect our business,
financial condition and results of operations. Please refer to the subsection headed “Business
— Our Strategies” and “Future Plans and Use of Proceeds” in the prospectus for further details.

Our efforts to increase our market share may not be successful.

We intend to extend our geographic coverage by penetrating into new regions (such as
Huadong (¥ ®) and Huanan (3F§)) to increase our market share and competitiveness.
However, we may not have sufficient experience to operate in these new target markets and
could face considerable challenges during our expansion, including, among others:

. shortage of personnel with the necessary technical capabilities;
. changes in political, regulatory or economic conditions in the PRC;

. decrease in actual market demand for our Circulation Enhancement Pill (500 &
#L), Vigour and Vitality Supplement Pill (il BE 5 AL), and other major products;

. greater difficulty in collecting accounts receivables;

. fail to adapt to local market conditions, business culture, dialect, end users’
preference on selecting medical option(s) and endemic (& +9%); and

. unable to tap into these target markets effectively due to high-competitiveness of
other local market players and our less established brand outside of Northeast.

Any of the foregoing risks could have a negative impact on our efforts to expand our
markets in the PRC, which in turn may materially and adversely affect our business, financial

condition and results of operations.

We may not be able to secure additional funding in the future for our operation or
expansion plans.

Our expansion plans may change in light of evolving circumstances, development of our
business, contingencies or new opportunities. If there is a change of our expansion plans, we
may need to obtain additional debt or equity financing. If we are unable to obtain such
additional financing on acceptable terms, or at all, we may not be able to expand our business
and our operation may be adversely affected. The availability of funding is subject to various
factors, some of which are beyond our control, including governmental approvals, prevailing
market conditions, credit availability, interest rates and the performance of our business. Our
inability to procure additional financing in a timely manner on terms that are satisfactory to us
could materially and adversely affect our expansion plans and in turn our business, financial
condition and results of operations.
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Our information system may experience failure or breakdown and cause interruptions to

our business.

We use our information system in the daily operation of our business. This information
system records various operational data, including but not limited to sales information,
payment records as well as inventory records, which allows us to analyse our business
performance, and make timely business and financial decisions. Any system setback or failure,
or other damage from unforeseen events, which causes delays or interruptions to the input,
retrieval and transmission of data, could disrupt our operations.

We cannot assure you that our information system recovery plan can effectively resolve
all system failures, or that we will be able to restore our operational capacity in a timely
manner to avoid disruption of our business. In addition, if the capacity of our information
system fails to meet the increasing needs of our expanding operations, our ability to expand
may be constrained. The occurrence of any of these events could have a material adverse effect
on our business, financial condition and results of operations.

Any labour shortages, increased labour costs or other factors affecting labour supply for
our production could adversely affect our business, financial condition, results of
operations and prospects.

Our production process is labour intensive. Labour supply is the key to being able to
ensure the continued supply and quality of our products. Our performance relies on the steady
supply of labour in Chengde City, Hebei Province, the PRC. Our direct labour costs accounted
for approximately 7.8%, 7.0%, 6.6%, 6.4% and 5.6% of our total cost of sales for FY2017,
FY2018, FY2019, 9M2019 and 9M2020, respectively. We cannot assure that our supply of
labour would not be disrupted or that our labour costs would not increase. If we fail to retain
our existing workers and/or recruit sufficient workers in a timely manner, we might not be able
to accommodate sudden increases in demand for our products or execute our expansion plans.

Labour costs are primarily affected by the demand for and supply of labour, laws and
regulations governing the industries and other economic factors such as standard of living.
Labour costs may increase due to a shortage of labour or growing industry demands for
workers.

Any failure to identify and recruit replacement workers immediately following an
unexpected loss of workers could reduce our competitiveness and have an adverse effect on our
business and operations. In addition, labour costs and minimum wage requirements in the PRC
are expected to continuously increase. Although we generally pay our workers at or above the
minimum wage stipulated by the applicable laws and regulations in Chengde City, Hebei
Province, the PRC, any further increase in minimum wage requirements may indirectly result
in further increases to our labour costs. In these circumstances, we might not be able to increase
the prices of our products and transfer such increased cost to our customers correspondingly.
If we fail to pass on all or part of these increased labour costs to our customers, our business,
financial condition, results of operations and prospects could be adversely affected.
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Any increase in selling and distribution expenses could adversely affect our business,
financial condition, results of operations and prospects.

The sales of our products rely on distributors, in relation to which the sales and
distribution activities require a large amount of expenses, including but not limited to logistic
expenses, staff costs, and expenses for advertising and promotions. Our selling and distribution
expenses accounted for approximately 4.0%, 2.8%, 3.7%, 3.8% and 2.4% of our total revenue
for FY2017, FY2018, FY2019, 9M2019 and 9M2020, respectively. If our selling and
distribution expenses increase in the future and we cannot pass on such increases to our
customers, we may not be able to maintain our current net profit margins, and our business,
results of operations and prospects may be materially and adversely affected.

Failure to comply with the relevant laws and regulations relating to social insurance and
housing provident fund may subject us to penalty and adversely affect our business,
financial condition, results of operations and prospects.

Pursuant to the Social Insurance Law of the PRC ( <% N\ RILFE 4 & {#F7%) ) and
the Administration Regulations of Housing Provident Funds ( {{EFEATEE&EHGEG]) ), we
are required to make full contributions to the social insurance fund and the housing provident
funds for our employees. For details relating to these relevant laws and regulations, please refer
to the subsection headed “Regulatory Overview — Regulations in relation to Social Insurance
and Housing Provident Funds” in this prospectus.

During the Track Record Period, we failed to make contributions to the social insurance
fund for our employees in full. In addition, we failed to (i) register with the relevant housing
provident fund authority and go through the formalities of opening housing provident fund
accounts on behalf of our employees; and (ii) make housing provident fund contributions in full
for our employees. For more details of the aforementioned non-compliance incidents, please
refer to the subsection headed “Business — Legal Proceedings and Non-compliance -
Systemic Non-compliance”.

According to the relevant laws and regulations and as advised by our PRC Legal Advisers,
for the social insurance fund, we may be ordered to pay the overdue amount and an overdue
fine equivalent to 0.05% of the overdue amount per day calculated from the date such social
insurance amount has become overdue within a prescribed time limit. If the employer still fails
to do so within the prescribed time limit, the relevant administrative authorities may impose
a fine of one to three times of the overdue amount. For the housing provident fund, we may
be ordered to go through all the formalities aforementioned within a prescribed time limit. If
we fail to do so, at the expiration of the time limit, we may be ordered to pay a fine of not less
than RMB10,000 but not more than RMB50,000. If we fail to pay or pay in full the housing
provident fund contributions in accordance with the relevant PRC laws and regulations, the
relevant housing provident fund authority may order us to make payment of contributions
within a prescribed time limit. If we fail to do so, the relevant housing provident fund authority
may apply to the court for mandatory enforcement of such payment.
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We cannot assure you that we will not be subject to penalties or late fees imposed by the
relevant government authorities for our past non-compliance in the above regards. We may also
incur additional costs to comply with the relevant laws and regulations. Any such development
could adversely affect our business, financial condition, results of operations and prospects.

RISKS RELATING TO OUR INDUSTRY
The PCM industry is highly fragmented and competitive.

The PCM industry in the PRC is highly fragmented and competitive. Our key competitors
include national and regional manufacturers of same/similar type of pharmaceutical products
and pharmaceutical products with similar curative effects which can be used as substitutes to
our pharmaceutical products. We cannot assure that we will be able to remain competitive by
continuously distinguishing our products and services, or maintain our supplier and customer
relationships, nor can we assure that we will be able to increase or maintain our existing market
share. Competition is likely to intensify if (i) the number of competitors of same/similar
products or suitable substitutes increases due to the increase in market demand; or (ii)
competitors drastically reduce prices due to the oversupply of products or in response to
competition.

We expect to face a highly competitive market environment in the foreseeable future. If
we fail to react to the rapidly changing market condition, control procurement costs or manage
our business operation, our business, financial condition and results of operations could be
materially and adversely affected.

The Traditional Chinese Medicine industry is highly regulated and the regulatory
framework, requirements and enforcement trend may be tightened in the future.

The TCM industry in the PRC is subject to extensive government regulations and
supervision. We are governed by various local, regional and national regulatory regimes in
relation to different aspects of our operations. We cannot assure that the legal framework,
licensing and certification requirements and enforcement trends in the TCM industry will not
change in the future, or that we will be able to respond on time to such changes.

There is also no assurance that the government of the PRC will not tighten, or impose
more stringent laws, rules, regulations, regulatory framework or industry standards in
connection with the TCM industry in the PRC. There is also no assurance that we will be able
to adapt to such changes in a timely manner. In addition, while the effective period of a Drug
Approval Number issued by the relevant drug administration is five years and the applicant
shall submit a re-registration application for a Drug Approval Number six months prior to the
expiry date, there is no guarantee (i) whether such renewal will be granted by the relevant drug
administration or (ii) whether our Drug Approval Number will be revoked or removed from the
register of relevant drug administration during the effective period such as from PCM to
Chinese healthcare products. Any discontinuation, recall, suspension, revocation, cancellation
or withdrawal of any of our Drug Approval Number from the register could adversely affect
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the positioning and demand of our products, which may result in a drop in selling price, loss
of revenue and deterioration of our financial condition and results of operations. Even if we are
able to be compliant with such new laws, rules, regulations, regulatory framework or industry
standards, it may result in an increase in the costs of compliance and delays in operations,
which would adversely affect our business, financial condition and results of operations.

Furthermore, pursuant to the Drug Pricing Reform Notice, the price controls on all
pharmaceutical products, except for anaesthetics and some types of psychiatric drugs, were
lifted effective as of 1 June 2015; however, we cannot assure you that the government of the
PRC will not reinstate, tighten or impose more stringent prices controls on pharmaceutical
products in the PRC in the future, which may increase or decrease the prices of our products,
and as a result, affect the demand for our products.

Drugs listed in the National Insurance Medicine List will be reviewed from time to time,
the Group’s revenue and profitability could be adversely affected if our products were
being removed from the list.

Under the medical insurance programs in the PRC, patients are entitled to reimbursement
of all or a portion of the cost of pharmaceutical products listed in the National Insurance
Medicine List. As at the Latest Practicable Date, among the 59 types of our PCM products, 45
were included in the National Insurance Medicine List. The amount spent on purchasing these
pharmaceutical products from the retailers (such as drug stores, pharmacies, clinics) will be
reimbursed by the relevant government authorities in accordance with the regulations in
respect of basic medical insurance. Despite the fact that our Group will not receive any
reimbursement of such kind directly by the relevant government authorities as all of our
pharmaceutical products were sold to our distributors, who onsold to retailers (such as
drugstores, pharmacies and clinics), where end-users could purchase our products and
reimburse the respective expense as mentioned above, the inclusion or exclusion of a
pharmaceutical product in or from the National Insurance Medicine List may significantly
affect the choice and demand of a pharmaceutical product in the PRC.

The inclusion of pharmaceutical products by the relevant authorities into the National
Insurance Medicine List is based on a variety of factors, including efficacy and price of the
pharmaceutical products in the market, which may be outside of our control. There can be no
assurance that any of our products currently listed in the National Insurance Medicine List will
remain listed. If any of our products are removed from the National Insurance Medicine List,
demand for our products may decrease and our revenues and profitability could be adversely
affected.
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Failure to comply with anti-bribery and anti-corruption laws and regulations could
adversely affect our reputation, results of operations and business prospects.

We are subject to the PRC laws and regulations relating to anti-bribery and anti-
corruption. These laws and regulations prohibit companies and their intermediaries from
making improper payments to other parties for the purpose of obtaining or retaining business.
We cannot assure you that the internal control measures and procedures we implement are
sufficient to shield us from violations against the anti-bribery or anti-corruption laws and
regulations committed by our employees or other parties with whom we have a business
relationship. If our employees or other parties are found or alleged to be in violation of such
laws and regulations, we may be subject to fines, lawsuits, loss of permits and licenses and loss
of key personnel, as well as damage to our reputation, which could have a material adverse
effect on our business, financial condition and results of operations.

Our business operations may be adversely affected by present or future environmental
regulations or enforcement.

Our operations are subject to the environmental protection laws and regulations in the
PRC. These laws and regulations impose pollutant discharge fees or environmental protection
tax, permit the levy of fines and claims for damages for serious environmental offences, and
permit the relevant PRC Government authorities to close any facility that fails to comply with
orders requiring it to correct or to stop operation causing environmental damage, at their
discretion. Our operations shall be required to be in compliance with the PRC environmental
regulations in all material aspects. The PRC Government has taken steps and may take
additional steps towards a more rigorous enforcement of the applicable environmental laws,
and towards the adoption of a more stringent environment standard. If the PRC national or
local authorities enact additional regulations or enforce current or new regulations in a more
rigorous manner, we may be required to incur additional expenditures on environmental
matters, which could have an adverse impact on our financial condition and results of
operations. In addition, environmental liability insurance is not common in China. Therefore,
any significant environmental liability claims successfully brought against us would adversely
affect our business, financial condition and results of operations.

RISKS RELATING TO OUR CONTRACTUAL ARRANGEMENTS

If the PRC Government finds that the agreements that establish the structure for
operating our business in China do not comply with applicable PRC laws and regulations,
or if these regulations or their interpretations change in the future, we could be subject
to severe consequences, including the nullification of the Contractual Arrangements and
the relinquishment of our interest in our Consolidated Affiliated Entity.

As we conduct our business in the PRC mainly through our Consolidated Affiliated Entity
based on the Contractual Arrangements, such arrangements enable us, among others, to (i)
direct the activities that significantly affect the economic performance of the Consolidated
Affiliated Entity; (ii) receive all of the economic benefits from the Consolidated Affiliated
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Entity in consideration for the services provided by Shijiazhuang Medical Research; and (iii)
have an irrevocable and exclusive right to purchase all or some of the shares of Chengde Yushi
from the Registered Shareholder and/or assets of Chengde Yushi at a nominal price to the
extent permitted by the PRC law. In light of these Contractual Arrangements, we are the
primary beneficiary of the Consolidated Affiliated Entity and can therefore consolidate their
results of operations. In addition, our Consolidated Affiliated Entity holds the licenses,
approvals and key assets that are essential for our business operations.

If the PRC Government finds that our Contractual Arrangements do not comply with its
restrictions on foreign investment in businesses, or if the PRC Government otherwise finds that
we or our Consolidated Affiliated Entity are in violation of the PRC laws or regulations or in
lack of the necessary permits or licenses to operate our business, the relevant PRC regulatory
authorities, including NMPA and its local branch, MOFCOM and its local branch and State
Administration for Market Regulation and its local branch, could take actions in response to
such violation or failures, including, but without limitation to:

. revoking our business and operating licenses; discontinuing or restricting our
operations;

. imposing fines or confiscating any of our income that they deem to have been
obtained through illegal operations;

. imposing conditions or requirements with which we or our Consolidated Affiliated
Entity may not be able to comply;

. requiring us or our Consolidated Affiliated Entity to restructure the relevant
ownership structure or operations in such a way as to compel us to establish new
entities, re-apply for the necessary license or relocate our businesses, staff and
assets;

. restricting or prohibiting our use of the proceeds from the Global Offering or other
financing activities to finance the business and operations of our Consolidated
Affiliated Entity; or

. taking other regulatory or enforcement actions that could be harmful to our business.

Any of these actions could cause significant disruption to our business operations, and
may materially and adversely affect our business, financial condition and results of operations.
In addition, it is uncertain about the impact of the PRC Government’s actions on us and on our
ability to combine the financial results of our Consolidated Affiliated Entity in our combined
financial statements, if the PRC Governmental authorities find our legal structure and
Contractual Arrangements to be in violation of PRC laws, rules and regulations.
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The Contractual Arrangements may not be as effective in providing operational control
as direct ownership.

We rely on a series of agreements comprising the Contractual Arrangements among
Shijiazhuang Medical Research, Chengde Yushi and the Registered Shareholder to control and
operate our business. These Contractual Arrangements are intended to provide us with effective
control over our Consolidated Affiliated Entity and allow us to obtain economic benefits from
them. For further details on the Contractual Arrangements, please refer to the section headed
“Contractual Arrangements” in this prospectus.

Notwithstanding the above, these Contractual Arrangements may not be as effective in
providing control over our Consolidated Affiliated Entity as direct ownership. If Chengde
Yushi or the Registered Shareholder fails to perform its obligations under the Contractual
Arrangements, we may need to incur substantial costs and expend substantial resources to
enforce our rights. All of these Contractual Arrangements are governed by and interpreted in
accordance with the PRC laws, and disputes arising from these Contractual Arrangements will
be resolved through arbitration or litigation in China. However, the legal system in China is not
as developed as in other jurisdictions, such as the United States. There are very few precedents
and little official guidance as to how Contractual Arrangements in the context of a variable
interest entity should be interpreted or enforced under the PRC law. There remain significant
uncertainties regarding the outcome of arbitration or litigation. These uncertainties could limit
our ability to enforce the Contractual Arrangements. In addition, interim remedies or
enforcement orders granted by overseas courts such as Hong Kong and the Cayman Islands
may not be recognizable or enforceable in the PRC. In the event we are unable to enforce the
Contractual Arrangements or we experience significant delays or other obstacles in the process
of enforcement, we may not be able to exert effective control over our Consolidated Affiliated
Entity and may lose control over the assets owned by our Consolidated Affiliated Entity. As a
result, we may be unable to combine our Consolidated Affiliated Entity in our combined
financial statements, and our ability to conduct our business may be adversely affected.

