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OVERVIEW

We are the largest pearlescent pigment producer in the PRC market as measured by revenue in
2020 with a market share of 11.0%, according to the Frost & Sullivan Report. In the global market,
we are the fourth largest pearlescent pigment producer as measured by revenue in 2020 with a market
share of 3.0%. Our Directors therefore believe that we are a leading pearlescent pigment producer
based in the PRC. Our principle products include natural mica-based and synthetic mica-based
pearlescent pigment products. Pearlescent pigment products are generally used as colourants in a wide
range of industrial and non-industrial applications. The synthetic mica-based pearlescent pigment
market is in a state of rapid development and accounted for 15.8% of the PRC pearlescent pigment
market of RMB4,843.9 million in 2020. The market size of the global pearlescent pigment market
reached RMB18.9 billion in 2020, in which the synthetic mica-based pearlescent pigment market
accounted for a market share of 11.7%.

Our business principally focuses on the production and sales of a comprehensive portfolio of
pearlescent pigment products for use in diverse applications and industries, including industrial
coatings, plastics, textiles and leather, cosmetics and automotive coatings. We are a midstream
producer in the value chain of pearlescent pigment industry. Our pearlescent pigment products can be
broadly divided into (a) natural mica-based pearlescent pigment products; (b) synthetic mica-based
pearlescent pigment products; (c) glass flake-based pearlescent pigment products; and (d) silicon
oxide-based pearlescent pigment products, and they are sold to customers in the PRC and more than
30 countries and territories in Asia (excluding the PRC), Europe, Africa and South America under our
brand of “Chesir Pearl” ’CHES|R . In addition, we also produce and sell synthetic mica powder of
different granule sizes which can be used for the production of different grades of pearlescent pigment
products (including those used in cosmetics, ceramics and automotive applications) and also as raw
materials for the production of functional fillers, insulating materials, refractory materials and
nickel-hydrogen batteries.

Our pearlescent pigment products primarily use natural mica, synthetic mica, glass flakes and
silica as substrates, which are coated with a single or multiple layers of metal oxides. As of the Latest
Practicable Date, our pearlescent pigment products comprised a comprehensive portfolio of various
applications, colours, texture and glossiness, which include 473 natural mica-based pearlescent
pigment products, 266 synthetic mica-based pearlescent pigment products, 30 glass flake-based
pearlescent pigment products and five silicon oxide-based pearlescent pigment products. Our
synthetic mica powder products are of different granule sizes.

Our production plant is located in Liuzhou City, Guangxi Zhuang Autonomous Region, the PRC
with a total site area of 99,688.2 sq.m. and an aggregate gross floor area of 56,445.6 sq.m., which is
strategically located and accessible to different provinces in the PRC through the national highway
networks. Since our establishment, we have continued to expand the production capacity of our Phase
I Production Plant. Our designed annual production capacity of pearlescent pigment products
increased from 10,464 tonnes for the year ended 31 December 2018 to 12,978 tonnes for the year
ended 31 December 2019 and further increased to 13,740 tonnes for the year ended 31 December
2020. The utilisation rate of our production facilities for pearlescent pigment products improved from
84.2% for the year ended 31 December 2018 to 87.4% for the year ended 31 December 2019. Our
utilisation rate had reached 98.3% for the year ended 31 December 2020. We believe that our scale
of production has enabled us to achieve economies of scale through increasing our production
efficiency and lowering our cost of production while ensuring a stable product quality.
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We have strong research and development capability. Our research and development efforts
focus on the development of new products and new applications, improving our production and
processing technology, enhancing our efficiency and upgrading our production plant and machinery.
Our research and development efforts are well recognised and we have received a number of awards
and recognitions. We obtained the accreditation of “National Intellectual Property Advantage
Enterprise” (B & H1ak = HEEF > 3) in 2017 and “Innovative Technology Exemplary Enterprise” (3
fiir 8187 7~ # 4> %) in Guangxi Zhuang Autonomous Region in 2018. One of our registered patents was
awarded with gold award in 2014 and three registered patents were awarded with silver award in 2014,
2017 and 2018 in “Guangxi Innovation Creation Exhibition and Trade Fair Participating Project” (J&
VY B BRI R R 22 ) & TH H ). These recognitions have proven our research and development
capability.

We also have collaborations with universities and institutions in the PRC on various research
projects, which include our cooperation with (a) Guangxi Academy of Sciences (EVERHEBL) to
establish the National Enterprise Research and Development Technology Center (|5 %% 1> ZE i 8% £ i
H.0») for research and development on industrial applications of pearlescent pigment products and
synthetic mica and (b) Hubei University of Technology (#dt L3 K2) to establish the “Chesir
Pearlescent New Material Research and Development Center” (LI EIIFEEF L) for
research and development of new pearlescent pigment products, new applications of pearlescent
pigment products, as well as improvement and development of new production technology and
upgrading our production plant and machinery. We had registered 12 patents and had submitted 26
patent applications in the PRC as of the Latest Practicable Date. As of the Latest Practicable Date,
Chesir Pearl has undertaken eight scientific research projects on national level, provincial and
ministerial level in the PRC. See the paragraphs under “Research and development” below for further

information.

As a result of our devoted efforts and commitments, we have achieved significant revenue
growth during the Track Record Period. Our revenue increased significantly by 38.5% from
RMB318.2 million in 2018 to RMB440.6 million in 2019. Our revenue further increased by 29.2% to
RMB569.1 million during the year ended 31 December 2020.

According to the Frost & Sullivan Report, the market size of the global pearlescent pigment
market is expected to reach RMB44.6 billion by 2025 at a CAGR of 23.9% from 2021 to 2025, among
which synthetic mica-based pearlescent pigment is expected to account for a market share of 23.6%.
The PRC pearlescent pigment market is also in a state of rapid development and is expected to reach
RMB14.2 billion by 2025 at a CAGR of 30.8% from 2021 to 2025, among which synthetic mica-based
pearlescent pigment products market is expected to reach RMB4.6 billion, accounting for a market
share of 32.6%.

We plan to use a significant portion of the [REDACTED] to partially finance the construction
of our Phase 2 Production Plant for the production of pearlescent pigment products, in particular,
high-end pearlescent pigment products with a designed annual production capacity of 30,000 tonnes,
and our Luzhai Synthetic Mica Plant for the production of synthetic mica powder with a designed
annual production capacity of 30,000 tonnes. See the section headed “Future Plans and
[REDACTED]” in this document for further information.
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We believe we are well positioned to continue to solidify and expand our market share in the
pearlescent pigment and synthetic mica industries and take advantage of the rapidly growing demand
for high-end pearlescent pigment products and synthetic mica products in both the PRC and
international markets.

OUR STRENGTHS

We believe that the following strengths have contributed to our success and distinguish us from
our competitors:

We are one of the largest pearlescent pigment producers in the PRC.

We are the largest pearlescent pigment producer in the PRC market as measured by revenue in
2020 with a market share of 11.0%, according to the Frost & Sullivan Report. In the global market,
we are the fourth largest pearlescent pigment producer as measured by revenue in 2020 with a market
share of 3.0%. Our principle products include natural mica-based and synthetic mica-based
pearlescent pigment products. Pearlescent pigment products are generally used as colourants in a wide
range of industrial and non-industrial applications. The synthetic mica-based pearlescent pigment
market is in a state of rapid development and accounted for a significant proportion of the pearlescent
pigment market, which represented 15.8% of the PRC pearlescent pigment market of RMB4,843.9
million in 2020.

During the Track Record Period, we sold our products in the PRC and to more than 30 countries
and territories in Asia (excluding the PRC), Europe, Africa and South America. We produce and sell
a comprehensive portfolio of pearlescent pigment products covering diverse applications and
industries, including automotive coatings, cosmetics, industrial coatings, plastics, printing, textile and
leather and ceramics. As of the Latest Practicable Date, our pearlescent pigment products comprised
a comprehensive portfolio of different applications, colours, texture and glossiness, which include
473 natural mica-based pearlescent pigment products, 266 synthetic mica-based pearlescent pigment
products, 30 glass flake-based pearlescent pigment products and five silicon oxide-based pearlescent
pigment products. We also produce and sell synthetic mica powder products of different granule sizes,
which can be used for the production of different grades of pearlescent pigment products (including
those used in cosmetics, ceramics and automotive applications) and also as raw materials for the
production of functional fillers, insulating materials, refractory materials and nickel-hydrogen
batteries.

We have been persistent in our innovation and research efforts in the development of new
products and new applications through continuous improvements in our production and processing
technology as well as our production plant and machinery, which have laid the foundation and led to
our rapid growth. During the Track Record Period, we have continued to expand the production
capacity of our Phase 1 Production Plant. Our designed annual production capacity of pearlescent
pigment products increased from 10,464 tonnes for the year ended 31 December 2018 to 12,978 tonnes
for the year ended 31 December 2019 and further increased to 13,740 tonnes for the year ended 31
December 2020. Our designed annual production capacity for synthetic mica powder had remained
stable during the two years ended 31 December 2019 at 4,752 tonnes and increased to 9,504 tonnes
for the year ended 31 December 2020. We believe that our scale of production has enabled us to
achieve economies of scale through increasing our production efficiency and lowering our cost of
production while ensuring a stable product quality.
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As a new type of functional material, the market growth of pearlescent pigment product is
primarily driven by the gradual replacement of and as an alternative to traditional organic pigment and
metallic pigment, as well as the expansion of the use of pearlescent pigment product to other
innovative downstream applications. Pearlescent pigment product has remarkable chemical and
optical properties, such as temperature resistance, weather resistance, lightfastness, water resistance
and colour fastness. There has been wider acceptance of the use of pearlescent pigment by customers

generally in different industries.

We believe we are well positioned to continue to solidify our market position and expand our
market share in the pearlescent pigment industry taking advantage of the rapid increase in demand for

pearlescent pigment products in both the PRC and the international markets.

According to the Frost & Sullivan Report, the market size of the global pearlescent pigment
market is expected to reach RMB44.6 billion by 2025 at a CAGR of 23.9% from 2021 to 2025, among
which synthetic mica-based pearlescent pigment is expected to account for a market share of 23.6%.
The PRC pearlescent pigment market is also in a state of rapid development and is expected to reach
RMB14.2 billion by 2025 at a CAGR of 30.8% from 2021 to 2025, among which synthetic mica-based
pearlescent pigment products market is expected to reach RMB4.6 billion, accounting for a market
share of 32.6%. The PRC Government also has support for the development of the pearlescent pigment
market. Pursuant to the Notice of Increasing Tax Rebate for Specified Products i 2 & 5 2 fib
R BLR A A H) issued by the State Taxation Administration in March 2020, pigments and
pigment-based products are listed as export products that enjoy tax rebates at the latest rate of 13.0%.
According to the Catalogue for Guiding Industrial Restructuring (Version 2019) (7 3 &% i 5% 45 4
H#k (20194:4) ) issued by the NDRC in November 2019, manufacturing of organic pigments
products that have high lightfastness, high weather resistance and high performance is included as one

of the encouraged industries and enjoys policy support.

Our proprietary production technologies and well-designed production plant and machinery are

key to ensuring our product quality.

Our proprietary production technologies and the use of well-designed production plant and
machinery in our production processes are key to ensuring our product quality and improving our
production efficiency. We focus on refining and improving our production processes, developing

corresponding machinery and continue to improve the automation level of our production process.

For the production of synthetic mica powder, our adoption of the technology of fully-sealed and
insulated negative pressure melting technology ({3 /83 E&F 4% & & JBIEHIH1l7) ensures energy
saving and prevents exhaust gas volatilised by the crystals from emitting and being treated internally
for environmental protection. We use internal thermal resistance method (NZATEBHIL) in the
production of synthetic mica, pursuant to which the furnace for the melting process is built with
special insulation materials with intelligent automation control, which has improved the output level,
minimised impurities created, enhanced energy saving and reduced pollution made to the

environment.
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Through the use of the technology of synthetic mica high-pressure pulping, mica powder
grinding and classification technology (A2 EF /& JE il 5 ~ L4 WFE 43 S 4 1l7), we have refined
the technology of high-pressure hydraulic pulping and centrifugal classification technology in the
production of synthetic mica, which has significantly improved the whiteness and
diameter-to-thickness ratio of synthetic mica and has also enhanced our output level and production
efficiency. Our self-developed intelligent automation control system for the melting and
crystallisation processes in the production of synthetic mica (i3 EF¥% il 45 fh 5 2 R 4%)
allows us to have precise control of the crystallisation process ensuring complete crystallisation with
thorough removal of impurities.

With the development of a new milling equipment and advancement of the mica grinding
technology (Z= £} #EJE F71lT), we can have accurate and precise control of the particle size and diameter
of mica powder and reduce the coarse particles, ensuring a smooth surface and good
diameter-to-thickness ratio of mica powder. The improved mica grinding technology and equipment
has significantly improved our production efficiency.

Through the use of our patented wet classification and wet synthesis technology and our
automatically controlled centrifugal classification method, we have optimised our production process
and reduced the time required for the classification and sedimentation processes in the production and
processing of mica powder and the mica powder generated has uniform particle size and low coarse
particles.

For the production of pearlescent pigment products, we have implemented intelligent automation
in the wet chemical hydrolysis coating process, from the feeding of mica slurry to the control of
various parameter conditions during the entire hydrolysis coating process, which stabilises the
product quality and minimises any colour difference.

We expect there would be a growing demand for high-end and high-performance different grades
of pearlescent pigment products (including those used in cosmetics, ceramics and automotive
applications), which have witnessed the fastest growth among the downstream applications of
pearlescent pigment products. According to the Frost & Sullivan Report, the market size of the global
automotive pearlescent pigment market is expected to reach RMB4.5 billion by 2025 at a CAGR of
47.1% from 2021 to 2025 while the global cosmetics pearlescent pigment market is expected to reach
RMBS.7 billion by 2025 at a CAGR of 32.8% from 2021 to 2025. In the PRC, the market size of the
automotive pearlescent pigment market is expected to reach RMB1.7 billion by 2025 at a CAGR of
52.4% from 2021 to 2025 while the cosmetics pearlescent pigment market is expected to reach
RMB2.3 billion by 2025 at a CAGR of 34.0% from 2021 to 2025.

Our synthetic mica powder products are certified as having free fluorine level of less than 10ppm
pursuant to the Japanese Standard of Quasi-Drug Ingredients Standards and are safe for use in
cosmetics. Our cosmetic-grade pearlescent pigment products can be used in the production of
high-end cosmetics. Our automotive pearlescent pigment products have passed the IATF 16949:2016
certification, which is the general standard of the international automotive industry. Our automotive
pearlescent pigment products can withstand harsh environmental conditions and UV exposure and
have the characteristics of weather resistance, light stability, chemical inertness, thermal stability,
with high colour fidelity, colour durability, colour constancy and lasting brilliance.
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We have implemented a comprehensive quality control system throughout our entire production
process. Chesir Pearl has been accredited with ISO 9001:2015 Quality Management System
certification, which involves annual reviews of our production process and the implementation of
quality management systems. Chesir Pearl has also been accredited with GB/T 45001-2020/ISO
45001:2018 occupational health and safety management system and ISO14001 environmental
management system. Chesir Pearl has also obtained the REACH certification for products sold to the
EU in compliance with the REACH standards for chemicals entering the EU and KKDIK

Pre-registration Certification for products sold to Turkey.
We have strong research and development capability.

We have strong research and development capability. Our research and development efforts
focus on the development of new products and new applications, improving our production and
processing technology, enhancing our production efficiency and upgrading our production plant and

machinery.

During the Track Record Period, our research and development expenditures amounted to
RMB10.7 million, RMB23.2 million and RMB29.3 million, respectively. These amounts were charged
to our consolidated statements of profit or loss as part of our administrative and other operating
expenses. Our research and development expenditures accounted for 3.4%, 5.3% and 5.1% of our total
revenue for the Track Record Period, respectively. Our research and development expenditures mainly
include the cost of raw materials, staff costs and utilities. We currently expect that we will maintain
our research and development expenditures to a level of around five per cent. of our revenue in each
year following the [REDACTED].

As of 31 December 2020, we had 40 research and development team members in our research
and development centre and 28 technicians overseeing production activities at our Phase 1 Production
Plant. Among our 40 research and development team members, more than 20 of them are holders of
bachelor’s degrees or above, including five master’s degree holders, four doctor’s degree holders and
three professors. Our research and development efforts are currently led by Professor FU
(P A= #4%7), our chief engineer and a pioneer in pearlescent pigment industry in the PRC, Mr. LIN
Zhengjiao (MRIEZZHEE), our research and development director, and Mr. FENG Zhongqi
(5 RESE2E), our deputy chief engineer. All of them have extensive experience in the pearlescent
pigment and synthetic mica industries.

We also have collaborations with universities and institutions in the PRC on various research
projects. For example, we cooperated with (a) Guangxi Academy of Sciences (J&VFiFIEET) to
establish the National Enterprise Research and Development Technology Center (|5 511> 2 45 £ i
H1.0>) for research on the industrial applications of pearlescent pigment products and synthetic mica
and (b) Hubei University of Technology (i#dt T3 K£) to establish the “Chesir Pearlescent New
Material Research and Development Center” (L EEEIEH M BIWFEEH1>) for research and
development of new products and new applications, improvement and development of new production
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technology and upgrading our production plant and machinery. We have also entered into various
cooperations with Guangxi University (J& P§ X £) and Guangxi University of Science and Technology
(EPER KE). See the paragraphs under “Research and development” below for further
information.

As of the Latest Practicable Date, Chesir Pearl has undertaken eight scientific research projects
on national level, provincial and ministerial level in the PRC, such as “Implementation Plan of
Synthetic Mica” (A ERE i /7 %) and “Research and Development and Industrialisation of Key
Technology of Weather-resistance Pearlescent Pigment Materials of Automobile on Provincial Level”
(78 A0 B B A0 0 = o R BR Y BEURE TR S B il F % A 7 #1k). We manage to achieve successful
development of new products, commercialisation and mass-production of new products as a result of
our research and development efforts from our research and development projects. See the paragraphs
under “Research and development” below for further information. We had registered 12 patents and
had submitted 26 patent applications in the PRC as of the Latest Practicable Date. Our patented
production technology includes inventions to colours, textures, heat resistances and electrical
conductivity of pearlescent pigment products. See the paragraphs under “B. Further information about
the business of our Group — 2. Intellectual property” in Appendix V to this document for further
information.

Our research and development efforts are well recognised and we have received a number of
awards and recognitions. We obtained the accreditation of “National Intellectual Property Advantage
Enterprise” (B Z Mk &= HEE A ZE) in 2017 and “Innovative Technology Exemplary Enterprise”
(BT A7 7 i 42 %) in Guangxi Zhuang Autonomous Region in 2018. One of our registered patents
was awarded with gold award in 2014 and three registered patents were awarded with silver award in
2014, 2017 and 2018 in “Guangxi Innovation Creation Exhibition and Trade Fair Participation
Project” (J& 74 %5 B Gl %5 B R R B8 22 &) @ JH H ). See the paragraphs under “Awards and recognitions”
below for further information.

With our recognised product research and development, our production scale, production
know-how, experience and expertise in the pearlescent pigment and synthetic mica industries, we
believe we will be able to further strengthen our position in the pearlescent pigment and synthetic
mica markets.

We have a strong marketing team.

We believe that the extensive coverage of our sales network in the PRC enables us to reach out
to a broader customer base, thereby establishing our market presence and brand awareness in the PRC.
We have established a strong sales channel across different provinces and cities in the PRC through
the trading company customers.

For our sales in the PRC, we have a total of 48 sales personnel with designated teams responsible
for three specified geographical regions in which our customers are located. We have established sales
offices in Chengdu in Sichuan Province, Hangzhou in Zhejiang Province, Zhengzhou in Henan
Province, Wuhan in Hubei Province, Guangzhou and Dongguan in Guangdong Province and Shanghai.
In order to strengthen our relationship with the trading company customers, we have our dedicated
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sales and marketing team who pay visits to the trading company customers on a regular basis for
feedback on our products, assist with the provision of after-sales services, promote our products,
provide trainings on product technical specifications and downstream applications. A majority of our
sales personnel have over five years of experience in the sales of pearlescent pigment products.

During the Track Record Period, a significant proportion of our pearlescent pigment products
were sold to trading company customers. During the Track Record Period, revenue generated from our
sales to trading company customers amounted to RMB257.6 million, RMB346.6 million and
RMB463.5 million, respectively, accounting for 80.9%, 78.7% and 81.4% of our total revenue. During
the Track Record Period, our products were sold to 212, 213 and 235 trading company customers.

During the Track Record Period, our products are sold to customers in more than 30 countries
and territories in Asia (excluding China), Europe, Africa and South America. As of the Latest
Practicable Date, we had a team of nine sales personnel dedicated to managing our sales to customers

in international markets.

We have an experienced management team.

Our executive Directors and senior management team have extensive experience in the
pearlescent pigment industry. Mr. SU has about ten years of experience in the pearlescent pigment
industry. In addition, most of our senior management have more than ten years of experience in the
management or operations of pearlescent pigment and synthetic mica products manufacturing. We
believe that our Directors and senior management’s industry vision, dedication and management
experience have helped facilitate the development of our business. In addition to formulating our
business plans and strategies, they focus on the consistent delivery of high-quality products and
continuous technological innovations. They have also fostered a corporate culture that keeps our staff
motivated and attracts high-calibre staff to our Group, which we believe is instrumental to our
continued success. See the section headed “Directors, Senior Management and Employees” in this
document for further information.

OUR STRATEGIES

We intend to continue to increase our market share in the pearlescent pigment and synthetic mica
industries. To achieve our goals, we plan to pursue the following strategies:

Expand our production capacity for the production of pearlescent pigment products.

According to the Frost & Sullivan Report, the market size of the PRC pearlescent pigment
market is expected to grow at a CAGR of 30.8% from RMBS5.7 billion in 2021 to RMB14.2 billion
in 2025 while the market size of the global pearlescent pigment product market is expected to grow
at a CAGR of 23.9% from RMB22.8 billion in 2021 to RMB44.6 billion in 2025. There has been rapid
growth in the demand and market of pearlescent pigment products on account of the expansion of
downstream applications and wide acceptance of pearlescent pigment products for its new aesthetic
and visual effect, remarkable chemical properties such as temperature resistance, weather resistance,
lightfastness, colour fastness and water resistance.
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We plan to construct our Phase 2 Production Plant for the production of pearlescent pigment
products with an estimated designed annual production capacity of 30,000 tonnes and Luzhai
Synthetic Mica Plant for the production of synthetic mica flakes with an estimated designed annual

production capacity of 30,000 tonnes.

Phase 2 Production Plant

We plan to allocate [REDACTED]% of the [REDACTED] to partially finance the construction
of our Phase 2 Production Plant for the production of pearlescent pigment products, in particular,
high-end and high-performance pearlescent pigment products with a designed annual production
capacity of 30,000 tonnes. The estimated investment amount for our Phase 2 Production Plant is
RMB1,337.9 million. As of the Latest Practicable Date, we have used RMB243.4 million. Other than
the amount of RMB[REDACTED] allocated out of the [REDACTED] for the purpose, it is our plan
that the remaining balance of RMB[REDACTED] will be funded by our internal and/or external
financial resources. See the section headed “Future Plans and [REDACTED]” in this document for
further information. Our Phase 2 Production Plant will be an industrial complex with a total gross
floor area of 145,180.3 sq.m. and will have the following facilities:

(a) four factory buildings with an aggregate designed annual production capacity of 30,000 tonnes

of pearlescent pigment products, in particular, high-end pearlescent pigment products;
(b) supply of electricity facilities;
(¢) ancillary facilities and warehouses;
(d) staff quarters;
(e) administrative buildings; and

(f) sewage treatment facilities.
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According to the expected timetable for the construction of our Phase 2 Production Plant, our
Directors expect to invest RMB770.7 million, RMB137.1 million, RMB326.3 million and RMB103.8
million during the respective stages. Based on the planned investment in building, property, plant and
equipment, our Directors expect that the depreciation expense would increase by RMB9.1 million,
RMB38.5 million, RMB52.6 million, RMB66.3 million and RMB70.2 million for each of the five
years ending 31 December 2025. Our Directors expect that the implementation of our expansion plans
and the construction of our Phase 2 Production Plant may lead to an increase in depreciation expense
in the future and our financial performance and operating results could be affected as a result. See the
section headed “Risk Factors — Risks relating to our business — Our plan to construct our Phase 2
Production Plant and our Luzhai Synthetic Mica Plant will increase our depreciation expense and
could adversely affect our operating results and financial position” in this document for further

information.

As of the Latest Practicable Date, we have completed technical design and initial construction
works including underground foundation work, fences, roadworks, construction of temporary
facilities and procurement of steel structures for the factory. We have obtained the construction works
planning permit and the construction works commencement permit and the requisite permits, and
approvals in respect of environmental impact assessment before such commencing such initial
construction and we target to complete the first phase of construction with a designed annual
production capacity of 6,000 tonnes in the fourth quarter of 2021. Our Directors believe that the
construction of our Phase 2 Production Plant could enable us to increase our production capacity of
pearlescent pigment products with economies of scale.

Luzhai Synthetic Mica Plant

We plan to allocate [REDACTED]% of the [REDACTED] to partially finance the construction
of our Luzhai Synthetic Mica Plant with a designed annual production capacity of 30,000 tonnes of
synthetic mica flakes. The estimated investment amount for our Luzhai Synthetic Mica Plant is
RMB471.1 million. As of the Latest Practicable Date, we have used RMB29.4 million. Other than the
amount of RMB[REDACTED] allocated out of the [REDACTED] for the purpose, it is our plan that
the remaining balance of RMB[REDACTED] will be funded by our internal and/or external financial
resources. See the section headed “Future Plans and [REDACTED]” in this document for further
information.

Our Luzhai Synthetic Mica Plant will be an industrial complex, with a total site area of 42,467.2
sq.m., which will include the following facilities:

(a) three factory buildings with an aggregate designed annual production capacity of 30,000 tonnes
of synthetic mica flakes;

(b) supply of electricity facilities;

(c¢) ancillary facilities and warehouses;
(d) staff quarters;

(e) administrative buildings; and

(f) sewage treatment facilities.

~ 144 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION

HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

'sa3e)s aAnoadsar oy) Surnp jue[d BOIA O1QYIUAS Teyzn InO I0J Paulel) pue pajInioar aq [[Im Inoqe[ uononpoid jeyy pajoadxa st (7)

syrwrad pue sjeaordde uononnsuod yons urejqo o) judwrpadwr [eSo] ou ST 2I19Y) ‘SIASIAPY [397] DYJ In0 Aq PIsIApe Sy "JUB[J BOIA O1RYIUAS

TBYZN INO JO UOTIONISUOD 9y} SuIdoUdWWOd 210joq paureiqo pue parjdde oq [[Im UOTIONISUOD Y} JO judWRdUWWOD 10 sjrwrad pue sjeaordde uononnsuod juead[ar ayy, ()

12J0N

uonordwo)

dn dwer fyroede)y -

(uononpoid el pue Jururel], -

uone[eisur juowdinbyg -

souuo) )00‘0¢ jo Ayoeded
uononpoid [enuue paudisop YIm 4 23e1S

dn dwer fyroede)y -

(ouononpoid el pue Jururel], -

uone[eisur juowdinbyg -

souuo) 000‘y¢ Jo Aoeded
uononpoid [enuue paudisop YIm ¢ 23elS

dn dwer fyroede)y -

(ouononpoid el pue Jururel], -

uone[[ejsur juawdinby -

souuo) 000‘y1 jo Aoeded
uononpoid [enuue paudisop YIm g 2381S

dn dwer fyroede)y -

(oyuononpoid el pue Jururel], -

uone[eisur juowdinbyg -

UOIONI)SUOD [IAID -

(1H)USISOp UONONIISUOD PUB [BIIUYISL, -

ugisop Aleurwiioigd -

SYI0M UONONI)SUOD [BNIU] -

Apmys Kypiqisedq -

souuo) )00‘9 jo Ayoeded
uononpoid [enuue paudisop Ym | 23e1S

uonejudwddury

€

[4

€

[4

€

[4

€

[4

4

€

J9jaen)

| 44114

€207

(4414

120¢

020¢

610C

1SMO[[OJ SE SI JUB[ BOIJA O1IQYIUAS Teyzn InO JO UONONIISUOD Y} 0} UONB[AI Ul 9[qelow) pa3doadxe oyJ, "jue[d BOIA

J1_YIUAS TBYZNT INO JO UONONIISUOD ) I0J UOI[[IW 4" 6T GINY PRLINOUL PBY 9M ‘UOI[[IW 4 ()] INY JO [9o1ed pue] oy3 Surrinboe jo 3500 oy3 Surpnjour
‘91B(J 21qeONORIJ 1S9IBT AU} JO SV "UOI[[IW 'Ly INY JO JUNOWE JUSWISIAUL [B10] 9y} JO 11ed ST pue UOI[[IW (] JINY 0) paiunowe [9o1ed pue] ay)
Surrmboe jo 3500 oy, wbs 07 L9t 7y JO BaIR 11S YIIM DY Yl ‘U0ISY snowouoiny 3uenyyz rx3uenn ‘A31) noyznr ‘A&luno) reyzn| 3ueruno)
UIBJUNOJA JO OPIS UId)SoMUINOS Y} pue ggeD AemySIH [euoneN JO 9pIS UId)JSBAYINOS Ay} uo pajeniis puel jo [ooied e parnboe oavy opm

145 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION
HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

According to the expected timetable for the construction of our Luzhai Synthetic Mica Plant, our
Directors expect to invest RMB325.2 million, RMB47.4 million, RMB61.1 million and RMB37.4
million during the respective stages. Based on the planned investment in building, property, plant and
equipment, our Directors expect that the depreciation expense would increase by RMB11.4 million,
RMB17.6 million, RMB21.8 million and RMB24.7 million for each of the four years ending 31
December 2025. Our Directors expect that the implementation of our expansion plans and the
construction of our Luzhai Synthetic Mica Plant may lead to an increase in depreciation expense in
the future and our financial performance and operating results could be affected as a result. See the
section headed “Risk Factors — Risks relating to our business — Our plan to construct our Phase 2
Production Plant and our Luzhai Synthetic Mica Plant will increase our depreciation expense and
could adversely affect our operating results and financial position” in this document for further

information.

