
23 December 2022

To the Independent Board Committee and the Independent Shareholders

Dear Sirs,

MAJOR TRANSACTION AND CONTINUING CONNECTED TRANSACTIONS

INTRODUCTION

We refer to our appointment as the Independent Financial Adviser to advise the

Independent Board Committee and the Independent Shareholders in respect of the terms of (i)

the Parent Group Sales Framework Agreement; (ii) the Yangxin Hongsheng Sales Framework

Agreement; (iii) the Parent Group Purchase and Production Services Framework Agreement;

(iv) the CNMC Group Purchase and Production Services Framework Agreement; (v) Yangxin

Hongsheng Purchase Framework Agreement; (vi) the Parent Group Combined Ancillary

Services Framework Agreement; and (vii) the placing of deposit by the Group to the CNMC

Financial Company and the provision of bills acceptance and settlement and foreign exchange

settlement and sales services by the CNMC Financial Company to the Group under the CNMC

Financial Services Framework Agreement (together referred as to the “Non-Exempt
Continuing Connected Transaction Agreements”), and the respective annual caps and

transactions contemplated thereunder (the “Non-Exempt Continuing Connected
Transactions”).

Details of the Non-Exempt Continuing Connected Transactions are set out in the letter

from the Board contained in the circular of the Company dated 23 December 2022 (the

“Circular”), of which this letter forms a part. Capitalised terms used in this letter shall have

the same meanings as those defined in the Circular unless the context requires otherwise.

OUR INDEPENDENCE

As at the Latest Practicable Date, we did not have any relationships or interests with the

Company or any other parties that could reasonably be regarded as relevant to our

independence. In the last two years, we have not acted as an independent financial adviser to

the Independent Board Committee and the Independent Shareholders for any transaction.



With regard to our independence from the Company, it is noted that apart from normal

professional fees paid or payable to us in connection with the current appointment as the

Independent Financial Adviser, no arrangements exist whereby we had received or will receive

any fees or benefits from the Company or any other parties that could reasonably be regarded

as relevant to our independence.

BASIS OF OUR OPINION

In formulating our opinion to the Independent Board Committee and the Independent

Shareholders, we have relied on the statements, information, opinions and representations

contained or referred to in the Circular and the information and representations as provided to

us by the Directors and the management of the Company (collectively, the “Management”).

We have reviewed information on the Company, including but not limited to (i) the

announcement of the Company dated 22 November 2022 in relation to, among others, the

Non-Exempt Continuing Connected Transactions; (ii) the Non-Exempt Continuing Connected

Transaction Agreements; and (iii) other information contained in the Circular. We have

assumed that all information and representations that have been provided by the Management,

for which the Directors are solely and wholly responsible, are true and accurate at the time

when they were made and continue to be so as at the Latest Practicable Date. We have also

assumed that all statements of belief, opinion, expectation and intention made by the Directors

in the Circular were reasonably made after due enquiry and careful consideration. We have no

reason to suspect that any material facts or information have been withheld or to doubt the

truth, accuracy and completeness of the information and facts contained in the Circular, or the

reasonableness of the opinions expressed by the Company, its advisers and/or the Directors,

which have been provided to us. Our opinion is based on the representation and confirmation

of the Management that there are no undisclosed private agreements/arrangements or implied

understanding with anyone concerning the Non-Exempt Continuing Connected Transactions.

We consider that we have taken sufficient and necessary steps on which to form a reasonable

basis and an informed view for our opinion in compliance with the Listing Rules.

The Directors have collectively and individually accepted full responsibility for the

accuracy of the information contained in the Circular and have confirmed, having made all

reasonable enquiries, which to the best of their knowledge and belief, that the information

contained in the Circular is accurate and complete in all material respects and not misleading

or deceptive, and there are no other matters the omission of which would make any statement

in the Circular or the Circular as a whole misleading. We, as the Independent Financial Adviser,

take no responsibility for the contents of any part of the Circular, save and except for this letter

of advice.

We consider that we have been provided with sufficient information to reach an informed

view and to provide a reasonable basis for our opinion. We have not, however, carried out any

independent verification of the information provided by the Management, nor have we

conducted any independent in-depth investigation into the business and affairs of any members

of the Group, the counter party(ies) to the Non-Exempt Continuing Connected Transaction

Agreements or their respective subsidiaries or associates. We also have not considered the
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taxation implication on the Group or the Shareholders as a result of the Non-Exempt

Continuing Connected Transactions. We have not carried out any feasibility study on the past,

and forthcoming investment decision, opportunity or project undertaken or to be undertaken by

the Group. Our opinion has been formed on the assumption that any analysis, estimation,

anticipation, condition and assumption provided by the Group are feasible and sustainable. Our

opinion shall not be construed as to give any indication to the validity, sustainability and

feasibility of any past, existing and forthcoming investment decision, opportunity or project

undertaken or to be undertaken by the Group.

Our opinion is necessarily based on the financial, economic, market and other conditions

in effect and the information made available to us as at the Latest Practicable Date.

Shareholders should note that subsequent developments (including any material change in

market and economic conditions) may affect and/or change our opinion and we have no

obligation to update this opinion to take into account events occurring after the Latest

Practicable Date or to update, revise or reaffirm our opinion. In addition, nothing contained in

this letter should be construed as a recommendation to hold, sell or buy any Shares or any other

securities of the Company. We expressly disclaim any liability and/or any loss arising from or

in reliance upon the whole or any part of the contents of this letter.

Lastly, where information in this letter has been extracted from published or otherwise

publicly available sources, we are not obligated to conduct any independent in-depth

investigation into the accuracy and completeness of those information.

PRINCIPAL FACTORS TAKEN INTO CONSIDERATION

In formulating our opinion, we have taken into consideration the following principal

factors and reasons.

1. Background Information of on the Group, the Parent Group and the CNMC Group

The Group

The Group is principally engaged in the exploitation of mineral resources, the mining and

processing of mineral ores and the trading of metal products.

Yangxin Hongsheng is limited liability company established in the PRC and principally

engaged in the manufacturing and sale of metal materials and chemicals, and the sale of

nonferrous alloys and bullion products. It is a non-wholly owned subsidiary of the Company,

owned by Daye Metal as to 52.00%, China No. 15 Metallurgical (a wholly-owned subsidiary

of CNMC) as to 24%, Huangshi Xingang as to 16% and Huangshi State-owned Assets

Management as to 8%, respectively.
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The Parent Group

The Parent Company is a state-owned conglomerate in the PRC. Its controlling

shareholder is CNMC, a state-owned enterprise established in the PRC. The principal business

of the Parent Group is copper mining and processing. The Parent Group has a fully integrated

operation which enables it to undertake the different stages of copper production from mining,

processing, smelting and plating, research and development, design to sales and trading.

The CNMC Group

CNMC is a PRC state-owned enterprise directly administered by the State-owned Assets

Supervision and Administration Commission of the State Council. The CNMC Group is

principally engaged in the development of non-ferrous metal resources, construction and

engineering, as well as related trade and services, both in the PRC and overseas.

CNMC Financial Company is a limited liability company established in the PRC and a

non-wholly owned subsidiary of CNMC. It is regulated by PBOC and CBIRC to provide

financial services to other members of the Parent Group and the CNMC Group.

2. Major Terms of the Non-Exempt Continuing Connected Transaction Agreements

2.1 CNMC Financial Services Framework Agreement

Date: 22 November 2022

Parties: (1) the Company; and

(2) CNMC.

Nature of transactions: The Group shall place deposits with the CNMC Group.

The CNMC Group shall provide to the Group the following

financial services: loans, guarantees and integrated credit

facilities, bills acceptance and settlement, foreign exchange

settlement and sales and such other financial services as

agreed by the parties from time to time.

Term: 1 January 2023 to 31 December 2025.
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Price of services: With reference to the fees charged by commercial banks for
similar services, subject to compliance with applicable laws
and regulations and provisions of PBOC on interest rate
management.

To ensure that the pricing policies under the CNMC Financial
Services Framework Agreement are complied with, prior to
conducting the connected transactions under the CNMC
Financial Services Framework Agreement, the Group will
enquire with third party commercial banks about the interest
rates for loans and deposits of the same term and the fees for
provision of similar financial services charged by them, to
compare with the interest rates for loans and deposits and fees
charged for the connected transactions between the Group
and the CNMC Group and determine the relevant interest
rates and fees in accordance with the pricing policies under
the CNMC Financial Services Framework Agreement. The
Group will seek to obtain quotations from at least three
independent third party commercial banks in each case where
practicable.

Time and method of
payment:

Based on market practice.

Deposit and loan
amounts:

The average daily amount of deposits placed by the Group
with the CNMC Group must not exceed the average daily
amount of outstanding loans extended by the CNMC Group to
the Group.

The average daily amount of deposits is arrived by dividing
the cumulative amount of fund balances collected by the
Group at a fixed time point each day within a period (365
days) by 365 days.

The average daily amount of outstanding loans is arrived by
dividing the cumulative amount of the daily outstanding
loans balance of the CNMC Group used by the Company
within a period (365 days) by 365 days

Set-off upon default on
deposits:

If CNMC Group is unable to return on time the deposits
(including accrued interest) placed to it by the Group, the
Group shall have the right to: (i) terminate the CNMC
Financial Services Framework Agreement; and (ii) set off
such deposits (including accrued interest) against the
outstanding loans (including accrued interest) extended by
CNMC Group to the Group.
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Compensation for losses
suffered by the
Group:

CNMC Group shall fully compensate the Group for any loss
incurred by the Group (including in relation to the amount of
outstanding deposits or loans and accrued interest or any
related expenses incurred) as a result of any of the following:
(i) the CNMC Group breaches, or is likely to breach, any
PRC laws or regulations; (ii) the occurrence of, or likely
occurrence of, any material problem in CNMC Group’s
operations or difficulties in payment; or (iii) CNMC Group
does not comply or breaches the CNMC Financial Services
Framework Agreement.

Undertaking by CNMC: CNMC undertakes to the Group that if CNMC Financial

Company experiences or foresees any difficulties in payment,

CNMC will inject capital into CNMC Financial Company

based on the latter’s needs in order to ensure the latter’s

normal operations.

Reasons for and benefits of entering into the CNMC Financial Services Framework Agreement

CNMC Financial Company is a non-wholly owned subsidiary of CNMC. It is regulated

by PBOC and CBIRC as a financial company in the PRC to provide financial services to other

members of the Parent Group and the CNMC Group. As discussed with the Management, the

entering into the CNMC Financial Services Framework Agreement is for the purpose to obtain

efficient and cost-effective financial services provided by CNMC Financial Company. As such,

we are of the view that the entering into the CNMC Financial Services Framework Agreement

falls within the ordinary and usual course of business of the Group.

We are given to understand by the Management that the risk profile of CNMC Financial

Company is no greater than that of other independent commercial banks in the PRC, while

there are numerous advantages of utilising the financial services provided by the CNMC

Financial Company over similar services provided by other independent commercial banks in

the PRC for the following reasons:

(i) similar to other independent commercial banks in the PRC, CNMC Financial

Company will be regulated by the PBOC and the CBIRC, and will provide services

pursuant to the relevant rules and requirements, including capital risk guidelines and

requisite capital adequacy ratios of such regulatory authorities;

(ii) the regulation of finance companies (such as CNMC Financial Company) by the

CBIRC is more stringent than the regulation of commercial banks in the PRC in

certain aspects, for example, finance companies are required to have a higher capital

adequacy ratio;

– 6 –



(iii) the CBIRC will review the operations and management of finance companies in the
PRC pursuant to the Guideline of Risk Assessment and Classified Regulation on
Financial Companies of Enterprise Groups (企業集團財務公司風險評價和分類監管
指引) which covers areas including a finance company’s internal management,
operating conditions and the related group’s influence over and support to the
finance company; and

(iv) the CNMC Financial Services Framework Agreement provides the Group with
numerous rights and sets out numerous internal control and risk management
measures that safeguard the interests of the Company and the Shareholders. For
example, the average daily deposits placed by the Group with the CNMC Group
must not exceed the average daily outstanding loans. The Group may also set-off any
defaulted deposits against any outstanding loans extended by CNMC Group to the
Group and has various rights of compensation. In addition, CNMC Financial
Company shall (and CNMC shall ensure that CNMC Financial Company shall):

(a) implement stringent internal control and effective risk management measures
(the efficiency and effectiveness of which will be regularly reviewed by the
CBIRC);

(b) comply with applicable laws and regulations, and in particular strictly comply
with any requirements relating to the management of financial companies
under all PRC laws and regulations (including any PRC laws and regulations),
as amended from time to time;

(c) provide the Group with access to the books and accounts of CNMC Financial
Company for inspection as soon as practicable upon the Group’s request; and

(d) when providing financial services to members of the Group, exercise its own
judgment and prudent approval process to determine whether to provide such
financial services to such members of the Group.