Certain terms of the Contractual Arrangements may not be enforceable under PRC law.

Each of the Contractual Arrangements contain provisions to the effect that the arbitral
tribunal may award remedies over the equity interests, assets or property interest of our
Consolidated Affiliated Entity, injunctive relief (e.g. for the conduct of business or to compel
the transfer of assets) and/or order the winding up of our Consolidated Affiliated Entity. The
Contractual Arrangements also contain provisions to the effect that the courts of Hong Kong,
the Cayman Islands (being the place of incorporation of our Company) and other jurisdiction
(being the place of domicile of Chengde Yushi and where the principal assets of Chengde Yushi
or Shijiazhuang Medical Research are located) have jurisdiction for the grant or enforcement
of the arbitral award and the interim remedies against the shares or property interest of
Chengde Yushi.
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However, under PRC laws, these terms may not be enforceable. As advised by our PRC
Legal Advisers, under PRC laws, an arbitral tribunal does not have the power to grant the
aforementioned injunctive relief or to issue a winding up order over Chengde Yushi. In
addition, interim remedies or enforcement order granted by overseas courts such as Hong Kong
and the Cayman Islands may not be recognisable or enforceable in the PRC. Therefore, in the
event of any breaches of the Contractual Arrangements by our Consolidated Affiliated Entity
and/or the Registered Shareholder, and if we are unable to enforce the Contractual
Arrangements, we may not be able to exert effective control over our Consolidated Affiliated
Entity, and our ability to conduct our business, our financial condition and results of operations
may be materially and adversely affected.

We may lose the ability to use the assets and licenses held by our Consolidated Affiliated
Entity that are material to our business operation if our Consolidated Affiliated Entity
declares bankruptcy or becomes subject to a dissolution or liquidation proceeding.

Our Consolidated Affiliated Entity holds certain assets and licenses that are important to
our business operation. Our Contractual Arrangements with our Consolidated Affiliated Entity
and the Registered Shareholder contain terms that specifically obligate the Registered
Shareholder to ensure the valid existence of our Consolidated Affiliated Entity and our
Consolidated Affiliated Entity cannot be voluntarily liquidated. However, if the Registered
Shareholder breaches the obligation and voluntarily liquidates our Consolidated Affiliated
Entity, or should our Consolidated Affiliated Entity declare bankruptcy, all or part of its assets
may become subject to liens or rights of third-party creditors. As a result, we may be unable
to continue some or all of our business operations which could materially and adversely affect
our business, financial condition and results of operations.

The Registered Shareholder may have conflicts of interest with us, which may materially
and adversely affect our business and financial condition.

Our control over Consolidated Affiliated Entity is based upon the Contractual
Arrangements between Shijiazhuang Medical Research, Consolidated Affiliated Entity and the
Registered Shareholder. The Registered Shareholder is also a shareholder of our Company, but
the equity interests of the Registered Shareholder in our Company will be diluted as a result
of the Global Offering as well as future offerings, if any, of our Company’s equity securities.
The Registered Shareholder may potentially have conflicts of interest with us, and he may
breach his contracts with us, if he believes it would further his own interest or if he otherwise
acts in bad faith. We cannot assure you that when conflicts of interest arise between us and our
Consolidated Affiliated Entity, the Registered Shareholder will act completely in our interests
or that the conflicts of interest will be resolved in our favour. If we cannot resolve any conflicts
of interest or disputes between us and the Registered Shareholder, we would have to rely on
legal proceedings, which may be expensive, time-consuming and disruptive to our operations.
There is also substantial uncertainty as to the outcome of any such legal proceedings.
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Substantial uncertainties exist with respect to the interpretation and implementation of
the FIL and how it may impact the viability of our current corporate structure, corporate
governance and business operations.

On 15 March 2019, the FIL was formally passed by the NPC and became effective on 1
January 2020. The FIL replaces the Wholly Foreign-owned Enterprise Law of the PRC (
#He NRICFIESMNE AR 3£7L) ), the Sino-foreign Equity Joint Ventures Law of the PRC ( (H13#E
N FHMEELLEMZEE) ), the Wholly Foreign-owned Enterprise Law and the
Sino-foreign Cooperative Joint Ventures Law of the PRC ( ¥ A\ RILANE oG 1E S8 1
Z1%) ) to become the legal foundation for foreign investment in the PRC. The FIL stipulates
certain permissible forms of foreign investment but does not explicitly stipulate the contractual
arrangements as a permissible form of foreign investment. For further details of the FIL, please
refer to the subsection headed “Contractual Arrangements — Development in the PRC
Legislation on Foreign Investment” in this prospectus.

Notwithstanding the above, the FIL stipulates that foreign investments include “any other
foreign investments permitted by laws, administrative regulations or provisions as prescribed
by the State Council”. Therefore, there are possibilities that future laws, administrative
regulations or provisions prescribed by the PRC Government may regard contractual
arrangements as a permissible form of foreign investment, and whether our Contractual
Arrangements will be deemed to be in violation of the foreign investment access requirements
and how the Contractual Arrangements will be treated are uncertain. There is no guarantee that
our Contractual Arrangements and the business of our Consolidated Affiliated Entity will not
be materially and adversely affected in the future.

In the extreme case, we may be required to unwind the Contractual Arrangements, which
could have a material and adverse effect on our business, financial conditions and results of
operations. In the event that our Company no longer has a sustainable business after the
aforementioned unwinding, the Stock Exchange may take enforcement actions against us
which may have a material adverse effect on the trading of our Shares or even result in the

delisting of our Company.

Our exercise of the option to acquire the shares of our Consolidated Affiliated Entity may
be subject to certain limitations and we may incur substantial costs and expand
significant resources to enforce the option under the Contractual Arrangements.

We may incur substantial cost on our part to exercise the option to acquire the equity
interest in our Consolidated Affiliated Entity. Pursuant to the Exclusive Option Agreement,
Shijiazhuang Medical Research or the designated purchaser(s) has an irrevocable and exclusive
right to purchase from the Registered Shareholder and/or our Consolidated Affiliated Entity all
or any part of their equity interest in and/or assets of our Consolidated Affiliated Entity for a
nominal price. The equity transfer between Shijiazhuang Medical Research and the Registered
Shareholder may be subject to the approvals from, or filings with, MOFCOM, the SAIC and/or
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their local competent counterparts. In addition, the equity transfer consideration may be subject
to review and tax adjustment by the relevant tax authorities. The equity transfer consideration
under the Contractual Arrangements may also be subject to income tax, and such tax amounts
could be substantial.

Our Contractual Arrangements may be subject to scrutiny by the PRC tax authorities,
and a finding that we owe additional taxes could substantially reduce our profits and the
value of your investment.

Under the PRC laws and regulations, arrangements and transactions among related parties
may be subject to audit or challenge by the PRC tax authorities. We could face material and
adverse tax consequences if the PRC tax authorities determine that the Contractual
Arrangements we have with our Consolidated Affiliated Entity do not represent an arms-length
transaction and adjust our Consolidated Affiliated Entity’s income in the form of a transfer
pricing adjustment. A transfer pricing adjustment could increase our tax liabilities. In addition,
the PRC tax authorities may suspect that our subsidiaries or Consolidated Affiliated Entity are
dodging their tax obligations and impose late payment fees and other penalties on us for
underpaid taxes. Our results of operations may be materially and adversely affected if our tax
liabilities increase or if we are found to be subject to late payment fees or other penalties.

RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Changes in economic conditions in the PRC could substantially affect our business.

All of our business, assets and operations are located in the PRC and all of our revenue
is derived from our operations in the PRC. Therefore, our business, results of operations,
financial condition and prospect are, to a significant extent, subject to the economic conditions
in the PRC. The economy of the PRC differs from the economies of most of the developed
countries in many aspects, including but not limited to:

o the degree of the PRC Government’s involvement;

. the growth rate and degree of development;

. control of foreign exchange; and

. allocation of public resources.

While the economy of the PRC has experienced significant growth over the past three
decades and consequently there has been a high demand for Chinese pharmaceutical products,
we cannot assure you that the economy of the PRC will continue to develop at its recent fast
pace. A number of factors could slow down the economic development of the PRC, such as a
global economic recession, a crisis in the financial market or natural disasters. During such
times of economic downturn, the demand for our products is likely to drop. As a result, our

financial condition and results of operations could be materially and adversely affected.
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Our business, financial condition and results of operations may be affected by changes in
the PRC’s economic and political environment and by newly adopted PRC economic
regulation policies.

The economy of the PRC used to be a planned economy and a substantial portion of
productive assets in the PRC are still owned by the PRC Government. The PRC Government
also exercises substantial control over the PRC’s economic growth by allocating resources,
setting monetary policies and providing preferential treatment to particular industries or
companies. While the PRC Government has implemented economic reform measures to
introduce market forces and to establish sound corporate governance in business enterprises,
such economic reform measures may be adjusted, modified or applied inconsistently from
industry to industry, or across different regions of the country. We cannot therefore assure you
that we may benefit from all, or any, of the measures which are under constant adjustments.

In addition, there can be no assurance that the PRC Government will continue to pursue
its current economic reform policies. Our business, financial condition and results of
operations could be materially and adversely affected by changes in political, economic and
social conditions or relevant government policies, such as changes in laws and regulations or
the interpretations thereof, measures which might be introduced to control inflation, changes
in the rate or method of taxation and imposition of additional restrictions on currency

conversion.

Uncertainties regarding interpretation and enforcement of the PRC laws, rules and
regulations may have a material adverse effect on us.

All of our business and operations are conducted in the PRC, and we therefore are subject
to the PRC laws, rules and regulations. The PRC legal system is a civil law system based on
written statutes, while court decisions have limited precedential value and are cited for
reference only. Due to the limited number of published cases and the non-binding nature of
court decisions, there are uncertainties on the interpretation and enforcement of the laws and
regulations. The interpretation of the PRC laws, rules and regulations may also be influenced
by changes in monetary policy and changes in the domestic, political and social conditions in
the PRC. Accordingly, the outcome of dispute resolutions and/or litigation in the PRC may not

be consistent or predictable.

Furthermore, the PRC legal system is partly based on government policies and certain
internal rules, some of which are not published on a timely basis or at all, and may have
retrospective effect. As a result, we may not be aware of any violation of these policies and
internal rules until sometime after the violation. Moreover, administrative or court proceedings
may be extended, resulting in substantial costs and diversion of resources and management
attention if our Group seeks to enforce our legal rights through administrative or court
proceedings. In addition, compared to a more developed legal system, the PRC administrative
and court authorities have substantially wider discretion in interpreting and implementing
statutory and contractual provisions. Therefore, it may be difficult for our Group to evaluate
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the outcome of administrative and court proceedings and the level of legal protection offered
to our Group. These uncertainties may have a negative impact on our ability to enforce
contracts, which could in turn materially and adversely affect our business and results of
operations.

It may be difficult to effect service of process or to enforce foreign judgments against our
Group and management.

All of our businesses, assets and operations are located in the PRC. Furthermore, the
assets of our Directors are mainly located in the PRC. Therefore, investors may encounter
difficulties in effecting service of process from other places outside the PRC upon us or our
Directors. Moreover, it is understood that the enforcement of foreign judgments in the PRC is
subject to uncertainties. A court judgement from a foreign jurisdiction may be reciprocally
recognised or enforced if the jurisdiction has signed a treaty with the PRC. However, the PRC
has not signed any treaties for reciprocal recognition and enforcement of court judgments with
the United States, the United Kingdom and many other countries. As a result, recognition and
enforcement in the PRC of a court judgement obtained in those jurisdictions mentioned above

may be difficult or impossible.

Payment of dividends is subject to restrictions under the PRC law.

As our Company is a holding company, we rely on dividend payment from our
subsidiaries in the PRC. Under the current PRC law, dividend may be paid only out of our PRC
subsidiaries’ accumulated after-tax profits, if any, determined in accordance with the PRC
accounting standards and regulations. Moreover, our PRC subsidiaries are required to set aside
a certain amount of their after-tax profits each year, if any, to fund certain statutory reserves.
These reserves are not distributable as cash dividends. In addition, in the future, if our PRC
subsidiaries incur debt, the loan agreement may impose restrictions on their ability to pay
dividends or make other payments to our Company. The inability of our PRC subsidiaries to
distribute dividends or other payments to our Company could significantly affect the amount

of capital available to supply the development and growth of our business.

Foreign exchange control by the PRC Government may have a material adverse effect on
your investment.

We receive all of our revenue in RMB during the Track Record Period. RMB generally
cannot be freely converted into any foreign currencies. Under the existing PRC foreign
exchange regulations, payments of current account items, including profit distributions,
interest payments and trade and service-related foreign exchange transactions, can be made in
foreign currencies without prior approval from the local branch of SAFE subject to certain
procedures. Our PRC subsidiaries are able to pay dividends in foreign currencies to our
Company without prior approval from the local branch of SAFE by satisfying certain
procedural requirements. However, there is no assurance that the foreign exchange policies
regarding payment of dividends in foreign currencies will continue.
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Moreover, foreign exchange transactions under the capital account items, including
principal payments in respect of foreign currency-denominated obligations, continue to be
subject to limitations and requirements stipulated by the SAFE. The PRC Government may
further implement rules and regulations in the future, which could restrict the use of foreign
currency under current account items and capital account items in certain circumstances. These
restrictions could affect our ability to obtain foreign currency through debt financing, or to
obtain foreign exchange needed for our capital expenditure. The unavailability of sufficient
foreign currency or an inability to transfer sufficient dividends or make other payments to us
or to otherwise satisfy foreign currency-denominated obligations would adversely affect our
business operation or administration. In addition, we may not be able to pay dividends to our
Shareholders.

Fluctuation of the exchange rates may negatively affect our profitability and our ability
to pay dividends.

During the Track Record Period, all of our revenue was denominated in RMB. As
dividends will be paid to our Shareholders in Hong Kong dollar, any appreciation of the Hong
Kong dollar against RMB would have a negative effect on the amount available to us when
converted into Hong Kong dollar, and would therefore reduce our dividend payments.

Any future natural disasters, acts of God, outbreak of any contagious disease in the PRC
or any other epidemics may adversely affect our business, results of operations and
financial condition.

All of our assets and operations are located in the PRC. Accordingly, our business is
subject to general economic and social conditions in the PRC. Natural disasters, epidemics and
other acts of God, which are beyond our control, may adversely affect the economy,
infrastructure and livelihood of people in the PRC. People in the PRC may be under threats of
flood, earthquake, sandstorm, snowstorm, fire, drought or epidemics such as COVID-19,
Severe Acute Respiratory Syndrome (SARS), H5N1 avian flu, H7N9 avian flu or HIN1 human
swine flu.

Past occurrences of epidemics, depending on their scale, have caused different degrees of
damage to the national and local economies in the PRC. If in the future any of our employees
or our customers in our office are suspected of having severe epidemics or any of our office
are identified as a possible source of spreading such epidemics, we may be required to
quarantine the employees that have been suspected of becoming infected, as well as others that
had come into contact with those employees. We may also be required to disinfect the affected
properties and thereby suffer a temporary suspension of our operations. Any quarantine or
suspension of our operations will affect our business and results of operations. An outbreak of
epidemics in the PRC may result in material disruptions to our operations and delays in
meeting our customers’ demand, which in turn could have a material adverse effect on our
business, results of operations and financial condition.

— 78 —



RISK FACTORS

RISKS RELATING TO THE GLOBAL OFFERING AND OUR SHARES

There has been no prior public market for the Shares, and the liquidity, market price and
trading volume of the Shares may be volatile.

Prior to the Listing, there has been no public market for the Shares. The listing of, and
the permission to deal with, the Shares on the Stock Exchange do not guarantee an active
trading market following completion of the Global Offering. The determination of the
indicative Offer Price range stated in this prospectus was the negotiation result between the
Joint Global Coordinators (for themselves and on behalf of the Underwriters) and our
Company. As such, the Offer Price may not be an indicative trading price of the Shares on the
Stock Exchange. Future sales of a substantial number of the Shares by our Group or its existing
Shareholders after the Global Offering could adversely affect the prevailing market price of the
Shares from time to time.

In addition, the liquidity, the market price and the trading volume of the Shares could be
adversely affected by factors beyond our Group’s control and unrelated to the performance of
our Group’s business. Factors affecting the volatility of the price and the trading volume of our
Shares include:

. fluctuations in our operating results, such as revenue, earnings and cash flows;

. fluctuations in market prices for our products or any of our comparable products;

. changes in pricing policy adopted by us and our competitors;

. investors’ perception of our Group and our business plans;

. changes in our senior management personnel; and

. general economic factors in the PRC.

In such cases, investors may not be able to sell their Shares at or above the Offer Price.
Since there will be a gap of several days between the pricing and trading of our Offer
Shares, the price of our Offer Shares could fall below the Offer Price when trading
commences.

The application for the Hong Kong Public Offering Shares will commence on Thursday,
31 December 2020 and close on Thursday, 7 January 2021, being longer than normal market
practice of four days. The Offer Price of our Shares will be determined on the Price
Determination Date, which is expected to be on or around Thursday, 7 January 2021, and in any
event, no later than Monday, 11 January 2021. The application monies (including the brokerage

fee, SFC transaction levy and Stock Exchange trading fee) will be held by the receiving banks

on behalf of the Company and the refund monies, if any, will be returned to the applicants
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without interest on Thursday, 14 January 2021, and our Shares will not commence trading on
the Stock Exchange until the Listing Date, which is expected to be on Friday, 15 January 2021.
Accordingly, investors may not be able to sell or deal in our Shares during the period between
the Price Determination Date and the Listing Date. Our Shareholders are subject to the risk that
the price of our Shares could fall before trading begins, as a result of adverse market conditions
or other adverse developments that could occur between the Price Determination Date and the
Listing Date.

