REGULATORY OVERVIEW

This section sets forth a summary of the most significant laws and regulations that affect our
business activities in China.

LAWS AND REGULATIONS RELATING TO FOREIGN INVESTMENT

Company Law, Foreign Investment Law and its Implementation Regulations for the Foreign
Investment Law

The establishment, operation and management of corporate entities in the PRC are governed
by the Company Law of the PRC ({H'#E A\ LI 24 7)) (the “PRC Company Law”), which
was promulgated on 29 December 1993, came into effect on 1 July 1994 and was last amended on
26 October 2018. The PRC Company Law shall be applicable to foreign-invested companies with
limited liability and such companies limited by shares; and where laws on foreign investments
provide otherwise, the provisions there shall be applicable.

On 15 March 2019, the National People’s Congress (the “NPC”) enacted the Foreign
Investment Law of the PRC ((HF#E N RILANE S &%) (the “Foreign Investment Law”),
which came into effect on 1 January 2020. The Foreign Investment Law has replaced the previous
major laws and regulations governing foreign investment in the PRC, including the Sino-foreign
Equity Joint Ventures Enterprises Law of the PRC ({3 AN RILHE /b G E R L)), the
Sino-foreign Co-operative Enterprises Law of the PRC ("% A ILHNE ip ARG VE RS 2 A 3E75))
and the Wholly Foreign-invested Enterprise Law of the PRC ((H#EA RILFIE HME D).
According to the Foreign Investment Law, “foreign-invested enterprises’ refers to enterprises that
are wholly or partly invested by foreign investors and registered under the PRC laws within China,
and “foreign investment” refers to any foreign investor’s direct or indirect investment activities in
China, including: (i) establishing foreign-invested enterprises in China either individually or
jointly with other investors; (ii) obtaining stock shares, equity shares, shares in properties or other
similar interests of Chinese domestic enterprises; (iii) investing in new projects in China either
individually or jointly with other investors; and (iv) investing through other methods provided by
laws, administrative regulations or provisions prescribed by the State Council.

On 26 December 2019, the State Council issued Implementation Regulations for the Foreign
Investment Law of the PRC ((+F#E N\ RILAIE S E L E R 1)) (the “Implementation
Rules’”) which came into effect on 1 January 2020, and replaced the Implementing Rules of the
Sino-foreign Equity Joint Ventures Enterprises Law of the PRC ({H % A\ R ILFN B Hh 4G & £ 1
L EHEB)), the Implementing Rules of the Sino-foreign Co-operative Enterprises Law of the
PRC ((HP#E N RILFNE pAMG1ELE S 22 AN HID) and the Implementing Rules of the
Wholly Foreign-invested Enterprise Law of the PRC ({Hr#E A BRI AIE A& A 357 B R 4 HI) D).
According to the Implementation Rules, in the event of any discrepancy between the Foreign
Investment Law, the Implementation Rules and the relevant provisions on foreign investment
promulgated prior to 1 January 2020, the Foreign Investment Law and the Implementation Rules
shall prevail.

On 30 December 2019, the Ministry of Commerce of the People’s Republic of China (the
“MOFCOM”) and the State Administration for Market Regulation (the “SAMR”) jointly
promulgated the Measures on Reporting of Foreign Investment Information ({4}p# & {5 5 5 HF
%)), which came into effect on 1 January 2020, and has replaced the Interim Measures for the
Administration of Record-filling on the Establishment and Changes in Foreign-Invested Enterprises

_ 74 _



REGULATORY OVERVIEW

(KON G A SE RS S s S A R BT 1T 1L ). Foreign investors or foreign-invested enterprises
shall submit investment information to the commerce administrative authorities through the
Enterprise Registration System and the National Enterprise Credit Information Publicity System.

Foreign investment industrial policy

Investments activities in China by foreign investors are principally governed by the Catalogue
for the Encouragement of Foreign Investment Industries (2020 Edition) (&I EINE S <9 =K
(2020%-H2) )) (the “Catalogue”) and the Special Administrative Measures (Negative List) for
Access of Foreign Investment (2021 Edition) ((AM#&EHEA R HE ME(BE HIEH) (20214F
I))) (the *“Negative List (2021)), which were both promulgated by the MOFCOM and the
National Development and Reform Commission and each became effective on 27 December 2021
and 1 January 2022. The Catalogue and the Negative List (2021) set forth the industries in which
foreign investments are encouraged, restricted and prohibited. Industries that are not listed in any
of these three categories are generally open to foreign investment unless otherwise specifically
restricted by other PRC rules and regulations.

LAWS AND REGULATIONS RELATING TO OUR OPERATIONS
Industry standards for cigarette packaging paper manufacturing

The manufacturing of printed cigarette packet packaging paper, cigarette inner liner and
cigarette tipping paper is subject to a series of industrial standards, compulsory or voluntary,
regarding the technical requirements, safety, sampling inspection, packaging, labelling,
transportation and storage. Some of the major industry standards for cigarette packaging paper
manufacturing include the Tobacco Industry Standard for Printed Cigarette Carton and Packet
Packaging Papers of the PRC (CH 3 A [R He A [ 478 B 47 36 A0 v A4 08 ik B G 0 SR 4R BNl & D) (YC/T
330-2014 Standard) which took effect on 15 January 2015, the Tobacco Industry Standard for
Inner Liner for Cigarette of the PRC (€ H#E A R 3 B4 B 4 7 S5 A HE I8 ) I A4 ) (Y C 264-2014
Standard) and the Tobacco Industry Standard for Tipping Paper for Cigarette of the PRC ({13 A
R R [ 2 £ S A ME IS P 45 26 4K)) (YC 171-2014 Standard) which both took effect on 15 April
2015, the Tolerance Values of Volatile Organic Compounds in Cigarette Carton and Packet
Packaging Papers ((EIEMEL GG FPIHEBZHEAHILEWIERE)) (YC 263-2008 standard)
which took effect on 1 July 2008, the System of Material for Cigarette (X% A RHEMER R) (YC/T
195-2005 Standard) which took effect on 1 December 2005 and etc.