Further, as an inter-group service provider, the provision of financial services under the
CNMC Financial Services Framework Agreement is expected to render more expedient and
efficient financial services to the Group, especially due to the multiple financing channels
offered by the CNMC Group. In addition, it is expected that any applicable interest rates for
the financial services will be equal to or more favourable to the Group than the benchmark
interest rates quoted by the PBOC from time to time, while any other applicable fees, terms and
exchange rates offered will also be equal to or more favourable to the Group than that offered
by other independent commercial banks in the PRC, which would reduce the overall financial
costs of the Group.

We agree with the Management that the financial assets of the Group maintained by the
CNMC Financial Company shall be regulated according to the relevant rules and regulations
as applied to other independent commercial banks and financial institutions in the PRC. We
consider the Group’s financial assets shall be properly safeguarded by the relevant standards,
rules and regulations. In addition, we understand from the Management that in order to ensure
the pricing policies under the CNMC Financial Services Framework Agreement are complied
with, prior to conducting the transactions thereunder, the Group will enquire with third party
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commercial banks where applicable, including but not limited to obtaining at least three quotes
from third party commercial banks, about (i) the interest rates for deposits for comparing the
interest rates provided by the CNMC Financial Company; (ii) the exchange rates for foreign
exchange settlement for comparing the exchange rates offered by the CNMC Financial
Company; and (iii) the applicable handling fees for the same or similar financial services
provided for comparing the applicable handling fees charged by the CNMC Financial
Company, and determine the relevant interest rates, exchange rates and handling fees in
accordance with the pricing policies under the CNMC Financial Services Framework
Agreement.

Moreover, we have discussed with the Management and understand that the provision of
deposit services as well as the bills acceptance, settlement, foreign exchange settlement and
sales services by the CNMC Financial Company will help to facilitate the fund management
amongst the members of the Group and the CNMC Group in a more efficient manner. By
maintaining accounts of the Group with the CNMC Financial Company and leveraging on the
CNMC Financial Company as the settlement platform, fund transmission time can be reduced
to expedite the turnaround of funds, and thus strengthen the Company’s centralised fund
management. In addition, enabling the Group to access a centralised fund pool can provide
flexibility to the Group in making timely inter-group transfers from time to time without any
restriction in meeting its funding needs, utilise idle cash balances within the Group, and reduce
funding cost of the Group in general.

In conclusion, we are of the view that entering into the CNMC Financial Services
Framework Agreement is in the interests of the Group and the Shareholders as a whole.

Proposed Annual Caps under the CNMC Financial Services Framework Agreement

(a) Deposit services

In respect of the deposit services provided or to be provided by CNMC Group to the
Group, the table below sets out the historical figures, existing annual caps and the Proposed
Annual Caps under the CNMC Financial Services Framework Agreement:

Year ended
31 December 2020

Year ended
31 December 2021

Year ending
31 December 2022

Year ending
31 December

2023

Year ending
31 December

2024

Year ending
31 December

2025

Annual cap
Actual

amount Annual cap
Actual

amount Annual cap

Actual
amount

(up to 31
October

2022)
Proposed

annual cap
Proposed

annual cap
Proposed

annual cap
(audited) (audited) (unaudited)

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

2,681,869 305,250 2,885,041 789,393 3,110,325 1,042,139 2,697,750 2,827,221 2,929,468
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We understand that the above Proposed Annual Caps were determined with reference to

the: (i) amount of deposits (including accrued interests) historically made by the Group; (ii)

estimated daily cash flow of the Group for the three years ending 31 December 2025, having

considered the business operations needs and expected development of the Group; and (iii)

expected interest rate by reference to prevailing interest rates on deposits offered by other

finance companies in the PRC.

As advised by the Management, the historical maximum daily outstanding balance of

deposits (including accrued interest) placed by the Group with the CNMC Financial Company

during the two years ended 31 December 2021 and the ten months ended 31 October 2022

amounted to approximately RMB0.3 billion, RMB0.8 billion and RMB1.0 billion, respectively.

In order to assess the fairness and reasonableness of the Proposed Annual Caps, we have

discussed with the Management in respect of the possible maximum deposits to be placed by

the Group on any given day during the term of the CNMC Financial Services Framework

Agreement, after having taken into account the Group’s development plan, expected cash flow,

business operation and financial needs.

We have reviewed the latest interim report of the Company and note that the cash and

bank balances of the Group as at 30 June 2022 amounted to approximately RMB0.6 billion.

We have also discussed with the Management and understand that (i) the Company has

secured revolving credit facilities from banks totaling approximately RMB0.6 billion for

working capital of the Group; and (ii) the cash flow cycle from trade receivables (which is

expected to further strengthen after taking into account the increased production capacity of the

Group following commencement of operation of the New Copper Cathode Production Plant in

October 2022) will constitute part of the Group’s available daily cash balance. We have also

obtained from the Management and reviewed the available daily cash balance of the Group

during the two years ended 31 December 2021 and the ten months ended 31 October 2022, and

note that the available daily cash and bank balances of the Group (excluding any cash and/or

bank balances that are earmarked for specific development/operation purpose) had reached as

high as approximately RMB2.5 billion during the said period.

Moreover, we understand from the Management that (i) the interest rates received by the

Company during the ten months ended 31 October 2022 from commercial banks in the PRC for

its bank balance are around 0.05% for US$ and 0.3% for RMB per annum; and (ii) the interest

rate for deposits to be provided by the CNMC Financial Company is expected to be around

0.52% for USD and 1.3225% for RMB per annum. Accordingly, we agree with the Management

that the expected interest rate of 0.52% for US$ and 1.3225% for RMB per annum to be

provided by the CNMC Financial Company is more favourable to the Group as compared with

interest rates offered by commercial banks in the PRC.

Taking into account the above factors as a whole, we are of the view that the Proposed

Annual Caps for the deposit services are fair and reasonable.
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(b) Bills acceptance and settlement and foreign exchange settlement and sales services

In respect of the bills acceptance and settlement and foreign exchange settlement and

sales services provided or to be provided by CNMC Group to the Group, the table below sets

out the historical figures, existing annual caps and the Proposed Annual Caps under the CNMC

Financial Services Framework Agreement:

Year ended
31 December 2020

Year ended
31 December 2021

Year ending
31 December 2022

Year ending
31 December

2023

Year ending
31 December

2024

Year ending
31 December

2025

Annual cap
Actual

amount Annual cap
Actual

amount Annual cap

Actual
amount

(up to 31
October

2022)
Proposed

annual cap
Proposed

annual cap
Proposed

annual cap
(audited) (audited) (unaudited)

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

6,120,300 313,028 11,090,900 2,479,759 16,502,900 1,363,097 8,286,025 8,288,625 8,288,625

We understand that the above Proposed Annual Caps were determined with reference to

(i) historical amount of foreign exchange transacted by the Group; (ii) fees of bills acceptance

and settlement services historically received by the Group; (iii) cost of similar financial

services charged by other independent commercial banks taking into account the benchmark

interest rates quoted by the PBOC from time to time; and (iv) the anticipated amount of bills

acceptance and settlement and foreign exchange settlement and sales services to be purchased

by the Group from the CNMC Group for the three years ending 31 December 2025.

Under the CNMC Financial Services Framework Agreement, the Group and the CNMC

Financial Company will enter into definitive contracts pursuant to which the CNMC Financial

Company will provide spot foreign exchange settlement and sale services for foreign

currencies such as US dollars to the Group, as the Group’s revenue are mainly in RMB but it

requires US dollars to settle payments to certain raw material suppliers in the international

market (including suppliers of copper concentrate and blister copper).

As advised by the Management, the Group purchases certain raw materials from the

international market which are primarily conducted in US dollars for its production purposes.

The historical amount of foreign exchange transacted by the Group for the two years ended 31

December 2021 and the ten months ended 31 October 2022, amounted to approximately

RMB12.9 billion, RMB16.9 billion and RMB14.1 billion, respectively.

The increase in the Proposed Annual Caps for the bills acceptance and settlement and

foreign exchange settlement and sales services to be provided by the CNMC Financial

Company to the Group as compared with the historical amount is primarily due to the expected
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increase in the Group’s demand for the amount of foreign exchange for its purchases of raw

materials from the international market following the commencement of operation of the New

Copper Cathode Production Plant in October 2022.

The Proposed Annual Caps in FY2023, FY2024 and FY2025 are approximately RMB8.3

billion for each of the three years. We have discussed with the Management and understand that

the Proposed Annual Caps were determined with reference to, among others:

(i) the Proposed Annual Caps in FY2023 is primarily made with reference to (a) the

historical amount of foreign exchange transacted by the Group during the two years

ended 31 December 2021 and the ten months ended 31 October 2022 which

amounted to approximately RMB12.9 billion, RMB16.9 billion and RMB14.1

billion, respectively; (b) the estimation by the Company that the total amount of

foreign exchange transacted by the Group for the year ending 31 December 2022

will reach approximately RMB26 billion, after taking into account the

commencement of operation of the New Copper Cathode Production Plant in

October 2022, which will cause a corresponding increase in demand in the amount

of foreign exchange for the Group’s purchases of certain raw materials from the

international market; and (c) based on the estimation on the amount and prices of

raw materials to be imported by the Group after taking into account the increased

production capacity of the Group following commencement of operation of the New

Copper Cathode Production Plant in October 2022, the total amount of foreign

exchange to be transacted by the Group is expected to be approximately RMB42.2

billion for each of the three years ending 31 December 2025. It is intended by the

Group to satisfy approximately 20% of its total demand for foreign exchange for

each of the three years ending 31 December 2025 with its purchase of foreign

exchange and settlement services from the CNMC Financial Company. Regarding

the remainder, subject to comparable rates and service fees, the Group will purchase

the foreign exchange from other commercial banks and institutions in order to

diversify the sources of supply and at the same time to maintain sound business

relationships with the commercial banks and institutions; and

(ii) it is the intention of the Company to maintain similar foreign exchange transaction

level by the Group with the CNMC Financial Company in FY2024 and FY2025 as

compared with FY2023.

Moreover, we understand from the Management that the fees charged by commercial

banks in the PRC to the Group for the bills acceptance and settlement services during the ten

months ended 31 October 2022 amounted to approximately 2.6%. As advised by the

Management, it is expected that the fees in respect of the said services to be charged by the

CNMC Financial Company will be around 2.6%. Accordingly, we agree with the Management

that the expected fees of 2.6% to be charged by the CNMC Financial Company is comparable

with those offered by commercial banks in the PRC.
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Taking into account the above factors as a whole, we are of the view that the Proposed

Annual Caps for the bills acceptance, settlement services and foreign exchange settlement and

sales services are fair and reasonable.

2.2 Parent Group Sales Framework Agreement

Date: 22 November 2022

Parties: (1) the Company; and

(2) the Parent Company.

Nature of transactions: The Group will supply certain products to the Parent Group,

including gold, silver, copper cathodes, copper concentrate,

natural gas, residual heat power generation, water, electricity,

raw materials, auxiliary equipment, supporting materials,

spare part materials, production equipment, tools, sulfuric

acid, dump truck, waste materials, scrap steel, scrap stainless

steel, scrap copper cathodes mold, spare part materials,

platinum, spongy palladium, crude selenium, tellurium ingot

and such other products as agreed by the parties from time to

time.

Term: 1 January 2023 to 31 December 2025.

Time and method of

payment:

Based on market practice.

Pricing mechanism: Based on: (i) the government-prescribed price; or (ii) if there

is no applicable government-prescribed price, the Market

Price or a price determined by the internal documents of the

Group developed with reference to the Market Price.

If the prices and charges are determined based on or with

reference to prices, exchange rates or tax rates stated in

specific government documents, internal documents of the

Group, exchanges or industry-related websites, the effective

aforementioned documents, prices and rates at the time of the

entry into of specific transaction agreements by the parties

shall prevail.
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As at the Latest Practicable Date, prices for the supply of the relevant products will be

determined by the parties on the following basis:

Gold: With reference to the market price of gold as quoted on (i) the

Shanghai Gold Exchange; or for gold for export, (ii) the

London Bullion Market Association (adjusted with reference

to the premium or discount quoted by Reuters) (as applicable)

Silver: With reference to the market price of silver as quoted on (i)

the Shanghai Gold Exchange; (ii) the Shanghai Huatong

Silver Exchange; or, for silver for export (iii) the London

Bullion Market Association (adjusted with reference to the

premium or discount quoted by Reuters) (as applicable).