Investors may experience dilution if we issue additional Shares in the future.

Our Group may issue additional Shares upon exercise of options to be granted under the
Share Option Scheme in the future. The increase in the number of Shares outstanding after the
issue would reduce the percentage ownership of the Shareholders and may dilute the earnings
per Share and net asset value per Share.

In addition, our Group may need to raise additional funds in the future to finance
expansion, investment and new development of our business. If additional funds are raised
through the issuance of new equity or equity-linked securities of our Company other than on
a pro-rata basis to the existing Shareholders, the shareholding of such Shareholders may be
reduced or such new securities may confer rights and privileges that take priority over those
conferred by the Offer Shares.

Any disposal of a substantial number of Shares by our Controlling Shareholders in the
public market could materially and adversely affect the market price of the Shares.

There is no guarantee that our Controlling Shareholders will not dispose of their Shares
following the expiration of their respective lock-up periods after the Listing. Our Group is
unable to predict the impacts, if any, of any future sales of the Shares by any of our Controlling
Shareholders, on the market price of the Shares. Sales of a substantial number of Shares by any
of our Controlling Shareholders or the market perception that such sales may occur could
materially and adversely affect the prevailing market price of the Shares.

Our historical dividend payments should not be taken as an indication of our future
dividend policy or our payment of dividends in the future.

We may distribute dividends by way of cash or by other means that we consider
appropriate. A decision to declare and pay any dividends would require the approval of the
Board and will be at their discretion. In addition, any final dividend for a financial year will
be subject to Shareholders’ approval.

The Board will review dividend policy from time to time in light of various factors such

as our financial results, our Shareholders’ interests, general business conditions and strategies,
our capital requirements, contractual restrictions on the payment of dividends and other factors
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the Board may deem relevant in determining whether dividends are to be declared and paid.
Any historical dividend payment should not be regarded as an indication of future dividend
policy or our payment of dividends in the future.

Possible termination of the Underwriting Agreements.

Prospective investors of the Global Offering should note that the Underwriters are entitled
to terminate their obligations under the Underwriting Agreements by notice in writing to our
Company from the Joint Global Coordinators (for themselves and on behalf of the other
Underwriters) upon the occurrence of any of the events stated in the relevant underwriting
agreements. Such events include, without limitation, any acts of God, wars, riots, public
disorder, civil commotion, fire, flood, tsunami, explosions, epidemic, pandemic, acts of
terrorism, earthquakes, strikes or lock-outs.

RISKS RELATING TO STATEMENTS MADE IN THIS PROSPECTUS

Certain facts and statistics included in this prospectus may not be relied upon.

Certain facts and statistics presented in the section headed “Industry Overview” and
elsewhere in this prospectus are derived from the Euromonitor Report compiled by
Euromonitor and other publicly available sources. We believe that the sources of these
information are appropriate sources for such information and have taken reasonable care in
extracting and reproducing such information. We have no reason to believe that such
information is false or misleading or that any fact that would render such information false or
misleading has been omitted. However, the information has not been independently verified by
us, the Sole Sponsor, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead
Managers, the Co-Lead Managers, the Underwriters or their respective directors, affiliates or
advisers or any other party involved in the Global Offering and no representation is given as
to its accuracy and completeness. Accordingly, such information should not be unduly relied

upon.

The current market condition may not be reflected in the statistical information included
in this prospectus.

The historical information set out in this prospectus relating to market conditions of the
PRC may not reflect the current market situation due to rapid changes in the economy of the
PRC. In order to provide context to the industry in which we operate, and a greater
understanding of our market presence and performance, various statistics and facts have been
provided throughout this prospectus. However, this information may not reflect current market
condition of the PRC as recent economic development may not be fully factored into these
statistics, and the availability of the latest data may lag behind of this prospectus. As such, any
information relating to market shares, sizes and growth, or performance in the markets in the
PRC and other similar industry data should be viewed as historical figures that may have little
value in determining future trends and results.
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Forward-looking statements in this prospectus are subject to risks and uncertainties.

This prospectus contains certain forward-looking statements and information relating to
us that are based on the beliefs of our management as well as assumptions made by and
information currently available to our management. When used in this prospectus, the words
“aim”, “anticipate”, “believe”, “can”, ‘“continue”, “could”, “estimate”, “expect”, “going
forward”, “intend”, “ought to”, “may”, “might”, “plan”, “potential”, “predict”, “project”,
“seek”, “should”, “will”, “would”, and similar expressions, as they relate to our Company or
our management, are intended to identify forward-looking statements. Please refer to the

section headed “Forward-looking Statements” in this prospectus for further details.

Such forward-looking statements reflect current views of our management with respect to
future events, operations, liquidity and capital resources, some of which may not materialize
or may change. These statements are subject to certain risks, uncertainties and assumptions,
including other risk factors as described in this prospectus. Subject to the requirements of the
Listing Rules, we do not intend publicly to update or otherwise revise the forward-looking
statements in this prospectus, whether as a result of new information, future events or
otherwise. Investors should not place undue reliance on such forward-looking statements and
information.

We strongly caution you not to place any reliance on any information contained in press
articles, media coverage and/or research analyst reports regarding us and the Global
Offering.

There may be press articles, media coverage and/or research analyst reports regarding,
among others, our Group, our business, our industry, our Controlling Shareholders, our
Directors and employees or the Global Offering, which may include certain financial
information, financial projections and other information about us that do not appear in this
prospectus. We have not authorised the disclosure of any such information in the relevant
publications and we do not accept any responsibility for any such press articles, media
coverage and/or research analyst reports or the accuracy or completeness or reliability of any
such information or publications. To the extent that any such information appearing in
publications other than this prospectus is inconsistent or conflicts with the information
contained in this prospectus, we disclaim it. Accordingly, prospective investors should not rely
on any such information. In making your decision as to whether to purchase our Shares, you
should rely on the financial, operational and other information included in this prospectus.
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In preparation for the Global Offering, we have sought the following waivers from strict
compliance with the relevant provisions of the Listing Rules:

MANAGEMENT PRESENCE IN HONG KONG

Pursuant to Rule 8.12 of the Listing Rules, we must have a sufficient management
presence in Hong Kong and, under normal circumstances, at least two of our executive
Directors must be ordinarily resident in Hong Kong.

Since the headquarters of our Group is located in the PRC and substantially all of the
business operations of our Group are managed and conducted in the PRC, all of our executive
Directors ordinarily reside outside Hong Kong, our Directors consider that it would be
practically difficult and commercially unreasonable and undesirable for our Company to
arrange for two executive Directors to be ordinarily resident in Hong Kong, either by means
of relocation of existing executive Directors or appointment of additional executive Directors
merely for the purpose of complying with Rule 8.12 of the Listing Rules. We do not and, in
the foreseeable future, will not have sufficient management presence in Hong Kong for the
purpose of satisfying the requirement under Rule 8.12 of the Listing Rules.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has
granted, a waiver from strict compliance with the requirements under Rule 8.12 of the Listing
Rules, subject to the condition that the following measures and arrangements are made for
maintaining regular communications between the Stock Exchange and us:

(a) pursuant to Rule 3.05 of the Listing Rules, we have appointed Ms. Lau Ching Sze,
our company secretary, and Ms. Zhang, our executive Director and Chief Executive
Officer, as authorised representatives of our Company, to act as the principal
channel of communication with the Stock Exchange. Each of them has confirmed
that she can be readily contactable by phone, facsimile and/or email to deal promptly
with any enquiries from the Stock Exchange, and will also be available to meet with
the Stock Exchange to discuss any matters within a reasonable time upon requests.
Each of the authorised representatives is authorised to communicate on behalf of our
Company with the Stock Exchange. Our Company will also inform the Stock
Exchange promptly in respect of any change in the authorised representatives;

(b) in addition to the appointment of the authorised representatives, to facilitate
communication with the Stock Exchange, the contact details of each Director,
including his/her mobile phone number, office phone number, facsimile number and
e-mail address, have been provided to each of the authorised representatives and the
Compliance Adviser (as defined below) who have means for contacting all Directors
promptly at all times as and when the Stock Exchange wishes to contact our
Directors on any matters. Each of our Directors and authorised representatives has
provided his or her contact details to the Stock Exchange, should the Stock
Exchange find it necessary to contact any of them. Furthermore, each Director who
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(©

(d)

is not ordinarily resident in Hong Kong possesses or can apply for valid travel
documents to visit Hong Kong and can meet with the Stock Exchange within a
reasonable period of time as and when required;

pursuant to Rule 3A.19 of the Listing Rules, our Company has appointed Soochow
Securities International Capital Limited as our compliance adviser (the
“Compliance Adviser”) for the period commencing from the date of our Listing
until the date on which our Company announces our financial results and distributes
our annual report for the first full financial year after the date of our Listing. The
Compliance Adviser will act as our Company’s additional channel of
communication with the Stock Exchange, and its representatives will be readily
available to answer enquiries from the Stock Exchange. Our Company will ensure
that there are adequate and efficient means of communication between us, our
authorised representatives, Directors and other officers and the Compliance Adviser,
and will keep the Compliance Adviser fully informed of all communications and
dealings between us and the Stock Exchange. Our Company will also inform the
Stock Exchange promptly in respect of any change in the Compliance Adviser.
Meetings with the Stock Exchange and our Directors can be arranged through our
Company’s authorised representatives or the Compliance Adviser, or directly with
our Directors with reasonable notice; and

in addition to the Compliance Adviser’s role and responsibilities after the Listing to
provide advice to our Company on the continuing requirements under the Listing
Rules and applicable laws and regulations, our Company will retain a legal adviser
as to the laws of Hong Kong to advise us on the compliance with the Listing Rules
and other applicable Hong Kong laws and regulations relating to securities after the
Listing.

CONNECTED TRANSACTIONS

We have entered into, and expect to continue, certain transactions arising from our

Contractual Arrangements that will constitute non-exempt continuing connected transactions of

our Company under the Listing Rules upon the Listing as described in the section headed

“Connected Transactions” in this prospectus. We expect such non-exempt continuing

connected transactions will be carried out on a continuing basis and will extend over a period

of time, and our Directors consider that strict compliance with the applicable requirements

under the Listing Rules would be impractical, unduly burdensome and would impose

unnecessary administrative costs on our Company. For further details, see the section headed

“Connected Transactions” in this prospectus.
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DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which our Directors collectively and individually accept full
responsibility, includes particulars given in compliance with the Companies Ordinance, the
Companies (Winding Up and Miscellaneous Provisions) Ordinance, the Securities and Futures
(Stock Market Listing) Rules (Chapter 571V of the Laws of Hong Kong) and the Listing Rules
for the purpose of giving information with regard to our Company. We, having made all
reasonable enquiries, confirm that to the best of their knowledge and belief, the information
contained in this prospectus is accurate and complete in all material respects and not
misleading or deceptive and there are no other matters the omission of which would make any
statement in this prospectus misleading.

UNDERWRITING

This prospectus is published solely in connection with the Hong Kong Public Offering
which forms part of the Global Offering. Details of the terms of the Global Offering are
described in the section headed “Structure and Conditions of the Global Offering” and in the

related Application Forms.

The Listing is sponsored by the Sole Sponsor and the Global Offering is lead managed by
the Joint Global Coordinators. The Hong Kong Public Offering is fully underwritten by the
Hong Kong Public Offering Underwriters and the International Placing is expected to be fully
underwritten by the International Placing Underwriters.

RESTRICTIONS ON SALE OF THE OFFER SHARES

No action has been taken to permit a public offering of the Offer Shares, other than in
Hong Kong, or the distribution of this prospectus in any jurisdiction other than Hong Kong.
Accordingly, and without limitation to the following, this prospectus may not be used for the
purpose of, and does not constitute, an offer or invitation in any jurisdiction or in any such
circumstances such offer or invitation is not authorised or to any person to whom it is unlawful
to make such an offer or invitation.

The distribution of this prospectus or the related Application Forms and the offering and
sales of the Offer Shares in other jurisdictions are subject to restrictions and may not be made
except as permitted under the applicable securities laws of such jurisdictions pursuant to
registration with or authorisation by the relevant securities regulatory authorities or an
exemption therefrom. In particular, the Offer Shares have not been offered and sold, and will
not be offered or sold, directly or indirectly, in the PRC or the United States, except in
compliance with the relevant laws and regulations of each of such jurisdictions.

No action has been taken to register or qualify the Offer Shares or the Global Offering,
or otherwise to permit a public offering of the Offer Shares, in any jurisdiction outside Hong
Kong. The distribution of this prospectus and the related Application Forms in jurisdictions

outside Hong Kong may be restricted by law and therefore persons into whose possession this

— 85 —



INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

prospectus or any of the related Application Forms should inform themselves about, and
observe, any such restrictions. Any failure to comply with these restrictions may constitute a
violation of the applicable securities laws.

Each person acquiring the Offer Shares will be required to confirm, or be deemed by his
or her or its acquisition of the Offer Shares to have confirmed, that he or she or it is aware
of the restrictions on offer of the Offer Shares described in this prospectus.

Prospective applicants for the Offer Shares should consult their financial advisers and
seek legal advice, as appropriate, to inform themselves of, and to observe, all applicable laws,
rules and regulations of any relevant jurisdiction. Prospective applicants for the Offer Shares
should also inform themselves as to the relevant legal requirements and any applicable
exchange control regulations and applicable taxes in the countries of their respective

citizenship, residence or domicile.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

Our Company has applied to the Stock Exchange for the listing of, and permission to deal
in, the Shares in issue and to be issued pursuant to the Global Offering (including any Shares
which may be issued pursuant to the exercise of the Over-allotment Option and options which
may be granted under the Share Option Scheme).

No part of the share or loan capital of our Company is listed, traded or dealt in on any
stock exchange and save as disclosed herein, no such listing or permission to deal is being or
proposed to be sought.

Under Section 44B(1) of the Companies (Winding Up and Miscellaneous Provisions)
Ordinance, any allotment made in respect of any application will be invalid if the listing of,
and permission to deal in, the Offer Shares on the Stock Exchange is refused before the
expiration of three weeks from the date of the closing of the Application Lists, or such longer
period (not exceeding six weeks) as may, within the said three weeks, be notified to our
Company by the Stock Exchange.

PROFESSIONAL TAX ADVICE RECOMMENDED

Potential investors in the Global Offering are recommended to consult their professional
advisers as to the taxation implications of subscribing for, purchasing, holding or disposal of,
and/or dealing in the Offer Shares or exercising rights attached to them. None of us, the Sole
Sponsor, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead Managers, the
Co-Lead Managers, the Underwriters, any of their respective directors, officers, employees,
partners, agents, advisers or representatives or any other person or party involved in the Global
Offering accepts responsibility for any tax effects on, or liabilities of, any person resulting
from the subscription, purchasing, holding, disposition of, or dealing in, the Offer Shares or
exercising any rights attached to them.
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OVER-ALLOTMENT OPTION AND STABILIZATION

Details of the arrangements relating to the Over-allotment Option and stabilization are set
out under the sections headed “Underwriting” and “Structure and Conditions of the Global
Offering” in this prospectus.

HONG KONG REGISTER OF MEMBERS AND HONG KONG STAMP DUTY

Our Company’s principal register of members will be maintained by its principal share
registrar, Ogier Global (Cayman) Limited, in the Cayman Islands. All of the Offer Shares
issued pursuant to the Global Offering will be registered on our Company’s Hong Kong Share
register to be maintained in Hong Kong by its Hong Kong Share Registrar, Tricor Investor
Services Limited at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong. Dealings
in the Shares registered in our Company’s Hong Kong Share register will be subject to Hong
Kong stamp duty.

Unless determined otherwise by our Company, dividends payable in Hong Kong dollars
in respect of Shares will be paid to the Shareholders listed on the Hong Kong Share register
of our Company, by ordinary post, at the Shareholders’ risk, to the registered address of each
Shareholder.

SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the granting of the listing of, and permission to deal in, the Shares on the Stock
Exchange and compliance with the stock admission requirements of HKSCC, the Shares will
be accepted as eligible securities by HKSCC for deposit, clearance and settlement in CCASS
with effect from the date of commencement of dealings in the Shares on the Stock Exchange
or on any other date as determined by HKSCC. Settlement of transactions between participants
of the Stock Exchange is required to take place in CCASS on the second Business Day after
any trading day. All activities under CCASS are subject to the General Rules of CCASS and
CCASS Operational Procedures in effect from time to time. All necessary arrangements have
been made enabling the Shares to be admitted into CCASS.

Investors should seek the advice of their stockbrokers or other professional advisers for
details of the settlement arrangements as such arrangements may affect their rights and
interests.

PROCEDURES FOR APPLICATION FOR HONG KONG PUBLIC OFFERING
SHARES

The procedures for applying for Hong Kong Public Offering Shares are set out in the

section headed “How to Apply for Hong Kong Public Offering Shares” in this prospectus and
on the Application Forms.
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STRUCTURE AND CONDITIONS OF THE GLOBAL OFFERING

Details of the structure and conditions of the Global Offering, including its conditions,
are set out in the section headed “Structure and Conditions of the Global Offering” in this
prospectus.