As of the Latest Practicable Date, we have commenced initial preparation works including
project approval, and land levelling. We target to complete the first stage of construction with a
designed annual production capacity of 6,000 tonnes in the second quarter of 2022. Our Directors
believe that the construction of our Luzhai Synthetic Mica Plant could enable us to increase our
production capacity of synthetic mica powder with economies of scale because of the increased scale
of operation.

Our expansion plans and the planned increase in production capacity have been formulated after
taking into consideration our close to full capacity operation, the demand for our products, our
strategies to enhance our marketing activities to enhance our brand recognition, our research and
development efforts to continue with the development of new products and new applications and the
implementation of favourable global and PRC regulations. We believe that the following factors
would substantiate that there will be sufficient market demand for the increase in our production
capacity through the construction of our Phase 2 Production Plant and Luzhai Synthetic Mica Plant:

(a) We have been operating close to full capacity

The utilisation rate of the production facilities for the production of pearlescent pigment
products has reached 98.3% for the year ended 31 December 2020, at which our Directors believe to
be the maximum levels that justify the implementation of our expansion plan and give rise to the need
for the construction of our Phase 2 Production Plant to satisfy the increase in demand for our
pearlescent pigment products.

The synthetic mica powder produced by our Group during the Track Record Period were
primarily used by our Group for the production of the synthetic mica-based pearlescent pigment
products. During the Track Record Period, our Group used 1,074 tonnes, 2,478 tonnes and 4,033
tonnes of synthetic mica powder for our own production purpose, respectively, representing 68.7%,
67.8% and 95.4% of the total actual production volume of the synthetic mica powder produced by our
Group during the same years. Such percentage increased to 95.4% for the year ended 31 December
2020 was primarily due to the increase in demand for the synthetic mica-based pearlescent pigment
products (as a result of which we increased the percentage of self-use for production purpose) and the
low level of inventories brought forward from the previous year.
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To ensure the product quality of our synthetic mica-based pearlescent pigment products, we have
not procured any raw material of synthetic mica powder from other third party suppliers during the
Track Record Period. All synthetic mica powder used as raw material for our production of synthetic
mica-based pearlescent pigment products are produced by us. The production of synthetic mica
powder primarily consists of three key stages, namely (a) mixing of raw materials, (b) production of
synthetic mica flakes and (c) processing of synthetic mica flakes into synthetic mica powder for
production purpose. The mixture of raw materials, which include silica, fused magnesia, potassium
fluorosilicate, alumina and potassium carbonate, will be melted to form synthetic mica flakes, which
will then undergo further processing procedures of grinding, milling, separation and dehydration to
form synthetic mica powder for the production of synthetic mica-based pearlescent pigment products.
Synthetic mica flakes is a semi-finished product which is instrumental to the output of the synthetic
mica powder and our production capacity of synthetic mica-based pearlescent pigment products and
synthetic mica powder are therefore limited by our production capacity of synthetic mica flakes. See
the paragraphs under “Production process — Production process of synthetic mica powder” below for
further information of the key stages of the production process of our synthetic mica powder. As a
result, the bottleneck of our production of synthetic mica-based pearlescent pigment products and
synthetic mica powder lies in our production capacity of synthetic mica flakes. As the utilisation rate
of our production facilities for the production of synthetic mica flakes was 94.2% during the year
ended 31 December 2020, which has been close to full capacity, our Directors believe that there is a
pressing need for the construction of our Luzhai Synthetic Mica Plant to enhance our production
capacity of synthetic mica flakes to satisfy the increase in demand for our synthetic mica-based

pearlescent pigment products.

Based on the expected dates of commencement of the commercial production of the Luzhai
Synthetic Mica Plant from the third quarter of 2022 and that the demand for the synthetic mica-based
pearlescent pigment products will continue to increase as set forth in the section headed “Industry
Overview” in this document, and taking into consideration (a) the expected production volume of the
synthetic mica-based pearlescent pigment products of our Group and (b) the expected levels of
internal consumption of the synthetic mica powder (which is produced from the synthetic mica flakes)
for our production purpose up to the end of 2025, our Directors expect that the overall annual
utilisation rates for the production facilities for the production of the synthetic mica flakes upon the
commencement of commercial production of our Luzhai Synthetic Mica Plant would be in the range
between 55.8% and 67.2%. Such percentage is expected to increase over the four-year period with the
increase in the demand for the synthetic mica-based pearlescent pigment products and the
corresponding increase in the production volume of the synthetic-mica based pearlescent pigment
products of our Group. See the paragraphs under “Our strategies — Expand our production capacity
for the production of pearlescent pigment products — Luzhai Synthetic Mica Plant” above for further
information. The above estimation of the annual utilisation rates is based on the information currently

available to our Directors and is for illustrative purpose only.

We believe the increased production capacity would enhance our competitiveness and increase

our market share in the PRC and the international pearlescent pigment markets.
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(b) Customers’ demand for our products

Based on our historical results of operations, our total number of customers increased from 294
for the year ended 31 December 2018 to 367 for the year ended 31 December 2020. Furthermore, our
year-to-year revenue growth during the Track Record Period was 38.5% and 29.2%. Sales volume of
our pearlescent pigment products has also recorded significant growth during the Track Record
Period, amounting to 31.3% and 27.7% of year-to-year growth during the Track Record Period. During
the Track Record Period, sales to our five largest customers accounted for 20.2%, 17.8% and 16.8%
of our total revenue, respectively, and sales to our largest customer, accounted for 5.0%, 4.2% and
3.6% of our total revenue, respectively. With the increasing market demand for pearlescent pigment
products according to Frost & Sullivan and our continuous efforts in sales and marketing, we believe
that the demand of our products will continue to increase along with the growth of the pearlescent
pigment market in both the PRC and the global markets.

We have maintained a strong and stable relationship with our existing customers. During the
Track Record Period, 92.8%, 95.2% and 92.5% of our revenue was contributed by recurring
customers, respectively, that have previously purchased pearlescent pigment products and/or synthetic
mica powder from us. Our Directors believe that this demonstrates the loyalty of our customers and
reflects customers’ confidence in our products because of our brand reputation, production capacity,
diversified product series, product quality and product performance. As of the Latest Practicable Date,
our Group has maintained business relationship ranging from five to seven years with our five largest
customers during the Track Record Period. In light of our stable business relationship with our major
customers, our Directors believe that our major customers will continue to place orders with us.

Moreover, as of the Latest Practicable Date, we have entered into annual sales framework
agreements with 26 trading company customers (among which 22 are recurring Authorised Resellers
and four are our existing trading company customers), with an aggregate minimum purchase amounts
of not less than RMB407.5 million. During the three months ended 31 March 2021, the sales revenue
generated from these Authorised Resellers amounted to RMB76.0 million. Taking into consideration
our confirmed sales orders and the expected delivery date (the day on which we would be able to
recognise our revenue), we expect that the amount of revenue that may be generated from these
Authorised Resellers would be not less than RMB107.3 million for the four months ended 30 April
2021, representing 26.3% of the aggregate minimum purchase amount stated in the relevant sales
framework agreements.

During the Track Record Period, certain of the Authorised Resellers were not able to meet the
minimum purchase amounts stipulated in the annual sales framework agreements. We will continue to
monitor the actual monthly sales amounts to these Authorised Resellers and will work with them on
promoting our pearlescent pigment products should there be any significant shortfall from the targeted
sales level. During the Track Record Period, the Authorised Resellers could achieve 91.1%, 93.3% and
106.5% of the aggregate of the minimum purchase amounts, respectively. In light of the increasing
market demand for our products as disclosed in the paragraphs under “Our strategies — Expand our
production capacity for the production of pearlescent pigment products” above, our Directors are not
aware of any major factor or issue which could lead us to cast any doubt on the Authorised Resellers
achieving the minimum purchase amounts of RMB407.5 million for the year ending 31 December
2021.
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Our Directors further believe that there would be an increasing demand for synthetic mica-based
pearlescent pigment products for various industrial and non-industrial applications, as evidenced by
the increase in the market share of the synthetic mica-based pearlescent products in the global
pearlescent pigment market from 5.3% in 2016 to 11.7% in 2020. According to the Frost & Sullivan
Report, such percentage would continue to increase to 23.6% in 2025.

(c) Our business strategy to enhance our brand recognition in our target markets

We believe that our business strategy to enhance our brand recognition in our target markets
would support our business growth and development, which would necessitate the need for the
increase in our production capacity. We intend to allocate RMB[REDACTED] of the [REDACTED]
for sales and marketing activities and building sales network to enhance our brand recognition in the
PRC and overseas. We plan to (a) enhance our brand image through advertisements and promotional
activities on printed and online media, (b) organise technology training seminars and technology
forums and (c) participate in exhibitions and industry events in the PRC and abroad to raise brand
awareness among our potential customers. During the Track Record Period, we sold a majority of our
pearlescent pigment products and synthetic mica powder to customers in the PRC. Our revenue
derived from sales to overseas customers amounted to RMB25.0 million, RMB30.2 million and
RMB29.9 million, representing 7.9%, 6.8% and 5.3% of our total revenue, respectively, during the
Track Record Period.

(d) Our business strategy to continue our research and development efforts in developing new

products and new applications

We believe our business strategy to continue our research and development efforts will enhance
our sales to our existing customers and new customers, prompting for the need to increase our
production capacity. A portion of our [REDACTED] will be used to increase our research and
development expenditures. We intend to continue our research and development effort in developing
new products and new applications, researching on the use of new substrates, improving our
processing and production technology and improving and developing new plant and machinery to
enhance our production efficiency to cater to the industry trend and changing needs and requirements
of customers. As of the Latest Practicable Date, our product portfolio comprised 774 products. During
the Track Record Period, we had new product offerings of 15, 56 and 42, respectively.

One of our strategic goal is to strengthen our market position in the pearlescent pigment market
both in the PRC and global markets. According to the Frost & Sullivan Report, the market size of PRC
pearlescent pigment market reached RMB14.2 billion in 2025 while the market size of the global
pearlescent pigment market reached RMB44.6 billion in 2025. According to the same report, the
market size of PRC synthetic mica-based pearlescent pigment market reached RMB4.6 billion in 2025
while the market size of the global synthetic mica-based pearlescent pigment market reached
RMB10.5 billion in 2025. Our Directors believe that if we are to maintain our market position in the
pearlescent pigment market and synthetic mica-based pearlescent pigment market, we have to ensure
that our production capacity would increase and commensurate with the growth rate of the market size
of the pearlescent pigment market and synthetic mica-based pearlescent pigment market in the future.
We believe that the continuous growth of market demand has provided us the drive to expand our
production capacity to satisfy the increasing demand for our products.
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In addition, as part of our business strategies, we intend to use RMB[REDACTED] of the
[REDACTED] for research and development in cosmetic-grade and weather resistant pearlescent
pigment products and pearlescent pigment products with special functions, our Directors believe that
we will be able to build up a comprehensive portfolio of high-end pearlescent pigment products to
cope with the demand for high-end and high performance pearlescent pigment products, in particular
cosmetic-grade and automotive pearlescent pigment products. With our continued efforts in product
research and development, we believe we will be able to enhance sales to our existing customers and
sales to new customers.

We commenced research and development of cosmetic-grade pearlescent pigment products and
synthetic mica powder in 2018 and introduced our first cosmetic-grade pearlescent pigment product
in 2019. As of 31 December 2020, we offered 43 cosmetic-grade pearlescent pigment products to the
market. Our cosmetic-grade pearlescent pigment products comprise primarily synthetic mica-based
pearlescent pigment product, which are free of heavy metal contents with the remarkable properties
of high colour saturation, colour richness and comfortable to be used on the skin with UV protection
due to their fine particles. Our Directors believe that our cosmetic-grade pearlescent pigment products
provide a good alternative to natural mica-based pearlescent pigment products. Our Phase 2
Production Plant has production lines for cosmetic-grade pearlescent pigment products to cope with
the demand for cosmetic-grade pearlescent pigment products.

We also intend to capture the growing demand for automotive pearlescent pigment products. We
commenced research and development of automotive pearlescent pigment products in 2015 and
introduced our first automotive pearlescent pigment product in 2018. As of 31 December 2020, we
offered 11 automotive pearlescent pigment products to the market. Our automotive pearlescent
pigment products have passed the IATF 16949:2016 certification, which is the general standard of the
international automotive industry. Our automotive pearlescent pigment products can withstand harsh
environmental conditions and UV exposure and have the characteristics of weather resistance, light
stability, chemical inertness, thermal stability, with high colour fidelity, colour durability, colour
constancy and lasting brilliance. In addition, our automotive pearlescent pigment products are
generally priced more competitive than the imported products. Liuzhou City is the only PRC city in
which four leading automobile brands in the PRC have established production facilities. With the
promotion and support by the local government, our Directors expect that the government support
would bolster the use of pearlescent pigment products for automotive applications.

(e) There have been favourable policies issued in the PRC and globally to support the development
of pearlescent pigment products and synthetic mica industries, which have also expanded the
applications of pearlescent pigment products.

The PRC Government has strong support for the development of the pearlescent pigment market.
According to the Catalogue for Guiding Industrial Restructuring (Version 2019) <z 3 &5 i o B 45 3
H#k (20194 4) )issued by the NDRC in November 2019, the manufacturing of pearlescent pigment
is included as one of the encouraged industries and enjoys policy support. According to the
“Classification of Strategic Emerging Industries (2018)” (National Bureau of Statistics Order No. 23)
(CHICmE PR B B 28 260 81 (2018) ) (B ZK #int w4 523%9%) ), the manufacturing of mica-based
pearlescent pigment products and mica products are included as one of the strategic emerging
industries under the PRC Strategic Emerging Industry Classification (2018).
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Although we have not yet produced pearlescent pigment products for use in pharmaceutical and
food applications currently, it is expected that new regulations passed in the U.S., and Canada will
further expand the applications of pearlescent pigment products to the pharmaceutical, food and other
industries and promote the industry growth of the pearlescent pigment market.

The Revisions of Code of Federal Regulations (21CFR73.350) issued by the United States (Food
and Drug Administration) in April 2019 has allowed for the use of pearlescent pigment products
prepared by titanium oxides and micas in sweet wine, liqueur, malt beverages, wine coolers, cocktail
and nonalcoholic cocktail mixers, with maximum proportion of weight being 0.1%. In Canada,
Regulations Amending the Food and Drug Regulations (SOR/2018-248) issued by Health Canada in
November 2018, has permitted the use of mica coated with titanium dioxide and/or iron oxide as
colouring agents in drugs that are in solid or liquid dosage forms for oral administration and for drugs
that are for external use.

We believe the above factors would substantiate that there will be sufficient market demand for
the increase in our production capacity through the construction of our Phase 2 Production Plant and
Luzhai Synthetic Mica Plant. We believe that the proposed expansion plan would enable us to capture
the expected growth in the pearlescent pigment and synthetic mica-based pearlescent pigment markets
in the future.

The Phase 2 Production Plant and the Luzhai Synthetic Mica Plant would commence commercial
production on a stage-by-stage basis during the period from the fourth quarter of 2021 to the second
quarter of 2025.

Set forth below is the stage-by-stage increase in production capacity for our Phase 2 Production
Plant and the Luzhai Synthetic Mica Plant:

Phase 2 Production Plant

Fourth quarter of First quarter of First quarter of First quarter of

Time frame 2021 2023 2024 2025
Aggregate

production

capacity. ... ... 6,000 tonnes 14,000 tonnes 24,000 tonnes 30,000 tonnes

Luzhai Synthetic Mica Plant

Second quarter Second quarter Second quarter Second quarter

Time frame of 2022 of 2023 of 2024 of 2025
Aggregate

production

capacity. .. .... 6,000 tonnes 14,000 tonnes 24,000 tonnes 30,000 tonnes

Our production capacity of pearlescent pigment products and synthetic mica powder would
increase on a gradual basis after the [REDACTED] with the support from the corresponding increases
in our marketing efforts and the customer base as well as the increasing applications of different types
of our pearlescent pigment products.

- 151 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION
HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

We may face a number of risks and challenges in implementing our expansion plans, including
technical difficulties, resource constraints, or capital investment or funding constraints. For details,
please refer to the subsection headed “Risk Factors — Risks relating to our business — The
construction of our Phase 2 Production Plant and our Luzhai Synthetic Mica Plant might not be
completed as planned, may exceed our original budget and might not achieve the intended economic
results or commercial viability.” in this document. We also expect an increase in depreciation charges
in relation to the installation of new machinery and equipment.

Further strengthen our research and development capability.

We will continue our research and development effort in developing new products and new
applications, researching on the use of new substrates, improving our processing and production
technology and improving and developing new plant and machinery to enhance our production
efficiency to cater to the industry trend and changing needs and requirements of customers. A portion
of our [REDACTED] will be used to increase our research and development expenditures. See the
section headed “Future Plans and [REDACTED]” in this document for further information.

The research and development efforts on new product and new applications of our products will
focus on various areas, including enhancing our research efforts on automotive and cosmetic-grade
and weather resistant pearlescent pigment products to further improve our product structure for our
high-end pearlescent products, developing more diversified pearlescent pigment products using
synthetic mica as the substrate, diversifying applications for our pearlescent pigment products and
developing customised pearlescent pigment products for the special needs of the industries and our
customers. With the increasing downstream demand for product customisation, we intend to develop
customised pearlescent pigment products catering to the specific needs and requirements of the
downstream applications especially high-end applications. We will communicate with our customers
before production and provide customised products pursuant to the various requirements of our
customers, including specific colour effect, texture and colour spectrum which can help our customers
to enhance their product features. Through tailoring our products to meet the specific needs of our
customers, we can offer our customers flexibility to decide on the features that make their product
unique.

Our research and development team will also enhance research and development on our existing
substrates for pearlescent pigment products, including synthetic mica, glass flakes, and the use of
alternative substrates such as alumina flakes, graphene and other new substrates, and develop more
diversified pearlescent pigment products for different downstream applications.

We will continue to invest in new technology and new plant and machinery to further improve
and optimise our production process in order to enhance our production efficiency and reduce our
production cost. We will improve the facilities of our laboratory and research and development centre,
including the construction of a research centre on synthetic mica, a laboratory for new products and
new applications, a laboratory for product application and innovation and the addition of a testing
laboratory for heavy metals, microbiological testing room and equipment, ICP-Ms heavy metal
analyser, X-ray powder diffractometer (XHI## KA #&), X-ray photoelectron spectrometer
(X #)6E TRERE M%) and other research facilities for new substrates. We intend to undertake further
research for the development of a new generation of intelligent production and processing plant and
technology for pearlescent pigment products. We will improve our production facilities for synthetic
mica with continuous and automatic temperature control in the melting and crystallisation process. We
will undertake further research to improve our processing technology by developing mica grinders
that can reduce the wastage. We will also develop the use of new centrifugal classification machinery
that can have control of the particle size of mica. Research will be conducted to further improve the
processing technology for the hydrolysis coating process of our pearlescent pigment products,
introduce automatic feeding and control of various processing parameters, to minimise the colour
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difference of our pearlescent pigment products and improve the glossy finish and hiding power of our
pearlescent pigment products. We will also further improve the washing process in the pearlescent
pigment production process by introducing equipment with fast-switching lines, which can reduce the
use of water and is environmentally-friendly.

Enhance our market position through promoting our brand awareness.

As of the Latest Practicable Date, our sales and marketing team consisted of 48 sales personnel
with designated groups responsible for the sales to different regions in the PRC and the international
markets. Our sales and marketing team maintains regular contacts with our existing customers and is
also responsible for liaising with prospective customers through various marketing and promotional
activities, including trade shows, exhibitions, industry forums, trainings on new technology and new
applications. We plan to devote more resources towards our marketing and advertising initiatives and
intend to advertise more on industry journals, newspapers, internet, printed media and outdoor
billboards and through product display and promotional video to further enhance our brand
recognition in our target markets. We also plan to participate in more technology training seminars,
technology forums, domestic and overseas exhibitions to promote our brand.

OUR BUSINESS MODEL

Our pearlescent pigment products primarily use natural mica, synthetic mica, glass flakes and
silica as substrates, which are coated with a single or multiple layers of metal oxides. Our pearlescent
pigment products broadly include (a) natural mica-based pearlescent pigment products; (b) synthetic
mica-based pearlescent pigment products; (c) glass flake-based pearlescent pigment products; and (d)
silicon oxide-based pearlescent pigment products.

Our pearlescent pigment products are sold to trading company customers and end user customers
for different industrial applications. We also produce synthetic mica powder of different granule sizes
for sales to our customers. Our products are sold in the PRC and international markets under our own
brand of “Chesir Pearl” 4 CHESIR - The diagram below illustrates our business model:
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See the paragraphs under “Production process” below for further information.
OUR PRODUCTS

Our products can be broadly divided into (a) natural mica-based pearlescent pigment products;
(b) synthetic mica-based pearlescent pigment products; (c) glass flake-based pearlescent pigment
products; and (d) silicon oxide-based pearlescent pigment products. Our pearlescent pigment products
are used as colourant in diverse applications and industries, including industrial coatings, plastics,
textiles and leather, cosmetics and automotive coatings. We also produce synthetic mica powder of
different granule sizes. Our synthetic mica powder is used by us for the production of synthetic
mica-based pearlescent pigment products. Our synthetic mica powder can also be used as raw
materials for the production of functional fillers, insulating materials, refractory materials and

nickel-hydrogen batteries.

Pearlescent pigment is produced by coating of the substrate with a layer or multiple layers of
metal oxides with high refractive index, and is used to simulate the inherent lustre, brilliance and
gleam of natural pearls. Owing to the layered structure, light is reflected at different levels in the
pearlescent pigment, causing reflected lights to interfere with each other, leading to amplification and
cancellation, which creates the pearlescent effect in the form of unique lustre and gleam. Through the
use of different substrates and adjustment to the thickness of the coatings in the production of
pearlescent pigment, there can be variation in the refractive indices and optical path leading to
different light reflection and formation of a variety of colours and colour effects. Pearlescent pigment

products cover diverse colour spectrum and offer distinctive lustre properties and colour intensity.

Pearlescent pigments products have remarkable chemical properties such as temperature
resistance, lightfastness, water resistance and colour fastness. Pearlescent pigment products of
different colours and particle sizes have different lustre, enabling a spatially and optically variable
effect. Pearlescent pigments products have been widely accepted by the market because of the new

sense of aesthetic and visual effects.

We set forth below pictures of certain of our major pearlescent pigment products:

Silver-white series of our natural Crystal gold series of our synthetic
mica-based pearlescent pigment products mica-based pearlescent pigment products
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Rainbow series of our natural mica-based China red series of our synthetic
pearlescent pigment products mica-based pearlescent pigment products
Diamond series of our glass flake-based Blurred starry sky series of our silicon
pearlescent pigment products oxide-based pearlescent pigment products

Industrial applications of our pearlescent pigment products

Industrial coatings

Pearlescent pigment possesses physical stability and can be used in coatings of various forms
including solvent-based, water-based and pigment powder. Pearlescent pigment, can withstand high
temperature and has high resistance to acid and alkali. These properties make pearlescent pigment

suitable in industrial coatings.

Plastics

Pearlescent pigment is used in plastics industry for its weather resistance, light and thermal
stability as well as the stability against chemical and mechanical impact. Pearlescent pigment can give
metallic and pearl lustre to plastics products and provide an even finish minimising cracks and pores

on the plastics surface.
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Textiles and leather

Pearlescent pigment has the characteristics of wear resistance, thermal resistance, good air and
water permeability and corrosion resistance to organic solvents, and has been increasingly used in
surface colouring and surface processing for manufacturing of leather goods and is widely used in

leather, textiles and upholstery applications.

Cosmetics

Pearlescent pigment has high colour saturation level and provide a wide array of colour, sparkle,

shimmer and glitter effects to cosmetics.

Ceramics

Pearlescent pigment can withstand high temperature and can be used in various kinds of ceramic

applications, including in-glaze, on-glaze, single-firing and third-firing.

Automotive coatings

Pearlescent pigment is widely used in automotive coatings due to its physical attributes of
anti-corrosion, colour strength, durability, good coverage, chemical inertness, weather resistance,
light and thermal stability, as well as the ability to withstand harsh environmental conditions and UV
exposure. The glossiness and the glean properties of the pearlescent pigment also provide premium

lustre finishes to automobiles and are extensively used in the manufacturing of cars.

Natural mica-based pearlescent pigment products

Natural mica-based pearlescent pigment products are produced by natural mica coated with a
single or multiple layers of metal oxides. Titanium dioxide coated mica-based pearlescent pigment
and iron/ferric oxide coated mica-based pearlescent pigment are the major products of our natural
mica-based pearlescent pigment products. Natural mica-based pearlescent pigment products have the
characteristics of pearl lustre, non-conductive, non-magnetic, chemical stability to light, heat, acid
and alkali. Only very limited high quality natural mica with low heavy metal contents can be used for

cosmetic-grade applications.
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The table below sets forth the product series (comprising different colours, texture and

glossiness) and the number of natural mica-based pearlescent pigment products offered by us:

Number of
Major applications products
offered as of
Product series of our natural Textiles the Latest
mica-based pearlescent Industrial and Automotive Practicable
pigment products coatings Plastics leather Cosmetics Ceramics  coatings Date
Golden series (AR5, . .. .. v v v v 89
Rainbow series (MLE R F). . . . . v v v 4 57
Colouring series (FRF]). . . . v v v v 26
Special products for powder
coating (M RERIER) . . . .. v 22
Morning light series (RELZ ) . v v v v 21
SW series (SWHRF) ... ... .. 4 8
Special tuning products
(RS . .o v v v v 89
Velvet series (KIBARF). . . . . v v v v 5
Anti-yellowing series
GLEER) ... 4 4 4 4 4 4
Jade series (weather resistance)
GERZRS () ) ... v v v v v 4
Weather resistant series
(ERF. ..o v v 2
High purity series (RALR) . . . v v v v 2
3D series (3D &RF). . .. ... .. v 2
Jade series (BRI . . ... .. v v v v 1
Iron series (8 &%), . . ... ... v v v v 42
Silver-white series (]2 &%) . . v v v v 91
CC series (CC R%) ... ... .. v 8

Total 473

Synthetic mica-based pearlescent pigment products

Synthetic mica-based pearlescent pigment products are produced by synthetic mica coated with
a single or multiple layers of metal oxides. Synthetic mica-based pearlescent pigments products have
high colour density and strong metallic lustre, and can provide a wide array of colours. Synthetic
mica-based pearlescent pigments products are resistant to high temperature, non-radioactive and have
low impurity level. Synthetic mica-based pearlescent pigment products are increasingly used in the
cosmetics industry as they are non-toxic, free of heavy metal contents level and are dermatologically
safe to use, which provides a good alternative to organic and metallic pigment products. The use of
white synthetic mica-based pearlescent pigments products in combination with transparent dyes or
pigments of other colours can provide various visual effects. The production process of synthetic

mica-based pearlescent pigment products is generally eco-friendly, clean and free of heavy metals.
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The table below sets forth the product series (comprising different colours, texture and

glossiness) and the number of synthetic mica-based pearlescent pigment products offered by us:

Number of
. e roducts
Major applications offel?ed as of
Product series of our synthetic Textiles the Latest
mica-based pearlescent Industrial and Automotive Practicable
pigment products coatings Plastics leather Cosmetics Ceramics  coatings Date
Crystal rainbow series
OKSELRRS) . ..o v v v v 53
Crystal silver series
CK@BART . ..o v v v v 33
Crystal iron series (JKgb#i &%) . %4 4 4 4 26
Crystal gold series
OKSEERI) . ... v v v v 25
Crystal cosmetics makeup series
(CISE ) I v v 4 v 10
Special tuning products
FFMESR). .. ... v 4 4 4 8
CC series (CCRI). . ... .. .. v 89
Special products for powder
coating CHIRBEIEH) . . . .. v 5
China red series (FEALRF). . . v v v
Morning light series
URBRZOERS) ... . v v v v 3
ZD series (ZDZRF). .. ... ... v 2
Highlight series (Fisa &%) . . . . v v v v 2
High purity series (R#AER) . . . v v v v 2
SW series (SWHRZI) .. ... ... v v 3
Total 266

Glass flake-based pearlescent pigment products

Glass flake-based pearlescent pigment products are produced by glass flakes coated with a single
or multiple layers of metal oxides. Glass flake-based pearlescent pigment products can create strong
visual effect due to its good transparency, high refractive index and its large and smooth flake
structure.