Copper cathodes: With reference to the market price of copper as quoted on (i)

the Shanghai Futures Exchange (adjusted with reference to

the premium or discount quoted on metal spot websites); or,

for copper cathodes for export, (ii) the London Metal

Exchange (adjusted with reference to the premium or

discount quoted by Reuters).

Copper concentrate: With reference to (as applicable): (i) the market price of gold

as quoted on the London Bullion Market Association

(adjusted with reference to the premium or discount quoted

by Reuters); (ii) the market price of silver as quoted on the

London Bullion Market Association (adjusted with reference

to the premium or discount quoted by Reuters); or (iii) the

market price of copper as quoted on the London Metal

Exchange (adjusted with reference to the premium or

discount quoted by Reuters as applicable), and the smelting

and processing costs of the copper concentrate.

Natural gas: With reference to the price of natural gas prescribed by the

competent government price authority, currently with

reference to the price of natural gas prescribed by Huangshi

Price Bureau* (黃石市物價局). The selling price shall be

adjusted accordingly in case of adjustment in the government

guidance price.

Residual heat power

generation:

With reference to the price guidance documents issued by the

competent government authority, currently with reference to

the price of electricity prescribed by Hubei Province Price

Bureau (湖北省物價局). The selling price will be updated in

case of adjustment in the government guidance price.
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Water: With reference to the price guidance documents issued by the

competent government authority, currently with reference to

the price of water prescribed by Huangshi Price Bureau* (黃
石市物價局). The selling price will be updated in case of

adjustment in the government guidance price.

Electricity: With reference to the price guidance documents issued by the

competent government authority, currently with reference to

the price of electricity prescribed by Hubei Province Price

Bureau (湖北省物價局). The selling price will be updated in

case of adjustment in the government guidance price.

Raw materials, auxiliary

equipment, supporting

materials, spare part

materials, production

equipment and tools:

With reference to the tender prices and the overall market

condition.

The Group will conduct competitive tender, prepare tender

document and publish the tender document on the Group’s

purchase tender e-commerce platform

(http://ecp.cnmc.com.cn). The Group will invite at least three

qualified buyers (including the Parent Group and two

independent third party buyers) to participate in the relevant

tenders. Selection of the final buyer(s) will be made based on

price offered according to the tender document. Such offer

price will be the final settlement price.

Sulfuric acid: With reference to market price of sulfuric acid chemical

products quoted on the industry-related website, which is

currently Baiinfo website and the overall market condition.

Dump truck: With reference to the value of the vehicle in the vehicle

valuation report, which is determined according to the

relevant laws and measures issued by the government

authorities, and with reference to the service life and the

newness of the equipment of the vehicle.

Waste materials: With reference to the market price determined through price

inquiries and the market price of copper futures contract as

quoted on the Shanghai Futures Exchange.
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Scrap steel, scrap

stainless steel, scrap

copper cathodes mold,

spare part material

With reference to the tender prices and the overall market

condition.

The Group will conduct tenders by invitation, inviting at least

three qualified buyers (including the Parent Group and two

independent third party buyers) to participate in the relevant

tenders. Selection of the final buyer(s) will be made primarily

based on price offered, but consideration will also be given to

the historical cooperation relationship with the buyers and the

capability of timely settlement of the buyers.

When actual transactions are proposed to be conducted

during the relevant financial year:

(i) in respect of the supply of scrap steel and scrap stainless

steel by the Group, the settlement prices for scrap steel

and scrap stainless steel will be the tender price, and

adjusted (if required) with reference to the market price

of scrap steel or scrap stainless steel quoted on the

industry related websites, which is currently YD Steel

(http://www.ydsteel.com) and CN Gold

(https://jiage.cngold.org) respectively, on the day

immediately prior to the actual date of transaction.

(ii) in respect of the supply of scrap copper cathodes mold

by the Group, the price will be the tender price, and

adjusted (if required) with reference to the relevant

processing costs incurred by the Group and the market

price of scrap steel, being the prices charged by

independent third party suppliers supplying scrap steel

in their ordinary course of business in the same or

nearby area.

(iii) in respect of the supply of spare part materials, the price

will be the tender price, and adjusted (if required) with

reference to the relevant market price, being the prices

charged by independent third party suppliers providing

similar type of products in their ordinary course of

business in the same or nearby area.
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Platinum, spongy

palladium, crude

selenium and

tellurium ingot:

With reference to the tender prices and the overall market

condition.

The Group will conduct competitive tender, prepare tender

document and publish the tender document on the Group’s

purchase tender e-commerce platform

(http://ecp.cnmc.com.cn). The Group will invite at least three

qualified buyers (including the Parent Group and two

independent third party buyers) to participate in the relevant

tenders. Selection of the final buyer(s) will be made based on

price offered according to the tender document. Such offer

price will be the final settlement price.

Reasons for and benefits of entering into the Parent Group Sales Framework Agreement

In respect of the existing continuing connected transactions, the sales framework

agreement dated 22 November 2019 entered into between the Company and the Parent

Company will expire on 31 December 2022. The Company intends to continue to enter into

transactions of a similar nature from time to time after the expiry date. Therefore, on 22

November 2022, the Company and the Parent Company entered into the Parent Group Sales

Framework Agreement, nature of which is similar to that of the transactions under the aforesaid

sales framework agreement, for a term of three years from 1 January 2023 to 31 December

2025.

We have discussed with the Management and understand that entering into the Parent

Group Sales Framework Agreement will broaden the revenue base of the Group and allow it

to leverage on the sales network of the Parent Group in the PRC and Hong Kong.

We have obtained from the Company and reviewed the Group’s relevant internal control

manual. We note that when considering the terms of the relevant products, the Company shall

primarily refer to the government-prescribed price. If such government-prescribed price is not

available, the Group shall refer to the Market Price and/or quotes from other independent third

parties.

We have also reviewed the Parent Group Sales Framework Agreement and note that the

basis of determining the prices for the products are clearly stated thereunder, which is primarily

made with reference to the relevant government-prescribed price, or the Market Price if there

is no applicable government-prescribed price. In addition, we have obtained from the Company

and reviewed samples of existing contracts for the relevant products. We note that the prices

of the relevant products were primarily determined with reference to the Market Price, such as

the market price as quoted on the Shanghai Futures Exchange. We consider that the Company

has complied with its internal control procedures and the contract prices under the samples are

in line with the Company’s pricing policy as described above.
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In view of the aforementioned factors, we are of the view that the pricing mechanism of
the products under the Parent Group Sales Framework Agreement is fair and reasonable.

Further, we have interviewed with the Management and understand that the directors and
senior management of the Company will monitor closely and review regularly the continuing
connected transactions of the Company. The Company will adopt a series of risk management
arrangements, and endeavour to maintain, in relation to the continuing connected transactions,
the independence of the Company; the fairness of the price of the transactions; the fairness of
the terms of the transactions; and the right of the Company to conduct transactions with
independent third parties other than the Parent Group. The relevant arrangements include: (i)
the continuing connected transactions contemplated under the Parent Group Sales Framework
Agreement are conducted on a non-exclusive basis; (ii) upon the signing of the Parent Group
Sales Framework Agreement and its approval by the Independent Shareholders, the relevant
business department of the Company will be responsible for the implementation of the Parent
Group Sales Framework Agreement; and (iii) before the signing of each individual agreement,
the finance department of the Company will evaluate the terms, including the fairness of the
price, of the agreement as well as monitor the Company’s existing continuing connected
transactions, and review whether the Company’s transactions are fair and reasonable in
accordance with the terms of the Parent Group Sales Framework Agreement and internal
control manual. As such, we are of the view that the Group has a sound risk management
system to safeguard the interest of the Company.

Moreover, we are given to understand that the business model of the Group and the Parent
Group are distinct and there should not be any significant direct competition among the
businesses of the Group and the Parent Group given that (i) the core copper-related business
of the Parent Group has already been transferred to the Group; (ii) the Parent Group is mainly
engaged in the midstream to downstream business (e.g. processing of coarse copper into anode
plates, production and sales of copper rods and copper tubes), while the Group is mainly
engaged in the upstream to midstream business (e.g. exploration, mining and processing of
copper ore, smelting of copper concentrates and sales of copper cathodes); and (iii) the trading
business, which is a core business of the Parent Group, will not be a core business of the Group.

In conclusion, we are of the view that entering into the Parent Group Sales Framework
Agreement is in the interests of the Company and the Shareholders as a whole.

Proposed annual caps under the Parent Group Sales Framework Agreement

The table below sets out the historical figures, existing annual caps and Proposed Annual
Caps for the Parent Group Sales Framework Agreement:

Year ended
31 December 2020

Year ended
31 December 2021

Year ending
31 December 2022

Year ending
31 December

2023

Year ending
31 December

2024

Year ending
31 December

2025

Annual cap
Actual

amount Annual cap
Actual

amount Annual cap

Actual
amount

(up to 31
October

2022)
Proposed

annual cap
Proposed

annual cap
Proposed

annual cap
(audited) (audited) (unaudited)

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

7,207,373 2,898,121 10,802,160 5,002,428 14,383,651 5,853,870 14,849,212 22,793,246 23,515,155
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We understand that the above Proposed Annual Caps have been determined with reference

to the: (i) existing purchase orders placed by the Parent Group; (ii) projected future orders

based on the expected increase in the products to be sold to the Parent Group as a result of the

expected growth in the business of the Parent Group; and (iii) the average historical market

price and the anticipated future market price for the relevant products.

In order to assess the fairness and reasonableness of the Proposed Annual Caps, we have

obtained from the Management and reviewed the relevant calculations of the Proposed Annual

Caps.

We note that the major product expected to be sold by the Group to the Parent Group

under the Parent Group Sales Framework Agreement is the copper cathode. As advised by the

Management, the Group’s current production capacity of copper cathodes is approximately

480,000 tonnes per year.

As advised by the Management, the New Copper Cathode Production Plant (which is a

high purity copper cathode production plant located in Huangshi Xingang (Logistics) Industrial

Park, Huangshi, Hubei, the PRC, with a production capacity of 400,000 tonnes per year and a

total site area of approximately 1 million square metres) has commenced its operation since

October 2022. The New Copper Cathode Production Plant has increased and will gradually

further increase the Group’s total production capacity of copper cathode, and also the demand

for relevant raw materials such as copper concentrate and scrap copper for production purpose.

We have enquired with the Management and set out below the expected production

amount by the Group and sales volume of copper cathode by the Group to the Parent Group

in FY2023, FY2024 and FY2025:

FY2023 FY2024 FY2025
approx.

tonnes

approx.

tonnes

approx.

tonnes

Total expected production of copper

cathode by the Group 709,000 880,000 880,000
Expected sales volume of copper

cathode by the Group to the Parent

Group 180,000 270,000 280,000

As advised by the Management, it is expected that the Group will conduct certain

maintenance and repairing works for its production plants in FY2023 and thus will affect its

total expected production of copper cathode in FY2023 as compared with its existing total

production capacity. Further, we note that the estimated sales volume of copper cathode by the

Group to the Parent Group during the three years ending 31 December 2025 ranges from

approximately 25% to 32% of the Group’s total expected production of copper cathode. We
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consider that the above estimated sales volume of copper cathode by the Group to the Parent

Group do not form a majority portion of the total expected production of copper cathode by the

Group and it is within the Group’s production capacity.

The Proposed Annual Caps in FY2023, FY2024 and FY2025 are approximately RMB14.8

billion, RMB22.8 billion and RMB23.5 billion respectively. We have interviewed with the

Management and understand that the Proposed Annual Caps were determined with reference to,

among others:

(i) the Proposed Annual Caps in FY2023 is primarily made with reference to (a) the

growth trend in the historical sales amount between the Company and the Parent

Group during the past two to three years. The historical sales amount for the two

years ended 31 December 2021 and the ten months ended 31 October 2022 had been

increasing from approximately RMB2.9 billion to RMB5.0 billion and RMB5.8

billion, respectively; and (b) the estimation by the Company that the total sales

amount between the Company and the Parent Group for the year ending 31

December 2022 will reach approximately RMB9.7 billion, after taking into account

the increased production capacity of the Group following commencement of

operation of the New Copper Cathode Production Plant in October 2022;

(ii) the increases in the Proposed Annual Caps in FY2024 and FY2025 as compared with

FY2023 are mainly due to (a) the increasing production capacity of the New Copper

Cathode Production Plant and the anticipated corresponding additional sales of

copper cathode; and (b) the increase in estimated sales volume of copper cathode by

the Group to the Parent Group; and

(iii) the Company has entered into letter of intents with members of the Parent Group,

which have explicitly set out the target sales volume of certain products under the

Parent Group Sales Framework Agreement for each of the three years ending 31

December 2025. We have obtained from the Management and reviewed the letter of

intents, and understood that both parties have reached consensus on the target sales

volume as stated thereunder. There will be no consequence or penalty on the

Company for not reaching the target volume.