EXCHANGE RATE CONVERSION

Solely for your convenience, this prospectus contains translations among certain amounts
denominated in Renminbi and Hong Kong dollars. No representation is made that the amounts
denominated in one currency could actually be converted into the amounts denominated in
another currency at the rates indicated or at all. Unless indicated otherwise, amounts
denominated in Hong Kong dollars have been translated for the purpose of illustration only into
Renminbi, and vice versa, at the rate of HK$1.0: RMBO.9.

LANGUAGE

If there is any inconsistency between this prospectus and the Chinese translation of this
prospectus, this prospectus shall prevail. However, the English names of the PRC nationals,
entities, departments, facilities, our products, certificates, titles, laws, regulations and the like
are translations of their Chinese names and are included for identification purposes only. If
there is any inconsistency, the Chinese name prevails.

ROUNDING

Certain amounts and percentage figures included in this prospectus have been subject to
rounding adjustments, or have been rounded to one or two decimal places. Any discrepancies
in any table, chart or elsewhere between totals and sums of amounts listed therein are due to

rounding.
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DIRECTORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS
Name

Executive Directors

Mr. Xie Wei (#if#)

Ms. Zhang Hongli (5R7 E)

Mr. Li Jinglian (3£ 5t##)
(formerly known as
Li Jinglian (JE53H))

Mr. Jiang Zhendong (ZHRH)

Address

Unit 307, Fuleyayuan, Fuminlukou
Yitian Road, Futian District
Shenzhen City

Guangdong Province

China

No. 3052, 5/F

Unit 3, Block D11

Long Xiang Dong Yuan Xiao Qu
Longhua Town, Chengde City
Hebei Province

China

Room 1203, Block 16
Zhonghaiziyuhuafu
Linhe Street

Nanhu Road

Erdao District
Changchun City

Jilin Province

China

Unit 503, Block 1

Fuligianjia C, Chunguang Community

Qianjin District, Jiamusi City
Heilongjiang Province
China

Independent Non-executive Directors

Ms. Liu Ling (21%)

Room 301, Unit 1

Building 5

Wanxiang Xintian Community
Changhui Road

Chaoyang District

Beijing

China
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Nationality

Chinese

Chinese

Chinese

Chinese

Chinese
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Name

Mr. Leung Tsz Wing (F214%€)

Mr. Chan Kam Leung (BRER )

Address Nationality
Flat B, 8/F, Beaudry Tower Chinese

38 Bonham Road

Mid-Levels

Hong Kong

Flat D, 10th Floor, Block 9 Chinese

Dawning Views

23 Yat Ming Road
Fanling, New Territories
Hong Kong

For further information regarding our Directors, please see the section headed “Directors

and Senior Management” in this prospectus.
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PARTIES INVOLVED IN THE GLOBAL OFFERING

Sole Sponsor

Joint Global Coordinators, Joint

Bookrunners and Joint Lead Managers

Joint Bookrunners and Joint Lead
Managers

Soochow Securities International Capital
Limited

Level 17, Three Pacific Place

1 Queen’s Road East

Hong Kong

Soochow Securities International
Brokerage Limited

Level 17, Three Pacific Place

1 Queen’s Road East

Hong Kong

Wealth Link Securities Limited
Suite 1504, 15/F

Bangkok Bank Building

28 Des Voeux Road Central
Central

Hong Kong

SPDB International Capital Limited
33/F SPD Bank Tower

One Hennessy

1 Hennessy Road

Hong Kong

BOCOM International Securities Limited
9/F Man Yee Building

68 Des Voeux Road

Central, Hong Kong

Yue Xiu Securities Company Limited
Room 1003, 1004, 1005

Siu On Centre

188 Lockhart Road

Wan Chai, Hong Kong

Shanxi Securities International Limited
Unit A 29/F Admiralty Center

Tower 1

18 Harcourt Road

Admiralty, Hong Kong
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Shenwan Hongyuan Securities (H.K.)
Limited

Level 19, 28 Hennessy Road

Hong Kong

Elstone Securities Limited
Suite 1601-04, 16/F.

West Tower, Shun Tak Centre
168-200 Connaught Road Central
Hong Kong

Joint Lead Managers ZMF Asset Management Limited
Unit 2502 25/F World Wide House
19 Des Voeux Road Central
Central, Hong Kong

DL Securities (HK) Limited
Flat 01 28/F Vertical Square
28 Heung Yip Road

Wong Chuk Hang, Hong Kong

Forthright Securities Company Limited
19-20/F BOC Group Life Assurance Tower
134-136 Des Voeux Road Central

Hong Kong

Co-Lead Managers CNI Securities Group Limited
Unit A 36/F
China Online Centre
333 Lockhart Road
Wanchai, Hong Kong

Fuyuan Securities Limited
Suite 4806-07 48/F

Central Plaza

18 Harbour Road

Wanchai, Hong Kong
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Legal Advisers to our Company As to Hong Kong law:

Deacons

5th Floor, Alexandra House
18 Chater Road

Central

Hong Kong

As to PRC law:

Commerce & Finance Law Offices
6/F, NCI Tower

A12 Jianguomenwai Avenue

Beijing 100022

China

As to Cayman Islands law:

Ogier

11th Floor, Central Tower
28 Queen’s Road Central
Central

Hong Kong

Legal Advisers to the Sole Sponsor and As to Hong Kong law:
the Underwriters
King & Wood Mallesons
13th Floor Gloucester Tower
The Landmark
15 Queen’s Road Central
Hong Kong

As to PRC law:

GFE Law Office

Unit 3409-3412 Guangzhou CTF
Finance Center, No. 6 Zhujiang Road
East, Zhujiang New Town
Guangdong

PRC
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Auditors and Reporting Accountants Mazars CPA Limited
Certified Public Accountants, Hong Kong
42nd Floor, Central Plaza
18 Harbour Road
Wanchai
Hong Kong

Industry Consultant Euromonitor International Limited
60-61 Britton Street
London
ECIM 5UX

Receiving Bank(s) Bank of China (Hong Kong) Limited
g

1 Garden Road

Hong Kong

CMB Wing Lung Bank Limited

45 Des Voeux Road Central
Hong Kong
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CORPORATE INFORMATION

Registered office 89 Nexus Way, Camana Bay
Grand Cayman
Cayman Islands
KY1-9009

Corporate headquarters in the PRC No. 88 Jinwei Road
Chengde City
Hebei Province

PRC
Principal place of business Level 54, Hopewell Centre
in Hong Kong 183 Queen’s Road East
Hong Kong
Company’s website www.cdysjdyy.com

(The contents on this website do not form
part of this prospectus)

Compliance adviser Soochow Securities International
Capital Limited
Level 17, Three Pacific Place
1 Queen’s Road East
Hong Kong
Company secretary Ms. Lau Ching Sze (¥I#¥#ir)
(HKICS, ICSA)
Level 54, Hopewell Centre
183 Queen’s Road East
Hong Kong
Authorised representatives Ms. Zhang Hongli (57 FE)
No. 3052, 5/F
Unit 3, Block D11
Long Xiang Dong Yuan Xiao Qu
Longhua Town, Chengde City
Hebei Province
PRC

Ms. Lau Ching Sze (& i)
Level 54, Hopewell Centre
183 Queen’s Road East
Hong Kong
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Audit Committee

Remuneration Commaittee

Nomination Committee

The Cayman Islands Principal Share
Registrar and Transfer Office

Hong Kong Share Registrar

Principal banker

Mr. Leung Tsz Wing (A T248) (Chairman)
Ms. Liu Ling (%81%)
Mr. Chan Kam Leung (Pf&f )

Ms. Liu Ling (#1%) (Chairman)
Ms. Zhang Hongli (37 i)
Mr. Chan Kam Leung (PR&H R)

Mr. Chan Kam Leung (FR## R) (Chairman)
Mr. Jiang Zhendong (ZIRH)
Ms. Liu Ling (%)

Ogier Global (Cayman) Limited
89 Nexus Way

Camana Bay

Grand Cayman

Cayman Islands

KY1-9009

Tricor Investor Services Limited
Level 54, Hopewell Centre

183 Queen’s Road East

Hong Kong

Bank of China Limited

Longhua Branch

No. 7 Anzhou North Street, Longhua Town
Longhua County, Chengde City

Hebei Province

PRC
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LAWS AND REGULATIONS RELATED TO OUR BUSINESS IN THE PRC

The pharmaceutical industry is highly regulated in the PRC. We are subject to PRC laws
and regulations that govern pharmaceutical products as well as those regulating the
manufacture, sales and distribution of pharmaceutical products. This section contains a
summary of principal laws and regulations which are currently relevant to our Group’s

operation or were relevant thereto during the Track Record Period.
PRINCIPAL LAWS AND REGULATIONS

*  Drug Administration Law of the PRC ( ¥ A [N B 25 5 45 L) | promulgated by
the SCNPC on 20 September 1984, and came into effect on 1 July 1985, and last amended
on 26 August 2019 and became effective on 1 December 2019) (the “Drug
Administration Law”) provides the basic legal framework for the administration of the
manufacture and sale of drug products in the PRC and covers the aspects of Marketing
Authorization Holder (the “MAH”, &5 FHiFFAl£7H N), manufacturing, distributing,
packaging, pricing and advertising of drug products. The latest revision of such law
mainly focused on adjusting the scope of counterfeit drugs and inferior drugs,
encouraging research and development of new drugs, creating the MAH system, allowing
online sales of prescription drugs, and aggravating the punishment of illegal activities.

. The Regulations of Implementation of the Drug Administration Law ( (% A R ILHEH
B A I E 1)) |, promulgated by the State Council on 4 August 2002, effective on
15 September 2002 and was last amended on 2 March 2019 and became effective on the
same date), sets out the detailed implementation rules with respect to the administration
of drug products in the PRC.

PRINCIPAL ADMINISTRATIVE AUTHORITIES

+  The NMPA, supervised by the State Administration for Market Regulation ([% %175
BEHEAE)R), is responsible for the administrative supervision and technical supervision
over the research, production, circulation and usage of drugs, including TCM in the PRC,
organising the formulation and publication of the Chinese Pharmacopeia ( {H1[EZE#) )
and the selection, approval, publication and revision of the State Over-the-Counter
Medicine Catalogue ( (BEIZKIFET4EHEK) ). Also the NMPA and its local
administrative authorities have a variety of enforcement actions available to enforce its
regulations and rules, such as fines and injunctions, recalls or seizure of products,
imposition of operating restrictions, partial suspension or complete shutdown of
production and transfer to the relevant authorities for criminal investigation. The local
administrative authorities at the level of provinces, autonomous regions and
municipalities directly under the PRC central government are responsible for the
supervision and administration of drugs distribution business within their respective
administrative regions.
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. The NHC is responsible for multiple supervisions over drug regulation, including but not
limited to, enforcing the healthcare system reform, establishing the National Essential
Drugs System (HZHANZEY ), implementing the National List of Essential Drugs
(Bl K HA4EY) H $%), proposing the pricing policy of drugs within the National List of
Essential Drugs and supervising medical institutions.

The National Administration of TCM of the PRC (73 A\ [ A1 [0 5% v 5 445 1))
(the “SATCM”), a bureau under the governance of the NHC, is responsible for the
regulation of TCM industry in the PRC.

. The NDRC is responsible for the macro-guidance and administration of the healthcare
industry’s development planning, technological upgrading, approval of investment
programs and the economic operation status of the medical enterprises, the supervision
and administration over the price of medicines and formulation of the national unified

price for certain drugs.
LAWS AND REGULATIONS RELATED TO DRUG MANUFACTURING
i.  Manufacturing License

According to the Drug Administration Law of the PRC, the MAH refers to the enterprises
or drug research and development institutions that obtained the Drug Registration Certificate
(%5 51 3% ). The MAH shall obtain a Drug Manufacturing License (2542 #F 7] #) from
the relevant pharmaceutical supervisory and administrative department if it manufactures the
drugs by itself. This license is issued only after the relevant production facilities have been
inspected and their sanitary conditions, quality assurance systems, management structure and
equipment standards have been found to fulfil the required standards. According to the
Regulations of Implementation of the Drug Administration Law and the Measures on the
Supervision and Administration of the Manufacture of Drugs ( <24 & B BHE FRIFE) |
promulgated by the State Food and Drug Administration (B & f%EH 5 EHE LR, the
predecessor of CFDA on 5 August 2004, became effective on the same date and was last
amended by the CFDA on 17 November 2017 and became effective on the same date, and has
been replaced by the Measures on the Supervision and Administration of the Manufacture of
Drugs ( #8054 BB S HIFL) |, promulgated by the State Administration for Market
Regulation on 22 January 2020) on 1 July 2020), each Drug Manufacturing License is valid for
five years. The drug manufacturing enterprise must apply for a renewal six months prior to the
expiration of the validity period, and extension is granted only after reevaluation by the
relevant authority.

ii. Good Manufacturing Practice (the “GMP”)

According to the Drug Administration Law of the PRC, the enterprises engaging in
pharmaceutical production shall abide by the Good Manufacturing Practice for Drugs, establish
and improve the quality management system for pharmaceutical production. The Good
Manufacturing Practice for Drugs (2010 revised edition) ( (Z&5 A = E & A H) (20104
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f&%]), promulgated on 17 January 2011 by the MOH, and became effective on 1 March 2011)
(the “2010 GMP”) comprises a set of detailed standard guidelines governing the manufacture
of drugs, which includes institution and staff qualifications, production premises and facilities,
equipment, hygiene conditions, production management, quality controls, product operation,
raw material management, maintenance of sales records and manner of handling customer
complaints. The Three Appendixes to the 2010 GMP on TCM Decoction Pieces (B it #57i (4k&
i 2B AR PR (2010448 5])) TP EERR 4 3R 8% 119 23 15) promulgated by the CFDA on
27 June 2014 and became effective on 1 July 2014 specifies the requirements on staff
qualifications, production premises and facilities, materials and products, equipment,
validation, documentation management, production management, as well as quality control for
the production of TCM decoction pieces.

Pursuant to the Notice of the State Food and Drug Administration, the Ministry of Health,
and the SATCM on Strengthening the Supervision and Administration of TCM Decoction
Pieces ( CBIZCE 2 BB HLR ~ Fr Ao~ 0 5K v 08 4 A8 B U B o i v E 3 B A
% %1) ) issued on 5 January 2011, manufacturers of TCM decoction pieces shall obtain a
Drug Manufacturing License and a GMP certificate. According to the Drug Administration Law
of the PRC ( (¥ N RILFNEIZE 5, #E7L) ), the issuance of GMP certificate has been
terminated on 1 December 2019, but whoever engages in drug production activities shall still
comply with the GMP requirements.

LAWS AND REGULATIONS RELATED TO DRUG REGISTRATION

Pursuant to the Drug Administration Law of the PRC and the Measures for the
Administration of Drug Registration ( Z& 5 sE M FEH#%) | promulgated by the State Food
and Drug Administration on 10 July 2007 and became effective on 1 October 2007, and has
been replaced by the Measures for the Administration of Drug Registration ( %/ 51 it 2
WE%) | promulgated by the State Administration for Market Regulation on 22 January 2020)
on 1 July 2020), such laws and measures shall apply to the applications for drug manufacture
and registration within the territory of the PRC, as well as drug inspections, supervision and
administration. The non-clinical research of drugs shall be subject to the Non-clinical Research
Quality Management Norms for Pharmaceuticals ( {Z&%) JF B R WF 50 B 2 4 HEH#I) ), and the
clinical trial of drugs shall be subject to the Clinical Trial Quality Management Norms for
Pharmaceuticals ( CZEY IR 55 E & FLA#) ). The whole pharmaceutical research and
development process shall continuously comply with the statutory requirements. Institutions
conducting drugs studies shall comply with the relevant laws and regulations, be equipped with
staff, premises, equipment, instruments and management systems corresponding to the study,
and ensure the veracity of the relevant data, materials and samples. During the Track Record
Period and up to and including the Latest Practicable Date, the entire drug research and
development process of Chengde Yushi has not involved any clinical trial, and has complied
with the relevant laws and regulations of the PRC.

Drug registration applications include applications for new drugs, supplementary
applications as well as re-registration applications. All new pharmaceutical products must
undergo four phases before the product launch: pre-clinical research, application for clinical
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trials, clinical trials and application for production. All new pharmaceuticals must undergo
these four phrases and obtain the approval documents and meet quality standards issued by the
relevant drug administration before being launched to the market. The effective period of a
Drug Approval Number (Z5/#L#ESCHE) issued by the relevant drug administration is five
years. The MAH shall apply for a supplementary application, if there is any variation, addition,
or cancellation of the items or contents approved in the original application for new drugs. To
continue its drug production, the applicant shall submit a re-registration application for a Drug

Approval Number six months prior to the expiry date.
LAWS AND REGULATIONS RELATED TO DRUG RECALL

According to the Measures on Drug Recalls ( <#&f5 A B H#HE) ) promulgated by the
State Food and Drug Administration on 10 December 2007 and became effective on the same
date, a drug manufacturer should set up and constantly improve its drug recall system, by
collecting relevant information about drug safety and conducting investigation and evaluation
with regards to any drugs that may be exposed to potential safety hazards. The drug
manufacturer shall recall any drugs that were found to be potentially endangering human health
and life, have detailed records of the handling of the recalled drug, and report to the relevant
drug regulatory department where the drug manufacturer is located. Recalled drugs which must
be destroyed shall be destroyed under the supervision of the relevant drug regulatory
department.

