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The publication of this Post Hearing Information Pack is required by The Stock Exchange of Hong Kong Limited (the
“Stock Exchange”) and the Securities and Futures Commission (the “Commission”) solely for the purpose of providing
information to the public in Hong Kong.

This Post Hearing Information Pack is in draft form. The information contained in it is incomplete and is subject to change
which can be material. By viewing this document, you acknowledge, accept and agree with Sanergy Group Limited 5 BE4E
4 B /A7 (the “Company”), its sponsor, advisers or members of the underwriting syndicate that:

(a)  this document is only for the purpose of providing information about the Company to the public in Hong Kong and
not for any other purposes. No investment decision should be based on the information contained in this document;

(b)  the publication of this document or any supplemental, revised or replacement pages on the Stock Exchange’s website
does not give rise to any obligation of the Company, its sponsor, advisers or members of the underwriting syndicate
to proceed with an offering in Hong Kong or any other jurisdiction. There is no assurance that the Company will
proceed with the offering;

(c)  the contents of this document or any supplemental, revised or replacement pages may or may not be replicated in
full or in part in the actual final listing document;

(d)  the Post Hearing Information Pack is not the final listing document and may be updated or revised by the Company
from time to time in accordance with the Rules Governing the Listing of Securities on the Stock Exchange;

(e) this document does not constitute a prospectus, offering circular, notice, circular, brochure or advertisement offering
to sell any securities to the public in any jurisdiction, nor is it an invitation to the public to make offers to subscribe
for or purchase any securities, nor is it calculated to invite offers by the public to subscribe for or purchase any
securities;

(f) this document must not be regarded as an inducement to subscribe for or purchase any securities, and no such
inducement is intended;

(g)  neither the Company nor any of its affiliates, advisers or underwriters is offering, or is soliciting offers to buy, any
securities in any jurisdiction through the publication of this document;

(h)  no application for the securities mentioned in this document should be made by any person nor would such
application be accepted;

(i) the Company has not and will not register the securities referred to in this document under the United States
Securities Act of 1933, as amended, or any state securities laws of the United States;

G) as there may be legal restrictions on the distribution of this document or dissemination of any information contained
in this document, you agree to inform yourself about and observe any such restrictions applicable to you; and

(k)  the application to which this document relates has not been approved for listing and the Stock Exchange and the
Commission may accept, return or reject the application for the subject public offering and/or listing.

No offer or invitation will be made to the public in Hong Kong until after a prospectus of the Company has been registered
with the Registrar of Companies in Hong Kong in accordance with the Companies (Winding Up and Miscellaneous
Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong). If an offer or an invitation is made to the public in Hong
Kong in due course, prospective investors are reminded to make their investment decisions solely based on a prospectus of
the Company registered with the Registrar of Companies in Hong Kong, copies of which will be made available to the
public during the offer period.
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For further information, see the sections headed “Structure of the [REDACTED]” and “How to Apply for the [REDACTED]” in this document.

Prior to making an investment decision, prospective investors should consider carefully all of the information set out in this document and the [REDACTED], including the risk factors set out in the
section headed ““Risk Factors” in this document.
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SUMMARY

This summary aims to give you an overview of the information contained in this document. As
this is a summary, it does not contain all the information that may be important to you. You should
read this document in its entirety before you decide to invest in the [REDACTED]. There are risks
associated with any investment. Some of the particular risks in investing in the [REDACTED] are set
out in the section headed “Risk Factors” in this document. You should read that section carefully
before you decide to invest in the [REDACTED]. Various expressions used in this section are defined

or explained in the section headed ‘‘Definitions” in this document.

OVERVIEW

We are a global manufacturer of UHP graphite electrodes with a worldwide customer base in over
25 countries comprising major global EAF steel manufacturers in Americas, EMEA, APAC and the PRC
that sell their products to the automotive, infrastructure, construction, appliance, machinery, equipment
and transportation industries.

The dual carbon goals, namely carbon peaking before 2030 and carbon neutrality before 2050 have
brought global momentum towards the transformation of our downstream industry of steel manufacturing
by shifting from blast furnace steelmaking to EAF steel manufacturing. Currently, blast furnace
steelmaking predominates the steel production with 70% in worldwide and even 90% in the PRC. Using
EAF is more environmental friendly in terms of pollutants emissions and energy consumptions and
regarded as a core pillar of decarbonisation to complete ‘“super-low-emission” renovations within the
steel industry. With our commitments to offer high quality UHP graphite electrode which serves as a key
industrial material to EAF steel manufacturers and our continuous efforts to strive for a cleaner
production process to reduce emissions and wastes as well as energy consumption, we believe, together
with our downstream customers, we would be able to contribute to a green and sustainable economy in
the long run.

According to the F&S Report, we ranked seventh among the global UHP graphite electrode
manufacturers in 2021 with a market share of approximately 1.4%, and ranked fourth in the UHP
graphite electrode manufacturers in the PRC in 2021 with a market share of approximately 7.1%, in
terms of production volume.

We have our production facilities in Italy and the PRC with annual effective production capacities
of 16,500MT and 14,000MT, respectively, which enable us to flexibly meet the demand for graphite
electrodes from our customers located in different parts of the world and provide them with support and
technical services. We source finished graphite electrodes and needle coke from various suppliers.

We have regional sales teams focusing on the markets of Americas, EMEA, APAC and the PRC to
serve and support our customers in all different geographies. Our global reach through our strong sales
and distribution network ensures that our products are readily available to our customers.
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During the Track Record Period, the global graphite electrodes industry was at the peak in terms of
the average selling price in 2018 and experienced market correction during 2019 and the impact of
COVID-19 since early 2020. Driven by the recovery of the demand from its downstream steel industry,
namely the global EAF steel industry, the global demand for graphite electrodes surged starting from
second half of 2017 and in turn caused an upsurge in the price of UHP graphite electrodes globally
(excluding the PRC) within a short period in 2018, reaching approximately USD16,054 per tonne in
global excluding the PRC and RMB115,686.7 per tonne in the PRC, respectively. Followed by over
investment, production and purchase, which resulted in an over-stocking in the market, there was a
plunge in the average selling price of graphite electrodes in 2019 to approximately USD8,824 per tonne
globally (excluding the PRC) and approximately RMB50,647.1 per tonne in the PRC. In 2020, the global
outbreak of COVID-19 further affected the demand for UHP graphite electrodes and led to a slight
decrease in the consumption volume globally.

Despite the market correction during 2019 and impact of COVID-19 since early 2020, our Group
had been able to maintain growth in its sales volume from approximately 10,994MT in FY2018 to
19,656MT in FY2019, to 25,647MT in FY2020, and to 27,669MT in FY2021. We managed to achieve a
gross profit margin of approximately 62.5%, 22.7%, 15.2% and 21.0% during the corresponding periods,
respectively, which aligned with the overall industry trend and had outperformed some of its industry
peers in terms of operating or gross profit margin despite the market correction and impact of COVID-
19 in FY2020.

However, in FY2019, our Group underperformed our industry peers in terms of operating or gross
profit margin, which was mainly attributable to (i) a significant decrease in the average selling price by
approximately 49.9% in FY2019 from historical high in FY2018; and (ii) the provision for inventory of
approximately US$16.2 million in FY2019. In FY2020, while our Group managed to maintain a positive
operating profit margin and gross profit margin, some of the industry players, namely Showa Denko,
Tokai Carbon, Graphite India and Yicheng New Energy recorded a negative operating profit margin or
gross profit margin. For details on the comparison of the financial performance of major industry peers,
please refer to the section headed “Industry Overview — Recent development of global and China Steel
and graphite electrode market amid the COVID-19 — comparison of major participants’ financial
performance” in this document.

In FY2021, the market price of graphite electrodes resumed gradual trajectory after its stabilisation
since August 2020 and the steel market and other downstream industries started to recover from the
COVID-19 downturn. Against such market condition, our Group proactively adopted measures to
increase sales volume and expand our customer base and as a result, our financial performance improved
substantially. For details, please refer to the section headed ‘“Financial Information — Gross profit and
gross profit margin — The market price of graphite electrodes resumed gradual trajectory in 2021, As
compared 1H2022 to 1H2021, our sales volume increased from approximately 11,402MT to
approximately 12,456MT and our gross profit margin improved significantly from approximately 17.3%
to approximately 26.1%.
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The table below sets out the breakdown of our revenue, sales volume, average selling price, gross
profit and gross profit margin of our graphite electrodes during the Track Record Period:

Industry

Industry average

average selling price

selling (Global

Average Gross price excluding

Sales selling Gross profit (The PRC) the PRC)

Revenue  volume price profit  margin (Vo' T (Note 2)

US$°000 MT  US$/MT  US$’000 % US$/MT US$/MT

FY2018 168,319 10,994 15,310 105,218 62.5 16,527 16,055
FY2019 150,844 19,656 7,674 34,263 22.7 7,235 8,824
FY2020 108,540 25,647 4,232 16,514 15.2 3,640 4,120
FY2021 108,694 27,669 3,928 22,830 21.0 4,862 4,883
1H2021 (unaudited) 41,786 11,402 3,605 7,215 17.3 4,424 4,576
1H2022 59,706 12,456 4,793 15,564 26.1 5,541 6,088

Notes:
(1) The translation of RMB into USD was approximately 7.0 during the Track Record Period.

2) The industry average selling price only took into account UHP graphite electrodes.

During the Track Record Period (save for FY2020), our average selling price was generally lower
than that of the industry average selling prices (only related to UHP graphite electrodes) mainly due to
the fact that we sold some HP and RP graphite electrodes to fulfil customers’ orders, which represented
approximately 27.8%, 24.6%, 13.6%, 22.0% and 15.5% of our revenue in FY2018, FY2019, FY2021 and
1H2022, respectively. Since the average selling price of HP and RP graphite electrodes was lower than
that of UHP graphite electrodes, our average selling price, which included the average selling price of
UHP, HP and RP graphite electrodes was generally lower than that of the industry average selling price
of UHP graphite electrodes in the global market (excluding the PRC) and in the PRC market.

During the Track Record Period, our average selling price of UHP graphite electrodes was
approximately US$19,051/MT, US$8,523/MT, US$4,640/MT, US$4,253/MT, US$3,893/MT and
US$5,128/MT in FY2018, FY2019, FY2020, FY2021, 1H2021 and 1H2022 respectively.

During the Track Record Period (save for FY2018 during which we have not entered the PRC
market and FY2020 during which the delivery of an order for 2,268MT of UHP graphite electrodes to
Xinxiang Longhui was delayed from mid-2019 to June 2020), our average selling price of UHP graphite
electrodes was generally lower than that of the industry average selling prices mainly due to the fact that
the industry average selling price of the UHP graphite electrodes in the PRC has been generally lower
than that of the UHP graphite electrodes sold in the global market (excluding the PRC). As such, our
average selling price of UHP was dragged down by our sales of UHP graphite electrodes in the PRC.
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For FY2020, since there was a postponement of delivery of a purchase order with a relatively high
average selling price amounted to approximately US$6,063/MT from the original scheduled time in
FY2019 to FY2020 upon the request of one of our major customers, Xinxiang Longhui. Such
postponement of delivery from FY2019 to FY2020 led to our relatively higher average selling price
compared with than of UHP graphite electrode in the global market (excluding the PRC) and in the PRC
market in FY2020.

While our average selling price per MT decreased by approximately 7.2% or approximately
US$304 from approximately US$4,232 in FY2020 to approximately US$3,928 in FY2021, the market
price of graphite electrodes and our average selling price have bottomed out in August 2020 and
resumed gradual trajectory in 2021. Our average selling price per MT of each quarter of 2020 and 2021
was approximately US$4,786, US$4,626, US$3,595, US$3,679, US$3,690, US$3,645, US$3,970 and
US$4,230, respectively. For details, please refer to the section headed “Financial Information — Gross
profit and gross profit margin — The market price of graphite electrodes resumed gradual trajectory in
2021”.

The decrease in our gross profit margin during FY2018, FY2019 and FY2020 was largely caused
by the downward adjustment of the average selling price of graphite electrodes sold and the market price
volatility of graphite electrodes. In particular, our gross margin for FY2020 was adversely affected by
the COVID-19 pandemic which had resulted in a drastic drop of global economic activities and lower
graphite electrode prices.

Due to the downward adjustment of the graphite electrode market during 2019, the delivery of an
order for 3,402MT of graphite electrodes to Xinxiang Longhui, which Xinxiang Longhui intended to on-
sell to the Downstream Customer, was delayed from the middle of 2019 to June 2020 with the delivery
quantity reduced by one-third to 2,268MT. Despite such delay and reduction in quantity, the unit price
of the graphite electrodes remained to be the original unit price agreed between the parties when the
purchase agreement was entered into and the 2,268MT of graphite electrodes became fully secured by
actual prepayment. For details of the relevant transaction between Xinxiang Longhui and the
Downstream Customer, please refer to the section headed “Business — The sales agreement between
our Group and Xinxiang Longhui” in this document.

For the sensitivity analysis of our gross profit with reference to the price fluctuation of graphite
electrodes, the price fluctuation of raw materials and the fluctuation of sales volume during the Track
Record Period, please refer to the section headed “Financial Information — Key factors affecting our
results for operations” in this document for further details.
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Our gross profit and gross profit margin for Americas decreased in FY2020 compared to FY2019
because our gross profit and gross profit margins of the United States and Canada, two of our major
markets, decreased significantly. Our gross profit in the United States further decreased from
approximately US$10.3 million for FY2019 to approximately US$1.1 million for FY2020 and our gross
profit margin in the United States decreased from approximately 33.7% for FY2019 to approximately
5.2% for FY2020 due to the decrease in the average selling price by approximately 45.7% or
approximately US$4,208/MT from approximately US$9,215/MT for FY2019 to approximately
US$5,007/MT for FY2020, which was in line with the prevailing market price at the corresponding
period as advised by Frost & Sullivan. The effect of such decrease was partially offset by the decrease
in the average cost of sales by approximately 22.3% or approximately US$1,366/MT from approximately
US$6,114/MT for FY2019 to approximately US$4,748/MT for FY2020.

Our gross profit in Canada decreased from approximately US$18.3 million for FY2019 to
approximately US$3.2 million for FY2020 and our gross profit margin in Canada decreased from
approximately 48.3% for FY2019 to approximately 22.0% for FY2020 due to the decrease in the average
selling price by 42.8% from approximately US$8,675/MT to approximately US$4,965/MT, which was in
line with the prevailing market price at the corresponding period as advised by Frost & Sullivan. The
effect of such decrease was partially offset by the decrease in the average cost of sales per MT by
approximately 13.5% from approximately US$4,481/MT in FY2019 to US$3,874/MT in FY2020.

Our gross profit and gross profit margin for Americas increased in FY2021 compared to FY2020
which was primarily due to the improvement in our gross profit and gross profit margin from the sales
to our customers in the United States partially offset by the decrease of gross profit in Canada despite an
improvement in the gross profit margin in Canada. Our gross profit and gross profit margin for Americas
increased significantly in 1H2022 as compared to 1H2021 primarily driven by the strong increase in our
average selling price in the United States and Canada, partially offset by the increase of our average cost
of sales in the United States and Canada. For the trends of our Group’s gross profit and gross profit
margins in the United States and Canada, please refer to the sections headed ““Financial Information —
Gross profit and gross profit margin — United States” and ‘“Financial Information — Gross profit and
gross profit margin — Canada” in this document.

Our gross profit and gross profit margin for EMEA decreased in FY2020 compared to FY2019
because our gross profit and gross profit margins for Russia and France, two of our major markets,
decreased significantly. Our average selling price decreased by approximately 53.4% from FY2019 to
FY2020. Our gross profit and gross profit margin increased in FY2021 compared to FY2020 which
aligned with our overall gross profit and gross profit trends in FY2021. For the trends of our Group’s
gross profit and gross profit margins for Russia and France, please refer to the sections headed
“Financial Information — Gross profit and gross profit margin Russia” and ‘“Financial Information
— Gross profit and gross profit margin — France” in this document. Our gross profit and gross profit
margin increased significantly in 1H2022 as compared to 1H2021, primarily driven by the significant
increase in the average selling price partially offset by the increase in our average cost of sales.

The gross profit and gross profit margin for APAC in FY2018 and FY2019 remained stable. Our
gross profit and gross profit margin from APAC decreased in FY2020 compared to FY2019 because of
the decrease in our average selling price from FY2019 to FY2020 by approximately 59.4%. Our margin
position improved from gross loss for FY2020 to gross profit for FY2021 primarily because of the
decrease of cost of sales by approximately 36.8% from approximately US$4,948/MT for FY2020 to
approximately US$3,129/MT for FY2021. Such fluctuation was mainly due to our sales to one of our
customers where a gross loss of approximately US$0.1 million was recorded in FY2020 and where a
gross profit of approximately US$0.6 million was recorded in FY2021. Our gross profit and gross profit
margin increased in 1H2022 compared to 1H2021 which was in line with the rising trends of our overall
gross profit and gross profit margin in 1H2022.

For the commentary on our financial performance of this segment, please refer to the section
headed ““Financial Information — Results of Operations” in this document.
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In FY2020, in reaction to the market downward adjustment starting from late 2019, we sourced
graphite electrodes from suppliers to fulfill a small portion of our sales and utilised our inventories with
an aim of destocking. We leveraged our substantive global customer and PRC supplier networks to
source graphite electrodes at a low price.

During FY2021, as the price gap between global and the PRC markets has been narrowing down,
we manufactured most of the graphite electrodes delivered in FY2021 and sourced graphite electrodes
from suppliers to fulfil a small portion of our sales.

The decrease in our gross profit margin for graphite electrodes manufactured by our Group during
FY2019 and FY2020 was largely caused by the downward adjustment of the average selling price of
graphite electrodes sold and the market price volatility of graphite electrodes. The gross profit margin
increased from 12.4% in FY2020 to 19.1% in FY2021 and then to 25.4% in 1H2022. The increase in
FY2021 was mainly due to the decrease in purchase cost of raw materials in FY2020 and the increase in
1H2022 was mainly driven by the significant increase in our average selling price.

The gross profit margin for FY2020, FY2021 and 1H2022 for graphite electrodes sourced from our
suppliers was 47.5%, 30.7% and 28.0%, respectively, which reflects the price gap between the purchase
price agreed with our customers and the sourcing costs of the graphite electrodes we traded.

According to Frost & Sullivan, the reopening from lockdowns and the gradual recovery of the
downstream industries of the EAF steel market were fundamental contributing factors to the rebound of
the global graphite electrodes industry since late 2020. Numerous indicators for the recovery and growth
drivers have been found in the UHP graphite electrodes industry, including but not limited to (i) a
continuous increase in the global monthly average price of graphite electrodes from approximately
USD3,838 in January 2021 to USDS5,233 in December 2021 (excluding the PRC) and from
approximately RMB27,082 in January 2021 to RMB38,259 in December 2021 (for the PRC); (ii) a
moderate growth in the estimated revenue of UHP graphite electrodes among our Group’s major
markets, of which the CAGR from 2021 to 2026 ranges from approximately 11.2% to 22.5%; (iii)
various initiatives for dual carbon goals and more stringent environmental policies and regulations as
well as the increasing awareness of the carbon neutrality which encourage environmental friendly
production process and further spur the development of the global EAF steel industry.

The average selling price of UHP graphite electrodes has bottomed out in the second half of 2020,
and in the future, along with the recovery of the downstream industries, especially global EAF steel
industry and taken into account graphite electrode as a necessary consumable for EAF steel
manufacturing, the graphite electrode market is expected to resume its long-term growth trajectory.
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COMPETITIVE STRENGTHS

Our principal competitive strengths are:

We have worldwide presence and diversified customer base with reputable customers;

We offer premium quality graphite electrodes manufactured by our factories under our close
oversight of high environmental standards;

We have strong technical capability to deliver optimised products;
We have stable raw material supply; and

We have an experienced management team with extensive knowledge of the graphite
electrode industry and markets.

BUSINESS STRATEGIES

Our aim is to maintain our strong position in the graphite electrode industry and as a global UHP

graphite electrode manufacturer to supply UHP graphite electrodes to facilitate our downstream

customers to contribute to a green and sustainable economy in the long run. To achieve this objective,

we have formulated the following major business strategies:

Strategies to expand customer base and sales volume;

—  Strengthen established customer relationship and further expand our customer base
—  Expand our production capacity

Maintain and enhance profitability; and

Strengthen our research and development capability and expand product portfolio.
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For FY2018, FY2019 and FY2020, the trends in our gross profit and gross profit margin from steel
manufacturers are generally in line with our overall trends of gross profit and gross profit margin. For
FY2020 and FY2021, the trend in our gross profit from steel manufacturers are generally in line with
our overall trend of gross profit, but the gross profit margin decreased due to the average selling prices
of graphite electrodes sold to steel manufacturers decreased. The gross loss margin from other
customers, namely the distributor and industry traders, in FY2019 was mainly due to the downward
adjustment in the PRC graphite electrodes market price in the second half in 2019. During FY2019, the
average selling price of graphite electrodes we sold to PRC distributors and industry traders dropped,
resulting in a gross loss in FY2019. Our Directors are of the view that the above sales of graphite
electrodes were on normal commercial terms.

Our margin position from other customers improved from gross loss margin in FY2019 to gross
profit margin in FY2020. For FY2020 and FY2021, our gross profit margin from other customers
increased from 15.9% to 26.3% due to the decrease in the unit cost of sales which was partially offset by
the decrease in the average selling price.

The gross profit margin of sales to the end customers for FY2021 remained similar to that of
FY2020 and was lower than that of the other customers in FY2021. Given the market price of graphite
electrodes resumed trajectory trend in FY2021. The gross profit margin of sales to the end customers
was lower than that of the other customers in FY2021 mainly due to the combined effects of that (i) the
cost of sales of graphite electrodes remained stable through FY2021; and (ii) the end customers placed
most of their orders in late FY2020 or the first half of 2021, the time point when the market price of
graphite electrodes was relatively low. The orders for 4,381 MT of graphite electrodes with the average
selling price of US$4,897/MT were placed in the second half of 2021.

Our gross profit margin of sales to the other customers in FY2021 improved as compared to that of
FY2020, primarily attributable to certain traders conducted short term purchases (i.e. place orders with
less than 60 days of delivery period) in the second half of 2021.

The gross profit margin of the sales to end users increased significantly from 15.2% for 1H2021 to
28.1% for 1H2022, primarily driven by the significant increase in our average selling price. The gross
profit margin of our sales to other customers remained stable during 1H2021 and 1H2022 primarily
attributable to the net effect of the increase in our average selling price and the increase in the average
cost of sales.

Our top five customers in aggregate, accounted for approximately 77.9%, 47.2%, 54.7%, 46.7%
and 43.6% of our total revenue in each year/period during the Track Record Period, respectively. Our
largest customer accounted for approximately 27.6%, 16.9%, 24.3%, 12.3% and 14.5% of our total
revenue in each year/period during the Track Record Period, respectively. Please refer to the section
headed “Business — Customers” in this document for further details of our major customers.

- 12 —
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Pricing policy

According to Frost & Sullivan, as an industry characteristic, there is no consistent trend of gross
profit margin, average selling price and average costs of sales of different geographical regions, major
markets or even individual customers. The price of graphite electrodes is influenced by supply and
demand, global and regional economic conditions, and the ability to negotiate between the supplier and
customer, so the price trends, the pattern of gross profit, average selling price, and average costs of sales
vary by case. The price trend and the pattern of gross profit margin, average selling price, and average
costs of our Group’s sales globally are generally in line with the market trend and within the range of its
industry peers.

Our primary goal is to provide a competitive quotation to secure purchase orders from our
customers and at the same time, maximise our utilisation rate and allocate our products to purchase
orders with the highest margins available at the relevant time.

Upon receipt of a request quote from our customers, a case-by-case quotation proposal will be
prepared for our management’s consideration. In determining our quote for each potential order, we will
consider a bundle of factors and price our products based on these factors on a case-by-case basis. The
quotation will be subject to further negotiation between our customers and us and counter-offers made
by the customers based on the price range received from other suppliers. Our management will decide
whether we should accept or refuse the order based on the said factors.

Throughout the price determination process, our customers do not have information about the cost
of our Group nor other suppliers. In view of that, the final price and the gross profit margin of each
purchase order may vary. While our Group aims at maximising our gross profit margin, the final price of
each transaction will likely to be adjusted towards the most competitive price quotation in the
negotiation and as a result, will not lead to a consistent or predetermined gross profit margin.

Trade War between China and the U.S.

Our operations are subject to various legal, political and economic risks, particularly the escalating
tension of the Sino-U.S. relation and the anti-dumping regulations.

The U.S. government implemented a series of tariffs on Chinese-origin products. Graphite
electrodes of Chinese origin exported to our customers located in the U.S. are included on List 3 of the
U.S. tariffs on Chinese-origin products. Prior to List 3 coming into effect, our graphite electrodes were
subject to a tariff of 6% imposed by the U.S. government. As our graphite electrodes are included in
List 3, we are subject to an additional tariff (the “Additional Tariff”’) of 10% from 24 September 2018
to 9 May 2019 and 25% from 10 May 2019 up to the Latest Practicable Date.

13 -
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Since we commenced manufacturing in late 2018, as part of our overall business strategy to
diversify our manufacturing beyond the PRC and our measure to minimise our exposure to the
imposition of the Additional Tariff on our products effective from September 2018 and any negative
effect on the demand of our products from the U.S. customers, we have used, to the extent possible, the
production capacity of the Italian Factory instead of the PRC Factory to manufacture products for sales
to our customers in the U.S. with an aim to minimising our exposure to the Additional Tariff. During
FY2021 and 1H2022, all of our products for sales to our customers in the U.S. were manufactured by
the Italian Factory. During the Track Record Period, the total amount of Additional Tariff paid by our
Group amounted to approximately US$1.3 million, US$1.6million, US$44,000, nil and nil, respectively.
Therefore, given we have put in place counter measures to mitigate the impact of Additional Tariff, we
do not expect that the Sino-U.S. trade conflicts have or will have a material impact on our business and
outlook.

Impact of anti-dumping regulations

While the anti-dumping and countervailing duty regulations in the U.S. and the anti-dumping
regulations under the European Union (collectively, the “Anti-Dumping Regulations”, details of which
are set out in the sections headed to “Regulatory Overview — Antidumping and Countervailing Duty
Regulations” and “Regulatory Overview — European Union Laws and Regulations™ in this document)
are applicable to our businesses in the U.S. or Europe, our Directors consider that the Anti-Dumping
Regulations do not exert material adverse impact on our businesses. Since the anti-dumping regulations
by the European Commission is only applicable to graphite electrodes (other than connecting pins)
imported from China and our Group generally does not import graphite electrodes (other than connecting
pins) from China to the European Union, there is no anti-dumping duty chargeable on our products
distributed in these regions upon the implementation of the anti-dumping regulations under the European
Union.

On the other hand, the anti-dumping duty under the anti-dumping and countervailing duty
regulations of the U.S. will only be applicable to our graphite electrodes manufactured at the Italian
Factory, if coupled with connecting pins which are imported from China. During the Track Record
Period, we had paid approximately nil, US$176,000, US$33,000, US$38,000 and US$13,000 anti-
dumping duty for the connecting pins originated from China, which represented approximately nil,
0.15%, 0.04%, 0.04% and 0.03% of our total cost of sales of the respective years. Our Directors confirm
that all these duties have been duly paid and we have been in compliance with the Anti-dumping
Regulations. By having the Italian Factory which can supply products to these regions, our Directors
believe that the Anti-dumping Regulations provide us with a competitive advantage in that we will have
greater competitiveness in pricing against our competitors in these regions.

OUR SUPPLIERS

We mainly source our graphite electrodes and raw materials, such as needle coke and binder pitch,
from suppliers located in the U.K., Germany, Japan, South Korea, the PRC and the Czech Republic.

In each year/period during the Track Record Period, our top five suppliers in aggregate accounted
for approximately 91.2%, 54.6%, 65.8%, 67.4% and 59.9%, and our largest supplier accounted for
approximately 31.9%, 18.0%, 22.2%, 27.2% and 23.5% of our total purchases, respectively. Please refer
to the section headed “Business — Our Suppliers — Our top suppliers” in this document for further
details of our major suppliers.

— 14 —
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SUMMARY OF KEY OPERATIONAL AND FINANCIAL INFORMATION
Summary of consolidated statements of profit or loss and other comprehensive income

The table below summarises our consolidated statements of profit or loss and other comprehensive
income for the Track Record Period which are extracted from the Accountants’ Report set out in
Appendix I to this document:

FY2018  FY2019 FY2020 FY2021 1H2021 1H2022
US$’000  US$000  US$000  US$’000  US$'000  US$ 000

(unaudited)
Revenue 168,319 150,844 108,540 108,694 41,786 59,706
Cost of sales (63,101)  (116,581)  (92,026)  (85,864)  (34,571) (44,142
Gross profit 105,218 34,263 16,514 22,830 7,215 15,564
Profit before tax 89,488 5,532 3,206 6,154 395 7,930
Income tax (expense)/credit (17,472) (369) 980 (1,766) (18) (1,397)
Profit for the year 72,016 5,163 4,186 4,388 377 6,533

Revenue

Our revenue increased significantly by US$17.9 million or 42.9%, from US$41.8 million for
1H2021 to US$59.7 million for 1H2022, primarily driven by the combined effect of (i) the increase in
the sales volume by 1,054MT or 9.2% from 11,402MT in 1H2021 to 12,456MT in 1H2022; and (ii) the
significant increase in the average selling price by US$1,128/MT or 30.8% from US$3,665/MT in
1H2021 to US$4,793/MT in 1H2022.

Our revenue remained stable in FY2020 and FY2021 due to the increase in sales volume by
2,022MT or 7.9% from 25,647MT in FY2020 to 27,669MT in FY2021, the effect of which was partially
offset by the decrease in the average selling price by US$304/MT or 7.2% from US$4,232/MT in
FY2020 to US$3,928/MT in FY2021.

Our revenue decreased by US$42.3 million or 28.0%, from US$150.8 million for FY2019 to
US$108.5 million for FY2020 primarily due to the average selling price decreased by US$3,442/MT or
44.9% from US$7,674/MT for FY2019 to US$4,232/MT for FY2020 because of the downward
adjustment in the market price of graphite electrodes during second half in 2019 and FY2020 following
the slowing growth of global EAF steel market as a result of COVID-19, the effect of which was
partially offset by the increase in sales volume by 5,991MT or 30.5% from 19,656MT to 25,647MT.

Our revenue decreased by US$17.5 million or 10.4%, from US$168.3 million for FY2018 to
US$150.8 million for FY2019 primarily due to the average selling price decreased by US$7,636/MT or
49.9% from US$15,310/MT for FY2018 to US$7,674/MT for FY2019 as the global market price of
graphite electrodes returned from historical high in FY2018 to a relatively normal level in FY2019,
effect of which was partially offset by the increase in sales volume by 8,662MT or 78.8% from
10,994MT to 19,656MT.

~15 -
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Gross profit and gross profit margin

Our overall gross profit increased significantly by US$8.4 million or 115.7%, from US$7.2 million
in 1H2021 to US$15.6 million in 1H2022 and the gross profit margin improved significantly from 17.3%
for 1H2021 to 26.1% for 1H2022. Such increase was mainly driven by the significant increase in the
average selling price of graphite electrodes by 30.8% from US$3,665/MT in 1H2021 to US$4,793/MT in
1H2022 and the increase in sales volume by 9.2% from 11,402MT in 1H2021 to 12,456MT in 1H2022.

Our overall gross profit increased by US$6.3 million or 38.2%, from US$16.5 million for FY2020
to US$22.8 million for FY2021. Such increase was mainly due to the unit cost of sales decreased by
13.5% from US$3,588/MT in FY2020 to US$3,103/MT in FY2021 and the increase in sales volume by
7.9% from 25,647MT for FY2020 to 27,669MT for FY2021. The gross profit margin increased from
15.2% for FY2020 to 21.0% for FY2021 which was mainly due to the decrease in purchase cost of raw
materials in FY2020.

Our overall gross profit decreased by US$17.8 million or 51.8%, from US$34.3 million for
FY2019 to US$16.5 million for FY2020. Such decrease was mainly due to the effect of the significant
decrease of average selling price by 44.9% from US$7,674/MT for FY2019 to US$4,232/MT for
FY2020 because of the downward adjustment in the graphite electrode market price during the second
half in 2019 and FY2020 following the slowing growth of the global EAF steel market due to the
COVID-19 pandemic; which was partially offset by the decrease in purchase cost of raw materials, the
amount of stock provision reduced due to inventories sold in FY2019, being US$537/MT, and the
postponement of delivery of a purchase order with a relatively high average selling price from the
original scheduled time in FY2019 to FY2020 upon the request of one of our major customers, Xinxiang
Longhui. The average selling price for that order was higher than that of our Group’s other sales in the
PRC in FY2020 given the graphite electrode market was vibrant in FY2019. Therefore, for such order,
we recorded the transaction amount of approximately US$13.8 million and the gross profit margin of
approximately 40.0%, which was relatively higher than our overall gross profit margin.

Our overall gross profit decreased by US$70.9 million or 67.4%, from US$105.2 million in
FY2018 to US$34.3 million in FY2019. Such decrease was mainly due to the combined effect of (i) the
significant decrease in the average selling price by 49.9% in FY2019 as the market price of graphite
electrodes returned from the historical high in FY2018; (ii) the increase in cost of sales because of the
significant increase in sales volume in FY2019, and (iii) the provision for inventories of US$16.2
million in FY2019.

Net profit

Our net profit increased significantly by US$6.1 million or 1,632.9%, from US$0.4 million for
1H2021 to US$6.5 million in 1H2022. Such increase was driven by the strong increase in revenue and
gross profit margin for the reasons explained above.

Our net profit for FY2020 and FY2021 remained stable.

Our net profit decreased by US$1.0 million or 18.9%, from US$5.2 million for FY2019 to US$4.2
million for FY2020. Such decrease was mainly due to the decrease in revenue and gross profit margin
for the reasons explained above and the [REDACTED] expenses incurred.
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Our net profit decreased by US$66.8 million or 92.8%, from US$72.0 million for FY2018 to
US$5.2 million for FY2019. Such decrease was mainly due to the decrease in revenue and gross profit
margin for the reasons explained above.

Other income

In FY2018, FY2019, FY2020, FY2021 and 1H2022, our other income accounted for 9.2%, 64.9%,
129.6%, 29.6% and 10.8% of our net profit. Our other income mainly represents the net profit on sales
of other carbon products, gain on bargain purchase on acquisition of a subsidiary, interest income on
bank deposits, insurance claims for plant and machinery, revaluation gain on property, plant and
equipment previously impaired and other miscellaneous income. Our other income amounted to US$6.6
million, US$3.4 million, US$5.4 million, US$1.3 million and US$0.7 million in FY2018, FY2019,
FY2020, FY2021 and 1H2022, respectively.

Summary of consolidated statements of financial position

The table below sets out a summary of our consolidated balance sheet as at the dates indicated:

As at
As at 31 December 30 June
2018 2019 2020 2021 2022

Us$’000  US$000  US$’000  US$000  US$ 000

Total non-current assets 64,464 70,656 113,460 116,034 107,917
Total current assets 147,162 143,782 96,108 106,826 110,802
Total Assets 211,626 214,438 209,568 222,860 218,719
Total Equity 106,173 110,322 133,210 134,989 131,901
Total non-current liabilities 23,857 22,870 27,666 26,678 31,824
Total current liabilities 81,596 81,246 48,692 61,193 54,994
Total liabilities 105,453 104,116 76,358 87,871 86,818
Net current assets 65,566 62,536 47,416 45,633 55,808

The net assets increased from US$106.2 million as at 31 December 2018 to US$110.3 million
mainly due to the net profit for the year amounted to US$5.2 million for the year ended 31 December
2019.

The net assets increased from US$110.3 million as at 31 December 2019 to US$133.2 million as at
31 December 2020 mainly due to (i) the increase in asset revaluation reserve by US$8.3 million in
FY2020 due to our acquisition of the PRC Factory and the Sanli Assets in FY2020; (ii) the increase in
the issued capital and share premium by US$10.0 million; (iii) the increase in retained profits by US$4.2
million contributed by the net profit for the year for FY2020; and (iv) the increase in exchange
fluctuation reserve by US$6.1 million for FY2020 which was partly offset by the decrease in capital
reserve by US$5.7 million.

The net assets increased from US$133.2 million as at 31 December 2020 to US$135.0 million as at
31 December 2021 mainly due to: (i) the net profit for the year amounted to US$4.4 million for FY2021;
and (ii) the increase in share premium of US$11.4 million, which was partly offset by the dividend
declared amounted to US$14 million for FY2021.
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The net assets decreased from US$135.0 million as at 31 December 2021 to US$131.9 million as at
30 June 2022 mainly due to the decrease in exchange fluctuation reserve amounted to US$9.3 million
for 1H2022, which was partially offset by the net profit for the period amounted to US$6.5 million for
1H2022.

Our Group’s net current assets decreased from US$65.6 million as at 31 December 2018 to
US$62.5 million as at 31 December 2019. The decrease was primarily due to the increase in other
payables and accruals and decrease in trade receivables, which was partially offset by the decrease in
income tax payables.

Our Group’s net current assets decreased from US$62.5 million as at 31 December 2019 to
US$47.4 million as at 31 December 2020. The decrease was primarily due to the decrease in inventories.

Our Group’s net current assets decreased from US$47.4 million as at 31 December 2020 to
US$45.6 million as at 31 December 2021. The slight decrease was primarily due to the increase in
interest-bearing bank borrowings and the increase in trade and notes payables and offset by the decrease
in other payables and accruals.

Our net current assets increased from US$45.6 million as at 31 December 2021 to US$55.8 million
as at 30 June 2022. The increase was primarily attributable to the increase in inventories and trade
receivables, the decrease in trade and notes payables, the decrease in other payables and accruals and
partially offset by the increase in interest-bearing bank and other borrowings.

Summary of consolidated statements of cash flows

The table below sets out selected items of our key consolidated cash flows for the Track Record
Period:

FY2018 FY2019 FY2020 FY2021 1H2021 1H2022
USs$’000 US$°000 USs$’000 US$’000 Us$000 US$°000

(unaudited)

Net cash flows from/(used

in) operating activities (8,003) 15,340 21,996 6,277 6,315 1,247
Net cash used in investing

activities (4,843) (9,813) (42,914) (15,668) (6,423) (5,675)
Net cash flows from/(used

in) financing activities (48) 6,867 16,384 12,383 1,332 4,418
Cash and cash equivalents

at the end of the year 5,920 18,341 12,694 15,086 13,638 14,619

For FY2018, our Group recorded net operating cash outflow of US$8.0 million mainly due to the
increase in inventories of US$92.5 million as a result of the ramping up of production at the Italian
Factory in June 2018 which required us to increase our buffer stock of raw materials, work in progress
and finished goods.
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In FY2019, while our inventories further increased due to the increase in work-in-progress
inventories as a result of the full operation of both the Italian Factory and the PRC Factory, the cash
flow position turned around and we recorded net operating cash inflow of US$15.3 million due to
operating cash inflow generated by the sale of the finished goods we manufactured.

Our net cash flow from operating activities decreased from US$22.0 million in FY2020 to US$6.3
million in FY2021 because we produced approximately 16,927MT of graphite electrodes in FY2020
while 22,726MT were produced in FY2021 only, leading to a substantial increase in inventories in
FY2021 which contributed to the decrease in working capital in FY2021.