The Notice of the State Tobacco Monopoly Administration on Issues Concerning the New
Caliber of Statistics and New criteria for Cigarette Classification promulgated on 19 October 2001
by the State Tobacco Monopoly Administration (the “STMA”) has formulated new criteria for the
classification of each of tier 1 to tier 5 cigarettes. Tier 1 cigarettes refer to cigarettes with a retail
price above RMB18 per box whereas tier 2 cigarettes refer to cigarettes with a retail price ranging
from RMB13 to RMBI18 per box. Tier 3 cigarettes refer to cigarettes with a retail price ranging
from RMB6 to below RMBI13 per box. Tier 4 cigarettes refer to cigarettes with a retail price
ranging from RMB3 to below RMB6 per box. Tier 5 cigarettes refer to cigarettes below RMB3 per
box. Tier 1 and tier 2 cigarettes are generally recognised as high-end cigarettes in the PRC, tier 3
cigarettes refer to mid-end cigarettes while tier 4 and 5 refer to low-end cigarettes. The Measures
for the Administration of Information Collection and Verification of Cigarette Consumption Tax
Price (Revised in 2018) promulgated on 15 June 2018 by the State Administration of Taxation (the
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“STA”) further renewed the criteria. Pursuant to the Requirements for Design of Cigarette
Package ((BIEEIERFIEK)) (YC/T 273-2014 Standard) published by the STMA for the PRC
Tobacco Industry Standard which was effected on 15 August 2014, the design of cigarette package
shall comply with a series of industrial standards, compulsory or voluntary, regarding the
packaging texture, packaging structure and packaging cost. Specifically, the ratio of packaging
cost to cigarette selling price (excluding value-added tax) must be no more than certain limits set
for each tier of cigarettes as follows:

tier 1 cigarettes (ex-factory price above RMB1 per stick) ................. no more than 8%
tier 1 (others) and tier 2 Cigarettes. ... .......vunvinnen e, no more than 9%
LB 3 CIZATELIES .« o v vttt ettt et e e e e e e e e e e e e e e e no more than 11%
tier 4 to tier 5 CIGaretles . ..o vttt ettt e e no more than 12%

According to the Notice of the State Tobacco Monopoly Administration and the General
Administration of Quality Supervision, Inspection and Quarantine on Issuing the Provisions on the
Domestic Cigarette Packaging Labels ([ 5 RL80H Jmy ~ [0 58 BT 5 W 50 5 s 2 A0 Jmy BRI B 3 5
NG AL JE R AR I B E 4 1)) (the “Notice on the Domestic Cigarette Packaging Labels™)
which effected on 22 January 2017, the regulator imposes stricter requirements for warning
statements printed on cigarette package boxes which includes the wordings, the positions, the area
and the font size of the warning statements. Cigarette packages should be printed with warning
statements by the standard Chinese characters of the PRC. Other labels on cigarette strips and
cigarette packages should also meet the relevant requirements of national standards.

Since we are in the upstream sector within the cigarette packaging paper manufacturing value
chain, as advised by our PRC Legal Advisers, we are not subject to the Notice on the Domestic
Cigarette Packaging Labels. Our Directors are of the view that the Notice on the Domestic
Cigarette Packaging Labels does not have any material impact on overall customer demand, the
production volume of the cigarette packages, or on our Group’s operations or financial position as
this notice only affects the printing requirements of the cigarette packages but not the cigarette
packaging paper that we produce for our customers.

Cigarette control

Pursuant to the Regulations on the Administration of Sanitation at Public Places ({/A L35 ir
5 4 BB 1)) which came into effect on 1 April 1987 and was last amended on 23 April 2019,
and the Detailed Rules for the Implementation of the Regulations on the Administration of
Sanitation at Public Places (/A 3L35 i A4F 45 #4691 ‘H it 41 Il )) which took effect on 1 May 2011
and was last amended on 26 December 2017, smoking is prohibited in indoors public areas.

Based on the Regulations on the Administration of Sanitation at Public Places, various
provincial and municipal government authorities such as Beijing, Shanghai, Guangzhou, Shenzhen,
Chongqing, Tianjin, Wuhan, Hangzhou, Zhangjiakou, Lanzhou, Fuzhou, Xining, Qingdao,
Yinchuan and etc., had issued their detailed rules on smoking control in public areas in recent
years, which provides the legal basis for imposing penalties against those who violate the rules.
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LAWS AND REGULATIONS RELATING TO PRODUCTS QUALITY AND SAFETY
Production quality

The Product Quality Law of the PRC ({H ¥ A RGN 2 & #71%)), took effect on 1
September 1993 and last amended on 29 December 2018, according to which, the producers shall
develop and improve proper internal product quality management system, and rigorously
implement quality standards, quality liabilities and relevant assessment measures for each
position. Quality of products shall pass standard examinations and no sub-standard products shall
be used as standard ones. Producers shall be responsible for the quality of their products and
assume product quality liabilities in accordance with the requirements of such law.

Production safety

According to the Production Safety Law of the People’s Republic of China (€% A R [
LA FETR)), which came into effect on 1 November 2002 and was amended on 27 August 2009,
1 December 2014 and 1 September 2021, a manufacturing enterprise shall strengthen the
management of production safety, establish and develop production safety accountability systems
and maintain safe production facilities to ensure production safety. Education and training for
production safety shall be provided for employees to ensure that they are equipped with the
necessary knowledge of production safety, sufficient understanding of the relevant rules and
regulations and the skills for safe operations according to their respective positions. In addition, a
manufacturing enterprise shall provide the workers with education and training on production
safety. A manufacturing enterprise with over 100 production workers shall establish a production
safety management department to strengthen the safety of production facilities or assign special
personnel for production safety management.