Drug recalling can be either voluntary or mandatory. A drug manufacturer shall recall any
of its drugs which it finds to be potentially endangering human health and life. As confirmed
by Chengde Yushi, two batches of Cinnabar Nerve-calming Pill (REPZ L) (Lot number:
160301 and 160302) were voluntarily recalled by Chengde Yushi in November 2017, and the
recalled drugs were subsequently destroyed in accordance with the applicable PRC laws and
regulations. As advised by our PRC Legal Advisers, the voluntary recall was completely
voluntary and was not a penalty imposed by the relevant authorities. Further, based on the
compliance certificate issued by the competent authorities in the PRC, no penalty, punishment
or sanction was imposed on Chengde Yushi in relation to this voluntary drug recall.

LAWS AND REGULATIONS RELATED TO DRUG ADVERTISEMENTS

Pursuant to the Advertising Law of the PRC ( {3 A\ R SL A % 27%) ), promulgated
by the SCNPC on 27 October 1994, became effective on 1 February 1995, and was last
amended on 26 October 2018 and became effective on the same date, the Interim
Administrative Measures for Censorship of Advertisements for Drugs, Medical Devices,
Dietary Supplements and Formula Foods for Special Medical Purpose ( Z&f, B, &
TR, PR IR T B R S A AT L) ),  promulgated by the  State
Administration for Market Regulation on 24 December 2019, became effective on 1 March
2020, an application for a drug advertisement approval number shall be submitted to the drug
advertisement examination authority in the place where the drug manufacturer or other
advertiser is located. An applicant for a drug advertisement approval number must be a holder
of the certificate of drug registration or recordation, or the drug manufacturer or distributor
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authorized and consented by such holder. Where the drug advertisement is approved, the drug
advertisement examination authority should make public to the society through its website or
by other means that are convenient for the public to search. All advertisements related to the
drugs manufactured by Chengde Yushi have been approved by the relevant drug advertisement
examination authority during the Track Record Period and up to the Latest Practicable Date.

LAWS AND REGULATIONS RELATED TO PRESCRIPTION MEDICINES AND
OVER-THE-COUNTER MEDICINES

In order to promote safety, efficacy and convenience in the use of drug products, the State
Drug Administration (%855, BB & #)5)), the predecessor of the State Food and Drug
Administration, published the Trial Administrative Measures regarding the Classification of
Prescription Medicines and Over-the-Counter Medicines ( < J5 4% B I i 7 85 /3 508 BRI
(#17)) ) on 18 June 1999, which became effective on 1 January 2000, and the Interim
Provisions on the Administration of the Circulation of Prescription Medicines and Over-the-
Counter Medicines ( i 5 82 ELIF i 77 22 70 HEE 170 %E ) ) on 28 December 1999, which
became effective on 1 January 2000. Pursuant to these administrative measures, the drugs shall
be divided into the prescription medicines and over-the-counter medicines and regulated
according to their type, specification, the relevant disease or ailment which they are designed
to treat, dosage and method of administration. Prescription medicines related to those of which
prescription, purchase and intake require a prescription by qualified medical practitioners.
Over-the-counter medicines related to those of which prescription, purchase and intake do not

require a prescription by qualified medical practitioners.

Pursuant to the Regulations of Implementation of the Drug Administration Law,
depending on the level of the safety, the over-the-counter medicines are further subdivided into
type A and type B and are administered separately. The drug wholesalers and the drug retailers
are required to obtain a Pharmaceutical Trade Licence ( CHE L 28 FFrT 75 ) ). In addition,
retailers selling type A over-the-counter medicines are required to have professionally trained
and suitably qualified staff before engaging in the sale of type A over-the-counter medicines.

REGULATIONS RELATED TO PRECURSOR CHEMICALS

According to the Regulations on the Administration of Precursor Chemicals ( (% il #{t
ELWEHRH]) | promulgated by the State Council on 26 August 2005, last amended on 18
September 2018 and became effective on the same date), the precursor chemicals are classified
into three categories. Category I includes the major materials that can be used for producing
drugs. Categories II and III include the chemical consumable/additives that can be used for
producing drugs. An entity purchasing any precursor chemicals in Category II or III shall, prior
to the purchase, file an information report about the type and quantity in demand for record,
with the public security organ of the local people’s government at the county level. During the
Track Record Period and up to and including the Latest Practicable Date, Chengde Yushi has
purchased certain Categories II and III precursor chemicals, and has filed the relevant
information as required for record in accordance with the relevant PRC laws and regulations.
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REGULATION RELATED TO THE PROTECTION OF WILDLIFE AND LIVESTOCK
AND POULTRY

According to the Law on the Protection of Wildlife of the PRC ( {73 A [ 3 A0 B 2E
H Y fR5EE), promulgated by the SCNPC on 8 November 1988, and became effective on 1
March 1989, last amended on 26 October 2018 and became effective on the same date, the sale,
purchase or use of the wild animals under the state priority protection and the products thereof,
for scientific research, artificial breeding, public display, cultural relics protection or under
other special circumstances, shall be subject to the approval of the wildlife protection
authorities under the people’s governments of the provinces, autonomous regions or
municipalities directly under the Central Government, and shall be required to obtain and use
designated marks to ensure traceability. Deer Antler (FE1’) is one of the major ingredients for
Vigour and Vitality Supplement Pill (fifi & HAE L), and Deer Antler (JEFE) used in the
production of Vigour and Vitality Supplement Pill (& A5 AL) are derived from red deer
(Cervus elaphus), which is a kind of wild animals under second class state protection, and
Chengde Yushi has obtained all approval as required during the Track Record Period.

According to the Decision of the Standing Committee of the National People’s Congress
on a Complete Ban of Illegal Wild Animals Trade and the Elimination of the Unhealthy Habit
of Excessive Consumption of Wild Animals for the Protection of Human Life and Health ( {4
BN RAKRKRGHEHZEEGHNREEE LA LSy - EREEHEHYIEE - UHE
PRIE N RBERE AL 20 E) ), promulgated on 24 February 2020, animals on the list
of livestock and poultry genetic resources shall be classified as livestock and poultry and
governed by the Animal Husbandry Law of the PRC ( {3 A AL B & Hik) ). Pursuant to
the National Variety List of Livestock and Poultry Genetic Resources ( B % & & #E {5 & i 5
T4 #%) ), promulgated by the Office of National Livestock and Poultry Genetic Resources
Committee and became effective on 29 May 2020, red deer (Cervus elaphus) (from which the
Deer Antler (#£H.) used in the production of Vigour and Vitality Supplement Pill (ff B R #L)
are derived) now falls within this list.

LAWS RELATED TO PACKAGING OF DRUG PRODUCTS

According to the Drug Administration Law of the PRC ( < #E A R AN B 45 i A #1
%) ), drug packaging shall be commensurate with drug quality requirements and for
convenience of storage, transport and medical use. According to the Measures for the
Administration of Drug Packaging ( (Z i EL 48 FHEL) | promulgated on 12 February 1988,
and became effective on 1 September 1988), drug packaging must comply with the provisions
of the national standard and professional standard. If there are no such standards, the enterprise
can formulate and execute its own standard after obtaining the approval from the drug
administration and standard bureau at the provincial or municipal or autonomous regional
level. The enterprise shall reapply to the relevant authorities if it needs to change the packaging
standard. Drugs without packaging standard must not be sold in the PRC (except for special
military drugs).
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According to the Measures for the Management of Packaging Materials and Containers
in Direct Contact with Drugs ( CEZ4EMSE 5 1Y EL4EM R 38 B B ) ) promulgated by
the State Food and Drug Administration on 20 July 2004 and became effective on the same
date, the production and use of drug packaging materials must comply with the national
standards for drug packaging materials.

REGULATIONS RELATED TO DRUG DIRECTIONS AND LABELS

According to the Drug Administration Law of the PRC ( ("3 A R ILFNER 45 5 457 5

%) ), each piece of drug packaging shall, as required, be printed or affixed with a label with
an insert sheet attached. Labels and insert sheets for narcotic drugs, psychotropic substances,
toxic drugs for medical use, radioactive drugs, drugs for external use and over-the-counter
drugs shall be printed with specified marks as required. Pursuant to the Administrative
Provisions on Drug Directions and Labels ( 2%\ & B EH AR E AL E) , promulgated on
15 March 2006 and became effective on 1 June 2006), drug directions and labels shall be
subject to the ratification of the State Food and Drug Administration. The labels of a drug shall
be based on its directions, and the contents thereof shall not exceed the scope of the directions,
and may not be printed with any word or mark that implies the curative effect, misleads the use
or inappropriately advertises the product. The package of a drug must be printed or affixed with
the label according to the provisions, and shall not carry other literal or video materials or other
information that advertises the product or the enterprise. The smallest packages produced by
a drug manufacturing enterprise for sale on the market must be attached with directions. The
drug directions, the interior labels and exterior labels as well as names shall comply with the
relevant provisions.

REGULATIONS RELATED TO REIMBURSEMENT UNDER THE NATIONAL
MEDICAL INSURANCE PROGRAM

According to the Interim Measures for the Administration of Use of Drugs Covered by the
Basic Medical Insurance ( (FEAEHEORER T 4EE P AT HH%) ), which was promulgated on
30 July 2020 and came into effect on 1 September 2020 by National Healthcare Security
Administration, the National Insurance Medicine List shall be managed by generic name, and
drugs with the same generic names as those specified on the National Insurance Medicine List
shall automatically fall within the payment scope of the basic medical insurance fund. The
expenses for “drugs of Class A” used by the insured shall be paid according to the regulations
in respect of basic medical insurance, while those for “drugs of Class B” shall be first paid by
the insured in a certain percentage, and the remainder shall be reimbursed in accordance with
the regulations in respect of basic medical insurance. The percentage of expenses paid by
individuals for “drugs of Class B” is determined by the provincial or pooling region’s
healthcare security administrative department. The basic medical insurance fund pays expenses
of drugs to designated medical institutions and designated retail pharmacies in accordance with
payment standards for drugs and the provisions on medical insurance-based payment.
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REGULATIONS RELATED TO PRICE CONTROLS

According to the Circular on Issuing the Opinions on Promoting the Drug Pricing Reform
( BN EPEE e 4 (B AS B SR8 A1) ) (the “Drug Pricing Reform Notice”), which
was promulgated and came into effect on 4 May 2015 by the NDRC, the NHFPC, the Ministry
of Human Resources and Social Security, the Ministry of Industry and Information Technology
of the PRC, the MOF, the MOFCOM and the CFDA, government price controls on
pharmaceutical products (other than narcotic drugs and psychiatric drugs of category I) was
lifted on June 1, 2015. After such price controls are lifted, prices of pharmaceutical products
are mainly determined by market competition. Instead of direct price controls, the government
regulates prices of pharmaceutical products mainly by establishing a consolidated procurement
mechanism, revising medical insurance reimbursement standards and strengthening regulation
of medical and pricing practices.

LAWS AND REGULATIONS RELATED TO FOREIGN INVESTMENT

Foreign-invested enterprises in the PRC must follow all the applicable PRC laws and

regulations and must not engage in activities detrimental to China’s public interest.
i. The PRC Company Law

The establishment and management of companies in the PRC are governed by the
Company Law of the PRC ( {1 #E ARILFIEN 23 7]#%) |, which was enacted by the SCNPC on
29 December 1993 and was implemented since 1 July 1994) (the “PRC Company Law”). The
SCNPC amended the PRC Company Law on 25 December 1999, 28 August 2004, 27 October
2005, 28 December 2013 and 26 October 2018 respectively. The PRC Company Law provides
for the establishment, corporate structure and corporate management of companies. The PRC
Company Law also applies to foreign-invested enterprises. Where laws relating to foreign-
invested enterprises otherwise stipulate, such stipulations shall apply.

ii. Guidance of Foreign Investment Industries

Foreign investors shall not be allowed to invest in industries in the prohibited category.
The Catalogue of Industries for Encouraging Foreign Investment (2019 Version) (the
“Encouraged Catalogue”) ( (GBS & 2 H 8k (20194F-/)) ) was promulgated by the
NDRC and the MOFCOM on 30 June 2019 and became effective on 30 July 2019. And the
Special Administrative Measures (Negative List) for the Access of Foreign Investment (2020
Version) (the “2020 Negative List”) ( (FMFHCE AR & B (5 1195 58) (20204 1)) )
was promulgated by the NDRC and the MOFCOM on 23 June 2020 and became effective on
23 July 2020. Any industry not listed in the 2020 Negative List or the Encouraged Catalogue
is generally deemed to be permitted and open to foreign investment, unless otherwise restricted
or prohibited by laws and regulations. According to the 2020 Negative List, foreign investment
in industry involving the application of processing techniques for TCM decoction pieces,
including steaming, frying, simmering and calcining is prohibited.
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iii. Laws Related To The Foreign-Invested Enterprise

The establishment procedures, verification and approval procedures, registered capital
requirements, foreign exchange control, accounting practices, taxation, labour matters and all
other relevant matters of a wholly foreign-owned enterprise shall be subject to the Wholly
Foreign-owned Enterprise Law of the PRC ( (3 A RILFESMNERETL) ) (the “Wholly
Foreign-owned Enterprise Law”), which was promulgated by the NPC on 12 April 1986 and
amended by the SCNPC on 31 October 2000 and 3 September 2016, and the Implementation
Rules of the Wholly Foreign-owned Enterprise Law of the PRC ( (% A\ RILFIE 4P & A2
DYE4H ) ), which was promulgated by the Department of the Foreign Economic and Trade
of the PRC on 12 December 1990 and amended by the State Council on 12 April 2001 and 19
February 2014. Where the establishment of foreign-owned enterprise is not subject to the
implementation of special management measures for access as stipulated by the State, the
examination and approval matters stipulated in Article 6, Article 10 and Article 20 of the
Wholly Foreign-owned Enterprise Law shall be subject to filing administration. Special
management measures for access stipulated by the State shall be promulgated by the State
Council or promulgated with approval by the State Council.

On 8 October 2016, the MOFCOM promulgated the Provisional Measures on
Administration of Filing for Establishment and Change of Foreign Investment Enterprises
( ONEBCE AL Mot EA RS B AT L) ) (the “Interim Measures”), which was
amended on 30 July 2017 and 29 June 2018, effective as from 30 June 2018. In accordance with
the Interim Measures, the formation and modification of foreign-invested enterprises that do
not involve the implementation of special management measures for access as prescribed by
the state shall be appropriately recorded with competent authorities. But on 30 December 2019,
the Ministry of Commerce and the State Administration for Market Regulation promulgated the
Measures for Reporting of Information on Foreign Investment ( {AMifi# &5 Bt #EE)
(the “Measures”)), which became effective on 1 January 2020 and repealed the Interim
Measures simultaneously. In accordance with the Measures, where foreign investors make
investments in China directly or indirectly, such foreign investors or foreign-invested
enterprises shall submit their investment information to the competent commerce authorities in
accordance with the Measures.

On 15 March 2019, the NPC promulgated the Foreign Investment Law of the PRC (
#HE N RILFE S &) ) (the “Foreign Investment Law”), which became effective on 1
January 2020. And on 26 December 2019, the State Council promulgated Implementing
Regulations of the Foreign Investment Law of the People’s Republic of China ( {*#E A R 3t
FE A0 IR E % 9]) ), which became effective on 1 January 2020. Because the Foreign
Investment Law and its implementing regulations have come into effect, the Sino-foreign
Equity Joint Ventures Law of the PRC ( (¥ A\ RILFIE /MG B A& L) ), the Wholly
Foreign-owned Enterprise Law and the Sino-foreign Cooperative Joint Ventures Law of the
PRC ( (d#E NRILMEIPINEIEREEBFEIL) ) and  their  respective  implementation
regulations have been repealed simultaneously. Subject to the Foreign Investment Law, the

foreign invested enterprises, established in accordance with three Laws above before the
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effective date of Foreign Investment Law, may keep their original organizational forms for five
years after the Foreign Investment Law takes effect and the specific implementing measures
shall be developed by the State Council.

LAWS RELATED TO PRODUCT LIABILITY

In accordance with the Product Quality Law of the PRC ( {HP#e A R ALAN B 2 5B &
%) , which was promulgated on 22 February 1993 by the SCNPC, last amended on 29
December 2018 and effective on the same date), and the Tort Liability Law of the PRC (
# N\ R ZHEF L) |, which was promulgated by the SCNPC on 26 December 2009 and
became effective on 1 July 2010), where a product with any defect caused by the fault of the
seller causes any harm to another person, the seller shall assume the tort liability where the
product defect causing harm to a person was caused by the seller. If a seller can neither specify
the manufacturer nor specify the suppliers of a defective product, the seller shall assume the
tort liability caused by such defective product.

Where any harm is caused by a defective product, the victim may claim compensation
from the manufacturer or the seller of such defective product. If the defect of the product is
caused by the manufacturer and the seller has made the compensation for the defect, the seller
shall be entitled to be reimbursed from the manufacturer; if the defect of the product is caused
by the fault of the seller and the manufacturer has made the compensation for the defect, the
manufacturer shall be entitled to be reimbursed by the seller. But if there are different
provisions in the contracts between manufacturers, sellers or between manufacturers and
sellers, the parties to the contracts shall implement the provisions of the contracts.

If any product defect is found after such product has been put into circulation, the
manufacturer or seller shall take such remedial measures as warning and recall in a timely
manner. The manufacturer or seller, who fails to take remedial measures in a timely manner or
take sufficient and effective measures and has caused any harm, shall assume the tort liability.
In the case that a manufacturer or seller, knowing any defect of a product, continues to
manufacture or sells the product and the defect causes a death or any serious damage to the
health of another person, the victim shall be entitled to require the corresponding punitive
compensation. In addition, operators who sell defective products may be subject to
confiscation of earnings from such sales, revocation of business licences and imposition of
fines, and in severe circumstances, may be subject to criminal liability.