Our net cashflows from operating activities decreased from US$6.3 million for 1H2021 to US$1.2
million in 1H2022 mainly attributable to the net decrease in working capital amounted to US$10.2
million in 1H2022 comparing with the net increase in working capital amounted to US$4.9 million in
1H2021. Such change in working capital was mainly due to the increase in inventories of US$6.0
million, the increase in trade receivables of US$4.6 million and the decrease in trade and notes payables
of US$3.0 million in 1H2022. Further, there were a decrease in trade receivables of US$0.7 million and
an increase in trade and notes payables of US$4.5 million in 1H2021. Therefore, it resulted to the
decrease in net cash flow from operating activities from 1H2021 to 1H2022.

KEY FINANCIAL RATIOS
The table below sets out our key financial ratios as at each of the periods and the dates indicated:

FY2018 FY2019 FY2020 FY2021 1H2022

Gross Profit Margin (%) 62.5 22.7 15.2 21.0 26.1
Net Profit Margin (%) 42.8 34 3.9 4.0 10.9
Return on equity (%) 67.8 4.7 3.1 3.3 N/A
Return on total assets (%) 34.0 2.4 2.0 2.0 N/A
As at

As at 31 December 30 June

2018 2019 2020 2021 2022

Current ratio 1.8 1.8 2.0 1.7 2.0
Gearing ratio (%) 21.7 26.0 18.7 24.9 26.5
Net debt to equity ratio (%) 16.2 9.4 9.2 13.7 15.4

For further details, please refer the section headed ‘““Financial Information — Key financial ratio”
in this document.

[REDACTED]

We have prepared the offer statistics below on the basis of hypothetical [REDACTED] without
taking into account the 1% brokerage, 0.0027% SFC transaction levy, 0.00565% Stock Exchange trading
fee and 0.00015% AFRC transaction levy. We have also assumed no exercise of the [REDACTED] or
options which may be granted under the Share Option Scheme.
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Based on Based on

[REDACTED] per [REDACTED] per

Share of Share of

HK$[REDACTED] HKS$[REDACTED]

Market capitalisation of our Shares™ ”/ HKS$[REDACTED] HKS$[REDACTED]
million million

Unaudited pro forma adjusted consolidated net tangible assets ~ USS[REDACTED]  US$[REDACTED]
per Shareeres 1 and 2) equivalent to equivalent to
HK$[REDACTED] HKS$S[REDACTED]

Notes:

(1) Based on [REDACTED] Shares expected to be in issue immediately following the completion of the Capitalisation
Issue and the [REDACTED].

2) For the assumption and calculation method, please refer to the section headed “Unaudited pro forma financial
information” in Appendix II to this document

DIVIDEND POLICY

Our Company declared a dividend of US$14.0 million, of which US$13.4 million was settled and
the remaining is expected to be settled before the [REDACTED]. Other than the above, no dividend has
been paid or declared by our Company during the Track Record Period.

Our Shareholders will be entitled to receive dividends that we declare. Our Group does not have a
pre-determined dividend-payment ratio. The payment and the amount of any dividends will be at the
discretion of our Directors and will depend upon our future operations and earnings, capital
requirements and surplus, general financial condition, contractual restrictions and other factors which
our Directors deem relevant. Our dividend distribution record in the past may not be used as a reference
or basis to determine the level of dividends that may be declared or paid by our Company in the future.
Any future declarations and payments of dividends will be at the discretion of our Directors and may
require the approval of our Shareholders.

FUTURE PLANS AND [REDACTED]

We estimate that we will receive [REDACTED] from the [REDACTED] of approximately
HK$[REDACTED] million (assuming an [REDACTED] of HK$[REDACTED] per Share, being the
mid-point of the indicative [REDACTED] range), after deducting the [REDACTED] fees and expenses
payable by us in the [REDACTED] and assuming no exercise of the [REDACTED] or options which
may be granted under the Share Option Scheme.
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We currently intend to apply these [REDACTED] in the following manner:

approximately HK$[REDACTED] million or [REDACTED] of our total estimated
[REDACTED] will be used to pay for the purchase price of the Taigu Assets. For details of
the acquisition of the Taigu Assets, please refer to the sections headed “Business — Business
Strategies” in this document;

approximately HK$[REDACTED] million or [REDACTED] of our total estimated
[REDACTED] will be used to upgrade our production systems in the Italian Factory, the
PRC Factory and the Sanli Assets;

approximately HK$[REDACTED] million or [REDACTED] of our total estimated
[REDACTEDY] for our Group’s working capital and general corporate purposes.

For details of our future plans and [REDACTED], please refer to the section headed “Future Plans
and [REDACTED]” in this document.

RISK FACTORS

Our business faces risks including those set out in the section headed “Risk Factors” in this

document. As different investors may have different interpretations and criteria when determining the

significance of a risk, you should read the section headed “Risk Factors™ in this document in its entirety
before you decide to invest in the [REDACTED].

A summary of certain of these risk factors is set out below and any of the following developments

may have a material and adverse effect on our business, financial condition and operating results:

Our business, financial condition and results of operations are highly affected by the market
selling price of graphite electrodes and recent macro-economic changes which are subject to
numerous factors beyond our control.

Our gross profit margin, average selling price and/or average cost of sales are subject to a
bundle of factors and may fluctuate significantly from time to time.

We rely on our major customers which account for a significant portion of our revenue. Any
change in our relationship with our major customers may materially and adversely affect our
business, financial condition and results of operations.

Any material increase in the price of our major raw materials or shortage of our major raw
materials may have adverse impacts on our business, financial condition and results of
operations.

The continuing spread, prolonged occurrence and recurrence of COVID-19 globally may
result in a significant delay in the delivery of our products which, in turn, may have a
material and adverse material effect on our business, financial condition and results of
operations.
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LEGAL COMPLIANCE

Our Directors confirm that we had complied with all applicable laws and regulations in Hong
Kong, Italy, the PRC, the U.S., Switzerland, South Africa and Macau in all material respects during the
Track Record Period and up to the Latest Practicable Date.

COMPETITIVE LANDSCAPE

The global UHP graphite electrode manufacturing market is highly concentrated. According to the
F&S Report, (i) the top 10 global UHP graphite electrode manufacturers accounted for approximately
41.6% of the global market share in 2021 in terms of the total production volume of the global UHP
graphite electrodes, and we ranked seventh with a market share of approximately 1.4% of the global
UHP graphite electrode market in terms of the total production volume, and (ii) the top five graphite
electrode manufacturers in the PRC in 2021 accounted for approximately 75.7% of the UHP graphite
electrode market share in the PRC in terms of the UHP graphite electrode production volume and we
ranked fourth with a market share of approximately 7.1% of the UHP graphite electrode market shares in
the PRC in terms of the UHP production volume.

Our Directors consider that there are entry barriers to UHP graphite electrode manufacturing,
including the requirement to commit heavy capital investment and the possession of technical industry
knowledge and know-how in production. However, we consider that we are well-positioned to compete
effectively in the UHP graphite electrode manufacturing market and that our strengths will distinguish us
from our competitors. Please refer to the sections headed “Business — Competitive Strengths” in this
document for further information.

[REDACTED] EXPENSES

Our [REDACTED] expenses mainly comprise professional fees paid to the [REDACTED], the
[REDACTED], the [REDACTED], legal advisers and the reporting accountant, among others, for their
services rendered in relation to the [REDACTED] and the [REDACTED]. Up to 30 June 2022, we had
incurred [REDACTED] expenses of HKS[REDACTED] million, of which HK$[REDACTED] million
will be accounted for as a deduction in equity upon [REDACTED] and HK$[REDACTED] million we
had recorded as expenses.

We expect to incur further [REDACTED] expenses amounting to HKS[REDACTED] million, of
which HK$[REDACTED] million is expected to be accounted for as a deduction in equity upon
[REDACTED] and the remaining HK$[REDACTED] million is expected to be recorded as expenses in
the year ending 31 December 2022.

The total [REDACTED] expenses are expected to be HKS[REDACTED] million, which is
approximately [REDACTED] of the gross [REDACTED] from the [REDACTED] (based on the mid-
point of the [REDACTED] range). Such [REDACTED] expenses comprise [REDACTED]-related
expenses of HK$[REDACTED] million and non-[REDACTED] expenses of HKS$[REDACTED]
million, which included (i) professional fees paid and payable to the Sole Sponsor, legal advisers, and
the reporting accountants of HK$[REDACTED] million, and (ii) fees paid and payable to other working
parties and other expenses in relation to the [REDACTED] and the [REDACTED] of
HKS$S[REDACTED] million. For details, please refer to the section headed “Financial Information —
[REDACTED] Expenses” in this document.
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As confirmed by our Directors, discretionary bonus of no more than HK$3.3 million is expected to
be given to the professional parties involved in the [REDACTED] and the [REDACTED]. The Sole
Sponsor also confirms that our Group and/or our Controlling Shareholders have not engaged or will not
engage any parties other than the professional parties in connection with this [REDACTED] and the
[REDACTED], the fees and expenses of which have already been accounted for as “[REDACTED]
expenses” in our Group’s consolidated statements of profit or loss and other comprehensive income.

RECENT DEVELOPMENTS
Outbreak of COVID-19

Based on the data from the Organisation of Economic Cooperation and Development, the outbreak
of COVID-19 has adversely impacted the global steel industry, which has passed its lowest point in
2020 and has been recovering thereafter. However, the recovery differed across countries depending on
their success in containing the virus, their national industry structure, and economic support measures.
China’s steel industry, for instance, rebounded from the second quarter in 2020.

The global (excluding the PRC) production volume and operating rate of crude steel also bottomed
in 2020 and has since picked up. For further details on the market development of the graphite electrode
industry as well as its downstream industries, namely the steel, construction, machinery and automotive
industries, please refer to the section headed “Industry Overview — Recent Development of global and
China steel and graphite electrode market amid the COVID19” in this document.

There have been delays in orders of some of our customers and postponement in the delivery of
some of our products in the later part of the second and third quarters of 2020 and certain of our
customers’ sales volume has not yet recovered. The outbreak of COVID-19 has resulted in the
cancellation and the postponement in the delivery of some of our products in 2020 and hence, a decrease
in our revenue. During the period of March to December 2020, orders in the aggregate sales amount of
approximately (i) US$0.7 million were cancelled, (ii) US$3.7 million were postponed without indication
of delivery time, (iii) US$3.8 million were postponed to the second half of 2020 and (iv) US$1.1 million
were postponed to 2021 due to COVID-19. Among the US$8.6 million orders which were postponed,
US$4.7 million worth of orders have been delivered and materialised in FY2021. The aggregate contract
value of the cancelled sales orders and orders without delivery time schedule amounted to approximately
0.6% of our revenue for FY2020. This, together with the decrease in the average selling price of our
graphite electrodes, have attributed to the decrease in our revenue in FY2020, the impact of which was
partially offset by the increase in our sales volume. Despite the cancellation and postponement of the
confirmed orders, our sales volume of approximately 25,647MT in FY2020 represented an increase of
approximately 30.5% compared with the sales volume of 19,656MT in FY2019.

During FY2021, businesses of our customers gradually returned to normal and our customers no
longer cancelled purchase orders nor postponed delivery due to COVID-19, and orders in the aggregate
sales amount of approximately (i) US$1.7 million were cancelled by our customers due to quality issues
and that a customer underwent ownership change and (ii) US$1.1 million were postponed at customers’
requests as the inventory level of graphite electrodes of the relevant customers was high. As at the
Latest Practicable Date, the above postponed orders had been delivered.
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Based on the data from the Organisation of Economic Cooperation and Development, while the
outbreak of COVID-19 has resulted in the near-term recession in early 2020, the global economy has
begun to recover in the third quarter of 2020. In addition, the demand from downstream industries that
the EAF steel manufacturing industry serves, such as the public infrastructure industry, the construction
industry and the automobile industry, has started to recover in late 2020 and early 2021. This will help
the recovery of the global EAF steel market. As the UHP graphite electrode market has been gradually
recovering in terms of the average selling price in early 2021, our Group’s business performance has
shown improvement since the second quarter of 2021. Our average selling price per MT of each quarter
of 2020 and 2021 was approximately US$4,786, US$4,626, US$3,595, US$3,679, US$3,690, US$3,645,
US$3,970 and US$4,230, respectively, which mirrored the increasing market average selling price trend
of graphite electrodes. Our gross profit margin has increased from approximately 15.2% in FY2020 to
approximately 21.0% in FY2021.

In 1H2022, the lockdowns in various PRC cities have had some impact on our financial
performance with PRC sales being lower than forecast due to lower demand. Operationally, the
lockdowns had also posed logistical challenges with inter-provincial transport being affected although
we have mitigated such adverse effect by adopting more advance planning, such as ascertaining the
COVID-19 related measures of the relevant cities and having proactive communication with the relevant
local governments’ authorities.

While most countries have implemented travel restrictions as a result of the outbreak of COVID-
19, such restrictions do not have a material impact on the transportation of goods, including the raw
materials from our suppliers and our products except for a slight increase in freight changes. As such,
our Directors consider that such restrictions did not have any material adverse impact on our operations
up to the Latest Practicable Date. Our Directors confirm that there was no actual or foreseeable material
disruption on the supply of raw materials from our suppliers up to the Latest Practicable Date.

Other recent developments

Subsequent to the Track Record Period and up to the Latest Practicable Date, our Group continued
to focus on developing its business and explored business opportunities and secured four new customers.

Our Directors confirm that during the period from 2 January to 28 February 2022, the production
at the PRC Factory was substantially suspended according to the order from the relevant local
government which mandated power rationing for the preparation of the Beijing 2022 Winter Olympics.
Following the mandatory power suspension, the PRC Factory recommenced operations at full power
starting from 1 March 2022. As all the baking furnaces were switched off since 2 January 2022, the PRC
Factory had to restart the baking furnaces and took 380 hours (which were approximately 16 days) to
reach the baking temperature of 1,200 degrees celsius. The production schedule for steps following
baking was therefore extended. Therefore, the production at the PRC Factory was partially suspended in
March 2022 and gradually resumed normal in May 2022.

Due to the power rationing, the delivery of 200MT and 1,200MT (in aggregate attributable to
US$5.6 million in terms of revenue) of graphite electrodes scheduled to be delivered in February and
March 2022, respectively, were delayed and have been delivered from April to June 2022. Given the
revenue amount attributable to the delayed deliveries was not substantial, the delay did not have any
material adverse effect on our Group after the Track Record Period.
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Our Directors confirm that as at the Latest Practicable Date, none of the affected customers had
cancelled their purchase orders. In addition, none of the affected customers who experienced delayed
deliveries in February and March 2022 had cancelled their orders. According to the terms of the
purchase orders placed by these affected customers, there were no contractual terms entitling them to
claim compensation or penalties against our Group on the basis of the delayed deliveries. Our Directors
consider that it is unlikely for the affected customers to bring compensation claims against our Group.

Despite the postponement of orders as described above, based on the Directors’ understanding, our
delivery arrangement in the PRC has gradually resumed normal in May 2022. Our Directors consider
that the Winter Olympics is a one-off event and it would not have an ongoing impact on the operation of
the PRC Factory.

Save for the delay or cancellation of orders as described in this section headed ‘“Recent
developments — Outbreak of COVID-19”, there has been no delay or cancellation of orders since
September 2021. Based on our Group’s latest order book as at 30 September 2022, we received
confirmed orders for sales volume of approximately 8,959MT for the year ending 31 December 2022.
Based on the past experience of our Directors, our Group did not experience material difficulty in
preparing logistic arrangement for delivery and material delay in the delivery of goods to our customers.
Furthermore, among the confirmed orders received as at 30 September 2022 of approximately 2,843MT,
3,804MT and 202MT for Americas, EMEA, and APAC (excluding the PRC), respectively, their average
selling prices have achieved approximately US$6,437/MT, US$5,412/MT and US$4,884/MT,
respectively, which indicated that our Group has continued to align with the trend of the industry
recovery.

In relation to our performance after the Track Record Period, our sales volume during the four
months ended 31 October 2022 amounted to approximately 6,365MT, representing a decrease of
approximately 27.8% from that of the four months ended 31 October 2021, being approximately
8,818MT. Our gross profit margin during the four months ended 31 October 2022 decreased to
approximately 19.1% as compared with approximately 26.1% in 1H2022, mainly attributable to the
increase in the average cost of sales by approximately 13.2% from US$3,544/MT in 1H2022 to the
approximately US$4,013/MT during the four months ended 31 October 2022. Such increase in the
average cost of sales was due to the increase in the cost of needle coke and conversion costs.

Macroeconomic environment

The macro economy has impact on our business operation and financial performance because we
are highly dependent on our downstream customers, in particular, the steel industry, which is susceptible
to the macroeconomic environment such as the slowdown in economic growth, rising inflation and
geopolitical issues.
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According to World Steel Association, it is expected that steel demand in the global market will
contract by approximately 2.3% in 2022. Steel demand in the European Union is expected to contract by
3.5% in 2022 and steel demand in the PRC is likely to fall by approximately 4.0% in 2022. In addition,
the manufacturing activities in the United States are expected to cool sharply and the steel demand in the
United States is expected to maintain in similar level. Particularly, the outlook of the European Union is
subject to further downside risk due to the high inflation and the energy crisis that have been
exacerbated by the Russia-Ukraine conflict. Therefore, the slowdown in economic growth, economic
downturn or other adverse events affecting the major geographical markets of our Group, such as
EMEA, the PRC and Americas, may lead to a reduction in the downstream steel demand from steel
manufacturers for our graphite electrodes products.

Our procurement cost of raw materials are dependent on the market price of needle coke and
binder pitch. Therefore, any changes in the market demand and the inflation of needle coke and binder
pitch may lead to an increase or decrease in the market price of needle coke and binder pitch, resulting
in an increase or decrease in our procurement cost and a decrease or increase in our gross profit margin.
During the Track Record Period, there was a significant price surge in raw materials during 1H2022 due
to the rising inflation driven by supply chain pressures and the outbreak of the Russia-Ukraine conflict.
Furthermore, the increasing demand of needle cokes contributed by the increase in demand from our
downstream industries, such as the EAF steel and the new energy vehicle industries, has also resulted in
the significant increase in the price of needle coke in 1H2022.

BUSINESS ACTIVITIES IN COUNTRIES SUBJECT TO INTERNATIONAL SANCTIONS

During the Track Record Period, we had sales and deliveries of our graphite electrodes to the
Relevant Regions. The revenue generated from such transactions related to the Relevant Regions was
approximately US$4.0 million, US$10.0 million, US$13.7 million, US$9.6 million and US$2.9 million,
representing approximately 2.4%, 6.7%, 12.7%, 8.9% and 4.8% of our total revenue for FY2018,
FY2019, FY2020, FY2021 and 1H2022, respectively.

Balkans (Serbia), Belarus, Egypt, Libya, Russia (excluding Crimea region) and Turkey were
subject to various sanctions during the Track Record Period but were not subject to a general and
comprehensive export, import, financial or investment embargo under sanctions related law or regulation
of a Relevant Jurisdiction (i.e., none of them was a Comprehensively Sanctioned Country).

For more details, please refer to the section headed “Risk Factors — We could materially and
adversely affected as a result of any sales we make to certain countries that are, or become subject to,
sanctions administered by the United States, the European Union, the United Nations, Australia and
other relevant sanctions authorities” in this document.
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SUMMARY

As advised by our International Sanctions Legal Advisers after performing the procedures they
consider necessary, we did not engage in Primary Sanctioned Activity or Secondary Sanctionable
Activity and did not violate International Sanctions for our business activities in countries subject to
International Sanctions during the Track Record Period as we did not have sales to Comprehensively
Sanctioned Countries or Sanctioned Persons. In response to the Russian-Ukraine conflict, additional
International Sanctions were imposed on Russia and Belarus. As at the Latest Practicable Date, the sales
and deliveries of our non-U.S. origin graphite electrodes to Russia during the Track Record Period did
not implicate restrictions under the International Sanctions and none of our customers, distributors and
end-users was a SDN or Sanctioned Persons. As such, our Directors are not aware of material adverse
impacts on our Group’s business in light of the recent International Sanctions on Russia. To minimise
our exposure to the risks relating to the Russian-Ukraine conflict, our Group stopped approaching or
reaching out to existing and potential customers in Russia since the conflict was instigated. As a result,
we generated no revenue from the Russia market during 1H2022. Our Group has ceased to sell products
to Balkans (Serbia), Belarus, Egypt and Libya since FY2021. Our Directors will continue to closely
monitor the latest development and ensure that we will respond to any change in circumstances in a
prudent and timely manner.

Save for the above, we intend to continue to sell our products to customers, distributors and end-
users in Countries subject to International Sanctions except for the Comprehensively Sanctioned
Countries after [REDACTED] if and when suitable business opportunity arises, subject to our strict
adherence to our internal control and risk management measures. To identify and monitor our exposure
to risks associated with sanctions laws relating to these sales, we will implement relevant internal
control measures to protect the interests of our Group and our Shareholders. For details, please refer to
the section headed “Business — Business Activities with Customers, Distributors and End-users in
relation to Countries subject to International Sanctions” in this document.

As at the Latest Practicable Date, our Group had ceased to sell products to Balkans (Serbia),
Belarus, Egypt, Libya and Russia (excluding Crimea region) but our continued to sell products to
Turkey.

The revenue generated from the sales of our graphite electrodes to Turkey amounted to
approximately US$0.3 million, US$7.2 million, US$5.5 million, US$3.8 million and US$2.9 million in
FY2018, FY2019, FY2020, FY2021 and 1H2022, respectively.

Our Directors confirm that there has been no material adverse change in our financial, operational,
trading positions or prospects since 30 June 2022, which is the end of the period covered by the
Accountants’ Report as set out in Appendix I to this document and up to the date of this document.
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SHAREHOLDER INFORMATION AND SHARE OPTION SCHEME
Controlling Shareholders

Upon completion of the [REDACTED] and assuming none of the [REDACTED] and option to be
granted under the Share Option Scheme is exercised, Otautahi Capital will be interested as to
[REDACTED]% of our total issued share capital, and Otautahi Capital is in turn wholly-owned by
Otautahi Holdings. Otautahi Holdings is in turn wholly-owned by Otautahi Enterprises, which is the
trustee of the Otautahi Trust. Accordingly, upon the [REDACTED], Otautahi Capital, Otautahi Holdings
and Otautahi Enterprises being the beneficial owner of the said [REDACTED]% of our Shares, a
controlled corporation of such beneficial owner and the trustee of the Otautahi Trust respectively, will
be regarded as our Controlling Shareholders. Mr. Hou is one of the beneficiaries under the Otautahi
Trust and does not currently hold, and will not hold, directly or indirectly, any Shares upon completion
of the [REDACTED]. He is the protector of the Otautahi Trust who has the power to dismiss and
appoint trustee(s). Considering that certain powers of the trustee may only be exercised with the written
consent of the protector, Mr. Hou is also deemed to have control of the Otautahi Trust in his capacity as
the protector and thus will be regarded as one of our Controlling Shareholders by operation of the
Listing Rules. For details, please refer to the section headed ‘‘Relationship with Controlling
Shareholders™ in this document.

Share Option Scheme

Our Company has conditionally adopted the Share Option Scheme. Details of the principal terms of
the Share Option Scheme are summarised in the section headed ‘“Statutory and General Information —
F. Share Option Scheme” in Appendix IV to this document.
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shall have the following meanings:

In this document, unless the context otherwise requires, the following terms and expressions

“1H2021”
“1H2022”
“AFRC”

“Articles of Association” or
“Articles”

“BIS”

“BIS List”

“Board”

“business day”

“BVI”

“CAC”»
“CAGR”
[REDACTED]

“Capitalisation Issue”

“Cayman Companies Act” or
“Companies Act”

the six months ended 30 June 2021
the six months ended 30 June 2022
the Accounting and Financial Reporting Council of Hong Kong

the amended and restated articles of association of our Company,
conditionally adopted on 19 December 2022 which will become
effective upon [REDACTED] and as amended, supplemented or
modified from time to time, a summary of which is set out in
Appendix III to this document

the U.S. Department of Commerce’s Bureau of Industry and
Security

the Bureau of Industry and Security’s Entity List, Denied Parties
List, or the Unverified List maintained by the U.S. Department of
Commerce

the board of Directors

a day (other than a Saturday, Sunday or public holiday in Hong
Kong) on which banks in Hong Kong are open for normal
banking business

the British Virgin Islands
Cyberspace Administration of China

compound annual growth rate

the issue of Shares to be made on the capitalisation of certain
sums standing to the credit of the share premium account of our
Company referred to under the section headed ‘‘Statutory and
General Information — A. Further Information about our
Company” in Appendix IV to this document

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

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS [REDACTED]”

“CCASS Investor Participant(s)”

“CCASS Operational Procedures”

“CCASS Participant(s)”

“CHE”

“China”, “PRC” or the “People’s
Republic of China”

the Central Clearing and Settlement System established and
operated by HKSCC

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

a person admitted to participate in CCASS as a custodian
participant

the application for the [REDACTED] to be issued in the name of
HKSCC Nominees and deposited directly into CCASS to be
credited to your or a designated CCASS Participant’s stock
account through causing HKSCC Nominees to apply on your
behalf, including by (i) instructing your broker or custodian who
is a CCASS Clearing Participant or a CCASS Custodian
Participant to give electronic application instructions via CCASS
terminals to apply for the [REDACTED] on your behalf, or (ii) if
you are an existing CCASS Investor Participant, giving electronic
application instructions through the CCASS Internet System
(https://ip.ccass.com) or through the CCASS Phone System
(using the procedures in HKSCC’s “An Operating Guide for
Investor Participants” in effect from time to time). HKSCC can
also input electronic application instructions for CCASS Investor
Participants through HKSCC’s Customer Service Centre by
completing an input request

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

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

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

Swiss franc, the lawful currency of Switzerland

the People’s Republic of China, but for the purpose of this
document and for geographical reference only and except where
the context requires, references in this document to “China” and
the “PRC” do not include Hong Kong, Macau and Taiwan
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DEFINITIONS

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Companies Ordinance” or “Hong

Kong Companies Ordinance”

“Company”

“Comprehensively Sanctioned
Countries”

“Controlling Shareholder(s)”

“Countries subject to International
Sanctions”

“COVID-19”

“CSRC”

“Deed of Indemnity”

“Deed of Non-competition™

“Director(s)”

“EIT”

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

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

Sanergy Group Limited, a company incorporated in the Cayman
Islands on 26 June 2018 as an exempted company with limited
liability

Cuba, Iran, North Korea, Syria, the Crimea Region of Russia/
Ukraine and the self-proclaimed Luhansk People’s Republic and
self-proclaimed Donetsk People’s Republic regions

has the meaning given to it in the Listing Rules and, unless the
context otherwise requires, refers to Otautahi Capital, Otautahi
Holdings, Otautahi Enterprises and Mr. Hou

countries or territories for which Relevant Jurisdictions maintain
various forms of sanctions programs in place

the novel coronavirus, a coronavirus disease which has its
outbreak across various parts of the world since around

December 2019

China Securities Regulatory Commission (9 [5#% % B & & # &
B

the deed of indemnity dated 19 December 2022 given by each of
our Controlling Shareholders in favour of our Company (for itself
and as trustee for each of its subsidiaries)

the deed of non-competition dated 19 December 2022 entered into
by our Controlling Shareholders in favour of our Company (for
ourselves and for the benefit of our subsidiaries) regarding certain
non-competition undertakings as more particularly set out in the
section headed “Relationship with Controlling Shareholders —
Non-competition Undertaking” in this document

the director(s) of our Company

the PRC Enterprise Income Tax
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“EIT Law”

“ESG”
“EU”

“EUR”

“Everbright Financial Holding”

“Extreme Conditions”

“Extrusion Facilities”

“F&S Report”

“Frost & Sullivan” or “F&S”

“FSE List”

“FY2018”
“FY2019”
“FY2020”
“FY2021”

“FY2022”

the PRC Enterprise Income Tax Law 3 A R A0 B £ 35 o 15
Bii%) promulgated on 16 March 2007, as amended,
supplemented or otherwise modified from time to time

environmental, social and governance
European Union

Euro, the lawful currency of the member states of the European
Union

Everbright No. 2 Private Equity Investment Fund, represented by
Everbright Financial Holding Capital Co., Ltd. (now known as
Zhongguang Holdings Co., Ltd.* (&R A R/AF])), a private
equity investment fund managed by Everbright Financial Holding
Capital Co., Ltd. (now known as Zhongguang Holdings Co., Ltd.*
(PR A BRZA 7)) and is one of our [REDACTED] Investors

extreme conditions, including but not limited to, serious
disruption of public transport services, extensive flooding, major
landslides or large-scale power outage after super typhoons as
announced by the government of Hong Kong

additional extrusion facilities built within the land area of the
PRC Factory

the market research report prepared by Frost & Sullivan and
commissioned by us

Frost & Sullivan Limited, an independent industry research
consultant commissioned by us to prepare the F&S Report

the list of Foreign Sanctions Evaders maintained by OFAC, which
sets out individuals and entities that are determined to have
violated, attempted to violate, conspired to violate, or caused a
violation of U.S. sanctions on Syria or Iran, and are prohibited to
transact with U.S. persons or within the United States but whose
assets/property interest are not subject to blocking

the financial year ended 31 December 2018
the financial year ended 31 December 2019
the financial year ended 31 December 2020
the financial year ended 31 December 2021

the financial year ending 31 December 2022
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“GDP”

[REDACTED]

EH)

“Gosource (China)

“Gosource (Taigu)”

“Gosource Capital”

“Gosource Group™

“Grafworld International”

“Grafworld Macau”

[REDACTED]

LT

“Group”, “we’ , our”

or csusn

gross domestic product

Gosource (China) Limited* (A E)ABR/AF), a company
established under the laws of the PRC on 18 July 2018 and an
indirect wholly-owned subsidiary of our Company

Gosource (Taigu) New Materials Technology Co., Limited* (&
TR H A B REHE A FR A Fl), a company established under the
laws of the PRC on 2 September 2019 and an indirect wholly-
owned subsidiary of our Company

Gosource Capital Limited =H&EAFRAT, a company
incorporated under the laws of Hong Kong on 11 June 2018 and
an indirect wholly-owned subsidiary of our Company

GoSource Group Limited LB ARAF, a company
incorporated under the laws of Hong Kong on 13 October 2011
and an indirect wholly-owned subsidiary of our Company

GRAFWORLD INTERNATIONAL INC., a company incorporated
under the laws of the BVI on 3 April 2012 and an indirect
wholly-owned subsidiary of our Company

GRAFWORLD MACAU COMMERCIAL OFFSHORE LIMITED
b B IR FE R P RE R E MBS A IR A A (also known as
“GRAFWORLD COMMERCIAL OFFSHORE DE MACAU
LIMITADA” and formerly known as “Kan Tsang Industrial
Macao Commercial Offshore Limited”), a company incorporated
under the laws of Macau on 26 June 2003 and an indirect wholly-
owned subsidiary of our Company

[REDACTED]

our Company and our subsidiaries or, where the context so
requires, in respect of the period before our Company became the
holding company of our present subsidiaries (or before such
associated companies of our Company), the business operated by
such subsidiaries or their predecessors (as the case may be)
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“Henan Kefeng”

“Henan Sanli”

“Hexagon”

“HK$” or “Hong Kong dollars” or
“HK dollars™ or “cents”

“HKSCC”

“HKSCC Nominees”
“Hong Kong” or “HK”
[REDACTED]
[REDACTED]

[REDACTED]

Henan Kefeng Carbon Materials Co., Ltd* (77 5§ FHI& 5 b R B
/7)), a company established under the laws of the PRC on 30
October 2009 and is owned as to 60% by China Investment New
Asia Pacific China Economic (Beijing) Investment Management
Co., Ltd.* (hF#pran K dbr)BEE AR ) and as to
40% by Beijing Xingu Wealth Investment Management Co., Ltd*
(b E #EE M AR A) which are Independent Third
Parties

Henan Sanli Carbon Products Co., Ltd.* (0 = J1 5 Z il f A R
/NTH]), a company established under the laws of the PRC on 15
March 1991 and an Independent Third Party

Hexagon Special Opportunities SPC (acting for the account of
Segregated Portfolio I), a segregated portfolio company
incorporated under the laws of Cayman Islands and managed by
Venture Smart Asia Limited, which is a licensed corporation to
conduct Type 1 (dealing in securities), Type 4 (advising on
securities) and Type 9 (asset management) regulated activities
under the SFO, and is one of our [REDACTED] Investors

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

Hong Kong Securities Clearing Company Limited
HKSCC Nominees Limited

the Hong Kong Special Administrative Region of the PRC
[REDACTED]

[REDACTED]

[REDACTED]
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DEFINITIONS
[REDACTED] [REDACTED]
“IMF” International Monetary Fund

“Independent Third Party(ies)”

[REDACTED]
[REDACTED]

“International Sanctions”

“International Sanctions Legal
Advisors”

[REDACTED]

[REDACTED]

person(s) or company(ies) which, to our Directors’ best
knowledge, information and belief, having made all reasonable
enquiries, is/are not a connected person(s) (as defined in the
Listing Rules) of our Company

[REDACTED]
[REDACTED]

all applicable laws and regulation to economic sanctions, export
controls, trade embargoes and wider prohibitions and restrictions
on international trade and investment related activities, including
those adopted administered and enforced by the U.S. Government,
the EU and its member states, UN or Government of Australia

Hogan Lovells, our legal advisors as to International Sanctions
laws in connection with the [REDACTED]

[REDACTED]

[REDACTED]
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“Italian Factory”

“Italian Legal Advisers”

[REDACTED]
[REDACTED]
[REDACTED]

“Kiu Yeung Asset Management”

“Latest Practicable Date”

our production facility, comprising the land, buildings, plant and
machinery, and warehouse located in Narni, Umbria, Italy, which
we acquired in April 2018 and commenced production in June
2018

Green Horse Legal Advisory, the legal advisers to our Company
as to Italian laws

[REDACTED]
[REDACTED]
[REDACTED]

Kiu Yeung Asset Management Limited (555 & 7 & #A R A,
a private company limited by shares incorporated under the laws
of Hong Kong on 28 January 2008, which is primarily engaged in
investment holding, and is one of our [REDACTED] Investors.
As at the Latest Practicable Date, it was owned as to 99.95% by
Mr. Tang Wai Po, 0.025% by Mr. Yu Ka Hay, and 0.025% by
Mr. Co Hon Jesse, all are Independent Third Parties

21 December 2022, being the latest practicable date for the
purpose of ascertaining certain information contained in this
document prior to the printing of this document

— 36 —



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

DEFINITIONS

“Liaoning Jinhao™

[REDACTED]

“Listing Committee”

[REDACTED]

“Listing Rules™

“Macau”

“Macau Legal Advisers”

“Main Board”

“Memorandum” or “Memorandum
of Association”

‘EMIIT’?
“MOFCOM”
‘AMOP”

“Mr. Hou”

“NDRC”

Liaoning Jinhao Technology (Group) Co., Ltd* (&% H & MFE
H(HEE) A FR/AH]), a private company established in the PRC on
15 March 2021 which is primarily engaged in the manufacturing
of coal chemical products in the PRC, and is one of our
[REDACTED] Investors. As at the Latest Practicable Date, it was
owned as to 50.5% by Liu Zheng, 45% by Liu Yanan, 3% by Li
Jiming and 1.5% by Chen Wandong, all are Independent Third
Parties

[REDACTED]

the listing sub-committee of the board of director of the Stock
Exchange

[REDACTED]

the Rules Governing the Listing of Securities on the Stock
Exchange, as amended from time to time

the Macau Special Administrative Region of the PRC

Lou Sio Fong Lawyer & Associates, our legal advisers as to
Macau laws

the stock exchange (excluding the option market) operated by the
Stock Exchange which is independent from and operated in
parallel with the GEM of the Stock Exchange

the amended and restated memorandum of association of our
Company, adopted on 19 December 2022 with immediate effect,
as amended from time to time, a summary of which is set out in
Appendix III to this document

the Ministry of Industry and Information Technology of the PRC
the Ministry of Commerce of the PRC (H#E A & 3 A1 5] R 75 1)
Macau Pataca, the lawful currency of Macau

Mr. Hou Haolong (f%F# i), our executive Director and deemed to
be one of our Controlling Shareholders by operation of the
Listing Rules

the National Development and Reform Commission (4% A 3L
020 B % % R AN ek ¥ 2% B )
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“NEEQ”

“OFAC”

[REDACTED]
[REDACTED]

“Otautahi Capital”

“Otautahi Enterprises”

“Otautahi Holdings”

“Otautahi Trust”

the National Equities Exchange and Quotations Co., Ltd., a PRC
over-the-counter system for trading the shares of public
companies

the U.S. Department of Treasury’s Office of Foreign Assets
Control

[REDACTED]
[REDACTED]

Otautahi Capital Inc., a limited liability company incorporated
under the laws of the BVI on 11 June 2018, a wholly-owned
subsidiary of Otautahi Holdings and one of our Controlling
Shareholders

Otautahi Enterprises Trust Company Limited, a limited liability
company incorporated under the laws of New Zealand on 9
January 2014, a wholly-owned subsidiary of Helmores Wealth
Trust Company Limited which is a New Zealand company
providing trust services, and one of our Controlling Shareholders
and the trustee of the Otautahi Trust

Otautahi Holdings Limited, a limited liability company
incorporated under the laws of New Zealand on 9 January 2014,
a wholly-owned subsidiary of Otautahi Enterprises and one of our
Controlling Shareholders

a discretionary family trust established on 21 January 2014 by
Otautahi Enterprises as the trustee, details of which are set out in
the section headed ‘‘History, Reorganisation and Group
Structure” in this document
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DEFINITIONS
[REDACTED] [REDACTED]
[REDACTED] [REDACTED]
“PBOC” the People’s Bank of China ([ A\ K4R1T), the central bank of

“PRC Factory”

“PRC Legal Advisers”

“[REDACTED] Investments”

“IREDACTED] Investors”

[REDACTED]

“Primary Sanctioned Activity”

the PRC

the production facility of graphite electrodes, comprising the land,
buildings, plant and machinery, warehouse and office located in
Hongzhou Town, Huixian City, Henan Province, the PRC

Jingtian & Gongcheng, the legal advisers to our Company as to
PRC laws

the [REDACTED] investments made by the [REDACTED]
Investors, details of which are set out in the section headed
““History, Reorganisation and Corporate Structure —
[REDACTED] Investments” in this document

the investors of the [REDACTED] Investments and, unless the
context otherwise requires, refer to Everbright Financial Holding,
Liaoning Jinhao, Hexagon, Kiu Yeung Asset Management and
ZhengNan Enterprise

[REDACTED]

any activities by our Company in a Comprehensively Sanctioned
Country or (i) with; or (ii) directly or indirectly benefiting or
involving the property or interests in property of, a Sanctioned
Target incorporated or located in a Relevant Jurisdiction or which
otherwise has a nexus with such jurisdiction with respect to the
relevant activity, such that it is subject to the relevant sanctions
law and regulation
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DEFINITIONS

“Regulation S”

“Relevant Jurisdiction”

“Relevant Persons”

“Relevant Regions”

“Reorganisation”

“RMB” or “Renminbi”’

“SAFE”

“Sanctioned Person”

“Sanctioned Target”

“Sanergy Asia”

“Sanergy Europe”

Regulation S under the U.S. Securities Act

any jurisdiction that is relevant to our Company and has sanctions
related law or regulation restricting, among other things, its
nationals and/or entities which are incorporated or located in that
jurisdiction from directly or indirectly making assets or services
available to or otherwise dealing in assets of certain countries,
governments, person or entities targeted by such law or regulation

the Sole Sponsor, the [REDACTED], the [REDACTED], the
[REDACTED], the other [REDACTED] and any other parties
involved in the [REDACTED] or any of their respective
directors, officers or representatives