The table below sets forth the product series (comprising different colours, texture and
glossiness) and the number of glass flake-based pearlescent pigment products offered by us:

Number of

. s products

Major applications offered as of

Product series of our natural Textiles the Latest
mica-based pearlescent Industrial and Automotive Practicable
pigment products coatings Plastics leather Cosmetics Ceramics  coatings Date
Diamond series (S8 &%) . ... v v v v 22
Chameleon series (B AFERF) . . v v v v 8

Total 30
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Silicon oxide-based pearlescent pigment products

Silicon oxide-based pearlescent pigment products are produced by silica particles coated with
metal oxides such as titanium dioxide and iron oxide. The thickness of the metal oxide coating can
be varied to provide a variety of colours. Silicon oxide-based pearlescent pigment products have the
characteristics of matte finish, high temperature resistance, good skin adhesion, strong dispersibility,
low heavy metal contents and UV absorption. In addition, with special processing, silicon oxide-based

pearlescent pigment products can have the oil control and easy cleaning properties.

Number of
products

Major applications
J PP offered as of

Product series of our natural Textiles the Latest
mica-based pearlescent Industrial and Automotive Practicable
pigment products coatings Plastics leather Cosmetics Ceramics  coatings Date

Blurred starry sky series
CRBERZRID . . ... ... .. v v 4 4 v 5

Synthetic mica powder products

Synthetic mica simulates the composition and structure of natural mica and is produced by
synthesis of various minerals under a controlled environment. There are primarily five raw materials
which are used for the production of synthetic mica, namely silica, fused magnesia, alumina,
potassium fluorosilicate and potassium carbonate. Synthetic mica has the characteristics of good
transparency, high level of whiteness, high level of water resistance and is free of heavy metal
contents, which has increasingly been used in cosmetics application. As confirmed in the Frost &
Sullivan Report, the number of synthetic mica powder suppliers in the industry in 2020 was around
150. Frost & Sullivan further confirms that around 50 suppliers in these 150 suppliers would
manufacture synthetic mica powder and that around 10 suppliers in these 50 suppliers would
manufacture synthetic mica powder for the purpose of production of pearlescent pigments products.
As advised by Frost & Sullivan, it is an industry norm for manufacturers of synthetic mica-based
pearlescent pigment products to source synthetic mica powder externally due to the high investment

and technology entry barriers for the production of synthetic mica powder.

We produce synthetic mica powder of different granule sizes (from 5 um to 0.4 mm). Synthetic
mica powder can be used for the production of pearlescent pigment products and also as raw materials
for the production of functional fillers, insulating materials, refractory materials and nickel-hydrogen
batteries. The synthetic mica powder produced by us are primarily used for our own production of
synthetic mica-based pearlescent pigment products, but we also sell synthetic mica powder to our
customers for various downstream industrial applications. As the technological development in the
production and application of synthetic mica continues to improve, it is expected that the use of
synthetic mica will expand into more downstream applications and there would be a significant
growth in synthetic mica-based pearlescent pigment industry in both the PRC and international

markets.
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SALES AND CUSTOMERS

Products, sales volume and average selling prices

The table below sets forth an analysis of our revenue by products for the Track Record Period:

Year ended 31 December

2018 2019 2020
% of the % of the % of the
RMB’000 revenue RMB’000 revenue RMB’000 revenue
Pearlescent pigment

products . . . ... ... 314,976 99.0 434,155 98.5 565,788 99.4
- Natural mica-based . . . 245,321 77.1 295,510 67.1 318,957 56.0
- Synthetic mica-based . . 68,280 21.5 124,705 28.3 197,141 34.6
- Glass flakes-based. . . . 1,375 0.4 13,865 3.1 46,821 8.2
- Silicon oxide-based . . . — — 75 —" 2,869 0.5
Synthetic mica powder . . 3,268 1.0 6,428 1.5 3,325 0.6
Total 318,244 100.0 440,583 100.0 569,113 100.0

*  Value insignificant

The table below sets forth the sales volume and the average unit selling prices by products for
the Track Record Period:

Year ended 31 December

2018 2019 2020

Average unit Average unit Average unit
Sales volume selling price Sales volume selling price Sales volume selling price

(RMB’000 per (RMB’000 per (RMB’000 per
(tonnes) tonne) (tonnes) tonne) (tonnes) tonne)
Pearlescent pigment
products

- Natural mica-based . . . 7,217.9 34.0 8,822.4 33.5 10,056.8 31.7
- Synthetic mica-based . . 1,228.8 55.6 2,231.8 55.9 3,943.5 50.0
- Glass flakes-based. . . . 4.4 312.6 42.4 327.0 158.9 294.7
- Silicon oxide-based . . . — — 0.1 750.0 5.9 486.3
8,451.1 37.3 11,096.7 39.1 14,165.1 39.9
Synthetic mica powder . 84.4 38.7 167.8 38.3 78.2 42.5

Total 8,535.5 11,264.5 14,243.3
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Our sales volume of pearlescent pigment products increased continuously throughout the Track
Record Period. Our sales volume of pearlescent pigment products increased from 8,451.1 tonnes for
the year ended 31 December 2018 to 11,096.7 tonnes for the year ended 31 December 2019. The
increases were primarily due to the increase in the sales volume of the natural mica-based pearlescent
pigment to 8,822.4 tonnes and the synthetic mica-based pearlescent pigment to 2,231.8 tonnes, as
compared to 7,217.9 tonnes and 1,228.8 tonnes during the year ended 31 December 2018, respectively.
Whilst the average unit selling prices of these two types of pearlescent pigment products remained
generally stable, the increases were primarily attributable to the combined effects of quality
improvements, increase in our marketing efforts, increase in the number of pearlescent products

offered to our customers, and increasing demand from our existing customers.

Our sales volume of pearlescent pigment products increased further to 14,165.1 tonnes for the
year ended 31 December 2020. Such increase was primarily attributable to the increasing demand for
our pearlescent pigment products which is in line with the PRC and the global trends of pearlescent
pigment market. Nevertheless, the average unit selling prices for both natural mica-based pearlescent
pigment products and synthetic-mica based pearlescent pigment products decreased by 5.4% and
10.6% between the two years ended 31 December 2020, respectively. The decreases were primarily
due to our initiative to reduce the selling prices of selected pearlescent pigment products in response
to the pandemic and the global lockdown as a result of COVID-19.

We sold 42.4 tonnes of glass flakes-based pearlescent pigment products during the year ended
31 December 2019, as compared to 4.4 tonnes during the year ended 31 December 2018 as a result
of the increase in the number of glass flake-based pearlescent pigment products offered and our
marketing efforts to promote our glass flake-based pearlescent pigment products. We could also
command for a higher average unit selling price of RMB327,000 per tonne of glass flake-based
pearlescent pigment products in 2019 as compared to RMB312,600 per tonne in 2018. Despite that we
sold 158.9 tonnes of glass flake-based pearlescent pigment products during the year ended 31
December 2020 due to our increased promotion of this kind of high-value pearlescent pigment
products, the average selling prices of glass flake-based pearlescent pigment decreased by 9.9% as
compared with the year ended 31 December 2019 primarily due to our competitive pricing strategy
to promote our sales to trading company customers. During the two years ended 31 December 2020,
sales to trading company customers accounted for 71.5% and 89.8%, respectively, of the sales revenue

of glass flakes-based pearlescent pigment products.

We also started selling silicon oxide-based pearlescent pigment products and recorded sales of
RMB75,000 during the year ended 31 December 2019. Such new products represented one of the
fastest growing products in 2020. Nevertheless, the average unit selling prices for silicon oxide-based
pearlescent pigment products decreased by 35.2% for the year ended 31 December 2020. Such
decrease was primarily due to our increasing sales to trading company customers, which accounted
for 99.2% of the total revenue generated from such sales for the year ended 31 December 2020, as
compared to 40.0% for the year ended 31 December 2019.
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Our brand

Our products have been sold under our brand of “Chesir Pearl” 1CHES|R since the
commencement of our business. During the period between 2016 and 2019, our brand of “Chesir
Pear]l” was named as one of the famous brands in Guangxi Zhuang Autonomous Region (/& Pt /& A
A @ K0 44 fh B, We also participate in a number of industry exhibitions and trade fairs in the PRC and
other countries for the purpose of promoting our business and our brand. For instance, we participated
in CHINACOAT 2020 and SFCHINA 2020 in Guangzhou, the PRC in December 2020.

Our markets

During the Track Record Period, we sold our products in the PRC and to more than 30 countries
and territories in Asia (excluding the PRC), Europe, Africa and South America. We categorise our
PRC market into three main geographical regions, namely Eastern, Western and Central regions, for
ease of management of our sales activities. Trading company customers and end user customers in the
region are managed by dedicated teams of sales personnel. We also have separate teams of sales
personnel who are responsible for coordinating our sales to the international markets. The table below
sets forth an analysis of our revenue by delivery destinations for the Track Record Period:

Year ended 31 December

2018 2019 2020
% of total % of total % of total
RMB’000 revenue RMB’000 revenue RMB’000 revenue

PRC
- Eastern region‘" . . . . . 239,526 75.2 332,282 75.4 436,527 76.7
- Western region® . . . . 24,408 7.7 36,635 8.3 45,267 8.0
- Central region® . . . .. 29,269 9.2 41,511 9.4 57,378 10.1

293,203 92.0 410,428 93.1 539,172 94.8
Asia™® . ... 11,351 3.6 14,084 3.2 13,287 2.3
Europe®™ . ... ...... 10,144 3.2 13,653 3.1 11,174 2.0
Africa® . . ... ... ... 2,944 0.9 2,058 0.5 5,276 0.9
South America'”. . . . .. 602 0.2 360 0.1 205 —
Total 318,244 100.0 440,583 100.0 569,113 100.0

*  Value insignificant

Notes:

(1)  Eastern region of the PRC refers to Beijing, Fujian, Guangdong, Hebei, Jiangsu, Liaoning, Shandong, Shanghai, Tianjin
and Zhejiang.

2) Western region of the PRC refers to Guangxi, Guizhou, Shaanxi, Sichuan, Xinjiang, Yunnan and Chongqing.

(3) Central region of the PRC refers to Anhui, Henan, Hubei, Hunan, Jiangxi and Shanxi.

4) Countries and territories in Asia refer to Pakistan, Hong Kong, Macau, Taiwan, Korea, Kuwait, Bangladesh, Japan, Saudi
Arabia, Thailand, Turkey, Israel, India, Indonesia, Jordan and Vietnam.

(5) European countries refer to Estonia, Belgium, Poland, Germany, Russia, Ukraine, Finland, Netherlands, Serbia, Greece,
Italy and United Kingdom.

(6)  Countries in Africa refer to Algeria, Morocco, Tunisia and Egypt.

7 Countries in South America refer to Brazil and Chile.

- 162 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION
HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

PRC market

During the Track Record Period, our sales in the PRC market are conducted with trading
company customers and end user manufacturers in various industries such as automotive coatings,

cosmetics, industrial coatings, plastics, printing, textile and leather and ceramics.
International markets

We have started selling to customers in international markets since 2015. During the Track
Record Period, our products are sold to customers in more than 30 countries and territories in Asia
(excluding China), Europe, Africa and South America. As of the Latest Practicable Date, we had a

team of nine sales personnel dedicated to managing our sales to customers in international markets.

As our products are sold to overseas customers, our products are subject to the relevant quality
control laws and regulations of different countries, such as the REACH standards issued by the EU
in order to control and regulate chemicals entering the EU market. We would engage independent
certification organisations to perform testing of chemical substances, such as synthetic mica powder,
titanium dioxide (% fb&K), iron trioxide (=%fk —#%) and tin dioxide (% {t#%), in our products
in order to comply with the REACH standards. Our international customers may also require us to

follow the prescribed standards in respect of quality, raw materials, and labelling.

As confirmed by our PRC Legal Advisers, we are in compliance with all applicable PRC laws
and regulations relevant to our international sales during the Track Record Period. Our Directors
confirm that we have not encountered any material import issues or difficulties or product returns for
our sales to customers in international markets due to non-compliance with the quality or safety

standards in the countries we sold our products.
Our customers

Our pearlescent pigment products and synthetic mica powder products are sold to trading
company customers and end user customers. According to the Frost & Sullivan Report and our
Directors’ industry experience, it is an industry practice that end user customers may choose to source
from trading company customers. We have no particular preference or priority in selling to end user
customers or trading company customers. In the case of sales to trading company customers,
after-sales consultation services to the end user customers will be provided through the relevant
trading company customers. We believe our sales network of trading company customers and direct

sales to end user customers allow us to increase our market presence.
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Based on the public information available to our Directors and to their best knowledge and
belief, our Directors confirm that all of our ten largest customers and their ultimate beneficial owners
throughout the Track Record Period are Independent Third Parties and none of them has any past or
present relationship with any member of our Group (other than customer relationship), our Directors
and senior management team members, our Controlling Shareholders and their respective associates.

During the Track Record Period, a significant percentage of our sales of pearlescent pigment
products and synthetic mica powder were sold to trading company customers. Our end user customers
include manufacturers in different industries, such as automotive coatings, cosmetics, industrial
coatings, plastics, printing, textile and leather and ceramics. The table below sets forth an analysis of
our sales to end user customers and trading company customers in the PRC and international markets
during the Track Record Period:

Year ended 31 December
2018 2019 2020

% of % of % of
total total total
Number RMB’000 revenue Number RMB’000 revenue Number RMB’000 revenue

Trading company customers

-PRC . ... ... ......... 190 241,028 75.7 185 325,628 73.9 206 441,662 77.6
- International . . . .. ... .. 22 16,579 5.2 28 20,981 4.8 29 21,821 3.8
212 257,607 80.9 213 346,610 78.7 235 463,483 81.4

End user customers
-PRC .. ... .......... 69 52,175 16.4 77 84,800 19.2 120 97,509 17.1
- International . . ... ... .. 13 8,462 2.7 8 9,173 2.1 12 8,121 1.5
82 60,637 19.1 85 93,973 21.3 132 105,630 18.6
Total 294 318,244 100.0 298 440,583 100.0 367 569,113 100.0

The table below sets forth an analysis of our sales to trading customers and end user customers
by products during the Track Record Period:

Year ended 31 December

2018 2019 2020
% of the % of the % of the
RMB’000 revenue RMB’000 revenue RMB’000 revenue
Trading company customers
- Pearlescent pigment products . . . 256,866 80.7 344,734 78.2 463,367 81.4
- Synthetic mica powder . . . . . .. 741 0.2 1,876 0.5 116 —*
257,607 80.9 346,610 78.7 463,483 81.4
End user customers
- Pearlescent pigment products . . . 58,111 18.3 89,421 20.3 102,421 18.0
- Synthetic mica powder . . . . . .. 2,526 0.8 4,552 1.0 3,209 0.6
60,637 19.1 93,973 21.3 105,630 18.6
Total 318,244 100.0 440,583 100.0 569,113 100.0

*  Value insignificant
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Trading company customers

We sell our pearlescent pigment products to trading company customers in the PRC and
international markets. These trading company customers will re-sell our products to their own
customers and may use our original packaging for re-selling purpose or they may use their own
packaging if their own customers would like to have different package sizes and weights. The
relationship between us and the trading company customers is seller and buyers and the transactions
are outright sales transactions. According to the Frost & Sullivan Report and the industry experience
of our Directors, it is an industry practice that end user customers would choose to source pearlescent
pigment products from specialist trading companies. Hence, sales to the trading company customers
is an industry practice in the pearlescent pigment industry. As far as our Directors are aware, our sales
to the trading company customers during the Track Record Period were supported by purchase orders

from their own customers or their estimation of sales to their own customers.

Among the trading company customers in the PRC, we have entered into sales framework
agreements with selected major trading companies. Pursuant to these sales framework agreements,
these trading company customers may use our brand name, i.e. “FZHEMAEHI P (Authorised
Reseller), but they are required to purchase from us an agreed minimum amount of our pearlescent
pigment products in each period of 12 months. The minimum purchase amount is determined based
on arm’s length negotiations with these trading company customers. If the relevant trading company
customer cannot meet the minimum purchase amount, we may consider to terminate the authorisation
of “FZHE S AL S M~ (Authorised Reseller).

During the Track Record Period, we had 12, 15 and 22 Authorised Resellers, respectively, and
the amounts of revenue generated from ten, 15 and six of them were less than the minimum purchase
amounts set forth in the relevant sales framework agreements. Our Directors consider that the
performance of the Authorised Resellers were not entirely satisfactory, but we did not terminate any
of the sales framework agreement or impose any amount of compensation on any of the Authorised
Resellers as we consider the Authorised Resellers as our business partners in the sales of our
pearlescent pigment products. During the Track Record Period, the aggregate amount of revenue
generated by all Authorised Resellers represented 91.1%, 93.3% and 106.5% of the aggregate of the
minimum purchase amounts stated in the sales framework agreements, respectively. For the purpose
of increasing the revenue generated from the sales to the Authorised Resellers, we have discussed with
them from time to time on any marketing and sales and promotion initiatives or campaigns or
value-added service that we may launch for the purpose of increasing the sales of our products through
these Authorised Resellers.

All other terms of trade, including the selling prices, product return policy and delivery and
logistic arrangements, are not materially different from other trading company customers. During the
Track Record Period, no member of our Group had offered any rebates in cash or otherwise to the

trading company customers (including the Authorised Resellers).
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The table below sets forth the salient terms of our existing sales framework agreement:

Duration : Our sales framework agreement has a term of one year
with no automatic renewal clause upon expiration.

Minimum purchase commitment : We require our selected major trading company
customers to purchase a specified minimum purchase
amount per annum. If our selected major trading company
customers are unable to meet such minimum purchase
target, we have the rights to terminate the sales
framework agreement or not to renew the sales
framework agreement.

Pricing basis of our products and : We require our selected major trading company
price adjustment provisions customers to sell at our recommended retail prices and
keep confidential of their respective price they purchased

from us.
Promotion and advertising : We require our selected major trading company

customers to provide mutual assistance on promotional
activities or marketing campaigns organised by either

party.

Delivery and shipping costs : We are responsible for the costs of shipping and delivery
of products to designated location specified by our
selected major trading company customers, or in case our
selected major trading company customers arrange for
pick-up of the products from our warehouse, our selected
major trading company customers are responsible for
their own cost of shipping after pick-up.

Payment terms : We offer a credit period of 120 days from the date of
delivery. Settlement are made by bank transfer or bank
drafts in RMB.

Return and exchange policy : If any product delivered by us to our selected major
trading company customers has manufacturing defects,
we offer a refund or return and will arrange for exchange
of such products within a specified period of time from
the date of delivery. We normally do not accept return of
non-defective products.
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Use of our brand name : We authorise our selected major trading company
customers to name themselves as the authorised reseller
of our products under our brand in connection with the
sales, promotion, marketing, advertising and reselling of
our products, provided that our selected major trading
company customers shall not alter or change our
trademark, packaging, or use our brand in products not
produced by us. If our selected major trading company
customers are unable to comply with the guidelines, we
are entitled to terminate the sales framework agreement
and demand for a compensation of 20% of the purchase
amount under the sales framework agreement.

There are benefits associated with sales to trading company customers. The end user customers
may leverage the sourcing capability of the trading companies to identify the most suitable supply of
pearlescent pigment products from different producers. Furthermore, trading company customers may
also provide after-sale consultation services on the features and applications of pearlescent pigment
products, thereby saving the time and costs of the end user customers. The end user customers may
engage more than one trading company for sourcing of pearlescent pigment products, and these
trading companies would not normally disclose to their suppliers the identity of and the terms of trade
with their end user customers. From the perspective of the pearlescent pigment producers like us,
sales to trading companies allow them to increase sales without expending substantial marketing
efforts to establish the sales network.

Our customers include trading company customers because the end user customers may prefer
sourcing raw materials through trading companies engaged by them, as set forth in the Frost &
Sullivan Report. The trading company customers are not exclusively conducting business with us, and
they may source different types of pearlescent pigment products for different customers and, as far
as our Directors are aware, they will on-sell our products to their own customers. As far as our
Directors are aware, our sales to the trading company customers during the Track Record Period were
supported by purchase orders from their own customers or their estimation of sales to their own
customers. Our Directors further understand that these trading company customers would approach
different suppliers (including members of our Group) for comparison of the pricing, delivery time and
product quality.

Each transaction with the trading company customers is independently negotiated and conducted
on a non-consignment basis without any right to return products to us except that (a) the products are
defective or damaged in transit (b) the quality/specifications of the products are not in compliance
with the quality/specifications of the products required by the customers. For selected trading
company customers which are the Authorised Resellers, we normally do not accept return of
non-defective products unless the Authorised Resellers are in extreme financial difficulties, e.g.
payment defaults or business dissolution, in which we have to take all the necessary steps to protect
our interest in the relevant products. The Authorised Resellers will also be required to bear the
transportation cost and 2.0% of the amount of return as our handling fee. During the Track Record
Period, we had not received such request from our customers. During the Track Record Period, sales
returns amounted to RMBO0.2 million, RMBO.1 million and RMB83,000, respectively, were requested
by our customers, and were deducted from our revenue. All of these returns were due to damaged
products during transit.
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Our sales to the trading company customers are conducted on the basis of purchase orders we
receive from such trading company customers from time to time, the terms of which are entered into
on an arm’s length basis upon normal commercial terms. We have imposed on the Authorised Resellers
pricing standards on our products and restrictions on the use of our brand name in the sales of our
products. Other than these restrictions, we do not have any contractual rights to impose any degree
of control over the business affairs of the trading company customers, nor can we require the trading
company customers to follow our preferred pricing and market strategies, packaging requirements and
our preference on which end customers to whom our products can be sold. We would visit the trading
company customers from time to time. Our Directors believe that such regular communications would
provide us with useful information on the likely performance and stock level of the trading company
customers. Based on the confirmations obtained from the trading company customers and the industry
knowledge of our Directors, all the trading company customers and their ultimate beneficial owners

are Independent Third Parties.

Our Directors are also aware, as part of their industry knowledge, that the trading company
customers would not normally keep significant amount of inventory of products to be sold. In
addition, we understand that the trading company customers would place purchase orders with us
when they believe that they have sufficient demand from their own customers.

During the Track Record Period, our products were sold to 212, 213 and 235 trading company
customers. We recognise revenue from the sales of goods to the trading company customers upon
delivery of our products to the trading company customers. During the Track Record Period, our
revenue generated from our sales to trading company customers amounted to RMB257.6 million,
RMB346.6 million and RMB463.5 million, respectively, accounting for 80.9%, 78.7% and 81.4%,

respectively, of our total revenue.
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Additional information on the trading company customers

The table below sets forth the changes in the number of trading company customers for the Track

Record Period:

Year ended 31 December

2018 2019 2020
RMB’million RMB’million RMB’million
Number of trading (% to total Number of trading (% to total Number of trading (% to total
company customers revenue) company customers revenie) company customers revenie)
As of the beginning of the year 173 212 213
Increase in the number of trading 71 RMB15.8/(5.0%) 39 RMBS.4/(1.9%) 43 RMB22.2/(3.9%)

company customers during the
year/Revenue generated from
these new trading company

customers

Decrease in number of trading 32 38 21
company customers during the
year

Net increase/(decrease) in number 39 1 22

of trading company customers
during the year

As of the end of the year 212 213 235

Number of the Authorised
Resellers during the
year'"/Revenue generated
from the Authorised Resellers

2 RMBI17.8/(37.0)% 5 RMBI86.7/(42.4)% 22 RMB285.7/(50.2)%

Number of recurring Authorised 8 RMB76.1/(23.9)%
Resellers during the year®® /
Revenue generated from these
recurring Authorised Resellers

2 RMBI150.8/(34.2)% 5 RMB232.3/(40.8)%

Amount of revenue contributed by RMB257.6/(80.9)% RMB346.6/(78.7)% RMB463.5/(81.4)%
the trading company
customers

Notes:

(1)  Authorised Resellers are the trading company customers with which we have entered into sales framework agreements.
See the paragraphs under “Our Products — Our customers — Trading company customers” above for further

information.

(2) Recurring Authorised Resellers refer to those Authorised Resellers as of the end of the relevant year which have

purchased pearlescent pigment products from us in the previous year.

Our sales with trading company customers were negotiated and concluded on a case-by-case
basis, and the purchase orders placed by the trading company customers will include information of
product specifications, purchase quantity, unit price, payment and delivery terms. Our business
volume with each trading company customer in a particular year is dependent on:

(a) the business of the trading company customers with their own end user customers;
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(b) the nature of the products required by the downstream customers of the trading company
customers; and

(c) whether the prices offered by us are competitive as compared with other suppliers of the trading
company customers.

In light of the foregoing, we are not able to anticipate movements in the number of the trading
company customers during a particular year. During the Track Record Period, we terminated business
relationship with 32, 38 and 21 of the trading company customers due to their small scale of business
operations. We consider that this will enable us to focus on the sales to the sizeable trading company
customers to ensure that we can provide sufficient support of after-sales services. The number of new
trading company customers decreased from 71 in 2018 to 39 in 2019 due to our intended efforts to
maintain the number of the active trading company customers with our limited production capacity.
There was a net increase in the number of the trading company customers throughout the Track Record
Period, and such increase was primarily due to our marketing efforts, our reputation as a reliable
supplier of pearlescent pigment products and the increased demand of pearlescent pigment products
driven by the steady increase in the downstream applications.

During the Track Record Period, all Authorised Resellers have renewed their sales framework
agreements with us, and none of those agreements was subsequently and early terminated by us or the
recurring Authorised Resellers.

We recognise our sales following the delivery of our products and acceptance of such products
by our customers, subsequent to which the title and the risk of such products shall have been passed
to our customers. We may either deliver our products to the warehouse of our customers or our
customers may arrange for their own delivery from our production facilities or warehouses.

End user customers

Some of our pearlescent pigment products and synthetic mica powder are sold directly to end
user customers including manufacturers in the paint, chemical and cosmetics industries, which use our
pearlescent pigment products or synthetic mica powder as raw materials for processing or
manufacturing of their end products, such as automotive coatings, cosmetics, industrial coatings,
plastics, printing, textile and leather and ceramics.

The table below sets forth an analysis of revenue by downstream industries of our end user
customers during the Track Record Period:

Year ended 31 December

2018 2019 2020
% of total % of total % of total
RMB’000 revenue RMB’000 revenue RMB’000 revenue
Industrial coatings. . . . .. .. 41,178 67.9 58,261 62.0 60,204 57.0
Plastics . . ... ......... 12,031 19.8 16,918 18.0 20,716 19.6
Textiles and leather . . . . . .. 5,778 9.5 7,514 8.0 15,467 14.6
Cosmetics. . . . .. ... .... 466 0.8 9,118 9.7 5,092 4.8
Ceramics . . .. ......... 682 1.1 1,212 1.3 2,082 2.0
Automotive coatings . . .. .. 471 0.8 950 1.0 2,054 2.0
Others . . .. ........... 31 0.1 — — 15 —
Total 60,637 100.0 93,973 100.0 105,630 100.0

*  Value insignificant
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During the Track Record Period, revenue generated from our sales to end user customers
amounted to RMB60.6 million, RMB94.0 million and RMB105.6 million, respectively, accounting for
19.1%, 21.3% and 18.6%, respectively, of our total revenue. As of 31 December 2018, 2019 and 2020,
we sold our products to 82, 85 and 132 end user customers, respectively. Our marketing efforts are
focused on the promotion of the new products to the existing and prospective customers as well as the
industry reputation and the quality standards achieved by our products. Our principal marketing
channel is to participate in the leading industry exhibitions in the PRC and other countries every year
for the purpose of providing product updates and introducing new products to our target customers.
In 2018, we participated in two large-scale industry exhibitions in the PRC and two international
exhibitions in the Netherlands and Thailand. In 2019, in addition to the exhibitions in the PRC, we
participated in three international large-scale exhibitions in France, Germany and Brazil. We have
undertaken extensive preparation works for each of these exhibitions, including preparing a series of
product catalogues and brochures, product samples and testing kits, video presentations, introduction
sessions on production features and specifications, one-on-one meetings and scheduled visits to local
customers and prospective customers. Our Directors believe that participating in the industry
exhibitions, which are attended by our target customers, is the most direct and effective way to reach
out to our target customers for marketing purposes. As a result, our marketing expenses in 2019
increased by approximately five times, as compared to 2018, the outcome of which is reflected in the
subsequent increases in the total numbers of our end user customers from 85 in 2019 to 132 in 2020
and the trading company customers from 213 in 2019 to 235 in 2020. All our end user customers and

trading company customers are Independent Third Parties.