Further, we have conducted analysis on the copper price and reviewed the “World

Economic Outlook Database” published by the International Monetary Fund in October 2022

(www.imf.org). According to the database, it is noted that the copper price per ton has

increased from US$6,174 in 2020 to US$9,317 in 2021, and forecasted to amount to US$8,815

in 2022, US$7,913 in 2023, US$7,897 in 2024 and US$7,880 in 2025. We note that the copper

prices are expected to remain relatively higher for the upcoming few years as compared with

the price in 2020, and it is in line with the unit price adopted by the Company to determine the

Proposed Annual Caps.

Taking into account the above factors as a whole, we are of the view that the Proposed

Annual Caps are fair and reasonable.
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2.3 Yangxin Hongsheng Sales Framework Agreement

Date: 22 November 2022

Parties: (1) the Company; and

(2) Yangxin Hongsheng.

Nature of transactions: The Group will supply certain products to Yangxin

Hongsheng, including gold, silver, copper cathodes, copper

concentrate, natural gas, residual heat power generation,

water, electricity, raw materials, auxiliary equipment,

supporting materials, spare part materials, production

equipment, tools, sulfuric acid, dump truck, waste materials

and such other products as agreed by the parties from time to

time.

Term: 1 January 2023 to 31 December 2025.

Time and method of

payment:

Based on market practice.

Pricing mechanism: Based on: (i) the government-prescribed price; or (ii) if there

is no applicable government-prescribed price, the Market

Price or a price determined by the internal documents of the

Group developed with reference to the Market Price.

If the prices and charges are determined based on or with

reference to prices, exchange rates or tax rates stated in

specific government documents, internal documents of the

Group, exchanges or industry-related websites, the effective

aforementioned documents, prices and rates at the time of the

entry into of specific transaction agreements by the parties

shall prevail.
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As at the Latest Practicable Date, prices for the supply of the relevant products will be

determined by the parties on the following basis:

Gold: With reference to the market price of gold as quoted on the

Shanghai Gold Exchange.

Silver: With reference to the market price of silver as quoted on (i)

the Shanghai Gold Exchange; (ii) the Shanghai Huatong

Silver Exchange; or, for silver for export, (iii) the London

Bullion Market Association (adjusted with reference to the

premium or discount quoted by Reuters) (as applicable).

Copper cathodes: With reference to the market price of copper as quoted on (i)

the Shanghai Futures Exchange or, for copper cathodes for

export, (ii) the London Metal Exchange, adjusted with

reference to the premium or discount quoted by Reuters (as

applicable).

Copper concentrate: With reference to (as applicable): (i) the market price of gold

as quoted on the London Bullion Market Association

(adjusted with reference to the premium or discount quoted

by Reuters); (ii) the market price of silver as quoted on the

London Bullion Market Association (adjusted with reference

to the premium or discount quoted by Reuters); or (iii) the

market price of copper as quoted on the London Metal

Exchange (adjusted with reference to the premium or

discount quoted by Reuters), and taking into account the

smelting and processing costs of the copper concentrate.

Natural gas: With reference to the selling price of natural gas issued by the

competent government price authority, currently with

reference to the price of natural gas prescribed by Huangshi

Price Bureau* (黃石市物價局). The selling price shall be

adjusted accordingly in case of adjustment in the government

guidance price.

Residual heat power

generation:

With reference to the price guidance documents issued by the

competent government authority, currently with reference to

the price of electricity prescribed by Hubei Province Price

Bureau (湖北省物價局). The selling price shall be adjusted

accordingly in case of adjustment in the government guidance

price.
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Water: With reference to the price guidance documents issued by the

competent government authority, currently with reference to

the price of water prescribed by Huangshi Price Bureau* (黃
石市物價局). The selling price shall be adjusted accordingly

in case of adjustment in the government guidance price.

Electricity: With reference to the price guidance documents issued by the
competent government authority, the price of electricity
prescribed by Hubei Province Price Bureau (湖北省物價局).
The selling price shall be adjusted accordingly in case of
adjustment in the government guidance price.

Raw materials, auxiliary
equipment, supporting
materials, spare part
materials, production
equipment, tools:

With reference to the tender prices and the overall market
condition.

The Group will conduct competitive tender, prepare tender
document and publish the tender document on the Group’s
purchase tender e-commerce platform
(http://ecp.cnmc.com.cn). The Group will invite at least three
qualified buyers (including the Parent Group and two
independent third party buyers) to participate in the relevant
tenders. Selection of the final buyer(s) will be made based on
price offered according to the tender document. Such offer
price will be the final settlement price.

Sulfuric acid: With reference to market price of sulfuric acid chemical
products quoted on the industry-related website, which is
currently Baiinfo website, and the overall market condition.

Dump truck: With reference to the value of the vehicle in the vehicle
valuation report, which is determined according to the
relevant laws and measures issued by the government
authorities, and with reference to the service life and the
newness of the equipment of the vehicle.

Waste materials: With reference to the market price determined through price
inquiries and the market price of copper quoted on the
Shanghai Futures Exchange.

Reasons for and benefits of entering into the Yangxin Hongsheng Sales Framework Agreement

We have discussed with the Management and understand that entering into the Yangxin

Hongsheng Sales Framework Agreement will be important to leverage on the business

operations of Yangxin Hongsheng, including the operation of the New Copper Cathode

Production Plant. The New Copper Cathode Production Plant has been put into heat on-load

trial run since October 2022, and is expected to reach its production capacity and standard in
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2024. The commencement of operation of the New Copper Cathode Production Plant will

increase the production capacity of copper cathode of the Group. Further, the Yangxin

Hongsheng Sales Framework Agreement allows the Group to serve as a reliable back-up source

of supply of copper concentrates to Yangxin Hongsheng, maximize the utilization of the

inventory of the Group to facilitate production and minimize the administrative costs and time

costs involved for such sales considering its intra-group relationship with the Company.

We have obtained from the Company and reviewed the Group’s relevant internal control

manual. We note that when considering the terms of the relevant products, the Company shall

primarily refer to the government-prescribed price. If such government-prescribed price is not

available, the Group shall refer to the Market Price and/or quotes from other independent third

parties.

We have also reviewed the Yangxin Hongsheng Sales Framework Agreement and note

that the basis of determining the prices for the products are clearly stated thereunder, which is

primarily made with reference to the relevant government-prescribed price, or the Market Price

if there is no applicable government-prescribed price. In addition, we have obtained from the

Company and reviewed samples of existing contracts for the relevant products. We note that

the prices of the relevant products were primarily determined with reference to the Market

Price, such as the market price as quoted on the London Bullion Market Association and the

London Metal Exchange. We consider that the Company has complied with its internal control

procedures and the contract prices under the samples are in line with the Company’s pricing

policy as described above.

In view of the aforementioned factors, we are of the view that the pricing mechanism of

the products under the Yangxin Hongsheng Sales Framework Agreement is fair and reasonable.

Further, we have interviewed with the Management and understand that the directors and

senior management of the Company will monitor closely and review regularly the continuing

connected transactions of the Company. The Company will adopt a series of risk management

arrangements, and endeavour to maintain, in relation to the continuing connected transactions,

the independence of the Company; the fairness of the price of the transactions; the fairness of

the terms of the transactions; and the right of the Company to conduct transactions with

independent third parties other than Yangxin Hongsheng. The relevant arrangements include:

(i) the continuing connected transactions contemplated under the Yangxin Hongsheng Sales

Framework Agreement are conducted on a non-exclusive basis; (ii) upon the signing of the

Yangxin Hongsheng Sales Framework Agreement and its approval by the Independent

Shareholders, the relevant business department of the Company will be responsible for the

implementation of the Yangxin Hongsheng Sales Framework Agreement; and (iii) before the

signing of each individual agreement, the finance department of the Company will evaluate the

terms, including the fairness of the price, of the agreement as well as monitor the Company’s

existing continuing connected transactions, and review whether the Company’s transactions are

fair and reasonable in accordance with the terms of the Yangxin Hongsheng Sales Framework

Agreement and internal control manual. As such, we are of the view that the Group has a sound

risk management system to safeguard the interest of the Company.
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In conclusion, we are of the view that entering into the Yangxin Hongsheng Sales
Framework Agreement is in the interests of the Company and the Shareholders as a whole.

Proposed annual caps under the Yangxin Hongsheng Sales Framework Agreement

The table below sets out the Proposed Annual Caps for the Yangxin Hongsheng Sales
Framework Agreement:

Year ending
31 December 2023

Proposed annual cap

Year ending
31 December 2024

Proposed annual cap

Year ending
31 December 2025

Proposed annual cap
(RMB’000) (RMB’000) (RMB’000)

2,336,213 2,704,629 3,110,002

We understand that the above Proposed Annual Caps have been determined with reference
to the: (i) existing purchase orders placed by other purchasers with the Group for the relevant
products; (ii) projected future orders based on the expected amount of products to be sold to
Yangxin Hongsheng for the three years ending 31 December 2025; (iii) average historical
market price and the anticipated future market price for the relevant products; and (iv) the
historical sales between the Company and Yangxin Hongsheng.

In order to assess the fairness and reasonableness of the Proposed Annual Caps, we have
obtained from the Management and reviewed the relevant calculations of the Proposed Annual
Caps.

We note that the major product expected to be sold by the Group to Yangxin Hongsheng
under the Yangxin Hongsheng Sales Framework Agreement is copper concentrate.

We understand from the Management that the New Copper Cathode Production Plant is
operated by Yangxin Hongsheng and has commenced its operation since October 2022. It was
put into heat on-load trial run in October 2022 and is expected to reach its production capacity
and standard in 2024. Further, the New Copper Cathode Production Plant demands relevant raw
materials such as copper concentrate for its production purpose. Accordingly, it is expected that
there would be an increasing volume of future orders from Yangxin Hongsheng due to the
gradual increase in the production capacity of the New Copper Cathode Production Plant,
leading to the increase in the Proposed Annual Caps for the three years ending 31 December
2025.

We have enquired with the Management and set out below the expected purchase amount
of copper concentrate by the Group and sales volume of copper concentrate by the Group to
Yangxin Hongsheng in FY2023, FY2024 and FY2025:

FY2023 FY2024 FY2025
approx.
tonnes

approx.
tonnes

approx.
tonnes

Total expected purchase amount of
copper concentrate by the Group 550,000 670,000 680,000

Expected sales volume of copper
concentrate by the Group to Yangxin
Hongsheng 60,000 70,000 80,000
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We note that the estimated sales volume of copper concentrate by the Group to Yangxin

Hongsheng during the three years ending 31 December 2025 amounted to approximately 10.4%

to 11.8% of the Group’s total expected purchase amount of copper concentrate. We consider

that the above estimated sales volume of copper concentrate by the Group to Yangxin

Hongsheng do not form a majority portion of the total expected purchase amount of copper

concentrate by the Group.

The Proposed Annual Caps in FY2023, FY2024 and FY2025 are approximately

RMB2,336 million, RMB2,705 million and RMB3,110 million, respectively. We have

interviewed with the Management and understand that the Proposed Annual Caps were

determined with reference to, among others:

(i) the Proposed Annual Caps in FY2023 is primarily made with reference to (a) the

historical sales amount between the Company and Yangxin Hongsheng for the ten

months ended 31 October 2022 of approximately RMB340 million; (b) the

estimation by the Company that the total sales amount between the Company and

Yangxin Hongsheng for the year ending 31 December 2022 will reach approximately

RMB740 million; and (c) the sales of raw materials such as copper concentrate for

the New Copper Cathode Production Plant that is necessary for its production of

copper cathode, following commencement of its operation in October 2022;

(ii) the increases in the Proposed Annual Caps in FY2024 and FY2025 as compared with

FY2023 are mainly due to the gradual increase in level of operation of the New

Copper Cathode Production Plant following its commencement of operation in

October 2022; and

(iii) the Company has entered into letter of intents with Yangxin Hongsheng which have

explicitly set out the target sales volume of certain products under the Yangxin

Hongsheng Sales Framework Agreement for each of the three years ending 31

December 2025. We have obtained from the Management and reviewed the letter of

intents, and understood that both parties have reached consensus on the target sales

volume as stated thereunder. There will be no consequence or penalty on the

Company for not reaching the target volume.