Special equipment

In accordance with the Special Equipment Safety Law of the PRC ({H#HE A [ 3 A [30] 4 fi t
54 41%)) which took effect on 1 January 2014 and the Regulations on Safety Supervision of
Special Equipment (Rl s % 42 B84 1)) which came into effect on 1 June 2003,
subsequently amended on 24 January 2009 and came into effect on 1 May 2009, “special
equipment” refers to boilers, pressure vehicles (including gas cylinders), pressure pipelines,
elevators, lifting appliances, yard (factory) special motor vehicles, passenger ropeways, and large
amusements devices, which relate to the safety of human lives or having high risks. As required by
the Regulations on Safety Supervision of Special Equipment, prior to the putting-into-service of
any special equipment or within 30 days after such putting-into-service, units using special
equipment shall register with competent departments for safety supervision and administration of
special equipment. The registration mark shall be placed or attached to a prominent position on the
special equipment. Furthermore, operators and the relevant managerial staff of boilers, pressure
vessels, elevators and other devices shall not engage in corresponding operation or management
until they have passed the examination organized by the departments for safety supervision and
administration of special equipment as required by the State and acquired certificates for operators
of special equipment.
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Fire Control

Pursuant to the Fire Control Law of the PRC ({*H % A\ R ILFNEI 7% )) which took effect
on 1 September 1998 and with the latest amendment on 29 April 2021, the above laws and
regulations shall be applicable to the fire control supervision and control of construction,
expansion, alteration and other construction projects. The Ministry of Housing and Urban-Rural
Development shall, in accordance with the law, conduct fire control design review, inspection,
filing and spot check of fire control facilities of construction projects to oversee the fire control of
construction projects.

LAWS AND REGULATIONS RELATING TO LAND, PLANNING AND CONSTRUCTION
Land

The Land Administration Law of the PRC ({H7#E A RALANE] -4 M%) promulgated by
the Standing Committee of the National People’s Congress (the “NPCSC”) on 25 June 1986,
implemented on 1 January 1987 and revised on 29 December 1988, 29 August 1998, 29 December
1998, 28 August 2004, 26 August 2019 and effective on 1 January 2020, and the Implementation
Regulations for the Land Administration Law of the PRC ({Hv#E A RN B 4 i 45 30 1% B il Ak
1)) promulgated by the State Council on 4 January 1991, implemented on 1 February 1991 and
29 July 2014, and with the latest amendment on 1 September 2021, according to which, land
owned by the State may be remised or allotted to construction units or individuals in accordance
with the law and regulations.

Planning and construction

According to the Urban and Rural Planning Law of the PRC (€ H 3 A R 4[5 5 40 45 175 ))
(the “Urban and Rural Planning Law”) promulgated by the NPCSC on 28 October 2007,
implemented on 1 January 2008 and revised on 24 April 2015 and 23 April 2019, a construction
land planning permit is required for the right to use the state-owned land acquired by assignment
and appropriation. According to the Urban and Rural Planning Law, to build any structure, fixture,
road, pipeline or other engineering project within a city or town planning area, the construction
entity or individual shall apply to the competent department of urban and rural planning under the
people’s government of the city or county or the town people’s government specified by the
people’s government of the province, autonomous region or municipality directly under the central
government for a planning permit on construction project.

According to the Construction Law of the PRC ({1 #E A R ILFIEH #5715 )) promulgated by
the NPCSC on 1 November 1997, implemented on 1 March 1998 and revised on 22 April 2011 and
23 April 2019, construction units shall, in accordance with the relevant provisions of the State,
apply to the competent construction administrative departments under the prefecture-county
governments or above for construction licences.

According to the Rules on the Administration of Construction Quality (&% TF2 8 & 4 Hk
1)) promulgated by the State Council on 30 January 2000 and amended on 7 October 2017 and
23 April 2019, and the Administrative Measures for Recording of the Inspection and Acceptance
on Construction Completion of Buildings and Municipal Infrastructures ({J5 )= 225 A7 B AL
it T A% % T Bg s 5245 #EH#7:)) promulgated and implemented by the former Ministry of
Construction on 4 April 2000 and amended on 19 October 2009, construction project shall not be
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delivered for use unless it has passed the completion-based check. The construction entity should
file a record to a competent construction administrative department of the people’s government at
or above the county level of the place where the project is located within 15 days from the day
when the construction project passes the acceptance check.

LAWS AND REGULATIONS RELATING TO INTELLECTUAL PROPERTY
Patent

Pursuant to the Patent Law of the PRC ({13 ARILFIEHF]E)), promulgated by the
NPCSC on 12 March 1984, amended on 4 September 1992, 25 August 2000, 27 December 2008
and further amended on 17 October 2020 and effective on 1 June 2021, and the Implementation
Regulations of the PRC Patent Law ({1 #E A RILAEEFLEMEANN)) promulgated by the
China Patent Bureau Council on 19 January 1985, last amended by the State Council on 9 January
2010, and effective from 1 February 2010, inventions and creations eligible for patent application
are categorized into three types: invention patents, utility models and design patents. A patent is
valid for a term of 20 years in the case of an invention patent and a term of 10 years in the case of
a utility model and design patent, starting from the application date. The patent administrative
authority under the State Council shall make decision to grant the patent right, issue the patent
certificate and make registration and announcement. The patent right shall be valid from the date
of announcement. The patentee shall pay an annual fee beginning with the year in which the patent
right is granted. Unless otherwise provided in the Patent Law of the PRC, after the granting of
patent right for an invention patent or utility model, no entity or individual is entitled to, without
permission of the patentee, exploit the patent, that is, to make, use, promise the sale of, sell or
import the patented product, or use the patented process and use, promise the sale of, sell or
import the product directly obtained from the patented process, for production or business
purposes.