Our five largest customers

During the Track Record Period, sales to our five largest customers accounted for 20.2%, 17.8%
and 16.8% of our total revenue, respectively, and sales to our largest customer, accounted for 5.0%,
4.2% and 3.6% of our total revenue, respectively. Changes in the composition of our five largest
customers during the Track Record Period were primarily due to the fact that we have not entered into
any long-term sales arrangement with any of our customers. The level of sales to our customers is
therefore to a large extent depending on the business needs of our end user customers or the business
needs of customers of the trading company customers. To the best knowledge of our Directors, none
of our Directors, their respective associates or any Shareholder who owns more than five per cent. of
our Shares in issue immediately following completion of the [REDACTED] has any interests in any

of our five largest customers during the Track Record Period.
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The tables below set forth certain information on our five largest customers during the Track

Record Period:

Year ended 31 December 2018

Approximate
length of
relationship
with our
Group as of
Type of the Latest
Five largest products Location of Background of customers and  Credit Practicable
customers Sales amount purchased Customer type customers their scale of operation term Date (year)
RMB’000 %
Customer A 15,954 5.0  Pearlescent Trading PRC A company engaging in the 110 days 5
pigment company wholesale and retail of various
products goods including pearlescent
powder, nail products, and
printing aids. The registered
capital of this customer is
RMB10 million.!"
Customer E 15,662 4.9  Pearlescent Trading PRC A company specialising in the 110 days 5
pigment company distribution of chemical raw
products materials and products, plastic
raw materials and products, and
hardware and building materials.
The registered capital of this
customer is RMB5 million.!"
Customer G 11,635 3.7  Pearlescent Trading PRC A company engaging in mica 110 days 4
pigment company processing and sales and import
products and and export of goods. The
synthetic mica registered capital of this
powder customer is RMB1 million."
Customer D 10,601 3.3 Pearlescent Trading PRC A company specialising in the 110 days 5
pigment company wholesale of pigment products
products and chemical products. The
registered capital of this
customer is RMBS million."
Customer F 10,481 3.3 Pearlescent Trading PRC A company engaging in the 110 days 5
pigment company research and development and
products and online sales of mica powder and
synthetic mica pearlescent pigment products,
powder and import and export of goods.
The registered capital of this
customer is RMB3 million.!"
Total 64,333 202

Note:

(I)  Based on the information obtained from the National Enterprise Credit Information Publicity System.
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Year ended 31 December 2019

Approximate
length of
relationship
with our
Group as of
Type of the Latest
Five largest products Location of Background of customers and Credit Practicable
customers Sales amount purchased Customer type customers their scale of operation term Date (year)
RMB’000 %
Customer A 18,596 4.2 Pearlescent Trading PRC A company engaging in the 90 days 5
pigment company wholesale and retail of various
products and goods including pearlescent
synthetic mica powder, nail products, and
powder printing aids. The registered
capital of this customer is
RMB10 million."")
Customer E 16,593 3.8 Pearlescent Trading PRC A company specialising in the 90 days 5
pigment company distribution of chemical raw
products and materials and products, plastic
synthetic mica raw materials and products, and
powder hardware and building materials.
The registered capital of this
customer is RMBS million. "
Customer D 14,588 3.3 Pearlescent Trading PRC A company engaging in the 90 days 5
pigment company wholesale and retail of pigment
products products and special chemical
products. The registered capital
of this customer is RMBS5
million."
Customer F 14,483 3.3 Pearlescent Trading PRC A company engaging in the 90 days 5
pigment company research and development and
products and online sales of mica powder and
synthetic mica pearlescent pigment products,
powder and import and export of goods.
The registered capital of this
customer is RMB3 million. "
Customer C 14,206 3.2 Pearlescent Trading PRC A company specialising in the 90 days 5
pigment company wholesale of dangerous
products and chemical products, chemical
synthetic mica products, and industrial
powder equipment. The registered
capital of this customer is
RMBO0.5 million."
Total 78,466 17.8
Note:

(1)  Based on the information obtained from the National Enterprise Credit Information Publicity System.
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Year ended 31 December 2020

Approximate
length of
relationship
with our
Group as of
Type of the Latest
Five largest products Location of Background of customers and Credit Practicable
customers Sales amount purchased Customer type customers their scale of operation term Date (year)
RMB’000 %
Customer D 20,321 3.6 Pearlescent Trading PRC A company engaging in the 90-120 5
pigment company wholesale and retail of pigment  days
products products and special chemical
products. The registered capital
of this customer is RMBS5
million.V
Customer B 19,819 3.5  Pearlescent Trading PRC A company engaging in the 90-120 5
pigment company import and export of goods days
products including chemical products and
environmental protection
equipment. The registered
capital of this customer is
RMBS million, ¥
Customer E 19,242 3.4 Pearlescent Trading PRC A company specialising in the 90-120 5
pigment company distribution of chemical raw days
products and materials and products, plastic
synthetic mica raw materials and products, and
powder hardware and building materials.
The registered capital of this
customer is RMBS million.V
Customer A 18,473 3.2 Pearlescent Trading PRC A company engaging in the 90-120 5
pigment company wholesale and retail of various  days
products and goods including pearlescent
synthetic mica powder, nail products, and
powder printing aids. The registered
capital of this customer is
RMB10 million."")
Customer H 17,778 3.1  Pearlescent Trading PRC A company engaging in import  90-120 7
pigment company and export of goods, wholesale  days
products and retail of chemical products.
The registered capital of this
customer is RMB5 million.!"
Total 95,633 16.8
Note:

(I)  Based on the information obtained from the National Enterprise Credit Information Publicity System.
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Credit period and payments

The credit period we provided to our customers is subject to a number of factors, including their
scale of operations, length of business relationship with us and their historical payment records. We
generally allow a credit period from 90 to 180 days for our customers. Each customer has a maximum
credit limit. For new customers, payment in advance is normally required. Our customers in the PRC
are required to settle the payments with us in Renminbi and our international customers mainly settle
our payments in US dollars. The table below sets forth an analysis of our sales by different currencies

during the Track Record Period:

Year ended 31 December

2018 2019 2020
RMB’000 % RMB’000 % RMB’000 %
RMB............. 296,284 93.1 414,590 94.1 545,363 95.8
us$ ... 21,960 6.9 25,993 5.9 23,750 4.2
Total 318,244 100.0 440,583 100.0 569,113 100.0

We have limited exposure to foreign currency risk as most of our business transactions, assets
and liabilities are principally denominated in RMB, while payment for the purchase of certain
imported raw materials are required to be settled in US$. We have not maintained any long-term
hedging arrangement for this limited exposure as we monitor the exchange rates between RMB and

US$ from time to time and maintain sufficient amount of US$ for settlement purpose.

During the Track Record Period, we did not experience any major default in payments by our
customers which could have a material adverse impact on our business and financial condition and
operating results. Our Directors confirm that none of our customers have settled their payments to us

through third parties.

Product pricing

We takes into account a number of factors when determining the unit selling prices of our
pearlescent pigment products and synthetic mica powder. Such factors include (a) cost of raw
materials, (b) size of purchase orders, (c) technical production requirements and (d) market prices. In
determining the price for some of our high-end and market-leading products, such as pearlescent
pigment products for use in automotive and high-end cosmetics, we generally have greater flexibility
to charge a higher price within the acceptable price range of our customers, which often becomes the
market indicative price. We would not compete with our competitors in terms of pricing because our
products are generally acceepted by our customers and we have a strong market position in the
pearlescent pigment market in the PRC and international markets. If there is any material increase in
the cost of our raw materials, we would increase our unit selling prices as the pricing information is
generally transparent amongst the customers and suppliers. Fluctuations in the foreign exchange rates
between RMB and US$ will also affect the unit selling prices of our products.
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Delivery and warehousing

Delivery of our products to our customers in the PRC is primarily made by trucks, whereas
delivery to our international customers is on Free On Board (FOB) or Cost, Insurance and Freight
(CIF) basis. We generally engage third party transportation/logistics service providers for the
transportation of our products from our production facilities or warehouses to the ports or locations
designated by our customers. We select shipment/logistics service providers based on their reputation,

scale of operation, track record and cost estimates.

We have two warehouses in the PRC, which are located in our headquarters in Guangxi Province
and Shanghai, respectively. Our warehouse in Guangxi Province is mainly used for the storage of raw
materials and finished products. Our warehouse in Shanghai is solely for the storage of finished

products.

We are responsible for the transportation cost pursuant to the terms and conditions of the sales
contracts we entered with our customers. We usually enter into agreements with our
transportation/logistics service providers on an annual basis under the standardised terms and
conditions of our transportation/logistics service providers. Upon departing from our warehouse, our
transportation/logistics service providers will be liable for any delay of delivery and loss in transit
until the products are received by our customers. During the Track Record Period, the transportation
and packaging cost incurred by us amounted to RMB7.1 million, RMB9.1 million and RMBI10.1

million, respectively, representing 53.4%, 39.1% and 41.1% of our selling expenses, respectively.

Our Directors confirm that we have not experienced any material disruption or damage to our
products in the delivery of our products to our customers during the Track Record Period and up to
the Latest Practicable Date.

Product return and consumer feedbacks

We have established policies for (a) handling customers’ complaints and feedbacks and (b)
product return and quality assurance. See the paragraphs under “Quality control” below for further
information. During the Track Record Period and up to the Latest Practicable Date, we have not
received any material complaints from our customers on product quality or any request for product
return due to product defects. During the Track Record Period and up to the Latest Practicable Date,
we have not had any incident of product recall.

Seasonality

Taking into consideration the diverse locations of our customers and the wide range of
applications and end products that our products could be used for production and processing, our
Directors confirm that sales of our products are generally not subject to seasonal fluctuations from an

overall perspective.
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OUR MARKETING

Our products are marketed and sold under our brand of “Chesir Pearl” ’CHESR . To promote
brand recognition, we are engaged in different marketing and promotional activities, including trade
shows, exhibitions, industry forums, and product launch. Our customers and perspective customers
may be invited to join these events, which are good opportunities for us to collect market feedbacks
and information on consumer preferences. We believe such marketing and promotional events are
effective to promote our brand and increase product awareness among our target customers. Going
forward, we plan to increase the use of internet and online media for the promotion of our brand. We
will focus our marketing and promotional efforts on our target customers, including raw material

suppliers, trading companies and manufacturers of different industrial and consumer products.

During the Track Record Period, our marketing and promotion expenses amounted to RMB1.2
million, RMB6.7 million and RMB4.6 million, respectively, equivalent to 0.4%, 1.5% and 0.8% of our

total revenue.

As of 31 December 2020, our sales and marketing department is led by Mr. JIN, one of our
executive Directors, and consisted of 48 sales personnel with designated groups responsible for the
sales to the PRC and international markets. For the sales in the PRC, we have different teams
responsible for three specified geographical regions in which our customers are located. We have
established sales offices in Chengdu in Sichuan Province, Hangzhou in Zhejiang Province, Zhengzhou
in Henan Province, Wuhan in Hubei Province, Guangzhou and Dongguan in Guangdong Province and
Shanghai.

A majority of our sales personnel have over five years of experience in the sales of pearlescent
pigment products. They are primarily responsible for approaching the potential customers, liaising
with our existing customers, promoting our products, assisting with the provision of after-sales
services and providing trainings on product technical specifications and downstream applications to
our customers, implementing our marketing strategies, marketing and promotional activities and
providing customers’ feedback, market trend and industry update to our production team and research

and development team.
PRODUCTION PROCESS

Our production process is designed with considerations for environmental protection and safety
production. See the paragraphs under “Environmental protection” and “Occupational safety” below

for further information.

We have separate production facilities for the production of pearlescent pigment products and
synthetic mica powder. Our production facilities for pearlescent pigment products can be used
interchangeably for the production of natural mica-based pearlescent pigment products, synthetic
mica-based pearlescent pigment products, glass flake-based pearlescent pigment products and silicon
oxide-based pearlescent pigment product.
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We have processing facilities for the processing of natural mica flakes to provide natural mica
powder as raw material for the production of natural mica-based pearlescent pigment products. We
also have processing facilities for the processing of glass flakes to provide processed glass flakes as

raw material for the production of glass flake-based pearlescent pigment products.

We use natural mica powder, synthetic mica powder (in wet state), processed glass flakes and
silica as raw materials for the production of pearlescent pigment products with different substrates.

— Natural mica flakes are used as a raw material for the production of natural mica-based
pearlescent pigment products. We source natural mica flakes from India directly or through
trading companies in the PRC, which will undergo further processing in our production plants
to form natural mica powder for the production of natural mica-based pearlescent pigment

products.

— We produce synthetic mica powder ourselves for use as raw material in our production of
synthetic mica-based pearlescent pigment products. We also produce and sell synthetic mica
powder to our customers for their downstream applications. Synthetic mica flakes will undergo
processing procedures of calcination, grinding, milling and dehydration to form synthetic mica
powder, which is a semi-finished product. Synthetic mica powder (in wet state) is used in our
own production of synthetic mica-based pearlescent pigment products. Synthetic mica powder
(in wet state) will undergo further processing procedures of grinding, milling and dehydration
in our production plants to form the finished product of synthetic mica powder (in dry state) for
sales to our customers. During the Track Record Period, we only sold a small portion of synthetic

mica powder to our customers.

— Glass flakes are used as raw material in our production of glass flake-based pearlescent pigment
products. We source glass flakes from the suppliers in the PRC and overseas. Certain high-end

glass flakes are sourced from overseas suppliers.

—  During the Track Record Period, we produced a small amount of pearlescent pigment products

using silicon oxide as the substrate.

Our production facilities in our Phase 1 Production Plant are designed in a way as to allow
concurrent running of our production facilities and processing facilities. Hence, the bottleneck of the
entire production process lies in the processing and production of work-in-progress products of
natural mica powder, synthetic mica powder and processed glass flakes.

- 178 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION
HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

The diagrams below illustrate the key stages of the production process of our pearlescent

pigment products.

Core production process of pearlescent pigment products

The entire production process will take 10 days to complete.

. e 569
'v f— - ——
1R — |tfh|

I . .
—

Inspecting, prescribing and weighing of  Boiling with reactants in Filtration and Drying

raw materials which may include controlled temperature and dehydration (One to two days)
natural mica powder (for the production  pH value for hydrolysis (One to two days)

of natural mica-based pearlescent (Two to three days)

pigment product), or synthetic mica

powder (for the production of synthetic

mica-based pearlescent pigment

product), or glass flakes (for the

production of glass flake-based
pearlescent pigment product) or silica
(for the production of silicon
oxide-based pearlescent pigment
product)
(Two hours)

Warehousing of finished
pearlescent pigment products u

and delivery to our customers

Packing, sealing and coding Calcination
(One day) (One to two days)

The core production process of pearlescent pigment products involves the following:

Inspecting, prescribing and weighting of raw materials

Prescription, weighting and mixing of raw materials, which may include natural mica powder,
synthetic mica powder, glass flakes or silica pursuant to different formulations for production of
pearlescent pigment products of different colours, glossiness, texture and specifications. Natural mica
powder, synthetic mica powder and glass flake fine particles are processed products from our
preceding processing steps. Raw materials for silica are already fine particles when we procure from

our suppliers and no processing is required.

Boiling with reactants in controlled temperature and pH value for hydrolysis

The prescribed natural mica powder, synthetic mica powder, glass flakes or silica are put into
a reactor and mixed with deionised water to form a suspension, which are then added with reactants,
where temperature and pH value are precisely monitored. Depositing agent and neutraliser are added

until complete hydrolysis.
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Filtration and dehydration

Subsequent to the hydrolysis process, the acidic compounds are washed and neutralised with

deionized water, which will then undergo vacuum filtration and dehydration.

Drying

The semi-finished pearlescent pigment products are then dried in the oven for conversion from

wet powder to dry powder.

Calcination

The dried compounds undergo calcination in calcination furnace for removal of water on the

surface and completing the crystallisation process stabilising the physical and chemical properties.

Packing, sealing and coding

The finished pearlescent pigment products are sent for packaging, which will be weighed and
packed pursuant to the product specifications, sealing and coding. The product packaging contains
information including the product name, net weight, batch number of production and production date.
Our system keeps track of the finished products in storage or in transit until they are sold to our
customers. We conduct sampling tests on every batch of the finished products to ensure they meet the

quality requirements and specifications.

Warehousing

The finished products are moved to our warehouse for storage.
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Delivery

We conduct final random inspection on our finished products. Upon completing the batch

inspection, the finished products are delivered to our customers.

Processing of natural mica flakes

The entire process will take 10 days to complete.

) . L]
Inspecting natural mica flakes Calcination Grinding and milling Separation
(Two hours) (Two to three days) (Two to three days) (Two to three days)
° ==

—
[ e |
Natural mica powder « %

Filtration and
dehydration

(One day)

The processing of natural mica flakes into natural mica powder involves the following steps:

Inspecting natural mica flakes

On-site inspections are carried out on the incoming raw material of natural mica flakes, and only
natural mica flakes that can meet our quality requirements will be delivered to the warehouse and

dispatched for further processing.

Calcination

Natural mica flakes are calcined in a high-temperature rotary kiln for removal of crystal water
on the surface, which expands and softens the natural mica flakes and remove the sand particles and
oxidized impurities. The calcined natural mica flakes are then soaked in water for removal of surface

impurities.
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Grinding and milling

Soaked natural mica flakes are put to dewatering screen for water separation, which are then
moved to the mill for stripping, grinding, and milling until the natural mica flakes become fine
particles pursuant to different technical specifications.

Separation

Grinded natural mica particles are sorted by sedimentation according to particle sizes into
different types of natural mica powder, which are then added with additives for surface activation

treatment.

Filtration and dehydration

Grinded and treated natural mica powder undergoes dehydration by way of vacuum filtration to

form natural mica powder.

Production process of synthetic mica powder

The entire process will take 20 days to complete.

||
v el
0 # | # — # Synthetic mica #
Q
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. .
—
Inspecting, prescribing and Mixing, boiling Crushing Pulping
weighing of raw materials including and melting (One to two days) (One to two days)
silica, fused magnesia, (Ten days)
alumina and other chemicals l
(One day)
Synthetic mica powder
(in wet state)
To be used as raw material
for our own production of synthetic
mica-based pearlescent
pigment products
\
o = ’
N
- =
Synthetic mica powder| ey
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For sale to customers ‘
Dehydration Separation Grinding and milling
(One day) (Two to three days) (Two to three days)
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The production process of synthetic mica powder involves the following steps:

Inspecting, prescribing and weighing of raw materials

Raw materials for the production of synthetic mica powder, which include silica, fused
magnesia, potassium fluorosilicate, alumina and potassium carbonate, are weighted and poured into

a mixer.

Mixing, boiling and melting

The mixture of raw materials are put into a furnace built by refractory bricks and are heated to
the temperature of 1,500°C for complete melting. The heated compounds are then cooled to form

crystals.

Crushing

The cooled extracts in blocks are crushed to fragments to form synthetic mica flakes.

Pulping

The synthetic mica flakes are crushed to smaller particles under high-pressure water flow. After

screening and filtering, semi-finished synthetic mica powder (in wet state) are formed.

Grinding and milling

The semi-finished synthetic mica powder is sent to the mill for rolling and stripping to form fine

particles that meet different technical specifications.

Separation

The grinded particles are sorted by sedimentation according to particle sizes into different types

of synthetic mica powder, and added with additives for surface activation treatment.

Dehydration

The synthetic mica powder undergoes further dehydration to form synthetic mica powder (in dry

state).
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Processing of glass flakes

The entire process will take seven days to complete.

Inspecting glass flakes Grinding and milling Separation Filtration and dehydration
(Two hours) (Two to three days) (Two to three days) (One day)

Processed glass flakes

The following sets forth the principal steps of processing of glass flakes:

Inspecting the glass flakes

On-site inspections are carried out on the incoming raw material of glass flakes. We ensure only
glass flakes that can meet our quality requirements will be delivered to our warehouse and dispatched
for further processing.

Grinding and milling

The glass flakes are sent directly to the mill for rolling and stripping until the glass flakes
become fine particles that meet different technical specifications.

Separation

The grinded glass flakes are sorted by sedimentation according to different particle sizes
pursuant to different product specifications.

Filtration and dehydration

The grinded and processed glass flakes undergo further filtration and dehydration to form

processed glass flakes.
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OUR PRODUCTION FACILITIES

Our Phase 1 Production Plant is situated at No. 380, Feilu Road (Pearlescent Industrial Park),
Luzhai Town, Luzhai County, Liuzhou City, Guangxi Zhuang Autonomous Region, the PRC, and is
strategically located adjacent to the highways network which provides convenient access for the
delivery of raw materials and finished products. As of the Latest Practicable Date, our Phase 1
Production Plant occupied a total site area of 99,688.2 sq.m. with an aggregate gross floor area of
56,445.6 sq.m., including eight factory buildings, an office building, staff quarter and certain
ancillary facilities. Our Phase 1 Production Plant has commenced production of pearlescent pigment
products since 2014. The designed annual production capacity of pearlescent pigment products
increased from 10,464 tonnes for the year ended 31 December 2018 to 12,978 tonnes for the year
ended 31 December 2019 and the designed annual production capacity of synthetic mica powder
remained stable at 4,752 tonnes during the two years ended 31 December 2019. The designed
production capacity of pearlescent pigment products and synthetic mica powder recorded 13,740

tonnes and 9,504 tonnes, respectively, for the year ended 31 December 2020.

We are planning to construct our Phase 2 Production Plant and our Luzhai Synthetic Mica Plant
and will use a significant portion of the [REDACTED] for the purpose. See the sections headed
“Future Plans and [REDACTED] — Construction of our Phase 2 Production Plant” and “—

Construction of our Luzhai Synthetic Mica Plant” in this document for further information.

Major plant and machinery

We have made significant investments in our plant and machinery. We own all plant and
machinery used in our production and processing. Some of our plant and machinery are specifically
built for our production and processing requirements, whether for specific functions, or to achieve
better product quality and cost efficiency. We also endeavour to keep abreast of the technological
development and upgrade our plant and machinery. We do not have any plan, other than those set forth
in the section headed “Future Plans and [REDACTED]” in this document, for material replacement

of our major plant and processing machinery.

Our major plant and machinery generally have useful lives of around 20 years and such useful
lives may be extended with appropriate repairs and maintenance. Such useful lives are expected to be
longer than the useful lives for our depreciation purpose according to the accounting policy. We
believe that our plant and machinery are maintained in good operating condition. We have
implemented procedures and guidelines for the operation, management and maintenance of our plant
and machinery. We carry out regular inspections on our plant and machinery for regular repairs and
maintenance. During the Track Record Period, the average scheduled downtime for maintenance and
repairs of each of our production facilities was 30 days. Manufacturers of our plant and machinery
also provide on-site maintenance services as required during the warranty period. We estimate that the
average remaining useful lives of our major plant and machinery are in the range between 14 years
and 16 years. During the Track Record Period, we did not experience any unexpected disruption to

our production as a result of technical failure or shut-down of our plant and machinery.
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Our Phase 1 Production Plant operates on 24 hours every day supported by three working shifts

of labour. The following sets forth the information on our major plant and machinery and their

respective usage:

Designed
annual
production Date of Weighted
capacity completion of average
Plant and Production (tonnes per installation in remaining
machinery process involved Major function Usage Quantity annum) different stage useful life
Reactor (JZMfE%) . . Production of Hydrolysis Used for the production 39 17,025 2014-2020 15 years
Calciner ({f52). . pearlescent pigment Calcination of natural mica-based 9 16,698 2014-2020 14 years
products pearlescent pigment
product, synthetic
mica-based pearlescent
pigment product, glass
flake-based pearlescent
pigment product and
silicon oxide-based
pearlescent pigment
product
Calcination rotary Processing of natural Calcination Used for the processing 2 15,180 2014-2017 15 years
kiln mica flakes or glass of natural mica flakes
(R BERI2E) . flakes and glass flakes
Wheel mill Grinding and 9 17,424 2014-2020 16 years
(i PEHERE) . . . milling
Mica protection kiln Production of synthetic ~Mixing, boiling Used solely for the 9 5,049 2015 14 years
(ZEHAH#Z) . . mica flakes and and melting production of synthetic
powders mica
Grinding mill Grinding 8 9,504 2015-2020 14 years
(B, . . ..
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Production of pearlescent pigment products

The designed annual production capacity for the production of pearlescent pigment products
increased from 10,464 tonnes for the year ended 31 December 2018, to 12,978 tonnes for the year
ended 31 December 2019, and such increase was primarily due to (a) the installation and
commencement of operation of one calcination furnace and (b) the upgrade of one calcination furnace.
The designed annual production capacity further increased to 13,740 tonnes for the year ended 31
December 2020, and such increase was primarily due to the installation and commencement of

operation of one calcination furnace.

The actual production volume of pearlescent pigment products increased from 8,809 tonnes for
the year ended 31 December 2018 to 11,348 tonnes for the year ended 31 December 2019. The
increases in the actual production volume were due to the increase in demand for pearlescent pigment
products, expanded product offerings and increase in the number of our customers. We recorded an
actual production volume of 13,503 tonnes of pearlescent pigment products for the year ended 31
December 2020 primarily due to significant increase in demand for synthetic mica-based pearlescent
products and glass-flake based pearlescent pigment products.

The utilisation rate of our production facilities for the production of our pearlescent pigment
products improved from 84.2% for the year ended 31 December 2018 to 98.3% for the year ended 31
December 2020. Such improvement was generally consistent with the increase in our actual

production volume of pearlescent pigment products during the corresponding years.

Production of synthetic mica powder

Our designed annual production capacity of synthetic mica powder had remained stable during
the two years ended 31 December 2019. The designed production capacity increased from 4,752
tonnes for the year ended 31 December 2019 to 9,504 tonnes for the year ended 31 December 2020.
Such increase was due to the reallocation of four grinding machines from the processing of natural
mica flakes to the processing of synthetic mica flakes in response to the increase in demand for

synthetic mica-based pearlescent pigment products.

The actual production volume of synthetic mica powder increased from 1,564 tonnes for the year
ended 31 December 2018 to 3,653 tonnes for the year ended 31 December 2019 and further increased
to 4,227 tonnes for the year ended 31 December 2020. The increase was primarily due to the increased
demand for our synthetic mica-based pearlescent pigment products. The actual production volume of
synthetic mica powder is subject to the actual production volume of synthetic mica flakes and our
inventory level of synthetic mica flakes. The actual production volume of synthetic mica powder for
the year ended 31 December 2019 was higher than the actual production volume of synthetic mica
flakes for the same year, primarily due to the inventory of synthetic mica flakes brought forward from
2018, which was used for the processing of synthetic mica flakes to produce synthetic mica powder
in 2019.
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The utilisation rate of our facilities for the production of synthetic mica powder improved from
32.9% during the year ended 31 December 2018 to 76.9% for the year ended 31 December 2019. Such
increases in the utilisation rate were generally consistent with the increases in the production volume
of synthetic mica flakes. During the year ended 31 December 2020, the utilisation rate for the
production of synthetic mica powder decreased to 44.5% for the year ended 31 December 2020 as a
result of the increase in our designed annual production capacity which outpaced the increase in the

actual production volume of synthetic mica powder.

Processing of natural mica flakes to form natural mica powder

The designed annual processing capacity of natural mica flakes to form natural mica powder had
remained stable during the two years ended 31 December 2019. In May 2020, we installed a grinding
machine of higher productivity to replace four of the grinding machines, which had increased the

designed annual processing capacity for the year ended 31 December 2020.

The utilisation rate of our facilities for the processing of natural mica flakes into natural mica
powder improved from 55.2% for the year ended 31 December 2018 to 68.7% for the year ended 31
December 2020. Such improvement was generally consistent with the increase in our production of
natural mica-based pearlescent pigment products in response to the increase in demand for natural

mica-based pearlescent product.

Production of synthetic mica flakes

The designed annual production capacity of synthetic mica flakes had remained stable during the
three years ended 31 December 2020.

The actual production volume of synthetic mica flakes increased from 2,097 tonnes for the year
ended 31 December 2018 to 3,519 tonnes for the year ended 31 December 2019 and further increased
to 4,757 tonnes for the year ended 31 December 2020. The increase was primarily due to the increase
in demand for and the expanded product offerings of our synthetic mica based-pearlescent pigment

products.