Further, we have conducted analysis on the copper price and reviewed the “World

Economic Outlook Database” published by the International Monetary Fund in October 2022

(www.imf.org). According to the database, it is noted that the copper price per ton has

increased from US$6,174 in 2020 to US$9,317 in 2021, and forecasted to amount to US$8,815

in 2022, US$7,913 in 2023, US$7,897 in 2024 and US$7,880 in 2025. We note that the copper

prices are expected to remain relatively higher for the upcoming few years as compared with

the price in 2020, and it is in line with the unit price adopted by the Company to determine the

Proposed Annual Caps.

Taking into account the above factors as a whole, we are of the view that the Proposed

Annual Caps are fair and reasonable.
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2.4 Parent Group Purchase and Production Services Framework Agreement

Date: 22 November 2022

Parties: (1) the Company; and

(2) the Parent Company.

Nature of transactions: The Parent Group will:

(1) supply certain products to the Group, including scrap

copper, blister copper, silver, anode plates, industrial

cutting gas, liquefied gas, natural gas, copper

concentrate, diesel fuel, equipment, wollastonite, gold

concentrate, gold and such other products as agreed by

the parties from time to time; and

(2) provide certain production services to the Group,

including repair service, maintenance work,

construction engineering, engineering labour, safe

production costs, design and construction, technology

research and development, processing of anode

plates/anode scrap, processing of anode copper scrap,

gas delivery management and maintenance,

transportation, train loading and unloading, copper

warehouse crane maintenance and repair, logistics

maintenance services and such other production

services as agreed by the parties from time to time.

Term: 1 January 2023 to 31 December 2025.

Time and method

of payment:

Based on market practice.

Pricing mechanism: Based on: (i) the government prescribed price; (ii) if there is

no applicable government prescribed price, the Market Price

determined by the Company by way of a comprehensive

evaluation method taking into account comparable quotes

from at least two independent third parties obtained via

public tender or price inquiry, or the price as negotiated by

the parties if the relevant procurement does not require public

tender or price inquiry procedure or a price determined by the

internal documents of the Group developed with reference to

the Market Price.
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If the prices and charges are determined based on or with

reference to prices, exchange rates or tax rates stated in

specific government documents, internal documents of the

Group, exchanges or industry-related websites, the effective

aforementioned documents, prices and rates at the time of the

entry into of specific transaction agreements by the parties

shall prevail.

As at the Latest Practicable Date, prices for the supply of the relevant products and

services will be determined by the parties on the following basis:

Scrap copper: With reference to the market procurement price of scrap

copper in regions such as Miluo, Hunan, Taizhou, Zhejiang

and Nanhai, Guangdong as quoted on relevant copper

industry web portals such as Lingtong Info website

(http://www.lingtong.info/index.asp).

Blister copper: With reference to (as applicable): (i) the market price of

copper as quoted on the Shanghai Futures Exchange or the

London Metal Exchange; (ii) the market price of silver as

quoted on the Shanghai Huatong Silver Exchange or by the

London Bullion Market Association; or (iii) the market price

of gold as quoted on the Shanghai Gold Exchange or by the

London Bullion Market Association, and taking into account

the relevant smelting and processing costs.

Silver: With reference to the market price of silver as quoted on (i)

the Shanghai Gold Exchange; (ii) the London Gold

Exchange; or the fixing price and the settlement price of

specific silver on the silver spot market (as applicable).

Anode plates: With reference to (as applicable): (i) the market price of

copper as quoted on the Shanghai Futures Exchange or the

London Metal Exchange; (ii) the market price of silver as

quoted on the Shanghai Huatong Silver Exchange or by the

London Bullion Market Association; or (iii) the market price

of gold as quoted on the Shanghai Gold Exchange or by the

London Bullion Market Association, and taking into account

relevant smelting and processing costs.

Industrial cutting gas,

liquefied gas:

With reference to the Market Price.
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Natural gas: With reference to the selling price of natural gas issued by the

competent government price authority, currently with

reference to the price of natural gas prescribed by Huangshi

Price Bureau* (黃石市物價局).

Copper concentrate: With reference to (as applicable): (i) the market price of gold

as quoted on the Shanghai Gold Exchange or by the London

Bullion Market Association (adjusted with reference to the

premium or discount quoted by Reuters and taking into

account relevant smelting and processing costs); (ii) the

market price of silver as quoted on the Shanghai Huatong

Silver Exchange or by the London Bullion Market

Association (adjusted with reference to the premium or

discount quoted by Reuters and taking into account relevant

smelting and processing costs); or (iii) the market price of

copper as quoted on the Shanghai Futures Exchange or the

London Metal Exchange (adjusted with reference to the

premium or discount quoted by Reuters and taking into

account relevant smelting and processing costs).

Diesel fuel: With reference to the retail listing price of diesel fuel quoted

by Sinopec gas station at Huangshi, Hubei.

Equipment: With reference to the tender prices and the overall market

condition.

The Group will conduct tenders by invitation, inviting at least

three qualified suppliers (including the Parent Group and two

independent third party suppliers) to participate in the

relevant tenders. Selection will be made primarily based on

price offered, but consideration will also be given to the

quality of products, effectiveness of communication and

historical cooperation relationship with the suppliers. When

actual transactions are proposed to be conducted, the price for

the products will be the tender price, and adjusted (if

required) with reference to the relevant market price, being

the prices charged by independent third party suppliers

providing similar type of products in their ordinary course of

business in the same or nearby area.

Wollastonite: With reference to annual tender prices and the overall market

condition.
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Gold concentrate: With reference to the market price of gold as quoted on the

Shanghai Gold Exchange.

Gold: With reference to the market price of gold as quoted on the

London Bullion Market Association or the fixing price and

the settlement price of a specific gold on the gold spot

market.

Repair service: Based on the repair workload of each business unit, a

lump-sum will be charged for repair services. The total repair

service fee is determined with reference to the number of

labour required to complete the repair service and relevant

expenses including wages.

Maintenance work: With reference to tender in accordance with the laws and

regulations promulgated by the state, provincial and

municipal construction administrative departments and in

accordance with the relevant laws.

Construction

engineering, safe

production costs,

design and

construction:

With reference to the relevant prices prescribed by the

administrative department of construction in Hubei Province.

Engineering labour

services:

With reference to the relevant prices prescribed by

Department of Development of Hubei Province* (湖北省建設
廳) and with reference to the prevailing market price, being

the price charged by independent third party suppliers

providing similar type of services in their ordinary course of

business in the same or nearby service area.

Technology research

and development:

With reference to the cost of material consumption,

equipment depreciation, testing laboratory fees, labour costs

and management fees.

Processing of anode

plates/anode scrap,

anode copper scrap:

With reference to the market price for manufacturing

consignment of anode plate/anode scrap.

Gas delivery

management and

maintenance:

With reference to the operating cost of provision of the

service.
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Transportation: Tender-based pricing, price inquiry and price comparison.

The Group will (i) carry out a centralized tender annually;
and (ii) for transportation services beyond the scope of the
abovementioned annual tender, carry out price inquiry and
comparison. For the annual tender and the price inquiry and
comparison to be conducted by the Group from time to time,
the Group will invite and/or seek to solicit at least three
service providers (including the Parent Group and two
independent third party service providers) to participate in
the tenders and/or provide price quotations if there are other
appropriate service providers in the same or nearby service
area available. Selection will be made primarily based on
price offered, but consideration will also be given to the
service levels, effectiveness of communication and historical
cooperation relationship with the service providers.

Train loading and
unloading:

Negotiated pricing based on market prices or by price inquiry
and price comparison (including tender), depending on the
actual situation.

The Group will seek to solicit quotations from at least three
service providers (including the Parent Group and two
independent service providers) for loading and unloading
services (assuming other suitable service providers can be
identified in the same or adjacent service areas). Selection
will be made primarily on the basis of the price offered, but
will also take into account the level of service, effectiveness
of communication and historical cooperation relationship
with suppliers.

Copper warehouse crane
maintenance and
repair, logistics
maintenance services:

Negotiated pricing based on market prices.

Reasons for and benefits of entering into the Parent Group Purchase and Production Services

Framework Agreement

In respect of the existing continuing connected transactions, the purchase and production

services framework agreement dated 22 November 2019 entered into between the Company

and the Parent Company will expire on 31 December 2022. The Company intends to continue

to enter into transactions of a similar nature from time to time after the expiry date. Therefore,

on 22 November 2022, the Company and the Parent Company entered into the Parent Group

Purchase and Production Services Framework Agreement, nature of which is similar to that of

the transactions under the aforesaid purchase and production services framework agreement,

for a term of three years from 1 January 2023 to 31 December 2025.
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We have discussed with the Management and understand that the products and production

services to be provided under the Parent Group Purchase and Production Services Framework

Agreement will be important to and are necessary for the Group’s business operation. Given

the long-term business relationship of the Parent Group and the Group and the close

geographical proximity of their respective operations, the Directors consider that the entering

into of the Parent Group Purchase and Production Services Framework Agreement will allow

the Group to secure a cost effective, timely and stable source of supply of those products and

production services, and also to benefit from the procurement network of the Parent Company.

By entering into the Parent Group Purchase and Production Services Framework

Agreement, the Parent Group will be able to act as an inter-group supplier and service provider.

The Parent Group will be able to provide a better and more efficient communication with the

Group, and the Group may be able to negotiate more favourable terms with the Parent Group,

as compared with other suppliers and/or service providers. Further, it will allow the Group to

secure a cost effective, timely and stable source of supply of those products and materials and

production services, and also to benefit from the procurement network of the Parent Group,

given its long-term relationship with the Parent Group and the close geographical proximity of

their respective operations.

Regarding the pricing policy, we have obtained from the Company and reviewed the

Group’s relevant internal control manual. We note that when considering the terms of the

relevant products, the Company shall primarily refer to the government-prescribed price. If

such government-prescribed price is not available, the Group shall refer to the Market Price

and/or quotes from other independent third parties.

We have reviewed the Parent Group Purchase and Production Services Framework

Agreement and note that the basis of determining the prices for the products and production

services are clearly stated thereunder, which is primarily made with reference to the relevant

government-prescribed price, or the Market Price if there is no applicable government-

prescribed price. We note that the Group must obtain at least two quotes from other

independent third parties as part of the assessment of the Market Price. Further, the terms

offered by the Parent Group to the Group must be equal to or more favourable than those

offered to its other independent customers (if available). In addition, we have obtained from

the Company and reviewed samples of existing contracts for the relevant products and/or

services. We note that the prices of the relevant products and/or services were primarily

determined with reference to the Market Price, such as the market price as quoted on the

London Metal Exchange. We consider that the Company has complied with its internal control

procedures and the contract prices under the samples are in line with the Company’s pricing

policy as described above.

In view of the aforementioned factors, we are of the view that the pricing mechanism of

the products under the Parent Group Purchase and Production Services Framework Agreement

is fair and reasonable.
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Further, we have interviewed with the Management and understand that the directors and

senior management of the Company will monitor closely and review regularly the continuing

connected transactions of the Company. The Company will adopt a series of risk management

arrangements, and endeavour to maintain, in relation to the continuing connected transactions,

the independence of the Company; the fairness of the price of the transactions; the fairness of

the terms of the transactions; and the right of the Company to conduct transactions with

independent third parties other than the Parent Group. The relevant arrangements include: (i)

the continuing connected transactions contemplated under the Parent Group Purchase and

Production Services Framework Agreement are conducted on a non-exclusive basis; (ii) upon

the signing of the Parent Group Purchase and Production Services Framework Agreement and

its approval by the Independent Shareholders, the relevant business department of the

Company will be responsible for the implementation of the Parent Group Purchase and

Production Services Framework Agreement; and (iii) before the signing of each individual

agreement, the finance department of the Company will evaluate the terms, including the

fairness of the price, of the agreement as well as monitor the Company’s existing continuing

connected transactions, and review whether the Company’s transactions are fair and reasonable

in accordance with the terms of the Parent Group Purchase and Production Services Framework

Agreement and internal control manual. As such, we are of the view that the Company has a

sound risk management system to safeguard the interest of the Independent Shareholders.

In conclusion, we are of the view that entering into the Parent Group Purchase and

Production Services Framework Agreement is in the interests of the Group and the

Shareholders as a whole.