Balkans (Serbia), Belarus, Egypt, Libya, Russia (excluding
Crimea region) and Turkey

the corporate reorganisations undergone by our Group in
preparation for the [REDACTED] described in the section
headed ‘“‘History, Reorganisation and Group Structure — The
Reorganisation™ in this document

Renminbi, the lawful currency of the PRC

the State Administration of Foreign Exchange of the PRC (713 A
R A [ [ % S B ) )

certain person(s) and identity(ies) listed on OFAC’s Specially
Designated Nationals and Blocked Persons List or other restricted
parties lists maintained by the U.S., EU, UN or Australia

any person or entity (i) designated on any list of targeted persons
or entities issued under the sanctions-related law or regulation of
a Relevant Jurisdiction; (ii) that is, or is owned or controlled by,
a government of a Country subject to International Sanctions; or
(iii) that is the target of sanctions under the law or regulation of a
Relevant Jurisdiction because of a relationship of ownership,
control, or agency with a person or entity described in (i) or (ii)

Sanergy Asia Ltd, a company incorporated under the laws of the
BVI on 11 June 2018 and an indirect wholly-owned subsidiary of
our Company

Sanergy Europe Inc, a company incorporated under the laws of
the BVI on 11 June 2018 and an indirect wholly-owned
subsidiary of our Company
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DEFINITIONS

“Sanergy Global”

“Sanergy Group (HK)”

“Sanergy Holding”

“Sanergy International AG in

Liquidation”

“Sangraf Energy”

“Sangraf Global”

“Sangraf Henan”

“Sangraf International (HK)”

“Sangraf International (PTY)”

“Sangraf International SA”

Sanergy Global Ltd, a company incorporated under the laws of
the BVI on 11 June 2018 and an indirect wholly-owned
subsidiary of our Company

Sanergy Group (Hong Kong) Limited (formerly known as
Sanergy Group Limited), a company incorporated under the laws
of Hong Kong on 26 July 2018 and a direct wholly-owned
subsidiary of our Company

Sanergy Holding International Inc, a company incorporated under
the laws of the BVI on 11 June 2018 and an indirect wholly-
owned subsidiary of our Company

Sanergy International AG in Liquidation, a company incorporated
under the laws of Switzerland on 13 August 2018 and an indirect
wholly-owned subsidiary of our Company, which commenced
voluntary winding up proceedings on 8 September 2022

Sangraf Energy Technology Co., Ltd* (A-EifgIiFH A R A,
a limited liability company established in the PRC on 25
December 2013 and an indirect wholly-owned subsidiary of our
Company

Sangraf Global Inc, a company incorporated under the laws of the
BVI on 11 June 2018 and an indirect wholly-owned subsidiary of
our Company

Henan Sangraf Carbon Technology Company Limited* (7 R 51 %y
R RHRHE A B2 A (formerly known as Henan Gosource New
Materials Technology Co., Limited R = fEHT A4 R BN A R
F]), a company established under the laws of the PRC on 1
November 2018 and an indirect wholly-owned subsidiary of our
Company

Sangraf International (Hong Kong) Limited - Ff B /% (&) A B
/NTH], a company incorporated under the laws of Hong Kong on
11 June 2018 and an indirect wholly-owned subsidiary of our
Company

Sangraf International Proprietary Limited (formerly known as
Sangraf South Africa Proprietary Limited), a company
incorporated under the laws of South Africa on 6 March 2015
and an indirect wholly-owned subsidiary of our Company

Sangraf International SA, a company incorporated under the laws
of Switzerland on 18 November 2014 and an indirect wholly-
owned subsidiary of our Company
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DEFINITIONS

“Sangraf Italy”

“Sangraf US”

“Sanli Assets”
“Sanli Equipment”

“Sanli Factory”

“Sanli Group”

“Sanli New Materials”

“Secondary Sanctionable Activity”

“SDN”

“SDN List”

“SFC”

“SFO”

Sangraf Italy S.r.l. (formerly known as Gosource Italy S.R.L.), a
company incorporated under the laws of Italy on 17 November
2017 and an indirect wholly-owned subsidiary of our Company

Sangraf International Inc., a company incorporated under the laws
of the United States on 27 February 2012 and an indirect wholly-
owned subsidiary of our Company

the Sanli Equipment and the Sanli Factory
the equipment associated with the Sanli Factory

the production plant of graphite electrodes located in Xiaotun
Village East, Baiquan Town, Huixian City, Henan Province, the
PRC and its associated buildings and land

Henan Sanli Carbon Group Ltd.* (/R = /I REEARAF]), a
company established under the laws of the PRC on 12 October
2012 and is owned as to 79.2% by a brother-in-law of Mr. Hou,
and 20.8% by an Independent Third Party

Henan Sanli Carbon New Materials Technology Co., Ltd.* (Ji ¥
=R EH A R R A PR 7]), a company established under the
laws of the PRC on 23 August 2016 and an Independent Third
Party

certain activity by our Company that may result in the imposition
of sanctions against the Relevant Person(s) by a Relevant
Jurisdiction (including designation as a Sanctioned Target or the
imposition of penalties), even though our Company is not
incorporated or located in that Relevant Jurisdiction and does not
otherwise have any nexus with that Relevant Jurisdiction

individuals and entities that are listed on the SDN List

the list of Specially Designated Nationals, and Blocked Persons
maintained by OFAC, which sets out individuals and entities that
are subject to its sanctions and restricted from dealings with U.S.
persons

the Securities and Futures Commission of Hong Kong

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

“Shanxi Taigu™

s

“Share Option Scheme’

“Share(s)”

“Shareholder(s)”

“Sihai”

“Sole Sponsor” or “Southwest HK
Capital”

[REDACTED]
“South Africa”

“South African Legal Advisers”

“South Korea”

Shanxi Taigu Mingxing Carbon Steel Company Limited* (1L P§ K
75 WLt 22 BG4 A7 PR/ F]), a company established under the laws
of the PRC on 27 March 2001 with the registered address at
Shangzhuang Village, Xiaobai District, Gu County, Jinzhong
City, Shanxi Province, the PRC and is owned as to 27.8%, 26.2%
and 46% by Zhang Mao Yu (3% Yl %), Tian Yuan Sheng (HZE4:)
and Zhang Ming Bin (3&FHXX), respectively, who are Independent
Third Parties

the share option scheme conditionally adopted by our Company
on 19 December 2022 which is governed by Chapter 17 of the
Listing Rules, the principal terms of which are summarised in
“Statutory and General Information — F. Share Option Scheme”
in Appendix IV to this document

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

holder(s) of the Shares
Henan Sihai Import and Export Co., Ltd.* (7o g 56 3 ) 1A B
/3 7)), a company established under the laws of the PRC on 16

July 2007 and an Independent Third Party

Southwest Securities (HK) Capital Limited, a corporation licensed
by the SFC to conduct Type 1 (dealing in securities) and Type 6
(advising on corporate finance) regulated activities under the
SFO, acting as the sponsor to the [REDACTED]

[REDACTED]
the Republic of South Africa

Bowman Gilfillan Incorporated, our legal advisers as to South
African laws

the Republic of Korea
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“SSI List”

[REDACTED]

“State Council”
[REDACTED]

“Stock Exchange”
“Swiss Legal Advisers”
“Switzerland”

“Taigu Assets”

“Track Record Period”

[REDACTED]
“U.S. Securities Act”

[REDACTED]

“United Kingdom” or “U.K.”

“United States” or “U.S.”

“US Legal Advisers”

the list of the Sectoral Sanctions Identifications parties
maintenance by OFAC, which sets out entities designated by
OFAC in Russia’s energy, financial and/or defence sectors that
are subject to more limited, sectoral, sanctions imposed under one
or more OFAC Directives that prohibit certain (but not all)
dealings with U.S. persons or within the United States

[REDACTED]

the State Council of the PRC ([ #E A [ A1 (58 [2 15 e )
[REDACTED]

The Stock Exchange of Hong Kong Limited

Des Gouttes & Associés, our legal advisers as to Swiss laws
the Swiss Confederation

the production facilities comprising the land, buildings, plant and
machinery used in the re-baking, pitch impregnation and
graphitisation of graphite electrodes which are owned by Shanxi
Taigu and are situated at Taigu County, Jinzhong City, Shanxi
Province, the PRC

the period comprising FY2018, FY2019, FY2020, FY2021 and
1H2022

[REDACTED]

the United States Securities Act of 1933, as amended
[REDACTED]

the United Kingdom of Great Britain and Northern Ireland

the United States of America, its territories and possessions, and
all areas subject to its jurisdiction

Squire Patton Boggs (US) LLP, our legal advisers as to US laws
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“U.S. dollars”, “USD” or “US$” United States dollars, the lawful currency of the United States

“VAT” value-added tax
[REDACTED] [REDACTED]
[REDACTED] [REDACTED]
“Xinxiang Longhui” Xinxiang Longhui Graphite Products Co., Ltd.*GHr 48 i B f1 48

R A FR/AF]), a company established under the laws of the PRC
on 10 December 2012 and an Independent Third Party

“ZAR” or “Rand” the South African Rand, the lawful currency of the Republic of
South Africa

“ZhengNan Enterprise” ZhengNan Enterprise Limited ({Ef{ZEAFRAT]), a private
company limited by shares incorporated under the laws of Hong
Kong on 26 February 2016 which is primarily primary engaged in
the manufacturing of coal chemical products in the PRC and one
of our [REDACTED] Investors. As at the Latest Practicable
Date, it was beneficially owned as to 100% by Mr. Liu Qingqiu,
who is an Independent Third Party

“%” per cent
The terms ‘‘associate”, ‘“‘close associate”, ‘“‘connected person’, ‘‘connected transaction”,
“controlling shareholder”, “core connected person”, ‘“‘subsidiary” and ‘“‘substantial shareholder” have

the meanings given to such terms under the Listing Rules, unless the context otherwise requires.

This document contains explanations and definitions of certain terms used in connection with our
Group’s business. The terms and their meanings used in this document may not correspond to standard
industry meaning or usage of these terms. As there is no official industry classification, the classification
of our products is determined based on our Directors’ knowledge and experience. Unless otherwise
expressly stated or the context otherwise requires, all data in this document is as at the Latest
Practicable Date.

Certain amounts and percentage figures included in this document have been subject to rounding
adjustments. Accordingly, figures shown in totals in certain tables may not be the arithmetic aggregation
of the figures preceding them.

*  for identification purposes only. To the extent there is any inconsistency between the Chinese names of the PRC entities,
enterprises, nationals, facilities, regulations and their English translations, the Chinese names shall prevail.
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GLOSSARY

This glossary contains explanations of certain terms used in this document that relate to our
business and the industry in which we operate. These terms and their meanings may not always
correspond to standard industry meaning or usage of these terms.

“Americas”
“APAC”
G‘BOF’7

“carbon neutrality”

“CIF”

“CFR”

“DAP”

“DDP”

“EAF”
“EMEA”

“FOB”

“graphite”

“graphite electrode”

an acronym for North America and South America
an acronym for Asia Pacific
basic oxygen furnace

the balance between emitting carbon and absorbing carbon emissions from
carbon sinks

cost, insurance and freight where the seller is responsible to arrange for
the carriage of goods by sea to a port of destination, and provide the
buyer with the documents necessary to obtain the goods from the carrier,
and the risk delivered. The risk of loss of or damage to the goods passes
when the goods are on board the vessel

cost and freight, which requires the seller to arrange for the carriage of
goods by sea to a port of destination, and provide the buyer with the
documents necessary to obtain the goods from the carrier. Under CFR, the
seller does not have to procure marine insurance against the risk of loss or
damage to the goods during transit

delivered at place, where the seller delivers when the goods are placed at
the disposal of the buyer on the arriving means of transport ready for
unloading at the named place of destination. The risk passes from seller to
buyer from the point of destination mentioned in the contract of delivery

delivery duty paid, where the seller is responsible for delivering the goods
to the named place in the country of the buyer, and pays all costs in
bringing the goods to the destination including import duties and taxes.
The seller is not responsible for unloading

electric arc furnace
an acronym for Europe, the Middle East and Africa

free on board, a term of sale whereby the seller delivers when the goods
pass the ship’s rail at the named port of shipment after which the buyer
has to bear all shipping and other costs and tasks in respect of loss of or
damage to the goods from that point

a naturally-occurring form of crystalline carbon

a carbon product prepared by calcining an amorphous carbon, such as
petroleum needle coke, coal needle coke and binder pitch from coal tar
through a graphitisation furnace, which is a high temperature resistant
graphite conductive material used in steel making process where scrap
from other appliances is melted to produce new steel
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GLOSSARY

“HP graphite electrodes™

“Incoterms”

“ISO”

“MES”

“MT”

“RP graphite electrodes”

“sq. ft.”

“UHP graphite electrodes”

high power graphite electrodes, a term used in the global graphite
electrode market, which can generally withstand current densities between
18 ampere per square centimeter to 25 ampere per square centimeter.

a set of pre-defined commercial terms used for international transactions,
including CIF, CFR, FOB, DAP and DDP

an acronym for a series of quality management and quality assurance
standards published by International Organisation for Standardisation, a
non-government organisation based in Geneva, Switzerland, for assessing
the quality systems of business organisations

manufacturing execution system
millimetre
metric tonne

regular power graphite electrodes, a term used in the global graphite
electrode market, which can generally withstand current densities lower
than 18 ampere per square centimeter.

square foot (feet)
square meter

ultra high power graphite electrodes, a term used in the global graphite
electrode market, which can generally withstand current densities greater
than 25 ampere per square centimeter
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements that are based on various assumptions
regarding our Group’s present and future business strategy and the environment in which our Group will
operate in the future and are, by their nature, subject to significant risks and uncertainties. These
forward-looking statements include, without limitation, statements relating to:

° our business and operating strategies and our various measures and initiatives to implement
them;
° our future business development and various business opportunities that we may pursue;

° fluctuations in general business conditions globally, particularly in the U.S., EMEA, the PRC
and Hong Kong;

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

° changes in the political, economic, legal and social conditions globally, particularly in the
U.S., EMEA, the PRC and Hong Kong;

° costs of bank loans and other forms of financing, and our ability to secure adequate financing
for our business operations;

° our financial conditions;

° our dividend policy;

° our ability to enter into new geographic markets and expand our operations;
° our ability to obtain permits and licences to carry on our business;

° changes in foreign exchange rates;

° the other factors referenced in this document, including without limitation, under the sections
headed ““Risk Factors”, “Business” and ‘“Financial Information’; and

° other factors beyond our control.

The words “anticipate”, “believe”, ‘“could”, ‘“expect”, “going forward”, “intend”, “may”,

13

“plan”, “seek”, “will”, “would” and similar expressions, as they relate to us, in particular, in the
sections headed “Business” and “Financial Information” in this document, are intended to identify a
number of these forward-looking statements. These statements are based on numerous assumptions
regarding our present and future business strategy and the environment in which we will operate in the
future. They reflect the current views of our management with respect to future events and are subject to
certain risks, uncertainties and assumptions, including the risk factors described in this document.
Subject to the requirements of applicable laws, rules and regulations, we do not have any obligation to
update or otherwise revise the forward-looking statements in this document, whether as a result of new
information, future events or otherwise. Hence, should one or more of these risks or uncertainties
materialise, or should underlying assumptions prove to be incorrect, our financial condition may be

adversely affected and may vary materially from those described herein as anticipated, believed, or

— 48 —



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

FORWARD-LOOKING STATEMENTS

expected. Accordingly, such statements are not a guarantee of future performance and you should not
place undue reliance on such forward-looking information. All forward-looking statements contained in
this document are qualified by reference to the cautionary statements set out in this section.

In this document, statements of or references to our intentions or those of any of our Directors are
made as at the date of this document. Any such intentions may change in light of future developments.
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RISK FACTORS

An investment in our Shares involves risks. You should carefully consider the following
information, together with the other information contained in this document, including our
consolidated financial statements and related notes, before you decide to purchase our Shares. If any
of the circumstances or events described below actually arises or occurs, our business, financial
condition, results of operations and prospects may suffer. In any such case, the market price of our
Shares may decline, and you may lose all or part of your investment. This document also contains
forward-looking information that involves risks and uncertainties. Our actual results could differ
materially from those anticipated in the forward-looking statements as a result of many factors,
including the risks described below and elsewhere in this document.

RISKS RELATING TO OUR BUSINESS

Our business, financial condition and results of operations are highly affected by the market
selling price of graphite electrodes and recent macro-economic changes which are subject to
numerous factors beyond our control.

The provision of UHP graphite electrodes is our major business. As such, our business, financial
condition and results of operations are, therefore, dependent on the prices of graphite electrodes. Factors
which could potentially impact the prices of graphite electrodes include, among others, the level of
supply and demand, the price of needle cokes, international economic conditions, export controls,
technological development and the development of the EAF steel manufacturing industry.

Prices of graphite electrodes have historically been affected by the demand trends of global EAF
steel manufacturing industry and the supply of graphite electrodes. According to the F&S Report, the
average global price (excluding the PRC) of graphite electrodes had increased from US$3,721.5 per
tonne to US$16,054.9 per tonne between 2016 to 2018, then decreased to US$4,120.4 per tonne in 2020,
and increased to US$4,883.0 per tonne in 2021, and subsequently increased to US$6,724.9 per tonne by
2026. Accordingly, we cannot assure you that the price of graphite electrodes will be stable or on an
increasing trend. Our business, financial condition and results of operations may, therefore, be materially
and adversely affected to the extent that prices for graphite electrodes may decline in the future.

For the sensitivity analysis of our gross profit with reference to the average selling price
fluctuation of our graphite electrodes during the Track Record Period, please refer to the section headed
“Financial Information — Key factors affecting our results for operations — Price fluctuation of
graphite electrodes and market demand of our products” in this document for further details.
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RISK FACTORS

Our business is also highly dependent on the macroeconomic environment. Factors such as the
slowdown in economic growth, rising inflation and geopolitical issues may result in unfavorable
operating conditions. According to World Steel Association, it is expected that steel demand in the
global market will contract by 2.3% in 2022 and high inflation, monetary tightening and slowdown in
the PRC contributed to a difficult 2022. Steel demand in the European Union is expected to contract by
3.5% in 2022 and steel demand in the PRC is likely to fall by 4.0% in 2022. In addition, steel demand in
the United States is not expected to turn into a contraction even though manufacturing activities are
expected to cool sharply. Particularly, the outlook in European Union is subject to further downside risk
due to the high inflation and the energy crisis that have been exacerbated by the Russia-Ukraine conflict.
Therefore, the slowdown in economic growth, economic downturn or other adverse events affecting the
major geographical markets of our Group, such as EMEA, China and Americas, may lead to a reduction
in the downstream steel demand from steel manufacturers for our graphite electrodes products.

The slowdown in economic growth, economic downturn or other adverse events may lead to a
reduction in the demand for our products. All of the foregoing may adversely affect our business
operations, financial performance and prospects. In relation to our performance after the Track Record
Period, the sales volume during the four months ended 31 October 2022 amounted to approximately
6,365MT, representing a decrease of approximately 27.8% from that of the four months ended 31
October 2021, being approximately 8,818MT.

Our gross profit margin, average selling price and/or average cost of sales are subject to a bundle
of factors and may fluctuate significantly from time to time.

Graphite electrode is not a common commodity nor consumer product with a readily available
market price and therefore, there is no authoritative benchmark price as such in the graphite electrode
market for the market participants to follow.

In determining our quote for each potential order, we will consider a bundle of factors and price
our products based on these factors on a case-by-case basis, which include among others, the prevailing
market price, the supply and prices of raw materials at relevant times and the manufacturing costs. Such
quotation will be subject to further negotiation between our customer and us. Therefore, our gross profit
margin, average selling price and/or average cost of sales are subject to the said bundle of factors and
may fluctuate significantly from time to time. For the details of such factors, please refer to the section
headed “Financial Information — Gross profit and gross profit margin” in this document.

The interplay of all these factors will affect each price negotiation process and thus, each final
purchase price. The final purchase price as well as the gross profit margin of each purpose order may
vary. As a result, the trends of gross profit margin, average selling price and/or average costs of sales of
different geographical regions, major markets or even individual customer during a specified period of
time may not be consistent or of the same pattern. Our business, financial condition and results of
operations may, therefore, be materially and adversely affected by the extent of fluctuation in our gross
profit margin, average selling price and/or average cost of sales.
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Our other income, comprising, among others, the net profit on sales of other carbon products
compensation income and foreign exchange difference, accounts for a significant portion of our net
profit and may fluctuate going forward.

For FY2018, FY2019, FY2020, FY2021 and 1H2022, our other income amounted to approximately
US$6.6 million, US$3.4 million, US$5.4 million, US$1.3 million and US$0.7 million, representing
approximately 9.2%, 64.9%, 129.6%, 29.6% and 11.5% of our net profit, respectively.

Among our other income generated, approximately US$4.6 million, US$2.8 million, US$0.08
million, US$0.29 million and US$0.2 million, representing approximately 69.3%, 84.2%, 1.5%, 22.2%
and 26.7% of our other income, were net profit generated from the sale of other carbon products in
FY2018, FY2019, FY2020, FY2021 and 1H2022, respectively. Our sales of semi-finished graphite
electrodes and scrap materials, being a major portion of our other carbon products, are recurring in
nature and, similar to our graphite electrodes, may be subject to, among others, the level of supply and
demand, international economic conditions and the development of the downstream industry. Further, we
have no control on the other income amount generated from foreign exchange difference and
compensation income, which are non-recurring in nature. Please refer to the section headed “Financial
Information — Description of selected items in consolidated statements of profit or loss and other
comprehensive income — Other income” in this document for more details on our other income during
the Track Record Period.

Accordingly, we cannot assure you that our other income will be stable or on an increasing trend.
Our business, financial condition and results of operations may, therefore, be materially and adversely
affected to the extent that our other income may decline in the future.

Fluctuations in our net profit from sales of other carbon products may have a material and
adverse impact on our business, financial condition and results of operations.

Sales of other carbon products primarily include sales of semi-finished graphite electrodes, needle
cokes and the income from processing graphite electrode materials. During the Track Record Period, our
net profit from sales of other carbon products amounted to approximately US$4.6 million, US$2.8
million, US$0.1 million, US$0.3 million, US$0.2 million, respectively. Our processing fee amounted to
nil, approximately US$1.0 million, US$(47,505), US$(3,128) and US$19,546, respectively. The gross
loss in processing fee in FY2020 was mainly due to a processing service transaction between our Group
and Xinxiang Longhui in the first quarter of 2020 and the slight gross loss in processing fee in FY2021
which was mainly due to the increase in fixed cost per unit as the quantity of graphite electrodes
processed decreased during the period. For details, please refer to the sub-section headed ‘““Other
income” in this document. Please refer to the section headed “Financial Information — Description of
selected items in consolidated statements of profit or loss and other comprehensive income — Other
income” in this document for more details on fluctuations in our net profit from the sales of other
carbon products during the Track Record Period. Accordingly, our business, financial condition and
results of operations may, therefore, be materially and adversely affected by the extent of fluctuation in
our net profit from sales of other carbon products.
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We rely on our major customers which account for a significant portion of our revenue. Any
change in the relationship with our major customers may materially and adversely affect our
business, financial condition and results of operations.

Our graphite electrodes are generally sold to EAF steel manufacturers. During the Track Record
Period, a majority of our revenue was generated from our five largest customers which contributed, in
aggregate, approximately 77.9%, 47.2%, 54.7%, 46.7% and 43.6%, respectively, of our total revenue in
each year/period during the Track Record Period. Therefore, our success depends on our ability to
secure purchase orders from these major customers as well as orders from any new customer. Sales to our
customers could be affected by the respective customers’ business and financial performance, which could
vary according to their respective financial condition, market demand from their downstream industries,
market supply of similar products and technological advancement which may lead to the introduction of a
product with better quality, level of competition in their target markets, industry development and overall
economic climate, which are beyond our control.

We cannot assure you that our customers will continue to do business with us at the same level or
at all. Hence, our future growth and expansion depend on our ability to continue securing purchase
orders from our potential customers and retain our current customers. We cannot guarantee that our
existing customers will continue to engage us. If any of the major customers substantially reduces the
volume of its orders or ceases to conduct business with us, our business, financial condition and results
of operations would be materially and adversely affected. There is no assurance that (i) our Group will
be able to secure new sales contracts or purchase orders to make up for such loss of sales; or (ii) even if
we are able to secure other sales contracts or purchase orders, that they would be on commercially
comparable terms.

Any material increase in the prices of our major raw materials or shortage of our major raw
materials may have adverse impacts on our business, financial condition and results of operations.

Needle coke and binder pitch are the major raw materials in the production of graphite electrodes.
For FY2019, being the full financial year during which we had production at the Italian Factory and the
PRC Factory, FY2020, FY2021 and 1H2022, our cost of raw materials amounted to approximately
US$57.0 million, US$47.9 million, US$26.1 million and US$9.7 million, respectively, which accounted
for approximately 48.9%, 52.1%, 30.4% and 21.9% of our total cost of sales for FY2019, FY2020,
FY2021 and 1H2022. As such, our operation, to a large extent, depends on the prices of raw materials
from our major suppliers.

The prices of our raw materials are affected by a number of external factors beyond our control,
such as global demand and supply, commodity price fluctuations, currency fluctuations, general
economic condition, and change in government regulations. During the Track Record Period, the average
purchase price of needle coke amounted to approximately US$3,311 per tonne, US$3,373 per tonne,
US$829 per tonne, US$1,291 per tonne and US$1,887 per tonne, respectively, and the average purchase
price of binder pitch amounted to approximately US$996 per tonne, US$674 per tonne, US$601 per
tonne, US$837 per tonne and US$1,132 per tonne, respectively. There was a significant surge in the
price of raw materials during 1H2022. Any significant increase in the price of our raw materials may
have a direct negative impact on our gross margins. There was a significant surge in the price of raw
materials during 1H2022 due to the rising inflation driven by supply chain pressures and outbreak of the
Russia-Ukraine conflict. Furthermore, the increasing demand of needle cokes contributed by the boom of
new energy vehicles and an increase in demand from EAF steel industries led to a significant increase of
needle coke price in 1H2022.
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We cannot assure you that we will be able to accurately anticipate and react to the changes in
prices of our raw materials, or that we will be able to pass on the increased purchase cost of raw
materials to our customers. If we fail to manage our raw material costs effectively, our business,
financial condition and results of operations may be materially and adversely affected.

In addition, we cannot assure you that we will be able to secure a stable supply of raw materials.
Our suppliers may reduce or discontinue the supply of raw materials to us at any time in the future. If
the supply of raw materials is interrupted, our production process would be delayed and our business,
financial condition and results of operations may be materially and adversely affected.

It is our practice not to enter into long-term supply agreements with our suppliers, which we
believe is in line with the industry norm and in our commercial interest to maintain flexibility in the
source of supply. We cannot assure you that our suppliers will continue their business relationships with
us and supply raw materials to us on commercially acceptable terms, at favourable or similar prices and
in a timely manner. If our business relationships with one or more major suppliers are terminated, we
cannot assure you that we will be able to secure alternative sources for raw materials with a comparable
quality, or at similar price and in a timely manner. Our business operations may then be significantly
interrupted and our business, financial condition and results of operations may be materially and
adversely affected.

For the sensitivity analysis of our gross profit with reference to the price fluctuation of raw
materials used in our production during the Track Record Period, please refer to the section headed
“Financial Information — Key factors affecting our results of operations — Price fluctuation of raw
materials used in our production” in this document for further details.

We have recorded net operating cash outflows for FY2018. Failure to manage our liquidity and
cash flows may materially and adversely affect our business, financial condition and results of
operations.

Although we had positive cash inflows from operating activities in FY2019, FY2020, FY2021 and
1H2022, we had cash outflows in FY2018. A key factor that negatively affected our operating cash flow
in FY2018 was the significant increase in our inventory levels and decrease in other payables and
accruals, details of which are set out in the section headed “Financial information — Liquidity and
capital resources — Cash Flow” of this document. Our ability to generate adequate cash inflows from
operating activities in the future will depend largely on our abilities to maintain an optimum level of
inventories and secure purchase orders from our customers. We cannot assure you that we will be able to
generate operating cash flow in the future. In the event that our Group is unable to generate sufficient
cash flow from our operations, business, financial condition and results of operations may be materially
and adversely affected.
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The continuing spread, prolonged occurrence and recurrence of COVID-19 globally may result in
a significant delay in the delivery of our products which, in turn, may have a material and adverse
effect on our business, financial condition and results of operations.

Since December 2019, the outbreak of COVID-19 has spread across various parts of the world,
including North America, Europe and Asia, particularly in the PRC, the U.S., Italy and Hong Kong (the
“Outbreak”). On 11 March 2020, the World Health Organisation declared the Outbreak as a pandemic.

As a result of the Outbreak, the operations of difference entities in various parts of the PRC,
including factories in Henan Province, the PRC, where the PRC Factory is located, were disrupted due
to measures, such as travel restrictions and compulsory lockdown, and the resumption of our factory
operations following the Chinese New Year holidays was postponed until March 2020. Our Directors
confirm that the PRC Factory has resumed their full operations since March 2020.

The quick development, spread and uncertainty of COVID-19 has triggered a number of
governments across the world to implement emergency measures in an effort to contain the spread of
COVID-19. COVID-19 has impacted industries across the spectrum, including construction and
automobile industries. This has resulted in the forced closure of factories, compulsory quarantine,
grounding of flights and forced “work from home” procedures being implemented by employers. In
addition, it has resulted in the suspension of works in various industries, including the construction, real
estate, machinery and automobile industries. This, together with the disruption on the global logistics
and transportation networks, has led to a decrease in the demand for steel products and accordingly, the
demand for graphite electrodes from steel manufacturers in the U.S., Europe and the PRC. There have
been delays in orders of some of our customers and postponement in the delivery of some of our
products in the second and third quarters of 2020.

Following the Outbreak, travel restrictions, mandatory quarantine measures and lockdowns to
contain the Outbreak have been implemented in North America and various parts of Europe and Asia,
including the U.S., Italy and the PRC. If the implementation of the above travel restrictions, quarantine
measures and lockdown continue and are extended to restrictions on goods or affect countries where our
customers are located, there may be a decrease or delay in, or cancellation of, purchase orders or delay
in payments from our customers.

In addition, if any of our employees contracted or is suspected to have contracted COVID-19, we
are required to report to the relevant Italian and the PRC authorities and such authorities could require
our employees to be quarantined and/or our production facilities to be disinfected or suspended, which
could disrupt our business operations and render us unable to deliver our products in a timely manner, or
at all, which may trigger penalty clauses, if any, provided in the purchase orders of our customers or
termination of orders from our customers. The Outbreak could, in extreme circumstances, lead to the
forced suspension or closure of our production facilities in the Italian Factory and the PRC Factory as
well as the operations of our customers and suppliers, as an attempt to contain the Outbreak. This, in
turn, could materially and adversely affect the purchase orders of our customers and the supply or
shortage of raw materials from our suppliers.
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The Outbreak has taken a toll on the global economy worldwide. There is no assurance that the
Outbreak will slow down, end or will not reoccur. If the Outbreak continues or reoccurs in the
foreseeable future, our business, financial condition and results of operations may be materially and
adversely affected.

Our business is vulnerable to downturns in the industries which we serve.

We sell our products primarily to EAF steel manufacturers. Demand for our products depends on
the general level of activity and growth in the EAF steel manufacturing industry. Factors which may
influence the performance and growth of the EAF steel manufacturing industry include general economic
conditions, government policies and regulations, inflation and technological development. According to
the F&S Report, the global and Chinese production volume of EAF steel is expected to increase at a
CAGR of approximately 6.8% and 11.2%, respectively, from 2021 to 2026. However, any economic
downturn in the EAF steel manufacturing industry will generally lead to a decrease in number of
purchase orders, which, in turn, may materially and adversely affect our business, financial condition
and results of operations.

Demand for our graphite electrodes also depends on the general level of activity and growth in the
downstream industries that the EAF steel manufacturing industry serves, which include the construction,
automobile, marine, machinery and appliances industries. The downturn of any of these industries may
lead to a decrease in demand of EAF steel, which, in turn, may reduce the demand for graphite
electrodes and have a material and adverse effect on our business, financial condition and results of
operations.

Natural disasters, such as flooding and rainfall, may result in significant damage to infrastructure,
including power and communications systems, and adversely affect our operations.

Natural disasters, such as flooding and rainfall, occur from time to time in the locations where the
PRC Factory and the Italian Factory are and can be particularly damaging with respect to loss of life and
property. For instance, in July 2021, extreme rainfall of up to 200 mm per hour in Zhengzhou, Henan
resulted in flooding that resulted in over 300 deaths and evacuation of at least 800,000 people and
affected over a million people across the province. Other than casualties, such major flood also
significantly impacted infrastructure in Henan, including power and communication systems. The
production at the PRC Factory was therefore suspended for 10 days (save for quality control processes)
due to this emergency situation. Accordingly, future natural disasters, which could become more
frequent as a result of extreme climate due to global warming, could adversely affect our business,
financial condition, results of operations and prospects.

Our Group relies on the use of our machinery and equipment to carry out the manufacturing
graphite electrodes and any breakdown and interruption of such machinery and equipment will
disrupt our operation.

The manufacturing of our graphite electrodes requires the use of a wide range of machinery and
equipment, which are subject to operating risks, such as equipment failures, disruptions in power supply,
industrial accidents, labour shortages, strikes, fire or natural disasters. Accordingly, the number of
products that can be produced by our Group at any given time is limited by the availability of our
machinery and equipment to carry out the production process.
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On the other hand, if there is any unexpected breakdown of our machinery and equipment during
the production process, we may face difficulties in sourcing replacements or repairing the machinery and
equipment in time. Our work progress may have to be delayed, where we may have to compensate our
customers according to the terms of the contract between our customers and us. Our relationship with
our customers could also be adversely affected due to our failure and we may be subject to contractual
claims for compensation from our customers, which may materially and adversely affect our business,
financial condition and results of operations.

The PRC Factory and subcontractors in the PRC may experience shortage of electricity.

The PRC Factory and subcontractors in the PRC may experience shortage of electricity. Our
production processes require adequate and stable supply of electricity. Considering that there has been a
significant increase in demand for electricity supply in the PRC in recent years, to conserve fuel stocks
and reduce energy intensity, various provinces, including Henan province where the PRC Factory and
subcontractors are based, have implemented power rationing measures and power outages in various
industry sectors. While the PRC Factory is allowed to continue its operation without being subject to
any power outage as at the Latest Practicable Date, one of our subcontractors experienced power outage
in October and November 2021. Therefore, we cannot assure you that we and/or our subcontractors
would not be subject to any power outages in the future. If we and/or our subcontractors are to be
subject to power outages or there is prolonged power shortage in the future and our power system does
not have sufficient capacity to support our production in the long run, our production will be inevitably
disrupted. Our business, financial conditions and results of operation will therefore be adversely and
materially affected.

We rely on the stable operation of our production facilities in the PRC Factory and cannot assure
you that our production would be free of disruption in the future including the potential adverse
consequences due to a lack of valid certificates in relation to a part of our production facilities in
the PRC.

We own the Extrusion Facilities which are housed in a building (the “Building”) constructed on
the land (the “Land”) where the PRC Factory is erected and have obtained the title to the Land
pursuant to the final conclusion rulings issued by the relevant local PRC court in August 2020. As at the
Latest Practicable Date, we had obtained the requisite land use right certificate in respect of the Land in
accordance with the relevant PRC laws and regulations.

We are in the process of applying for the building ownership certificates in respect of all buildings
erected on the Land (including the Building and the PRC Factory). Our Company is the view that, as
advised by the PRC Legal Advisers, based on the final conclusion rulings issued by the relevant local
PRC court and the relevant consultation conducted by the government to assist in handling the planning
related amendment procedures of such building, there is no legal impediment in substance for us to
obtain such building ownership certificates provided that we submit relevant registration documentation
required by the relevant local real estate registration administrative authority.
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We estimate that we will be able to obtain the necessary certificates by 1H2023. However, we
cannot assure as to the timeline for obtaining these certificates. In the event that we are required to
demolish, relocate or are forced to move out of the Land or Building, we may be forced to suspend our
production at the Extrusion Facilities. If this happens, we may incur costs for relocation and may need to
subcontract our manufacturing process to ensure timely delivery of graphite electrodes ordered by our
customers and accordingly, our business, financial condition and results of operation may be materially
and adversely affected. For further details on the above title defect and related risks, please refer to the
section headed “Business — Properties” in this document.

If we fail to effectively manage our inventories or estimate accurately the demand for our
products, we may face significant excess inventories which may materially and adversely affect our
business, financial condition and results of operations.

As at 31 December 2018, 2019, 2020 and 2021, and 30 June 2022, our inventories, including raw
materials, work in progress and finished goods, amounted to approximately US$92.7 million, US$92.4
million, US$54.2 million, US$60.9 million and US$62.9 million, respectively, and our average inventory
turnover days for FY2018, FY2019, FY2020, FY2021 and 1H2022 were approximately 268 days, 290
days, 291 days, 245 days and 255 days, respectively.

For FY2018, FY2019, FY2020, FY2021 and 1H2022, we have incurred inventory provision of nil,
US$16.2 million, US$2.4 million, nil and nil, respectively. The provision for inventories for FY2019
was due to the global decrease in prices of graphite electrodes that had led to a decrease in the net
realisable value of our inventories which were manufactured with raw materials which we purchased
earlier at a relatively higher cost. While we typically manufacture graphite electrodes upon receiving
purchase orders from our customers, we maintain a certain level of inventory of our products and raw
materials to reduce the lead time for fulfilling the anticipated demand of our customers.

We cannot assure you that we will not experience any slow movement of inventories, which may
result from our reduced sales due to changes in the market condition, customer preference or incorrect
estimation of the market demand for our products. Further, any unforeseen change in the demand of our
products may also result in the relevant inventories becoming excessive or even obsolete. Please refer to
section headed “Business — Inventory Management” in this document for further details. In addition,
due to long production cycle of our products, we may not able to respond promptly to any unexpected
change in circumstances, such as fluctuations in market demand and prices of graphite electrodes as well
as our major raw materials.

Significant decline in market price of graphite electrodes could materially and adversely affect the
net realisable value of our inventories and a sudden surge in the market price of raw material may
materially and adversely affect our cost control. As such, if we fail to manage our inventories effectively
or are unable to dispose of excess inventories, we may face a risk of inventory obsolescence, an increase
in the required working capital and/or significant inventory provisions, which may impose pressure on
our operating cash flow, and materially and adversely affect our business, financial condition and results
of operations.
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We are subject to risks associated with our world-wide business presence and operation.

Our products are shipped to customers throughout the world with a majority of them (in terms of
revenue) situated in the PRC, Americas and EMEA. During the Track Record Period, our sales to the
PRC amounted to approximately US$6.6 million, US$18.2 million, US$35.2 million, US$28.6 million,
US$9.9 million and US$15.7 million for FY2018, FY2019, FY2020, FY2021, 1H2021 and 1H2022,
respectively, representing approximately 3.9%, 12.1%, 32.5%, 26.3%, 23.7% and 26.3% of our total
sales for the corresponding periods; our sales to Americas amounted to approximately US$125.1 million,
US$73.4 million, US$36.0 million, US$34.4 million, US$13.6 million and US$13.0 million in FY2018,
FY2019, FY2020, FY2021, 1H2021 and 1H2022, respectively, representing approximately 74.3%,
48.6%, 33.2%, 31.6%, 32.6% and 21.8% of our total sales for the corresponding periods; and our sales
to EMEA amounted to approximately US$35.5 million, US$58.7 million, US$35.3 million, US$41.7
million, US$16.5 million and US$28.8 million in FY2018, FY2019, FY2020, FY2021, 1H2021 and
1H2022, respectively, representing approximately 21.1%, 38.9%, 32.5%, 38.4%, 39.6% and 48.2% of
our total sales for the corresponding periods.