We had relatively low utilisation rates for the production of synthetic mica flakes during the year
ended 31 December 2018, primarily due to the gradual growth in demand for our synthetic mica-based
pearlescent pigment products. The utilisation rates of our production facilities for the production of
synthetic mica flakes increased to 69.7% during the year ended 31 December 2019 and to 94.2%
during the year ended 31 December 2020 due to our increased production volume of synthetic-mica

based pearlescent pigment products in response to increased demand for the products.
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PROCUREMENT OF RAW MATERIALS AND SUPPLIERS

Raw materials

The principal raw materials used in our production process include natural mica flakes and
titanium tetrachloride. Natural mica flakes are used as raw material for the production of natural
mica-based pearlescent pigment products. Titanium tetrachloride is a major chemical raw material
used for the metal oxide coating in the production of natural mica-based pearlescent pigment
products, synthetic mica-based pearlescent pigment products, glass flake-based pearlescent pigment
products and silicon oxide-based pearlescent pigment products. The table below sets forth an analysis
of our purchase cost of raw materials during the Track Record Period:

Year ended 31 December

2018 2019 2020
RMB’000 % of total RMB’000 % of total RMB’000 % of total
cost of cost of cost of
purchase of purchase of purchase of
raw materials raw materials raw materials
Raw materials
— Natural mica flakes . . 39,050 30.9 40,930 24.6 51,270 24.5
— Other raw materials . . 10,473 8.3 18,747 11.3 25,393 12.1
49,523 39.2 59,677 35.9 76,663 36.6
Chemical raw materials
— Titanium tetrachloride. 51,100 40.4 70,158 42.2 75,467 36.1
— Other chemical raw
materials. . . ... ... 17,196 13.6 25,910 15.6 41,025 19.6
68,296 54.0 96,068 57.8 116,492 55.7
Packaging materials. . . . 6,518 5.2 8,092 4.9 11,196 5.3
Furnace materials and
utensils. . . .. ... .. 2,098 1.7 2,274 1.4 4,974 2.4
Total 126,435 100.0 166,111 100.0 209,325 100.0

The table below sets forth an analysis of the average unit purchase cost (per tonne) of natural
mica flakes and titanium tetrachloride, our principal raw materials, during the Track Record Period:

Year ended 31 December

2018 2019 2020

Quantity of Average unit Quantity of Average unit Quantity of Average unit
purchase purchase cost purchase purchase cost purchase purchase cost

(tonnes) (RMB’000 per (tonnes) (RMB’000 per (tonnes) (RMB’000 per
tonne) tonne) tonne)

Natural mica flakes . . . . 10,086 3.87 9,985 4.10 13,107 3.91
Titanium tetrachloride . . 7,660 6.67 10,025 7.00 12,354 6.11
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Natural mica flakes

Natural mica flakes are used as a raw material for the production of natural mica-based
pearlescent pigment products. We source natural mica flakes from India directly or through trading
companies in the PRC, which will undergo further processing in our production plants to form natural
mica powder for the production of natural mica-based pearlescent pigment products. Our inventory of
natural mica flakes would normally be sufficient for our processing requirement for one month. The
prices of natural mica flakes vary pursuant to the level of scarcity and demand. During the Track
Record Period, the average unit purchase prices of natural mica flakes were in the range between
RMB3.87 and RMB4.10 per tonne.

The table below sets forth an analysis of our purchase cost of natural mica flakes during the
Track Record Period:

Years ended 31 December

2018 2019 2020
RMB’000 % RMB’000 % RMB’000 %
PRC .. ........... 23,145 59.3 14,343 35.0 33,964 66.2
India. . ... ........ 15,905 40.7 26,587 65.0 17,307 33.8
Total 39,050 100.0 40,930 100.0 51,271 100.0

Other raw materials

Other raw materials include silica, fused magnesia, glass flakes and calcium carbonate, which
are used in the production and processing of synthetic mica-based pearlescent pigment products and
other products. Other than natural mica flakes and certain high-end glass flakes, we purchase other
raw materials from suppliers in the PRC. The prices of these raw materials have been relatively stable
during the Track Record Period because of their abundant supply in the PRC. The table below sets

forth an analysis of our purchase cost of other raw materials during the Track Record Period:

Years ended 31 December

2018 2019 2020
RMB’000 % RMB’000 % RMB’000 %
Fused magnesia . . . . .. 5,568 53.2 9,774 52.1 11,239 44.2
Calcium carbonate. . . . . 3,480 33.2 4,943 26.4 5,917 23.3
Glass flakes. . . ... ... 254 2.4 2,003 10.7 5,630 22.2
Silica . . .......... 1,171 11.2 2,027 10.8 2,607 10.3
Total 10,473 100.0 18,747 100.0 25,393 100.0
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Chemical raw materials

Titanium tetrachloride (TiCl,)

Titanium tetrachloride is a major chemical raw material for the production of pearlescent
pigment products. Titanium tetrachloride is used to form the metal oxide coating to the substrates of
pearlescent pigment products. We procure titanium tetrachloride from the suppliers in the PRC. We
do not bulk purchase or maintain significant inventory of titanium tetrachloride as it is an inorganic
chemical compound in liquid form at room temperature. The storage of titanium tetrachloride would
involve safety risk and the risk of deteriorating quality. Our suppliers for titanium tetrachloride are
domestic suppliers which can arrange for delivery to our warehouse from time to time. Titanium
tetrachloride is an inorganic compound produced under chemical reactions, and its price may vary
according to the price of chlorine and high titanium slag, both of which are the raw materials for the
production of titanium tetrachloride. During the Track Record Period, the average unit purchase prices

of titanium tetrachloride were in the range between RMB6.11 and RMB7.00 per tonne.

Other chemical raw materials

Our production process involves the use of different kinds of chemical reactants and additives.
We purchase other chemical raw materials from suppliers in the PRC. The prices of these chemical
raw materials have been relatively stable throughout the Track Record Period owing to abundant
supply with many suppliers in the PRC.

The table below sets forth an analysis of our purchase cost of other chemical raw materials

during the Track Record Period:

Years ended 31 December

2018 2019 2020
RMB’000 % RMB’000 % RMB’000 %
Tin tetrachloride . . . . . . 5,870 34.1 8,490 32.7 15,798 38.4
Ferric chloride . . . . . .. 3,212 18.7 6,529 25.2 6,760 16.5
Potassium fluorosilicate . 3,057 17.8 4,428 17.1 6,094 14.9
Clarification agent. . . . . 2,285 13.3 2,139 8.3 3,967 9.7
Other chemicals‘” . . . . . 598 3.5 1,376 5.3 3,896 9.5
Alumina. . ... ... ... 1,237 7.2 1,044 4.0 1,597 3.9
Sodium hydroxide . . . . . 158 0.9 1,185 4.6 1,786 4.4
Potassium carbonate. . . . 779 4.5 718 2.8 1,127 2.7
Total 17,196 100.0 25,910 100.0 41,025 100.0

Note:

(I)  Other chemicals include tetrasodium pyrophosphate decahydrate, organosilicon, sodium hydroxide, tin tetroxide, borax,

ferric chloride, catalysts and other additives.
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Our Directors confirm that during the Track Record Period and up to the Latest Practicable Date,
we did not experience any material difficulty or significant shortage or delay in the supply and
delivery of natural mica flakes, titanium tetrachloride and other raw and chemical raw materials to us
and do not anticipate that there would be any significant shortage or delay in the near future.

Procurement policy

We procure most of our raw materials in the PRC, except for some natural mica flakes and
certain high-end glass flakes are imported from India and Australia, respectively. Pursuant to our
communication with our suppliers, some of the natural mica flakes procured from our suppliers in the
PRC are imported from overseas countries, including India and Madagascar. We are also exploring
sourcing alternative supply of natural mica flakes form Brazil, Nigeria and Pakistan and high-end
glass flakes from Japan to ensure we have adequate supply of natural mica flakes and high-end glass
flakes in response to potential trade restriction or trade tension with the PRC. We generally request
our suppliers to deliver raw materials samples for testing prior to bulk delivery. We perform random
quality checks upon delivery and will return the entire batch of raw materials if the batch does not
meet our quality standards. Our raw material procurement schedule is largely dependent on our
production schedule. We generally maintain inventory of our raw materials that would be sufficient
for our production/processing requirement for one month.

Our procurement team is responsible for (a) monitoring the market prices of raw materials on
a regular basis; (b) conducting analyses on the likely changes and fluctuations in the market prices
and supply of raw materials; (c) negotiating the purchase prices of raw materials with our suppliers;
and (d) identifying new raw materials suppliers with competitive pricing. During the Track Record
Period, there were no material fluctuations in the market prices of our raw materials and any such
fluctuations have been partially passed on to our customers. If we expect a significant price
fluctuation or a likely shortage in the supply of certain raw materials, our procurement team may
proceed to place advance orders to secure a stable supply of raw materials.

Delivery of raw materials

Raw materials we purchased from our PRC suppliers are delivered to our production plant. Raw
materials purchased from our overseas suppliers are shipped to a designated port in the PRC. The costs

for the delivery of the raw materials from the PRC ports to our production plants are borne by us.

Suppliers of our raw materials

We maintain a list of approved suppliers based on certain assessment criteria, including quality,
price, business history, production capacity and credibility. We will conduct annual review on our
suppliers based on such criteria. We maintain at least three suppliers for each type of our principal
raw materials to reduce our reliance on any single source of supply. We do not have any long-term
purchase commitment with our suppliers. We normally enter into purchase orders with our suppliers,
which will specify the type of raw materials, specifications, quantity, terms of delivery, credit period
and payment methods for each purchase. The terms and conditions on warranties for product quality
and return policy are also stated in the purchase orders.
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Our key suppliers generally grant us a credit period up to 90 days. The purchase price of our raw
materials generally follows market prices. During the Track Record Period, we have not experienced
any major quality issue with our raw materials or shortages of raw materials during the course of our
operations or experience any difficulty in sourcing alternative raw materials suppliers which
materially affected our operations. Our domestic purchases are paid in Renminbi whereas our foreign
purchases are paid in US dollars primarily. Purchases are settled either by bank transfers or

endorsement of our customers’ bank draft to our suppliers.

The table below sets forth information on our purchase of raw materials by countries during the
Track Record Period:

Year ended 31 December

2018 2019 2020
RMB’000 % RMB’000 % RMB’000 %
PRC ... .......... 110,530 87.4 139,524 84.0 191,550 91.5
India............. 15,905 12.6 26,587 16.0 17,307 8.3
Australia . . ... ... .. — — — — 468 0.2
Total 126,435 100.0 166,111 100.0 209,325 100.0

During the Track Record Period, the cost of purchase from our suppliers in the PRC amounted
to RMB110.5 million, RMB139.5 million and RMB191.6 million, respectively, representing 87.4%,
84.0% and 91.5%, respectively, of our total purchase.

During the Track Record Period, the cost of purchase from our suppliers in India amounted to
RMB15.9 million, RMB26.6 million and RMB17.3 million, respectively, representing 12.6%, 16.0%

and 8.3%, respectively, of our total purchase.
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Our five largest suppliers

The tables below set forth certain information with respect to our five largest suppliers during
the Track Record Period:

Year ended 31 December 2018

Five largest
suppliers

Purchase amount

Type of
products
purchased

Location of
suppliers

Background of suppliers
and their scale of
operation

Credit

term

Approximate
length of
relationship
with our
Group as
of the
Latest
Practicable
Date
(year)

Supplier A

Supplier B

Supplier C

Supplier H

Supplier I

Total

Notes:

RMB’000
25,939

23,144

8,132

6,323

5,988

69,526

%
20.5

6.4

5.0

4.7

Titanium
tetrachloride

Natural mica
flakes

Titanium
tetrachloride

Natural mica
flakes

Titanium
tetrachloride

PRC

PRC

PRC

India

PRC

Manufacturer and supplier
of chemical products,
synthetic mica products,
and pearlescent materials
with registered capital of
RMB10 million.”

Supplier of chemical
products and raw
materials; import and
export of goods with
registered capital of
RMBS5 million.”

Manufacturer and supplier
of dangerous chemical
products with registered
capital of RMBI1
million. "

An enterprise founded in
1953 specialising in
processing and exports of
natural mica products
with no published
information on scale of

business operation.®

Manufacturer and supplier
of chemical products with
registered capital of RMB
28.2 million.”

60 days

60 days

60 days

Nil

90 days

(1)  Based on the information obtained from the National Enterprise Credit Information Publicity System.

(2)  Based on the information available in the public domain.
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Year ended 31 December 2019
Approximate
length of
relationship
with our
Group as
of the
Latest
Type of Background of suppliers Practicable
Five largest products Location of and their scale of Credit Date
suppliers Purchase amount purchased suppliers operation term (year)
RMB’000 %
Supplier A 37,345 22.5 Titanium PRC Manufacturer and supplier 60 days 3
tetrachloride of chemical products,
synthetic mica products,
and pearlescent materials
with registered capital of
RMB10 million."
Supplier C 15,728 9.5 Titanium PRC Manufacturer and supplier 60 days 4
tetrachloride of dangerous chemical
products with registered
capital of RMB1
million.‘"
Supplier B 14,344 8.6 Natural mica PRC Supplier of chemical 60 days 4
flakes products and raw
materials; import and
export of goods with
registered capital of
RMBS5 million."
Supplier F 7,880 4.7  Other PRC Supplier of chemical 60 days 6
chemical raw products and raw
materials materials with registered
capital of RMBO.5
million.‘"
Supplier G 7,668 4.6 Natural mica India Manufacturer and supplier Nil 5
flakes of mica products with
issued share capital of
Indian Rupee 900,000
(equivalent to RMB 0.08
million).®
Total 82,965 49.9
Notes:

(1)  Based on the information obtained from the National Enterprise Credit Information Publicity System.

(2) Based on the information available in the public domain.

196 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION
HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS
Year ended 31 December 2020
Approximate
length of
relationship
with our
Group as of
Type of the Latest
products Location of Background of suppliers and Credit Practicable
Five largest suppliers Purchase amount purchased suppliers their scale of operation term Date (year)
RMB’000 %
Supplier B 32,211 15.4  Natural mica PRC Import and export of goods 60 days 4
flakes including chemical products and
raw materials with registered
capital of RMB5 million."
Supplier A 31,938 15.3  Titanium PRC Manufacturer and supplier of 60 days 3
tetrachloride chemical products, synthetic
mica products, and pearlescent
materials with registered capital
of RMB10 million.”
Supplier C 28,288 13.5  Titanium PRC Manufacturer and supplier of 60 days 4
tetrachloride dangerous chemical products
with registered capital of RMB1
million.V
Supplier D 11,102 5.3 Other chemical PRC Supplier of chemical products, 90 days 5
raw materials chemical reagents and
glassware; provision of chemical
equipment installation services
with registered capital of
RMBI5 million."")
Supplier J 8,356 4.0 Packaging PRC Supplier of dangerous chemical 60 days 1
materials products, factory machines and
equipment, and goods with
registered capital of RMB2.1
million.V
Total 111,895 535

Note:

(1)  Based on the information obtained from the National Enterprise Credit Information Publicity System.

During the Track Record Period, the cost of purchase from our five largest suppliers amounted
to RMB69.5 million, RMB83.0 million and RMB111.9 million, respectively, representing 55.0%,
49.9% and 53.5%, respectively, of our total purchase and the cost of purchase from our largest
supplier amounted to RMB25.9 million, RMB37.3 million and RMB32.2 million, respectively,
representing 20.5%, 22.5% and 15.4%, respectively, of our total purchase.

To the best knowledge of our Directors, none of our Directors, their respective close associates
or any Shareholder who owns more than five per cent. of our Shares of issue immediately following
completion of the [REDACTED] has any interest in any of our five largest suppliers during the Track
Record Period.
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QUALITY CONTROL

In order to ensure our product quality meets the market needs and requirements of our customers,
we have established a quality control system in accordance with the requirements of the relevant PRC
laws and regulations, international standards, national standards and industry standards. We ensure
effective quality control through implementation of quality control and management measures in
various aspects including procurement of raw materials, production process, storage of raw materials
and finished products, delivery of goods to our customers, and obtaining feedback from our

customers.

Our quality control department is responsible for overseeing quality control in various aspects
including procurement of raw materials, production processes and finished products and evaluates on
a regular basis the implementation of our quality control system. Our quality control department takes
initiatives to identify any quality issues, provide solutions to address the relevant quality issues, and
monitor and track the implementation of solutions to ensure that quality issues are satisfactorily
resolved. Our quality control department also examines our semi-finished or finished products at
different stages of our production process to ensure our products meet the required quality standards.
In addition, our quality control staff also regularly reports to our management team the quality of our
raw materials and finished products and our production process as well as our compliance with the
relevant national standards on quality control and any recommended improvement procedures. We
also require members of our production team and quality control team to attend trainings from time
to time to acquire relevant and up-to-date knowledge in relation to quality control of the production

process and product assessment.

As of 31 December 2020, our quality control team consisted of 12 members. All members in our
quality control team have more than five years of experience of quality control in the pearlescent
pigment industry. We have been accredited with GB/T19001-2016/ISO 9001:2015 quality
management system since 2014 and completed the certification audit in June 2020. Since 2017, we
have been accredited with IATF16949:2016, the quality management system for the automotive
industry and completed the supervisory audit in December 2019.

As our products are sold to overseas customers, our products are subject to the relevant quality
control laws and regulations of different countries, such as the REACH standards issued by the EU
in order to control and regulate chemicals entering the EU market. For products sold to the EU market,
we would engage independent certification organisations to perform testing of chemical substances,
such as synthetic mica powder, titanium dioxide (%Lt gk), iron trioxide (=% 4k —%%) and tin

dioxide (—%{t#%), in our products in order to comply with the REACH standards.
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Quality control certification

Our quality control management system has been recognised with international quality
management certifications. We received these certifications by way of on-site inspections by the
independent accreditation bodies and are subject to regular reviews. The table below sets forth the

major certifications which Chesir Pearl has received:

Awarding
Nature Certification organisation Validity Objectives
Quality Management GB/T19001- China Quality 24 September 2020 to Demonstrate our ability
System . ........ 2016/ISO9001:2015 Mark Certification 24 March 2023 to consistently provide
Group products and services that
meet customer and
applicable statutory and
regulatory requirements
International Standard for TATF16949:2016 NQA-Global 28 November 2018 to Demonstrate our
Automotive Quality Certification Body 27 November 2021 continual improvement,
Management Systems . emphasis on defect
prevention and the
reduction of variation and
waste in the automotive
industry supply chain and
production
REACH Certification . . . REACH REACH24H Continuously effective Certification on products
compliance Consulting Group  from 10 August 2017 imported to EU
KKDIK Pre-registration =~ KKDIK compliance  REACH24H 16 November 2020 to Certification on products
Certificate . . . . . ... Consulting Group 31 December 2023 imported to Turkey

Quality control on our raw materials

We have adopted and carried out designated procedures in the selection and evaluation of our
suppliers. We select and evaluate our suppliers taking into account their product quality, supply
capacity, business history, production capacity and credibility. We conduct annual review of our

qualified suppliers to ensure stable supply of raw materials.

After the delivery of raw materials to our warehouses/production plant, our quality control
department will perform batch inspections and check against the supplier’s delivery report to ensure
that the raw materials satisfy with our required quality standards and specifications. We only accept
raw materials that meet our quality standards and specifications, we will return the entire batch of raw

materials to our suppliers for any failure to meet our quality standards.

Quality control in the production process

We apply and adhere to the relevant industry standards in our production process, including
GB/T19001-2016/ISO 9001:2015 and IATF16949:2016, to ensure that our products are consistently

produced in compliance with the relevant industry standards.

- 199 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION
HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

Our production department and quality control department work together to formulate the
management procedures for the inspection of production processes and also the inspection standard
for ensuring product quality. Our quality control department is responsible for quality control over the
entire production process and closely monitors each stage of our production. The quality control team
monitor and perform quality inspections of the semi-finished products during each stage of the
production process and only qualified semi-finished products can be passed to the next stage of the

production procedure.

If any unqualified semi-finished products is identified during the production process, our
production team will make relevant corrections. In the event that the batch production is unqualified
for further production processes, the relevant production process will be suspended and the quality
control, technical and production departments will establish an ad hoc group to resolve the problem

for rectification and the rectification notice will also be filed for internal record.

Quality control on finished products

Our quality control department and the research and development department have formulated
the quality inspection standards for our finished products according to the characteristics of

pearlescent products and industry application requirements.

Each batch of our finished products is tested on a sampling basis with respect to various
requirements including colour difference, particle size, brightness and density to ensure that they have

met the relevant quality standards and product specifications.

Quality control in storage of inventory

We have formulated and implemented policies and procedures for inventory management and
warehousing. We regularly monitor our storage of raw materials and finished products in terms of
storage condition, storage location, packaging, labelling and inventory ledgers. We also review the
shelf life of our inventory of raw materials and finished products to ensure they would not be obsolete

because of passage of time. We manage our inventory of raw materials on a “first-in first-out” basis.

Response to customers’ complaints and feedbacks

We have established and strictly implement procedures for ensuring customer satisfaction level
and proper handling of customer feedbacks and complaints. It is our policy that all complaints and
feedbacks from our customers are handled promptly upon receipt. We pay regular visits to our
customers to collect feedbacks on our product quality and product applications. Such feedbacks from
our customers will be directed to our production department and quality control department for
prompt handling. We supervise and improve our product quality through customers’ feedbacks to

ensure our products can align with the customer requirements and market needs.
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Product return or refund policy

Our product return or refund policy is as follow:

—  For all customers, defective products will only be accepted for return if the defects are caused
during the production process or that the products are damaged in transit. Customers may request
for refund or return of the same type of products if the products are defective.

—  For selected trading company customers which are the Authorised Resellers, we normally do not
accept return of non-defective products unless the Authorised Resellers are in extreme financial
difficulties, e.g. payment defaults or business dissolution, in which we have to take all the
necessary steps to protect our interest in the relevant products. The Authorised Resellers will
also be required to bear the transportation cost and 2.0% of the amount of return as our handling
fee. During the Track Record Period, we had not received such request from our customers.

During the Track Record Period, sales returns amounted to RMBO0.2 million, RMBO0.1 million
and RMB&3,000, respectively, were requested by our customers, and were deducted from our revenue.
All of these returns were due to damaged products during transit.

INVENTORY MANAGEMENT

Our inventory consists of raw materials, work-in-progress and finished products. An analysis of
the levels of our inventory as of 31 December 2018, 2019 and 2020 is set forth in the section headed
“Financial Information — Components of our current assets and current liabilities — Inventories” in
this document. We closely monitor our inventory level as maintaining an excessive level of inventory
would tie up our working capital although most of our inventories have no expiry dates for usage.

For the inventory of our raw materials, we place purchase orders with our suppliers based on the
expected level of production activities taking into consideration the sales orders on hand and the
historical trends of sales as well as the number of new customers and the products that they would
purchase from us within the next two to three months. If there is an expected shortage of a particular
type of raw materials or if the market prices of the raw materials are on an increasing trend, we would
increase our inventory level of raw materials.

The level of inventory of our finished products is dependent on our production volume as well
as the sales orders on hand and the time for delivery of the finished products to our customers. Our
pearlescent pigment products are produced based on the specifications of the sales orders placed by
our customers, and we would produce in advance some pearlescent pigment products based on our
estimation on industry demand for the purpose of responding quickly to the needs of our customers.
The level of inventory of our finished products has increased during the Track Record Period
primarily due to the continuous increases in our business scale.

The level of inventory of our work-in-progress is also dependent on the production process. The
level of inventory of our work-in-progress is subject to the production volume which in turn is
determined by our sales orders on hand and our expectation of the achievable sales amount.
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As part of our quality control for inventory storage, we have also implemented operation
procedures for our warehouse, which include record keeping in a timely manner, proper and clear

labelling and periodic stocktaking.
RESEARCH AND DEVELOPMENT

Our research and development efforts focus on two major areas, namely (a) research and
development of new products and new applications and (b) improvement in the production machinery
and the related production and processing technology. We are committed to develop new products,
new applications and improve our production and processing technology to align with the industry
trend and the requirements of our customers in various downstream applications, such as automotive
coatings, cosmetics, industrial coatings, plastics, printing, textile and leather and ceramics. We have
registered 12 patents in the PRC and had also submitted 26 patent applications in the PRC as of the
Latest Practicable Date. For example, we have obtained patents in the PRC in connection with the
development and improvement in the production and processing technology of pearlescent pigment
products and synthetic mica powder. See the paragraphs under “B. Further information about the
business of our Group — 2. Intellectual property” in Appendix V to this document for additional

information on our patents.

We place strong emphasis on research and development which is important to maintain our
market position in pearlescent pigment and synthetic mica industries. For this purpose, we have
established a research and development centre, namely Liuzhou City Pearlescent Effect Material
Engineering Technology Research Centre (Ml 7 BG4 BL AL 17 0F 5% H1 L), since December 2014
for the purpose of researching on the production technology in the production of pearlescent pigment
products. We also have our technical engineering team overseeing the entire production process. We
have obtained the accreditation of National Intellectual Property Advantage Enterprise ([% % %5k =
TEME S A>2E) in 2017 and Innovative Technology Exemplary Enterprise (37l £l # 7~ 0 4> %) granted

113

by Guangxi Zhuang Autonomous Region in 2018. See the paragraphs under “— Awards and
recognitions” below for further information on the awards and recognitions received by us during the

Track Record Period.

Our research and development process generally commences with the preparation of a brief
feasibility analysis reports on the new products, new applications or new production technology,
which forms part of our annual research and development plan. These reports are based on the
feedbacks from the sales and marketing department and the suggestions of our chief engineer. Upon
being approved by the board of directors of Chesir Pearl, a project team will be formed and a project
management schedule and plan for the development of new products or new applications will also be
prepared. The project team will also carry out the assigned research and development tasks following
a pre-determined timetable. If the test results are satisfactory, pilot production will commence and
samples will be provided to our customers for application testing. We will proceed with mass and

full-scale production if the new products meet the quality requirements.
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Research and development of new products and new applications of our products

Our research and development efforts focus on the use of substrates in the production of
pearlescent pigment products. We have improved and refined our production and processing
technology in the production of synthetic mica-based pearlescent pigment products and natural
mica-based pearlescent pigment products. During the Track Record Period, we introduced synthetic
mica-based pearlescent pigment products which is non-toxic and free of heavy metal contents for use
in high-end cosmetics and natural mica-based pearlescent pigment products with improved dispersion
and colour fastness for use in automotive coatings and industrial coatings. We have also carried out
research and development on the use of alternative substrates of glass flakes and silica to develop a
more diversified portfolio of pearlescent pigment products. We introduced glass flake-based
pearlescent pigment products with higher level of glossiness and colour saturation for use in plastics,
industrial coatings and textiles and leathers and silicon oxide-based pearlescent pigment products
with mattifying property and improved skin adhesion for use in high-end cosmetics during the Track
Record Period.

We have diversified the applications of our products and have developed and introduced
pearlescent pigment products for use in automotive and high-end cosmetics. Our automotive-grade
pearlescent pigment products have passed the IATF 16949:2016 certification, the general standard of
the international automotive industry, since 2017. Our automotive-grade pearlescent pigment products
can withstand harsh environmental conditions and UV exposure and have the characteristics of
weather resistance, light stability, chemical inertness, thermal stability, with high colour fidelity,
colour durability, colour constancy and lasting brilliance. Our synthetic mica powder product is
certified as having free fluorine level of less than 10ppm pursuant to the Japanese Standard of
Quasi-drug Ingredients Standards and is safe for use in cosmetics applications. Our cosmetic-grade
pearlescent pigment products can be used in high-end cosmetics because they are either free of or
contain low content of heavy metals, and also with the remarkable properties of high colour
saturation, colour richness and comfortable to be used on the skin with UV protection due to their fine
particles. Our cosmetic-grade pearlescent pigment products comprise primarily synthetic mica-based
pearlescent pigment product, which are free of heavy metal contents, and also silicon-oxide based
pearlescent pigment products and natural mica-based pearlescent pigment products, which contain
low heavy metal contents.

Improvement in our production and processing technologies

The following sets forth our research and development efforts to improve the production process
of synthetic mica powder and the key technologies in relation to the production of natural mica-based
pearlescent pigment products and synthetic mica-based pearlescent pigment products:

Production process of synthetic mica powder

Optimising the synthetic mica production We have undertaken rigorous technical
formula and production processes improvement and performance testings for
optimisation of the production formula and

production processes of synthetic mica.
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Intelligent automation control system for the
melting and crystallisation processes in the
production of synthetic mica ({3 i 2= 44 il
B A SRR R AR

Fully-sealed negative pressure melting in the
production of synthetic mica (& M EL 2%

b BRI il 491

Advanced technology of synthetic mica
production equipment (& i 2= B} 5% B 1Y
SEAHEFAN)

Our self-developed intelligent automation
control system for the production of synthetic
mica allows us to have precise control of the
crystallisation process ensuring complete
crystallisation with thorough removal of

impurities.

Our fully sealed and insulated negative pressure
melting in the production of synthetic mica
ensures energy saving and prevents exhaust gas
volatilised by the crystals from emitting and
being treated internally for environmental
protection.

We use internal thermal resistance method
(NEAFEFEE) in the production of synthetic
mica, pursuant to which the furnace for the
melting process is built with special insulation
materials with intelligent automation control,
which has improved the output level, minimised
impurities created, enhanced energy saving and
reduced pollution made to the environment.

Production and processing technology for synthetic mica powder and natural mica powder

Synthetic mica high-pressure pulping, mica
powder grinding and classification
technology (& Bk = BRI HE ~ 2281 4 A S5
I3 SR )

Patents for two mica classification
technologies, namely “A method for wet
classification of flake powder materials”{—
R RSIR B B4 B L 7 8177 %) and <A
method for preparing KMg4(A1Si;0,,)F,
crystal powder synthesised by wet method”
(—FEEIE A KMg,(A1Si;0,)F, i #8 F 1
I8

Through our research and development effort,
we have refined the technology of high-pressure
hydraulic pulping and centrifugal classification
technology in the production of synthetic mica,
which has significantly improved the whiteness
and diameter-to-thickness ratio of synthetic
mica and has also enhanced our output level and
production efficiency.

Through the wuse of our patented wet
classification and wet synthesis technology and
our automatically controlled centrifugal
classification method, we have optimised our
production process and reduced the time
required for the classification and sedimentation
processes in the production and processing of
mica and the mica powder generated has
uniform particle size and low coarse particles,
which has greatly enhanced our productivity and

utilisation rate and reduced the production cost.
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Mica grinding technology (% H}# JiE £ fi7)

With the development of a new milling
equipment and advancement of the mica
grinding technology, we can have accurate and
precise control of the particle size and diameter
of mica powder and reduce the coarse particles,
ensuring a smooth surface and good
diameter-to-thickness ratio of mica powder. The
improved mica grinding technology and
equipment has greatly improved our production

efficiency.