Proposed annual caps under the Parent Group Purchase and Production Services Framework

Agreement

The table below sets out the historical figures, existing annual caps and Proposed Annual

Caps for the Parent Group Purchase and Production Services Framework Agreement:

Year ended
31 December 2020

Year ended
31 December 2021

Year ending
31 December 2022

Year ending
31 December

2023

Year ending
31 December

2024

Year ending
31 December

2025

Annual cap
Actual

amount Annual cap
Actual

amount Annual cap

Actual
amount

(up to
31 October

2022)
Proposed

annual cap
Proposed

annual cap
Proposed

annual cap
(audited) (audited) (unaudited)

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

2,176,535 393,998 2,567,932 164,012 3,121,564 688,790 3,009,009 3,520,887 4,116,336
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We understand that the above Proposed Annual Caps have been determined with reference
to the: (i) historical purchase orders placed by the Group; (ii) projected future orders based on
the expected increase in the products and services required as a result of the expected growth
in the business of the Group, including, among others, the commencement of operation of the
New Copper Cathode Production Plant which would increase the demand for raw materials and
the requisite production services; and (iii) average historical market price and the anticipated
future market price for the relevant products and services.

In order to assess the fairness and reasonableness of the Proposed Annual Caps, we have
obtained from the Management and reviewed the relevant calculations of the Proposed Annual
Caps.

The Proposed Annual Caps in FY2023, FY2024 and FY2025 are approximately RMB3.0
billion, RMB3.5 billion and RMB4.1 billion, respectively. We have interviewed with the
Management and understand that the Proposed Annual Caps were determined with reference to,
among others:

(i) the Proposed Annual Caps in FY2023 is primarily made with reference to (a) the
historical sales amount for the ten months ended 31 October 2022 which had reached
approximately RMB0.7 billion; (b) the estimation by the Company that the total
purchase amount between the Company and the Parent Group for the year ending 31
December 2022 will reach approximately RMB1.0 billion; and (c) the increase in
demand of raw materials such as copper concentrate that is necessary for the
production of copper cathode after taking into account the increased production
capacity of the Group following commencement of operation of the New Copper
Cathode Production Plant in October 2022;

(ii) the increases in the Proposed Annual Caps in FY2024 and FY2025 as compared with
FY2023 are mainly due to the expected increase in demand in raw materials such as
copper concentrate and scrap copper by the Group to cope with the gradual increase
in level of operation of the New Copper Cathode Production Plant; and

(iii) the Company has entered into letter of intents with members of the Parent Group,
which have explicitly set out the target sales volume of certain products under the
Parent Group Purchase and Production Services Framework Agreement for each of
the three years ending 31 December 2025. We have obtained from the Management
and reviewed the letter of intents, and understood that both parties have reached
consensus on the target sales volume as stated thereunder. There will be no
consequence or penalty on the Company for not reaching the target volume.

Further, we have conducted analysis on the copper price and reviewed the “World
Economic Outlook Database” published by the International Monetary Fund in October 2022
(www.imf.org). According to the database, it is noted that the copper price per ton has
increased from US$6,174 in 2020 to US$9,317 in 2021, and forecasted to amount to US$8,815
in 2022, US$7,913 in 2023, US$7,897 in 2024 and US$7,880 in 2025. We note that the copper
prices are expected to remain relatively higher for the upcoming few years as compared with
the price in 2020, and it is in line with the unit price adopted by the Company to determine the
Proposed Annual Caps.
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Taking into account the above factors as a whole, we are of the view that the Proposed

Annual Caps are fair and reasonable.

2.5 CNMC Group Purchase and Production Services Framework Agreement

Date: 22 November 2022

Parties: (1) the Company; and

(2) CNMC.

Nature of transactions: The CNMC Group (excluding the Parent Group and the

Group) will:

(1) supply certain products to the Group, including blister

copper, copper concentrate, raw materials, auxiliary

equipment, supporting materials, components,

production equipment, tools and such other products as

agreed by the parties from time to time; and

(2) provide certain production services to the Group,

including maintenance, supervision, construction, mine

exploration and such other production services as

agreed by the parties from time to time.

Term: 1 January 2023 to 31 December 2025.

Time and method

of payment:

Based on market practice.

Pricing mechanism: Based on: (i) the government prescribed price; (ii) if there is

no applicable government prescribed price, the Market Price

determined by the Company by way of a comprehensive

evaluation method taking into account comparable quotes

from at least two independent third parties obtained via

public tender or price inquiry, or the price as negotiated by

the parties if the relevant procurement does not require public

tender or price inquiry procedure or a price determined by the

internal documents of the Group developed with reference to

the Market Price.
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If the prices and charges are determined based on or with

reference to prices, exchange rates or tax rates stated in

specific government documents, internal documents of the

Group, exchanges or industry-related websites, the effective

aforementioned documents, prices and rates at the time of the

entry into of specific transaction agreements by the parties

shall prevail.

As at the Latest Practicable Date, prices for the supply of the relevant products and

services will be determined by the parties on the following basis:

Blister copper: With reference to (as applicable): (i) the market price of

copper as quoted on the Shanghai Futures Exchange or the

London Metal Exchange; (ii) the market price of silver as

quoted on the Shanghai Huatong Silver Exchange or by the

London Bullion Market Association; or (iii) the market price

of gold as quoted on the Shanghai Gold Exchange or by the

London Bullion Market Association, and taking into account

relevant smelting, processing and production costs.

Copper concentrate: With reference to (as applicable): (i) the market price of

copper as quoted on the Shanghai Futures Exchange, or the

London Metal Exchange (adjusted with reference to the

premium or discount quoted by Reuters as applicable); (ii)

the market price of silver as quoted on the Shanghai Huatong

Silver Exchange, the Chicago Mercantile Exchange (adjusted

with reference to the premium or discount quoted by Reuters)

or the London Bullion Market Association; and (iii) the

market price of gold as quoted on the Shanghai Gold

Exchange, the Chicago Mercantile Exchange (adjusted with

reference to the premium or discount quoted by Reuters) or

the London Bullion Market Association, taking into account

relevant smelting and processing costs.

Raw materials, auxiliary

equipment, supporting

materials, components,

production equipment

and tools:

With reference to the tender prices and the overall market

condition.

The Group will conduct tenders by invitation, inviting at least

three qualified suppliers (including the CNMC Group

(excluding the Parent Group and the Group) and two

independent third party suppliers) to participate in the

relevant tenders.
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Selection will be made primarily based on price offered, but

consideration will also be given to the quality of products,

effectiveness of communication and historical cooperation

relationship with the suppliers. When actual transactions are

proposed to be conducted, the price of the products will be

the tender price, and adjusted (if required) with reference to

the relevant market price, being the prices charged by

independent third party suppliers providing similar type of

products in their ordinary course of business in the same or

nearby area.

Maintenance work: With reference to the relevant prices prescribed by the

Department of Housing and Urban-Rural Development of

Hubei Province (湖北省住房和城鄉建設廳) and the actual

tender prices.

Supervision: With reference to (i) the results of public tender in

accordance with market principles and the laws and

regulations promulgated by the state, provincial and

municipal construction administrative departments; (ii) the

relevant prices prescribed by the Department of Housing and

Urban-Rural Development of the National Development and

Reform Commission (國家發展和改革委員會住房城鄉建設
部) and Hubei Construction Supervision Association (湖北省
建設監理協會); and (iii) other applicable PRC laws and

regulations.

Construction: With reference to the relevant prices prescribed by the

administrative department of construction in Hubei Province.

Mine exploration: With reference to the relevant budget standards prescribed by

the China Geological Survey (中國地質調查局).

Reasons for and benefits of entering into the CNMC Group Purchase and Production Services

Framework Agreement

In respect of the existing continuing connected transactions, the purchase and production
services framework agreement dated 22 November 2019 entered into between the Company
and CNMC will expire on 31 December 2022. The Company intends to continue to enter into
transactions of a similar nature from time to time after the expiry date. Therefore, on 22
November 2022, the Company and CNMC entered into the CNMC Group Purchase and
Production Services Framework Agreement, nature of which is similar to that of the
transactions under the aforesaid purchase and production services framework agreement, for a
term of three years from 1 January 2023 to 31 December 2025.

– 36 –



We have discussed with the Management and understand that the products and production
services to be provided under the CNMC Group Purchase and Production Services Framework
Agreement will be important to and are necessary for the Group’s business operation. The
entering into of the CNMC Group Purchase and Production Services Framework Agreement
will (i) allow the Group to leverage on the vast resources of the CNMC Group (excluding the
Parent Group and the Group) to obtain many of the products and production services which the
Group requires for its increasing production capacity and operations; (ii) assist the Group in
ensuring a cost-effective, timely and stable source of supply of products, materials and
production services required for its operations; and (iii) allow the Company to further diversify
its business risks through purchases of blister copper imported from a mine in Zambia, Africa,
which offers an alternative, abundant and stable supply, as opposed to the supply in the PRC
which is generally insufficient to adequately and promptly satisfy market demand.

By entering into the CNMC Group Purchase and Production Services Framework

Agreement, the CNMC Group will be able to act as an inter-group supplier and service

provider. The CNMC Group will be able to provide a better and more efficient communication

with the Group, and the Group may be able to negotiate more favourable terms with the CNMC

Group, as compared with other suppliers and/or service providers. Further, it will allow the

Group to also benefit from the procurement network of the CNMC Group, given its long-term

relationship with the CNMC Group and the close geographical proximity of their respective

operations.

We have also enquired with the Management and understand that the purchase of blister

copper from CNMC Group can reduce the costs of production of the Group by saving costs in

transportation. Further, supply of blister copper in the PRC is generally insufficient to

adequately and promptly satisfy market demand. In this regard, the Group intends to purchase

(on normal commercial terms) from the CNMC Group certain blister copper that are imported

from a mine in Zambia, Africa, that is operated by a subsidiary of the CNMC Group. Such mine

in Zambia, Africa offers an alternative, abundant and stable supply of blister copper, and the

Group intends to satisfy a portion of its demand for blister copper with such overseas purchases

to diversify its business risks.

We concur with the Management that the entering into the CNMC Group Purchase and

Production Services Framework Agreement will allow the Group to (i) leverage on the vast

resources of the CNMC Group; (ii) obtain cost-effective, timely and stable source of supply of

products, materials and production services required for its operations; and (iii) diversify its

business risks through purchases of blister copper from overseas.

Regarding the pricing policy, we have obtained from the Company and reviewed the

Group’s relevant internal control manual. We note that when considering the terms of the

relevant products and services, the Company shall primarily refer to the government-prescribed

price. If such government-prescribed price is not available, the Group shall refer to the Market

Price and/or quotes from other independent third parties.

– 37 –



We have reviewed the CNMC Group Purchase and Production Services Framework

Agreement and note that the basis of determining the prices for the products and production

services are clearly stated thereunder, which is primarily made with reference to the relevant

government-prescribed price, or the Market Price if there is no applicable government-

prescribed price. We note that the Group must obtain at least two quotes from other

independent third parties as part of the assessment of the Market Price. Further, the terms

offered by the CNMC Group to the Group must be equal to or more favourable than those

offered to its other independent customers (if available). In addition, we have obtained from

the Company and reviewed samples of existing contracts for the relevant products and/or

services. We note that the prices of the relevant products and/or services were primarily

determined with reference to the Market Price, such as the market price as quoted on the

London Bullion Market Association and the London Metal Exchange. We consider that the

Company has complied with its internal control procedures and the contract prices under the

samples are in line with the Company’s pricing policy as described above.

In view of the aforementioned factors, we are of the view that the pricing mechanism of
the products and production services under the CNMC Group Purchase and Production
Services Framework Agreement is fair and reasonable.

Further, we have interviewed with the Management and understand that the directors and
senior management of the Company will monitor closely and review regularly the continuing
connected transactions of the Company. The Company will adopt a series of risk management
arrangements, and endeavour to maintain, in relation to the continuing connected transactions,
the independence of the Company; the fairness of the price of the transactions; the fairness of
the terms of the transactions; and the right of the Company to conduct transactions with
independent third parties other than the CNMC Group. The relevant arrangements include: (i)
the continuing connected transactions contemplated under the CNMC Group Purchase and
Production Services Framework Agreement are conducted on a non-exclusive basis; (ii) upon
the signing of the CNMC Group Purchase and Production Services Framework Agreement and
its approval by the Independent Shareholders, the relevant business department of the
Company will be responsible for the implementation of the CNMC Group Purchase and
Production Services Framework Agreement; and (iii) before the signing of each individual
agreement, the finance department of the Company will evaluate the terms, including the
fairness of the price, of the agreement as well as monitor the Company’s existing continuing
connected transactions, and review whether the Company’s transactions are fair and reasonable
in accordance with the terms of the CNMC Group Purchase and Production Services
Framework Agreement and internal control manual. As such, we are of the view that the
Company has a sound risk management system to safeguard the interest of the Independent
Shareholders.