LAWS RELATED TO CONSUMERS PROTECTION

The Law of the PRC on Protection of Consumer Rights and Interests ( {H%#E A [ILFNE
THE E W43 fR781L) |, which was promulgated by the SCNPC on 31 October 1993 and was last
amended on 25 October 2013, and became effective on 15 March 2014) protects the legitimate
rights and interests of consumers when they purchase or use goods and receive services for
daily consumption. All business operators must comply with this law when they provide goods
which are manufactured or sold by them and/or provide services to customers.
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According to the said law on Protection of Consumer Rights and Interests, consumers
whose lawful rights and interests are infringed upon in purchasing or using commodities may
claim compensation from the sellers, and the sellers, after paying compensation, have the right
to be reimbursed by the liable manufacturers or other sellers supplying the commodities to
them, where the liability falls on the manufacturer or any other seller which provides the goods
to the seller. Consumers or other victims suffering personal injuries or property damage from
defects of commodities may claim compensation from the sellers and manufacturers. If the
manufacturers are liable, the sellers shall, after paying compensation, have the right to be
reimbursed by the manufacturers. If the sellers are liable, the manufacturers shall, after paying
compensation, have the right to be reimbursed by the sellers. In extreme situations, drug
manufacturers and operators may be subject to criminal liability if their goods or services lead
to the death or injuries of customers or other third parties.

LAW AND REGULATION RELATED TO EMPLOYEES’ HEALTH AND SAFETY

Pursuant to the Production Safety Law of the PRC ( (H 3 N RILFE L2 ED) |
promulgated by the SCNPC on 29 June 2002, and amended respectively on 27 August 2009 and
31 August 2014 and became effective on 1 December 2014) (the “Production Safety Law”),
any production and business operation entity with more than 100 employees shall establish an
administrative organ of safe production or have full-time personnel for the administration of
safe production. Production and business operation entities shall inculcate their employees
with the requirements to strictly implement rules and regulations for production safety and
safety operating regulations formulated by the entities, and they shall truthfully inform their
employees of the factors of danger existing at the work places and work posts as well as the
precautions and the emergency response measures to be taken in the event of accidents.
Production and business operation entities shall provide labour protection articles that satisfy
the national standards or industrial standards for the employees thereof, supervise and educate
them to wear or use these articles in accordance with the prescribed rules. Production and
business operation entities shall allocate funds for buying labour protection articles and
organizing training on production safety. Production and business operation entities shall buy
insurance for work-related injuries according to the laws and pay insurance premiums for the
employees thereof. Violation of the Production Safety Law may result in the imposition of fines
and penalties, suspension of operation, and order to cease operation, or even criminal liability

in severe cases.

Pursuant to the Interim Measures for the Drug Industry Production Safety Management
( (TR U 2 S B AT ) ), promulgated and became effective on 20 November
1987), in order to improve the production safety management and protect the health and safety
of the employees of drug companies, all the drug companies and their employees are required
to satisfy the specified requirements, including the requirements on premises and facilities,
sanitation, safety education, safety precautions, safety inspection, accident management, etc.
Any violation of the provision of this law which leads to the damage of the state’s or people’s
properties or lives shall be subject to the administrative sanctions, financial penalties or
criminal liability.
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LAWS AND REGULATIONS RELATED TO ENVIRONMENTAL PROTECTION

The Environmental Protection Law of the PRC ( {H#E A\ RILFEIBRIGIRF#ETL) ) (the
“Environmental Protection Law”), which was passed and came into effect on 26 December
1989 by the SCNPC and then amended on 24 April 2014 and came into effect on 1 January
2015, provides a regulatory framework to protect and develop the environment, prevent and
reduce pollution and other public hazards, and safeguard human health. The Environmental
Protection Law requires enterprises that discharge pollutants in their production process to
adopt environmental protection measures and establish an accountability system for
environmental protection. The Environmental Protection Law makes it clear that the legal
liabilities of any violation of the said law include warning, fine, rectification within a time
limit, compulsory cease operation, compulsory reinstallation of dismantled installations of the
prevention and control of pollution or compulsory reinstallation of those left idle, compulsory
shutout or close down, or even criminal punishment.

The Environmental Impact Assessment Law of the PRC ( {H#E A R B BR 15 5 257
%) ), which was passed by the SCNPC on 28 October 2002 with effect from 1 September 2003
and then amended on 2 July 2016 and 29 December 2018, and the Regulations on the
Environmental Protection of Construction Projects ( (% JH HERIEAEE HEH]) ), which
was promulgated on and implemented since 29 November 1998 and then amended on 16 July
2017 and came into effect on 1 October 2017, require enterprises that planning construction
projects to provide assessment reports, statements or registration forms on the environmental
impact of such projects. The assessment reports or assessment statements must be approved by
the competent environmental protection authorities prior to the commencement of construction
work, while the registration forms must be filed with the competent environmental protection
authorities for a record.

Under the Provisions on the Inspection and Acceptance of Environmental Protection of
Construction Projects ( CE:akTH H & TIRBE ORFESRICE BFL) ), which was promulgated on
27 December 2001, and came into effect on 1 February 2002 and later amended on 22
December 2010, and the Interim Measures for the Completion Inspections of Environment
Protection Facilities of Construction Projects ( (EEF%IHH % TIRIFIRGERICE 1 THHE) ),
which was promulgated on 20 November 2017, unless otherwise provided by laws and
regulations, enterprises with construction projects, which are required to make an assessment
reports or statements, shall undertake self-inspections of the environmental protection facilities
upon the completion of the construction. A construction project may be formally put into
production or use only if its corresponding environmental protection facilities have passed the
acceptance examination.

Furthermore, pursuant to the Discharge Standard of Water Pollutants for Drug Industry
Chinese Medicine Category ( (TEESHRILE T35 M PEIEYE) ) (the “Discharge
Standard”) promulgated on 25 June 2008 and effective on 1 August 2008, the discharge of
water pollutants by each enterprise manufacturing Chinese medicine is required to carry out
according to the Discharge Standard.
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LAWS RELATED TO FIRE PREVENTION

In accordance with the Fire Prevention Law of the PRC ( {*F3E A RILFETHE %) |
promulgated on 29 April 1998, and was last amended on 23 April 2019 and became effective
on the same date) (the “Fire Prevention Law”) and other relevant laws and regulations of the
PRC, the Ministry of Emergency Management of the PRC (HF#E A R 01 5] 1 2 A # ) and its
local counterparts at or above county level shall monitor and administer the fire prevention
affairs. The fire rescue units of the people’s government at the corresponding level are

responsible for implementation.

The Fire Prevention Law provides that the fire prevention design or construction of a
construction project must conform to the national fire prevention technical standards. For a
construction project that needs a fire prevention design under the national fire protection
technical standards for project construction shall implement the fire protection design review
and acceptance system. No construction commencement permit or construction commencement
approval report shall be given for the construction projects for which the prevention design has
not been approved or are considered unqualified after the review, nor shall such construction
entity commence their construction. Upon completion of a construction project, according to
the requirements of the Fire Prevention Law, such project must go through an acceptance check
on fire prevention by, or filed with, the relevant housing and urban-rural development
authorities. No construction project subject to the acceptance check on fire prevention may be
put into use before it is accepted by the relevant housing and urban-rural development
authorities.

LAWS AND REGULATIONS RELATED TO ANTI-BRIBERY, ANTI-CORRUPTION
AND ANTI-UNFAIR COMPETITION

According to the Anti-unfair Competition Law of the PRC ( {H#HE A R IH:ANE ;e AN IEH
Wi L) | promulgated by the SCNPC on 2 September 1993, last amended on 23 April 2019
and became effective on the same date), business operators shall not seek transaction
opportunities or competitive edges by bribing the following entities or individuals with
property or by any other means: (a) staff of a transaction counterparty, (b) entities or
individuals entrusted by a transaction counterparty to handle the relevant affairs, or (c) entities
or individuals who make use of their official powers or influence to affect a transaction. Where
a business operator violates the provisions of this Law in committing bribery, the regulatory
authorities shall confiscate the illegal income and impose a fine ranging from RMB100,000 to
RMB3,000,000. In serious cases, the business license of the business operator shall be revoked.

The Interim Provisions on Banning Commercial Bribery ( CBHAZE (1 i 2E MG RS T A5 08T
1THI%E) ) (the “Interim Provisions”), promulgated by the SAIC on 15 November 1996 and
came into effect on the same date, provides a detailed scope of “property or using any other
method”. As defined in the Interim Provisions, the term “property” refers to cash and material
objects, including property given by a business operator to another entity or individual under
the guise of promotion fees, publicity fees, sponsorship fees, research fees, service charges,
consulting fees, commissions or reimbursements, in order to sell or purchase commodities, and
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the term “other method” refers to any means other than giving property, such as offering
domestic or international tours or site visits in various forms. In addition, the Interim
Provisions also made it clear that commercial bribery committed by any employee of a business
operator for selling or purchasing commodities for the business operator shall be regarded as
the business operator’s act.

REGULATIONS RELATED TO FOREIGN EXCHANGE CONTROLS

The PRC Government imposes controls on the convertibility of Renminbi into foreign
currencies and, in certain cases, the remittance of foreign currency out of the PRC. The SAFE
is responsible for administering all matters relating to foreign exchange, including the
enforcement of the PRC foreign exchange control regulations.

The principal regulations governing foreign currency exchanges in the PRC are the
Foreign Exchange Administration Regulations of the PRC ( {13 A R AN B A1 e 5 2R A%
1) ) which was promulgated by the State Council on 29 January 1996, became effective on
1 April 1996 and was subsequently amended on 14 January 1997 and 5 August 2008, and the
Regulation on the Administration of Foreign Exchange Settlement, Sale and Payment ( (%%
REE ~ B i S A5 R HEAR %E ) ) which was promulgated on 20 June 1996 and became effective on
1 July 1996.

Under these existing PRC foreign exchange control regulations, all international
payments and transfers are classified into current account items and capital account items.
Foreign currency payments under current account items by domestic institutions, including
payments for imports and exports of goods and services and payments of income and current
transfers into and outside the PRC must be either paid with their own foreign currency with
valid documentation or with the foreign currency purchased from financial institutions.
Foreign currency income under current account items may be retained or sold to financial
institutions. Foreign currency payments under capital account items include cross-border
transfers of capital, direct investments, securities investments, derivative products and loans,
and must be made out of a domestic institution’s own foreign currency with valid
documentation or be made with foreign currency purchased from any financial institution. The
payments of current account items can be made in foreign currencies without the prior approval
from the SAFE, by complying with certain procedural requirements. However, payments under
the capital account items are subject to significant foreign exchange controls and require the
prior approval from the SAFE or the registration with the SAFE or its designated banks.

On 4 July 2014, the SAFE promulgated the Circular on Relevant Issues Concerning
Foreign Exchange Administration of Overseas Investment and Financing and Return
Investments Conducted by Domestic Residents Through Special Purpose Vehicles ( (%4}
HEE A AL 5 [ I 45 79 Jor R R R R I G 2 RIBE M il ' SO AR B0 1 HE A P B B RE 2 ) )
(the “SAFE Circular No. 37”), according to which, (i) “SPVs” is defined as “offshore
enterprise directly established or indirectly controlled by domestic residents (including
domestic institution and individual resident) with their legally owned assets or equity of
domestic enterprises, or legally owned offshore assets or equity, for the purpose of investment
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and financing”; (ii) a domestic resident must register with the foreign exchange administrative
departments before he or she contributes assets or equity interests to SPVs; (iii) following the
initial registration, any changes such as change in the overseas SPV’s domestic resident
shareholders, names of the overseas SPVs and terms of operation or any increase or reduction
of the overseas SPV’s registered capital, share transfer or swap, merger or division, shall be
report to the SAFE or its branches for modification registration in time, and failing to comply
with the registration procedures as set out in the SAFE Circular No. 37 may result in penalties.

Pursuant to the Circular of the SAFE on Further Simplifying and Improving the Direct
Investment-related Foreign Exchange Administration Policies ( € [BiAE— 25 b Fn oo s B 3%
WEHMNEEHEBCRAVME ) ) (the “SAFE Circular No. 13”), which was promulgated on 13
February 2015 and with effect from 1 June 2015, the foreign exchange registration under
domestic direct investment and foreign exchange registration under overseas direct investment
are directly reviewed and handled by banks in accordance with the SAFE Circular No. 13 and
its attachment, and the SAFE and its branches shall perform indirect regulation over the foreign

exchange registration via banks.

SAFE promulgated the Notice on Reforming the Mode of Administration of Foreign
Exchange Settlement of Capital of Foreign invested Enterprises ( B2 el s # & A 351
ME A B 45 M By AT ) (the “SAFE Circular No. 19”) on 30 March 2015, further
expanding the extent of convertibility under direct investment. SAFE Circular No. 19 stipulates
that the use of capital funds and exchange settlement funds by foreign-invested enterprises
shall be subject to foreign exchange management regulations, and follow the principles of
authenticity and self-use within the business scope of the enterprises.

On 9 June 2016, the SAFE promulgated the Circular on Reforming and Regulating
Policies on the Management of the Settlement of Foreign Exchange of Capital Accounts ( [
FAN S FHL oy B A e 5 R o A T H 4SBT HBUR 4@ A1) ) (the “SAFE  Circular No.
16”). SAFE Circular No. 16 stipulates that the use of foreign exchange incomes of capital
accounts by foreign-invested enterprises shall follow the principles of authenticity and self-use
within the business scope of enterprises. The foreign exchange incomes of capital accounts and
capital in Renminbi obtained by the Foreign-invested Enterprise from foreign exchange
settlement shall not be used for the following purposes:

(i) directly or indirectly used for the payment beyond the business scope of the
enterprises or the payment prohibited by relevant laws and regulations;

(ii) unless otherwise provided, directly or indirectly used for investment in securities or

financial schemes other than banks’ principal-secured products;

(ii1) used for granting loans to non-affiliated enterprises, unless otherwise permitted by

its business scope; and

(iv) used for the construction or purchase of real estate that is not for self-use (except for

the real estate enterprises).
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On 23 October 2019, SAFE promulgated the Notice of the State Administration of
Foreign Exchange on Further Promoting the Facilitation of Cross-border Trade and Investment
( CBIZANEE BJR B e — RS 5 ) A AL AR ) (the “SAFE  Circular
No. 28”), which came into force on 23 October 2019 except for Article 8, paragraph 2. SAFE
Circular No. 28 cancels the restriction on domestic equity investment made with capital funds
by non-investment foreign-invested enterprises, expands the pilot program for facilitation of
domestic payment under capital account, and relaxes the restriction on settlement and use of
foreign exchange funds under capital account, etc.

As the cross-border capital flows are common to the company based on the company’s
business model, the PRC laws and regulations in relation to the foreign exchange are material
to our Group’s business.

PROVISIONS ON THE MERGER AND ACQUISITION OF DOMESTIC ENTERPRISES
BY FOREIGN INVESTORS

On 8 August 2006, six PRC regulatory authorities jointly promulgated Regulations on the
Merger or Acquisition of Domestic Enterprises by Foreign Investors ( <[BiA7MNE4% & % 0 i
BENAEMHBIE) ) (the “M&A Rules”), which was implemented since 8 September 2006 and
was subsequently amended on 22 June 2009. Foreign investors must comply with the M&A
Rules when they purchase the equity interests of a domestic company or subscribe for the
increased capital of a domestic company, thereby transforming the domestic company into a
foreign-invested enterprise; or when they establish a foreign-invested enterprise in the PRC,
purchase assets of a domestic company by agreement and operate the assets; or when they
purchase assets of domestic companies by agreement, establish a foreign-invested enterprise by

injecting such assets and operate the assets.
LAWS AND REGULATIONS RELATED TO TAX
i.  Enterprise Income Tax

According to the Enterprise Income Tax Law of the PRC ( {3 A\ R A0 B 4> 2 P 158t
%) , promulgated by the NPC on 16 March 2007, amended by the SCNPC respectively on 24
February 2017 and 29 December 2018 and came into effect on 29 December 2018), and its
Implementation Regulations ( (TR B E M) , promulgated by the State Council
on 6 December 2007, became effective on 1 January 2008, amended on 23 April 2019 and
became effective on the same date) (collectively, the “EIT Law”), enterprises are classified
into resident enterprises and non-resident enterprises. Enterprises, which are incorporated in
the PRC or which are incorporated pursuant to the foreign laws with their “de facto
management bodies” located in the PRC, are deemed “resident enterprise” and subject to an
enterprise income tax rate of 25% on their global income. Non-resident enterprises are subject
to (i) an enterprise income tax rate of 25% on their income generated by their establishments
or places of business in the PRC and its income derived outside the PRC which are effectively
connected with their establishments or places of business in the PRC; and (ii) an enterprise
income tax rate of 10% on their income derived from the PRC but not connected with its
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establishments or places of business located in the PRC. Non-resident enterprises without an
establishment or place of business in the PRC are subject to an enterprise income tax of 10%
on their income derived from the PRC. Furthermore, the corporate income tax may be reduced
or exempted if the enterprise income from agriculture, forestry, husbandry, and fishery
projects.