Production technology for pearlescent pigment products

Intelligent automation of wet chemical
hydrolysis coating process (¥&fb 4k K i
R A BT

Multilayer coating technology of pearlescent

pigment (BROGEUEHK 2 g €08 £ i)

Surface treatment technology (3 [fi J& 3 % fi7)
for pearlescent pigment

We have implemented intelligent automation in
the wet chemical hydrolysis coating process,
from the feeding of mica slurry to the control of
various parameter conditions during the entire
hydrolysis coating process, which stabilises the
product quality and minimises any colour
difference.

Through the use of wet chemical hydrolysis
coating, we can have multi-layered coating of
metal oxides and non-metal oxides on the
surface of mica substrate and accurately control
the thickness of each oxide coating layer. The
use of different types of metal oxides during the
coating process gives the pearlescent pigment
products the characteristics of high brilliance,
colour richness and intensity and metallic lustre
look.

Our self-developed pearlescent pigment surface

treatment technology has enhanced the

performance of coating application of
pearlescent pigment, including improving its
weather resistance, brightness level, dispersion

and ease of application.
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Chesir Pearl also cooperate, with the universities and institutions in the PRC on research
projects. For example, we cooperated with (a) Guangxi Academy of Sciences (J&VFGFIEEEE) to
establish the National Enterprise Research and Development Technology Center ([ % 1> 2 fF #5 £ 1l
W) to carry out the research on the industrial applications of pearlescent pigment products and
synthetic mica and (b) Hubei University of Technology (13t LZ KE) to establish the Chesir
Pearlescent New Material Research and Development Center (L a¥kIEH M RUFEEH 1) on new
product development, production technologies and production process.

The table below sets forth a list of our collaborations with universities and institutions in the

PRC during the Track Record Period and a brief description of such collaborations:

Intellectual
property right
arisen out of the

Research Economic research and
Research Collaborating topics/ benefits development
Year institutions universities  objectives sharing projects Investment amount Status
May 2017 - Hubei University Hubei Innovation of Nil Intellectual Chesir Pearl to Active
May 2022 of Technology University of new property solely provide not less than
Chesir Pearlescent Technology technology, belongs to Chesir RMB100,000 per
New Material product, Pearl and rights annual research and
Research and production from both parties development
Development process and to designate the expenditures;
Centre (4L T3 equipment inventor; if Chesir Hubei University of
KL A TR Pearl transfers the Technology to provide
B L intellectual solutions to
property rights to technology
a third party, advancement and
Chesir Pearl priority intake of staff

enjoys 60% of of Chesir Pearl to
transfer benefits, advance study
and Hubei programs including
University of master’s degree in
Technology enjoys public administration
40% of transfer (MPA) and master’s
benefits degree in business
administration (MBA)
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Year

Research
institutions

Collaborating
universities

Research Economic

topics/ benefits

objectives sharing

Intellectual
property right
arisen out of the
research and
development
projects

Investment amount Status

From September
2013 until
further
agreement to
terminate

From September
2012 until
further
agreement to

terminate

August 2014 -
August 2019

Guangxi
University Base
for Research
Collaboration (J#
Pk 5 R 1 1
H i)

Guangxi
University of
Science and
Technology Base
for Research
Collaboration (/#
PR K E2 7 2R T
£ fE S )

Guangxi Academy
of Sciences Joint
laboratories (J# P4
FHE e T & 2T B
%)

Guangxi
University

Guangxi
University of
Science and
Technology

Guangxi
Academy of
Sciences

(R PR )

Research and Equal share of

development economic
on pearlescent benefits
material

product and
manufacturing

process

Research and Equal share of
development  economic
on pearlescent benefits
material

product and

production

process

Share of

economic

Research and
development
on pearlescent benefits based
material on ratio on
product and research and
process development
equipment for expenditures
manufacturing

analysis and

testing,

post-doctoral

research work

substation

- 212 -

Equal share of
intellectual
property rights;
Chesir Pearl enjoy
exclusive rights of
use

Equal share of
intellectual
property rights;
Chesir Pearl enjoy
exclusive rights of
use

Case-by-case per
negotiation on
each research

outcome

Chesir Pearl to Active
provide technical
support and facilities
to research and
development activities
and internship
opportunities;
Guangxi University to
provide business
management
consultation and
analysis, trainings and
priority intake of staff
of Chesir Pearl into
advance study
programs including
executive master’s
degree in business
administration
(EMBA), master’s
degree in business
administration (MBA)
and executive
development programs
(EDP)

Chesir Pearl to Active
provide RMB60,000
annual research and
development
expenditures;

Guangxi University of
Science and
Technology to meet
the development
needs of Chesir Pearl
and provide solutions
to technology
advancement and
supervision of
production process

Chesir Pearl to Expired
provide research and
development

facilities;

Guangxi Academy of

Sciences to provide

technical advice and

personnel trainings
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Staffing

As of 31 December 2020, we had 40 research and development team members in our research
and development centre and 28 technicians overseeing production activities at our production plant.
Among our 40 research and development team members, more than 20 of them are holders of
bachelor’s degrees or above, including five master’s degree holders, four doctor’s degree holders and
three professors. Our research and development efforts are currently led by Professor FU
(fH 4 %82), our chief engineer and a pioneer in pearlescent pigment industry in the PRC, Mr. LIN
Zhengjiao (FRIEZZSEZE), our research and development director and Mr. FENG Zhonggqi
(L SE2E), our deputy chief engineer, all have extensive experience in the pearlescent pigment and
synthetic mica industries. We have entered into confidential agreements and non-competition
agreements with members of our research and development team, which require them to comply with

the confidentiality and non-compete obligations.

We emphasise the creation and cultivation of a favourable working environment and encourage
innovation. Our research and development personnel regularly (a) communicate with our sales and
marketing department to understand the market trends, (b) collect customer feedbacks in order that
we can design and develop products pursuant to the needs of our customers, (c) participate in
exhibitions in Europe and Asia for exchange of industry information and business intelligence and (d)
collect latest industry data and technological updates in the PRC and international markets, to ensure

that our research and development direction align could with the market trend and development.

On 9 October 2016, we established our “Chesir Pearl School of Business (- 2k P £ %)
within our industry park and was the first pearlescent pigment products manufacturer to establish a
business school in the PRC. The business school follows our motto of “seeking truth, innovation,
leadership (GKJ& ~ 817 - 465%)”, with the educational philosophy of “training of talents with practical
experience for enterprises (%R EE M AA)”. The business school focuses on talent
development and provision of staff training. We hope that through creating a model for research and
development and talent training, we can develop a sustainable human resources for us and promote
the overall development of the pearlescent pigment industry in the PRC.

Our research and development expenditures mainly include the cost of raw materials, staff costs
and utilities. During the Track Record Period, our research and development expenditures amounted
to RMB10.7 million, RMB23.2 million and RMB29.3 million, respectively. These amounts were also
charged to our consolidated statements of profit or loss as part of our administrative and other
expenses. Our research and development expenditures accounted for 3.4%, 5.3% and 5.1% of our total
revenue for the Track Record Period, respectively. We currently expect that around five per cent. of

our revenue in each year will be used for product research and development activities for that year.
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LICENCES AND PERMITS

We have established business presence in the PRC. In the PRC, our PRC Legal Advisers confirm
that each member of our Group has obtained the requisite governmental licences, permits, and
certification which are necessary for our business operations. Our PRC Legal Advisers further confirm
that we are in full compliance with the terms and conditions of our licences, permits, and certification
in all material respects and we did not experience any difficulty in applying for or renewing any of

our licences, permits, and certification necessary for our business operations in the PRC.

The table below sets forth the governmental licences, permits, and certification which are

material to our business:

Members of our Group Certificate/licence Issuing authority Date of issue Expiry date
Chesir Pearl Pollution Discharge Liuzhou City Ecology and 11 March 2020 30 March 2025
Registration for Fixed Environment Bureau

Pollution Sources

Chesir Pearl Safety Production Liuzhou City Emergency 15 October 2020  October 2023
Standardisation Management Bureau
Certificate

INTELLECTUAL PROPERTY

We rely on intellectual property laws in the PRC to protect our intellectual property rights. We
also rely on a combination of confidentiality procedures and contractual provisions to protect our
intellectual property rights. We have entered into confidential agreements and non-competition
agreements with selected senior members of our research and development team, which require them

to comply with the confidentiality and non-compete obligations.

On 13 September 2005, Mr. YANG Lunquan, our deputy general engineer, obtained the patent
of “Preparation method of electrically conductive sericite in powder (3 %453 22 &1 19 4 J774)”. On
16 July 2007, Ms. TAN Guangqgiong, the spouse of Mr. YANG Lunquan, obtained the patent of “A
method for film shaped powder material dispersion (— ik 8 M RHY LD TTIE)”. As
confirmed by Mr. YANG Lunquan and Ms. TAN Guangqiong, they had entered into respective patent
licence agreements with an Independent Third Party on 1 April 2010, pursuant to which Mr. YANG
Lunquan and Ms. TAN Guangqiong agreed to grant an exclusive right to use the above two patented
technologies to the Independent Third Party during the period from 1 April 2010 to 1 April 2015. Mr.
YANG Lunquan worked as an employee with the Independent Third Party during the period from
March 2009 to April 2013. Mr. YANG Lungquan subsequently joined Chesir Pearl in July 2013. Mr.
YANG Lunquan and Ms. TAN Guangqiong transferred the above two patents to Chesir Pearl on 29
August 2013.
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Despite that Chesir Pearl has become the registered owner of the above two patented
technologies since 29 August 2013, Chesir Pearl had not used the two patented technologies until after
1 April 2015. After the expiration of the exclusive rights granted to the Independent Third Party,
Chesir Pearl commenced commercial production of synthetic mica-based pearlescent pigment product
and synthetic mica with the use of our own patented technologies. For the applications of our patented
technologies in the production and processing of synthetic mica powder, see the paragraphs under

“Research and development — Improvement in our production and processing technologies” above.

As of the Latest Practicable Date, we had (a) 12 patents in PRC; (b) 13 trademarks in the PRC;
(c) one domain name in the PRC; (d) four software copyrights in the PRC; (e) one trademark in Hong
Kong; and (f) 26 patent applications for registration in the PRC under review. See the paragraphs
under “B. Further information about the business of our Group — 2. Intellectual property” in

Appendix V to this document for further information.

Among our 11 registered patents, one patent was awarded with gold award and three patents were

awarded with silver award from Guangxi Invention Creation Exhibition and Trade Fair Project (%
FEWIAE BRI 5 §IHF).

Despite our efforts to protect our proprietary rights, unauthorised parties may attempt to copy
or otherwise obtain and use our intellectual property rights. It is difficult to monitor unauthorised use
of technology and know-how. In addition, our competitors may independently develop technology
and/or know-how similar to ours. Our precautions may not prevent misappropriation or infringement
of our intellectual property. During the Track Record Period and up to the Latest Practicable Date, to
the best of our knowledge, we had not been subject to any material intellectual property infringement

claims which could have a material adverse effect on our business or operations.
INFORMATION TECHNOLOGY

Our enterprise resources planning (ERP) system and our information technology management
policy regulate our operations, inventory control, procurement, production and sales management.
Our sales and production status are reflected in ERP system on a real time basis, and different
departments of our Group are connected through the ERP system to ensure the completeness and
integrity of our business information. Timely access to inventory and sales data allows our
management to monitor our sales performance and make appropriate adjustments in response to the
market conditions. It also facilitates our procurement, marketing strategies and decision making

process.
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AWARDS AND RECOGNITIONS

The table below sets forth the major awards and recognitions received by us during the Track

Record Period:

Year of receipt

Awards/recognitions

Issuing entities

December 2020

September 2020

September 2019

September 2019

November 2018

September 2018

National Workers” Home (2[5 45 85 i
TZXK)

High and New Technology Enterprise
(R AT A 3E)

Top 100 Guangxi Private Enterprise
in the Manufacturing Industry of year
2019 (20194F J& 7Y [ 4 36 3 3¢
100%2)

Certificate of Most Promising
Enterprise in China (2019J% 7 iz HL. 7%
TR A 2E)

Innovative Technology Exemplary
Enterprise in Guangxi Zhuang
Autonomous Region (& Ptk H A 7
BRI 75 6 4 5

Certificate of Most Promising
Enterprise in China (2018 VG iz 2L 7%
NREARZE)
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The All-China Federation of Trade
Unions (734 [E 48 T 6)

Department of Science and
Technology of Guangxi Zhuang
Autonomous Region

(PO % B 36 R BE), Department
of Finance of Guangxi Zhuang
Autonomous Region
(VGR35 BURE),

Guangxi Office of the State
Administration of Taxation
(FEVE I ZBLH ) and Guangxi Local
Taxation Bureau (J& 7§ #h 77 Bi %5 =)

Guangxi Zhuang Autonomous Region
Federation of Industry and Commerce

(PGSR B 36 [ P S0 S 6

Guangxi Zhuang Autonomous Region
Federation of Industry and Commerce

(B PG i B 36 8 P 6 5 &)

Commission for Industry and
Information Technology of Guangxi
Zhuang Autonomous Region (J& P§it:
%A T ¥EA{E B 1LEE) and
Department of Finance of Guangxi
Zhuang Autonomous Region (/& Piit:
1% A 1 i B BUEE)

Guangxi Zhuang Autonomous Region
Federation of Industry and Commerce

GRS RGN E S FEn )
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Year of receipt

Awards/recognitions

Issuing entities

November 2018

December 2017

December 2017

September 2017

February 2017

April 2017

The 8th Guangxi Innovation Creation
Exhibition and Trade Fair
Participating Project Silver Award (%
N Jig 8 74 5 B R 2 R R BE AL 5 g 2
JR SRR A (27H))

1.  Blue-green series pigment with
pearlescent Effect and
preparation method (% #% & 51 Bk
DRI BB B A T 1)

2. Pearlescent pigment with high
heat resistance and its
preparation method(— 7 i = {fi

BOLBUR S H AT i%)

National Intellectual Property
Superior Enterprises (8 % ik 25 HE &
A 2E)

Guangxi Gazelle Company in
Guangxi Zhuang Autonomous Region
for the year 2017

(E VUL B A 9201 74F FE 1B 21> 25)

Guangxi Zhuang Autonomous Region
(Honour Contract and Commercial
Integrity) Publicised Enterprise of the
year 2016 (20164F B J& P4k B A 1%
“SEEREE N ARMAR

The 6th Guangxi Innovation Creation
Exhibition and Trade Fair
Participating Project Silver Award (%
7 e JBE 7 B W R 2 R R BE A 5 i 2
JEH 2R 4%) - Magnetic Pearlescent
Pigment with 3D effect and its
preparation method (—ff H A 3D&R
14 Tl R BROL BEUORE B L 0735

Key laboratory of Pearlescent
Pigment Products in Liuzhou
Province (M1 T Bk A4 k) 2 2 B B
%)

- 217 -

The commission of Guangxi
Innovation Creation Exhibition and
Trade Fair (/& /4 %5 0 815 ol R 8 B 22
nEHRERE)

National Intellectual Property
Administration (18 15k 7 #E =)

Department of Science and
Technology of Guangxi Zhuang
Autonomous Region (J& P4tk B A &
B 91 )

Administration for Industry and
Commerce of Guangxi Zhuang
Autonomous Region (J& P4tk B IA &
TATBUE B R)

The commission of Guangxi
Innovation Creation Exhibition and
Trade Fair (/& 79 % W A3 550 e B AC
OB ERE)

Liuzhou Provincial Department of
Science and Technology

(B T A B2 A0 =)
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EMPLOYEES

As of 31 December 2020, we employed a total of 462 employees in the PRC. The table below
sets forth the number of our employees by functions as of 31 December 2020:

Number of
employees as of

Business functions 31 December 2020
Administration and management . . . ... ... ... 7
Human resources and office administration . ... ....... ... ... ....... 45
Production. . . ... .. . 295
Sales and marketing . ... ... ... .. 48
Research and development. . ... ... .. . . . . 40
Accounting and finance. . ... ... ... ... 15
Quality management . . .. ... ...ttt 12

Total 462

We recruit our employees based on our business needs. We recruit our employees through the

recruitment centre, online recruitment platform and job fairs.

We provide our employees with competitive remuneration packages which include wages and
salaries, year-end bonuses and different kinds of fringe benefits. Our human resources department will
review remuneration packages of our employees from time to time. During the Track Record Period,
we incurred total employee benefit expense of RMB41.0 million, RMB48.9 million and RMB50.6

million, respectively.

We place great importance on staff training. We provide regular trainings to our employees on
updated technical know-how and sales techniques, knowledge on relevant product quality and
production safety. We also arrange for our research and development staff to participate in

conferences and trainings on the latest technology development and trends.

We have maintained amicable working relationship with our employees and offer equal
opportunities to our employees regardless their gender, age, race, religion or any other social or
personal characteristics. During the Track Record Period and up to the Latest Practicable Date, we did
not experience any material difficulty in the recruitment and retention of workers and staff and there
was no material dispute between our employees and us that could have a material and adverse impact

our business and financial condition.
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PRC

Social insurance contribution

As required under the applicable PRC laws and regulations, we are required to participate in the
social welfare schemes which provide pension insurance, medical insurance, work injury insurance,

maternity insurance and unemployment insurance for our employees.

Housing provident fund

We are also required under the applicable PRC laws and regulations to provide our employees

in the PRC with the social welfare schemes covering housing provident funds and housing benefits.

As advised by our PRC Legal Advisers, according to the confirmations received from the
relevant authorities and to the best of their knowledge, we have been in compliance in all material
respects with applicable employment laws during the Track Record Period, save for matters as

disclosed in the paragraphs under “Non-compliance matters” below.

OCCUPATIONAL SAFETY

In the PRC, we are subject to the PRC laws and regulations on labour, safety and work-related
incidents. We have put in place safety guidelines and operating manuals on the safety measures for
our production process. We also provide our employees with trainings on work safety to ensure their
awareness of safety procedures and policies, which include guidelines for safety management, proper
operation and usage of equipment and machinery, emergency situations handling, and accident
reporting rules. We have implemented various work safety policies and procedures to ensure that our
operations are in compliance with the applicable laws and regulations. The equipment and machinery
of our production facilities are also subject to periodical maintenance and our employees are required
to receive trainings to enhance their awareness of workplace safety. During the Track Record Period,

we did not encounter any material safety incidents.

Our safety and environmental protection department is responsible for the production safety
management and implementation of safety policies and procedures in our production facilities. During
the Track Record Period, we conducted our operations in accordance with the standards represented
by our GB/T 45001-2020/ ISO 45001:2018 certification, which we obtained from China Quality Mark
Certification Group. Our current certification is valid from 24 September 2020 through 24 March
2023.

As confirmed by our PRC Legal Advisers, during the Track Record Period and up to the Latest
Practicable Date, we complied with the PRC workplace safety regulatory requirements in all material
aspects. Our Directors confirm that during the Track Record Period and up to the Latest Practicable
Date, we did not encounter any incidents or complaints that would adversely affect our business and

financial condition and operating results in any material aspect.
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PROPERTIES

Pursuant to Chapter 5 of the Listing Rules and section 6(2) of the Companies Ordinance
(Exemption of Companies and Prospectuses from Compliance with Provisions) Notice, save and
except the disclosure set forth in Appendix III to this document is exempted from compliance with the
requirements of section 342(1)(b) of the Companies Ordinance (Miscellaneous Provisions) in relation
to paragraph 34(2) of the Third Schedule to the Companies Ordinance (Miscellaneous Provisions)

which requires a valuation report with respect to all our Group’s interests in land or buildings.

Pursuant to Rule 5.01B(2) of the Listing Rules, our Directors confirm that:

— we do not have any property interest that forms part of property activities as of 31 December
2020; and

— save and except for the disclosure set forth in Appendix III to this document, no single property
interest that forms part of non-property activities has a carrying amount of 15% or more of our
total assets as of 31 December 2020.

Owned properties

We own and occupy certain land parcels and buildings in the PRC for our business operations.
These owned properties are used for non-property activities as defined under Rule 5.01(2) of the
Listing Rules. As of the Latest Practicable Date, we owned eight land parcels with a total site area
of 290,869.1 sq.m. and 10 buildings with a total gross floor area of 56,445.6 sq.m. These properties
are primarily used as our production facilities, warehouses, staff quarters, and offices to support our

business operations.

The table below sets forth information on our legally owned properties as of the Latest

Practicable Date:

Total site Total gross Approved land Particulars of
No. Location Properties area floor area usage Term occupancy
1. Pearlescent The property 99,688.2 56,445.6 Industrial use The land use The land is
Industrial Park, comprises sq.m. sq.m. rights of the currently used
No. 380, Feilu  two parcels property have as our Phase 1
Road, Luzhai of land with been granted for Production
Town, Luzhai 10 buildings a term of 50 Plant.
County, Liuzhou and various years and will
City, Guangxi structures expire on 20
Zhuang erected December 2061.
Autonomous thereon.
Region, the
PRC
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Total site Total gross Approved land Particulars of
No. Location Properties area floor area usage Term occupancy
2. Five parcels of Not 148,713.7 Expected to  Industrial use The land use The land is
land situated at applicable sq.m. be 145,180.3 rights of one proposed to be
the sq.m. parcel of land used for the
northwestern will expire on construction of
side of Xinliu 31 August 2069, our Phase 2
Avenue (Duling and the other Production
Road Section), will expire on Plant.
Luzhai County, 30 August 2070.
Liuzhou City,
Guangxi Zhuang
Autonomous
Region, the
PRC
3. A parcel of land Not 42,467.2 Not Industrial use The land use The land is
situated at the applicable sq.m. applicable rights will planned to be
southeastern expire on 26 used for the
side of National April 2070. construction of
Highway G322 our Luzhai
and the Synthetic Mica
southwestern Plant.
side of
Mountain
Guniang,
Luzhai County,
Liuzhou City,
Guangxi Zhuang
Autonomous
Region, the
PRC

As advised by our PRC Legal Advisers, we have obtained the land use right certificates and
building ownership certificates and permits for, and legally own, our owned land parcels and
properties in the PRC.

Properties under construction

As of the Latest Practicable Date, as part of the expansion plan of our Phase 1 Production Plant,
four industrial buildings were under construction on the land parcel in Pearlescent Industrial Park.
These buildings would have a total planned gross floor area of 11,126.6 sq.m. and are expected to
complete in December 2021. The total construction cost would be RMB48.0 million, of which we have
settled RMB38.7 million as of 30 April 2021. In addition, we have incurred RMB333.9 million in
relation to the purchase of plant and machinery. We have financed the construction cost and purchase
cost of plant and machinery though our internal financial resources and debt financing. The remaining
balance of the construction cost will be paid out of our internal resources.

In relation to our Phase 2 Production Plant, we have obtained the required approval for the
construction of production facilities on five parcels of land situated on the northwestern side of Xinliu
Avenue, Luzhai County, Liuzhou City, Guangxi, PRC.

Our PRC Legal Advisers confirm that we have obtained the relevant construction approvals and

permits for commencement of the construction of the above buildings and facilities. See the property
valuation report set forth in Appendix III to this document for further information.
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In relation to our Luzhai Synthetic Mica Plant, we are not required to obtain relevant
construction approvals and permits at this preliminary stage. Our Directors confirm that relevant
construction approvals and permits will be obtained before commencing the construction works. Our
PRC Legal Advisers have advised that there are no legal impediments to our obtaining the relevant
construction approvals and permits for commencement of the construction works of Luzhai Synthetic
Mica Plant.

Leased properties

As of the Latest Practicable Date, we leased one property in France and seven properties in the
PRC for use as our offices and production facilities. The table below sets forth further information
of our leased properties from Independent Third Parties:

Total gross

Location Lessee Lessor floor area Usage Lease term

France

209, rue Jean Bart, Agora Chesir Independent 20.0 sq.m. Offices 1 September
1, Hall B, 31670 France Third Party 2016 to 30
Labege, Toulouse . . .. .. August 2025

PRC

Room 2303, Unit 1, Chesir Pearl Independent 96.8 sq.m. Offices and 1 March
Building 3, Herong Third Party staff quarters 2021 to 1
International, Jiaolong March 2022

Port, Shuangliu County,
Shuangliu District,
Chengdu City, Sichuan

Province. . .. ... ......

Room 601, Block 6, Chesir Pearl Independent 50.5 sq.m. Offices and 5 March
Linping Heyuting, Third Party staff quarters 2021 to 4
Yuhang District, March 2022
Hangzhou City, Zhejiang
Province. .. ..........

East Unit, Third Floor, Chesir Pearl Independent 87.2 sq.m. Offices and 15
North Unit 4, Building Third Party staff quarters September
3, No. 16 Biyun Road, 2020 to 14
Erqi District, Zhengzhou September
City, Henan Province . . . 2021

Room 1002, Unit 2, Chesir Pearl Independent 83.0 sq.m. Offices and 12 May 2020
Building 6, Fengshang Third Parties staff quarters to 13 May
Yulong Bay, Sandian, 2021

Dongxihu District,
Wuhan City, Hubei
Province. ... .........
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Total gross
Location Lessee Lessor floor area Usage Lease term

Venue No. 2-208, Dashihe Chesir Pearl Independent 300.0 sq.m. Offices and Note
Village Industrial Park, Third Party product
No. 17, Hecun Industrial showroom
2nd Road, Panyu
District, Guangzhou
City, Guangdong
Province ............

Venue No. 1-109, Dashihe Chesir Pearl Independent 55.0 sq.m. Staff quarter 27 July 2020
Village Industrial Park, Third Party to 26 July
No. 17, Hecun Industrial 2021
2nd Road, Panyu
District, Guangzhou
City, Guangdong

Province ............

Room 2002, Haitang Chesir Pearl Independent 86.0 sq.m. Offices and 29 March
Court, Hongyuan Third Party staff quarters 2020 to 28
Garden, Nancheng March 2021

District, Dongguan City,
Guangdong Province . . .

Factory Building 7, Shanghai Independent 1,530.6 Offices and 15 January
No0.259 Shihui Road, Multicolour  Third Party  sq.m. warehouse 2019 to 14
Zhongshan Street, January 2025
Songjiang District,

Shanghai ............

Note: The original lease was expired on 24 March 2021. As of the Latest Practicable Date, the renewed lease was under

preparation by the landlord.

As advised by our PRC Legal Advisers and our legal advisers as to the French law, save as
disclosed in the paragraphs under “Non-compliance matters” below, the lease agreements that we
entered into for the relevant leased properties are in compliance with the applicable PRC and French

laws and regulations.

INSURANCE

We maintain insurance covering our buildings, assets and actual damages arising from our
production activities. As confirmed by our PRC Legal Advisers, we are not required under the PRC
laws to maintain any product liability insurance and as such, we have not maintained product liability
insurance. Our employee-related insurance consists of employee pension insurance, medical
insurance, work injury insurance, maternity insurance, unemployment insurance and housing funds as
required by the PRC laws and regulations.
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During the Track Record Period, the insurance premium paid by us amounted to RMBS5.2
million, RMB6.3 million and RMB2.2 million, respectively. The decrease in the insurance premium
paid by us during the year ended 31 December 2020 was mainly due to the deceased amount of the
payment of the social insurance contribution in the PRC following the government policy in light of
the COVID-19 pandemic.

We believe that our insurance coverage is adequate taking into consideration the nature of our
business and the industry practice in the PRC. During the Track Record Period and up to the Latest

Practicable Date, we have not made any material insurance claims.
ENVIRONMENTAL AND SOCIAL GOVERNANCE
Governance regarding environmental, social and climate-related risks

Compared with other organic and metallic pigments products, pearlescent pigments products are
generally eco-friendly, clean and free of heavy metals. Our Directors consider that promoting the use
of pearlescent pigment products will help global energy saving, environmental protection and
reduction in emission. Since our commencement of commercial production in June 2014, we have
adhered to the concept of green development and ecological civilisation and strived to build a green
production environment.

We are committed to environmental protection and have been accredited with the
GB/T24001-2016/ISO 14001:2015 (environmental management system) certification issued by China
Quality Mark Certification Group. Our current certification is valid until 22 September 2021. We
implement our internal environmental protection policy that targets to monitor the environmental
impact of our business operations, demonstrate our commitment to operate our business with no
significant and adverse impact on the environment and ensure that our operations are in compliance
with the relevant environmental requirements pursuant to the laws of the PRC. We treat ourselves as
a green pearlescent pigment product and synthetic mica powder manufacturer and take environmental

protection seriously as we endeavour to produce environmental-friendly products.

Our Director recognise environmental protection as an important social responsibility of our
Group and consider building a “green factory” as our long-term sustainable development goal. In the
course of our business development, we have continued to improve our environmental protection
system. On 25 June 2019, we have been accredited with “Green Factory (#k & T.J)” by Department

of Industry and Information Technology of Guangxi Zhuang Autonomous Region.
Roles and extent of involvement of our Directors and senior management of our Group

Our Directors consider that establishing and implementing sound environmental, social and
governance (“ESG”) principles and practices will help increase the investment value of our Company
and provide long-term returns to our stakeholders. We are committed to comply with the Stock
Exchange’s reporting requirements on ESG following the [REDACTED]. We will establish an ESG
policy (the “ESG Policy”) following the [REDACTED] which outlined, among others, (a) the
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appropriate risk governance on ESG matters; (b) ESG strategy formation procedures; (c) ESG risk
management and monitoring; and (d) the identification of key performance indicators (“KPIs”) and
the relevant measurements. The ESG Policy will be established in accordance with the standards of
Appendix 27 to the Listing Rules.