In conclusion, we are of the view that entering into the CNMC Group Purchase and
Production Services Framework Agreement is in the interests of the Group and the
Shareholders as a whole.
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Proposed annual caps for the CNMC Group Purchase and Production Services Framework
Agreement

The table below sets out the historical figures, existing annual caps and Proposed Annual
Caps for the CNMC Group Purchase and Production Services Framework Agreement:

Year ended
31 December 2020

Year ended
31 December 2021

Year ending
31 December 2022

Year ending
31 December

2023

Year ending
31 December

2024

Year ending
31 December

2025

Annual cap
Actual

amount Annual cap
Actual

amount Annual cap

Actual
amount

(up to 31
October

2022)
Proposed

annual cap
Proposed

annual cap
Proposed

annual cap
(audited) (audited) (unaudited)

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

4,629,225 919,065 3,780,591 2,405,745 4,140,206 2,919,280 6,355,823 6,663,945 7,462,154

We understand that the above Proposed Annual Caps have been determined with reference

to the: (i) historical purchase orders placed by the Group; (ii) projected future orders based on

the expected increase in the products and services required as a result of the expected growth

in the business of the Group; and (iii) the average historical market price and the anticipated

future market price for the relevant products and services.

The increase in the Proposed Annual Caps for the CNMC Group Purchase and Production

Services Framework Agreement as compared with the existing annual caps is primarily due to

the expected increase in demand for raw materials such as blister copper and copper

concentrate from the Group as a result of the New Copper Cathode Production Plant, which has

been put into heat on-load trial run since October 2022 and is expected to reach production

capacity and standard in 2024.

In order to assess the fairness and reasonableness of the Proposed Annual Caps, we have

obtained from the Management and reviewed the relevant calculations of the Proposed Annual

Caps.

The Proposed Annual Caps in FY2023, FY2024 and FY2025 are approximately RMB6.4

billion, RMB6.7 billion and RMB7.5 billion, respectively. We have interviewed with the

Management and understand that the Proposed Annual Caps were determined with reference to,

among others:

(i) the Proposed Annual Caps in FY2023 is primarily made with reference to (a) the

growth trend in the historical purchase amount between the Company and the

CNMC Group during the past two to three years. The historical purchase amount for

the two years ended 31 December 2021 and the ten months ended 31 October 2022
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had been increasing from approximately RMB0.9 billion to RMB2.4 billion and

RMB2.9 billion, respectively; (b) the estimation by the Company that the total

purchase amount between the Company and the CNMC Group for the year ending

31 December 2022 will reach up to approximately RMB4.0 billion; and (c) the

increase in demand of raw materials such as copper concentrate and copper anode

plates that are necessary for the production of copper cathode after taking into

account the increased production capacity of the Group following commencement of

operation of the New Copper Cathode Production Plant in October 2022;

(ii) the increases in the Proposed Annual Caps in FY2024 and FY2025 as compared with

FY2023 are mainly due to the expected increase in demand in raw materials by the

Group to cope with the gradual increase in level of operation of the New Copper

Cathode Production Plant; and

(iii) the Company has entered into letter of intents with members of the CNMC Group,

which have explicitly set out the target sales volume of certain products under the

CNMC Group Purchase and Production Services Framework Agreement for each of

the three years ending 31 December 2025. We have obtained from the Management

and reviewed the letter of intents, and understood that both parties have reached

consensus on the target sales volume as stated thereunder. There will be no

consequence or penalty on the Company for not reaching the target volume.

Further, we have conducted analysis on the copper price and reviewed the “World

Economic Outlook Database” published by the International Monetary Fund in October 2022

(www.imf.org). According to the database, it is noted that the copper price per ton has

increased from US$6,174 in 2020 to US$9,317 in 2021, and forecasted to amount to US$8,815

in 2022, US$7,913 in 2023, US$7,897 in 2024 and US$7,880 in 2025. We note that the copper

prices are expected to remain relatively higher for the upcoming few years as compared with

the price in 2020, and it is in line with the unit price adopted by the Company to determine the

Proposed Annual Caps.

Taking into account the above factors as a whole, we are of the view that the Proposed

Annual Caps are fair and reasonable.

2.6 Yangxin Hongsheng Purchase Framework Agreement

Date: 22 November 2022

Parties: (1) the Company; and

(2) Yangxin Hongsheng.
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Nature of transactions: Yangxin Hongsheng will supply certain products to the

Group, including copper concentrate, anode scrap, anode mud

and such other products as agreed by the parties from time to

time.

Term: 1 January 2023 to 31 December 2025.

Time and method of

payment:

Based on market practice.

Pricing mechanism: Based on (i) the Market Price determined by the Company by

way of a comprehensive evaluation method taking into

account comparable quotes from at least two independent

third parties obtained via public tender or price inquiry, or the

price as negotiated by the parties if the relevant procurement

does not require public tender or price inquiry procedure or

(ii) a price determined by the internal documents of the

Group developed with reference to the Market Price.

If the prices and charges are determined based on or with

reference to prices, exchange rates or tax rates stated in

specific government documents, internal documents of the

Group, exchanges or industry-related websites, the effective

aforementioned documents, prices and rates at the time of the

entry into of specific transaction agreements by the parties

shall prevail.

As at the Latest Practicable Date, prices for the supply of the relevant products and

services will be determined by the parties on the following basis:

Copper concentrate: With reference to (as applicable): (i) the market price of

copper as quoted on the London Metal Exchange; (ii) the

market price of silver as quoted on the London Bullion

Market Association; or (iii) the market price of gold as quoted

on the London Bullion Market Association, adjusted with

reference to the premium or discount quoted by Reuters,

taking into account relevant smelting and processing costs.

Anode scrap: With reference to the daily weighted average price or instant

trading price of copper as quoted on the Shanghai Futures

Exchange for the current month or the following month,

taking into account relevant processing costs of blister copper

of the purchaser as agreed under contract for the same period.
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Anode mud: With reference to (as applicable): (i) the market price of

copper as quoted on the Shanghai Futures Exchange; (ii) the

market price of silver as quoted on the Shanghai Huatong

Silver Exchange; or (iii) the market price of gold as quoted on

the Shanghai Gold Exchange, and taking into account the

corresponding grades of copper, silver or gold respectively.

Reasons for and benefits of entering into the Yangxin Hongsheng Purchase Framework

Agreement

Yangxin Hongsheng adopts a “double flash” process in production (a combination of flash

smelting and flash converting), which requires imported copper concentrates with higher

purity. Due to the differences in the requirements of the level of purity of copper concentrates

required as raw materials for the production of the Company and New Copper Cathode

Production Plant of Yangxin Hongsheng, imported copper concentrates with lower purity

which are not suitable for Yangxin Hongsheng’s production may be accepted by the Company

to be used in its production. On the other hand, the Company can also serve as a back-up source

of supply of copper concentrates to Yangxin Hongsheng. The Company may resell copper

concentrates with higher purity that satisfy Yangxin Hongsheng’s requirements to Yangxin

Hongsheng. In addition, as the delivery cycle of imported copper concentrates is generally

long, depending on the production situation and the inventory level of the Company and

Yangxin Hongsheng, the party with higher level of inventory may sell the copper concentrates

to the other party to facilitate production, maximizing the efficiency of production and

utilization of inventory of both the Company and Yangxin Hongsheng.

We have discussed with the Management and understand that (i) Yangxin Hongsheng will

be able to act as an intra-group supplier that provides a better and more efficient

communication with the Group, and the Group may be able to negotiate more favourable terms

with Yangxin Hongsheng, as compared with other suppliers, to obtain the copper concentrate,

anode scrap and anode mud which the Group requires for its production and operations; and

(ii) given the intra-group relationship between the Group and Yangxin Hongsheng and the close

geographical proximity of their respective operations, the Directors consider that the entering

into of the Yangxin Hongsheng Purchase Framework Agreement will allow the Group to secure

a cost effective, timely and stable source of supply of those products.

Regarding the pricing policy, we have obtained from the Company and reviewed the

Group’s relevant internal control manual. We note that when considering the terms of the

relevant products, the Company shall primarily refer to the government-prescribed price. If

such government-prescribed price is not available, the Group shall refer to the Market Price

and/or quotes from other independent third parties.
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We have reviewed the Yangxin Hongsheng Purchase Framework Agreement and note that

the basis of determining the prices for the products are clearly stated thereunder, which is

primarily made with reference to the relevant government-prescribed price, or the Market Price

if there is no applicable government-prescribed price. We note that the Group must obtain at

least two quotes from other independent third parties as part of the assessment of the Market

Price. Further, the terms offered by Yangxin Hongsheng to the Group must be equal to or more

favourable than those offered to its other independent customers (if available). In addition, we

have obtained from the Company and reviewed samples of existing contracts for the relevant

products. We note that the prices of the relevant products were primarily determined with

reference to the Market Price, such as the market price as quoted on the London Bullion Market

Association and the London Metal Exchange. We consider that the Company has complied with

its internal control procedures and the contract prices under the samples are in line with the

Company’s pricing policy as described above.

In view of the aforementioned factors, we are of the view that the pricing mechanism of

the products under the Yangxin Hongsheng Purchase Framework Agreement is fair and

reasonable.

Further, we have interviewed with the Management and understand that the directors and

senior management of the Company will monitor closely and review regularly the continuing

connected transactions of the Company. The Company will adopt a series of risk management

arrangements, and endeavour to maintain, in relation to the continuing connected transactions,

the independence of the Company; the fairness of the price of the transactions; the fairness of

the terms of the transactions; and the right of the Company to conduct transactions with

independent third parties other than Yangxin Hongsheng. The relevant arrangements include:

(i) the continuing connected transactions contemplated under the Yangxin Hongsheng Purchase

Framework Agreement are conducted on a non-exclusive basis; (ii) upon the signing of the

Yangxin Hongsheng Purchase Framework Agreement and its approval by the Independent

Shareholders, the relevant business department of the Company will be responsible for the

implementation of the Yangxin Hongsheng Purchase Framework Agreement; and (iii) before

the signing of each individual agreement, the finance department of the Company will evaluate

the terms, including the fairness of the price, of the agreement as well as monitor the

Company’s existing continuing connected transactions, and review whether the Company’s

transactions are fair and reasonable in accordance with the terms of the Yangxin Hongsheng

Purchase Framework Agreement and internal control manual. As such, we are of the view that

the Company has a sound risk management system to safeguard the interest of the Independent

Shareholders.

In conclusion, we are of the view that entering into the Yangxin Hongsheng Purchase

Framework Agreement is in the interests of the Group and the Shareholders as a whole.
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Proposed annual caps under the Yangxin Hongsheng Purchase Framework Agreement

The table below sets out the Proposed Annual Caps for the Yangxin Hongsheng Purchase

Framework Agreement:

Year ending
31 December 2023

Proposed annual cap

Year ending
31 December 2024

Proposed annual cap

Year ending
31 December 2025

Proposed annual cap
(RMB’000) (RMB’000) (RMB’000)

6,361,260 5,648,529 6,054,002

We understand that the above Proposed Annual Caps have been determined with reference

to the: (i) historical purchase orders placed by the Group with other suppliers for the relevant

products; (ii) projected future orders based on the expected increase in the products required

as a result of the expected growth in the business of the Group; and (iii) average historical

market price and the anticipated future market price for the relevant products.

In order to assess the fairness and reasonableness of the Proposed Annual Caps, we have

obtained from the Management and reviewed the relevant calculations of the Proposed Annual

Caps.