Trademark

Trademarks are protected by the Trademark Law of the PRC (H#E A R ALANE pGAEIL)),
which was promulgated by the NPCSC on 23 August 1982, last amended on 23 April 2019, and
took effect on 1 November 2019, as well as the Regulation on Implementation of the Trademark
Law of the PRC ({2 A R AL 5 12 B 5 1)) adopted by the State Council on 3 August
2002, and revised on 29 April 2014. The Trademark Office of the administrative department for
industry and commerce under the State Council shall take charge of trademark registration and
administration across the country. Application for trademark registration shall be approved by the
Trademark Office of the National Intellectual Property Administration which shall issue the
trademark registration certificate and make relevant announcement. A trademark registrant shall
have the right to exclusively use the registered trademark which is protected by law. The
registered trademark shall be valid for a term of 10 years from the date of approval for
registration. The trademark registrant may renew the registration of registered trademark upon
expiry and each registration renewal is valid for a term of ten years.
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LAWS AND REGULATIONS RELATING TO LABOR, SOCIAL INSURANCE AND
HOUSING PROVIDENT FUND

Labor protection

Pursuant to the Labor Law of the PRC ({ % A R ILFIE 45815 )), which was promulgated
by the NPCSC on 5 July 1994, came into effect on 1 January 1995, and was last amended on 29
December 2018, and the Labor Contract Law of the PRC (' #E A\ R ILAIH 45 8 & [F7%)), which
was promulgated by the NPCSC on 29 June 2007, came into effect on 1 January 2008, and was
amended on 28 December 2012, and came into effect on 1 July 2013, and the Implementation
Regulations on the Labor Contract Law of the PRC ({FF#E A RILHN[E 45 8 & [F] 1k E i i B))
which was promulgated and came into effect on 18 September 2008, by the State Council, labor
contracts in written form shall be executed to establish labor relationship between employers and
employees. Employers shall establish and develop labor rules, regulations and systems according
to PRC laws to protect the rights and ensure the performance of duties of employees, and career
development and training systems shall be formed. Employers shall also set up and develop the
labor safety and health system in strict compliance with the regulations and standards of labor
safety and sanitation of the PRC and provide education on labor safety and sanitation for the
employees to prevent work-related accidents and occupational harm. Necessary articles for labor
protection in compliance with the labor safety and health requirements shall be provided to
employees and regular health examination for employees engaged in work with occupational
hazards shall be conducted.

Social insurance

According to the Social Insurance Law of the PRC ({H % A RILHI B4+ € R F5 L)), which
was promulgated by the NPCSC on 28 October 2010 and became effective on 1 July 2011,
subsequently amended on 29 December 2018, employers and/or employees (depending on the type
of specific social insurance) shall register with the competent authority and pay a number of social
insurance premiums, including basic pension insurance, unemployment insurance, basic medical
insurance, work injury insurance, and maternity insurance. Employers who fail to promptly
contribute social security premiums in full amount shall be ordered by the social security premium
collection agency to make or supplement contributions within a stipulated period, and shall be
subject to a late payment fine computed from the due date at the rate of 0.05% per day; where
payment is not made within the stipulated period, the relevant administrative authorities shall
impose a fine ranging from one to three times the amount of the amount in arrears.

Housing provident fund

Pursuant to the Regulations on the Administration of Housing Provident Fund ({f¥ 5 /A4
EHAEHI)), which was promulgated by the State Council and effective on 3 April 1999 and
subsequently amended on 24 March 2002 and 24 March 2019, employers shall go to the housing
accumulation fund management center to register the housing provident fund deposit, and deposit
the housing provident fund for all employees on schedule. If the employer fails to pay or pay less
than the housing provident fund within the time limit, the housing accumulation fund management
center shall order it to pay within a time limit. If it fails to deposit the fund within the time limit,
the center may apply to the people’s court for enforcement.
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LAWS AND REGULATIONS RELATING TO ENVIRONMENTAL PROTECTION
Environmental protection

The Environmental Protection Law of the PRC ({H#E N RILFBEIERIGREL)) (the
“Environmental Protection Law’’) that took effect on 26 December 1989 and was amended on
24 April 2014, the Law of the PRC on Prevention and Control of Water Pollution (€' #& A & ILA)
B KI5 4L 5i67%)) (the “Water Pollution Prevention and Control Law”) effected on 1
November 1984 with the latest amendment on 27 June 2017, the Law of the PRC on Prevention
and Control of Environmental Pollution Caused by Solid Wastes (¥ A R A 5] [ #8 854 5 U
IRIEPGIATE)) (the “Solid Wastes Pollution Prevention and Control Law”) which came into
effect on 1 April 1996 and with the latest amendment on 29 April 2020, the Law of the PRC on
Prevention and Control of Atmospheric Pollution (™% A R AN KI5 4B iR1E)) (the
“Atmospheric Pollution Prevention and Control Law”) which took effect on 1 June 1988 and
was last amended on 26 October 2018 and the Law of the PRC on Prevention and Control of
Environmental Noise Pollution (€H 3 A R0 [8 BR 5% 5 2 V5 YL Bl iR 75 )) (the “Environmental
Noise Pollution Prevention and Control Law’’) which took effect on 1 March 1997 and with the
latest amendment on 29 December 2018, according to which, all entities and individuals shall have
the obligation to protect the environment. Enterprises, public institutions and other business
operators that discharge waste water, sewage, waste residues, waste gas, malodorous gases, dust,
noise and any other pollutant generated during the production, construction and other activities
shall prevent and reduce environmental pollution and ecological disruption, and assume liabilities
for damage caused by them. Enterprises and public institutions that discharge pollutants shall each
establish an environmental protection responsibility system, and specify the responsibilities of the
persons in charge and relevant personnel thereof.