Pursuant to the EIT Law, income from equity investment between qualified resident
enterprise such as dividends and bonuses, which refers to investment income derived by a
resident enterprise from its direct investment in another resident enterprise, is tax-exempt

income.
ii. Withholding Income Tax

Pursuant to the EIT Law, dividends generated after 1 January 2008 and payable by a
foreign invested enterprise in the PRC to its foreign investors are subject to a 10% withholding
income tax, unless otherwise provided in the tax treaty concluded between the PRC and such

foreign investor’s jurisdiction of incorporation.

Pursuant to the Arrangement between the Mainland of China and the Hong Kong Special
Administrative Region for the Avoidance of Double Taxation and the Prevention of Fiscal
Evasion with respect to Taxes on Income ( € PAHbFN 7 545 1l 47 B [ [ 74 36 T 745 2k £ B i B
A 1L ArRABLZHE ) ) (the “Tax Treaty”) concluded on 21 August 2006, the applicable
withholding income tax payable by a PRC resident company which pays the dividends to a
Hong Kong resident enterprise shall be not more than 5% of the total amount of dividends
where a beneficial owner is an enterprise directly holding at least 25% capital of such PRC
company, and in other cases, such applicable withholding income tax shall be not more than
10% of the total amount of dividends.

Based on the Notice on Certain Issues with Respect to the Enforcement of Dividend
Provisions in Tax Treaties ( (B BUATRINC R 2 B S EA B ERFE 1) ) issued on 20
February 2009 by the SAT, if the relevant PRC tax authorities determine, in their discretion,
that a company benefits from such reduced income tax rate due to a trade or arrangement of
which primary purpose is to attain a preferential tax status, such PRC tax authorities may adjust
the preferential tax treatment; and the SAT has promulgated the Notice on the Issues of
Beneficial Owners in Tax Treaties ( R Z<BLH5 48R B A B e 52 45 BT A N A B ] R
3%5) ) on 3 February 2018, which specifies the conditions for determining the identity of
beneficial owner and list the negative factors that may affect the recognition of such identity.
For determining the identity of the beneficial owner of the contracting parties’ residents who
are entitle to enjoy the treatments under the tax treaties (the “Applicant”), the Applicant shall
submit the relevant certification materials to the tax authorities prescribed by laws. The tax
authorities shall comprehensively analysis both the negative factors and the practical
conditions of specific case, except as otherwise provided.
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Pursuant to the Measures for the Administration of Non-Resident Taxpayers’ Enjoyment
of the Treatment under Tax Agreements ( {FEJ&H RPN ZBINC I ERFREHIRE) ),
which came into force on 1 November 2015 and latest amended on 5 June 2018, any
non-resident taxpayer meeting conditions for enjoying the convention treatment may be
entitled to the convention treatment itself/himself when filing a tax return or making a
withholding declaration through a withholding agent, subject to the subsequent administration
by the tax authorities. On 14 October 2019, SAT promulgated the Announcement of the State
Taxation Administration on Promulgation of the Administrative Measures on Entitlement of
Non-resident Taxpayers to Treaty Benefits ( {2 Z 855 48 5 B A 85 i< IR Jo RANBL N =32 h 8
FRB S HARES) A1) ) (the “SAT Announcement No. 35”), which came into force on 1
January 2020 and repealed the Administration of Non-Resident Taxpayers’ Enjoyment of the
Treatment under Tax Agreements. According to the SAT Announcement No. 35, non-resident
taxpayers enjoying its tax treaty benefits shall adopt the method of “self-assessment, claims by
declaration and retention of the relevant materials for future inspection”. Where a non-resident
taxpayer deems that it is eligible for tax treaty benefits through self-assessment, it may, at the
time of filing tax return or making withholding declaration by a withholding agent, enjoy tax
treaty benefits, and simultaneously collect and retain the relevant materials for future
inspection, and be subject to follow-up administration by the tax authorities.

iii. Value-added Tax

The Provisional Regulations on Value-added Tax of the PRC ( ¥ A R ILAN Bl 4 (E B
W17 , promulgated by the State Council on 13 December 1993, came into effect on 1
January 1994, and last amended on 19 November 2017, and came into effect on the same day),
and the Implementation Rules of the Provisional Regulations on Value-added Tax of the PRC
( (e AR ILANE B [ERC G TR B E REAMR]) , which were promulgated by the MOF and
became effective on 25 December 1993, and were amended on 15 December 2008 and 28
October 2011, and became effective from 1 November 2011), set out that sale of goods,
provision of processing services, repair and replacement services, sale of services, intangible
assets, real estate and import goods within the PRC are subject to the payment of value-added
tax (the “VAT”). The VAT payable is calculated as “output VAT” minus “input VAT”. The VAT
rate for the sale of goods or the import of goods is normally 17%, for the export of goods is
normally 0%.

Pursuant to the Notice of the Ministry of Finance and the State Administration of Taxation
on Adjusting Value-added Tax Rates ( CBABUHS - BiF5 AR B RIS (BB RAYEA) ),
which was jointly issued by the Ministry of Finance and SAT on 4 April 2018 and became
effective from 1 May 2018, VAT taxpayer who engages in taxable sales of goods and originally
applies the tax rate of 17% and 11%, is subject to a VAT tax rate of 16% and 10% respectively.
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On 20 March 2019, the MOF, the SAT and the General Administration of Customs jointly
promulgated the Announcement on Deepening the Policies Related to the Value-added Tax
Reform ( CHABCES ~ BIRBIHS MR ~ v B 40 2 B R R AL g (B A A B BOR 9 275 ) ), which
is effective as from 1 April 2019, pursuant to which the tax rate of 16% and 10% applicable
to the VAT taxpayers who engage in taxable sales of goods are adjust to 13% and 9%
respectively.

iv. Environmental Protection Tax

According to the Environmental Protection Tax Law of the PRC ( H13E A\ R ILANE B 52
{R7&ERIE) |, promulgated by SCNPC on 25 December 2016, amended on 26 October 2018 and
the last amendment came into force on 26 October 2018) (the “Environmental Protection Tax
Law”), within the territory of the PRC and other sea areas under the jurisdiction of the PRC,
the enterprises, public institutions and other producers and operators that directly discharge
pollutants to the environment such as air pollutants, water pollutants, solid wastes and noises
as prescribed in the Schedule of Tax Items and Tax Amounts of Environmental Protection Tax
and the Schedule of Taxable Pollutants and Equivalent Values shall pay environmental
pollution tax. However, if an enterprise, public institution or any other producer or operator
falls under any of the following circumstances, it shall not be deemed as directly discharging
pollutants to the environment and shall be released from the environmental protection tax on
the corresponding pollutants: (i) it discharges taxable pollutants to a centralized sewage or
domestic garbage treatment site established in accordance with the law; (ii) it stores or disposes
of solid wastes at any facility or site that meets the national and local environmental protection
standards.

v. Stamp Duty

According to the Provisional Regulations of the PRC on Stamp Duty ( {H%#E A RILFNEH
ENfEBUE 170 4) ) promulgated on 6 August 1988 and became effective on 1 October 1988
and revised on 8 January 2011 and the Detailed Rules for Implementation of the Provisional
Regulations of the People’s Republic of China on Stamp Duty ( {1 #E A R ENEBIE 17
TGEATAR]) ) promulgated on 29 September 1988 and became effective on 1 October 1988,
all units and individuals which conclude or receive any of the following documents in the PRC
shall pay stamp duty: documents issued for purchase and sale transactions, process contracting,
construction project contracting, property leasing, commodity transportation, storage and
custody of goods, loans, property insurance, technology contracts and other documents of a
contractual nature; documents of transfer of property title; books of accounts for business;
documentation of rights or licences; other documents determined by the Ministry of Finance
to be taxable. Pursuant to the Table of Items and Rates of Stamp Duty, stamp duty for purchase
and sale contract and technology contract shall be paid at 0.03% of the purchase and sale
amount and the contract amount, respectively; stamp duty for survey and design contract of
construction project shall be paid at 0.05% of the charged amount; stamp duty for construction
and installation contracting contract shall be paid at 0.03% of the contracting amount; stamp
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duty for loan contract shall be paid at 0.005% of the loan amount; and in respect of property
transfer, the contracting parties shall pay stamp duty at 0.05% of the contract price of the
property transferred; stamp duty for property leasing shall be paid at 0.1% of the lease amount.

vi. City Maintenance and Construction Tax

According to the Provisional Regulations of the PRC on City Maintenance and
Construction Tax ( €3 A R IAN B3k i A s BL BT 1706 191) ) promulgated by the State
Council on 8 February 1985 and became effective in 1985 and revised on 8 January 2011, all
units and individuals who are taxpayers of consumption tax, value-added tax, and/or business
tax shall pay city maintenance and construction tax. The rate for taxpayers located in urban
areas is 7%. The rate for taxpayers located in counties or townships is 5%. The rate for
taxpayers located in areas other than urban area, county or township is 1%.

According to the Notice on Unifying the City Maintenance and Construction Tax and

Educational Surcharges from Chlnese to Foreign-funded Enterprises and Citizens ( (BN %t—

AT AN A SEA I Al e e B A 2 7 2 BT Il BE O3 AT ) (No. 35 (2010) of the State
Council) (the “Notice No. 35”) promulgated by the State Council on 18 October 2010, from
1 December 2010, the Provisional Regulations of the People’s Republic of China on City
Maintenance and Construction Tax is applicable to enterprises with foreign investment, foreign
enterprises and individual foreigners and the regulations, rules and policies issued by the State
Council and the taxation and finance authorities of the State Council in respect of the city
maintenance and construction tax and educational surcharges are also applicable to enterprises
with foreign investment, foreign enterprises and individual foreigners.

vii. Educational Surcharges

According to the Provisional Regulations on the Collection of Educational Surcharges
( EHEEMINME1THE) ) promulgated by the State Council on 28 April 1986 which
became effective on 1 July 1986 and revised on 7 June 1990, 20 August 2005 and 8 January
2011, all units or individuals who are taxpayers of consumption tax, value-added tax or
business tax shall pay educational surcharges at a tax rate of 3% except for units paying
surcharges for rural education as provided by the Notice of the State Council on Raising Funds

for Running Schools in Rural Areas ( BT B B 1A SHE AT ERAL HE 2 48 2 IR A AT ).

According to the Notice No. 35, from 1 December 2010, the Provisional Regulations on
the Collection of Educational Surcharges is applicable to enterprises with foreign investment,
foreign enterprises and individual foreigners and the regulations, rules and policies issued by
the State Council and the taxation and finance authorities of the State Council in respect of the
educational surcharges are also applicable to enterprises with foreign investment, foreign
enterprises and individual foreigners.
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LAWS AND REGULATIONS RELATED TO LABOUR PROTECTION

As our business operates on a labour-intensive basis and the number of the employees
based in the PRC accounts for the majority of the number of our total employees, the PRC
labour laws and regulations, especially the Labour Law of the PRC ( ("3 A\ LA 45 H)
%) ) (the “Labour Law”), the Labour Contract Law of the PRC ( {3 A\ B I:A1 5 25 8 5[]
%) ) (the “Labour Contract Law”) and the laws and regulations in relation to the social
insurance and the housing provident fund, are material to our business.

i. Labour Law

The Labour Law, which was passed by the SCNPC on 5 July 1994, came into effect on
1 January 1995, and was amended on 27 August 2009 and 29 December 2018 respectively,
provides that employees are entitled to gain equal opportunities in employment, choose
occupations, receive labour remuneration, have rest days and holidays, acquire the protection
of occupational safety and healthcare, enjoy social insurance and welfare, etc. Employers must
establish and improve the system for occupational safety and healthcare, provide training on
occupational safety and healthcare to employees, comply with national and/or local regulations
on occupational safety and healthcare, and provide necessary labour protective supplies to
employees.

ii. Labour Contract Law

The Labour Contract Law which was passed by the SCNPC on 29 June 2007, came into
effect on 1 January 2008, and was amended on 28 December 2012, and the Implementation
Regulations on the Labour Contract Law of the PRC ( {1 #e A R IFN B 45 8 A 7] 14 B it 1o
%) ), which was promulgated by the State Council on 18 September 2008, and came into
effect on the same day, provide that the labour contracts must be executed in order to establish
the labour relationship between employers and employees. The Labour Contract Law stipulates
that an employer shall inform the employees truthfully the scope of work, working conditions,
workplace, occupational hazards, production safety conditions, labour remuneration and other
information requested by the employees. The Labour Contract Law also stipulates that
employer and employee shall fully perform their respective obligations in accordance with the
terms set forth in the labour contract. In addition, the employer shall pay employees the labour
remuneration timely and in full amount in accordance with terms in the labour contract. The
Labour Contract Law also provides for the scenario of rescission and termination of a labour
contract, except the situation explicitly stipulated in the Labour Contract Law and its
implementation regulations which will not subject to economic compensation, the economic
compensation shall be paid to the employee whose labour contract has been revoked or
terminated by the employer.

- 117 -



REGULATORY OVERVIEW

REGULATIONS IN RELATION TO SOCIAL INSURANCE AND HOUSING
PROVIDENT FUNDS

Under the Social Insurance Law of the PRC ( (¥ ANRILFE A REIE) ), the
Regulations on Work-Related Injury Insurance ( {TAGZPRBEMMHI) ), the Regulations on
Unemployment Insurance ( (JZERFEFE) ), the Provisional Measures on Maternity
Insurance of Employees ( ({ZEWETAHREEHATHE) ), the Interim Regulation on
Collection and Payment of Social Insurance Premiums ( Crter DR B B A AT 6:491) ) and the
Opinions on comprehensively promoting the combination of maternity insurance and basic
medical insurance for employees ( <[BFA 2 TH HEHEA: B AR B Rk TS AR B e O g & OF B0 ME 1
E L) ), an employer is required to make contributions to social insurance funds for its
employees, including basic pension insurance, basic medical insurance, unemployment
insurance, maternity insurance and work-related injury insurance. Pursuant to the Social
Insurance Law of the PRC, if the employer fails to make social insurance contributions in full
and on time, the social insurance authorities may demand the employer to make payments or
supplementary payments for the unpaid social insurance within a specified period together with
a 0.05% surcharge of the unpaid social insurance per day from the date on which the payment
is due. If the employer fails to settle the overdue payment within such time limit, the relevant
regulatory authorities may impose a fine from one to three times the amount of overdue
payment on such employer.

Under the Administrative Regulations on Housing Provident Funds ( {5/ 44 F A
%) , promulgated by the State Council on 3 April 1999 and was last amended on 24 March
2019 and became effective on the same date), employers are required to make contribution to
housing provident funds for their employees. Where an employer fails to pay up housing
provident funds within the prescribed time limit, the housing fund administration centre shall
order it to make payment within a certain period of time. If the employer still fails to do so,
the housing fund administration centre may apply to the court for compulsory enforcement of
the unpaid amount.

LAWS AND REGULATION RELATED TO THE INTELLECTUAL PROPERTY
i. Patent

The Patent Law of the PRC ( {H#EANRILFABEIEF]IL) ) (the “Patent Law”) was
promulgated by the SCNPC on 12 March 1984 which became effective on 1 April 1985 and
amended on 4 September 1992, 25 August 2000, 27 December 2008 and 17 October 2020, and
the latest Patent Law will become effective on 1 June 2021. The purpose of the Patent Law, and
its Implementation Rules ( <1 A\ RALFNE HAEE A ) are to protect and encourage
inventions, foster applications of inventions and promote the development of science and
technology. A patentable invention or utility model must meet three conditions: novelty,
inventiveness and practical applicability. The State Intellectual Property Office is responsible
for receiving, examining and approving patent applications. The validity period of patent rights
for an invention shall be 20 years, the validity period of patent rights for a utility model or
design shall be 10 years (the validity period of patent rights for design will be 15 years as of
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1 June 2021.), the validity period shall commence from the date of application. A third-party
user must obtain consent or a proper license from the patent owner to use the patent except
certain specific circumstances provided by law. For example, for the purpose of public health,
the patent administrative department of the State Council may grant a compulsory license for
a patented medicine so as to produce and export it to the country or region which conforms to
the provisions of the relevant international treaty to which the PRC has acceded. Otherwise, the
use will constitute an infringement of the patent rights.

ii. Trademark

The Trademark Law of the PRC ( {3 A RILFE P ) (the “Trademark Law”)
was promulgated by the SCNPC on 23 August 1982 and newly amended on 23 April 2019. The
Trademark Law and its Implementation Rules ( {H#E A R ILFNE oA 7E B H]) ) seek to
improve the administration of trademarks, protect the right to exclusive use of trademarks and
encourage producers and operators to guarantee the quality of their goods and services and
maintain the reputation of their trademarks, so as to protect the interests of consumers,
producers and operators. The validity period of a registered trademark in the PRC is ten years,
counted from the date of registration. Where the registrant intends to continue to use the
registered trademark beyond the expiration of the validity period, an application for renewal
of the registration shall be made within twelve months before the said expiration. Where no
application therefore has been filed within the said period, a grace period of six months will
be allowed. The validity period of each renewal of registration shall be ten years, counted from
the next day of the expiration day of the last term. If no application has been filed by the
expiration of the grace period, the registered trademark shall be deregistered.

iii. Copyright and Software Registration

The SCNPC promulgated the Copyright Law of the PRC ( (" #E A\ RILFIEE/ERER) )
on 7 September 1990 and revised it on 27 October 2001, 26 February 2010 and 11 November
2020 respectively, of which latest version will become effective on 1 June 2021. The amended
Copyright Law continues to extend copyright protection to internet activities, products
disseminated over the internet and software products.