As at the Latest Practicable Date, in addition to our production facilities in the PRC and Italy, we
had established offices in six different countries and regions. As such, our operations are subject to
various legal, political and economic risks in different geographical market, which may include, among
other things;

(i) an increase in competition from foreign players or failure to anticipate changes to the
competitive landscape in global markets due to a lack of familiarity with the local business
environment;

(i1) the imposition of trade barriers, such as import and export requirements, taxes, tariffs, such
as those imposed on certain of our products produced in the PRC and exported to the U.S.
under the Sino-U.S. trade conflicts in recent time, as well as other restrictions and expenses,
which may increase the prices of our products, weaken the demand and reduce the
competitiveness of our products in some countries;

(iii) an infringement of our intellectual property rights in foreign jurisdictions;

(iv) global political and economic instability, including wars, terrorism, political unrest, economic
downturn, boycotts, curtailment of trade and other business restrictions. The continuation or
worsening of economic downturns in countries and regions to which our products are sold,
such as North America and Europe, may adversely affect the market sentiments and financial
conditions of the enterprises in those countries and regions. Hence, the demand for our
products, the collection of trade receivables and expected cash flow generation;

(v) economic, financial and market instability and credit risks;

(vi) difficulties and costs associated with complying with, and enforcing remedies under, a wide
variety of complex domestic and international laws, treaties and regulations;

(vil) economic sanctions, trade restrictions, discrimination, protectionism or unfavourable policies
against products manufactured in the PRC or Italy;
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(viii) exposure to litigation or third-party claims;
(ix) foreign currency exchange controls and fluctuations; and
(x) unfavourable tax conditions.

Any of the above factors could lead to, among other things, business disruptions and loss of sales,
which could have a material and adverse effect on our business, financial condition and results of
operations.

We could be materially and adversely affected as a result of any sales we make to certain countries
that are, or become subject to, sanctions administered by the United States, the European Union,
the United Nations, Australia and other relevant sanctions authorities.

The United States and other jurisdictions or organisations, including the European Union, the
United Nations and Australia, have, through executive orders, passing of legislation or other
governmental means, implemented measures to impose economic sanctions against such countries or
against targeted industry sectors, groups of companies or persons, and/or organisations within such
countries.

During the Track Record Period, we had sales and deliveries of our graphite electrodes to the
Relevant Regions. The revenue generated from such transactions related to the Relevant Regions was
approximately US$4.0 million, US$10.0 million, US$13.7 million, US$9.6 million and US$2.9 million,
representing approximately 2.4%, 6.7%, 12.7%, 8.9% and 4.8% of our total revenue for FY2018,
FY2019, FY2020, FY2021 and 1H2022, respectively. Balkans (Serbia), Belarus, Egypt, Libya, Russia
(excluding Crimea region) and Turkey were subject to various sanctions during the Track Record Period
but were not subject to a general and comprehensive export, import, financial or investment embargo
under sanctions related law or regulation of a Relevant Jurisdiction (i.e., none of them was a
Comprehensively Sanctioned Country).

As advised by our International Sanctions Legal Advisers, our business transactions relating to the
non-sanctioned customers, distributors and end-users in Relevant Regions during the Track Record
Period did not violate the International Sanctions. However, new legal and regulatory restrictions could
come into effect which might increase the scrutiny on our business or result in one or more of our
business activities being determined to have violated sanctions. Our business and reputation could be
adversely affected if the authorities of United States, the European Union, the United Nations, Australia
or any other jurisdictions were to determine that any of our activities constitutes a violation of the
sanctions they impose or provides a basis for a sanctions designation of our Group.

Our business operations are subject to various environmental, health and safety laws and
regulations which may materially and adversely affect the costs associated with more stringent
standards from these laws and regulations.

Our graphite electrodes manufacturing facilities are located in the PRC and Italy, and are subject to
various environmental, occupational health and safety laws, regulations and government policies
promulgated by the PRC government and Italian government. Please refer to section headed “Regulatory
Overview” in this document for further details.
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We are required to undergo environmental impact assessments and implement environmental,
health and safety programs and procedures to control risks associated with the design, construction and
operation of our production facilities. The environmental, occupational health and safety laws,
regulations and government policies applicable to our business operations and products are constantly
evolving and we cannot predict when or how they will be amended, nor the consequence or impact
thereof.

There is no assurance that the PRC or Italian government or the relevant government authorities in
the PRC and Italy will not impose additional or more stringent laws, regulations or government policies
in the future, which may subject us to more onerous duties and obligations. In the event that the PRC or
Italian government imposes more stringent environmental, occupational health and safety laws,
regulations and government policies, our production and distribution costs may increase, or we may be
forced to curtail or suspend production or to incur material capital expenditures or other costs to remain
in compliance and we may be unable to pass on these additional costs to our customers.

Any change or amendment to these laws, regulations or government policies may require us to
incur substantial financial or other resources to adjust our production process, introduce new preventive
or remedial measures, purchase new pollution control equipment and update our compliance and
monitoring systems in order to ensure compliance, which may have a material and adverse effect on our
business, financial condition and results of operations.

We are subject to credit risks from our customers.

Our trade receivables before impairment losses were approximately US$32.8 million, US$14.1
million, US$17.1 million, US$22.0 million and US$25.9 million as at 31 December 2018, 2019, 2020
and 2021, and 30 June 2022, respectively.

The decrease in our trade receivables as at 31 December 2019 was mainly because of the decrease
in our sales during FY2019. The subsequent increase in our trade receivables as at 31 December 2020
was mainly due to the increase in revenue of one of the top five customers during the fourth quarter of
2020 as compared to 2019 and also certain revenue of new customers secured during the fourth quarter
of 2020. The increase in our trade receivables as at 31 December 2021 was mainly because of the
increase in sales during the fourth quarter in FY2021 compared to the corresponding period of FY2020.
The increase in our trade receivables as at 30 June 2022 was mainly due to increase in revenue from
some existing and new customers during 1H2022.

As such, our business and financial results are dependent on the creditworthiness of our customers
and the macro economic conditions of the jurisdictions where they are located. If the creditworthiness of
our customers deteriorate or a significant number of our customers fail to settle their payments for any
reason, we may incur impairment losses and our business, financial position and results of operations
could be materially and adversely affected.

During the Track Record Period, we had incurred certain impairment losses in this regard.
Impairment losses on trade receivables amounted to approximately nil, US$0.9 million, US$39,000,
US$136,000 and US$0.2 million for FY2018, FY2019, FY2020, FY2021 and 1H2022, respectively.
Please refer to the section headed “Financial Information — Description of Certain Items of
Consolidated Statements of Financial Position — Trade receivables’ in this document for further details.
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Our business, financial condition and results of operations may be materially and adversely
affected by the recent escalating tension of Sino-U.S. relations

Some of our products are shipped to customers located in the U.S. from our production facilities
situated in the PRC. For FY2018, FY2019, FY2020, FY2021 and 1H2022, we had six, 13, 14, nine and
six customers located in the U.S. and our sales to them in aggregate accounted for approximately 23.0%,
20.3%, 18.9%, 21.1% and 18.1%, respectively, of our total revenue for the same periods. Among our
sales to customers located in the U.S., in FY2018, FY2019, FY2020, FY2021 and 1H2022, 100%,
34.6%, 1.3%, nil and nil, were made under which our products were manufactured in the PRC,
respectively. These sales represented approximately 23.0%, 7.0%, 0.2%, nil and nil of the total revenue
of FY2018, FY2019, FY2020, FY2021 and 1H2022, respectively.

Our operations are subject to various legal, political and economic risks arising from the recent
escalating tension of Sino-U.S. relations which, if materialised, could have a material and adverse effect
on our business, financial condition and results of operations. Such risks include the imposition of trade
barriers, such as import and export requirements, taxes and tariffs, such as those imposed on certain of
our products produced in the PRC and exported to the U.S. under the Sino-U.S. trade conflicts in recent
times as well as other restrictions and expenses, which may increase the prices of our products, weaken
demand and reduce the competitiveness of our products in some countries. For details on the impact of
the Sino-U.S. trade conflicts to our Group, please refer to the section headed “Business — Trade War
between China and the U.S.” in this document.

Taxation authorities could challenge our allocation of taxable income which could increase our
consolidated tax liability.

Our Group operates mainly in Hong Kong, the U.S., the PRC, Italy, Switzerland and South Africa,
and conducts businesses with customers and suppliers in different jurisdictions. Our Group’s inter-
company transactions and cross border business arrangements during the ordinary course of business
may impose inherent uncertainty over our Group’s profit allocation and its respective tax position across
different jurisdictions. The tax treatments of these transactions or arrangements may be subject to
interpretation by respective tax authorities in different countries.

During the Track Record Period, we identified certain transfer pricing risks in the intra-group
transactions of our Group. Our Group has quantified an aggregate tax payable amount of approximately
US$245,343 for the Track Record Period. Please refer to the section headed ‘“Business — Transfer
Pricing” for further details.

There is no assurance that relevant tax authorities would not subsequently challenge the
appropriateness of our Group’s transfer pricing arrangement or that the relevant regulations or standards
governing such arrangement will not be subject to future changes. In the event a competent tax authority
later finds that the transfer prices and the terms that our Group has applied are not appropriate, such
authority could require our relevant subsidiaries to re-determine transfer prices and thereby reallocate
the income or adjust the taxable income or deduct costs and expenses of the relevant subsidiary in order
to accurately reflect such income. Any such reallocation or adjustment could result in a higher overall
tax liability for us and if this occurs, it may have a material and adverse effect on our business, financial
condition and results of operations.
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We may not be able to implement our quality control systems effectively which would result in our
failure to conform with the requisite standards in relation to our products.

The quality of our products is crucial to the success of our business and depends significantly on
the effectiveness of our quality control systems, which in turn, relies on a number of factors, including
the procedures and criteria we apply in the selection of our raw materials, our quality control training
programme, and our employees’ awareness in adhering to our quality control policies and guidelines.
Any significant failure or deterioration of our Group’s quality control systems could result in the
production of defective or substandard products, delay in delivery of our products, replacement of
defective or substandard products and damage to our reputation.

If our products do not meet the specifications and requirements of our customers, which are mainly
EAF steel manufacturers, or if our products are defective, or result in our customers suffering losses as a
result of our products, we may be subject to product liability claims.

We cannot assure you that we will not receive any complaint or claim against us in the future. In
such case, we may have to incur significant costs in liaising with our customers to rectify such defective
products or offer credits to our customers for the defective quantities. We may also incur significant
legal costs regardless of the outcome of any claim of alleged defect.

Product failure or defects, and any complaints or negative publicity resulting therefrom, could
result in a decrease in the sale of our products, or claims or litigation against us regarding the quality of
our products. As a result, it may have a material adverse effect on our business, reputation, financial
condition and results of operations.

In addition, our Group has received certifications relating to quality management standards
including but not limited to ISO 9001:2015. Accordingly, any significant failure or deterioration of our
quality control systems could result in a loss of such recognitions and certifications, which in turn may
have a material adverse effect on our sales performance, reputation and prospects.

Any misconduct of our sales agents may adversely harm our business reputation.

During the Track Record Period, we had sales agents located in Americas, APEC and EMEA who
were responsible for marketing and selling our products. For FY2018, FY2019, FY2020, FY2021 and
1H2022, our sales amount through our sales agents were approximately US$77.9 million, US$53.7
million, US$26.8 million, US$19.7 million and US$9.7 million, respectively, which attributed to
approximately 46%, 36%, 25%, 18% and 16% of our revenue for the respective year. As they are not
our employees, we may not have the same degree of control over their conduct as we have over our
employees. We may also not be able to effectively prevent, detect or deter all instances of misconduct of
these sale agents. Any misconduct committed by them against our interests may have a material and
adverse effect on our business, financial condition and results of operations as well as our reputation.
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We engage third party logistics providers to deliver our products and our customers may claim
against us for the loss or damage to our products during delivery.

During the Track Record Period, a majority of our products were shipped to customers situated in
Americas and EMEA. Depending on shipping terms, we may be responsible for engaging third party
freight forwarding companies and logistics services providers to deliver the products to our customers
and responsible for the costs and risks associated with the transportation. For FY2018, FY2019, FY2020,
FY2021 and 1H2022, our delivery costs in engaging third party logistics providers amounted to
approximately US$4.2 million, US$7.8 million, US$4.2 million, US$5.9 million and US$2.6 million,
respectively.

The services provided by the logistics providers could be interrupted by various reasons beyond
our control, including poor handling by the logistics providers, transportation bottlenecks, adverse
weather conditions, natural disasters, social contests and labour strikes. There is no assurance that the
logistics providers have sufficient insurance coverage for our products delivered by them, if at all. As
such, our customers may have liability claims against us if there is any loss or damage to our products
during delivery and the logistics providers do not have sufficient or any insurance coverage. Any such
claims, regardless of whether they are ultimately successful, could cause us to incur litigation costs,
harm our business reputation and disrupt our operations. If any such claims are ultimately successful, we
could be liable for substantial damages, which could materially and adversely affect our business,
financial condition and results of operations.

There is no assurance that our business strategies and future plans will be successfully
implemented.

The successful implementation of our business strategies and future plans may be hindered by risks
set out in this section and is subject to numerous factors, including but not limited to:

° our ability to retain our existing customers and secure new customers;

° our ability to adapt to changing industry and market trends;

° the availability of management and financial resources;

° our ability to negotiate favourable terms with our major suppliers and customers;
° our ability to hire and retain skilled personnel to manage and operate our business;
° the increase in labour costs;

° the delay or non-completion of our acquisition of the Taigu Assets; and

° the termination of the asset purchase agreement dated 10 October 2019 (and supplemented by
the supplemental agreements dated 15 October 2019, 26 June 2020, 25 June 2021 and 7 June
2022) between Shanxi Taigu and us in connection with the acquisition of the Taigu Assets.

Please refer to sections headed “Business — Business Strategies” and ‘“Future Plans and
[REDACTED]” in this document for further details of our business strategies and future plans.
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There is no assurance that we will be able to successfully implement our business strategies or
future plans or such strategies or plans will result in increase in revenue or profits as expected. In
addition, our expansion plans may place substantial demands on our management and our operational,
technological, financial and other resources. We cannot assure you that we will be able to manage any
future growth effectively and efficiently, and our ability to capitalise on new business opportunities may
be adversely affected if we fail to do so, which would in turn materially and adversely affect our
business, financial condition, results of operations and prospects.

We are subject to the risk of foreign currency fluctuations.

Our Group’s reporting currency is USD even if (i) a considerable portion of our revenue was
denominated in USD, EUR and RMB; and (ii) our production costs and expenses are mainly
denominated in EUR and RMB. In addition, we have manufacturing plants in the PRC and Italy, as well
as offices in the U.S., Switzerland, Hong Kong, Macau, the PRC, and South Africa, of which overheads
are settled in local currencies.

Therefore, we are exposed to foreign exchange risks. We incurred approximately US$0.2 million,
US$1.4 million, US$0.7 million and US$0.1 million net foreign exchange expenses in FY2018, FY2019,
FY2021 and 1H2022, respectively. We recorded approximately US$2.6 million of net foreign exchange
gain in FY2020, which represented approximately 47.1% of our other income in the same financial year.

Fluctuations in foreign exchange rates may be caused by various factors such as change in
government policies, change in domestic and international economic and political conditions, and is
always unpredictable. We cannot assure you that we will not suffer losses on foreign exchanges in the
future.

As at the Latest Practicable Date, our Group had not entered into any agreements to hedge its
exchange rate exposure. We cannot assure you that we will be able to manage and reduce our exchange
rate fluctuation risk at reasonable costs, or at all. Changes in the foreign exchange rates between our
functional currencies and reporting currency may have an adverse impact on our finance costs, sales and
product margins, and may reduce the value of, and dividends payable on, our Shares, which may, in
turn, materially and adversely affect our business, financial condition and results of operations. For
details on our foreign currency exposures, please refer to the section headed ‘““Financial Information —
Foreign currency risk”.

We are uncertain about the recoverability of our deferred tax assets, which may materially and
adversely affect our financial condition.

As of 31 December 2018, 2019, 2020 and 2021, and 30 June 2022, our deferred tax assets
amounted to approximately US$1.6 million, US$4.8 million, US$6.3 million, US$5.4 million and
US$3.8 million, respectively, which mainly represented the tax credit arising from tax losses, accrued
expenses and provision. For details of the movements of our deferred tax assets during the Track Record
Period, please refer to note 24 to the Accountants’ Report set out in Appendix I to this document.
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Deferred tax assets are recognised to the extent that it is probable that taxable profit will be
available against which the deductible temporary differences can be utilised. This requires significant
judgment on the tax treatments of certain transactions and also assessment on the probability that
adequate future taxable profits will be available for the deferred tax assets to be recovered. We cannot
guarantee the recoverability or predict the movement of our deferred tax assets. If we fail to recover our
deferred tax assets, this may adversely affect our financial condition and results of operations in the
future.

We may not be able to adequately protect our intellectual property rights and may be exposed to
third-party claims of infringement or misappropriation of intellectual property rights.

We consider that our “SANGRAF” brand and other intellectual property rights are crucial to our
success. As at the Latest Practicable Date, our Group had 22 patents registered in the PRC, six
registered trademarks in the PRC, four registered trademarks in Hong Kong and one registered
trademark each in the U.S. and South Africa, and by extension of a WIPO registration of trademark, our
use of such trademark is protected in Switzerland. In addition, we are the registered owner of three
registered domain names that are material to our business. Please refer to the section headed ‘‘Statutory
and General Information — C. Further Information about our Business — 2. Intellectual property rights
of our Group” in Appendix IV to this document for further details of our intellectual property rights.

We cannot assure you that the steps we have taken to protect and safeguard our intellectual
property rights are adequate or that our intellectual property rights will not be infringed by any third
party in the future. Any unauthorised use of our intellectual property rights may harm our brand image
and reputation, which may have a material and an adverse effect on our business performance and
results of operations. We may resort to legal proceedings in order to protect and enforce our intellectual
property rights and the legal fees and expenses involved in such proceedings can be substantial.
Furthermore, the diversion of resources and our management’s effort and attention in addressing such
intellectual property claims may significantly affect our business performance and hinder our business
development.

The success of our business also depends on our ability to operate without infringing the
intellectual property rights of third parties. We may be subject to litigation involving claims of patent
infringement or violation of intellectual property rights of third parties. The defence of intellectual
property lawsuits, patent opposition proceedings and related legal and administrative proceedings can be
costly and time consuming. An adverse judgement in any such proceedings may result in substantial
liability on us and we may be subject to injunctions prohibiting the production or sale of our products.
In addition, we may be required to re-design our products or obtain licences from third parties at a
substantial cost. In these circumstances, our business, financial condition and results of operations may
be materially and adversely affected.

Our current insurance cannot adequately cover all losses and liabilities arising from our
operations.

Consistent with the practice in the graphite electrode manufacturing industry, we have obtained
insurance for personal injuries, which is compulsory in nature. This practice is in place to protect us
from substantial expenditures. However, it does not fully cover us from other potential risks and losses.
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According to the relevant PRC and Italian laws and regulations, we will be liable for losses and
costs arising from accidents resulting from fault or omission on the part of us or our employees. If any
accidents happen due to negligence on the part of us or our employees, we could be confronted with
civil litigation or criminal litigation and expect to incur substantial losses. In addition, we may not have
sufficient fire, earthquake insurance or property insurance with respect to our properties, facilities or
inventory in the PRC. In the event that we incur substantial losses or liabilities but we are not insured
against such losses or liabilities, or that our insurance is unavailable or inadequate to cover such losses
or liabilities, our business, financial condition and results of operations could be materially and
adversely affected.

Our customers from time to time may claim that our products do not meet contractual requirements
or claim to be harmed by the use or misuse of our products. This could give rise to a breach of contract,
warranty or recall claims, or claims for negligence, product liability, strict liability, personal injury or
property damage. Product liability insurance coverage may not be available or adequate in all
circumstances.

There is no assurance that our insurance coverage will be sufficient to cover losses associated with
claims arising from product liability, patent infringement, environmental protection liabilities, distributor
terminations, commercial contracts, antitrust or competition law, employment law and employee benefit
issues, and other regulatory matters. In the event that we incur substantial losses or liabilities and our
insurance is unavailable or inadequate to cover such losses or liabilities, our business, financial
condition and results of operations may be materially and adversely affected.

Our development capabilities may not be able to catch up with evolving technological
advancements.

Our competitiveness is substantially dependent on our ability to (i) offer our customers with
optimised products that meet their technical specifications that can accommodate the requirements of our
customers and market demand; and (ii) enhance our production capabilities and efficiency. There is no
assurance that we will be able to invest the same amount of resources in research and development in
the future. Furthermore, there is no assurance that our future research and development efforts above
will be successful or be completed within the expected time frame or budget. In addition, there is no
assurance that our existing and/or potential competitors will not develop products which can meet the
requirements of our customers and which may serve as substitutes for our products.

We may be exposed to fair value changes for property, plant and equipment measured at fair
value and valuation uncertainty due to use of unobservable inputs that require judgement and
assumptions which are inherently uncertain.

During the Track Record Period, we had property, plant and equipment measured at fair value. The
carrying amounts of land and buildings and plant and equipment at 31 December 2018, 2019, 2020 and
2021, and 30 June 2022 were approximately US$55.6 million, US$56.1 million, US$96.8 million,
US$99.7 million and US$93.0 million, respectively. Among others, a significant change in the estimated
useful life of the buildings, plant and machinery in isolation would result in a significant change in the
fair value of such property, plant and equipment. For further details, including the key assumptions used
for the fair value measurement and a sensitivity analysis, please refer to note 14 to the Accountants’
Report set out in Appendix I to this document.
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The fair value of our assets is determined using valuation techniques, which require judgement and
assumptions and involve the use of unobservable input. Changes in the basis and assumptions used in
the estimation could materially affect the fair value of these financial assets. The valuation may involve
a significant degree of judgement and assumptions which are inherently uncertain, and may result in
material adjustment, which in turn may materially and adversely affect our results of operations.

Our financial performance during the Track Record Period is not indicative of our future financial
performance and our operating results may fluctuate significantly.

In FY2018, FY2019, FY2020, FY2021 and 1H2022, our gross profit amounted to approximately
US$105.2 million, US$34.3 million, US$16.5 million, US$22.8 million and US$15.6 million,
respectively; while our gross profit margin was approximately 62.5%, 22.7%, 15.2%, 21.0% and 26.1%,
respectively.

In FY2018, FY2019, FY2020, FY2021, 1H2021 and 1H2022, our revenue amounted to
approximately US$168.3 million, US$150.8 million, US$108.5 million, US$108.7 million, US$41.8
million and US$59.7 million, respectively. Our revenue decreased by approximately US$17.5 million or
approximately 10.4%, from approximately US$168.3 million for FY2018 to US$150.8 million in
FY2019 primarily due to the decrease in the average selling price, which was partially offset by the
increase in sales volume.

Our revenue decreased by approximately US$42.3 million or approximately 28.0%, from
approximately US$150.8 million in FY2019 to approximately US$108.5 million in FY2020, primarily
due to the decrease in the average selling price, which was partially offset by the increase in sales
volume.

Our revenue remained stable in FY2020 and FY2021. Our revenue increased significantly by
approximately US$17.9 million or approximately 42.9%, from approximately US$41.8 million for
1H2021 to approximately US$59.7 million for 1H2022, primarily driven by the increase in the sales
volume and a significant increase in the average selling price.

Our gross profit margin decreased from approximately 62.5% in FY2018 to approximately 22.7%
for FY2019 mainly due to the combined effect of (i) a significant decrease in the average selling price
of graphite electrodes by approximately 49.9% in FY2019 as the market price graphite electrodes
returned from the historical high in FY2018; and (ii) the decrease of unit cost of sales (excluding the
provision for inventories) by approximately 11.0% only in FY2019. It further decreased to
approximately 15.2% in FY2020 mainly due to the decrease in the average selling price of graphite
electrodes by 44.9% in FY2020 comparing with FY2019 because of the downward adjustment in the
graphite electrode market price during second half of 2019 and FY2020 following the slow growth in the
global EAF steel market caused by COVID-19, the effect of which was partially offset by the decrease
in purchase cost of raw materials.
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Our gross profit margin increased to approximately 21.0% in FY2021 mainly due to the decrease
in the unit cost of sales, which the effect was partially offset by the decrease in the average selling
price. Our gross profit margin increased significantly as compared to 1H2022 primarily driven by the
strong increase in our average selling price, partially offset by the increase of our average cost of sales.
Please refer to the section headed ‘Financial Information — Description of selected items in
consolidated statements of profit or loss and other comprehensive income — Gross profit and gross
profit margin” in this document for further information.

However, such trend of historical financial information of our Group is a mere analysis of our past
performance only and does not have any positive implication or may not necessarily reflect our financial
performance in the future. Our future performance depends on a number of factors, including but not
limited, to the market trend and demand of our products, our business relationship with our customers,
the implementation of our business strategies, the competitive landscape of the industry where we
operate as well as the general economic conditions in Americas, Europe, the PRC, Hong Kong and
elsewhere in the world.

During the Track Record Period, we had commenced in-house manufacturing of graphite electrodes
to supplement our business operation. Historical figures or past results should not be relied on as
indicators of our performance. We cannot assure you that our operating and financial performance in the
future will remain at a level comparable to those recorded during the Track Record Period.

We rely on our key management personnel and losing their services could adversely affect our
business.

Our success and growth are, to a large extent, attributable to the continued commitment of the
members of our senior management team, as set out in the sections headed ‘“Business — Competitive
Strength” and “Directors and Senior Management” in this document, and our capability to identify, hire
and retain suitable and qualified employees, including management personnel with the necessary
industry expertise. Notwithstanding our efforts to reward them for their service and contribution to our
Group, there is no assurance that our compensation packages and incentive schemes will successfully
attract and retain key personnel. Any unanticipated departure of our members of senior management
team may have an adverse impact on our business operations and profitability.

Personal injuries, property damages or fatal accidents may occur at work sites.

Although we generally supervise and monitor closely our employees in the implementation of all
safety measures and procedures during the manufacturing process, we cannot guarantee that our
employees will follow our safety measures and/or will not breach any applicable laws, rules or
regulations.

Our Group may be exposed to the risk of industrial accidents at our production facilities in the
PRC Factory and the Italian Factory. Although we have enforced our safety measures and are covered by
insurance under normal market practice, there is no guarantee that industrial accidents may not occur in
the future, which may result in suspension of the operation in our production facilities, damaging our
plant or machinery, and give rise to potential liability to our employees, our customers or third parties.
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Nevertheless, we might be exposed to claims in respect of matters that are not covered by the
insurance policies we maintained. In addition, as to the insurance policies we maintained, there may be
circumstances (such as fraud, gross negligence, natural disasters and acts of god) in which certain losses
and claims would not be covered adequately, or at all. Any personal injuries and/or fatal accidents to the
employees of our Group may lead to claims or other legal proceedings against our Group. As at the
Latest Practicable Date, our Group was not subject to any material claims from employees.

Our business, financial condition and results of operations are materially and adversely affected by
economic cycles, including the global financial and economic crisis.

Our business is highly correlated with the trend and development of the global EAF steel industry.
The demand for our products relies on the market conditions of such industry which might fluctuate over
time. If the global demand in the EAF steel manufacturing industry falls as a result of adverse economic
cycles, the demand for our products may also fall which may have a material and adverse effect on our
business, financial condition and results of operations.

There are significant uncertainties and risks that may adversely affect the continued recovery of the
global economy. There is no assurance that the global economy will continue to grow at a stable pace or
at all, or will not experience a recession in the future. If the global economy grows at a lower than
expected rate or experiences a recession in the future, demand for our products will decrease and our
business, financial condition and results of operations would be materially and adversely affected.

RISKS RELATING TO OUR INDUSTRY

We operate in a highly competitive and concentrated industry and will continue to face challenges
from existing or new competitors.

We operate in a highly competitive and concentrated industry, and our market position largely
depends on our ability to compete with other graphite electrode manufacturers in the market.
Competition may affect our sales and the price of our products, which will, in turn, affect the
profitability of our business.

According to the F&S Report, in FY2021, the top 10 global UHP graphite electrode manufacturers
accounted for approximately 41.6% of the global market share in terms of production volume, and the
top five graphite electrode manufacturers in the PRC accounted for approximately 75.7% of the total
production volume of UHP graphite electrode in the PRC.

Our success depends on our ability to compete effectively against our competitors in terms of our
pricing, cost effectiveness, product quality and customer service. We cannot assure you that we will
continue to compete successfully in the future, and if we fail to do so, our market share, operating
margins and market recognition could be reduced, which may have a material and adverse effect on our
business, financial condition and results of operations.
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Our business, financial condition and results of operations may be adversely affected by graphite
electrode overcapacity.

There was an overcapacity in the global graphite electrode and the UHP graphite electrode markets
during the period from 2019 to 2021. According to Frost & Sullivan, while there is an overproduction of
the UHP graphite electrodes in China which is expected to continue between 2022 to 2026, there is at
the same time a short supply of UHP graphite electrodes outside China arising from the demolition,
long-term environmental remediation and repurposing of lower capacity facilities. The gap between the
global production volume and consumption volume of the global market of UHP graphite electrodes
(excluding the PRC) is expected to be fulfilled by the export of UHP graphite electrodes from the PRC.
However, if such overcapacity of PRC market outweighs the shortage of global market, it may adversely
affect pricing of our products.

An increase in graphite electrode production capacity that outpaces an increase in demand for
graphite electrodes may adversely affect the price of graphite electrodes. Excess production capacity
may result in manufacturers producing and exporting electrodes at prices that are lower than prevailing
domestic prices, and sometimes at or below their cost of production. We cannot assure you that such
overcapacity in the graphite electrode market will not adversely affect the pricing of our graphite
electrodes, and if this happens, our business, financial condition and results of operations may be
materially and adversely affected.

RISKS RELATING TO CONDUCTING BUSINESS IN ITALY

We require various approvals, licences and permits to operate our business and any failure to
obtain or renew any of these approvals, licences and permits could materially and adversely affect
our business and results of operations.

Pursuant to the laws and regulations of Italy, we are required to maintain various approvals,
licences and permits in order to operate our production facilities in Italy. We are required to obtain land
and building titles and licences in relation to business operations and environmental issues. Compliance
with the relevant laws and regulations may require substantial expense, and any non-compliance may
expose us to liabilities. In case of any non-compliance, we may have to incur significant expenses and
divert substantial management time to remedy any deficiencies.

We may also experience adverse publicity arising from such non-compliance with any laws and
regulations that negatively impact our reputation. We may experience difficulties or failures in obtaining
the necessary approvals, licences and permits for our new production facilities in the future. In addition,
there can be no assurance that we will be able to obtain or renew all of the approvals, licences and
permits required for our existing business operations upon expiration in a timely manner or at all.

If we cannot obtain or maintain all licences required by us to operate our business, our production
activities at our factory in Italy and our ongoing business in Italy could be interrupted. We may also be
subject to fines and penalties.
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The ongoing weakness of the Italian economy could further adversely affect our operations and
may have a material and adverse effect on our business, financial condition and results of
operations.

One of our production facilities is located in Narni, Umbria, Italy. During the Track Record Period,
our sales to Italy amounted to nil, approximately US$4.9 million, US$2.5 million, US$4.2 million,
US$1.1 million and US$5.8 million in FY2018, FY2019, FY2020, FY2021, 1H2021 and 1H2022
respectively, representing nil, approximately 3.2%, 2.3%, 3.8%, 2.7% and 9.8% of our total sales for the
corresponding periods.

The economic recession that Italy has experienced in recent years, including its high debt levels,
has weighed on the development prospects of our business operations in the Italian market. The value of
our operations and investments may be materially and adversely affected by political and economic
developments in Italy which could lead to potential contraction in sales.

If the economy of Italy grows at a lower than expected rate or experiences a recession in the
future, demand for our products in Italy will decrease and our business, manufacturing activities,
financial condition and results of operations would be adversely and materially affected. We cannot
exclude a potential further deterioration of economic conditions in Italy, which could have a material
adverse effect on our results given our manufacturing activities in Italy.

In the event that Italy suffers a recession along with declining business activities, declining
consumer confidence and increased unemployment, the demand for our products would decrease and our
production activities and utilisation rate of our production machinery and equipment would decrease
accordingly, resulting in a decrease in our production output. Therefore, any decrease in our production
output may lead to an increase in our production cost per unit and adversely affect our operating results
and financial performance.

RISKS RELATING TO CONDUCTING BUSINESS IN CHINA

We require various approvals, licences and permits to operate our business and any failure to
obtain or renew any of these approvals, licences and permits could materially and adversely affect
our business, financial condition and results of operations.

Pursuant to the laws and regulations of the PRC, we are required to maintain various approvals,
licences and permits in order to operate our production facilities in the PRC. Any non-compliance may
expose us to liabilities. In case of any non-compliance, we may have to incur significant expenses and
divert substantial management time to remedy any deficiencies.

We may also experience (i) adverse publicity arising from such non-compliance with any laws and
regulations that negatively impact our reputation, experience; and (ii) difficulties or failures in obtaining
the necessary approvals, licences and permits for our new production facilities in the future. In addition,
there can be no assurance that we will be able to obtain or renew all of the approvals, licences and
permits required for our existing business operations upon expiration in a timely manner or at all.
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If we cannot obtain or maintain the necessary approvals, licences and permits required for the
operation of our business, our production activities and our ongoing business in the PRC could be
interrupted. We may also be subject to fines and penalties. If this happens, our business, financial
condition and results of operations may be materially and adversely affected.

Changes in the economic, political and social conditions of China could adversely affect our
business.

Our business and results of operations are subject to the political, economic and social policies and
conditions of the PRC as a portion of our revenue is derived from our operations in the PRC and some
of our major assets are located in the PRC. The PRC economy differs from the economies of most
developed countries in many respects, including its structure, level of government involvement, level of
development, growth rate, control of foreign exchange and allocation of resources.

Our ability to conduct and expand our business operations in the PRC depends on a number of
factors that are beyond our control, including macro-economic and other market conditions and credit
availability from lending institutions. In order to control inflation and promote economic growth, the
PRC government has introduced certain macro-economic policies, such as imposing commercial bank
lending guidelines, which have the effect of restricting lending to certain industries. Some of these
macro-economic policies and lending policies may limit our ability to obtain financing, thus reducing
our ability to implement our business strategies. There is no assurance that the PRC government will not
introduce more restrictive or onerous policies in the future. Any change in the political, economic and
social policies and conditions of the PRC may bring uncertainty to our business operations and may
materially and adversely affect our business, financial condition and results of operations.

Although the PRC government has implemented measures emphasising the utilisation of market
forces in the development of the PRC economy, the PRC government still exercises significant control
over the PRC economic growth through allocation of resources, controlling payment of foreign currency
denominated obligations, setting monetary policy and providing preferential treatment to particular
industries or companies. The PRC government also continues to play a significant role in regulating
industries by imposing industrial policies. There is no assurance that the economic, political or legal
systems of China will not develop in a way that is detrimental to our business, financial condition,
results of operations and prospects. Our business, financial condition and results of operations may be
materially and adversely affected by political instability or changes in social conditions in China,
changes in laws, regulations or policies or the interpretation of laws, regulations or policies, measures
which may be introduced to control inflation or deflation, changes in the rate or method of taxation, and
imposition of additional restrictions on currency conversion and remittances abroad.

While the PRC government has undergone various economic reforms in the last few decades, many
of such reforms are of an experimental nature and are expected to be refined, adjusted and modified
from time to time based on economic and social conditions. In addition, the scope, application and
interpretation of the laws and regulations relating to such reforms may not be entirely clear. Such
refinement, adjustment or modification may impact our business operations in ways that we cannot
predict and any uncertainty in the scope, application and interpretation of the relevant laws and
regulations may materially and adversely affect our business, financial condition and results of
operations.
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Government control of currency conversion could affect our business and limit our ability to
utilise our capital effectively.

We receive a part of our revenue in Renminbi. Under our current structure, our income is derived
from dividend payments from our PRC subsidiaries. The PRC government imposes controls on the
convertibility of Renminbi into foreign currencies and, in certain cases, the remittance of currency out of
China. Shortages in the availability of foreign currency may restrict the ability of our PRC subsidiaries
to remit sufficient foreign currency to pay dividends or other payments to us, or otherwise satisfy their
foreign currency-denominated obligations. If the foreign exchange control system prevents us from
obtaining sufficient foreign currency to satisfy our currency demands, we may not be able to pay
dividends in foreign currencies to our Shareholders.

Under existing PRC foreign exchange regulations, payments of current account items, including
profit distributions, interest payments and expenditures from trade-related transactions, can be made in
foreign currencies without prior approval from SAFE by complying with certain procedural
requirements. However, approval from SAFE or its local branch is required where Renminbi is to be
converted into foreign currency and remitted out of China to pay capital expenses such as the repayment
of loans denominated in foreign currencies. The PRC government may also at its discretion restrict
access in the future to foreign currencies for current account transactions. The restrictions on foreign
exchange transactions under capital accounts could also affect our subsidiaries’ ability to obtain foreign
exchange through debt or equity financing, including by means of loans or capital contribution from us.

Fluctuations in exchange rates and the value of Renminbi could have a material adverse effect on
our financial condition and results of operations.

A part of our revenue and expenditures are denominated in Renminbi, while the [REDACTED]
from the [REDACTED] and any dividends we pay on our Shares will be in Hong Kong dollars. The
value of Renminbi against U.S. dollars, Hong Kong dollars and other currencies fluctuates, and is
subject to changes resulting from the PRC government’s policies, domestic and international economic
and political developments as well as supply and demand in the monetary market.

Since July 2005, the PRC government has adopted a managed floating exchange rate system to
allow the value of Renminbi to fluctuate within a regulated band based on market supply and demand
and with reference to a basket of currencies. In April 2012, the PBOC enlarged the floating band for the
trading price of Renminbi against US dollars on the interbank spot exchange market to 1.0% around the
central parity rate. In March 2014, the PBOC further enlarged the floating band for the trading price of
Renminbi against US dollars on the interbank spot exchange market to 2.0% around the central parity
rate. There remains significant international pressure on the PRC government to adopt more flexible
currency policies. In the event of significant change in the exchange rates of Hong Kong dollars and US
dollars against Renminbi, our ability to pay dividends in foreign currencies may be materially and
adversely affected.
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Fluctuations in the exchange rate of Renminbi against Hong Kong dollars and U.S. dollars will
affect the relative purchasing power in Renminbi with the [REDACTED] from the [REDACTED].
Fluctuations in the exchange rate may also cause us to incur foreign exchange losses and affect the
relative value of any dividend issued by our PRC subsidiaries. In addition, appreciation or depreciation
in the value of the Renminbi relative to Hong Kong dollars or U.S. dollars would affect our financial
results in Hong Kong dollars without giving effect to any underlying change in our business, financial
condition and results of operations.

PRC regulation of direct investment and loans by offshore holding companies to PRC entities may
delay or limit us from using the [REDACTED] of the [REDACTED] to make additional capital
contributions or loans to our PRC subsidiaries.