The Proposed Annual Caps in FY2023, FY2024 and FY2025 are approximately RMB6.4

billion, RMB5.6 billion and RMB6.1 billion, respectively. We have interviewed with the

Management and understand that the Proposed Annual Caps were determined with reference to,

among others:

(i) the Proposed Annual Caps in FY2023 is primarily made with reference to (a) the

purchase contract entered into between the Company and Yangxin Hongsheng in

October 2022 with the contract amount of approximately RMB0.35 billion; (b) the

estimation by the Company that the total purchase amount between the Company

and Yangxin Hongsheng for the year ending 31 December 2022 will reach

approximately RMB0.97 billion; (c) Yangxin Hongsheng does not have the ability

to process anode mud (which is an intermediate product). Therefore, it is intended

for the anode mud as produced by Yangxin Hongsheng to be sold to other members

of the Group for processing. Based on the estimation on the amount and price of

anode mud and the production capacity of Yangxin Hongsheng, it is expected that

the total purchase amount by the Group for the anode mud will amount to

approximately RMB2.8 billion to RMB2.9 billion for each of the three years ending

31 December 2025; (d) Yangxin Hongsheng’s own smelting furnace for the anode

scrap (which is an intermediate product) is expected to be ready for operation in

around June 2023. The anode scrap as produced by Yangxin Hongsheng before June

2023 will be sold to other members of the Group for processing. Based on the

estimation on the amount and price of anode scrap and the production capacity of
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Yangxin Hongsheng, it is expected that the total purchase amount by the Group for

the anode scrap will amount to approximately RMB1.2 billion for FY2023. Once

Yangxin Hongsheng’s own smelting furnace for the anode scrap is ready for

operation, the anode scrap as produced by Yangxin Hongsheng will be processed by

itself thereafter; and (e) the increase in procurement of raw materials such as copper

concentrate following commencement of operation of the New Copper Cathode

Production Plant in October 2022;

(ii) the slight decreases in the Proposed Annual Caps in FY2024 and FY2025 as

compared with FY2023 are mainly due to (a) the anode scrap as produced by

Yangxin Hongsheng will be processed by itself and no longer required to be sold to

other members of the Group for processing once Yangxin Hongsheng’s own smelting

furnace for the anode scrap is ready for operation in June 2023; and (b) the gradual

increase in level of operation of the New Copper Cathode Production Plant

following its commencement of operation in October 2022; and

(iii) the Company has entered into letter of intents with Yangxin Hongsheng, which have

explicitly set out the target sales volume of certain products under Yangxin

Hongsheng Purchase Framework Agreement for each of the three years ending 31

December 2025. We have obtained from the Management and reviewed the letter of

intents, and understood that both parties have reached consensus on the target sales

volume as stated thereunder. There will be no consequence or penalty on the

Company for not reaching the target volume.

Further, we have conducted analysis on the copper price and reviewed the “World

Economic Outlook Database” published by the International Monetary Fund in October 2022

(www.imf.org). According to the database, it is noted that the copper price per ton has

increased from US$6,174 in 2020 to US$9,317 in 2021, and forecasted to amount to US$8,815

in 2022, US$7,913 in 2023, US$7,897 in 2024 and US$7,880 in 2025. We note that the copper

prices are expected to remain relatively higher for the upcoming few years as compared with

the price in 2020, and it is in line with the unit price adopted by the Company to determine the

Proposed Annual Caps.

Taking into account the above factors as a whole, we are of the view that the Proposed

Annual Caps are fair and reasonable.

2.7 Parent Group Combined Ancillary Services Framework Agreement

Date: 22 November 2022

Parties: (1) the Company; and

(2) the Parent Company.
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Nature of transactions: The Parent Group will provide certain services to the Group,

including advertising, steel cylinder repair, gas delivery

management, waste disposal, green conservation, vehicle

rental, property management, bathhouse, food and beverage

and accommodation, logistics service, mineral water,

seedling, telecommunication and repair, water, electricity,

telephone charges, property repair, training and staff training,

materials and such other services as agreed by the parties

from time to time.

Term: 1 January 2023 to 31 December 2025.

Time and method

of payment:

Based on market practice.

Pricing mechanism: Based on: (i) the government-prescribed price; or (ii) if there

is no applicable government-prescribed price, the Market

Price determined by the Company by way of a comprehensive

evaluation method taking into account comparable quotes

from at least two independent third parties obtained via

public tender or price inquiry, or the price as negotiated by

the parties if the relevant procurement does not require public

tender or price inquiry procedure, or a price determined by

the internal documents of the Group developed with reference

to the Market Price.

If the prices and charges are determined based on or with

reference to prices, exchange rates or tax rates stated in

specific government documents, internal documents of the

Group, exchanges or industry-related websites, the effective

aforementioned documents, prices and rates at the time of the

entry into of specific transaction agreements by the parties

shall prevail.
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As at the Latest Practicable Date, prices for the provision of the relevant services will be

determined by the parties on the following basis:

Advertising: With reference to the relevant prices of municipal-level

media.

Steel cylinder repair,

gas delivery

management, waste

disposal, green

conservation, vehicle

rental, property

management,

bathhouse, food and

beverage and

accommodation and

logistics service:

With reference to the operating cost of provision of the

service(s). In this regard, the prices for the provision of the

relevant services will be determined with reference to the

existing operating cost of the relevant services incurred by

the suppliers currently engaged by the Group (including but

not limited to the Parent Group) and the fees charged by other

independent third party suppliers for the provision of similar

service(s) in the same or nearby service area.

Mineral water and

seedling:

For mineral water, with reference to the procurement cost,

transportation and handling cost and the overall market

condition.

For seedling, with reference to the landscaping project

consumption rate estimate norm and unified basic pricing

schedule issued by the government, and the landscaping

expenses to be spent by related parties, and currently with

reference to the norm and pricing schedule issued by Hubei

provincial government. The price shall be adjusted

accordingly in case of adjustment in the government guidance

price.

Telecommunication

and repair:

With reference to the relevant prices prescribed by Hubei

Communications Administration (湖北省通信管理局).

Water: With reference to the price guidance documents issued by the

competent government authority, and currently with

reference to the price of water prescribed by Huangshi Price

Bureau* (黃石市物價局). The price of water supply shall be

adjusted accordingly in case of adjustment in the government

pricing.
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Electricity: With reference to the price guidance documents issued by the

competent government authority, and currently with

reference to the price of electricity prescribed by Hubei

Province Price Bureau (湖北省物價局) and internal

documents. The selling price of electricity shall be adjusted

accordingly in case of adjustment in the government pricing.

Telephone charges: With reference to the relevant prices prescribed by Hubei

Communications Administration (湖北省通信管理局).

Property repair: With reference to the building and installation project rate

estimate norm, currently with reference to the relevant prices

prescribed by Department of Development of Hubei

Province* (湖北省建設廳). The price shall be adjusted

accordingly in case of adjustment in the government guidance

price.

Training and staff

training:

With reference to the relevant standards prescribed under the

internal document of the Parent Company regarding

employee training fees management, which are determined

based on the remuneration of the instructors and examination

supervisors, costs on preparation of training materials and

examination questions, and other relevant costs incurred in

providing the training.

The abovementioned internal document of the Parent

Company stipulates, amongst other things, the standard

hourly rates of the trainers (which range from approximately

RMB30 per hour to RMB500 per hour according to their

relevant experience) and their remuneration on preparation of

training materials and examination questions (which ranges

from RMB10 to RMB60 per a thousand words and RMB100

per subject).

Materials: For self-produced materials, with reference to product costs,

the transportation cost, loading/unloading cost and the

overall market condition.

For outsourcing materials, with reference to the purchase

price, transportation cost, loading/unloading cost and the

overall market condition.
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Reasons for and benefits of entering into the Parent Group Combined Ancillary Services

Framework Agreement

In respect of the existing continuing connected transactions, the combined ancillary

services framework agreement dated 22 November 2019 entered into between the Company

and the Parent Company will expire on 31 December 2022. The Company intends to continue

to enter into transactions of a similar nature from time to time after the expiry date. Therefore,

on 22 November 2022, the Company and the Parent Company entered into the Parent Group

Combined Ancillary Services Framework Agreement, nature of which is similar to that of the

transactions under the aforesaid combined ancillary services framework agreement, for a term

of three years from 1 January 2023 to 31 December 2025.

The Group currently does not have the capability of providing the ancillary services set

out in the Parent Group Combined Ancillary Services Framework Agreement. The Parent

Group Combined Ancillary Services Framework Agreement will allow the Group to obtain the

use of a wide range of support services that it or its employees will require on a day-to-day

basis. The provision of such services to the Group will allow the Group to concentrate its

resources on its core production operations.

Pursuant to the Parent Group Combined Ancillary Services Framework Agreement, the

Parent Group will provide the Group with certain ancillary services that are necessary for the

Group’s business operation, including steel cylinder inspection and repair, gas delivery

management, waste disposal, green conservation, vehicle rental, property management, food

and beverage and accommodation, logistics service, mineral water, seedling,

telecommunication and repair, water, electricity, telephone charges, property repair, training

and such other services as agreed by the parties from time to time.

By entering into the Parent Group Combined Ancillary Services Framework Agreement,

the Parent Group will be able to act as an inter-group service provider. The Parent Group will

be able to provide a better and more efficient communication with the Group, and the Group

may be able to negotiate more favourable terms with the Parent Group, as compared with other

suppliers and/or service providers.

Regarding the pricing policy, we have obtained from the Company and reviewed the

Group’s relevant internal control manual. We note that when considering the terms of the

relevant services, the Company shall primarily refer to the government-prescribed price. If

such government-prescribed price is not available, the Group shall refer to the Market Price

and/or quotes from other independent third parties.
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We have reviewed the Parent Group Combined Ancillary Services Framework Agreement

and note that the basis of determining the prices for the services are clearly stated thereunder,

which is primarily made with reference to the relevant government-prescribed price, or the

Market Price if there is no applicable government-prescribed price. We note that the Group

must obtain at least two quotes from other independent third parties as part of the assessment

of the Market Price. Further, the terms offered by the Parent Group to the Group must be equal

to or more favourable than those offered to its other independent customers (if available). In

addition, we have obtained from the Company and reviewed samples of existing contracts for

the relevant services. We note that the prices of the relevant services were primarily determined

with reference to the government-prescribed price, such as the prices as prescribed by

Huangshi Price Bureau* (黃石市物價局) and Hubei Province Price Bureau (湖北省物價局). We

consider that the Company has complied with its internal control procedures and the contract

prices under the samples are in line with the Company’s pricing policy as described above.

In view of the aforementioned factors, we are of the view that the pricing mechanism of

the services under the Parent Group Combined Ancillary Services Framework Agreement is

fair and reasonable.

Further, we have interviewed with the Management and understand that the directors and

senior management of the Company will monitor closely and review regularly the continuing

connected transactions of the Company. The Company will adopt a series of risk management

arrangements, and endeavour to maintain, in relation to the continuing connected transactions,

the independence of the Company; the fairness of the price of the transactions; the fairness of

the terms of the transactions; and the right of the Company to conduct transactions with

independent third parties other than the Parent Group. The relevant arrangements include: (i)

the continuing connected transactions contemplated under the Parent Group Combined

Ancillary Services Framework Agreement are conducted on a non-exclusive basis; (ii) upon the

signing of the Parent Group Combined Ancillary Services Framework Agreement and its

approval by the Independent Shareholders, the relevant business department of the Company

will be responsible for the implementation of the Parent Group Combined Ancillary Services

Framework Agreement; and (iii) before the signing of each individual agreement, the finance

department of the Company will evaluate the terms, including the fairness of the price, of the

agreement as well as monitor the Company’s existing continuing connected transactions, and

review whether the Company’s transactions are fair and reasonable in accordance with the

terms of the Parent Group Combined Ancillary Services Framework Agreement and internal

control manual. As such, we are of the view that the Company has a sound risk management

system to safeguard the interest of the Independent Shareholders.

In conclusion, we are of the view that entering into the Parent Group Combined Ancillary

Services Framework Agreement is in the interests of the Group and the Shareholders as a

whole.
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Proposed annual caps under the Parent Group Combined Ancillary Services Framework

Agreement

The table below sets out the historical figures, existing annual caps and Proposed Annual

Caps for the Parent Group Combined Ancillary Services Framework Agreement:

Year ended
31 December 2020

Year ended
31 December 2021

Year ending
31 December 2022

Year ending
31 December

2023

Year ending
31 December

2024

Year ending
31 December

2025

Annual cap
Actual

amount Annual cap
Actual

amount Annual cap

Actual
amount

(up to 31
October

2022)
Proposed

annual cap
Proposed

annual cap
Proposed

annual cap
(audited) (audited) (unaudited)

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

379,020 331,713 385,323 306,130 391,613 310,070 357,799 430,072 400,607

We understand that the above Proposed Annual Caps have been determined with reference

to: (i) the historical amounts paid by the Group to the Parent Group for similar ancillary

services; (ii) the projected future orders based on the expected increase in the services to be

provided during the three years ending 31 December 2025; and (iii) the average historical

market price for the relevant services and the anticipated future market price for the relevant

products and services.

In order to assess the fairness and reasonableness of the Proposed Annual Caps, we have

obtained from the Management and reviewed the relevant calculations of the Proposed Annual

Caps.

The Proposed Annual Caps in FY2023, FY2024 and FY2025 are approximately RMB358

million, RMB430 million and RMB401 million, respectively. We have interviewed with the

Management and understand that the Proposed Annual Caps were determined with reference to,

among others:

(i) the Proposed Annual Caps in FY2023 is primarily made with reference to (a) the

historical purchase amount between the Company and the Parent Group during the

two years ended 31 December 2021 which had reached as high as approximately

RMB331 million; and (b) the purchase amount for the ten months ended 31 October

2022 has reached approximately RMB310 million. It is estimated by the Company

that the total purchase amount for the year ending 31 December 2022 will reach

approximately RMB370 million; and
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