Discharge of waste water

According to the Water Pollution Prevention and Control Law, the discharge of waste water
shall not exceed the national or local standards for the discharge of water pollutants and the total
discharge control index of key water pollutants. The enterprises that discharge industrial waste
water shall take effective measures to collect and treat all the waste water so as to prevent
environmental pollution.

Solid waste pollution

According to the Solid Wastes Pollution Prevention and Control Law, entities and individuals
shall take measures to reduce the amount of solid waste generated, promote the comprehensive
utilization of solid waste and reduce the hazards of solid waste. Entities and individuals that
generate, collect, store, transport, utilize, and dispose of solid waste shall take measures to prevent
or reduce the environmental pollution caused by solid waste, and shall be liable for the
environmental pollution caused by it in accordance with the law.
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Atmospheric pollution

The competent department for the ecological environment of the State Council or the people’s
governments of provinces, autonomous regions, and municipalities directly under the central
government have formulated atmospheric pollutant emission standards based on atmospheric
environmental quality standards and national economic and technical conditions. In accordance
with Atmospheric Pollution Prevention and Control Law, the enterprises which discharge
pollutants into the atmosphere shall comply with the standards and comply with the requirements
for total discharge of key atmospheric pollutants.

Noise pollution

Entities that produce environmental noise pollution shall take measures to control and pay
fees for excessive discharge of noise pollutants in accordance with Environmental Noise Pollution
Prevention and Control Law. Industrial enterprises that produce environmental noise pollution
shall take effective measures to reduce the impact of noise on the surrounding living environment.

Environmental impact assessment and Acceptance of environmental protection of
construction projects

According to the Environmental Impact Assessment Law of the PRC ({1 #E A [0 B Bz 5
FEEEEEL)) promulgated on 28 October 2002 and amended on 2 July 2016 and amended 29
December 2018, the Administrative Rules on Environmental Protection of Construction Projects
(% TH B BR B AR A HL 491 ))) promulgated on 29 November 1998 and amended on 16 July 2017,
the Classified Management Catalogue of Environmental Impact Assessments for Construction
Projects (2021 Edition) (CEakTH H 550 B av 8 0 JHE P44 8% ) (20214F /) effected on 1
January 2021 and the Measures on Filing Administration of Environmental Impact Registration
Forms of Construction Projects (¥ H H BRI 5 28 50 /M5 & L)) came into effect on 1
January 2017, for construction projects with environmental impact carried out within the territory
of the PRC subject to the jurisdiction of the PRC, environmental impact assessment shall be
conducted according to relevant laws. The State implements classification-based management on
the environmental impact assessment of construction projects based on the impact of the
construction projects on the environment. Constructors shall prepare Environmental Impact Report
or Environmental Impact Statement or fill out the Environmental Impact Registration Form
according to the Classified Management Catalogue of Environmental Impact Assessments for
Construction Projects. The constructors shall submit the Environmental Impact Report and
Environmental Impact Statement of construction projects to the competent authorities for ecology
with approving power for approval, and shall complete the filing procedures for the Environmental
Impact Registration Form. For construction projects, the Environmental Impact Report or
Environmental Impact Statement of which failed to be approved by relevant approving
department, the constructors shall not commence construction. The environmental protection
facilities that are required to be built together with the construction projects shall be designed,
constructed and put into operation simultaneously with the construction of the main body. Upon
completion of the construction projects that required the preparation of the Environmental Impact
Report and Environmental Impact Statement, the constructors shall perform inspection and
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acceptance procedures for the environmental protection facilities and prepare the inspection report
in accordance with the standards and procedures required by the competent administrative
authorities for environmental protection under the State Council.

Pollutant discharge permit

Pursuant to the Environmental Protection Law, the Water Pollution Prevention and Control
Law, the Solid Wastes Pollution Prevention and Control Law and the Atmospheric Pollution
Prevention and Control Law, the PRC adopts the pollutant discharge permit administration system.
The enterprises, public institutions and other business operators that are subject to the pollutant
discharge permit administration shall discharge pollutants according to the requirements under the
pollutant discharge permit and shall not discharge pollutants without obtaining the pollutant
discharge permit. Pursuant to the Measures for Administration of Pollutant Discharge Permit (For
Trial Implementation) ((PEV5 #F v & #H#F% (A17))) which took effect on 10 January 2018 and was
last amended on 22 August 2019, the Ministry of Environmental Protection shall develop and issue
a classification administration list of pollutant discharge permit for fixed pollution sources
according to relevant laws. The enterprises, public institutions and other business operators
included in the classification administration list of pollutant discharge permit for fixed pollution
sources shall apply for and obtain a pollutant discharge permit within the limited time period.