As an offshore holding company of our PRC subsidiaries, we may make additional capital
contributions or loans to our PRC subsidiaries. Any capital contribution or loans to our PRC subsidiaries
are subject to PRC regulations and foreign exchange loan registrations. For example, any of our loans to
our PRC subsidiary cannot exceed the difference between the total amount of investment of which our
PRC subsidiary is approved to make under relevant PRC laws and regulations and the registered capital
of our PRC subsidiary, and such loans must be registered with the local branch of SAFE. In addition,
our capital contributions to our PRC subsidiary is subject to registration with the relevant governmental
authorities in the PRC and reporting with MOFCOM through the Enterprise Credit Information Publicity
System in the case of an increase in registered capital.

There is no assurance that we will be able to complete or obtain the necessary government
registrations or approvals in a timely manner, or at all, with respect to making future loans or capital
contributions to our PRC subsidiaries with the [REDACTED] from the [REDACTED]. If we fail to
complete such registrations or obtain such approvals, our ability to make equity contributions or provide
loans to our PRC subsidiaries or to fund their operations may be materially and adversely affected,
which may materially and adversely affect their ability to fund their working capital and expansion
projects as well as meet their obligations and commitments.

Companies having businesses in China may be classified as a “resident enterprise” for EIT
purposes, and such classification could result in unfavourable tax consequences to us and our non-
PRC Shareholders.

The EIT Law provides that enterprises established outside of China whose “de facto management
bodies” are located in China are considered PRC “tax resident enterprises” and will generally be
subject to the uniform 25% EIT rate on their global income. Under the implementation rules to the EIT
Law, a “de facto management body” is defined as a body that has material and overall management and
control over the manufacturing and business operations, personnel and human resources, finances and
other assets of an enterprise.
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However, the circumstances under which an enterprise’s “de facto management body” would be
considered to be located in China are currently unclear. A tax circular issued by the State Administration
of Taxation on 22 April 2009 provides that certain foreign enterprises controlled by a PRC company or a
PRC company group will be classified as “resident enterprises” if (i) the senior management personnel
and departments that are responsible for daily production, operation and management; financial and
personnel decision making bodies; (ii) key properties, accounting books, company seal, and minutes of
board meetings and shareholders’ meetings; and (iii) half or more of the senior management or directors
having voting rights, are located or resident in China.

If we are considered as a PRC tax resident enterprise for PRC tax purposes, we will be subject to a
uniform 25% EIT rate as to our global income as well as tax reporting obligations. In addition, we
cannot assure you that such dividends, which would normally qualify as ‘“‘tax-exempted income” under
applicable rules, will not be subject to a 10% withholding tax, as no guidance has been issued by the
PRC taxation authorities with respect to the processing of outbound remittances to entities that are
treated as resident enterprises for PRC tax purposes. Furthermore, dividends payable by us to our
investors that are non-resident enterprises and gains on the sale of our Shares may become subject to
PRC withholding tax, if such dividends and gains are regarded by PRC tax authorities to be sourced
from China.

We may be subject to fines due to the lack of registration of our leases.

Pursuant to the Measures for Administration of Lease of Commodity Properties ({7 i 5 & fll &%
HEHEL)), which was promulgated by the Ministry of Housing and Urban-Rural Development of the PRC
on 1 December 2010 and became effective on 1 February 2011, both lessors and lessees are required to
file lease agreements for registration and obtain property leasing filing certificates for their leases. We
may be required by relevant government authorities to file lease agreements for registration within a
time limit, and may be subject to a fine for non-registration exceeding such time limit, which may range
from RMB1,000 to RMB10,000 subject to the discretion of the government authorities.

The heightened scrutiny over acquisitions from the PRC tax authorities may have an adverse
impact on our business, acquisition or restructuring strategies or the value of your investment in
us.

In February 2015, the State Administration of Taxation of the PRC issued the Public
Announcement on Several Issues Concerning Enterprise Income Tax for Indirect Transfer of Assets by
Non-Resident Enterprises ([ FA A8 B JF T B A 2 T 122 4 e B 7 > 2B P A5 Bl T ] A Y )
(“Circular 7’) which provides comprehensive guidelines relating to, and also heightened the PRC tax
authorities’ scrutiny over, indirect transfers by a non-resident enterprise of assets (including equity
interests) of a PRC resident enterprise (the “PRC Taxable Assets™).

Circular 7 specifies that the PRC tax authorities are entitled to reclassify the nature of an indirect
transfer of PRC Taxable Assets when a non-resident enterprise transfers PRC Taxable Assets indirectly
by disposing of equity interests in an overseas holding company directly or indirectly holding such PRC
Taxable Assets, by disregarding the existence of such overseas holding company and considering the
transaction to be a direct transfer of PRC Taxable Assets, if such transfer is deemed to have been
conducted for the purposes of avoiding PRC enterprise income taxes and without any other reasonable
commercial purpose.

~76 —



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

RISK FACTORS

Although Circular 7 contains certain exemptions ((including (i) where a non-resident enterprise
derives income from the indirect transfer of PRC Taxable Assets by acquiring and selling shares of a
listed overseas holding company which holds such PRC Taxable Assets on a public market; and (ii)
where there is an indirect transfer of PRC Taxable Assets) if the non-resident enterprise had directly
held and disposed of such PRC Taxable Assets, the income from the transfer would have been exempted
from enterprise income tax in the PRC under an applicable tax treaty or arrangement), it remains unclear
whether any exemptions under Circular 7 will be applicable to the transfer of our Shares or to any future
acquisition by us outside of the PRC involving PRC Taxable Assets, or whether the PRC tax authorities
will reclassify such transaction by applying Circular 7. Therefore, the PRC tax authorities may deem any
transfer of our Shares by our Shareholders that are non-resident enterprises, or any future acquisition by
us outside of the PRC involving PRC Taxable Assets, to be subject to the foregoing regulations, which
may subject our Shareholders or us to additional PRC tax reporting obligations or tax liabilities.

The legal system in the PRC has inherent uncertainties that could limit the legal protections
available to our Shareholders.

We have business operations in the PRC which are governed by the PRC law, rules and
regulations. The PRC legal system is based on written statutes and their interpretation by the Supreme
People’s Court of the PRC and may not be as comprehensive or developed as that of other jurisdictions.
Prior court decisions may be cited for reference but have limited precedential value. Accordingly, the
outcome of dispute resolutions may not be consistent or predictable.

Although efforts have been made by the PRC government to enhance protection of foreign
investment in the PRC, the PRC has not yet developed a fully integrated legal system. The PRC
government has made significant progress in promulgating laws and regulations related to economic
affairs and matters, such as corporate organization and governance, foreign investments, commerce,
taxation and trade. However, newly-enacted laws and regulations may not sufficiently cover all aspects
of economic activities in the PRC and there is much uncertainty in their application, interpretation and
enforcement. For example, the relevant PRC governments promulgated the Opinions on Strictly
Cracking Down on Illegal Securities Activities in Accordance with the Law (B KIEE BT a5 5%
ZAGEI Y RL)), among which, it is provided that the administration and supervision of overseas-listed
China-based companies will be strengthened. On 24 December 2021, the CSRC published the draft
Regulations of the State Council on the Administration of Overseas Securities Offering and Listing by
Domestic Companies (Draft for Comments) (75 Be B 7 5% 08 4 3635 S8 1786 25 A1 _E i i) 8 BB (O
ZHECKE RFR))), and the draft Administrative Measures for the Filing of Overseas Securities Offering
and Listing by Domestic Companies (Draft for Comments) ({35 N4 ZE5E AN 1T F5 0 b i 4 22 8 2L
(K Z W) )) for public comments. Such drafts introduced a filing-based regulatory system to cover
both direct and indirect overseas offering and listing of domestic companies and set out, among others,
the principle and certain criteria for determining whether the offering and listing of an issuer will be
deemed as indirect overseas offering and listing of domestic PRC companies, which will be subject to
the filing requirement thereunder. Specifically, the offering and listing of an issuer that meets the
following criteria will be deemed as an indirect overseas offering and listing of domestic PRC
companies, and therefore will be subject to filing procedures with the CSRC:

(i) the operating income, total profits, total assets or net assets of domestic enterprises in the
latest financial year account for more than 50% of the respective data in such issuer’s audited
consolidated financial statements for the same period; and
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(ii) a majority of the senior management personnel in charge of the business operations and
management of such issuer are PRC citizens or have habitual residences in the PRC, and such
issuer’s principal place of business is located in the PRC or the business operations of such
issuer are mainly conducted in the PRC.

As of the date of this document, in light of our current business operations in the PRC, we have
not meet such criteria as an indirect overseas listing of domestic PRC companies to be subject to the
filing requirements under such drafts. However, it remains unclear whether the versions adopted will
have any further material changes.

There are still uncertainties regarding the interpretation and implementation of the above drafts,
and further explanations or detailed rules and regulations with respect to such drafts may be issued in
the future, which may impose additional requirements on us and result in adverse effect on this offering.
Furthermore, the PRC legal system is partly based on government policies and administrative rules that
may take effect retrospectively.

As a result, we may not be aware of our violations of certain policies or rules in a timely manner.
The legal protection available to us under the PRC laws, rules and regulations may be limited. Any
litigation or regulatory enforcement action in the PRC may be protracted, which may result in the
diversion of our resources and management attention. In addition, the outcome of dispute resolutions
may not be consistent or predictable and it may be difficult to enforce judgments and arbitration awards
in the PRC.

These uncertainties relating to the interpretation, implementation and enforcement of the PRC laws
and regulations and a system of jurisprudence that gives only limited precedential value to prior court
decisions can affect the legal remedies and protections available to you, and may adversely affect the
value of your investment.

It may be difficult to effect service of process in relation to disputes brought in courts outside the
PRC on, or to enforce judgments obtained from non-PRC courts against, us or our management
who reside in the PRC.

Certain of our assets are located in the PRC. As the PRC has not entered into treaties or
arrangements providing for the recognition and enforcement of judgement made by courts of most other
jurisdictions, there is no assurance that you will be able to effect service of process in connection with
disputes brought in courts outside the PRC on, or to enforce judgments obtained from non-PRC courts
against, us or our management who reside in the PRC.
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On 14 July 2006, the Supreme People’s Court of the PRC and the Hong Kong government signed
the Arrangement on Reciprocal Recognition and Enforcement of Judgements in Civil and Commercial
Matters by the Courts of the Mainland and of the Hong Kong Special Administrative Region Pursuant to
Choice of Court Agreements between Parties Concerned (€ [B i Ay b BEL 75 J5 45 Fll 47 B i 325 5 AH B 58 w] A
BATE F A REEN R F R I ZPE)). Under such arrangement, where any designated
people’s court of the PRC or any designated Hong Kong court has made an enforceable final judgement
requiring payment of money in a civil and commercial case pursuant to a choice of court agreement in
writing by the parties, any party concerned may apply to the relevant people’s court of the PRC or Hong
Kong court for recognition and enforcement of the judgement. The arrangement came into effect on 1
August 2008, but the outcome and enforceability of any action brought under the arrangement is still
uncertain.

Present or future environmental and safety laws and regulations in the PRC may have a material
adverse effect on our business, financial condition and results of operations.

Certain of our business is subject to certain PRC laws and regulations relating to environmental
and safety matters. Under these laws and regulations, we are required to maintain safe production
conditions and to protect the occupational health of our employees. While we have conducted periodic
inspections of our operating facilities and carry out equipment maintenance on a regular basis to ensure
that our operations are in compliance with applicable laws and regulations, we cannot assure you that we
will not experience any material accidents or work injuries in the course of our manufacturing process in
the future. In addition, our manufacturing process produces pollutants such as wastewater, noise, smoke
and dust. Notwithstanding the existing controls, the discharge of pollutants from our manufacturing
operations into the environment may give rise to liabilities that may require us to incur costs to remedy
such discharge.

We cannot assure you that all situations that will give rise to material environmental liabilities will
be discovered or any environmental laws adopted in the future will not materially increase our operating
costs and other expenses. Should the PRC impose stricter environmental protection standards and
regulations in the future, we cannot assure you that we will be able to comply with such new regulations
at reasonable costs, or at all. Any increase in production costs resulting from the implementation of
additional environmental protection measures and/or failure to comply with new environmental laws or
regulations may have a material adverse effect on our business, financial condition or results of
operations.
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Our business may subject to complex and evolving laws and regulations regarding cybersecurity
and data security.

We face challenges with respect to the complex and evolving laws and regulations regarding
cybersecurity and data security. While we do not process personal information of users for our business
operation, we do process data produced during and related to our operations of procurement, production,
sales, and transportation of raw materials and products. Recently, the PRC regulators have increasingly
focused on regulations in the areas of data security and data protection. For example, on 10 June 2021,
the Standing Committee of the National People’s Congress promulgated the PRC Data Security Law,
which took effect on 1 September 2021. On 14 November 2021, the CAC published a draft of the
Administrative Regulations for Internet Data Security (A% EUE %2 24 RG] (BOKE RAR))) (the
“Draft Measures for Internet Data Security”). On 28 December 2021, the CAC and 12 other PRC
regulatory authorities jointly revised and promulgated the Cybersecurity Review Measures ((H#5 % 2%
EHEL)) (the “Cybersecurity Review Measures”), which came into effect on 15 February 2022.
Please refer to the section headed “Regulatory Overview — Regulations Relating to Data Security” in
this document for further details.

We expect that these areas will receive greater attention and focus from regulators and attract
continued or greater public scrutiny and attention going forward, which could increase our compliance
costs and subject us to heightened risks and challenges associated with data security and protection. Any
failure or perceived failure by us or by our employees or partners to maintain the security of data or to
comply with applicable PRC or foreign privacy, data security and personal information protection laws,
regulations, policies, contractual provisions, industry requirements and other requirements may (i) result
in civil or regulatory liability, including governmental or data protection authority enforcement actions
and investigations, fines, penalties, enforcement orders requiring us to cease operating in a certain way,
or revoking our licenses, litigation or adverse publicity, and may (ii) require us to expend significant
resources in responding to and defending allegations and claims.

The Draft Data Security Regulations, for public comments, which specify that a data processor
who seeks to list in Hong Kong, which affects or may affect the national security, shall apply for
cybersecurity review. However, the criteria for determining “affect or may affect the national security”
as stipulated therein remain unclear and are still subject to further explanation and elaboration, and
substantial uncertainties exist with respect to the enactment date, final content, interpretation and
implementation of the Draft Measures for Internet Data Security.

Pursuant to the Cybersecurity Review Measures, the network platform operators with personal
information data of more than one million users that seek for listing in a foreign country are obliged to
apply for a cybersecurity review by the Cybersecurity Review Office of the PRC. However, the
Cybersecurity Review Measures provide no further explanation or interpretation for “listing in a foreign
country” or the criteria on determining the risks that “affects or may affect national security.” The PRC
government authorities may have discretion in the interpretation and enforcement of these laws, rules
and regulations.
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We cannot assure you that relevant regulators will not interpret or implement the laws or
regulations in ways that negatively affect us. As at the Latest Practicable Date, we had not been
involved in any investigations or cybersecurity reviews by the CAC, nor had we received any inquiry,
notice, warning, or sanction in such respect. If a cybersecurity review for any of our activities including
any data that we processed of our products related to the export control item or this [REDACTED], is
required, we will actively cooperate with the CAC to conduct such cybersecurity review. However, there
can be no assurance that we will be able to obtain approval from the regulatory authorities in a timely
manner, or at all. Any failure to obtain such approval or clearance from the regulatory authorities could
materially constrain our liquidity and have a material and adverse effect on our business, financial
condition and results of operations, especially if we need additional capital or financing.

The interpretation and application of these PRC cybersecurity and data privacy laws, regulations,
and standards are still evolving. Hence, it remains uncertain whether the future regulatory changes
would impose additional compliance requirements on companies like us. Compliance with evolving laws
and regulations could cause us to incur substantial costs or require us to change our business practices in
a manner that materially increases our operating costs and expenses or affects our growth momentum
that can be adverse to our business, financial condition and results of operations.

RISKS RELATING TO CONDUCTING BUSINESS IN DIFFERENT COUNTRIES

We could incur significant costs as a result of compliance with various laws and regulations that
govern our operations in different jurisdictions.

Apart from our operations in Italy and the PRC, we have subsidiaries in Hong Kong, the U.S.,
Switzerland, South Africa and Macau. The laws and regulations in these jurisdictions govern different
parts of our operations, such as workplace safety, employment and sales. Please refer to the section
headed “Regulatory Overview” in this document for the relevant laws and regulations that are material
to our operations for further information.

Therefore, our operations in these jurisdictions are subject to certain inherent risks, including: (i)
exposure to local economic, political and labour conditions; (ii) changes in laws, regulations, trade or
monetary or fiscal policies; (iii) difficulty of enforcing agreements, collecting receivables and protecting
assets; (iv) limitations on repatriation of earnings, including withholding and other taxes on remittances
and other payments by subsidiaries; (v) investment restrictions or requirements; and (vi) violence and
civil unrest. In addition, given the complexity of and continuous amendments to these laws and
regulations, our compliance therewith may involve substantial financial and other resources and may
hinder our business expansion.

We cannot assure you that any new or changes to government legislations, regulations and policies,
such as employment, social security, financial reporting and accounting, will not have an adverse effect
on our business and financial performance. Failure to meet any of these laws and regulations might
subject ourselves to various penalties, including fines or suspension of our operations, and our business,
financial position and results of operations may be materially and adversely affected.
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We face complex taxation regimes in various jurisdictions. audits, investigations, and tax
proceedings could have a material adverse effect on our business and financial position.

We are subject to income and non-income taxes in numerous jurisdictions. Income tax accounting
often involves complex issues, and judgment is required in determining our worldwide provision for
income taxes and other tax liabilities. In addition, the application of withholding tax, value added tax,
goods and services tax, sales taxes and other non-income taxes is not always clear and we may be
subject to tax audits relating to such taxes. We believe that our tax positions are reasonable and our tax
reserves are adequate to cover any potential liability. However, tax authorities in certain jurisdictions
may disagree with our position, including the tax treatment of corresponding expenses and income. If
any of these tax authorities are successful in challenging our positions, we may be liable for additional
income tax and penalties and interest related thereto in excess of any reserves established which may
have a significant impact on our financial position and future cash flow.

RISKS RELATING TO OUR [REDACTED]

There has been no prior public market for our Shares, and their liquidity and market price may
be volatile.

Prior to the [REDACTED], there has been no public market for our Shares. The initial issue price
range for our Shares was the result of negotiations among us and the [REDACTED] and the
[REDACTEDY] for themselves and on behalf of the [REDACTED], and the [REDACTED] may differ
significantly from the market price for our Shares following the [REDACTED]. We have applied for
[REDACTED] of, and permission to [REDACTED], our Shares on the Stock Exchange. A
[REDACTED] on the Stock Exchange, however, does not guarantee that an active and liquid trading
market for our Shares will develop, or, if it does develop, will be sustained following the
[REDACTED], or that the market price of our Shares will not decline following the [REDACTED].
Furthermore, the price and trading volume of our Shares may be volatile. Factors such as the following
may affect the volume and price at which our Shares will trade:

° actual or anticipated fluctuations in our revenues and results of operations;
° announcements of new projects or land acquisitions by us or our competitors;
° limitations or restrictions of financing for the property section;

° news regarding recruitment or loss of key personnel by us or our competitors;

° announcements of competitive developments, acquisitions or strategic alliances in our
industry;

° changes in earnings estimates or recommendations by financial analysts;

° potential litigation or regulatory investigations;

° general market conditions or other developments affecting us or our industry;
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° the operating and stock price performance of other companies, other industries and other
events or factors beyond our control; and

° release of lock-up or other transfer restrictions on our outstanding Shares or sales or
perceived sales of additional Shares by us or other Shareholders.

The securities markets generally have from time to time experienced significant price and volume
fluctuations that are not related to the performance of particular industries or companies. These types of
price volatility and fluctuations may also materially and adversely affect the market price of our Shares.

You will experience immediate dilution after the [REDACTED] and may experience further
dilution if we issue additional Shares in the future.

The [REDACTED] of our Shares is higher than the net tangible asset value per Share immediately
prior to the [REDACTED]. Therefore, you and other subscribers of our Shares in the [REDACTED]
will experience an immediate dilution in pro forma net tangible asset value of approximately
USS[REDACTED], equivalent to HK$[REDACTED], per Share (based on an [REDACTED] of
HKS$S[REDACTED] per Share, being the mid-point of the stated price range of the [REDACTED]) and
existing holders of our Shares will receive an increase in net tangible asset value per share of their
Shares. If we issue additional Shares or equity-linked securities in the future and such Shares are issued
at a price lower than the net tangible asset value per Share at the time of their issuance, you and other
subscribers of our Shares may experience further dilution in the net tangible asset value per Share.

The price of our Shares may fall before trading begins due to the time lag between pricing and
[REDACTED] of the [REDACTED].

The [REDACTED] will be determined on the [REDACTED], which is expected to be
[REDACTED]. However, the [REDACTED] will not commence [REDACTED] on the Stock
Exchange until the [REDACTED], which is expected to be on [REDACTED]. Investors may not be
able to sell or otherwise [REDACTED] our Shares during this period. Accordingly, holders of our
Shares are subject to the risk that the prices of our Shares could fall before trading begins and could be
lower than the [REDACTED] as a result of adverse market conditions or other adverse developments
that may occur between the [REDACTED] and the [REDACTED].

A potential sale of Shares by our existing Shareholders could have a material adverse effect on our
[REDACTED].

Future sales by our existing Shareholders of a substantial number of our Shares in the public
markets after the [REDACTED] could materially and adversely affect market prices of our Shares
prevailing from time to time. Only a limited number of the Shares currently outstanding will be
available for sale immediately after the [REDACTED] due to contractual and regulatory restrictions on
re-sale. Please refer to the section headed “[REDACTED]” for further information. Nevertheless, after
these restrictions lapse or if they are waived or breached, future sales of a substantial number of our
Shares, or a perception of such impeding sales, could materially and adversely affect the market prices
of our Shares and our ability to raise equity capital in the future.
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There can be no assurance that we will declare or distribute any dividend in the future.

Any decision to declare any dividend would require the recommendation of our Board and
approval of our Shareholders. Any decision to pay any dividend will be made having regard to factors
such as the results of operation, financial condition and position, and other factors deemed relevant. Any
distributable profits that are not distributed in any given year may be retained and be made available for
distribution in subsequent years. To the extent profits are distributed as dividends, such portion of
profits will not be available to be reinvested in our operation. There can be no assurance that we will be
able to declare or distribute any dividend. Our future declarations of dividends will be at the absolute
discretion of our Board.

You may experience difficulties in protecting your interests because we are a Cayman Islands
company and the laws of the Cayman Islands for minority shareholders protection may be
different from those under the laws of Hong Kong or certain other jurisdictions.

We are a Cayman Islands company and our corporate affairs are governed by the Cayman
Companies Act and other laws of the Cayman Islands. The laws of the Cayman Islands relating to the
protection of the interests of minority shareholders differ from those under statutes and judicial
precedent in existence in Hong Kong and other jurisdictions. Such differences may mean that the
remedies available to our minority shareholders may be different from those they would have under the
laws of Hong Kong or other jurisdictions. Please refer to the section headed “Summary of the
Constitution of our Company and Cayman Company Law” in Appendix III to this document for further
information.

Forward-looking information may prove inaccurate.

This document contains certain statements that are ‘“‘forward-looking” and uses forward-looking

terminology such as ‘“aim”, ‘“‘estimate”, “anticipate”, “believe”, ‘“continue”, “could”, “expect”,
“intend”, “may”, “might”, “plan”, ‘“consider”, ‘“potential”, *“propose”, ‘seek”, ‘“ought to”,
“should”, “will” and “would” or similar expressions, or their negatives. Those statements include,

among other things, the discussion of our growth strategy and the expectations of our future operation,
liquidity and capital resources.

Subscribers of our [REDACTED] are cautioned that reliance on any forward-looking statement
involves risks and uncertainties and that any or all of those assumptions could prove to be inaccurate
and as a result, the forward-looking statements based on those assumptions may prove inaccurate. The
uncertainties in this regard include those identified in the risk factors discussed above. In light of these
and other uncertainties, the inclusion of forward-looking statements in this document should not be
regarded as representations or warranties by us that our plans and objectives will be achieved and these
forward-looking statements should be considered in light of various important factors, including those
set out in this section. We do not intend to update these forward-looking statements in addition to our
continuing disclosure obligations pursuant to the Listing Rules or other requirements of the Stock
Exchange. Investors should not place undue reliance on such forward-looking information. Please refer
to the section headed “Forward-looking Statements” in this document.
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We cannot guarantee the accuracy of facts, forecasts and other statistics derived from various
official government publications and other publicly available publications with respect to the
global economy and the global graphite electrode manufacturing industry contained in this
document.

Facts, forecasts and other statistics in this document relating to the global economy and the global
graphite electrode manufacturing industry have been derived from various official government
publications, other publicly available publications and the F&S Report. We cannot guarantee the quality
or reliability of these source materials. In particular, the information from official government sources
has not been independently verified by us or any of the Sole Sponsor, the [REDACTED], the
[REDACTED], the [REDACTED], the [REDACTED], the [REDACTED], the [REDACTED] or any
of our or their respective directors and advisers, or any other persons or parties involved in the
[REDACTED]. Therefore, we make no representation as to the accuracy of such facts, forecasts and
statistics, which may not be consistent with other information compiled for such purpose.

Due to possibly flawed or ineffective collection methods or discrepancies between published
information and market practice and other problems, the facts, forecasts and statistics in this document
may be inaccurate or may not be comparable to facts, forecasts and statistics produced with respect to
other economies. Furthermore, there can be no assurance that they are stated or compiled on the same
basis or with the same degree of accuracy as may be the case elsewhere. Therefore, you should not
unduly rely upon the facts, forecasts and statistics with respect to the global economy and the global
graphite electrode manufacturing industry contained in this document.

We strongly caution you to read the entire document and not to place any reliance on any
information contained in press articles or other media regarding us and the [REDACTED].

We strongly caution our investors not to unduly rely on any information contained in press articles
or other media regarding us and the [REDACTED]. Before the publication of this document, there may
be press and media coverage which contains certain information regarding the [REDACTED] and us
that is not set out in this document. We have not authorised the disclosure of such information in any
press or media. We do not accept any responsibility for any such press or media coverage or the
accuracy or completeness of any such information. We make no presentation as to the appropriateness,
accuracy, completeness or reliability of any such information or publication. To the extent that any such
information appearing in publications other than this document is inconsistent or conflicts with the
information contained in this document, we disclaim it. Accordingly, prospective investors should not
rely on any such information.

— 85 -



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

WAIVER FROM STRICT COMPLIANCE WITH THE LISTING RULES

In preparation for the [REDACTED], we have sought the following waiver from strict compliance
with the relevant provisions of the Listing Rules:

JOINT COMPANY SECRETARIES

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, our company secretary must be an individual
who, by virtue of his academic or professional qualifications or relevant experience, is, in the opinion of
the Stock Exchange, capable of discharging the functions of our company secretary. The Stock Exchange
considers the following academic or professional qualifications to be acceptable:

(a) a member of The Hong Kong Institute of Chartered Secretaries;

(b) a solicitor or barrister as defined in the Legal Practitioners Ordinance (Chapter 159 of the
Laws of Hong Kong); or

(c) a certified public accountant as defined in the Professional Accountants Ordinance (Chapter
50 of the Laws of Hong Kong).

Our Company appointed Mr. Lau Che Yan Kenneth (“Mr. Lau”) and Ms. Ip Cheuk Man Louisa
(“Ms. Ip”) as joint company secretaries. Mr. Lau is a member of the Hong Kong Institute of Certified
Public Accountants and he therefore meets the requirements under Rules 3.28 and 8.17 of the Listing
Rules. Since Ms. Ip does not possess a qualification stipulated in Rules 3.28 and 8.17 of the Listing
Rules, she is not able to solely fulfil the requirements of a company secretary of a listed issuer
stipulated under the Listing Rules.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange has granted, a
waiver from strict compliance with the requirements under Rules 3.28 and 8.17 of the Listing Rules in
relation to the appointment of Ms. Ip as our joint company secretary. In addition, Ms. Ip will comply
with the annual professional training requirement under Rule 3.29 of the Listing Rules and will enhance
her knowledge of the Listing Rules during the three-year period from the [REDACTED]. We will
further ensure that Ms. Ip has access to the relevant training and support that would enhance her
understanding of the Listing Rules and the duties of a company secretary of an issuer listed on the Stock
Exchange. The waiver will be revoked immediately if Mr. Lau ceases to provide assistance to Ms. Ip as
the joint company secretary during the three years after the [REDACTED]. Before the end of the three-
year period, we will liaise with the Stock Exchange to enable it to assess whether Ms. Ip, having had the
benefit of Mr. Lau’s assistance for three years, will have acquired the relevant experience within the
meaning of Rule 3.28 of the Listing Rules so that a further waiver will not be necessary.

Please refer to the section headed “Directors and Senior Management” in this document for further
information regarding the qualification of Mr. Lau and Ms. Ip.
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INFORMATION ABOUT THIS DOCUMENT AND THE [REDACTED]

[REDACTED]
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[REDACTED]
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DIRECTORS AND PARTIES INVOLVED IN THE [REDACTED]

DIRECTORS

Name Address Nationality
Executive Directors

Dr. Wei-Ming Shen 496 W. Charleston Rd. Unit 303 American

Mr. Adriaan Johannes Basson

Mr. Yan Haiting (P75 =)

Mr. Hou Haolong (&t i)

Non-executive Director

Mr. Wang Ping (E£°F)

Palo Alto, CA 94306
United States

Hamilton Weg 7, Golf Park
Meyerton, 1961
South Africa

Unit 6, 37/F, Block A
Causeway Centre

28 Harbour Road, Wanchai
Hong Kong

Flat B, 11/F, Block 2
Star Crest

9 Star Street

Hong Kong

Flat B, 22nd Floor, Tower 1 Marbella
23 On Chun Street, Ma On Shan
New Territories

Hong Kong

Independent Non-executive Directors

Mr. Cheng Tai Kwan Sunny
(HR R #)

Mr. Sun Qing (&)

Mr. Ngai Ming Tak (&%)

Ms. Chan Chore Man
Germaine (% 5%)

Flat A, 46/F, Tower 8

Bel Air on The Peak Avenue
Cyberport, Pokfulam

Hong Kong

No. 907, 6th Floor
Jiayuan Sanli
Fengtai District
Beijing

PRC

House C12, Ville De Jardin
33-35 Sui Wo Road

Fo Tan, Shatin

New Territories

Hong Kong

Flat A, 21/F, Tower 3
Bel-air No. 8, 8 Bel-air Peak Avenue
Hong Kong

South African

Chinese

Vanuatu

Chinese

Chinese

Chinese

Chinese

Chinese

For further information regarding our Directors, please refer to the section headed *“Directors and
Senior Management” in this document.
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Party Name and Address

Sole Sponsor Southwest Securities (HK) Capital Limited
A corporation licensed under the SFO and permitted to carry
out Type 1 (dealing in securities) and Type 6 (advising on
corporate finance) regulated activities under the SFO
14/F, One Hysan Avenue
Causeway Bay

Hong Kong
[REDACTED] [REDACTED]
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Legal advisers to our Company As to Hong Kong law:
Morgan, Lewis & Bockius
Suites 1902—-09, 19th Floor
Edinburgh Tower
The Landmark
15 Queen’s Road Central
Hong Kong
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As to PRC law:
Jingtian & Gongcheng
34th Floor, Tower 3
China Central Place

77 Jianguo Road
Chaoyang District
Beijing

The PRC

As to Cayman Islands law:
Conyers Dill & Pearman
29th Floor

One Exchange Square

8 Connaught Place

Central

Hong Kong

As to US law:

Squire Patton Boggs (US) LLP
4900 Key Tower

127 Public Square

Cleveland, Ohio 44114

USA

As to Italian law:

Green Horse Legal Advisory
Via Broletto, 46

20121 Milan

Italy

As to Swiss law:

Des Gouttes & Associés
Avenue de Champel 4
1206 Geneva
Switzerland

As to Macau law:

Lou Sio Fong Lawyer & Associates

Av. da Praia Grande n°429

Nam Van Commercial Center, 5th Floor, B-D
Macau
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Auditors and reporting accountants

Independent industry consultant

As to South African law:
Bowman Gilfillan Incorporated
11 Alice Lane

Sandton

Johannesburg

South Africa

As to International Sanctions law:
Hogan Lovells

11th Floor, One Pacific Place

88 Queensway

Hong Kong

As to Hong Kong law:
[REDACTED]

As to PRC law:

Jia Yuan Law Offices
F408, Ocean Plaza

158 Fuxing Men Nei Street
Xicheng District

Beijing

PRC

Ernst & Young

Certified Public Accountants and
Registered Public Interest Entity Auditor
27/F, One Taikoo Place

979 King’s Road

Quarry Bay

Hong Kong

Frost & Sullivan Limited
1706, One Exchange Square
8 Connaught Place

Central, Hong Kong
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Compliance adviser Yue Xiu Capital Limited
Rooms Nos. 4917-4937
49/F, Sun Hung Kai Centre
No. 30 Harbour Road
Wanchai
Hong Kong

[REDACTED] [REDACTED]
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Joint company secretaries
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Audit committee
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document)

Mr. Lau Che Yan Kenneth (2% 10)
(HKICPA, ICAEW, ACCA)
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Mei Foo Sun Chuen
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Hong Kong

Ms. Ip Cheuk Man Louisa (Z£ H.%)
12/F, 29D Broadway

Mei Foo Sun Chuen

Kowloon

Hong Kong
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New Territories

Hong Kong

Mr. Cheng Tai Kwan, Sunny (¥ K#)) (Chairman)
Mr. Sun Qing (&)

Mr. Ngai Ming Tak (&1 %)

Ms. Chan Chore Man Germaine (Pi%E5E)
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Dr. Wei-Ming Shen
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Mr. Sun Qing (&)
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INDUSTRY OVERVIEW

The information and statistics set out in this section and other sections of this document were
extracted from the Frost & Sullivan Report, which was commissioned by us, and from various official
government publications and other publicly available publications. We engaged Frost & Sullivan to
prepare the Frost & Sullivan Report, an independent industry report, in connection with the
[REDACTED)]. The information from official government sources has not been independently verified
by us, the Sole Sponsor, the [REDACTED], the [REDACTED], the [REDACTED], the
[REDACTED], the [REDACTED], the [REDACTED)], any of their respective directors and advisors,
or any other persons or parties involved in the [REDACTED], and no representation is given as to
its accuracy. Please refer to the section headed “Risk Factors — Risks Relating to Our Business” in
this document for a discussion of risks relating to our industry.

SOURCES OF INFORMATION

We have commissioned Frost & Sullivan, an independent market researcher and consultant, to
analyse and report on the global and PRC graphite electrode industry. Frost & Sullivan is an
independent global consulting firm founded in 1961 in New York. Frost & Sullivan offers industry
research and market strategies and provides growth consulting and corporate training. Its industry
coverage in the PRC includes chemicals, materials and food, commercial aviation, consumer products,
environment and building technologies, healthcare, industrial automation and electronics, industrial and
machinery, and technology, media and telecom. We commissioned Frost & Sullivan for a total fee of
RMB980,000. We are of the view that the payment of such fee does not affect the fairness of the
conclusions drawn in the F&S Report.

Our Company has included certain information from the F&S Report in this document because our
Directors believe that such information facilitates an understanding of the relevant market for potential
investors. The market research process for the F&S Report has been undertaken through detailed primary
research which involves discussing the status of the global and PRC graphite electrode market with
leading industry participants and industry experts. Secondary research involves the review of company
reports, independent research reports in addition to our Group’s key competitors and data based on Frost
& Sullivan’s own research database. Frost & Sullivan considers the source of information reliable as it
has validated and crosschecked all data through various sources, including primary discussions and
through its own proprietary research methodology.

Except otherwise noted, all of the data and forecasts contained in this section are derived from the
In addition, information extracted from the Frost & Sullivan Report is referred to in the sections headed
“Summary”’, “Risk Factors”, “Business” and “Financial Information” in this document. Our Directors
confirm that after taking reasonable care, there is no material adverse change in the market information
on the data of the Frost & Sullivan Report, which may qualify, contradict or have an impact on the
information in this section.
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INDUSTRY OVERVIEW

Analyses and forecasts contained in the Frost & Sullivan Report are based on the following major
assumptions:

° global and PRC economy is likely to maintain steady growth in the next decade;

° global and PRC social, economic, and political environment is likely to remain stable in the
forecast period; and

° COVID-19 will affect global and PRC economic stability in the short term.

OVERVIEW OF THE GLOBAL GRAPHITE ELECTRODE MARKET
Definition an mentation

Graphite electrode is a kind of graphite conductive material with high temperature resistance.
Graphite electrodes, which conduct electric currents and create electricity that melts scrap steel or other
raw materials in the furnace to produce steel and other metal products, are mostly used for steel
manufacturing. Graphite electrodes are the only material with low electrical resistivity and resistance to
the thermal gradients generated in EAFs.

The production of graphite electrodes mainly uses petroleum or coal-based needle coke and binder
pitch from coal tar as raw materials. Graphite electrodes are produced during processes which include
mixing, extrusion, baking, pitch impregnation, rebaking, graphitising and machining. The main features
of the production of graphite electrodes are its relatively long production cycles, which normally lasts
three to five months, high consumption of electricity and complex production processes.

Based on different raw materials and physicochemical index of finished products, graphite
electrodes are divided into three types, namely regular power graphite electrodes, HP graphite
electrodes, and UHP graphite electrodes. UHP graphite electrodes have better performance in
specifications, such as higher bulk density, lower specific electrical resistance, higher flexural strength,
lower total porosity and lower ash content, compared with regular power and HP graphite electrodes.
UHP graphite electrodes are mainly used for steel manufacturing in EAF, ladle, and smelting furnaces.
Compared with UHP, RP and HP graphite electrodes are of lower grade specifications among graphite
electrode products in general.
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Value Chain of the UHP Graphite Electrode Manufacturing Industry

Electric Arc Furnace Steelmaking

Raw Materials
Graphite Electrode Products

Needle Coke

Ultra High Power
Graphite Electrode

Source: Frost & Sullivan Analysis

Market Size

Production and Consumption Volume of Graphite Electrodes by Grades (Global, excluding China),
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Source: Frost & Sullivan Analysis

From 2016 to 2021, the production volume of graphite electrodes in the world, excluding the PRC,
decreased from approximately 0.71 million tonnes to approximately 0.67 million tonnes, with a CAGR
of -0.9%. The production volume of UHP graphite electrodes outside the PRC accounted for
approximately 90% of the total global production volume of all graphite electrodes in 2021, excluding
the PRC. During this period, the production capacity outside the PRC was reduced due to the demolition
of low-capacity plants, long-term environmental remediation and repurposing of lower capacity
facilities, which take a long time to upgrade capacity, resulting in the continuous decrease of production
volume outside the PRC. The gap between the production volume and the consumption volume was
fulfilled by the exported graphite electrodes from the PRC.
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The fluctuation of the consumption of global graphite electrodes was mainly due to the fluctuated
demands from downstream steel industry. Since 2016, focused efforts by the PRC government to
restructure the domestic steel industry in the PRC have led to clamping restrictions on Chinese BOF
steel production and lowering of export volumes. In addition, developed economies, which typically
have much larger EAF steel industries, have instituted a number of protective trade policies to protect its
domestic steel producers. For example, the U.S. and European countries imposed anti-dumping duties on
steel products from the PRC. The reduction in exports of steel from the PRC has resulted in an increased
steel production outside of China, especially EAF steel production, and an increase in the demand for
graphite electrodes accordingly.