Our Board has the overall responsibility for evaluating and determining our ESG-related risks
and establishing, adopting and reviewing the ESG vision, policy and target of our Group. We will
establish the Safety Production Management Committee (%2 /EE 25 H &), which will be led by Mr.
SU, to support our Board in formulating and implementing the ESG Policy and collecting ESG data
for the purpose of preparing for the ESG report following the [REDACTED]. The Safety Production
Management Committee will oversee and monitor the implementation of the ESG Policy and measures
agreed by our Board and will report to the Board regularly.

Actual and potential impact of environmental and climate-related risks on our businesses,
strategies and financial performance

We may be exposed to possible financial loss and non-financial detriments arising from
environmental and climate-related risks. These risks include the following:

(a) transition risks, being the risks arising from the compliance with the applicable environmental
laws and regulations and the stringent environmental protection standards; and

(b) physical damages, being the damages arising from the acute weather-related events and
longer-term chronic shifts in climate patterns.

Our production process involves the discharge of waste water and solid waste and the use of
different kinds of chemical materials. Our production activities in the PRC are subject to the national
environmental laws and regulations in the PRC as well as the environmental regulations and standards
promulgated by the relevant local government authorities. See the section headed “Applicable Laws
and Regulations — Other laws — Environmental protection” in this document for further information.
If we fail to comply with any of the applicable environmental protection laws and regulations and
standards we may be subject to fine or penalty. The laws and regulations on environmental protection
may change from time to time and any change may increase our cost of compliance and place burden
on our operations. See the section headed “Risk Factors — Risks relating to our business — Our
production and operation are subject to extensive environmental protection laws and regulations, and
compliance with these laws and regulations may be costly” in this document for further information.
Such regulatory developments, together with existing laws, regulations and expectations, may have
significant impacts on production activities of our Group and thus present “transition” risks to us and
may affect the production of our products. Furthermore, if our Group is in breach of any
environmental law and regulations, or faces any accusation of negligence in environmental protection,
it will adversely affect our reputation and our creditability. It may also affect our business
performances and reduce the competitiveness of our Group to new investors. Our business
opportunities may also be negatively impacted as our Group may be disadvantaged by the reputational
damage and loss of creditability, as our customers may be less willing to source from an unsustainable
supplier.
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On the other hand, if the governments fail to enact policies to mitigate the impact that may be
arisen from climate change, such as global warming, high sea level and chaotic weather pattern, our
business operations could be susceptible to the “physical damages” as a result of droughts, floods, hot
weather and El Nino phenomenon. For instance, the global warming and the extreme weather
conditions could affect the efficiency of different stages in the value chain of pearlescent pigment
industry, from the exploitation of natural mica to the production, delivery and storage of the end
products to the customers. These physical damages could affect our business, financial conditions,
results of operation and prospects.

Our expenses incurred for environmental protection during the Track Record Period was
RMB2.4 million, RMB4.2 million and RMB4.1 million, respectively. The increase in the
environmental protection expenses during the year ended 31 December 2019 was mainly due to the
depreciation charged on our environmental-related improvements of RMB1.2 million.

As advised by our PRC Legal Advisers, we have not been subject to any punishment as a result
of any breach of the applicable environmental laws and regulations in the PRC and we have been in
compliance with applicable environmental laws and regulations in all material respects during the
Track Record Period and up to the Latest Practicable Date. Save for the foregoing and up to the Latest
Practicable Date, our Directors were not aware of any actual environmental and climate-related risks
or damages that could negatively impact our businesses, strategies and financial performance.

Global environmental opportunities

Protecting the environment is now a priority for consumers, companies and governments. Their
converging interests, driven by increased global awareness of climate change, technological advances
and health concerns, are underpinning a global drive to develop pearlescent pigment and synthetic
mica industry which are eco-friendly and clean. Besides, the international trade restrictions and safety
standards of organic pigments and metallic pigments have been tightened. Further natural mica
reserves deplete with continual exploitation. Our Directors believe that with a gradual replacement of
natural mica by synthetic mica, there is an increasing demand for synthetic pearlescent pigment
products, and as a result, an increasing demand for synthetic mica powder.

The development of pearlescent pigment and synthetic mica industry is also benefiting from
governments’ policy changes. In the global market, according to The Revisions of Code of Federal
Regulations (21CFR73.350) issued by the United States (Food and Drug Administration) in April
2019, the use of pearlescent pigment products prepared from titanium oxides and micas in beverages
such as sweet wines with maximum proportion of weight being 0.1% is allowed. In Canada,
Regulations Amending the Food and Drugs Act (SOR/2018-248) issued by Health Canada in
November 2018, has permitted the use of mica coated with titanium dioxide and/or iron oxide as
colouring agents in drugs in solid or liquid dosage forms for oral administration and/or external use
within prescribed limit. These favourable policies have further broadened the application of
pearlescent pigment products, which served as support for the development of pearlescent pigment
and synthetic mica industry. In the PRC market, according to the Catalogue for Guiding Industrial
Restructuring (Version 2019) (€& ZE 45 T B 555 H $£ (20194 4)) ) issued by NDRC in November
2019, the manufacturing of pearlescent pigment products belongs to the nationally encouraged
high-tech industry and enjoy policy support.
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Therefore, our Directors expects that the global response to environmental and climate-related
risks in relation to the use of organic pigments and metallic pigments will have a positive and
long-term impact on our Group. With this favourable development opportunity, we intend to expand
our production capacity for pearlescent pigment and synthetic mica powder. See the paragraphs under
“Our strategies - Expand our production capacity for the production of pearlescent pigment products”

in this section for further information of our expansion plan.
Our efforts to ensure that no child labour is used by our suppliers in India

We source natural mica flakes from India directly or through trading companies in the PRC. Our
Directors notice that the natural mica mining industry in India has been associated with negative
issues such as the use of child labour. We require our suppliers in India to confirm to us that they are
in full compliance with the national/local labour laws and regulations and provide us with the required
supporting documentation. Nevertheless, we cannot assure you that the source of our natural mica

would not be associated with negative publicity on the use of child labor in India.
Environmental, social and climate-related risks identification, assessment and management

Our Group will conduct enterprise risk assessment at least once a year on current and potential
risks faced by us in our business, including, but not limited to the risks related to ESG. In order to
manage the environmental-related risks and social sustainability risks, our Board will establish the
ESG Policy following the [REDACTED] and adopt the measures which are specified in our ESG
Policy to tackle the risks identified during the enterprise risk assessment and minimise any potential

risks inherent in our business operations.

Our Board has the overall responsibility for evaluating and determining our Group’s ESG-related
risks, and establishing, adopting and reviewing the ESG vision, policy and target of our Group. Our
Safety Production Management Committee (% 4:E & Z B &) and Safety and Environment Protection
Department will monitor the implementation of the ESG policy and ESG-related aspects of our
production activities. We will also engage independent third party(ies) to evaluate the risks and
review our Group’s existing strategy, target and internal controls, and necessary improvement will be

implemented to mitigate the risks.
Environmental protection and monitoring

Following the [REDACTED], our Board will set targets for each material KPI at the beginning
of each financial year in accordance with the disclosure requirement of Appendix 27 to the Listing
Rules and other relevant rules and regulations. The relevant ESG targets on material KPIs will be
reviewed on an annual basis to ensure that they remain relevant and appropriate to the needs of our
operations. Our Directors consider that the major environmental risks of our operations include (i) air

pollutant and waste gas, (ii) wastewater, (iii) noise and (iv) general industrial solid waste. To mitigate
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the major environmental risks of our operations and to ensure that our production processes are in full
compliance with the applicable PRC environmental protection laws and regulations, we have

implemented the following environmental protection measures:

Air pollutant and waste gas

Air pollutants generated during the production process mainly include nitrogen oxides, particles
in exhaust gas generated by calcination and industrial dust. These air pollutants are collected through
and processed with centrifugal dust purifiers and water spray facilities. Besides, waste gas such as
hydrochloric acid mist generated during hydrolysis process are processed with three-stage water spray
absorption tower. We have closely monitor the air quality level to ensure that the air pollutants and
waste gas emission are controlled in accordance with the “Emission Standard of Air Pollutants for
Coal-burning, Oil-burning, Gas-fired Boiler” (GB13271-2014) jointly issued by the General
Administration of Quality Supervision, Inspection and Quarantine of the PRC and the Ministry of
Ecology and Environment of the PRC (the “MEE”).

Wastewater

Water pollutants such as ammonia, phosphorus, particulates, organic particles, acid and alkali
wastewater generated from our production process and domestic wastewater are processed in our
sewage treatment plant before being discharged into Luzhai County Sewage Treatment Plant 2 for
further processing. Our sewage treatment plant has achieved Class II discharge standard in “Integrated
Wastewater Discharge Standard” (GB8978-1996) issued by the MEE. We also regularly inspect and
repairs our pipelines for transportation of our raw materials and wastewater to prevent leakage. We
also closely monitor and control the wastewater discharged from our sewage treatment plant in
accordance with the “Integrated Wastewater Discharge Standard” (GB8978-1996).

Noise

Noise may be generated during the operation of the production equipment such as grinding mill
and water pump. We minimise our noise emission by constructing sound proofing walls to the factory
building, installing damping pad at grinding mills and crushers and installing mufflers at wind
blowers.

General industrial solid waste

Our general industrial solid waste primarily includes slag generated from our dust purifiers and
sewage treatment plant. Slag generated from our dust purifiers is mainly delivered to building material
manufacturers and recycled into clay bricks. Slag generated from our sewage treatment plant and
non-recyclable solid waste are disposed at designated landfills in Luzhai County. We closely monitor
and control the hazardous chemical and heavy metal contents in our general industrial solid waste in
accordance with “Identification standards for hazardous wastes - Identification for extraction
toxicity” (GB5085.3-2007) issued by the MEE.
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In order to monitor and have an effective control over the environmental protection measures
that we have adopted, we have installed pollution control equipments and devices at our production
facilities to control and record the emission level of air pollutants, waste gas and wastewater, in order
to evaluate any deviation from the emission standards under the applicable laws and regulations.
Monitoring of the emission level of air pollutants, waste gas and wastewater on a regular basis allows
us to have prompt investigation and rectification measures taken. Pursuant to the applicable PRC laws
and regulations, the discharge of pollutants must comply with the waste discharge permitted levels
and emission standards promulgated by the relevant government authorities. We have obtained
confirmations from the relevant environmental protection authorities, confirming that the discharge of

key pollutants had remained within the prescribed regulatory limits during the Track Record Period.

Resources consumption

We aim to carry out our production in an environmental-friendly manner. Minimising the
consumption of resources of electricity, natural gas and water in our production process is one of the
key considerations in our operations. We make constant technical improvements to our production
equipment to reduce energy and water consumption. We place great importance to water resource
management and in order to improve water efficiency and reduce operating costs, we have installed
industrial water cooling system to recycle and reuse our industrial water for production after cooling.
We also advocate the concept of green office and encourage our employees to reduce energy
consumption, including the use of energy efficient electrical appliances in the office and
electricity-saving initiatives such as switch off lights in public areas during non-working hours,
minimise water consumption by using water-saving appliances, and reduce waste generation through

the use of recycling bins to minimise the impact on the environment.

Upon the [REDACTED], our Safety Production Management Committee will be responsible for
monitoring the ESG performance of our Group and reports to the Board on a regular basis. The Board
oversees the performance of our Group in achieving the ESG targets and objectives. The Safety
Production Management Committee will investigate the reasons for any deviation and the Board will
revise our ESG strategy as appropriate when significant variance from the target is identified.

As of the Latest Practicable Date, we have been accredited with GB/T19001-2016/I1SO
9001:2015, GB/T 45001-2020/ISO 45001:2018 and GB/T24001-2016/ISO 14001:2015, for our quality
management system, environmental management system and occupational health and safety
management system. We would strike to maintain an effective internal control system on both

environmental and social areas to meet the ISO standard.
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Our environmental protection performance

In line with our vision for sustainable development, we oversee our environmental protection
performances in various aspects, such as efficiency in the use of resources, emissions and water and
energy consumption. During the Track Record Period, our consumption energy and water increased
due to the increase in our production volume and our scale of production. The table below sets forth

an analysis of our environmental protection performance during the Track Record Period:

Discharge
Year ended 31 December permitted
2018 2019 2020 level
Air pollutant and waste gas
Sulfur dioxide intensity (mg/m>) ............... — — — <200
Nitrogen oxides intensity (mg/m>).............. 47 102 107 <300
Particulates intensity (mg/m®) ... ... ... ... ..... 13 12.2 11.3 <80
Wastewater
Chemical oxygen demand (mg/L) .............. 8 12 28 <500
5-day biochemical oxygen demand (mg/L)........ 4.4 2.0 7.4 <300
Not
Ammonia nitrogen (mg/L)........ ... .. ... .. 4.2 2.4 2.2 specified
Particulates intensity (mg/L) . .. ....... .. ... .. 22 34 30 <400
Water consumption
Total water consumption (m3) 1,229,228 1,815,086 2,102,560
Water consumption intensity (m® per million RMB
TEVENMUE) . « v v e e e et e e e e e e e e 3,862.5 4,119.7 3,694.5

Energy consumption
Total energy consumption (tonne of coal

equivalent). .. ... ... .. 6,765.7 9,504.6 10,766.8
Energy consumption intensity (tonne of coal

equivalent per million RMB revenue).......... 21.3 21.6 18.9

- 230 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION

HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

"610T Sulnp pread
IISOUYD JO QOUBNSSI AIBYS Y} IO PALINII0AI

jou pey oouerdwod-uou yons  ‘Aorjod
[OI)UOD [BUIRJUT PIDUBYUS AY) JO }[NSAI B SY

‘Juoproul doueljdwos-uou
S1y)l Jo 10adsar ur opew udaq sey uorsiaoxd
OoN -oouerjdwoo-uou presaroje oyj Jo }[nsol
' se soouanbasuoo [e39[ Ioyyiny Aue 03 102[qns
9q JOU [[IM oM JBY) ‘INOUOD SIASIAPY [B39T DUd
INO pue ‘MIIA JY) JO dAIe $I032AI( Ino ‘OHAN
wolIj pASI[Ap Apeale d2avy am (o) pue Aorjod
[01UOD [RUISIUI pAduRYUd 9y} pajdope pue
uone3I[qo 2INsO[dSIP Y} PI[[IJ[nJ A[LIBIUN[OA
pue A[oanoe pey om (q) ‘Sunoow Alojernsor
oyl uey) IoYl0 Sorpoq Aroje[n3or JUBAJ[AI
£q juowystund 10 Ayjeuad Kue 03 309lqns uvaq
Jjou ARy oM (B) JBY) UONIBIIPISUOD OJUI FuIye],

‘OdAN
wolj juoprour dduerdwods-uou ay} jo joadsar

Ul SJUQWIWIOD JIAY)INJ AUB PIAIOIAI JOU ARY
oM ‘91e( 9[qeOoNORIJ 1S9 Y} JO SV ‘SaInseour
oaoqe oyl I0j 110doI UONEBOIJIIOAI  UOPIIM
e jruqns o1 OFAN Aq pormnbar jou orom op

*spa2o01d jo asn 2y) 10J 193p2] Surdeayyooq
®  pojeaId pue  JuUNodde  Yueq poleusIsop
e 0) spoodord oy) poyrsodop opy “speedoid
Jo asn oy jo uorsiaradns pue aSesn ‘yrsodap
oy} 03 Sune[ar £or7od [0I3UOD [RUISIUT PAOUBYUD
oyl posoidde [Iedod II1soyD JO SIOp[OYQIBYS
oyl ‘9107 Ioquandes 6] U0 p[oy  [1Bdq
1189y Jo Suneauw [erouad AIRUIPIORIIXS AY) 1Y

"910T 1oquaidog [ uo OHHAN Ul Jo Sqam
9y} uo spaodoid jo asn [enjoe ay) pue jrsodop
ay) uo 1odar e poysiqnd pey [reeq I1sey)

'spa9doad
Jo osn ay) pue SJuneow Arojengar yons
0) uonoalfqo ou pey pue OFAN £q pajonpuod
Sunoow A10Je[N3AI 9Y) JO JIBME JIdM ONSSI
qIeys oY) Jo SI0ISoAUl [[& (q) pue spaddord jo
asn oy} (&) uo OIAN 03 $19139] uoneue[dxa om}
pansst [Iedq Isoy) ‘¢10g Joquades ¢g uQ

*SOATYDIE JIPAID
Ul SPIOJAI OYBW PUB SOOUBISWNOIID YY) YIIM
Qoueplrodoe ur puewnrdar Ajorqnd 10 wsoONLId
JO Q010U B QJE[NOIId put ‘DYSD 01 sioe
18391 oy 110dar ‘pue Iop[oyaIeys FUI[[0IIUOD
JO wnlIojeIow Safes Y001s Jo Jorja1 oy} puadsns
‘UOT)OQII00 JYew 0} JOPIO ‘SI9)O] WLIEe OnssI
‘ooueidoooe uopLIm JTwIqns ‘y[e) Alosiaradns
dojoaop  ‘suorurdo  Suinsst  pue  sonssl
Surkyiroa ur sorouaSe Arerpowrojur  a3e3ud
‘SONSST JUBAQ[AI ASOJOSIP pue djexnsny[l ‘urejdxo
01 sn oaxmbar Aew OFAN i@ﬁ@:mﬁﬁ%%
S B0 ) 303 I o Bl ) (uoniuawidd iy
[BLI], 10J) wa)SAS suonejon) pue a3ueyoxg
sonyinbyg [euoneN oyl Jo so[ny ssoulsng
QU) QJe[OTA oM JBY) MIIA JY) Jo ST OHAN
I CCLPR) P MU 40 3 T M DU, 2
Y i ) 23 U/ b ) (woneiusuiarduiy
[ell” 10J) suonejon() pue  oSueyoxyg
soninbg  [euoneN Jo  sainseoly  Ajeudd
Areurpdiosi pue sainseaJy AlojendaI-jos oyl
Jo uonjejudwordwy Jo SNy pa[reId Yy} Jopun

‘0D Sunea[)
pue A1o0jisodo@ sonundog
BUIYD Uyum  sainpedord
uoneIsIgal Kymba

ay) Sunordwod 19)je pasn
9q A[uo pinod spaddoid ayy
jeyl poaanbar suone[ndor
OddAN oy ‘IOAOMOY
‘110dar uoneoryraA [eyded
9U} JO onSSI pue SIOISOAUI
a qm sjuowodIde
uondrrosqns areys ay) ojul
Suwrelue  Ino I9je Jysu
pasn 9q p[nod spaadoid oy
JRY) POAdI[eq AuoyeIsIW
sem 1 ‘OdAN o
sjuowalinbar jueadar oy
yim rerjrwe] £[[nj jou sem
juowoSeUBW QY JRY) JOBJ
9y} 0] onp sem JuUIPIOUI
douerjdwods-uou AL

‘S10T 19quaAON
G UO saIeys mau jo uonensider ay) pajejdwos
p¥1 0D Suued]) pue A1ojisodo SO1ININOQAS
eury) "OHHAN WOIJ SAIBRYS MU JO UONEBISIZAI JO
191191 B PAAIRDQI [1BJ I1SAYD ‘G[0T 1290100 § UO

‘sour[opIng A1018[n3aI JULAS[AI YIIM douel[dwod
[INJ Ul Sem Jey) JOUUBRW ©B Ul PIsn JOU SeM OnssI
oIeys oY) woij spaddold oy} Jey) pourwLIoldp pue
GT0C IsnSny Q[ UO [1edd IISOYD) I (YU yape )
Sunoow A103B[N3a1 B pajonpuod OFAN I[NsaI e sy

‘OdAN AQq ponssi saIeys mau
Jo uorensISaI Jo 19139 oy} Sururejqo o3 Jorxd ansst
oIeys mou oY) wolj spaddoid oy} pasn pey [IBod
IIS9yD "onsst adeys syl woly uor[iw 0¥y 1IN
JO €10} ® pasIel [1eod IISaYD "G10T ABJA UI PI[1Ios
KI[nJ sem SIOISOAUI oY) WOIJ UOTINGLIIUOD [SEO Y}
pue uor[rur ["¢8GINY 03 ['¢OgINY WOl pasealdoul
[1ead Jisoy) jo [eydes porelsidar oyl ‘G0
Ke]N  uQ ‘sioseaur g o) areys 1od 0z L9INY
Jo oouxd ® e sareys ()00‘000‘0g JO juduwjof[e pue
ansst oyl ¢10g [11dy 9 uo poaoidde [1eed 11sey)d
Jo s1apjoyareys ay) ‘OFgN uo Surper} 10j pajonb
pue pIISI] Sem [Ieod IISOUD UdUM oW} dY) 1Y

SIINSBIW [01JU0D
[BUIIJUI PIDUBYUI PUEB SUOI}IE UOIIBIIIIIY

Jo joedwl Terrojew 9)n}HsSu0d jOU Op puB [BLIJBWWI dIe SIUQPIOUI 9oueI[duIOd-UOU 3sOY} ‘SIOSIAP

dnoio ino uo
1oeduw enjudjod pue saduanbasuod [e3a]

duerduwod-uou
dY) I0J SuOSLIY

sjuaprur
Jduerdwod-uou [BLId)RWWI JO SIB[NI)IB]

“ON

‘uonyisod [eroueurj 1o suonjerado ssoursng
INO UO 109JJ9 9sIoApe [elrdjewr Aue aAey ‘9jedaiSSe ur 10 A[[enpraIpur ‘jou pinom sjueprour aouerdurod-uou asayJ, "seouer[dwod-uou OrwalIsAs
I I I I [839T D¥d 1IN0 wolj IJ1Ape 2yl Ylim ‘pue
JeY) 9AQI[oq $10)00I1(J INQ "POLIdJ PIOJY Oorl], oY) SULIND PIAJOAUL QI0M oM JBY) SIUAPIOUL 20oUuBI[dWOI-UOU 2} YlI0J S19S M0[oq 9[qe) U],

SYALLVIA HONVI'TdINOD-NON

- 231



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION

HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

'sn uo A[oAanedou 3097jal
jou so0p pue uonerado ssauIsng Ino 0) [eLIdjEUW
jou st pue suonerado o uo joedwr [erIdjEW OU
Sey Juaprour 2oueI[dwoo-uou SIY) JeY) MIIA )
Jo aIe s1030211  Ino ‘Suro3aroj ayjy jo Jy3II| uf

1911ddns yons yim 1opio aseydind Suroeyd
910Joq [eaoidde juowoSeuew 10J jrwqns
pue 1o1iddns s19sse poxIj Mou JO UONBWIOJUI
punoi3dyoeq 2y) AJLI9A pue UOTIBWLIOJUI IdY)INJ
urejqo o) jjels Ino ormbor yorym juowoSeueur
19SS PoXIJ U0 SA101[0d INO PAOUBYUD JARY I

‘Juoprour oouerjdwoo-uou sy} jo
10odsor ur opew udaq sey uoistaoid oN ‘ejowar
ST juoproul aoueljdwos-uou sy} 1oy pasijeuad
1oy)any Sureq Jo S Ino (II) pue )eIIJIIIAD
ouerdwod ay) ansst 01 Ayuroyine judjedwod
® ST UONBISIUTWPY UOIEXE], 9JB}S JO 90TAIOS
xe], A&yuno) reyzn (1) Jey) WIJUOD SIISIAPY
[eS97 DYd Ino “wawked xe) 0) Jupepar
suonje[n3al pue sme| [erouraoid 1o Jeuoneu
JUBAQ[QI JO UOIB[OIA 9Y) O} 9NP SIOUBISWNIIID
pue sojndsip ou oIom Iy} pue soindsip
10 sopjeuad oAnenSIUIWPE JO PIOdAT  Aue
9A®Y JOU PIP pUE UONEISIUTWPY UOTIEXE], 981§
JO 901AI9S XB], A1Uuno)) 1eyzn- yiim uonersigal

xe) pojordwoo  Amp pey [1edg  I1sey)
ey Surwayguod (L S B b iy

32 P ) UODBISTUTWPY UOHEXE] 9JBIS JO IIAIRS
xe], £1uno) 1eyzn Wolj UOIIBWLIIJUOD PauIe}qo
9A®Y 9M 'LVA Indur jo junowe paJelIs-I9A0
JOo swiIe[d Jo uoIsstwqns oy} JO }[nsaI
' Se uopedrjrwel [e3e] IOyYl0 ou 9q [[IM 9IdY)
‘000°0SIINY ST Y2IyMm JO JUNOWER WNWIXBW Y}
‘Kireuad aanensiurwpe ay) jo juowked ay) uey)
I9UJ0 ‘SIASIAPY [B397T D¥Yd Ino £q PasiApe Sy

‘own jo porrad
pPoxXIJ ® UIIIM opew 9q 0) sdols UONBOIJIIOaT
9y} 03 uonIippe ur 000°0SIINY ueyl 210w jou
Jo Kijeuad aAnjensiurwpe ue o3 302(qns oq Aew
J1 ‘pOsSSasSe SI XB) YOIYM UO SISeq oY) S9JedLIqe]
juode Jurpjoyyyim 10 12Aedxe) e QIoyMm
“CUE X0} 2 P 0 31 Y s i) UONIOR[I0D
uonexe], JO UONENSIUIWPY oY) U0 BUIYD
Jo orqnday s.o1doad 2yl jo me] 2yl Idpup)

‘onuayineun arom 1arddns
oy} Aq popraoird sadroaur
IVA 2y Jey) oSpafmouy
ou pey [Iedd  IISAyD
‘Kyed pary], juopuadopuy
ue sem oym 1oriddns
9y} JO 10T 9oy} 0} onp sem
[1ead 11soy) £q LvA Indur
JO junowe  PIJeIS-IQAO
Jo uorssTuqns AL

'610T AInf [] UO [[ng Ul [1Bdd
1182y AQ Pa[1ds sem ydIYM 000 SHINY Jo Aeudd

aanensmutwpe ue Aed o)1 panmmbar sem [ieod
s ‘610C A € uo (L [y foy iy 4k W% el
uonexe], Jjo uonenNSIuIWpy
9)el§ JO neaing uonexe], A1) noyzni| Aq panssi
CEROAEFOT L)  Kleuad  sanensiupy

UONEXR], JO UOISIO( UIMNIIA oY) 0} IuIpIoddy

676 0¥CHINY_JO LVA ndur
JO junowre pajeIs-IdA0 JO WIB[O B Junjrwuqns Ioj
Paga[re sem [1BdJ IISAUD J[NSAI B SY "onjudyineun
sem 1o1iddns oyy Aq ponssi sed10AUT IVA S oY)
pue DYJ 2y ur Kyuxoyine xe) ay) Aq uonesnsaAul
ropun  sem rarfddns  oyy jeyy [Ieag I1sayD
Jo oomjou juonbasqns 03 WL 1] "SAOTOAUT LVA ST
oYy 03 uone[al ur LyA Indut jo Surwreld 10y (L4
44 3 Al (o 41 743 i) UODIBXRL, JO UONENSIUIWPY
de)§ Jo neaing uonexe], Kjuno) Ireyzng
0] SOOIOAUT IVA ST 9U) paprwqns [Iead IIsay)D

‘pred LVA JO Junowe pajels oyl SeM 616 0rcdINY
pue oorxd oseyoind oy} sem OSELTH THINY YoTyMm
JO “66T°8S9° TAINY Jo 1unowe [e10) oy ut rorjddns
S1Y) £Q SIOI10AUI LYA Onudyineun G| yym papraoxd
sem [Iedd JIISoyD [Iedd JIISoyD 0) SIDI0AUI
LVA piea Aue popraoid jou pey iorddns oyg,
‘Kured paryg, juopuodopuy ue st yorgm 1orjddns e
wouy juawdinba oruono9[a paseyosind [1eod I1sayD
‘9107 yoIe]N 01 Arenuefr woiay porrad ay) unng