LAWS AND REGULATIONS RELATING TO TAXATION
Enterprise income tax

According to the Enterprise Income Tax Law of the PRC ({93 A R ALFNE 1 3P 15 BLE))
(the “EIT Law”) which was promulgated on 16 March 2007, and came into effect on 1 January
2008, and last amended on 29 December 2018, and the Regulation on Implementation of the
Enterprise Income Tax Law of the PRC (CH#E A RILANE {3 A5 Bl vk E e f51)) (the
“Regulation on Implementation of the EIT Law’) which was promulgated by the State Council
on 6 December 2007, came into effect on 1 January 2008, amended by the State Council on 23
April 2019, and came into effect on the same date, a uniform income tax rate of 25% will be
applied to resident enterprises and non-resident enterprises that have established production and
operation facilities in China. Besides enterprises established within the PRC, enterprises
established in accordance with the laws of other judicial districts whose “de facto management
bodies” are within the PRC are considered “resident enterprises” and subject to the uniform 25%
enterprise income tax rate for their global income. A non-resident enterprise refers to an entity
established under foreign law whose ‘“de facto management bodies” are not within the PRC but
which have an establishment or place of business in the PRC, or which do not have an
establishment or place of business in the PRC but have income sourced within the PRC. An
income tax rate of 10% will normally be applicable to dividends declared to or any other gains
realized on the transfer of shares by non-PRC resident enterprise investors that do not have an
establishment or place of business in the PRC, or that have such establishment or place of business
but the relevant income is not effectively connected with the establishment or place of business, to
the extent such dividends are derived from sources within the PRC. High-tech enterprises to which
the State needs to give key support are given a reduced enterprise income tax rate of 15%.
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According to the Administrative Measures for Recognition of High and New Technology
Enterprises (BTN 258 5 #HFL)) effected on 1 January 2008 and amended on 29
January 2016, a high and new technology enterprise recognized under the Administrative Measures
for Determination of High and New Technology Enterprises may apply for enjoying the tax
preferential policies in accordance with the EIT Law, the Regulation on Implementation of the EIT
Law and other relevant laws and regulations. The certificate of a high and new technology
enterprise shall be valid for three years from the date of issuance of the certificate. An enterprise
which is recognized as a high and new technology enterprise is entitled to tax preference from the
year in which the high and new technology enterprise certificate is granted.

For research and development expenditures incurred by enterprises in the development of new
technology, new products and new skills, if these expenditures have not been reflected in the profit
or loss for the same period as intangible assets, enterprises are allowed to make a deduction of
100% of the actual cost of research and development; if these expenditures have been reflected as
intangible assets, enterprises are allowed to make an amortization of 200% of the cost of
intangible assets.

Withholding tax

According to the Arrangement for the Avoidance of Double Taxation and Tax Evasion
between Mainland of China and Hong Kong (<A1 b RN #5435 Il 4 7 B 1 ] 7 3 o 445 4 £ 6 o 0R0 AN
By IE s B 2 HPE)) (the “Double Tax Avoidance Arrangement”) entered into between
Mainland China and the HKSAR on 21 August 2006, if the non-PRC parent company of a PRC
enterprise is a Hong Kong resident which directly owns 25% or more of the equity interest of the
PRC foreign-invested enterprise which pays the dividends and interests, the 10% withholding tax
rate applicable under the EIT Law may be lowered to 5% for dividends and 7% for interest
payments if a Hong Kong resident enterprise is determined by the competent PRC tax authority to
have satisfied the relevant conditions and requirements under such Double Tax Avoidance
Arrangement and other applicable laws. However, according to the Notice on the Certain Issues
with respect to the Enforcement of Dividend Provisions in Tax Treaties (B ZBi% 48R B A #1T
Tod Wzt 22 FE JEL Mk A B P RELA %8 %0 )), which was promulgated by the STA on 20 February 2009,
and came into effect on the same date, if the relevant PRC tax authorities determine, in their
discretion, that a company benefits unjustifiably from such reduced income tax rate due to a
transaction or arrangement that is primarily tax-driven, such PRC tax authorities may adjust the
preferential tax treatment; and based on the Announcement of the Certain Issues with respect to
the “Beneficial Owner” in Tax Treaties (B Z BT )5 BH A B H <32 2 T A N\ A B 4
)23 45)), issued by the STA on 3 February 2018, and effective on 1 April 2018, if an applicant’s
business activities do not constitute substantive business activities, it could result in the negative
determination of the applicant’s status as a ‘“beneficial owner” and consequently, the applicant
could be precluded from enjoying the above mentioned reduced income tax rate of 5% under the
Double Tax Avoidance Arrangement.

Value-added tax

According to the Interim Regulation on Value Added Tax of the PRC ({H#E A [ A B 14 (i
B 1745491)) which was promulgated on 13 December 1993, came into effect on 1 January 1994,
last amended on 19 November 2017, and the Details Rules for Implementation of the Interim
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Regulation on Value Added Tax of the PRC ({H#e A & H 0[] 3% (B 17 W 49 B i 48 HI D) which
was promulgated on 25 December 1993, and last amended on 28 October 2011, came into effect
on 1 November 2011, unless otherwise provided, entities and individuals that sell goods or labor
services of processing, repair or replacement, sell services, intangible assets, or immovable
properties, or import goods within the territory of the PRC shall pay a value-added tax at the rate
of 0%, 6%, 11%, and 17% for different goods sold or different services rendered.

On 19 November 2017, the State Council promulgated the Decisions on Abolishing the
Provisional Regulations of the PRC on Business Tax and Amending the Provisional Regulations of
the PRC on Value-added Tax (CBE IR JEE 1E <2 A R AL AN B0 425 2E R0 B AT > A48 oo < 2 N R SE
A B8 (BB BT AT B> 19 P22 )), according to which, all enterprises and individuals engaged in the
sale of goods, the provision of processing, repairing and replacement labor services, sales of
services, intangible assets, real property and the importation of goods within the territory of the
PRC are the taxpayers of value-added tax.

According to the Notice of the Ministry of Finance and the State Administration of Taxation
on Adjusting Value Added Tax Rates (CHABLHER ~ Bis A R B R of B Y (E BB S AV HN)), issued
on 4 April 2018, and became effective on 1 May 2018, value-added tax taxpayers who were
previously subject to rates of 17% and 11% for taxable sales or imported goods shall be subject to
an adjusted 16% and 10% rates respectively. According to the Notice on Relevant Policies for
Deepening Value Added Tax Reform (CBHA VAL (B MCH A BELR A A 45 )) effected on 1 April
2019, the value-added tax rate was reduced to 13% and 9% respectively.