In future, along with the recovery of the EAF steel industry, the graphite electrode market is
expected to resume its long-term growth trajectory. In 2026, the global production volume and the
consumption volume of graphite electrodes, excluding the PRC, is expected to reach 0.86 and 1.09
million tonnes, respectively, with a CAGR of approximately 5.0% and 4.9% from 2021 to 2026.

The reasons of the increase in the global production volume and consumption volume of UHP
graphite electrodes from 2021 to 2026 are as follows:

° the global macro economy witnessed a downturn in 2020 with a decrease of approximately
2.6% in the global nominal GDP compared with the previous year. In 2021, the global
nominal GDP was approximately USD96.3 trillion with an increase of approximately 13.0%
from the previous year. The global macro economy is expected to rebound and witness a
continuous increase in the future.

According to IMF, the global nominal GDP is projected to reach approximately USD129.7
trillion by the end of 2026, growing at a CAGR of approximately 6.1% from 2021 to 2026.
Furthermore, with the stable growth of the global economy, the global per capita nominal
GDP is expected to maintain a steady growth, increasing from approximately USD12,295 in
2021 to approximately USD15,795 in 2026 with a CAGR of approximately 5.1%. As an
essential material in industrial production, the demand for graphite electrodes is largely
influenced by the development of industrial productivity. Economic development will
promote the development of the global graphite electrode market;

° the global crude steel production has maintained steady growth in recent years. With the
wider applications of steel in the automotive, construction, packaging, and rail industries, the
global consumption of steel has experienced stable growth. Meanwhile, with the improvement
of the quality of steel products and growing requirements for environmental protection, steel
manufacturers have been focusing on EAF steel manufacturing, raising higher requirements
for the quality of graphite electrodes, which is essential for EAFs. The global production
volume of crude steel is expected to reach approximately 2,272.9 million tonnes in 2026,
with a CAGR of approximately 3.1% from 2021 to 2026; and

° graphite electrode manufacturers have committed to increasing capacity utilisation by phasing
out excess capacities and improving production efficiency. In future, leading enterprises in
the global graphite electrode market will continue to improve capacity utilisation as one of
their main objectives, continuously integrate backward production capacity, optimise
production technologies and improve production efficiency, which are expected to increase
the production volume of UHP graphite electrodes.
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Geographical Distribution of UHP Graphite Electrode Production and Consumption (Global),

Production Volume 2016-2021 2021-2026E Consumption Volume 2016-2021 2021-2026E
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Source: Frost & Sullivan Analysis

Except for a temporary drop in the production and consumption during 2020 due to the outbreak of
COVID-19, the global production and consumption volume of UHP graphite electrodes have been
increasing since 2016 and are estimated to continue to increase from 2021 to 2026. In particular, during
2016 to 2018, the global production volume (excluding the PRC) had continuously decreased from
approximately 632.5 thousand tonnes in 2016 to approximately 617.3 thousand tonnes in 2018 which
indicated a shortage in the production capacity. Furthermore, the surge in demand for graphite electrodes
due to the recovery of the global EAF steel market in 2017 has further led to market imbalance as well
as significant price fluctuations at the material time. Please refer to the paragraph headed “Price Trends
of Graphite Electrodes” in this section for further details.

The principal manufacturers of UHP graphite electrodes are based in Asia and EMEA. Asia is the
largest production area of UHP graphite electrodes in the world and the production volume mainly
concentrated in Japan and India. In 2021, the production volume of UHP graphite electrodes in China
accounted for approximately 14.8% of the total global production volume of UHP graphite electrodes,
and is expected to reach approximately 19.2% of the total global production volume of UHP graphite
electrodes in 2026.

The consumption of UHP graphite electrodes is mainly concentrated in Asia, EMEA and Americas.
Asia is the largest consumption area of UHP graphite electrodes in the world. In 2021, the consumption
volume of UHP graphite electrodes in China accounted for approximately 12.2% of the total global
consumption volume of UHP graphite electrodes, and is expected to reach approximately 15.7% of the
total global consumption volume of UHP graphite electrodes in 2026.
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Demand for UHP Graphite Electrodes (Global), 2022E-2026E

UHP CAGR (2022E-2026E)
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1,200 - Total 7.9%
1,000
v
2
g 800 4
=
2 600
<
B
2 400
=
200 -
0-

2022E 2023E 2024E 2025E 2026E

Note: Potential demand refers to the unmet hypothetical demand. This is estimated by assessing historical utilization rate
of EAF steel, and the gap between the optimal production utilisation rate and the actual production utilisation rate
of EAF steel. The above optimal production utilisation rate is estimated by referring to sources from World Steel
Association and Frost & Sullivan Analysis.

Estimated consumption refers to the actual amount consumed. This is estimated by assessing the historical growth
rate of estimated consumption, downstream demands from the EAF steel, in particular, the real estate and
automobile industry and the development of steel industry with the carbon neutrality. For details, please refer to the
paragraph headed “Recent Development of Global and China Steel and Graphite Electrode Market amid the
COVID-19 and Market Drivers’ in this section.

In future, with the implementation of a series of policies regarding carbon neutrality, the
proportion of EAF steel in the total crude steel is expected to rise, stimulating the demand for graphite
electrodes. The global supply, excluding China, cannot satisfy the demand for graphite electrodes due to
the limitation of production capacity.

The gap between supply and demand is expected to be fulfilled by the exported graphite electrodes
from China. However, due to rapid development of China’s EAF industry, the demand for graphite
electrodes in China is expected to increase rapidly, the supply of graphite electrodes in China cannot
completely satisfy the demand from both China and the countries outside China. From 2022 to 2026, the
potential demand of UHP graphite electrodes from other countries which cannot be satisfied is expected
to increase from approximately 104.6 thousand tonnes to 192.2 thousand tonnes with a CAGR of
approximately 16.4%. Furthermore, it is expected the aggregate volume from the global consumption
and the potential demand of UHP graphite electrodes will continuously exceed the global production
volume during 2022 to 2026, of which such difference will increase from approximately 115.0 thousand
tonnes in 2022 to approximately 222.2 thousand tonnes in 2026.

The shortage of graphite electrodes in the global market will be filled up by the export of graphite
electrodes from the PRC. However, it will not be completely filled up by the over-supply of graphite
electrodes in the PRC as the demand for graphite electrodes in the PRC is also expected to grow in the
future. Under these circumstances, some PRC graphite electrode manufacturers plan to expand their
capacity so as to satisfy the demand from other countries and its domestic market.
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The market share in the future can be captured by the leading market players with mature
technologies, overseas sales networks and stable overseas customer relationships, and the qualification
approved by global reputable EAF steel manufacturers, such as our Group. In 2026, the proportion of
EAF steel production in the total crude steel production is expected to reach approximately 38.0% from
approximately 31.8% in 2021.

Almost all UHP graphite electrodes in China and more than 90% UHP graphite electrodes in
Americas and EMEA are used in EAFs.

In China, the main downstream application of UHP graphite electrodes is EAF steel manufacturing.
The PRC government has been vigorously promoting the structural reform on the supply side of the steel
industry by prohibiting the launch of new production capacities which cannot meet the requirements of
environmental protection and resolving the problem of overcapacity. The PRC government encouraged
the replacement of blast furnace steel manufacturing with EAF steel manufacturing. At present, almost
90% of the PRC steel manufacturers use blast furnaces and only 10% of them using EAF. The
proportion of steel manufacturers using EAF in the US and other developed countries has reached 70%.
In addition, the PRC government has planned to strengthen the macro-control in the transformation of
industrial structure and environmental protection to promote the healthy and sustainable development of
the graphite electrode market by eliminating backward production capacities and improving production
efficiency. According to Frost & Sullivan, it is estimated that by 2026, the proportion of PRC’s EAF
steel production to the total crude steel production will exceed 20%. Therefore, the domestic demand for
graphite electrodes is expected to rapidly grow in the foreseeable future.

Market Drivers
° Steady Growth of Global Macro Economy

As an essential material in industrial production, the demand for graphite electrodes is largely
influenced by the development of industrial productivity. Therefore, economic development will promote
the development of the global graphite electrode market. In recent years, with the sustainable growth of
the global macro economy, the global graphite electrode market has also enjoyed a stable development.
In future, the continuous growth of the global macro economy is expected to support the further
development of the global graphite electrode market.

° Development of Steel Industry

The steel industry is one of the pillar industries for social development and progress. Global crude
steel production has maintained steady growth in recent years. With the wider applications of steel in the
automotive, construction, packaging and rail industries, the global consumption of steel also experienced
a stable growth. Meanwhile, with the improvement of the quality of steel products, steel manufacturers
have been focusing on EAF steel manufacturing, raising higher requirements for the quality of graphite
electrodes, which is essential for EAFs.
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Furthermore, carbon neutrality and carbon peak became the main topics over the world. The United
States is formally committed to cutting its carbon pollution approximately 50% from 2005 levels by
2030. The PRC government expects to hit peak carbon emissions before 2030 and aims to achieve
carbon neutrality by 2060. Along with the growing popularity of carbon neutrality, steel manufacturers
are likely to focus on increasing the adoption rate of electronic arc furnace in steel manufacturing.
Among the main downstream applications, approximately 80% of the consumption volume of all
graphite electrodes is applied in the steel industry. Therefore, the development of the steel industry has
promoted the development of the global graphite electrode market.

Production Volume of Steel by Production Methods (Global), 2016-2026E
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Source: World Steel Association and Frost & Sullivan Analysis

We did not observe any cyclical factors of the demand in the global UHP graphite electrode
industry and the global EAF steel industry in the past six years. The EAF steel industry has recovered
since the downturn from 2011 to 2015. Since 2016, the EAF steel industry began to recover. Such
recovery has taken place as China began to restructure its steel industry in 2015 by encouraging
consolidation and shutting down outdated capacity. Most of the small BOFs with volume less than 1,000
cubic meters were eliminated or replaced with EAFs. China has also begun to implement increased
environmental regulations to improve air quality, which has been impacted by CO2 emissions associated
with the burning of coal in BOF steelmaking.

In addition, developed economies, such as North America and Western Europe, have implemented
trade decisions against BOF steel-producing countries to protect their domestic steel industries against
imports. The production volume of EAF steel in those economies has experienced growth since 2016.
The development of the global EAF steel industry has stimulated the demand for UHP graphite
electrodes which began to increase from 2017. In future, in the context of carbon neutrality, the demand
for EAF steel is expected to increase due to the obvious advantages of EAF steelmaking over BOF
steelmaking in terms of carbon emissions, the production volume of EAF steel is expected to increase,
reaching approximately 864.8 million tonnes and account for approximately 38.0% in the total steel
production. In the forthcoming years, we estimate that the global EAF steel industry will maintain
growth in the forthcoming years. The demand for UHP graphite electrodes is expected to increase in our
Company’s major markets.
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Futur rtuniti
° Requirements for Improving Production Efficiency of Steel

The global steel industry has maintained a steady growth, EAF steel manufacturing is one of the
major modes of production in crude steel manufacturing industry. Therefore, there is a continuous
demand for graphite electrodes. Meanwhile, the growing requirements for improving production
efficiency of steel enterprises will further promote the technological innovation and product upgrading in
the global graphite electrode market to provide downstream applications with graphite electrodes of
higher performances.

° Increasing Capacity Utilisation

The global graphite electrode market was facing the problem of overcapacity during the last few
years production resources could not be effectively and reasonably allocated. The graphite electrode
manufacturers have committed to increasing capacity utilisation by phasing out excess capacities and
improving production efficiency. In future, leading enterprises in the global graphite electrode market
will continue to improve capacity utilisation as one of their main objectives, continuously integrate
backward production capacity, optimise production technologies and improve production efficiency,
which will promote the efficient development of global graphite electrode market.

° Potential Demand from Other Countries

The ongoing conflict between Russia and Ukraine has led to the imposition of international
sanctions on Russia by the US and the EU, which is likely to disrupt the import and export of graphite
electrode by Russia. According to Metal Expert, the US and the US EU accounted for more than 50% of
Russia’s graphite electrode export market in 2021. The EU is the second largest graphite electrode
supplying region to Russia and accounted for approximately 30% of Russia’s total import volume of
graphite electrode. Given Russia is one of the world’s major graphite electrode exporters, the
international sanctions on Russia will lead to non-Russian manufacturers having to meet the market
shortfall due to the ongoing Russia-Ukraine conflict.

Challenges

° Long Production Cycle

The production cycle of graphite electrodes is very long and the manufacturing of UHP graphite
electrodes has an even longer production cycle. Therefore, graphite electrode manufacturers cannot
respond quickly to the changes of downstream demands, which will result in a large gap between supply
and demand due to rapid fluctuations in market demand. Understanding how to adjust the inventory
according to the production cycle and market conditions of graphite electrodes is one of the major
challenges in the global graphite electrode market.
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° Expansion of Production Capacity

Expanding production capacity of graphite electrodes requires huge capital and technology. Instead
of establishing new production facilities, graphite electrode manufacturers can expand production
capacity through acquisitions of existing graphite electrode plants which have stable production volume
and good track record. However, as there are only a few graphite electrode plants which can produce
high-grade performance graphite electrodes that meet the international standards, Indeed, finding
appropriate graphite electrode plants for acquisitions is one of the challenges in the global graphite
electrode industry.

° Impact of COVID-19

With the global outbreak of COVID-19, the postponed work resumption of enterprises in the
manufacturing industry in the PRC has resulted in the disruption of supply chain and dramatic decline of
the imports and exports in the PRC, This decreased the downstream demand for graphite electrodes from
the PRC market. Furthermore, the outbreak of COVID-19 in early 2020 has resulted in a decline in the
growth rate of the EAF steel manufacturing industry due to the temporary suspension of operation and
stagnation of logistics. Accordingly, the demand for UHP graphite electrodes in our Group’s major
markets was affected, representing a decreased growth rate for the consumption volume in those
markets. Meanwhile, the spread of COVID-19 in the U.S. and Europe has affected the normal production
of graphite electrodes. The stagnation of logistics and transportation will increase the inventory of
graphite electrode manufacturers. However, when the epidemic is effectively controlled, the supply and
demand of graphite electrodes are expected to recover.

° Major Factors Affecting Business of Graphite Electrode Manufacturers

In the graphite electrodes industry, some factors are likely to affect the business of graphite
electrode manufacturers, which are beyond the manufacturer’s control, such as the general supply and
demand of needle coke and graphite electrodes as well as the resultant market prices, the demand of
downstream commodities such as EAF steel. The profitability of graphite electrode manufacturers
mainly depends on the price difference between graphite electrodes and needle coke.

Recent Development of Global and China Steel and Graphite Electrode Market amid the
COVID-19

Monthly Production and Operating Rate of Crude Steel
Monthly Production Volume of Crude Steel (Global), 2020.1-2022.6

— Global China = Global excluding China

200 — 1744
41679
1513 1444 1476 1369 1480 1409 1556 1584 1579 163 1583 1609 1651 1504 AR 1995 148 1459 145 43 1573 1959 13 1603 1632 107 1581

883 928 96.6 90.7

4 948 9 2 40 979 995 939
100 —l799 745 790 850 923 916 934 926 922 877 913 919 g3 88 82 738 16 g0z 2 80 750

714696 687 o 567 %3 622 636 653 L1706 697 732 674 761 716 749 740 727 716 722 753 T30 TLL 729 g0 722 704 717 74

Production Volume
(Million Tonnes)

01/20 02/20 03/20 04/20 05/20 06/20 07/20 08/20 09/20 10/20 11/20 12/20 01/21 02/21 03/21 04/21 05/21 06/21 07/21 08/21 09/21 10/21 11/21 12/21 01/22 02/22 03/22 04/22 05/22 06/22

- 113 -



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

INDUSTRY OVERVIEW

Operating Rate of Crude Steel (Global), 2020.1-2022.6
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Source: World Steel Association and Frost & Sullivan Analysis

The global steel industry passed the lowest point for the year of 2020 in April 2020 and has been
recovering since mid-May 2020. However, the recovery is uneven across countries depending on their
success in containing the virus, the national industry structure, and economic support measures. China
has shown a surprisingly resilient rebound. The growth rate of the steel industry in China rebounded
from the second quarter in 2020. Disrupted by the outbreak of COVID-19, the global (excluding China)
production volume and operating rate of crude steel bottomed at approximately 51.9 million tonnes and
approximately 58.1% in April 2020. The global (excluding China) steel industry has since picked up
quickly with the returning operating rate and production volume. Both the operating rate and the
production volume in 1H2021 have exceeded the level to those of 1H2020 which indicated that the
global steel industry has recovered.

Crude steel includes BOF steel and EAF steel. With the recovery of both operating rate and the
production volumes of crude steel, the EAF steel industry recovered accordingly. In the first two months
of 2022, with the recurring effects of the pandemic in China and the influence of the Russia-Ukraine
conflict, the China and Global (excl. China)’s operating rate of crude steel has dropped to approximately
67.3% and approximately 76.3%. The operating rate of crude steel has since recovered gradually.

The World Steel Association (World Steel) released the 2020 Annual Report of World Steel
Industry in June 2021. In 2020, the global steel demand contracted by -0.2%, a decrease of
approximately 1,772 million tonnes due to the COVID-19 pandemic. Strong recovery in China mitigated
the decrease in the global steel demand in 2020. In 2021, steel demand was approximately 1,874 million
tonnes, an increase of approximately 5.8 % from 2020.

Downstream Industries of Steel Industry in the U.S.

The demand from the downstream industries that the EAF steel manufacturing industry serves,
such as public infrastructure, construction industry and automobile industry, began to recover in late
2020 and early 2021. This helps the recovery of the global EAF steel market.
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Quarterly Gross Output of Construction, Machinery and Motor Vehicles Industry (U.S.),
2020.Q1-2023.Q4E
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Source: Organisation for Economic Cooperation and Development; Census Bureau of the U.S. and Frost & Sullivan
Analysis

Impacted by the outbreak of COVID-19, the construction, machinery and motor vehicles industries
in the U.S. experienced a drop in the second quarter of 2020. The industries in the U.S. has since began
to recover and their gross output has also accordingly rebounded.

Downstream Industries of Steel Industry in China

Total Investment in Real Estate (China), 2020.2-2022.9
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In 2021, investment in real estate increased by 4.3% compared with 2020. In the first quarter of
2020, investment in real estate industry experienced a sharp decrease due to the outbreak of COVID-19.
Since June 2020, investment in real estate showed a positive year-on-year growth of approximately
1.9%. From February 2021 to December 2021, the accumulated value of the total investment increased
compared with 2020. As a major downstream application of the steel industry, the growth in real estate
stimulated the demand for steel in China. With the recurring effects of the COVID-19 pandemic in
China, the sales volume of the property has contracted greatly. In the first nine months of 2022, the
accumulated value of total investment in real estate in China reached approximately RMB10,355.9
billion, with a year-on-year decrease of approximately 8.0%.

The PRC government plans to issue a series of favourable policies to promote the development of
the real estate market. For example, in November 2022, the notice on the Current Financial Support for
the Steady and Healthy Development of the Real Estate Market (€[B i 5T & A 4 fil 2 £5 55 #h 2= 1 351
TRt e TAEM %)) was issued by the PBOC and the Banking and Insurance Regulatory
Commission, which aims at stabilising lending for real estate development, supporting reasonable
demand for individual housing loans, and other relevant financial supports. These favourable policies
will further promote the development of the PRC real estate market. According to Frost & Sullivan, the
total investment in real estate the PRC is expected to grow with a CAGR of 3.0% from 2022 to 2024.

Total Revenue in Automotive Industry (China), 2020.2-2022.9
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In the first quarter of 2020, the revenue in the automotive industry dropped substantially due to the
temporary suspension of operation and stagnation of logistics caused by COVID-19. Since April 2020,
the data showed an obvious recovery with the increasingly small decrease. In 2021, the accumulated
value of the total revenue in the automotive industry showed a slight increase compared with 2020. In
the first nine months of 2022, with the recovery of the supply chain for automotive manufacturers and
the rising demand for new energy vehicles, the accumulated value of the total revenue in the automotive
industry reached approximately RMB6,608.5 billion, with a year-on-year increase of approximately
7.1%.
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Accumulated Value (Billion RMB)

The development of the automotive industry is driven by the following reasons:
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rising demand for electric vehicles: Countries around the world have set targets to reduce
vehicle emissions by 2030-2050, such as the United States, China, and other countries. This
target pushes the development of electric vehicles and drives the overall development of the
automotive industry. Many countries have started to promote the development and sale of
electric vehicle markets and related charging infrastructure.

For example, according to the U.S. Departments of Transportation and Energy, starting in
2022, the U.S. government will invest nearly $5 billion over five years to help states create a
network of electric vehicle charging stations along designated Alternative Fuel Corridors,
particularly along the Interstate Highway System. Driven by the rising demand of electric
vehicles around the world, the development of the automotive industry will be further
stimulated;

technological innovation: Automobile manufacturers seek to take advantage of sophisticated
technology to meet increased customer expectations. As customers’ expectations for
automotive are changeable and many players try to meet customer expectations through
technological innovations. For example, many consumers are interested in including features
that improve navigation through technology, such as GPS, and features that enhance
entertainment, including satellite radio and in-car access to digital music. Thus, continuous

technological innovation will drive the demand for automotive; and

accelerated urbanisation and continuous growth of per capita disposable income of urban
households: From 2016 to 2021, with the steady development of China’s economy, the
urbanization rate in China increased from approximately 58.8% to approximately 64.7%.
Meanwhile, per capita annual disposable income of urban households observed an increase
from approximately RMB33,616 to approximately RMB47,412 with a CAGR of
approximately 7.1%. The accelerated urbanisation and continuous growth of per capita
disposable income of urban households, especially in the second and third-tier cities,
stimulated the demand for automotive and promoted the development of the automotive
market in China.

Total Revenue in the Mechanical Industry (China), 2020.2-2022.9
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Similar to the trend of the automotive industry, the mechanical industry in China experienced a
substantial drop in the first quarter of 2020 due to the outbreak of COVID-19. Since April 2020, with
operations resumed, the mechanical industry began to recover. In 2021, the accumulated value of the
total revenue in the mechanical industry showed an increase compared with 2020. In the first nine
months of 2022, the accumulated value of the total revenue in the mechanical industry has increased
continuously.

The development of the mechanical industry in China is driven by the following reasons:

° Green Economy: After the United Nations Climate Change Conference held in 2015, carbon
neutrality and low-carbon economy have become the focus of global attention. For green
manufacturing, enterprises plan to use low-carbon and environmentally friendly machinery to
replace obsolete machinery which damages the environment. Thus, the avocation of a green
economy promotes the development of the mechanical industry;

° Favorable Policy Support: The PRC government has enacted related favorable policies to
encourage enterprises to actively innovate and drive the development of the machinery
industry. For instance, the “Made in China 2025 ((H'E|H#2025))” policy supports
manufacturing enterprises to realise automation and mechanisation of the production process,
thus improving labor productivity and mechanisation rate and reducing labor costs.
Accordingly, the promotion and implementation of related favorable policies bring new
opportunities for the development of the mechanical industry; and

° Technological Advancement: In order to achieve higher productivity, lower operating costs
and higher margins, a large number of manufacturers, especially some leading ones, use
advanced technologies extensively in manufacturing processes. The rapid development of
advanced technology is expected to drive innovation in industrial machinery manufacturing,
thus driving the development of the mechanical market.

The development of home appliances industry is driven by the following reasons:

° Development of Online Sales Channel: The development of online sales channels has boosted
the retail sales value of home appliances globally over the past years. Attributable to the
increasing internet penetration and the adoption of mobile device such as smartphones and
tablets, consumers now rely more on digital channels to compare and purchase products. The
development of online sales channel drives the sales volume of home appliances;

° Rise of Smart Technology: Smart technology in cooking and home environment appliances
appeal to consumers. Manufacturers are introducing next-generation appliances that are more
convenient and efficient than ever before. With better broadband and internet penetration, it
is expected smart technology will be an upcoming trend in the home appliance industry and
will stimulate the sales of home appliances; and
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° Trend Towards High-end Products: Consumers are increasingly in pursuit of a healthier
lifestyle and demanding revolutionary product designs for home appliances. Under such
trend, consumer demand for home appliances are no longer restricted to basic functions. To
address consumer preferences, home appliance manufacturers continue to launch new
products with improved functions, which will promote the development of the home
appliances industry.

Price Analysis of Global and China Graphite Electrodes

As a matter of the market practice, the delivery time of orders placed in the global market
(excluding China) is substantially longer than that of the PRC market. The potential fluctuation in price
and their sale forecasts during the intended delivery time will usually be taken into account in the price
determination of orders placed in the global market (excluding China).

For orders placed in the PRC market, given a short delivery time, the focus during the price
determination process is the “spot price” at the time of the order and the impact of potential fluctuation
is usually considered immaterial and has little effect on the price determination process. In view of the
above, the global market (excluding China) is an “order market” and the PRC market is a “spot sales
market”.

Quarterly Average Price of Global and China UHP Graphite Electrodes, 2017-2022
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Notes:

(1) Frost & Sullivan verified the price data from third-party vendors, and such data are obtained and collated the
transaction data directly from market players.
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(2) As a matter of the market practice, the delivery time of orders placed in the global market (excluding China) is
substantially longer than that of the PRC market. The potential fluctuation in price and their sale forecasts during the
intended delivery time will usually be taken into account in the price determination of orders placed in the global

market (excluding China).

For orders placed in the PRC market, given a short delivery time, the focus during the price determination process is
the “spot price” at the time of the order and the impact of potential fluctuation is usually considered immaterial and
has little effect on the price determination process. In view of the above, the global market (excluding China) is an
“order market” and the PRC market is a “spot sales market”.

Average Price of UHP Graphite Electrodes
(USA, Canada, South Africa and Germany), 2017-2021

USD/Tonne USD/Tonne
20,000 20,000
— USA
15,000 120524 15,000 —
9,827.6
10,000 — 10,000 —
4,941.6
5,000 4 6.225.1 407045000
0 0
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021
USD/Tonne USD/Tonne
12,000 — ) 15,000 —
— South Africa — Germany
9,000 12,374.0
10,000 —
6,000 4,408.0
3,284.0 5.000 4,410.4
3,000 3,218.0 3,849.0
0 0
2017 2018 2019 2020 2021 2017 2018 2019 2020 2021

Source: Metal Expert, Frost & Sullivan Analysis and United Nations Comtrade Database

In the global market, the price of UHP graphite electrodes increased continuously from 2017 to
2018 and reached the highest point approximately USD18,370.0 per tonne in Q4 2018. In China, the
price of UHP graphite electrodes experienced a substantial increase from Q1 2017 to Q1 2018 and
peaked at approximately RMB140,640.7 per tonne in Q1 2018. From Q1 2020 to Q3 2020, the price of
UHP graphite electrodes in China and the global market decreased continuously. Since Q4 2020, the
increasing demand for graphite electrodes resulted from the stable development of the steel industry and
its downstream industries, such as real estate industry, the tension supply and the increasing sale price of
raw materials of graphite electrodes boosted the price of graphite electrodes. In addition, the price of
global (excluding China) UHP graphite electrodes increased slightly during Q4 2020.

In 2021, according to the World Steel Association, steel demand is expected to recover to 1,795.1
million tonnes, an increase of approximately 4.1% over 2020. The stable increase of the steel demand is
expected to support the price of graphite electrodes. In 2021, the global economy gradually recovered.
Due to carbon neutrality, the demand for EAF steel is expected to increase due to the obvious
advantages of EAF steelmaking over blast furnace steelmaking in terms of carbon emissions.
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In February 2021, the China Iron and Steel Association issued the “Proposal for Promoting Low-
Carbon Action in the Steel Industry” (¥ #8817 AN 1T BB 5€5), which proposes to orderly guide
the development of short-process EAF steelmaking, and reduce the carbon emissions per ton of steel. As
graphite electrode is the main material in EAF steel, the demand for graphite electrodes is expected to
increase as a result of the demand of EAF steel and accordingly, the price of graphite electrodes will
increase.

In May 2021, the Ministry of Industry and Information Technology issued the “Notice on the
Implementation Measures for Capacity Replacement in the Steel Industry” (B F[1 558 817 3¢ & fig B 4
Bl HEVAL 94 AT), which was formally implemented on June 1 2021. The implementation of the notice
will accelerate the development of the EAF steel industry and the proportion of EAF steel will steadily
increase, which will support the price of graphite electrodes in the second half of 2021.

In Q4 2021, the price of global (excluding China) UHP graphite electrodes and the price of UHP
graphite electrodes in China was approximately USD5,196.4 and RMB37,821.5 per tonne, respectively.
In 1H 2022, with the rising demand from the downstream industries and the rising cost of raw materials,
the global (excluding China) and China’s quarterly UHP graphite electrodes have increased
continuously.

Monthly Average Price of Graphite Electrodes (Global, excluding China), 2020.1-2022.6
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Source: Frost & Sullivan Analysis
Notes:

(1) Frost & Sullivan verified the price data from third-party vendors, and such data are obtained and collated the
transaction data directly from market players.

2) As a matter of the market practice, the delivery time of orders placed in the global market (excluding China) is
substantially longer than that of the PRC market. The potential fluctuation in price and their sale forecasts during the
intended delivery time will usually be taken into account in the price determination of orders placed in the global
market (excluding China).

For orders placed in the PRC market, given a short delivery time, the focus during the price determination process is
the “spot price” at the time of the order and the impact of potential fluctuation is usually considered immaterial and
has little effect on the price determination process. In view of the above, the global market (excluding China) is an
“order market” and the PRC market is a “spot sales market”.
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The monthly average price of graphite electrodes experienced a downward trend since the
beginning of 2020 due to the decreased growth rate of the global steel industry, the global economic
downturn and the transportation stagnation caused by the outbreak of COVID-19. In January 2020, the
global (excluding China) and China’s monthly average price of graphite electrodes reached
approximately USD6,115.0 and approximately RMB28,717.9 per tonne, respectively. The global
(excluding China) and China’s monthly average price had since decreased continuously and reached the
lowest point in August 2020 and September 2020, respectively. In 1H 2022, with the rising demand from
the downstream industries, the rising cost of raw materials and the influence of high inflation, the global
(excluding China) and China’s monthly average price of graphite electrodes increased continuously.

The average price of global (excluding China) UHP graphite electrodes and the price of UHP
graphite electrodes for 2021 in China was approximately USD4,883 and approximately RMB34,037 per
tonne, respectively. Our Group’s average selling price of approximately USD3,928 per tonne was lower
than that of the industry in 2021. The prices of graphite electrode in China has started to recover in 2021
following the low point in 2020. As the global economy began to recover in 2021, the demand of steel
has increased, which provided further support for graphite electrode prices. Notwithstanding the
economic recovery, graphite electrodes prices in China has been supported by policies of carbon
neutrality which encouraged the use and the development of electric arc furnaces in steelmaking. These
have resulted in higher graphite electrode prices in China in 2021.

The global (excluding China) and China’s average selling price of UHP graphite electrodes was
approximately USD4,576.3 per tonne and approximately RMB30,965.1 per tonne, respectively, in 1H
2021, and was approximately USD6,087.6 per tonne and approximately RMB38,789.1 per tonne,
respectively, in 1H 2022.

The graphite electrode is not a common commodity nor consumer product with a readily available
market price. Furthermore, there is no authoritative benchmark price in the graphite electrode market for
the market participants to follow. In addition, any market data on the market price trend of graphite
electrodes was derived from a collection of historic data of concluded sales. The pricing of graphite
electrodes of Graftech is determined through contract negotiations and spot transactions between
producers and consumers. Pricing has historically been reflecting the demand trend of the global EAF
steelmaking industry and the supply of graphite electrodes. The price of graphite electrodes in Graphite
India is mainly determined by market forces.

It is industry norm that major industry players including, but not limited to, Graftech, Graphite
India and Showa Denko, determine the final quotation price (i) with reference to the prevailing market
price on a case-by-case basis, subject to negotiation process and after taking into consideration their own
production cost, the availability, the prevailing market conditions and other various factors; or (ii) based
on a pre-determined mutually agreed price over a certain period of time for customers entering into short
or long term purchase agreements to lock in a fixed price.
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Comparison of Major Participants’ Financial Performance

Revenue (Million USD) Operating Profit Margin (%)
Company Name 2018 2019 2020 2021 1H2021  1H2022 2018 2019 2020 2021 1H2021  1H2022
Showa Denko
(Note 1) 24923 21551 776.4 8804 16632 18948  49.8% 38.8% -39.0 14.10 10.1 58
Tokai Carbon
(Note 2) 956.0 855.3 354.8 353.2 156.9 246.2 54.9% 43.1% -15.2 -0.99 0.7 10.0
Graphite India
(Note 3) 887.3 528.5 239.1 396.3 1327 1910 65.3% 16.8% 4.0 2446 295 15.9
Our Group 168.3 150.8 108.5 108.7 418 59.7 50.6% 5.3% 3.1 9.88 3.5 16.1
Revenue (Million USD) Gross Profit Margin (%)
Company Name 2018 2019 2020 2021 1H2021  1H2022 2018 2019 2020 2021 1H2021  1H2022
Graftech™" ¥ 18959 1,790.8 12244 13458 635.1 729.9 62.8% 58.1% 53.9 479 45 484
Yicheng New
Energy ¥ 9 633.2 380.4 112.9 1253 99.4 844 T73.8% 69.5% 95 19.2 10.1 5.2
Fangda Cartbon
New Material
(Note 6) 1,701.0 856.6 450.3 687.2 N/A NA  757%  40.7% 243 311 N/A N/A
Our Group 168.3 150.8 108.5 108.7 418 59.7 62.5% 2.7% 15.2 210 17.3 26.1
Notes:

Some participants’ financial statements only present the operating income/segment results/segment income. They did not

present the total cost of sales or gross profit separately. Therefore, the operating income/segment results/segment income

are presented in the analysis. Except for Graftech which does not have non-graphite electrodes sector, other companies did

not disclose their net profit by segments. The net profit of Graftech was approximately 45.1%, 41.6%, 35.5%, 35.9% and

20.0%

in 2018, 2019, 2020, 1H2020 and 1H2021, respectively. Graftech can maintain such high profit margin mainly due to

its long-term take-or-pay contracts strategy and the sales from its long-term take-or-pay contracts represented approximately
80%, 87%, 87% and 79% of its sales in 2019, 2020, 1H2020 and 1H2021, respectively.

The translation of Japanese Yen, Indian Rupee, and RMB into USD fluctuated during the Track Record Period.

)]

2
3)

“
(5)
(6)
(N

Inorganics segment mainly contains graphite electrodes sector. Started from 2022, the graphite electrodes were re-
classified into chemical segments, which include graphite electrodes.

This includes only graphite electrodes sector. Operating profit margin is calculated by segment income.

Graphite and carbon segment mainly contains graphite electrodes sector. Operating profit margin is calculated by
segment results. The data is from its quarterly report as its accounting period is different from other companies.

The whole group’s performance was without non-graphite electrodes sector.

This includes only graphite electrodes sector.

Carbon products mainly contains graphite electrodes sector.

Graftech generally entered into relatively long-term (three to five years) take-or-pay contracts (the “LTA
contracts™) with price locked in 2018 when the market price of graphite electrodes was at historical high level.
Furthermore, the cost of Graftech decreased largely as a result of a decrease in the use of third-party needle cokes as
it progressed through 2020. In 2021, the average selling price of LTA contracts was approximately US$9,450/MT
and the LTA contracts accounted for approximately 77.3% of GrafTech’s total revenue. As a result, the average
selling price for GrafTech of US8,059/MT was significantly higher than that our Group’s US$3,928/MT. This, in
turn, led to a higher gross profit margin as compared to that of our Group in FY2021.
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From 2018 to 2020, due to the continuously decreasing graphite electrode price, all major
participants’ sales revenue experienced a decrease. The decrease rate of the sale revenue ranged from
-10.4% to -57.7% in 2019 compared with the year of 2018. In 2020, impacted by the substantial
decrease in the graphite electrode price and the outbreak of COVID-19, the major participants in
graphite electrode market showed serious deterioration in their business sentiment. The sales revenue
and gross margin of these companies were greatly affected by the slowdown in the global economy and
a reduction in export due to the transportation stagnation caused by COVID-19. The decrease rate of
sale revenue of those participants, ranged from -28.0% to —70.3% in 2020 compared with the year of
2019.

From 2018 to 2020, the gross margin of these market participants decreased dramatically, ranging
from -39.0% to 35.5% in 2020. In 2020, with the COVID-19 pandemic affecting the world, facility
upgrades were postponed and production cut measures were taken. This led to a slowdown in the steel
industries and the decrease in the graphite electrodes’ market price negatively impacted the sales
revenue of some participants. In 2021, although demand for the graphite electrodes has began to rise,
there were of a market reversal, the sale price of some participants remained low compared to the same
period of the previous year, such as Tokai Carbon. Some participants took measures to maintain their
profitability. For example, our Group strategically allocated our sales to regions with a higher market
price and profit margin. However, some participants failed to maintain their profitability due to the high
costs. For example, Showa Denko has a high level inventory produced with needle cokes purchased at
high prices in the past years that, to a large extent, squeezed their profit in 2020. Different from other
participants’ performance, the gross margin of Graftech remained stable in 2020 as Graftech has
generally entered into a relatively long-term take-or-pay contracts with price locked at previous high
level. In addition, the cost of Graftech decreased largely as a result of a decrease in the use of third-
party needle cokes they progressed through 2020. Our Group’s financial performance was aligned with
the overall industry and had outperformed some of its industry peers (in terms of operating or gross
profit margin) despite of the market correction and impact of COVID-19 in FY2020.

However, in FY2019, our Group underperformed our industry peers (in terms of operating or gross
profit margin) mainly attributable to (i) the significant decrease of average selling price by 49.9% in
FY2019 from historical high in FY2018; and (ii) the provision for inventory of US$16.2 million in
FY2019.

As shown in the table above, our Group managed to maintain a positive operating profit margin
and gross profit margin in FY2020, while some of the industry players, namely Showa Denko, Tokai
Carbon, Graphite India and Yicheng New Energy recorded a negative operating profit margin or gross
profit margin.

In 2021, sales of graphite electrodes increased due to higher sales volumes caused by increased
global demand for steel and the economy rebounded from last year, thereby increasing the gross profit
margin and operating profit margin of major participants in the market.
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In the first half of 2022, the major participants still remain a stable growth due to an increase in
the market demand and the average selling prices. The gross profit margin and operating margin in our
Group in 1H 2022 was higher than the same period in 2021 while some of the industry participants,
namely Showa Denko, Graphite India, Graftech, and Yicheng New Energy recorded a lower gross profit
margin or operating profit margin in 1H 2022. In 1H 2022, the financial performance of our Group,
along with most of the major participants improved significantly in terms of revenue and operating/gross
profit margin when compared to that of 1H 2021. As shown in the table above, our Group managed to
achieve growth in gross margin and had a gross profit margin higher than that of Yicheng New Energy.

In terms of utilisation rate, which is calculated by the total production volume divided by the total
production capacity in the graphite electrodes markets, the average utilisation rate during 2020 was
approximately 70% in the global market outside the PRC. The overall utilisation rate of the top 15
leading market players in the PRC in 2020 in terms of production volume in 2020 reached
approximately 76%. Furthermore, the proportion of some PRC leading players that are capable of
manufacturing UHP graphite electrodes reaches approximately 80%.

As the industry characteristic, there is no consistent trend of gross profit margin, average selling
price and average costs of sales of different geographical regions, major markets or even individual
customers. The price of graphite electrodes is influenced by supply and demand, global and regional
economic conditions, and the ability to negotiate between the supplier and customer. As a result, the
price trends, the pattern of gross profit, average selling price, and average costs of sales vary by case.
The price trend and the pattern of gross profit margin, the average selling price and the average costs of
our Group’s sales globally are generally in line with the market trend and within the range of its industry
peers.