SIINSBIW [01JU0D
[BUIIJUI PIDUBYUI PUEB SUOI}IE UOIIBII)IIY

dnoas ano uo
1oedu enjudjod pue saduanbasuod (3]

duerduwod-uou
3Y) I0J SUOSBIY

sjuaprour
Jduerdwod-uou [BLId)RWWI JO SIB[NI)IBJ

“ON

- 232 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION

HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

'$10302I11( INO JO
SMIIA U] YIIM INOUOD SIUBIUNOIDY Juniodoy
oyl -judrdryns pue ojenbope sr uorsiaoxd
9Y) JeY) MITA U} JO I SI0JOAIL(] INO ‘SIISIAPY
18S9 D¥YJ INO JO 9JTAPE Y} UOTIRIIPISUOD OJUT
Suryel, "os op 0) paimnbar are reyzng 1sey)
pue [1Bdq IISAYD JI SUONNQLIUODd FUIpue)sino
9Y) 9[119S 0] SOOINOSAI [BIOUBUIJ JUQIOIFINS
QABY [[IM oM JBY) WIIJUOD SI0RIIJ InQ
'020C 12quiedd( [§ JO Se suonnqrjuod punjy
juapraoid Sursnoy pue SUOTINQLIIUOD JOUBINSUT
[eroos predun oy) osudwod yorym ‘oroqe
[110J 19s sk poury Sureq Jo pooyr[ayI] 9y} uo
paseq soouerjdwod-uou ayj jo joadsar ur 0z0g
I9QUIA(T [ € JO SB UOI[[IW /" INY JO Junowe
oy} ur uoistaord OpBW 9ABY OM ‘UOT}OQUUOD
SIY) U] °9JOWAl ST SONLIOYINE JUAWUIIAOT
jueAdfar Yy Aq 2ouerjdwoo-uou paje[aI-puny
juopraoxd  SuIsnoy pue  QOUBINSUI  [BIOOS
Qy) 10J saury 0) 30alqns 2q 10 $99) 9je| Aue Aed
‘sjuowAed-1opun ay) dn ayew 0) paropio Jureq
reyzn I1SayD pue [1edd I1SAYD JO YSLI 3y}
Jey) SN PISIAPE 9ARY SIASIAPY [BS9T DU InO

'$91BOIJ1II0D
Qouerdwod ay) anssi 0) sanuoyne judjedwod
oIt PIEsSaIOJe SOTILIOYINE JUOWUIOAO0S JUBAJ[AI
Ul JBY) POWIIJUOD QARY SIISIAPY [BS0]
O¥d InQ ‘uonnqriuod punjy juapraoid Sursnoy
pue uoIINQIIIUOD JJUBINSUI [RID0S 0) Junejar
suonje[n3al pue sme| [erouraoid Io Jeuoneu
JUBAQ[OI JO UONE[OIA 0) onp ‘uonesnsoAul
JO sooueiswnoII pue sandsip [enudjod ou sem
o190y} pue soindsip 1o sonjeuad oarjenSIUIWPE
JO pI10931 Aue 9ARY J0U PIP oM JBY) SUIWITJUOD
(0 eh T 5, % W7, 64 ) 1 g i) 21u)
puny JUSpIA0Iq 3UISNoy A1) noyznr pue (fyf
s 30) B THI M [ Y S5 30) neaung Aiunodg
[BI00S pUEB $92IN0SdY uewnyg Ajuno) reyzn|
WOIJ $9IBIIJI1I0 20ourI[dWOd PAUTLIqO IARY M

'suoTINgrIIuod punjy juopraord
Suisnoy pue sUONNQLIIUOD JOUBINSUI [BIDOS
Jo junowe 3urpueisino Ay 9139s 0} dnoin Ino
£Q PaAI2921 Ud2q I9pIo Aue Ssey Iou ‘Juadploul
douerpdwoos-uou STy} 03 309dsar YiIm sonLIOYINe
JUAWUIA0D) D¥YJ IUBAd[AI 9yl Aq posodur
uooq pey Ajjeuad 10 QuIj ‘UOIIOR dATIRIISTUTWUPE
ou ‘9je o[qedondeld IsAET Yl Jo Sy

‘suonnqinuod punj juaepraold Sursnoy oy) jo
juowAedispun 10j uorsiaoxd Kijeuad ou st 219y}
‘SIOSIAPY [eS0T D¥d Ino Aq powIjuod sy
SuUOTINQLIIUOD ddoURINSUI [B100S 9y Jo ied pred
QARY TBYZNT IISAYD) pPuk [Iedd IISoy)) Sk 9)owal
st Ayeuad wnwrixew yons Aed o031 painbar
9q p[nom om Jeyl YSII AU} Jey) POWIJUOD
QARY SIOSIAPY [e30T D¥4 InQ ‘senuoyne
[800] DY JueAQ[aI Ay} Aq palaplo se juowked
paimbar ay) ayew 03 payrej am J1 sn uo pasodur
9q AJuo yS1w Ajjeuad wnwixew yong uorI[[Iw
6'0CHINY SI SUOTINQIIJUOD QJJUBINSUI [BIJOS
ay) jo juswAkedropun 10y Ajjeuad wnwixew
U} ‘SISIAPY [BS9T DY Ino £q PpasiApe
Sy uoliur ¢y NI  sem (0T Iequiade(d
1€ JO SB oYew 0} pa[le] am JBY) Suolnqriuod
puny juapiaord Juisnoy jo junowe 9je3oi3Te
QUL "uoliwr ¢'0[ dINY Sem 0T0C Tequedad J¢
Jo se [nJ ur Aed jou pIp om JeY) SUOTINGIIIUOD
QoueInsul [BI00S JO junowe 9je3ai3Te oy

‘UONNO9Xd
K1osindwoo  10j3  31no) s.ordosd oy 03
Ardde ued 31 ‘grwarp Qwiy AY) uIyIIM 0s op 03 [IeJ
am JI ‘pourad poquiosard B uryiim sonLioyine
[890] DYJ IUBAQ[QI U} 0} doue[eq Surpuelsino
oy} Aed 03 sn I9plo ued I ‘suope[ngal
pue sme| D¥J IUBAS[AI U] Jopun sjuawalmbax
ay) Aysnes jou op punj juapraord Fursnoy
QU} I0J SuUONNQILIIUOD Y} JeY) MOIA OY) JO
ST AJLI0YINE JUWUISA0D DY Jualadwod ayl ]

‘ooue[eq 3UIPULISINO [BI0) AY) JO SAWI) 92IY) 0}
Quo uryirm Surduer oury [euonIppe ue 03 30a[qns
9q Aew om ‘powrad poquosard oy urypIMm
0s op 0} [rej om JI Juowked jo ainfrej yons
Jo ojep oy) woij Aep 1od oouereq Surpuelsino
18103 oY) JO 960’0 Jo 99F 9] © pue porrdad
own paquIosald B uryiim sonLoyIne [820] DYd
JUBAQ[AI 2Y) 0) 2oue[eq 3Jurpuejsino ayy Aed
0} sn Ioplo ued I ‘suone[ndal pue sme] DY
JUBAQ[QI QU} Iopun sjuowalinbar oy) poyoeaiq
sookordwo Ino 10J opewW 9m SUONNQIIIUOD
QoueInsul  [BIDOS QU) IJBY} MIIA Y} JO
s1 Aj110YINne JUQWUIdA0D DYd Jualedwod ay) J|

‘TTead
nseyD  jo  juduniedop
$92IN0SaI uewny

9y) jo uosiad Surpuey ay)
JO 1YSISIA0 dATIRIISTUTWIPR
01 anp AUIBW Pa1INdd0 [[NJ
ur 10 A[owil suonnqriuod
punj juopraoxd
Sursnoy ayeWw pue
SuonNqQLIIuUOd doueInsul
[eroos 2yl Aed o) ainpreq

‘suore[n3aI pue SMe| DY IUBAJ[AI
oy) 1opun poquosard se sookojdwo  Jo [9A9]
AIefes [enjoe oy) O} QOUAIOJAI YIIM POUIWIAAP
uooq jou pey sodkordwe jo suonnqriuod punj
juopraoid 3uisnoy pue SUONNQLIUOD QdUBINSUI
[eroos  jo siseq juowAked oyy se sookordwo
mo Jo [pp Joj [Inj ur pue sadkojdwo Ino
JO (7 10J suonnqrnuod punj juepraoid Sursnoy pue
SuoOINQLIIUOd ddueInsul [eroos Aed jou pIp reyzng
I1S9UYD pue [1eod IISoyD ‘Oie 9[qeonorid 1sdje]
ay) 01 dn pue porRqd ploddy oeil, 2yl Sunng

SIINSBIW [01JU0D
[BUIIJUI PIDUBYUI PUEB SUOI}IE UOIIBII)IIY

dnoas ano uo
1oedu enjudjod pue saduanbasuod (3]

duerduwod-uou
3Y) I0J SUOSBIY

sjuaprour
Jduerdwod-uou [BLId)RWWI JO SIB[NI)IBJ

“ON

- 233 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION

HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

Jouuew Aown e
ur sjuowoalinbar oyl [iy[ny (1M om ‘porrad owrn
urejred B UIYIIM SUONNQLIuod punj juopraoid
Sursnoy pue sjudwied aoueInsur [e100s predun
9yl 9[139s 03 sn Jurrmbar sonrIoyIne jueAd[AI
9} WOJJ JOPIO AUB 9AII9I 9 JI Jel) 9yB)Iopun
Uy 9\ 1707 AInf wolj suone[ngalx
pue sme] DYJ IUBAd[AI Oyl 03} SUIPIoddE
suonnqruod punj Jjuopraoid 3Jursnoy [[nj
YW 0] 9YLIIOPUN AL "9IBP JBY) WOIJ dAI}O9JJO
paisnlpe 2q A[uo ued ‘SIASIAPY [e39T DY Ino
Kq pesiape se ‘punj judpiaoid Juisnoy ay) jo
juowAed oY) ‘@oudy ‘A[n[ | woij SUTOUIWUWOD
Ie9A yons 10j apew 2q A[uo ued £31) noyznr|
ur punj juopraoid Suisnoy ay) jo juowked
AUl ‘07OT Qunf ¢ U0 ANUID pung JUIPIAOIJ
Sursnoy £11) noyznr £q pansst (( [y W 2K
YRS DO W7 S LS M SR ) pund
JUOPIAOIJ SUISNOH 2] JO oseq juowked oy} uo
Ko1104 o) Sunuowddwy A[30111§ U0 291j0N Y}
0} SUIpI0ddY "[Z0T ATenuef wWolj SUONINGLIIUOD
QoueINSUI  [BIO0S  [[NJ OpeW  QABY  OM

‘soInseaw
Aressooou Aue jo uonejuawa[dwil 9y} 99SI9A0
pue suone[ndal uonnquiuod punjy juapraoid
Sursnoy pue doueInsul [B100s YIIM dduerdwod
Suro3-uo JIno J1o0jluOW A[QSO[D 0} JI0JOAIIP
$90IN0SAI UBWNY INO PIIBUSISOP JABY oM pUE
Ko110d [01U0OD [BUIAIUI INO PIMIIAL JABY IM

SIINSBIW [01JU0D
[BUIIJUI PIDUBYUI PUEB SUOI}IE UOIIBII)IIY

dnoas ano uo
1oedu enjudjod pue saduanbasuod (3]

duerduwod-uou
3Y) I0J SUOSBIY

sjuaprour
Jduerdwod-uou [BLId)RWWI JO SIB[NI)IBJ

“ON

- 234 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION

HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

“JuaWaITe 9SBI[ AY) JO uonensidal
oy} paduerre sey am ‘dnoin Ino uryiim 2sed|
oy pIe3oy ‘sostwaid 9y) 918doBA 03 sn parmnbar
pIlo[pue] 9y} p[nOYs SIJIJJO INO IJBOO[AI
pPInod> om pue ‘osnoydiem pue siolenb jjeis
‘S901JJ0 InO Se pasn Sureq are sosrwald paseo[
9say] ], -osodind uononpoid Ino 10J pasn Furoq
s1 sostwaxd pased[ 9soy) Jo ouou se suonerado
ssoursnq JIno uo joedwl ou Sey sonIeqd
piry], Juopuodopu] YIIM POIOJUS  SOSBI[ JO
UO1BIISISOI-UOU [ONS JBY] MIIA ) JO OS[E I
S1010911(] INQ "SIUAWIAITE ASBI[ JUBAJ[AI Y] JO
KJIpI[BA QU) 103JJe JOoU P[NOM UONBISISAI-UuoU
9y} JBy} SN ASIApPE SIASIAPY [eSoT DU InO
‘dnorp Ino jo roquow Aue jsurede uoye) 9q
pInoOM Jey) Uonoe judwadlojud Aue 10 Ajeuad
oanensiurwpe jo juowied oyl 1oy Juriopio
douerdwoos-uou oyl uo DYJ oyl ur Kjuioyine
K10jeIn3or Aue woIj 951)0u  AUB PIAIIIAI
Jjou pey oM ‘9Je( 9[qeoNoRIJ 1S9IBT Y} JO SY

“UOTIBWLITUOD JY) aNSST 0)
Kyuoyine judjedwod e st neaing juswdo[oadg
[eany-ueqin pue Sursnoy Kiuno)
1BYZNTT 9Y) JRY) PIUWLITJUOD JARY SIISIAPY [BS]
D¥d InQ "SISBI[ Y} JO UOTIBIISITAI-UOU JY) O}
ANp SJUBISWNIIID puk sAIndsIp ou a1om 101}
jey) pue sandsip 10 sonjeuad sAanensiurwpe
JO p10931 Ku® 9ARY 10U PIP [183 I1SYD 1By ( Ly
7 el 1 1 £ 1) S 3 A) neoung Juowidoarag
[eIny-ueqin pue 3Juisnoy Ajuno) 1eyzng
WOoIj UONBWIJUOD JY) PIUIBIGO JARY M

Jouuew jueriduwod
e ur ojerodo 03 ‘JuoweSeurw JIOIUAS INO
10 $1030911(] InO ‘sn jo AJ1[Iqe oy} uo AoAanesdou
199[Jo1 jou soop pue uonerddo ssouisng Ino
0] [eLIdleW jou sI pue suonerado 1no uo joedur
[erxolewr  ou sey juoprour oouerdwos-uou
Ul  JBYl  MIIA AUl JO Al SIOIAIIQ
INO ‘Udye) SOINSBOW UOIJBOIJIJOAT PUB SAIPIWAI
oy} uoa1d pue ‘3urodaroy Ay jo IySI| uf

“JuopIout
douer[dwod-uou s1yl Jo 109dsaI U IpeW Uq
sey uorstaoid oN -juoprour ooueijdwos-uou
Ayl 10} 000‘08dINY Jo Ajeuad wnwixew
® 0) 103[qns 2q Aew om ‘SISSIAPY [B39T DVd
Ino AQ pastApe sy "000°08ENY 01 000 SINY
U29M12q 23URI AY) UI 9 P[NOM UOTIRIISIAI-UOU
ay) 10j Ajeuad oApenSIUIWPE JO JUNOWE
[810)1 polewinsd oy], ‘own Jo porrdad poxyy
B UIyIIm 9pewW 3q 01 sdals UonedIJNIoal Yl 0)
uonIppe ut 00001 dINY 03 000° T dINY U99mIdq
SurSuer Lieuad sanensiuIwpe ue 0) 192[qns 2q
1M JudwoISe ased] pardysidorun Auy "Jurugis
Jo sAep (¢ UIYIIM SONLIOYINE JUBAQ[AI )
YlIm paId)sidal oq 0) parinbar aq pinom DM
oy ur sanradord [ear jo 10odsar ur sjuowdise

aseal (Ll & ST B E & i b)) Aoueudy
Sursnoy \N:onEoO Jo  uonensiuIwupy

10J SQINSBAJA UONRI)SIUIWPY 3y} O} juensing

‘uoseaI
Aue sn  3JurAaiS  jnoyiim
sjuawInoop digsioumo

IOUI0 puk SIIBIIJIIIOD 91N
oY) sn opraoxd 01 osnjar
spio[pue] juepuadopur oy,

‘sjuowaainbar L10jengal
JUBAQ[AI ) s
Ierrwej jou Sureq jjeis
INO pue SJUQWAAISE ASEI|
JjueAd[al  Jy) Surid)sidar
ur spio[pue[ juopuadapur
mo  woty uoneradood
Jo yoe[ oy o) anp
sem uonensIgaI-uou AyJ,

‘s1a)renb jjeis pue
$901JJ0 sn Aq pasn Apuarno are sentodoid yong
‘w'bs ¢'gQ1 Jo eore 100[} $S01T 9jeFI3Te UL YIIM
sonjrodord pased] om) Jo spiojpue] juopuadopur oy}
wolj sjuownoop dIysIoumo IoY)o pue S9JedIJniIad
o[} OU} poure}qo JoU QJARY oM ‘UONIPpPE U

‘suonje[ngal pue sme| DYd o[qeorjdde
oyl o3 juensind  sonLIoOYne  uUOneISTUTWPE
Sursnoy [eoo] oyl yim  sosrwaid  poseo]
Ino JO [[e I0J SJUQUWIOIZ® 9SBO] 9U) PoIdlsIgal
jou pey oAp\ ‘sonIfroej uononpoid pue 291jjo Jo
asn 10j ‘wbs ¢'zezc Jo vAIR 100[) $SO[3 21e32I133e
ue YIIm [Ieod I1Soy)) woly sostwold urejrod poseo|
feyzn Is9yD ‘uonippe U "Jyd Ayl Ul SUonedo|
SNOLIEA UI 9Snoydiem pue wooimoys jonpord
srojrenb jjeis ‘soorjjo se osn 10y wbs 1°686°T
Jo ®aI® 100[J ssoil3 oje3oi33e ue yym sontodoid
UoAds JOo [BJ0) B sonaed piiy], juopuadopuy
WO0JJ PIsea] oM ‘9le( 2[qed1Ideld 1s91e Ay} Jo Sy

SIINSBIW [01JU0D
[BUIIJUI PIDUBYUI PUEB SUOI}IE UOIIBII)IIY

dnoas ano uo
1oedu enjudjod pue saduanbasuod (3]

duerduwod-uou
3Y) I0J SUOSBIY

sjuaprour
Jduerdwod-uou [BLId)RWWI JO SIB[NI)IBJ

“ON

- 235 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION

HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

suorjerado jo sjinsor pue uonisod
[eIOURUI} ‘ssoulsnq Ino uo joedwr [eLId)RUI
ou UJIM SUOIBIO[ I9UJ0 0] 9IBJ0[AI P[NOd oM
Jey) MIIA Y) JO ale 101011 Ino pue ‘asodind
uononpold 10j posn Jureq 2re sontodoid
pasea] asoyl jo auoN ‘senradord oyl ojeoea
0} paxmbox ore om JI soSewep Ioj spilo[pue|
y) ans Aew om pue ‘pIeA ale sjuswaiSe
9SeO[ QU] "SeoUBIqWNOUS IOY)0 I0 oSeSirowr
01 j00lqns are sontodoid poseol oyl IoylOUM
pue sn soniodoid jueAd[ar oY) 2s8I[ 03 IYILI oY)
9ARY SPIO[pPUE] Y} JI QUIWIAIAP 0} d[qe Jou dIe
9M JBY) POSIAPE QARY SIASIAPY [8S0T DYJ Ino
‘syuownoop dIysioumo I9Y)0 pue S9IBIJIIIAD
opn oyl 3Jururelqo Inoyym  sanIed pIIylL
juopuadopuy wouiy sennzadoid pased] om) ay) 104

‘POLIdd P10 MOorL], oyl Sumnp sjoadse
[BLI9JeW [[B Ul SUONEB[NSAI puB SMEB[ JUBAJ[AI [IIM PII[dWOd QABY PUB SIJBOIJIIID PUB SOSUIDI| [BLIOJIBW [[B PAUILIqO 9ABY 9M ‘QAOQE PISO[ISIP
S SI9)IBW ) IO 9ABS ‘SIASIAPY [BSoT DYJ INO AQ PISIAPE SV "SULLINDD0AI WOIJ POLIdd PI0dAY orl], oyl Sulnp sjuaprour douerdwods-uou
oy} JudAaaid 01 9A1)OQJo pue ojenbope are Yorym ‘s[eA9[ juoweSeurw pue SUDYIOM [J0Q JB JUSWUOIIAUD [0IIU0D JY) DUBYUI 0} sainpadsoid pue
SWA)SAS [01IUOD [BUIAIUL YSI[QEIS 0} Sda)s 9[qBUOSEBAI USR] JARY M JBY] ‘SInNdu0d 1osuodg [0S Y YOIyM UIIM ‘MIIA ) JO oIB SI010aII(J InQ

SIINSBIW [01JU0D
[BUIIJUI PIDUBYUI PUEB SUOI}IE UOIIBII)IIY

dnoas ano uo
1oedu enjudjod pue saduanbasuod (3]

duerduwod-uou
3Y) I0J SUOSBIY

sjuaprour
Jduerdwod-uou [BLId)RWWI JO SIB[NI)IBJ

“ON

- 236 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND
THAT THE INFORMATION MUST BE READ IN CONJUNCTION WITH THE SECTION
HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

BUSINESS

LEGAL PROCEEDINGS

We may be involved in disputes or legal proceedings on product quality or issues relating to the
delivery of our projects from time to time. Most of these disputes can be resolved amicably without
initiating any legal proceedings in the PRC or elsewhere. As of the Latest Practicable Date, we were
not involved in any actual or pending legal or arbitration proceedings that we believe would have a
material impact on our financial or business condition or results of operation. We are also not aware
of any current, pending or threatened litigation, claim or arbitration against any member of our Group
which could have material adverse effect on our financial or business condition or results of

operations.

SALES TO THE SANCTIONED COUNTRIES

During the Track Record Period, we have engaged in the Secondary Sanctionable Activity as
defined in the Guidance Letters HKEx-101-19 issued by the Stock Exchange. The trading company
customers included companies and entities in countries like Russia, Tunisia, Serbia, Egypt and
Ukraine, but the aggregate sales to these customers in each year was less than one per cent. of our
revenue. Our Directors believe that such sales were immaterial to our business, and we will cease our
sales to countries or territories which are subject to international sanctions programmes following the
[REDACTED]. Our Directors are of the view, which has been supported by the advice to our Company
from our legal advisers as to international sanctions law, that no member of our Group was violating

any United Nations, United States, European Union and Australian sanctions.

In preparing its advice to our Company, our legal advisers as to international sanctions law have

performed the following procedures under the international sanctions programmes:

(a) reviewed documents provided by us including the lists of our customers, places of business
presence of our customers and the respective amounts of revenue generated by sales to the
customers during the Track Record Period;

(b) compared the lists set forth in (a) against the lists of persons and organisations subject to the
international sanctions programmes; and

(c) received written confirmation from us that except as otherwise disclosed in this document,
neither our Group nor any of our affiliates (including any representative office, branch,
subsidiary or other entity which forms part of our Group) conducted any business dealings in or
with any other countries or persons that are subject to international sanctions programmes during
the Track Record Period.

In light of the scope of our [REDACTED] and the expected [REDACTED] as set forth in this
document, our legal advisers as to the international sanctions law have advised to our Directors that
the involvement by the parties involved in the [REDACTED] will not implicate any applicable
international sanctions on such parties, including our Company, our Shareholders and investors, the
Stock Exchange, the [REDACTED] and the related group companies, or any of the Relevant Persons
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and accordingly, the sanction risk exposure for such persons or entities who might, directly or
indirectly, be involved in permitting the [REDACTED] of our Shares (including the Stock Exchange,
the [REDACTED] and the related group companies) is low.

We are not aware of any international sanctions that will be imposed on us for our sales and/or
deliveries to our customers in Russia, Egypt, Serbia, Tunisia and Ukraine during the Track Record
Period. None of our customers in Russia, Egypt, Serbia, Tunisia and Ukraine are specifically
identified on the list of individuals and entities that are subject to sanctions and restricted from
dealing with U.S. persons or other restricted parties lists maintained by the United Nations, European
Union and Australia and therefore would not be deemed as sanctioned targets. Such sales and/or
deliveries do not involve industries or sectors that are currently subject to international sanctions and
therefore are not deemed to be prohibited activities under the relevant international sanctions law. Our
Directors therefore expect to cease the sales to our existing customers in Russia, Tunisia, Serbia,
Egypt and Ukraine and will not expand our sales coverage to countries or territories which are subject

to international sanctions programmes following the [REDACTED].

INTERNAL CONTROL MEASURES AND RISK MANAGEMENT

General information

Our internal control system and risk management system are designed and implemented to
address our specific business needs and operating environment and to minimise our risk exposure. We
have adopted different internal guidelines, along with written policies and procedures, to monitor and
reduce the risks which are relevant to the control our daily business operations and the improvement
in our corporate governance for the purpose of ensuring due compliance with the applicable laws and
regulations. Our senior management team is responsible for identifying and analysing the risks
associated with our business operations, preparing risk mitigation plans and assessing and reporting

to our Board their effectiveness.

In addition, for the purpose of preparing for the [REDACTED], we have engaged an independent
consultant (the “Internal Control Consultant”) to perform a review (the “Internal Control
Review”) of our internal control over our financial reporting systems. The Internal Control Review
was based on the information provided by us and no assurance or opinion on internal controls was
expressed by the Internal Control Consultant. The Internal Control Review included two phases: the
first phase was conducted during the period between September 2019 and September 2020 and the
second phase, which was intended to have follow-up on the findings from the first phase, was
completed in November 2020. The scope reviewed by the Internal Control Consultant included
entity-level controls and business process-level controls, including revenue and receivables,
production management, financial reporting, procurements and payables, inventory management,
treasury, financial reporting, property, plant and equipment, taxation, payroll, intangible property
management and general controls of information technology. Save for the matters as disclosed in the
paragraphs under “Non-compliance matters” above. The Internal Control Consultant did not identify

material internal control deficiency in the Internal Control Review.
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Internal control and Audit Committee

Our Audit Committee is primarily responsible for advising our Board and providing our Board
with an independent view on the effectiveness of our financial reporting process, internal control and
risk management systems. See the section headed “Directors, Senior Management and Employees —
Committees of our Board — Audit Committee” in this document for further information on the
composition and responsibilities of our Audit Committee. Members of our Audit Committee include
our independent non-executive Directors.

We have also established since December 2020 an internal audit department (the “Internal
Audit Department”) under the supervision of our Audit Committee. The Internal Audit Department
is established to overseeing the daily and effective implementation of internal control measures and
reporting to our Audit Committee on any compliance issue and the record of compliance in this
respect.

With the Audit Committee and the Internal Audit Department, our Directors believe that we have
established an effective internal control and risk management systems, which are commensurate with
the standards required under the Listing Rules for companies [REDACTED] on the Stock Exchange.

Sales to customers in sanctioned countries

We [have undertaken] to the Stock Exchange that, after the [REDACTED]:

(a) we will not use the [REDACTED] to finance or facilitate, directly or indirectly, activities or
business with, or for the benefit of, the countries subject to international sanctions programmes;

(b) we will not enter into any transaction that would cause our Group, the Stock Exchange,
[REDACTED] or our Shareholders to violate or become a target of international sanctions
programmes; and

(c) we will make timely disclosure on the Stock Exchange’s website and on our own website if we
believe that any of our business transactions would put our Group or our Shareholders at risk of
being sanctioned and will disclose in our annual reports or interim reports our efforts on
monitoring our business exposure to sanctions risks and our business intentions relating to the
countries subject to international sanctions programmes.

We have adopted enhanced internal control and risk management measures to enable us to
monitor and evaluate our business and to implement measures to protect the interest of our Group and
our Shareholders against the economic sanctions risks. We have implemented a screening system on
new trading company customers and end user customers to ensure that our products would not be sold
to customers which are sanctioned entities under the international sanction programmes. We will
update the list for screening purpose from time to time should there be any new development under
the programmes. In the event that any of our existing trading company customers becomes a
sanctioned entity, we will terminate all dealings with such trading company customer for the purpose
of minimising the risk of violating the international sanctions laws and regulations. Furthermore, we
will set up before the [REDACTED] a separate bank account in Hong Kong, which is used for the sole
purpose of the deposit and deployment of the [REDACTED] or any other funds raised through the
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Stock Exchange. Our Directors would continuously monitor the use of [REDACTED], as well as any
other funds raised through the Stock Exchange, to ensure that such funds will not be used to finance
or facilitate, directly or indirectly, activities or business with, or for the benefit of, countries subject
to international sanctions programmes. If necessary, we will engage external international legal

advisers to assist us in evaluating the potential sanctions risks in our daily operations.

Our Directors are of the view that our measures provide a reasonably adequate and effective
internal control framework to assist us in identifying and monitoring any material risk relating to

sanctions laws so as to protect the interests of our Shareholders and us.

Anti-bribery and corruption risk management

Since July 2019, we have also implemented appropriate policies and procedures to address any
potential bribery and corruption issues. All department heads and managers are required to report to
us any bribery or corruption incidents. We have also established a whistle blower policy for reporting
any alleged bribery and corruption. Our internal anti-bribery and corruption policies and procedures

include the following:

(a) requiring our employees to report any bribery and corruption incident when they became

aware of such incident;

(b) prohibiting our employees and other engaged working parties from receiving bribes, either

financial benefit or benefit-in-kind such as gift;

(c) performing financial and internal audits by our internal audit department and external audit

agency on a regular basis to identity any risk of bribery and corruption;

(d) evaluating the anti-bribery and corruption policies by our internal audit department to

ensure the effectiveness; and

(e) providing training to our employees on how to identify and report misconduct.

In case our internal audit department has identified a material risk of bribery and corruption, it
will initiate investigation with the assistance from one of our executive Directors. The investigation
results will be reported to our Board (including our independent non-executive Directors). Our
internal audit department is required to keep all information about and related to the investigation,
including the fact that an investigation has been filed, the nature of the complaint and the persons
involved, in strict confidence. We also require all new employees to go through anti-bribery training

as part of their orientation training programmes.

Any of our staff who is in breach of our anti-bribery and corruption policy would be dismissed
by us, and we may report the matter to the relevant governmental authorities should there be a

violation of the applicable laws and regulations.
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