Cigarette consumption tax

In accordance with the Circular of the Ministry of Finance and the State Administration of
Taxation Regarding the Adjustment of Cigarette Consumption Tax (B 3% 45 % 1 2 Bl (1Y) 48
1)) which took effect on 10 May 2015, the cigarette consumption tax on cigarette wholesale
prices has increased from 5% to 11% and a specific tax will be levied at RMBO0.005 per cigarette.

LAWS AND REGULATIONS RELATING TO FOREIGN EXCHANGE

The principal regulations governing foreign currency exchange in China are the Regulation
on the Foreign Exchange Control of PRC ({H#E A [R AN S A5 #5151 )), promulgated by the
State Council on 29 January 1996, came into effect on 1 April 1996, and was last amended on 5
August 2008, and the Regulations on the Administration of Foreign Exchange Settlement, Sale and
Payment (C&5HE ~ 8 B X A4S BEHLE )), promulgated by the People’s Bank of China in June
1996 and came into effect on 1 July 1996, according to which, Renminbi for current account items
is freely convertible, including the distribution of dividends, interest payments, trade and service-
related foreign exchange transactions, but not for capital account items, such as direct investments,
loans and investments in securities outside of the PRC, unless the prior approval or record-filing
of the State Administration of Foreign Exchange (the “SAFE”) or its local counterpart is
obtained.

According to the Notice of the State Administration of Foreign Exchange on Further
Improving and Adjusting Foreign Administration Policies for Foreign Direct Investment ({EJZ4h

REE 57 3 S B 7 4 — 20 MOEE RN R R IR B AN S BRI 4 R0 ))  which took effect on 17

December 2012 and was last amended on 4 May 2015, the previous approving procedures were
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significantly simplified by cancelling the requirement for the opening of a foreign exchange
account or the entry of any amount in the foreign exchange accounts under direct investment, and
instead, the bank can open the account for the relevant client according to the information
registered in the relevant system of the SAFE.

According to the Notice of the State Administration of Foreign Exchange on Relevant Issues
Concerning Foreign Exchange Administration for Domestic Residents to Engage in Investing and
Financing Overseas and Roundtrip Investment via Special Purpose Vehicles (€[ %74 3 )5 B
T8 T T R R IR H A 2 RS A B e B R AR U AP A LA B B R D) which was
promulgated by the SAFE on 4 July 2014 and came into effect on the same date, before a
domestic resident contributes its legally owned onshore or offshore assets or equity to a special
purpose vehicle (the “SPV”), the domestic resident shall conduct foreign exchange registration for
offshore investment with the SAFE. Where a domestic resident contributes its legally owned
onshore assets or equity, it shall apply to the local branch of SAFE of the registration place, or the
local branch of SAFE of the location of the domestic enterprise’s assets or equity for going
through the procedures for registration. Where a domestic resident contributes its legally owned
offshore assets or equity, it shall apply to the local branch of SAFE of the registration place, or the
local branch of SAFE of the location of household registration for going through the procedures
for registration.

The Notice of State Administration of Foreign Exchange on Further Simplifying and
Improving Foreign Exchange Administration Policy for Overseas Direct Investment (€[ %44
TRy B HE — 20 il A RN O B ARG AMEE FIBUR Y A1) which was promulgated on 13
February 2015, came into effect from 1 June 2015 and was partially invalidated by the Notice by
the State Administration of Foreign Exchange of Repealing or Invalidating Five Regulatory
Documents on Foreign Exchange Administration and Clauses of Seven Regulatory Documents on
Foreign Exchange Administration (2550 REE B 5 B BE 1 0 2805 14 4/ e 7 S0 66 1 A S 74
A1 [ 3R S0 PR AR IR A48 1)) lifted the requirement of administrative approval in relation to
foreign exchange registration and approval for offshore direct investment, which was changed to
the mechanism that the banks directly review and complete the foreign exchange registration for
offshore direct investment. Where a domestic resident individual makes an offshore investment
with its onshore assets or equity, such individual shall complete the foreign exchange registration
for SPV owned by the domestic resident individual at the bank of the location of the domestic
enterprise’s assets or equity.

LAWS AND REGULATIONS RELATING TO DIVIDEND DISTRIBUTIONS

The principal laws and regulations regulating the dividend distribution of dividends by
foreign-invested enterprises in China include the PRC Company Law and the Foreign Investment
Law. Under the current regulatory regime in the PRC, foreign-invested enterprises in the PRC may
pay dividends only out of their accumulated profit, if any, determined in accordance with PRC
accounting standards and regulations. A PRC company, including foreign-invested enterprise, is
required to set aside as general reserves at least 10% of its after-tax profit, until the cumulative
amount of such reserves reaches 50% of its registered capital unless the provisions of laws
regarding foreign investment otherwise provided, and shall not distribute any profits until any
losses from prior fiscal years have been offset. Profits retained from prior fiscal years may be
distributed together with distributable profits from the current fiscal year.