Comparison of Major Participants’ Sales Volume and Average Selling Prices

Among the above participants, only three companies disclosed their sales volume. Our Group’s
average selling price is higher than Yicheng and Fangda as their product ranges include non-UHP
graphite electrodes which can be attributed to different product images of the companies. For 1H2021
and 1H2022, our Group has outperformed Yicheng New Energy, Showa Denko and GrafTech in terms of
revenue growth substantially, which was mainly attributed to the increase in sales volume by
approximately 9.6% as compared with the same period of in the previous year and there was a
significant improvement in terms of gross profit margin. On the average selling price, GrafTech has long
been an outlier in the industry due to its relatively long-term take-or-pay contracts with prices locked in
at previous high levels. In the case of Fangda, information on the average selling price is not available
for comparison.
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The table below sets out the comparison of their sales volume and average selling prices:

Sales Volume (Thousand Tonnes) Sales Volume Variance (%) Average Selling Price (USD/Tonne)
2008 v 2019 v 2020 v 1H2021 v

Company Name 2018 2019 2020 2021 1H2021  1H2022 2019 2020 2021 1H2022 2018 2019 2020 2021 1H2021  1H2022
Graftech™ 176.0 171.0 135.0 167.0 798 85.6 28 L1 237 63 107712 10472 9,069 8,059 7,939 8,527
Yicheng New

Energy ™ kA 316 312 510 N/A N/A -1.6 177 31 NA 19710 12,021 3,038 2,468 N/A N/A
Fangda Cartbon

New Material ™™ ¥ 178.6 194.1 1844 197.9 N/A N/A 8.7 50 73 N/A 9,54 4414 2440 2,59 NA NA
Our Group 11.0 19.7 25.6 217 114 12.5 789 304 79 9.6 15310 7,674 423 3928 3,605 4793

Notes:

The above average selling price is calculated by their sales revenue and sales volume. The translation of RMB into USD
fluctuated during the Track Record Period.

(hH Graftech generally entered into a relatively long-term (three to five years) take-or-pay contracts with price locked at
the previous high level.

(2) Yicheng’s products included UHP graphite electrodes and non-UHP graphite electrodes as well as a small part of
non-graphite electrodes products.

3) Fangda’s products included UHP graphite electrodes and non-UHP graphite electrodes as well as a small part of non-
graphite electrodes products. Further, information on the average selling price for comparison.

In terms of the growth in sales volume, we outperformed the industry peers in FY2019 mainly
attributable to (i) the commencement of operations of the Italian Factory in June 2018, we became the
qualified supplier to more EAF steel manufacturers and the secured purchase orders from these
manufacturers and existing customers; and (ii) with the Italian Factory, having successfully secured six
and 50 new customers for FY2018 and FY2019, respectively.

We outperformed the industry participants in FY2020 mainly attributable to the increase in the
sales volume to our customers in the PRC and EMEA and the increase in the number of other customers
that are distributors and industry traders.

In FY2021, our sales volume increased by approximately 7.9% while the industry participants
increased by approximately 23.7%. We underperformed the industry participants, particularly, (i)
GrafTech as it experienced stronger demand from its customers since the first quarter of 2021 due to an
increase in the capacity utilisation of the steel producers and sold its carryover graphite electrode
inventories from 2020; and (ii) Yicheng whose sales volume increased due to the second phase of
construction of Kaifeng Carbon and an output increase with the increase in production capacity. For
1H2022, we outperformed the market participant as our sales volume increased by approximately 9.6%
as compared with that of approximately 6.3% of the GrafTech.
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Entry Barriers

° Production Scale:

In the global graphite electrode market, most of the production capacity is concentrated in large-
scale graphite electrode manufacturers. Small-sized manufacturers with insufficient production capacity
and low capacity utilisation face great challenges to maintain competitiveness. Scale of production
improves production technologies and effectively controls costs. Therefore, production scale is one of
the entry barriers for new entrants in global graphite electrode market.

° Capital Investment:

Initial capital and operation investment are significant for new entrants in the global graphite
electrode market. The production of graphite electrodes involves complicated processes and a long
production cycle which requires a large amount of capital investment. It is crucial for new entrants to
have sufficient capital support and commitment to invest in the procurement of production equipment,
environmental protection, staff recruitment, rental or construction of plants, and continuous expenditure
on raw materials.

° Mature Technologies:

Connecting pin is an important joint component of graphite electrodes. Therefore, its quality is
crucial in the steel production. For new entrants, it is a great challenge to acquire the production
technologies of connecting pins to meet the requirements of high quality, low tolerance and good
performance. Without know-how of mature technologies, new entrants are not able to produce high-
quality graphite electrodes, especially UHP graphite electrodes, which make mature technologies one of
the entry barriers in the global graphite electrode market.

° Sales Network and Customer Bases:

Sales network and customer bases are also one of the entry barriers for the new entrants to enter
the global graphite electrode market. Industrial production of graphite electrodes in the world has a long
history and is rather mature. Existing graphite electrode manufacturers have typically established a
reliable and stable supply chain with upstream and downstream enterprises. Therefore, it is rather
difficult for new entrants in the global graphite electrode market to establish their own sales networks
and develop customer bases.

° Qualified Supplier of EAF Steel Manufacturers:

Prompted by increasing demand from the EAF steel manufacturing industry, graphite electrode
manufacturers have committed to improving product quality and performances. To become a qualified
supplier of EAF steel manufacturers, global graphite electrode manufacturers are required to have a
stable supply of raw materials, sufficient production capacity with high efficiency, high-quality graphite
electrode products and technological innovation capability. It may typically take up to two years to
become a qualified supplier of reputable EAF steel manufacturers, being one of the entry barriers for
new entrants in the global graphite electrode market.
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Price Trends of Graphite Electrodes

Average Price of UHP Graphite Electrodes (Global, excluding China), 2016-2026E
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Source: Frost & Sullivan Analysis
Notes:

1. Frost & Sullivan verified the price data from third-party vendors, and such data are obtained and collated the
transaction data directly from market players.

2. As a matter of the market practice, the delivery time of orders placed in the global market (excluding China) is
substantially longer than that of the PRC market. The potential fluctuation in price and their sale forecasts during the
intended delivery time will usually be taken into account in the price determination of orders placed in the global
market (excluding China).

For orders placed in the PRC market, given a short delivery time, the focus during the price determination process is
the “spot price” at the time of the order and the impact of potential fluctuation is usually considered immaterial and
has little effect on the price determination process. In view of the above, the global market (excluding China) is an
“order market” and the PRC market is a “spot sales market”.

During 2015 to 2018, the production capacity outside the PRC was reduced due to the demolition
of low-capacity plants, long-term environmental remediation and re-purposing of lower capacity
facilities. As it takes a long time to upgrade capacity, there is a continuous decrease of production
volume outside the PRC.

During the market depression from 2016 to 2017, market players took the opportunity to further
eliminate backward production facilities and investors and/or existing market players took advantage to
acquire assets in the industry during such market depression, leading to an industry-wide reorganisation.
Graftech was acquired by a hedge fund and SGL Carbon graphite electrode production capacity was
acquired by SDK, Tokai Carbon, and Sangraf. Some leading graphite electrode manufacturers, such as
SGL Carbon, sold their graphite electrode business due to the market depression at the time.
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During the course of the industry reorganisation under the market depression, the production
facilities were further streamlined, which contributed to the lowered production capacity of graphite
electrode. However, with the recovery of global EAF steel market, the demand for graphite electrodes
outside the PRC increased largely in 2017 which could not be fulfilled within a short time, which, in
turn, led to market imbalance.

Although the production and actual consumption have been increasing since 2016, the production
of graphite electrodes cannot fulfil the huge unmet demand in this market. Thus, the price of graphite
electrodes skyrocketed in 2017. In 2018, the price of graphite electrodes reached the highest point.
However, each of 2018 and 2019 was an abnormal year where which there was a sudden surge in
demand for graphite electrodes in the global market starting from second half of 2017, causing the
outrages surge in the price of graphite electrodes and needle coke within few months’ time, followed by
over investment, production and purchase, this led to an over-stocking in the market and resulted in a
market correction with a plunge in the average selling price in 2019.

In 2019, as the growth of global EAF steel market eased, the price of UHP graphite electrodes
moderated to USD8,824.0 per tonne, which remained higher than the historical prices before 2016. In
1H2020, COVID-19 has caused further plunge in the average selling price.

In 2026, the price of UHP graphite electrodes outside the PRC is expected to reach USD6,724.9
per tonne. In 2017, 2018, 2019 and the first half of 2020, the sales price of UHP graphite electrodes of
different manufacturers in the global market ranged from approximately USD4,000 per tonne to
USDS8,500 per tonne, USD12,000 per tonne to USD18,500 per tonne, USD6,500 per tonne to USD10,500
per tonne and USD4,500 per tonne to USD9,000 per tonne, respectively. Notwithstanding the price
fluctuation during 2019 due to market correction, the overall price during 2016 to 2026 is an upward
trend.

The main reasons attributable to the booming graphite electrode market in FY2018 are as follows:

(i) reduced graphite electrodes production capacity from 2015 to 2018 — During 2015 to 2018,
the production capacity outside the PRC was reduced due to the demolition of low-capacity
plants, long-term environmental remediation and repurposing of lower capacity facilities,
which take a long time to upgrade capacity, resulting in the continuous decrease of
production volume outside the PRC.

During the market depression from 2016 to 2017, market players took the opportunity to
further eliminate backward production facilities and investors and/or existing market players
took advantage of the market low and acquired assets in the industry, leading to an industry-
wide reorganisation. Graftech was acquired by a hedge fund and SGL Carbon graphite
electrode production capacity was acquired by SDK, Tokai Carbon, and Sangraf. Some
leading graphite electrode manufacturers, such as SGL Carbon, sold their graphite electrode
business due to the market depression at the time.
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(i1)

(iii)

During the course of industry reorganisation under the market depression, the production
facilities were further streamlined, which contributed to the lowered production capacity of
graphite electrode. Furthermore, the imposition of new environmental restrictions on graphite
electrode manufacturers in the PRC resulted in the shutdown of outdated production capacity
of graphite electrodes in the PRC as the relevant manufacturers were not able to comply with
the new restrictions. As a result, the graphite electrode production capacity was significantly
reduced globally;

Increasing demand of graphite electrodes driven by the increase in EAF steel production
capacity — With the recovery of the global EAF steel market in 2017, the demand for
graphite electrodes outside the PRC increased largely in 2017 and could not be fulfilled
within a short period of time. The PRC authorities have encouraged EAF steel production,
which is more environmentally friendly, driving the EAF steel production penetration rate to
increase from 6.3% in 2016 to 11.6% in 2018. The aforementioned resulted in the market
imbalance in 2018. While both of the production volume and actual consumption volume
have increased since 2016, the increased production volume of graphite electrodes could not
fulfil the huge unmet demand in the graphite electrode market; and

Raw material supply shortage had driven needle coke price — Driven by the substantial
increase in demand for lithium-ion battery graphite anode material for electric vehicles
manufacturing, needle coke, being the most crucial raw materials for graphite electrodes, was
in shortage. This resulted in the price spike of needle coke in 2018. While the cost of
graphite electrode accounts for approximately 2% to 3% of the total costs for EAF steel
production, graphite electrode is an irreplaceable consumable in the production process. Thus,
driven by the continued recovery of demand of global EAF steel and the shortage of supply
of needle coke, the price of graphite electrodes skyrocketed in 2017.

In 2018, the price of graphite electrodes continued to rise and reached its highest point. Due
to its irreplaceable nature, graphite electrode users started to panic buy graphite electrodes in
2018 which resulted in an over-purchase in the supply chain, followed by the market
correction in the second half of 2019.

The reasons for the increase in the market price of graphite electrodes from 2022 to 2026 are as

follows:

(1)

stable growth of the macroeconomy — The global economy has gradually recovered from
2020 since COVID-19. The global nominal GDP is projected to reach approximately
USD129.7 trillion by the end of 2026, growing at a CAGR of 6.1% from 2021 to 2026. In
addition, the nominal GDP in China is forecast to continue growing at a CAGR of
approximately 7.3% from 2021 to 2026 and would increase gently to RMB163.0 trillion in
2026;
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(ii) growing demand for graphite electrodes — Graphite electrode products have been widely
used in machinery, motor vehicles, home appliances, and marine industries.

The growing demand from the downstream industries both in the global and China markets
will increase the price of graphite electrodes. In addition, the PRC government has been
vigorously promoting structural reform on the supply side of the steel industry by prohibiting
the launch of new production capacities which cannot meet the requirements of
environmental protection and resolving the problem of overcapacity. The PRC government
encouraged the replacement of blast furnace steel manufacturing with EAF steel
manufacturing. The growing demand from the steelmaking industry will also lead to a rise in
the price of graphite electrodes; and

(iii) limited number of new entrants entered — Expanding production capacity of graphite
electrodes has high requirements for capital and technology. Furthermore, the production
cycle of graphite electrodes is very long and the manufacturing of UHP graphite electrodes
has a longer production cycle. In the future, with limited number of new entrants entering the
market, the price of graphite electrodes is expected to constantly grow in the following years.

The macro economy has been considered in the projected upward trend of the market price of
graphite electrodes. The market price trend of graphite electrodes is mainly influenced by (i) the macro
economy, and (ii) the supply and demand of its raw materials. In particular, it is subject to the market
conditions of its downstream industries, such as real estate and automobile industries, which are affected
by the macro economy and the characteristics of the industry, such as policies and new market trends.

For example, real estate is a policy-driven industry. In addition to the macroeconomic effects, the
development of real estate is driven by favourable policies. In November 2022, the PBOC and the
Banking and Insurance Regulatory Commission of the PRC issued the notice on the Current Financial
Support for the Steady and Healthy Development of the Real Estate Market (B 5007 & A 4 @l 32 15 5
Mo T 8 PR ES R TA/EHEA1)) which aims at stabilising, lending for real estate development,
supporting reasonable demand for individual housing loans, and providing other relevant financial
supports. It will stimulate the development of the real estate industry. In addition, the automobile
industry is also driven by the rising demand for new energy vehicles, such as electric vehicles and
battery electric vehicles in recent years. It is a market trend to develop new energy vehicles due to
environmental protection and policy subsidies. In future, along with a higher penetration rate the electric
vehicles, the demand for automobiles is expected to rise.
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Competitive Landscape of UHP Graphite Electrode Manufacturers

Top 10 Global UHP Graphite Electrode Manufacturers
by Production Volume, 2021

Proportion of Global UHP and Non-UHP Headquarter Market
Graphite Electrode Manufacturers, 2021 Rank Company Name Location Share
(%)
1 Showa Denko Group Japan 12.4
2 Graftech International Ltd. U.S. 10.2
3 Tokai Carbon Co., Ltd. Japan 4.8
4 Graphite India Limited India 4.0
5 HEG Limited India 3.0
/ 6 Energoprom Group Russia 2.6
7 Our Group Hong Kong 1.4
8 Nippon Carbon Co., Ltd. Japan 1.3
9 SEC Carbon, Ltd. Japan 1.3
UHP graphite 10 JSC Ukrainsky Grafit Ukraine 0.6
51.6% electrode
manufacturers Total production volume of Top 10
Non UHP global UHP graphite electrode
graphite electrode manufacturers 41.6
manufacturers \ -
Other 58.4
Total 100.0

Note: An UHP graphite electrode manufacturer refers to a manufacturer that mainly focuses on the production of UHP
graphite electrodes, accounting for more than 50% of the total production volume of its graphite electrodes. As our
Group focuses on the production of UHP graphite electrodes and sells its products worldwide, manufacturers which
also focus on the production of UHP graphite electrode and have worldwide customer bases are selected for the
above table.

Source: Frost & Sullivan Analysis

In 2021, the top 10 UHP graphite electrode manufacturers accounted for approximately 41.6% of
the global UHP graphite electrode market in terms of production volume, representing a highly
concentrated market.

Our Group ranked seventh, accounting for approximately 1.4% of the global UHP graphite
electrode market in terms of production volume.
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Analysis of Raw Material Price

Average Price of Needle Coke (Global, excluding China), 2016-2026E
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Source: Frost & Sullivan Analysis

Average Price of Needle Coke (China), 2016-2026E
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Source: Frost & Sullivan Analysis

Needle coke is a kind of carbon material with a series of advantages, such as low thermal
expansion coefficient, low void fraction, low sulfur, low ash, low metal content, high electrical
conductivity and easy graphitisation. According to different raw materials of needle coke, needle coke
can be divided into petroleum needle coke and coal needle coke. Petroleum needle coke uses decant oil
as its raw material. Its production is mainly in the United States, the UK and Japan. Coal needle coke
uses coal tar pitch as raw material and the production is mainly in Japan and India. Needle cokes
manufactured in the PRC are mainly coal needle cokes. Due to different raw materials of petroleum
needle coke and coal needle coke, the production processes mainly differ in raw material pretreatments.

The price of needle coke was approximately USD562.2 per tonne in 2016. As the PRC is a net
importer of needle coke, the demand from the PRC has a great impact on the price of needle coke
outside the PRC. The graphite electrode industry in the PRC witnessed a sudden surge in demand in the
second half of 2017 which resulted in the price of needle coke increasing substantially in 2017 and
reached approximately USD3,769.9 per tonne in the global market outside the PRC and approximately
RMB21,375.0 per tonne in the PRC market in 2019. In 2026, the price of needle coke outside and in the
PRC is expected to reach approximately USD1,849.1 per tonne and approximately RMB14,866.9 per
tonne, respectively.
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OVERVIEW OF GRAPHITE ELECTRODE MARKET IN EMEA
Overview

The UHP graphite electrode market in EMEA was the second-largest market in the world, after
Asia in terms of production volume in 2021. The production volume is mainly contributed by European
countries, such as Germany and Spain. The major market players in EMEA include Showa Denko, Tokai
Carbon and Graphite India.

Market Size
Production Volume of UHP Graphite Electrode in EMEA, 2016-2026E
UHP CAGR (2016-2021) CAGR (2021-2026E)
I Production Volume 6.0% 3.6%
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Source: Frost & Sullivan Analysis

In 2020, the production volume of UHP graphite electrodes in EMEA decreased to approximately
222.1 thousand tonnes. In order to face strict environmental protection policies and maintain stable
profit growth, leading graphite electrode manufacturers gradually optimised their production capacity
and eliminated their old production lines. For example, Showa Denko closed one of its production
plants, which had 40 thousand tonnes of production capacity of graphite electrodes, to lower its
production cost in 2020. In 2021, the production volume of UHP graphite electrodes in EMEA reached
approximately 262.1 thousand tonnes.

Along with the completion of the optimisation of the production capacity of graphite electrodes
and the rising demand from downstream industries, the production volume in EMEA is expected to have
an upward trend reaching approximately 312.2 thousand tonnes in 2026, representing a CAGR of
approximately 3.6% from 2021 to 2026.
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Consumption Volume of UHP Graphite Electrode (EMEA), 2016-2026E
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In 2021, the consumption volume of UHP graphite electrodes in EMEA reached approximately
149.2 thousand tonnes, with a CAGR of approximately 0.9% from 2016 to 2021. In future, with the
rising demand for steel from the downstream industries and EAF steel, the consumption volume of UHP
graphite electrodes in EMEA is expected to reach approximately 184.1 thousand tonnes in 2026,
representing a CAGR of approximately 4.3% from 2021 to 2026.

EMEA is a typical graphite electrode export region, especially in Europe. Since Europe contributed
the most of production volume of graphite electrodes in EMEA. The surplus of graphite electrodes
throughout the years in EMEA is mainly absorbed by exporting to other countries. The main regions that
imports graphite electrode from EMEA is Americas and Asia, such as the United States, Canada and
South Korea.

Sales Revenue of UHP Graphite Electrode (EMEA), 2016-2026E
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Source: Frost & Sullivan Analysis

- 135 -



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

INDUSTRY OVERVIEW

From 2016 to 2018, the sale revenue of UHP graphite electrodes in EMEA experienced a
substantial increase mainly due to the large increase in UHP graphite electrodes’ prices in EMEA. In
2019 and 2020, due to the decrease in UHP graphite electrodes’ prices and the outbreak of COVID-19,
the sales revenue of graphite electrodes in the world decreased substantially. Going forward, due to the
global recovery of UHP graphite electrodes’ price and the downstream demand from EAF steel, the sale
revenue of UHP graphite electrodes in EMEA is expected to grow at a CAGR of 11.2% from 2021 to
2026.

Market Drivers
° Rising Demand for Steel from the Downstream Industry

The rising demand for the steel in the construction, automotive, and mechanical industries is the
primary driver of the graphite electrode market in EMEA.

According to the European Steel Association (EUROFER), the construction, automotive and
mechanical industries accounted for approximately 37%, 16%, and 15% of the total consumption of steel
in Europe, respectively. According to the Organisation Internationale des Constructeurs d’Automobiles,
the production volume of automobiles accounted for approximately 20.4% of the global production
volume in 2021.

In addition, in 2020, the European Commission published the strategy “A Renovation Wave for
Europe-Greening our buildings, creating jobs, improving lives” to boost renovation in the EU, which
aims at doubling annual energy renovation rates in the next 10 years and renovating 35 million
inefficient buildings by 2030, which will stimulate the development of the construction industry in the
EU. Furthermore, the partnership for global infrastructure initiative was launched in June 2022, that
aims at raising US$600 billion in the next five years to finance infrastructure projects in developing
countries, especially in Africa. The initiative will promote the development of the infrastructure industry
in Africa. The growing steel demand will further drive the demand for graphite electrodes.

° Sufficient Scrap Steel Resources

Scrap steel is the main raw material of EAF steelmaking. Europe has sufficient scrap steel
resources and is the world’s largest scrap steel export region. In 2021, according to the European Steel
Association (EUROFER), the consumption volume of scrap steel in Europe was approximately 87,852
metric tonnes and the net export volume of scrap steel in Europe was approximately 14,012 metric
tonnes. The sufficient scrap steel resources stimulate the development of the graphite electrode market in
Europe and further drive the EMEA market.
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OVERVIEW OF AMERICA’S GRAPHITE ELECTRODE MARKET
Overview

The consumption volume of graphite electrodes in Americas relies on the import of graphite
electrodes from other countries. In 2021, the production volume of graphite electrodes in Americas was
approximately 51.4 thousand tonnes and the consumption volume of graphite electrodes was
approximately 156.7 thousand tonnes. The consumption volume is mainly contributed by the U.S.. The
major market players in Americas include Graftech, Showa Denko and Tokai Carbon.

Market Size

Production Volume of UHP Graphite Electrode in Americas, 2016-2026E
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Source: Frost & Sullivan Analysis

The production volume of UHP graphite electrodes in Americas reached approximately 51.7
thousand tonnes in 2021, with a CAGR of -0.1% from 2016 to 2021. In future, the production volume of
UHP graphite electrodes in Americas is expected to reach approximately 54.5 thousand tonnes in 2026,
representing a CAGR of approximately 1.2% from 2021 to 2026.
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Consumption Volume of UHP Graphite Electrode in Americas, 2016-2026E
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In 2021, the consumption volume of UHP graphite electrodes in the Americas reached
approximately 156.7 thousand tonnes, representing a CAGR of approximately 5.1% from 2016 to 2021.
In future, with the rise in demand for graphite electrodes in end-use industries and growing demand for
EAF steel, the consumption volume of UHP graphite electrodes in Americas is expected to reach
approximately 195.6 thousand tonnes in 2026, representing a CAGR of approximately 4.5% from 2021
to 2026. The consumption volume of graphite electrode in the Americas is met with the total production
volume of graphite electrodes in the PRC and EMEA.

Sales Revenue of UHP Graphite Electrode in Americas, 2016-2026E
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From 2016 to 2018, the sale revenue of UHP graphite electrodes in Americas experienced a
substantial increase mainly due to a large increase in UHP graphite electrodes’ prices in Americas. In
2019 and 2020, due to the decrease in UHP graphite electrodes’ prices and the outbreak of COVID-19,
the sales revenue of graphite electrodes in the world decreased substantially. In future, due to the global
recovery in the price of UHP graphite electrodes and the downstream demand from EAF steel, the sale
revenue of UHP graphite electrodes in Americas is expected to grow at a CAGR of approximately 11.4%
from 2021 to 2026.

Market Drivers
° Rise in Demand for Graphite Electrode in End-Use Industries

High demand for graphite electrodes in the steel industry is expected to drive the demand for
graphite electrodes in the Americas. The steel industry is driven by an increased demand from its
downstream industries, such as the construction, mechanical and automobile industries.

The U.S. is the largest economy in the world, accounting for approximately 24.2% of the global
nominal GDP in 2021. In the second quarter of 2022, the gross output of the construction, mechanical
and automobile industries in the U.S. has greatly increased due to economic recovery with a year-on-
year basis growth of approximately 6.6%, 15.3%, and 21.0%, respectively. In addition, on 15 November
2021, the President of U.S., Joe Biden, signed the Infrastructure Investment and Jobs Act (IIJA) into
law. The US$1.2 trillion package includes the investment of US$550 billion in the infrastructure sector,
such as roads and bridges, rail, transit, and ports, which directly boosts the demand for steel.

° Growing Demand for EAF Steel

The U.S. is the first tier of developing EAF steel due to its sufficient scrap steel sources and
developed industrial level. The percentage of EAF steel in the total crude steel has reached
approximately 70% in the U.S., which is much higher than the developing countries, such as China.
Furthermore, the U.S. is the largest scrap steel expert country. Sufficient scrap steel sources and
advanced technologies drive the demand for EAF steel and graphite electrodes.

OVERVIEW OF THE GRAPHITE ELECTRODE MARKET IN THE PRC
Definition and Introduction

Compared with UHP graphite electrodes in the global market, PRC standard UHP graphite
electrodes, a term used in the PRC graphite electrode market, can generally withstand current densities
between 20 ampere per square centimeter to 25 ampere per square centimeter with lower grade
performance, which are well accepted as EAF steel manufacturers normally do not have stringent
performance requirements for PRC standard UHP graphite electrodes. However, some EAF steel
manufacturers, such as the steel manufacturers of stainless steel, have high requirements for PRC
standard UHP graphite electrodes, which include physical and chemical indicators such as density,
electrical resistivity and ash content. There are only several manufacturers in the PRC that can produce
UHP graphite electrodes used in the EAFs of those EAF steel manufacturers.
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Production and Consumption Volume of Graphite Electrode by Grades (China), 2016-2026E
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In 2020, the outbreak of COVID-19 adversely affected manufacturers’ operation due to the
government restrictions in, among others, operating hours, workforce disruptions and changes in
operating procedures. As a result, there was a large decrease in the production volume of graphite
electrodes in the PRC. In 2021, the production volume of graphite electrodes has rebounded to the pre-
COVID-19 level with a growth rate of approximately 30.2%. The growth was contributed by an increase
in the production volume of UHP and PRC standard UHP graphite electrodes, a recovery of trade and a
rebound in the steel operating rate of EAF steel. In the future, with the recovery of operating rate and
the government policies supporting the development of EAF steel, the production volume is predicted to
reach to approximately 1,270.6 thousand tonnes in 2026, representing a CAGR of approximately 6.2%
from 2021 to 2026.

From 2016, the consumption volume of graphite electrodes in the PRC had started to rise, reaching
approximately 0.74 million tonnes in 2021 with a CAGR of approximately 15.0% from 2016 to 2021. In
2026, the consumption volume of graphite electrodes is expected to reach approximately 1.04 million
tonnes.
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Demand for UHP Graphite Electrode (China), 2022E-2026E
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Source: World Steel Association; Frost & Sullivan Analysis
Note:

(1) Potential demand refers to the unmeet demand which is estimated by assessing the gap between the optimal
production utilisation rate and the actual production utilisation rate of EAF steels. The above optimal production
utilisation rate is estimated by referring to sources from World Steel Association and Frost & Sullivan Analysis.

2) Estimated export volume and estimated domestic Consumption refer to the actual amount exported and consumed.

In 2021, the global economy has gradually recovered, especially in the context of carbon
neutrality. The demand for EAF steel is expected to increase due to the obvious advantages of EAF
steelmaking over BOF steelmaking in terms of carbon emissions. However, the production capacity of
graphite electrodes outside China is expected to maintain stable and it is expected that the graphite
electrodes produced cannot meet the demand from EAF production. Thus, the shortage of graphite
electrodes outside China is expected to be supplemented by PRC manufacturers. From 2022 to 2026, the
potential demand for UHP from other countries is expected to reach approximately 192.2 thousand
tonnes with a CAGR of approximately 16.4%.

Production and Consumption Volume of UHP Graphite Electrode (China), 2016-2026E
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UHP graphite electrodes are mainly used in the large capacity EAFs and the EAFs used to produce
special steel. Those EAFs have very stringent requirements on the performance of PRC standard UHP
graphite electrodes. In the PRC, only a few manufacturers, such as our Group, can produce the UHP
graphite electrodes. From 2017, the gradual elimination of backward production capacity in the steel
market in the PRC, the increasingly high proportion of EAF steel and increasing amount of high-end
EAFs used by steel manufacturers increased the demand of UHP graphite electrodes.

The production volume and consumption volume of UHP graphite electrodes in the PRC reached
107.0 thousand tonnes and 88.5 thousand tonnes, respectively, in 2021. In future, (i) the production
volume and consumption volume in the PRC is expected to have an upward trend reaching 189.3
thousand tonnes and 159.7 thousand tonnes in 2026, respectively, representing a CAGR of 12.1% and
12.5% from 2021 to 2026, and (ii) with the continuous increase of the graphite electrodes production
capacity of the PRC manufacturers, the production volume of graphite electrodes is expected to grow
rapidly. In order to meet the demand for graphite electrodes outside the PRC, an increasing number of
the PRC manufacturers are expected to actively expand the production capacity and increase the
production volume of UHP graphite electrodes.

Sales Revenue of UHP Graphite Electrode (China), 2016-2026E
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From 2016 to 2018, the sale revenue of UHP graphite electrodes in China experienced a substantial
increase mainly due to the large increase in UHP graphite electrodes’ prices in China. In 2019 and 2020,
due to the decrease in UHP graphite electrodes’ prices and the outbreak of COVID-19, the sales revenue
of graphite electrodes in the world decreased substantially. In the future, due to the global recovery of
UHP graphite electrodes’ price and the downstream demand from EAF steel, the sale revenue of UHP
graphite electrodes in China s expected to grow at a CAGR of 22.5% from 2021 to 2026.
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Market Drivers
° Stable Industrial Development

From 2016 to 2021, the PRC’s industrial added value, which refers to the total market value of
newly added products and services in the production process of industrial enterprises, increased from
approximately RMB24.5 trillion to RMB34.3 trillion, representing a CAGR of 7.0%, indicating the good
momentum of the PRC’s industrial development. The industrial development in the PRC has promoted
the stable development of downstream applications of graphite electrodes, such as the EAF steel market,
industrial silicon market and yellow phosphorus market. Thus, stable industrial development is one of
the major drivers of the graphite electrode market in the PRC.

° Strict Regulations and Policies on Environmental Protection

In recent years, the PRC government has introduced a series of regulations and policies to
accelerate the technological innovation of graphite electrode manufacturers with the aim of promoting
industry integration and eliminating backward production capacity. For example, the ‘“Action Plan for
Comprehensive Control of Air Pollution in Beijing — Tianjin — Hebei Region and Surrounding Areas
in Autumn and Winter from 2019 to 2020 (CaUH 3 J#78 H [%2019-2020 4 Bk & F2 R SRS Y A iR 2L
WELFTE) /7% )), which was issued in October 2019, stipulated that carbon manufacturers that fail to
meet the specific emission limits will have to suspend their production. Affected by this policy, those
graphite electrode manufacturers in the PRC that cannot meet the environmental protection requirements
will have to shut down their production facilities, this is beneficial for leading graphite electrode
manufacturers with environmentally-friendly production process and the capability to manufacture high-
quality graphite electrodes, such as our Group, to further increase their market shares and enhance
market competitiveness.

° Growing Demands from the Steel Industry

Since the main downstream application of graphite electrode is EAF steel manufacturing, the
graphite electrode market is affected by the development of the steel industry. In recent years, the PRC
government has promulgated a series of policies to reduce excessive steel production capacity, such as
the “Opinions on Resolving Overcapacity and Realizing the Development out of Difficulty in Iron and
Steel Industry (B 8854 T S5 AL M 48 700 22 e BT BB IR 95 R 192 1)), The policy issued in 2016 was
aimed to replace backward crude steel capacities such as steel manufacturing by blast furnaces of 400
cubic meters and below by EAF steel manufacturing. Such policies promoted the development of the
EAF steel manufacturing industry in China. As graphite electrodes are the necessary consumables used
in the EAF steel manufacturing, the development of the EAF steel manufacturing industry in China has
stimulated the demands for graphite electrodes.
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Production Volume of EAF Steel (PRC), 2016-2026E
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Source: China Steel Association; Frost & Sullivan analysis
° Advanced and Mature Technologies

Technological innovation has greatly improved the industrial transformation and upgrading of the
graphite electrode industry in the PRC. Most graphite electrode manufacturers, especially some leading
ones, focus on the application of environmental protection technologies in the production of graphite
electrodes. Advanced and mature technologies play an important role in the manufacturing quality
graphite electrodes and reducing energy consumption in the production process of graphite electrodes.
Accordingly, advanced and mature technologies have contributed to the healthy development of the
graphite electrode market in the PRC.

F 0 o
° Green and Low-Carbon Economy

In 2020, the PRC government took pragmatic actions to strive for carbon peaking before 2030 and
achieve carbon neutrality before 2060. Under the background of the green and low-carbon economy in
China, promoting ‘high-quality growth” of the steel industry is one of the core pillars of
decarbonisation. In particular, the Guidelines on Promoting High-quality Development of Steel Industry
« Eﬁﬁ@fﬂ?@ﬁﬂ%ﬁiiggiﬁﬁ%Tﬁﬁﬁﬁ% released on 20 January 2022 set out a series of
quantitative targets to be met “by 2025”. It directs the steel industry to complete ‘““‘super-low-emission”
renovations for more than 80% of its production capacity, reduce its ‘“comprehensive energy
consumption” per tonne of steel by more than 2% and cut water consumption by more than 10%.

According to Energy Transitions Commission, every MT of steel manufactured by (i) blast furnace
led to the release of two metric tons of CO, and (ii) EAF steel manufacturing led to the release of only
0.6 tons CO,. Compared with blast furnace steel manufacturing, EAF steel manufacturing can also
reduce 86% of emissions, 76% wastewater discharge, and 92% solid waste discharged.
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In addition, the PRC is likely to impose a carbon tax on traditional steelmaking enterprises in the
future, such as blast furnace steelmaking enterprises. The carbon tax will reduce the cost difference
between EAF steelmaking and blast furnace steelmaking, and result in more steel enterprises shifting to
use EAF steelmaking in the future. The green and low-carbon economy will further drive the
development of the graphite electrode market in the PRC.

° Development of UHP Graphite Electrodes

With the increasing number of UHP EAF with large capacity, high working efficiency and low
comprehensive costs, higher requirements have been put forward for the maximum allowable current of
graphite electrodes, which has promoted the development of UHP graphite electrodes. In the future,
UHP graphite electrodes with a large diameter will be the leading product and have wide applications in
the graphite electrode market in the PRC.

° Growing Demand of UHP Graphite Electrodes from EAF Steel Manufacturing

The main downstream application of UHP graphite electrodes is EAF steel manufacturing. the PRC
government has been vigorously promoting the structural reform on the supply side of the steel industry
by prohibiting the launch of new production capacities which cannot meet the requirements of
environmental protection thereby resolving the problem of overcapacity. The government encouraged the
replacement of blast furnace steel manufacturing with EAF steel manufacturing given that during the
pre-processing of raw materials, such as iron ore and coking coal, in blast furnace steel manufacturing,
large amounts of pollutant is generated. On the other hand, the production process by using scrap steel
to produce steel in EAF steel manufacturing is simplified. On the other hand, can better meet the
requirements of environmental protection.

In 2020, carbon dioxide emission in the steel industry accounted for approximately 15% of the
total carbon dioxide emission in China. Every MT of steel manufactured by (i) blast furnace led to the
release 2 metric tons of CO2 released, and (ii) EAF steel manufacturing led to the release of only 0.6
tons carbon dioxide.

Compared with blast furnace steel manufacturing, according to ESG report from Ascent Partners,
EAF steel manufacturing can also reduce 99% of sulphur dioxide and 97% of nitrogen oxides emissions.
Also, it is estimated that EAF plant could achieve up to 74% in energy reduction and 72.3% in carbon
reduction in the steel industry. However, approximately 90% of the PRC steel manufacturers use blast
furnaces and only approximately 12% of the PRC steel manufacturers use EAF. In the US and other
developed countries, the portion of steel manufacturers using has reached 70%.

According to China Iron & Steel Association, the total scrap steel resources in the PRC will be
approximately 260 million tonnes in 2020. It is expected that the PRC’s scrap steel resources will reach
338 million tons in 2025. It is estimated that by 2025, the proportion of the PRC’s EAF steel production
to the total crude steel production will increase to approximately 15%-20% and the scrap steel ratio will
reach 30%. The process of structural adjustment in steelmaking and the higher scrap steel ratio will
increase the pace of the proportion of EAF steelmaking by steel enterprises in the future to boost
graphite electrode demand.
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° Vertical Integration

Owing to the high costs of raw materials in the production of graphite electrodes, the PRC’s
graphite electrode manufacturers, especially the leading ones, have committed to maintaining
competitive advantages and improve their profitability through vertical integration including the
construction of production facilities of needle coke or the acquisition of needle coke manufacturers.
Vertical integration is beneficial to offering a secure and high-quality supply of raw materials and
reduce the costs of graphite electrode production.

Challenges

° Shortage of Needle Coke Supply

Needle coke is the main raw material for the production of graphite electrodes, especially UHP
graphite electrodes. However, the supply and the product qualities of needle coke manufactured in the
PRC cannot meet the requirements of the PRC’s graphite electrode market. Therefore, the graphite
electrode manufacturers in the PRC have to import needle coke, which has increased the production
costs of graphite electrodes. In the future, in the face of the surge of demand for graphite electrodes, the
shortage of needle coke supply will be one of the main challenges in the PRC’s graphite electrode
market.

° Impact of COVID-19

As logistics and transportation stagnated due to the outbreak of COVID-19, the inventory of
graphite electrode manufacturers which was reserved before the PRC’s new year stayed at a high level.
Furthermore, the postponed work resumption of enterprises in construction industry, real estate industry,
machinery industry and automobile industry caused a decreased demand for steel products, thereby
affecting the demand for graphite electrodes from steel manufacturers. Therefore, those graphite
electrode manufacturers may face high pressures in reducing their inventory in the short term. However,
as the domestic epidemic is gradually controlled and upstream and downstream enterprises as well as
logistics companies resume work, the demand for graphite electrodes is expected to recover.

Entry barriers

° Environmental Protection

In 2019, the “Emission Standard for Air Pollution of Carbon Industry (<<ﬁ%]:¥ji‘@?@#ﬁﬁﬂ‘%
#E))” was issued by the PRC Carbon Industry Association, which has further strengthened the
requirements of environmental protection in the carbon industry in the PRC. In recent years, the PRC
government has shut down or reduced part of existing production capacities of graphite electrodes which
cannot meet the requirements of environmental protection and raised industry access thresholds by
introducing related policies such as pollutant emission standards.
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° Production Experience

The graphite electrode market in the PRC is undergoing transformation and upgrading of product
structures to UHP graphite electrodes owing to the increasing demands for high power EAF. The
production of UHP graphite electrodes requires sufficient production experience to effectively control all
the production processes. New entrants without sufficient production experience may face the problem
of large fluctuations in batch quality, which cannot be accepted by downstream customers.