On 20 December 2001, the State Council promulgated Computer Software Protection
Regulations ( (FHAMEEFLRFEMAH]) ) which came into effect on January 1, 2002 and was
later amended on 8 January 2011 and 30 January 2013. These regulations are formulated for
protecting the rights and interests of computer software copyright owners, encouraging the
development and application of computer software and promoting the development of software
business. In order to further implement the Computer Software Protection Regulations, the
National Copyright Administration issued the Computer Software Copyright Registration
Procedures ( {FHHE-BEHFEERESFCHRE) ) on 20 February 2002 and amended on 18 June
2004, which apply to software copyright registration, license contract registration and transfer
contract registration.
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iv. Domain Name

Pursuant to the Administrative Measures on Internet Domain Names ( B Jh48 3044 45 2
#E:) ), which was promulgated by the Ministry of Industry and Information Technology of
the PRC (the “MIIT”, ¥ A\ RILFIE TEM{E E1LEB) on 24 August 2017 and became
effective on 1 November 2017, and the Implementation Rules on National Top-Level Domain
Name Registration (B 5 [E &Rk 44 53 it B A 40 ) which was promulgated by the China Internet
Network Information Center and became effective on 18 June 2019, domain name owners are
required to register their domain names and the MIIT is in charge of the administration of PRC
internet domain names. The domain name services follow a “first apply, first register”
principle, unless otherwise stipulated by the implementation rules of the domain name
registration. Applicants for registration of domain names shall provide their true, accurate and
complete information of such domain names and enter into registration agreements with
domain name registration service institutions. The applicants will become the holders of such
domain names upon the completion of the registration procedure. Pursuant to the Measures for
Domain Name Disputes Resolution of China Internet Network Information Center (2 5.}
A#AE BP0 4 TR YL E), which was promulgated by China Internet Network
Information Center and became effective on 1 September 2014, domain name disputes shall be
accepted and resolved by a dispute resolution agency as accredited by China Internet Network
Information Center.
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The information that appears in this Industry Overview has been prepared by
Euromonitor International Limited and reflects estimates of market conditions based on
publicly available sources and trade opinion surveys and is prepared primarily as a
market research tool. References to Euromonitor International Limited should not be
considered as the opinion of Euromonitor International Limited as to the value of any
security or the advisability of investing in the Company. The Directors believe that the
sources of information contained in this Industry Overview are appropriate sources for
such information and have taken reasonable care in reproducing such information. The
Directors have no reason to believe that such information is false or misleading or that
any material fact has been omitted that would render such information false or
misleading. The information prepared by Euromonitor International Limited and set out
in this Industry Overview has not been independently verified by the Group, the Joint
Global Coordinators, the Underwriters or any other party (other than Euromonitor)
involved in the Global Offering and they do not give any representations as to its
accuracy and the information should not be relied upon in making, or refraining from
making, any investment decision.

SOURCE OF INFORMATION

We have commissioned Euromonitor, an Independent Third Party, to prepare a report
evaluating the TCM market in the PRC for the purpose of preparing this prospectus.
Information disclosed in this section has been extracted from such report (the “Euromonitor
Report”) and published with the consent of Euromonitor. Euromonitor, founded in 1972, is a
private independent provider of business intelligence on industries, countries and consumers.
The total consideration that our Company paid to Euromonitor for preparing and issuing the
report was RMB615,000 (inclusive of tax), and such consideration was paid regardless of the
results of the Euromonitor Report. Euromonitor primarily undertook both primary and
secondary research to prepare its report. Primary research involved interviews with a sample
of leading industry participants and industry experts for the latest data and insights on future
trends and to verify and cross check the consistency of data and research estimates. Secondary
research involved reviewing published sources including authority statistics of the PRC,
specialist trade press and associations, our audited financial statements where available,
independent research reports, and data based on its research database. Euromonitor has used
multiple primary and secondary sources to validate the data or information collected.
Furthermore, a test of each interviewee’s information and views against those of others was
conducted by Euromonitor and was applied to ensure reliability and to eliminate bias.

The factors that were considered by Euromonitor for the forecast include (i) macro-
economy and regulations; (ii) analysis of historical development of the market; (iii) the
economic environment and underlying market drivers; (iv) established industry data; and (v)
interviews with industry experts. The forecast was based on certain assumptions, including (i)
the PRC economy is expected to maintain steady growth over the forecast period; (ii) the PRC
social, economic and political environments are expected to remain stable in the forecast
period; (iii) there will be no external shock, such as financial crisis or raw material shortage,
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which affects the demand and supply for TCM products (including, among others, PCM
products) in the PRC during the forecast period; and (iv) key market drivers, such as increasing
consumer awareness about PCM products, growing ageing population, government supports to
the TCM products and healthcare products industries, are expected to continuously boost the
development of the relevant markets in the PRC. Our Directors have exercised reasonable care
in reviewing and discussing with Euromonitor on such assumptions and factors, and believe
that, to their satisfaction, there is no misleading information or material omission in disclosing
such information.

All statistics are reliable and are based on information available as at the date of the
Euromonitor Report. Other sources of information, including the government, trade associates
or market place participants, may have provided some of the information on which the analysis
or data is based. As at the Latest Practicable Date, our Directors, after reasonable
consideration, confirm that they were not aware of any adverse change to the market
information since the date of the Euromonitor Report which may qualify, contradict or have an
impact on the information in this section.

THE TRADITIONAL CHINESE MEDICINE MARKET IN THE PRC
Overview

TCM has been well recognised by the Chinese community for prevention and treatment
of diseases as well as health enhancement for a long period of time. TCM are perceived to have
less side effects compared to western medicine. Under TCM Concept, Qi (%) is usually
referred to as one of the fundamental substances of an individual. Generally, Qi is the force
which binds together all the matters in human body; and any imbalance or disorder may
adversely affect our health. If there is any imbalance (deficiency or overflow) of Qi, various
symptoms may develop depending on the type of Qi in concern. The rebalancing and
integration of Qi has a long history within the Chinese community.

TCM market in the PRC can be broadly classified into (i) PCM; (ii) TCM decoction
pieces; and (iii) Chinese healthcare products.

PCM is manufactured using Chinese medicinal materials as major ingredients and based
on the standards, quality and formulae set forth in the Chinese Pharmacopoeia [ g& 1)
and the Drug Standards <{#PAHAEHE) . The products can be in various forms, such as pills,
capsules, tablets, powder, oral solutions and syrup. Currently, PCM is widely applied in
treating/alleviating conditions such as (i) cardio-cerebrovascular condition; (ii) digestive and
gastrointestinal condition; and (iii) gynaecological condition, etc. Apart from
treating/alleviating these conditions, PCM also provides supplementary effects, eg.
replenishing Qi (#i%R), replenishing blood (i Ifl) and enhancing kidney functions (f#i&). PCM
accounted for approximately 63.4% in TCM market in the PRC in 2019, in terms of
manufacturers’ sales value.
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TCM decoction pieces are medicinal herbs and animal substances that are processed
according to TCM procedures, including boiling, steaming, frying, chopping and slicing. TCM
decoction pieces accounted for approximately 14.7% in TCM market in the PRC in 2019, in
terms of manufacturers’ sales value.

Chinese healthcare products contain TCM extract or medicinal herbs and animal
substances as its functional ingredients. Chinese healthcare products are usually divided into
two categories: functional products and maintenance products. Chinese healthcare products
accounted for approximately 21.9% in TCM market in the PRC in 2019, in terms of

manufacturers’ sales value.

Further, it is worth noting that the demand for pharmaceutical products generally surges

upon the outbreak of major public health events.
Value chain analysis of the TCM industry in the PRC

The typical value chain of the TCM industry in the PRC can be broadly categorised into
different sectors: (i) medicinal material suppliers; (ii) pharmaceutical product manufacturers;
(ii1) pharmaceutical distributors; and (iv) retailers which include drugs stores, pharmacies and
clinics.

Procurement/Plantation Medicinal Material Suppliers
A
Pharmaceutical
Production Products
Manufacturers
A
Pharmaceutical
Wholesale ..
Distributors

N A A 4
Retail Drug stores Pharmacies Clinics

User End users
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Distributorship business model

Distributors have an important role in the value chain of the TCM industry.
Distributorship model is an industry norm because distributors usually have access to logistics
network facilitating prompt delivery of Chinese medicines from multiple manufacturers to
numerous and dispersed points of sale. This can relieve the burden of individual manufacturer
to deliver products to and collect payments from the retailers on an individual basis. PRC TCM
manufacturers may provide complimentary manufacturing services'"’ proactively or on request
basis to their distributors in the PRC. Manufacturers can therefore concentrate their resources
on R&D, manufacturing and distributing of their products. However, manufacturers are not
likely to enter long-term agreements with distributors in the TCM industry due to a large
number of distributors available in the PRC. PRC TCM manufacturers may establish office in

different regions to broaden their distribution network.

Currently, there is an increasing trend for Chinese pharmaceutical companies in the PRC
to merge with or/and acquire, horizontally or/and vertically, other companies in the same
industry to enlarge its market share and strengthen its supply chain (e.g. a company may
engage in different parts of the sales and manufacturing cycle of Chinese pharmaceutical
products) due to the following reasons:

. The Chinese pharmaceutical industry (including the TCM industry) is highly
regulated in the PRC.

. Given the fluctuation of supply in quality Chinese pharmaceutical raw materials and
the highly fragmented and competitive PCM industry, overlapping customer-
supplier business relationship and arrangement are common which would allow the
Chinese pharmaceutical manufacturers to maintain a stable supply of quality raw
materials and source of revenue.

. Sourcing from qualified suppliers with which they are familiar (i.e. existing
customers) can reduce the risks associated with procuring raw materials from
unknown suppliers.

. In view of the increasing trend for Chinese pharmaceutical company to adopt
vertically integrated structure, a medical group may supply Chinese pharmaceutical
raw material on one hand and sell Chinese pharmaceutical products on the other
hand.

Note:

(1)  Complimentary manufacturing services are commonly observed in the PRC TCM industry, where the relevant
distributor provides raw materials in most cases, then the manufacturer produces non-owned brand
pharmaceutical product for the distributor. Depending on commercial negotiation, the manufacturer might
charge fully/partially/waive for the production cost, packaging cost, overheads or any other costs for the
production process.
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Prospect of the Chinese medicine industry in the PRC
Growing economy in the PRC and rising purchasing power of PRC citizens

The PRC was the second largest economy in the world with a GDP reaching
approximately RMB99.0 trillion in 2019. Average annual per capita disposable income in the
PRC increased from approximately RMB21,966 in 2015 to approximately RMB30,733 in 2019,
representing a CAGR of approximately 8.8%. The average per capita consumption expenditure
in the PRC increased from approximately RMB15,712 in 2015 to approximately RMB21,559
in 2019. It is expected that the PRC economy will keep growing.

Growing awareness of personal health

Having experienced the outbreak of various epidemics, such as avian flu, swine influenza
and various infectious diseases, the PRC residents are getting more health-conscious and they
are willing to increase their spending on pharmaceutical and healthcare products including
Chinese medicines, for maintaining and improving health. Average annual consumption
expenditure per capita on healthcare/medical products and services in the PRC increased from
approximately RMB1,165 in 2015 to approximately RMB1,902 in 2019, representing a CAGR
of approximately 13.0%.

Average annual per capita consumption expenditure on healthcare/medical products and services
in the PRC, 2015-2019
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Source: National Bureau of Statistics of China
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Growing proportion of Middle-aged and Elderly population in the PRC

The population of the elderly (aged 65 and above) is increasing in the PRC. The PRC
population aged 65 and above increased at a CAGR of approximately 5.2% from approximately
143.9 million in 2015 to 176.0 million in 2019. Ageing population has increased the demand
for PCM products in the PRC. According to the World Health Organization, China population
is ageing much faster than other low-and middle-income countries. The proportion of the
population aged 60 years and over in China will increase from 12.4% in 2010 to 28% in 2040.

Increasing PRC Government support and favourable national policies and healthcare reform

plans

In recent years, the PRC Government has reformed its healthcare system by introducing
a series of measures, namely (i) The Thirteen Five-Year Plan for the Development of TCM ('
B dEgt 1 = 1 HI#)); (ii) The Strategic Development Framework of TCM 2016-2030 (* %
BT JE S A B A 2E(2016-20304F)); and (iii) Laws of the People’s Republic of China on TCM
(GREINEE el A7)

The PRC healthcare system reform aims to improve the affordability and accessibility of
medical services in various ways, including increasing the coverage of benefits under the social
medical insurance programme, broadening the number of TCM covered in the National
Insurance Medicine List, and building more medical facilities. The improvement of access to
medical services led to the increase in PRC citizens’ expenditures on medical services and
pharmaceutical products, which in turn stimulating the growth of PRC pharmaceutical industry.

The reform towards Dual Invoice System (W% 1l), which allows only a single level of
distributors between the manufacturers and the medical institutions for the sale of
pharmaceutical products, eliminated the multi-level distribution model, and therefore reduced
the price competition under this single level distribution model.

Pursuant to the Drug Pricing Reform Notice, the price controls on all pharmaceutical
products, except for anaesthetics and some types of psychiatric drugs, were lifted from 1 June
2015. This encourages pharmaceutical manufacturers to increase the supplies of

pharmaceutical products in the market.
Future growth of the PCM market in the PRC

The PCM market in the PRC has experienced rapid growth from 2015 to 2019. It is
estimated that the total market size of PCM in the PRC has increased from approximately
RMB625.2 billion in 2015 to approximately RMB814.9 billion in 2019, representing a CAGR
of approximately 6.8%. The total market size of PCM is expected to further increase at a CAGR
of approximately 6.7% from approximately RMBS878.5 billion in 2020 to approximately
RMB1,137.5 billion in 2024.
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Market size for the PCM market in the PRC, by manufacturers’ sales value, 2015-2024F
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Source: Euromonitor

MARKET OVERVIEW OF PROPRIETARY CHINESE MEDICINE IN NORTHEAST
CHINA

Market Overview

There are a large number of PCM manufacturers producing various types of PCM in
Northeast. Chengde Yushi is principally engaged in manufacturing Qi-deficiency and blood-
stasis PCM pills (ffi &0 M5 - BLEEAL) (“QDBS PCM™) " and cardio-cerebrovascular PCM
capsules (LM ZERRHE) (“CC PCM”)?®; and it was one of the leading non-listed
companies engaged in the production of such PCM‘"V® in terms of the sales in Northeast
(including Heilongjiang Province, Jilin Province and Liaoning Province) in 2018. For the three
years ended 31 December 2019, Chengde Yushi derived over 50% of its revenue from
Northeast.

Notes:

(1)  The major products having intended thera/p_futic effects of alleviating Qi-deficiency and blood-stasis
conditions are Circulation Enhancement Pill (R4 AL), Vigour and Vitality Supplement Pill (ffi & SRS AL)
and Kidney Invigoration Pill (%[ B 5AL).

(2)  The major products having intended therapeutic effect of alleviating cardio-cerebrovascular conditions are
Cardiotonic Enhancement Capsule (ILIE{2#£) and Heart Wellness Capsule (\L>%f2%5E).
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The manufacturers’ sales value of PCM in Northeast increased from approximately
RMB50.8 billion in 2015 to approximately RMB65.0 billion in 2019, witnessing a CAGR of
6.4%. It is expected that the market size will further increase from approximately RMB70.1
billion in 2020, to approximately RMB&8.1 billion in 2024 at a CAGR of 5.9%.

Market size for total PCM in Northeast, the PRC, by manufacturers’ sales value, 2015-2024F
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Source: Euromonitor

Market development of QDBS PCM and CC PCM in the PRC and Northeast

The market size of QDBS PCM increased from approximately RMBS58.8 billion in 2015
to approximately RMB93.4 billion in 2019 at a CAGR of 12.3%, while that of CC PCM in the
PRC increased from approximately RMB153.7 billion in 2015 to approximately RMB226.5
billion in 2019 at a CAGR of 10.2%. The market size of QDBS PCM is forecasted to increase
in a solid pace from approximately RMB104.6 billion in 2020 to approximately RMB155.8
billion in 2024, with a CAGR of 10.5%, mainly due to the increasing awareness of the
importance of personal health, and Chinese citizens’ growing purchasing power. The market
size of CC PCM in the PRC is expected to increase from approximately RMB251.1 billion in
2020 to approximately RMB362.6 billion in 2024, at a CAGR of 9.6%. According to the China
Cardiovascular Disease Report 2018 ([ Ifil 95 ik 4 2018), there might be approximately
290 million patients with cardiovascular and cerebrovascular disease in the PRC, and the
number of patients is estimated to continue to grow over 30% in the next 10 years.
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Market size for total QDBS PCM in the PRC, by manufacturers’ sales value, 2015-2024F
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The market size of QDBS PCM increased from approximately RMB5.8 billion in 2015 to
approximately RMBS.8 billion in 2019, at a CAGR of 11.0%, while that of CC PCM in
Northeast increased from approximately RMB14.6 billion in 2015 to approximately RMB19.8
billion in 2019, at a CAGR of 7.9%. With the favorable government policies'”’ and the
increasing market size of QDBS PCM and CC PCM in the PRC, it is expected that the market
size of QDBS PCM in Northeast will increase from approximately RMB9.7 billion in 2020 to
approximately RMB14.0 billion in 2024, at a CAGR of 9.6%, while that of CC PCM in
Northeast will increase from approximately RMB21.6 billion in 2020 to approximately
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RMB28.3 billion in 2024 at a CAG