— 86 —



REGULATORY OVERVIEW

LAWS AND REGULATIONS RELATING TO M&A AND OVERSEAS LISTINGS
M&A rules

The Provisions on Merger and Acquisition of Domestic Enterprises by Foreign Investors (B
RAMNEE F DR N MR E) | the “M&A Rules”) was jointly promulgated by six PRC
governmental authorities including the MOFCOM, the STA, the SAFE, the SAMR, the State-
owned Assets Supervision and Administration Commission of the State Council and the China
Securities Regulatory Commission (the “CSRC”) on 8 August 2006, and last amended on 22 June
2009. Foreign investors must comply with the M&A Rules when they purchase equity interests of
a domestic company or subscribe the increased capital of a domestic company, and thus changing
of the nature of the domestic company into a foreign-invested enterprise; or when the foreign
investors establish a foreign-invested enterprise in China, purchase the assets of a domestic
company and operate the asset; or when the foreign investors purchase the assets of a domestic
company by agreement, establish a foreign-invested enterprise by injecting such assets, and
operate the assets. According to Article 11 of the M&A Rules, where a domestic enterprise, or a
domestic natural person, through an overseas company established or controlled by it/him/her,
acquires a domestic enterprise which is related to or connected with it/him/her, approval from the
MOFCOM is required. The M&A Rules, among other things, further purport to require that an
offshore special purpose vehicle, formed for listing purposes and controlled directly or indirectly
by PRC companies or individuals, shall obtain the approval of the CSRC prior to the listing and
trading of such special purpose vehicle acquires shares of or equity interests in the PRC companies
in exchange for the shares of offshore companies.

Laws and regulations relating to overseas listing

On 24 December 2021, the CSRC issued the Provisions of the State Council on the
Administration of Overseas Securities Offering and Listing by Domestic Companies (Draft for
Comments) (1355 Bi B i~ 55 A A SE 3 AR 834728 2 A Bl i 8 B 2 (R R ECK 2 W) and  the
Administrative Measures for the Filing of Overseas Securities Offering and Listing by Domestic
Companies (Draft for Comments) (3% AR SEBEIMEEATRE 75 F b i 22 8 B (BOR B WAR))
(collectively the “Draft Regulations on Listing”’) for public comments.

Pursuant to the Draft Regulations on Listing, PRC domestic companies (including (i) any
PRC company limited by shares, and (ii) any offshore company that conducts its business
operations primarily in China and contemplates to offer or list its securities in an overseas market
based on its onshore equities, assets or similar interests) that directly or indirectly offer or list
their securities in an overseas market are required to file with the CSRC within three business days
after submitting their listing application documents to the relevant authority in the place of
intended listing. Meanwhile, overseas offerings and listings are prohibited under certain
circumstances, including but not limited to that (i) the PRC domestic companies are explicitly
prohibited by PRC laws and regulations; (ii) the intended overseas offerings and listings constitute
threat to or endanger national security as reviewed and identified by competent PRC authorities;
(ii1) there are material ownership disputes over equity, major assets, and core technologies, etc.;
(iv) the PRC domestic companies and/or their controlling shareholders and actual controllers have
committed criminal offences of embezzlement, bribery, misappropriation of property, or sabotage
of the order of the socialist market economy in recent three years, or are currently under judicial
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investigations for suspicion of criminal offences or major violations of laws and regulations; and
(v) the directors, supervisors, or senior management of the PRC domestic companies have been
subject to administrative punishments for severe violations in recent three years, or are currently
under judicial investigations for suspicion of criminal offenses or major violations of laws and
regulations (together the “Forbidden Circumstances’). Our PRC Legal Advisers have conducted
public searches against our PRC incorporated subsidiaries, Mr. Chen, as well as our Directors and
members of our senior management, and was not aware that any of them had been involved in
relevant criminal offences or administrative penalties that would prohibit us from proceeding with
overseas listing under the Draft Regulations on Listing. To our best knowledge and after our PRC
Legal Advisers’ due inquiry, if the Draft Regulations on Listing become effective and
implemented in their current form, we believe that we do not fall within any of the Forbidden
Circumstances which would prohibit us from proceeding with overseas listing under the Draft
Regulations on Listing and our Directors do not foresee any impediment for us to comply with the
Draft Regulations on Listing in any material aspects.

At the press conference held for the Draft Regulations on Listing on 24 December 2021, the
spokesperson from the CSRC clarified that implementation of the Draft Regulations on Listing will
follow the non-retroactive principle, which means that only the initial public offerings by PRC
domestic companies and financing by existing overseas listed PRC domestic companies to be
conducted after the Draft Regulations on Listing become effective will be required to complete the
filing process. In addition, the Draft Regulations on Listing will grant a proper transition period
for existing overseas listed companies that do not have subsequent financing activities to comply
with the filing requirement. Therefore, our PRC Legal Advisors are of the view that if the Draft
Regulations on Listing become effective in their current form before our Listing, we may be
required to complete the filing procedures with the CSRC in connection with the Listing; or if the
Draft Regulations on Listing come into effect after our proposed Listing, it will not be applied
retrospectively, which we are not required to complete the CSRC filing procedures.

Further, the Draft Regulations on Listing apply to overseas offerings and listings of PRC
domestic companies, but it does not raise new compliance requirements for business operations of
PRC domestic companies. As such, our Directors and our PRC Legal Advisors do not foresee the
Draft Regulations on Listing, if become effective and implemented in their current form, would
have a material adverse impact on our business operations.

Our PRC Legal Advisers are of the view that, given the Draft Regulations on Listing are still
in their draft forms and have not come into effect, as at the Latest Practicable Date, we are not
required to go through the filing procedures with the CSRC under the Draft Regulations on Listing
with respect to the Listing. Further, as at the Latest Practicable Date, there are no laws, regulations
or regulatory documents cited by either the CSRC or other relevant industry authorities in effect
that would explicitly require the Company to comply with any approval, verification or filing
procedures for the proposed Listing, and we had not received any inquiry, notice, warning, or
sanctions regarding the proposed Listing or our corporate structure from the CSRC or any other
PRC government authorities with respect to the filing requirement under the new regulatory
regime. Based on the foregoing, our Directors and our PRC Legal Advisers do not foresee the
Draft Regulations on Listing would have any material adverse impact on our business operations
and the proposed Listing and the Group will be able to comply with the Draft Regulations on
Listing in all material aspects.
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