° Capital Turnover

The production of graphite electrodes has a long cycle. In particular, due to more complex
production processes and higher requirements for processing accuracy, the production of UHP graphite
electrodes has a higher raw material cost, labour cost and manufacturing cost due to a longer production
cycle compared with regular power graphite electrodes. Therefore, the production of graphite electrodes
requires a large amount of capital investment and strong capability of capital turnover, which is one of
the main entry barriers for new entrants in the PRC’s graphite electrode market.

° Production Technologies

Existing graphite electrode manufacturers, especially leading ones in the PRC, have mature
production technologies throughout the production processes including screening, milling and mixing,
extrusion, baking, pitch impregnation, graphitisation and machining. Meanwhile, leading manufacturers
have been dedicated to overcoming technical problems such as the production of connecting pins for
UHP graphite electrodes. It is rather difficult for new entrants to have mature production technologies of
graphite electrodes or recruit relevant technical talents in a short time.

° Production of UHP Graphite Electrodes

The production of UHP graphite electrodes in the PRC uses 100% needle code imported from the
international market. However, leading global manufacturers of premium-grade needle coke normally
have high requirements of payment terms and requires their customers to have stable and large order
volumes, which is an entry barrier for new entrants to produce UHP graphite electrodes in the PRC.

° Qualified supplier of EAF Steel Manufacturers

In the PRC, EAF steel manufacturing is mainly applied in the production of special steel and high
alloy steel products, which normally have stringent requirements in the quality of steel. Furthermore,
most leading EAF steel manufacturers in the PRC are state-owned enterprises who have strict
requirements in supplier selection and it usually takes more than one year to become a qualified
supplier. Therefore, leading global graphite electrode manufacturers tend to engage distributors which
have already established cooperation with EAF steel manufacturers in the PRC. For new entrants who
cannot provide high-quality graphite electrodes and do not have any customer bases, it is rather difficult
for them to become qualified suppliers of EAF steel manufacturers in the PRC.
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Source: Frost & Sullivan Analysis

Note: The PRC price is the spot sales price. Due mainly to a short time of delivery within China, most of the customers in
the PRC place orders based on the spot market price.

The recovery of the global EAF steel market and the increasing demand for graphite electrodes
outside the PRC since 2017 resulted in a global shortage of graphite electrodes. However, the shutting
down of the PRC’s graphite electrode plants and tighter supply in the PRC due to strict environmental
norms dictated by the PRC’s government from February 2017 caused a more severe shortage for graphite
electrodes both in and outside the PRC in 2017. The price of UHP graphite electrode witnessed a sharp
rise in 2017.

In the foreseeable future, the demand from EAF steels, the supply and the price of raw material are
likely to maintain stable and the supply of graphite electrodes is anticipated to maintain stable.
Furthermore, the concentration rate in the graphite electrode market is relatively high and the main
market players in China will maintain stable operation in the future. Thus, we estimate that there will
not be any material change in the graphite electrode market in the PRC in the foreseeable future and the
price of UHP graphite electrodes is likely to maintain stable growth.
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Competitive L.andscape

There are only a few manufacturers in the PRC that can produce UHP graphite electrodes. The
UHP graphite electrode industry is quite concentrated. The top five UHP graphite electrode
manufacturers in the PRC based on their market share in the PRC in terms of UHP production volume
in 2021 is set out below:

Top 5 PRC’s Graphite Electrode Manufacturers
by UHP Production Volume ™ in 2021

Rank Company Name Market Share
(%)

1 FangDa Carbon New Material Co., Ltd. 26.5
2 Zhongze Group 22.8
3 Showa Denko Sichuan Carbon Inc. 12.4
4 Our Group 7.1
5 Nantong Yangzi Carbon Co., Ltd. 6.9
Total production volume of Top 5 UHP 75.7

graphite electrode manufacturers in the PRC
Other UHP graphite electrode manufacturers in the PRC 24.3

Total 100.0

Source: Annual Report; Frost & Sullivan Analysis

Note: The production volume includes only the factories in the PRC operated by these companies. Manufacturers which have the
capability of producing UHP graphite electrodes in the PRC are selected for the above table.

Our Group ranked fourth, accounting for approximately 7.1% of the UHP graphite electrode market
in the PRC in terms of the UHP production volume.

In recent years, the PRC government has promulgated a series of policies to reduce excessive steel
production capacity, including the “Opinions on Resolving Overcapacity and Realizing the Development
out of Difficulty in Iron and Steel Industry (B 80 8817 3E AL i 6 700 2 B8 B BB IR 38 e A9 252 )) 7 (the
“Policy”) issued in 2016 which aims at replacing backward crude steel capacities such as steel
manufacturing by blast furnaces of 400 cubic meters and below by EAF steel manufacturing. The above
policies promoted the development of the EAF steel manufacturing industry in China.

From the implementation of the Policy in 2016 to 2021, approximately 90 steel manufacturers
replaced their backward crude steel production capacity with that of EAF and/or expanded their EAF
production capacity.
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As at December 2021, the information above is as follows:

The global

market
(excluding the The PRC
PRC market) market
Total number of graphite electrode manufacturers Around 15 Around 35
Total number of steel manufacturers (Note) Around 200 No more than
2,000
Total number of steel manufacturers using the EAF to produce Over 120 Nearly 300

steel

Source: World Steel Association; Metal Expert; China Carbon Industry Association; Frost & Sullivan Analysis
Note: The number of steel manufacturers (Global excl. China) refers to the number of steel groups. In general, large-sized

steel manufacturers have more than 30 plants whereas small-medium-sized steel manufacturers have no more than
five plants.
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This section sets out a summary of the most significant aspects of laws and regulations in Hong
Kong, Italy, the PRC, the U.S., Switzerland, South Africa, Macau and the EU that are material to our
business operations.

HONG KONG LAWS AND REGULATIONS
Taxation

Pursuant to the Inland Revenue Ordinance (Chapter 112 of the Laws of Hong Kong), profits tax
shall be charged for each year of assessment at the standard rate on every person carrying on a trade,
profession or business in Hong Kong in respect of his assessable profits arising in or derived from Hong
Kong for that year from such trade, profession or business. As at the Latest Practicable Date, the
standard rate of profits tax for corporations was 16.5%.

Employment

The main piece of legislation governing conditions of employment in Hong Kong is the
Employment Ordinance (Chapter 57 of the Laws of Hong Kong) (the “Employment Ordinance”). It
provides for various employment-related benefits and entitlements to employees. Pursuant to the
Employment Ordinance, all employees covered, irrespective of their hours of work, are entitled to basic
protection including payment of wages, restrictions on wages deductions and the granting of statutory
holidays. Employees who are employed under a continuous contract are further entitled to benefits such
as rest days, paid annual leave, sickness allowance, severance payment and long service payment.

A no-fault, non-contributory employee compensation system for work injuries is established under
the Employees’ Compensation Ordinance (Chapter 282 of the Laws of Hong Kong) (the “Employees’
Compensation Ordinance”). The Employees’ Compensation Ordinance in general applies to employees
who are employed under a contract of service or apprenticeship. Employees employed in Hong Kong by
local employers are also covered if they are injured while working outside Hong Kong. An employer is
liable to pay compensation in respect of occupational diseases specified in the Employees’
Compensation Ordinance suffered by the employees; or in respect of injuries sustained by his
employees as a result of an accident arising out of and in the course of employment.

Mandatory Provident Fund

The Mandatory Provident Fund Schemes Ordinance (Chapter 485 of the Laws of Hong Kong)
provides an employment-based retirement protection system, the Mandatory Provident Fund scheme
(“MPF”), a defined contribution retirement scheme administered by independent trustees. Except for
exempt persons, both regular or casual employees and self-employed persons who are at least 18 but
under 65 years of age and are normally residing and working in Hong Kong are required to join the MPF
scheme. Mandatory contributions made by both the employer and employee are fully and immediately
vested in the employee once they are paid to the trustee. Under the MPF scheme, the employer and,
where the monthly income is HK$7,100 or more, the employees are both required to contribute 5% of
the employee’s monthly relevant income as mandatory contributions for and in respect of the employee,
subject to a statutory maximum cap of HK$1,500 per month.
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Transfer pricing

The Inland Revenue Ordinance (Chapter 112 of the Laws of Hong Kong) (the “IRO”) sets out
certain provisions in relation to transfer pricing. Section 20A of the IRO provides the Inland Revenue
Department of Hong Kong (the “IRD”) with wide powers to collect taxes from non-residents. Section
20(2) of the IRO provides that where a resident person conducts transactions with a “closely connected”
non-resident person in such a way that if the profits arising in Hong Kong are less than the ordinary
profits that might be expected to arise, the business performed by the non-resident person in pursuance
of his or her connection with the resident person shall be deemed to be carried on in Hong Kong, and
the non-resident person shall be assessable and chargeable with tax in respect of his or her profits from
such business in the name of the resident person. The IRD may also make transfer pricing adjustments
by disallowing expenses incurred by the Hong Kong resident under sections 16(1), 17(1)(b) and 17(1)(c)
of the IRO and challenging the entire arrangement under general anti-avoidance provisions, such as
sections 61 and 61A of the IRO.

On 13 July 2018, the Inland Revenue (Amendment) (No. 6) Ordinance 2018 (the ‘“Amendment
Ordinance”) was gazetted and became effective. Section 20 of the IRO was repealed as a result of the
Amendment Ordinance becoming effective. The Amendment Ordinance includes major changes to codify
transfer pricing regulations in Hong Kong. It implements various minimum standards arising from The
Organisation for Economic Co-operation and Development’s latest requirements on base erosion and
profit shifting and introduces mandatory transfer pricing documentation requirements. According to the
Amendment Ordinance, the arm’s length principle is the fundamental transfer pricing rule in Hong Kong.
Where a transaction between two related persons does not comply with the arm’s length principle and
creates a tax advantage, the IRD is empowered to adjust the profits or losses of that person. The
fundamental transfer pricing rule and major provisions under the Amendment Ordinance apply
retrospectively to the years of assessment on or after 1 April 2018.

ITALIAN LAWS AND REGULATIONS
Environmental

The main regulation concerning the environment and emission into air, land and water is provided
by Legislative Decree no. 152/2006 (the “Environmental Code”).

Pursuant to such regulation, an Environmental Integrated Authorization (the “AIA’) has to be
obtained before the commencement of productive activities. The AIA has the purpose of preventing and
reducing the integrated pollution arising from the activities listed in Annex VIII of the Environmental
Code and provides measures to avoid, where possible, or to reduce emissions into air, water and land,
including measures concerning waste, in order to achieve a high level of environmental protection.

The AIA is the main authorisation required to operate a plant that exercise one of the activities
listed in Annex VIII (among which it is mentioned “Installations for the production of carbon (hard-
burnt coal) or electrographite by means of incineration or graphitisation’).
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Violations of the prescription provided by the AIA are potentially subject to administrative and
criminal penalties and fines and, in case of reiterated violations, the AIA might be suspended or
revoked.

Labour law

Employment relationships are subject to mandatory rules that cover some aspects related to (among
other) the working time, holidays and the conditions of health and safety to be granted in the workplace.
Generally, an employment relationship is governed by laws, employment contracts and the national
collective bargaining agreement (“NCBA”) if it applies to a company.

A summary of the relevant labour laws and regulations is set out below:

° working hours and holidays — pursuant to the Legislative Decree no. 66 of April 8th, 2003,
the normal duration of daily working hours is fixed at 40 hours and the maximum duration of
the weekly working hours, including overtime working hours, is fixed at 48 hours. In any
case, the total number of overtime working hours performed by each employee cannot
exceed, during a year, 250 hours. Limitations that are not applicable to those employees
whose working time duration is not predetermined or is determined by themselves (such as
executives and other employees who are allowed to autonomously decide their business and
their working time). Furthermore, each employee has at least four weeks of holiday per year
(or more, if NCBA applied by the company provides for additional days of holidays), of
which two weeks are mandatory to be enjoyed by the employee during the year of accrual
(also consecutively if requested by the employee). The other two weeks of holidays instead
(or the additional days, according to NCBA applied) have to be enjoyed in the next 18
months from the year of accrual;

° minimum wage — in Italy, there is no a general minimum wage set by law but wages are set
in NCBAs. According to Article 36 of the Italian Constitution, such wages must be
proportionate to the quality and quantity of work done and also high enough to provide a
minimum subsistence for the worker and his family;

° health and safety — an employer is required to adopt a system of precautionary measures.
Pursuant to the Legislative Decree no. 81 of 2008 of April 4th, 2008, which regulates the
health and safety in the workplace in Italy, an employer is required to identify within the
company the risk factors and to eliminate or reduce them. Furthermore, an employer has to
pay an insurance premium against injury and death occurred to its employees plus, among
others, retirement, unemployment, illness and maternity. In this respect, each employee has to
be registered in the National Social Security Body and in the National Insurance Body.
Furthermore, the employer works as withholding agent in respect of the taxes that the
employee has to pay on his/her income; and
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° termination of the employment relationship — generally speaking, a dismissal must be
communicated in writing and must be justified with a proper reason. The consequences of an
unfair dismissal may change based on the employee’s seniority, such as being executive or
non-executive employee, and length of service as well as in relation to the employer’s size,
(such as number of employees it employs at the time the dismissal took place) although
except for some exceptions, it typically results in the payment of a compensation indemnity.
Due to COVID-19 and pursuant to the emergency laws, under the Law no. 178 dated 30
December 2020, an employer cannot dismiss its employees because of an organisational
reason up to 31 March 2021.

Tax

Taxes in Italy is collected by the Italian Revenue Agency (Agenzia delle Entrate). The most
important taxes are (i) corporate income tax (the “IRES”); (ii) regional production tax (the “IRAP”);
(iii) VAT; (iv) personal income tax — IRPEF; (v) stamp duty tax — Imposta di registro; (vi)
withholding tax; and (vii) social security tax (regulated by the INPS). All of these are collected at
national level with some of those differ across regions, such as IRAP. Personal income taxation in Italy
is progressive.

Other taxes are municipal taxes on real estate owned in Italy, namely (i) IMU, a wealth tax on real
estate properties owned outside of Italy; (ii) IVIE, a wealth tax on financial investments owned outside
of Italy; (iii) IVAFE, inheritance, estate and gift taxes.

Italian taxation is regulated by the following laws: decree of the president 22.12.1986 n. 917 —
income and corporate income tax; DLgs. 15.12.1997 n. 446 — IRAP; decree of the president 26.10.1972
n. 633 — VAT; D.P.R. 26 aprile 1986, n. 131 — stamp duty tax (imposta di registro).

° Transfer Pricing Rules

Italian taxation requires related parties to transact with each other using arm’s length pricing.
In effect, this prohibits multinationals from avoiding corporate income tax on Italy-generated
profits by overcharging their Italian subsidiaries for foreign-made products. In the event that
this occurs, Italian tax authorities will “readjust” the prices charged by the non-Italian entity
to its wholly owned Italian subsidiary. Italian transfer pricing is regulated by the Italian law
decree of the president 22.12.1986 n. 917 art.110, sub-section 7.

° VAT

VAT (or Imposta sul Valore Aggiunto in the Italian language) is a consumption tax that
applies to the supply of goods and services carried out in Italy by entrepreneurs,
professionals, or artists and on importations carried out by anyone. In some cases, Intra-
Community acquisitions are subject to VAT.
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In Italy, the standard VAT rate is 22% and reduced rates are provided for several supplies of
goods and services, such as 4% for listed food, drinks and agricultural products or 10% for
electric power supplies for listed uses and listed drugs. Specific supplies of goods and
services expressly listed in Presidential Decree n. 633/72 are exempt from VAT such as
education, insurance services, specific financial services, supply, leasing of particular
immovable property. Once registered in Italy for VAT purposes, non-residents must declare
the transactions (annual VAT return) and pay over any tax due.

° IRES
The tax rate of the IRES is 24%. In Italy, the following are liable to the IRES:

(i) joint-stock companies and partnerships limited by shares, limited liability companies,
cooperative companies and mutual insurance companies, European companies (EC
regulation No. 2157/2001) and European cooperatives (EC regulation No. 1435/2003)
which qualify as tax residents in Italy;

(i) public and private entities resident in Italy, including consortia, trusts and undertakings
for collective investment and non-profit organisations; and

(iii) all types of companies and other legal entities, including trusts, which are not tax
resident in Italy, only with respect to the Italian sourced items’ income.

The entities that are considered tax resident in Italy are:

(i) companies or entities that, for the majority of a relevant tax period, have (i) their legal
seat registered in Italy, (ii) their place of effective management located in Italy, or (iii)
the main object of their business located in Italy;

(i1) undertakings for collective investment set-up in Italy;

(iii) trusts (and similar institutions) established or organised in a country with which Italy
does not exchange information on tax matters, if at least one of the settlors and one of
the beneficiaries are tax resident in Italy; and

(iv) trusts established or organised in a country with which Italy does not exchange
information on tax matters, if subsequent to their establishment, a resident taxpayer of
Italy transfers to the trust (all or part of) real estate properties located in Italy or (all or
part of) real estate property rights with respect to real estate properties located in Italy.

Under Italian tax law, all income derived by companies and other business entities always
qualify as business income. To determine the tax base for the IRES purposes, the starting
point is the profit or loss calculated for accounting purposes, as shown in the entity’s
financial statements. Such an amount must be increased or decreased in accordance with the
tax provisions governing the determination of the tax base for the IRES purposes. IRES
taxpayers must e-file their tax return (Redditi SC form) prior to or on the last day of the
eleventh month following that of the closing date of the previous accounting period.
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° IRAP

The IRAP is a local tax on productive activities realised within a regional territory. The
standard rate is 3.9% but higher IRAP rates are, for example, applicable to banks and
financial institutions (4.65%) and insurance companies (5.90%). Regional authorities have the
right to increase or decrease the IRAP rates within the limit of 0.92%. The IRAP taxpayers
must e-file their tax return (IRAP form) prior to or on the last day of the eleventh month
following that of the closing date of the previous accounting period.

PRC LAWS AND REGULATIONS
Laws and regulations relating to foreign investment
° Law of the PRC on Wholly Foreign-owned Enterprises

The establishment, operation and management of corporate entities in the PRC are governed by the
Company Law of the PRC ({H#EANRILFIE /A FE)) (the “PRC Company Law”), which was
promulgated on 29 December 1993, last revised and became effective on 26 October 2018. A foreign-
invested company is also subject to the PRC Company Law, unless otherwise provided by the foreign
investment laws.

Before 1 January 2020, the establishment and operation of wholly foreign-owned enterprises are
mainly governed by the Law on Wholly Foreign-Owned Enterprises of the PRC ({13 A\ &3 F1 B S &
1>27%)), which was promulgated on 12 April 1986, last revised on 3 September 2016 and became
effective on 1 October 2016, and governed by the Detailed Rules for the Implementation of the Law of
the PRC on Wholly Foreign-Owned Enterprises (€% A R0 E0 A& A LB AN A D) issued by the
Ministry of Foreign Economy and Trade (Hf#MEPHE 5 ) (now integrated into MOFCOM on 12
December 1990 and last revised by the State Council on 19 February 2014 and became effective on 1
March 2014.

Since the Foreign Investment Law of the PRC ({13 A R LA B S & %)) was promulgated
and came into force on 1 January 2020, the PRC Equity Joint Venture Law ({* % A\ RILFIE 1 4h 5 &
KA 2EIL) ), the PRC Cooperative Joint Venture Law (% A R ILFNE] AN EAELSE 1 2E1L) ) and
the PRC Wholly Foreign-owned Enterprise Law ({3 A\ R ILFIE S &A1) ) were repealed by the
Foreign Investment Law simultaneously. The Foreign Investment Law sets out the definition of foreign
investments and the framework for promotion, protection and administration of foreign investment
activities.

According to the Measures for the Security Review of Foreign Investment ({4} & & 2 8 &
%)) promulgated by the NDRC and MOFCOM on 19 December 2020 and became effective on 18
January 2021, any foreign investment that has or possibly has an impact on state security shall be
subject to security review in accordance with the provisions hereof. A foreign investor or a party
concerned in China shall take initiatives to make a declaration to the working mechanism office prior to
making the investment in any important infrastructure, important transportation services and other
important fields that concern state security while obtaining the actual control over the enterprises
invested in.
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° Catalogue of Industries for Guiding Foreign Investment

On 27 December 2021, the NDRC and MOFCOM promulgated the Special Entry Management
Measures (Negative List) for the Access of Foreign Investment (2021 version) (7 & HE A $5 7l & 21
T i (2 TS ) (20214FhR)) ), or the Negative List, which took into effect on 1 January 2022. In
addition, the NDRC and MOFCOM promulgated the Catalogue of Industries for Encouraging Foreign
Investment (2020 Version) G¢E)/Mr#E & % H $£(2020%F- 1)) (the “Encouraging Catalogue”)
which were promulgated on 27 December 2020 and became effective on 27 January 2021. Pursuant to
the Encouraging Catalogue and the Negative List, foreign-invested projects are categorised as
encouraged, restricted and prohibited. Foreign-invested projects that are not listed in the Encouraging
Catalogue and the Negative List are permitted foreign-invested projects. As the UHP graphite electrodes
industry is listed in the Encouraging Catalogue and related enterprises may enjoy preferential treatment
in, among others, taxation, finance and land use in accordance with laws, administrative regulations or
provisions, it shall be considered as a permitted industry.

° Records of Foreign-Owned Enterprises

On 3 September 2016, the PRC Equity Joint Venture Law, the PRC Cooperative Joint Venture Law
and the PRC Wholly Foreign-owned Enterprise Law were revised, such that foreign-invested enterprises
which are not subject to the special administrative measures for admission need only file a record of its
establishment, operation period, extension, separation, merger or other major changes to the delegated
commercial authorities.

The special administrative measures for admission shall be issued or approved to be issued by the
State Council. Pursuant to Announcement No. 22 issued by the NDRC and MOFCOM on 8 October
2016, which became effective on the same day, the special administrative measures for admission shall
be implemented with reference to the relevant regulations as stipulated in the Catalogue in relation to
the restricted foreign-invested industries, prohibited foreign-invested industries and encouraged foreign-
invested industries which have requirements as to shareholding and the qualifications of senior
management.

Pursuant to the Interim Measures for the Recordation Administration of the Formation and
Modification of Foreign-Funded Enterprises (HPi#% & AR 3wk S 58 A 2 T AT HHE)  (the
“Interim Measures”), which was issued by MOFCOM on 8 October 2016, last revised on 29 June
2018 and became effective on 30 June 2018, foreign-invested enterprises not subject to approval under
the special administrative measures for admission shall file their establishment and modification with the
delegated commercial authorities. Since 8 October 2016, foreign-invested enterprises that fall within the
record-filing scope as stipulated in the Interim Measures shall submit an application and the relevant
documents for record-filing of the establishment and changes and undergo the required record-filing
procedures.
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The Interim Measures were repealed by the Measures for the Reporting of Foreign Investment
Information (AN E S B HEL)  issued jointly by MOFCOM and the State Administration for
Market Regulation ([ %1145 & & #485) on 30 December 2019 and became effective on 1 January
2020. According to the Measures for the Reporting of Foreign Investment Information <(#Mii#% & (5 58
et #EL) |, where foreign investors that carry out investment activities, directly or indirectly, within
China, such foreign investors or foreign funded enterprises shall report investment information to
commerce departments in accordance with these Measures. A foreign investor who forms a foreign-
funded enterprise within China shall submit an initial report through the enterprise registration system
when undergoing formation registration of the foreign-funded enterprise. In the case of any modification
of the information in the initial report, which involves the enterprise’s modification registration
(recordation), the foreign-funded enterprise shall submit the modification report through the enterprise
registration system when undergoing the enterprise’s modification registration (recordation).

Laws and regulations relating to intellectual property
° Patent

Pursuant to the currently effective Patent Law of the PRC (' #E N RILFIE HF]7L) promulgated
on 12 March 1984, last revised on 17 October 2020 and became effective on 1 June 2021, and the
Detailed Rules for the Implementation of the Patent Law of the PRC "3 A [ I A1 [ 2 1) 1k B it 40 HI) )
promulgated on 19 January 1985, last revised on 9 January 2010 and became effective on 1 February
2010, there are three types of patents in the PRC, namely invention patents, utility model patents and
design patents. Invention patents are valid for 20 years from the date of application, and utility model
patents and design patents are each valid for 10 years from the date of application. Patent owners pay
annual fees from the year they are granted the patent. Persons or entities who use patents without the
consent of patent owners, counterfeit patented products or engage in activities that infringe upon patent
rights will be held liable to the patent owner for compensation and may be subjected to fines and even
criminal punishment.

° Trademark

According to the Trademark Law of the PRC (¥ A RALFEI B HE1%) , which was promulgated
on 23 August 1982 and amended on 22 February 1993, 27 October 2001, 30 August 2013 and 23 April
2019, trademarks approved and registered by the trademark bureau are registered trademarks, including
commodity trademarks, service marks and collective trademarks, certification marks and trademark
registrants enjoy exclusive rights to use trademark and are protected by the law. A trademark registration
applicant shall, according to the prescribed classification of goods, enter the class and designation of
goods on which the trademark is to be used, and file an application for registration. Matters declared and
materials provided for an application for trademark registration shall be true, accurate, and complete.
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Laws and regulations relating to foreign exchange

According to the Regulation on Foreign Exchange Administration of the PRC ({3 A R 3L A1 B 4
[ifE 5 FL5: 451 )) promulgated on 29 January 1996, last revised on 5 August 2008 and became effective on
the same day, foreign exchange income and expenditure and foreign exchange business operations of
Chinese institutions and individuals, as well as the foreign exchange income and expenditure and foreign
exchange business operations conducted within the territory of the PRC by overseas institutions and
individuals, shall be subject to foreign exchange administration. The Renminbi is freely convertible for
payments of current account items, such as trade and service-related foreign exchange transactions and
dividend payments. However, it is not freely convertible for capital expenditure items, such as direct
investment, loans or investments in securities outside of the PRC, unless approval from SAFE or its
local counterpart is obtained in advance.

According to the Circular of SAFE Concerning Reform of the Administrative Approaches to
Settlement of Foreign Exchange Capital of Foreign-invested Enterprises (€[E %<7 HJR) B A ol 5 40
B E 2 MNE S AR 4 45 TE A 1 5 =AY 1)), which was issued on 30 March 2015, became effective
on 1 June 2015 and last revised on 30 December 2019, a voluntary settlement mechanism for foreign
exchange capital funds to foreign-invested enterprises shall be implemented, and RMB funds from
voluntary settlement of capital funds shall be deposited into and managed under an “account for foreign
exchange fund settled and to be paid”.

Pursuant to The Notice of State Administration of Foreign Exchange on Relevant Issues of
Management of Overseas Investment, Financing, Return Investment in Foreign Exchange of Domestic
Resident via the Company Having Special Purpose (€A% A& R FRIK H 1A 7 5 AME ME SR
TP & PR AT BE B LAY 48 80 )), which was issued on 4 July 2014, a domestic corporate entity and
individual domestic resident, which/who, for the purposes of investment and financing, directly
establishes or indirectly controls a special purpose vehicle, and directly or indirectly undertakes
domestic direct investment activities through such special-purpose vehicle using legitimately held
domestic company assets or equities or using legitimately held overseas company assets or equities,
namely the activity of establishing a domestic foreign investment enterprise or project by merger and
acquisition or incorporating a new entity while acquiring ownership title, rights of control, rights of
business operation and management and other similar activities must apply to SAFE for registration of
foreign exchange for overseas investment.

According to The Notice about Further Simplification and Improvement of Management Policy of
Direct Investment in Foreign Exchange (B #E— 5 b Rl o B 4804 A EAS BB SR (1 48 1)),
which was issued by SAFE on 13 February 2015 and came into effect on 1 June 2015, the foreign
exchange administration policies for direct investment are further simplified. This includes (i) the
cancellation of two administrative approvals, namely the foreign exchange registration approvals under
domestic and overseas direct investments, which shall be verified directly by banks instead; (ii) the
simplification of confirmation registration and administration over a foreign investor’s capital
contribution under domestic direct investment; and (iii) the cancellation of annual foreign exchange
inspection of direct investment.
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Laws and regulations relating to property

According to the Land Administration Law of the PRC ("% A\ RILANE - HFE%L) | which
was issued on 25 June 1986 and recently amended on 26 August 2019, the PRC government
implemented the system of compensated use of state-owned land and the system of control over the
usages of land. The ownership and use right of land registered according to law shall be protected by
law. Any units and individuals, who need to use the state-owned land for construction purpose, shall
apply for the use of state-owned land in accordance with the law, and obtain the state-owned land use
right by way of paying land use right assignment fees and other fees and expenses according to the
standards and ways prescribed by the State Council.

On the basis of the Urban and Rural Planning Law of the PRC " #E A [ 3 1 5] 3k A0 K5 &1 7% )
issued on 28 October 2007 and recently amended on 23 April 2019, the construction unit shall submit
the approval, ratification, archival filing and the contract for assignment of the right to use state-owned
land relating to the construction project to apply for the Permit for Construction Land Planning from the
urban and rural planning authority at municipal planning authority after signing the land use right
assignment contract. After obtaining such permit, the construction unit shall organise the necessary
planning and design work in accordance with planning and design requirements and a planning and
design proposal in respect of the building project shall be submitted to the municipal planning authority.

In addition, a construction unit shall apply for a Construction Commencement Permit from the
construction administrative authority under the local people’s government above the county level
pursuant to the Measures for the Administration of Construction Work Permit of Construction Projects
(CRESE TREHE L FF & B8 )) issued by the Ministry of Construction of the PRC, being the
predecessor of the Ministry of Housing and Urban-Rural Development of the PRC, on 15 October 1999,
which was recently amended on 30 March 2021.

Laws and regulations relating to taxation
e EIT

Pursuant to (i) the EIT Law, promulgated on 16 March 2007, effective on 1 January 2008 and
amended on 24 February 2017 and 29 December 2018, and (ii) the Regulation on the Implementation of
the Enterprise Income Tax Law of the PRC {1 3#E AR AN B 4 3 A {5 BLIL E MR (the “EIT
Regulations™), promulgated on 6 December 2007 and effective on 1 January 2008 and amended on 23
April 2019, enterprises shall be divided into resident enterprises and non-resident enterprises.

A resident enterprise means an enterprise lawfully incorporated in China or an enterprise that is
lawfully incorporated pursuant to the laws of a foreign country (region) but where actual management
functions are conducted in China. A non-resident enterprise means an enterprise that is lawfully
incorporated pursuant to the law of a foreign country (region) with an office of premises established in
China with no actual management functions performed in China, or an enterprise that has income
derived from or accruing in China although it does not have an office or premises in China.
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A non-resident enterprise shall pay corporate income tax at the rate of 25% by for (i) income
derived from or accruing in China by its office or premises established in China and (ii) income derived
from or accruing outside China but having real connection with such office or premises established in
China.

° VAT

According to the Interim Regulation on VAT of the PRC < A R AN B0 34 (AL 17 W)
promulgated on 13 December 1993, last revised on 19 November 2017 and became effective on the
same day, and the Detailed Rules for the Implementation of the Interim Regulation on VAT of the PRC
(R N R ICAN B B (BB AT B B MEAN HI) promulgated on 25 December 1993, last revised on 28
October 2011 and became effective on 1 November 2011, entities and individuals that sell goods in the
PRC or provide processing services, repair services and importation services should be subject to VAT,
and the payable tax amount shall be calculated by deducting input tax for the current period from output
tax for the current period.

According to the Notice of Taxation on Implementing the Pilot Programme of Replacing Business
Tax with VAT in an All-round Manner Bl 77 21 #E B 2 SE B0 SO0 (BL B 198 K1) issued on 23
March 2016, last revised on 20 March 2019 and became effective on 1 April 2019, the countrywide pilot
practice of levying VAT in lieu of business tax (the “Pilot Practice”) has been carried out since 1 May
2016. According to the specific regulatory documents for the Pilot Practice, including the
Implementation Measures for the Pilot Practice of Levying VAT in lieu of Business Tax /& SR
HEPLGENE M HEL) |, the VAT rates vary from 17%, 11%, 6% to 0% for taxpayers incurring taxable
activities.

According to the Notice of Taxation on Adjusting Value-added Tax Rates (P i%& B (HBIB %
M4 1) issued on 4 April 2018 and became effective on 1 May 2018, the tax rates of 17% and 11%
applicable to any taxpayer’s VAT taxable sale or import of goods shall be adjusted to 16% and 10%,
respectively. As for exported goods to which the tax rate of 17% applies and whose export tax refund
rate is 17%, the export tax refund rate shall be adjusted to 16%. As for exported goods and cross-border
taxable sales to which the tax rate of 11% applies and whose export tax refund rate is 11%, the export
tax refund rate shall be adjusted to 10%. The above exported goods sold by and the cross-border taxable
sales conducted by a producer before 31 July 2018 shall be subject to the export tax refund rate before
adjustment.

According to the Announcement on Relevant Policies for Deepening the Value-Added Tax Reform
CEN AL SR B O A BIBUR A5 ) issued on 20 March 2019 and became effective on 1 April
2019, VAT tax rates on sales and imported goods that were previously subject to 16% and 10% have
been adjusted to 13% and 9%, respectively. As for exported goods to which the tax rate of 16% applies
and whose export tax refund rate is 16%, the export tax refund rate shall be adjusted to 13%. As for
exported goods and cross-border taxable sales to which the tax rate of 10% applies and whose export tax
refund rate is 10%, the export tax refund rate shall be adjusted to 9%. The above exported goods sold by
and the cross-border taxable sales conducted by a producer before 30 June 2019 shall be subject to the
export tax refund rate before adjustment, if VAT thereon has been collected at the tax rate before
adjustment at the time of purchase. Where the VAT thereon has been collected at the adjusted tax rate at
the time of purchase, the adjusted export tax refund rate shall apply.
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° Environmental Protection Tax

According to the Environmental Protection Tax Law of the PRC {3 A &I B B3 15 AR Bl
%) (the “EPT Law”) promulgated on 25 December 2016, last revised on 26 October 2018 and became
effective on the same day, enterprises that discharge taxable pollutants, such as air pollutants, water
pollutants, solid waste and noise, shall file and pay environmental protection tax to the authorities on a
quarterly basis from 1 January 2018 based on the List of Items and Amounts of Environmental
Protection Tax (IRIEE{REBIFLHBL#K) and the List of Taxable Pollutant and Relevant Equivalent
under the Environmental Protection Law (HEBLI5JL ¥ FI# = (HK) . The environmental protection tax
will be collected and managed by tax authorities in accordance with the Law of the PRC on the
Administration of Tax Collection {F#HE A\ RILABBIUEUE ML) and the EPT Law, and the
environmental protection tax shall be collected instead of the pollutant discharge fees after the EPT
Law takes effect.

° Withholding Income Tax

According to the EIT Law and the EIT Regulation, dividends generated after 1 January 2008 and
dividends payable by foreign enterprises in the PRC to foreign investors shall be subject to a 10%
withholding tax unless a tax treaty with different withholding tax arrangements has been made between
the PRC and the jurisdiction where any of those foreign investors are registered. According to the
Arrangement between Mainland China and Hong Kong for the Avoidance of Double Taxation and
Prevention of Fiscal Evasion with Respect to Taxes on Income < [AJHb N7 it 4 Al 47 B I B i 34 Py £5
it O B T OB AN B TR B L PE) issued by the State Administration of Taxation (“SAT”) on 21
August 2006, and last revised on 19 July 2019 and became effective on 6 December 2019, if
shareholders are Hong Kong residents holding at least 25% of the registered capital of the PRC
company, a withholding tax rate of 5% applies to any dividends declared by the PRC company or if
shareholders are Hong Kong residents holding less than 25% of registered capital, a withholding income
tax rate of 10% applies.

° EIT for Indirect Transfer of Properties by Non-resident Enterprise

Pursuant to the Announcement on Several Issues concerning EIT on Income from the Indirect
Transfer of Assets by Non-Resident Enterprises € Bl it I Jai R A 3 [H] 12 4 538 o 72 A 36 i 1B 5 1 i) R Y
N4E) issued on 3 February 2015, last revised on 29 December 2017 and became effective on the same
day, an indirect transfer by a non-resident enterprise of its properties, such as equity investments in a
PRC resident enterprise by implementing arrangements without reasonable commercial purposes to
evade the EIT, shall be re-defined and recognised as a direct transfer of equity interest in a PRC resident
enterprise and other properties.
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° Transfer Pricing Adjustment

According to the EIT Law and the EIT Regulation, where a transaction between an enterprise and
its affiliated enterprises fails to comply with the independent transaction principle, and reductions are
made to the taxable income or the amount of income of the enterprise or its affiliated enterprises, the tax
authorities have a right to make adjustments according to a reasonable method within 10 years from the
tax year in which the transaction occurs. If the tax authorities have made tax adjustments and the
taxpayer is required to make up outstanding tax payments, the additional tax amount shall be levied and
collected with interest pursuant to the provisions of the State Council.

According to the Announcement of SAT on Promulgation of the Administrative Measures on
Special Tax Investigation, Adjustment and Mutual Agreement Procedure {[HZXFIHHERBR M B
Tl A 5 R A R KA T PSR S A B ) /A4 ) promulgated on 17 March 2017 and partly revised
on 15 June 2018, the tax authorities shall focus on enterprises with the following risk characteristics
while implementing special tax investigation:

(i) enterprises with large transaction amount of affiliated transactions, or varied types of
affiliated transactions;

(ii) enterprises with long-term losses, low profits or non-linear profits;
(ii1) enterprises with profit lower than the industry’s level;

(iv) enterprises whose profit level does not match the functional risks they perform, or whose
earnings shared do not match the costs shared;

(v) enterprises which carry out affiliated transactions with affiliated parties located at low tax
countries (or regions);

(vi) enterprises which fail to declare affiliated transactions or prepare contemporaneous
documentation pursuant to the provisions;

(vii) enterprises whose ratios of debt investments and equity investments accepted from the
affiliated parties exceed the stipulated standards;

(viii) an enterprise controlled by a resident enterprise or by a resident enterprise and a Chinese
resident which is established in a country (or region) with actual tax burden lower than
12.5% does not distribute profit or reduces profit distribution for reasons other than
reasonable needs for business operation; or

(ix) enterprises that implement other tax planning or arrangements which do not have a
reasonable business purpose.
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Laws and regulations relating to labour
° Labour Law

The Labour Contract Law of the PRC ("3 A\ RILFIE 458 & [F %) , promulgated on 29 June
2007, last revised on 28 December 2012 and became effective on 1 July 2013, requires every employer
to enter into a written contract of employment with each of its employees. No employer may force its
employees to work beyond the time limit and each employer must pay overtime compensation to its
employees. The wage of each employee is to be no less than the local standard on minimum wages.
According to the Labour Law of the PRC ("% A\ RILAIE 25515 ) promulgated on 5 July 1994, last
revised on 29 December 2018 and became effective on the same day, every employer must ensure
workplace safety and sanitation in accordance with national regulations and provide relevant training to
its employees.

Laws and regulations relating to social insurance and housing provident funds

Pursuant to the Social Insurance Law of the PRC (¥ A\ RILFIE 41 & (- F%) promulgated on
28 October 2010, last amended on 29 December 2018 and became effective on the same day, as well as
other relevant provisions, an employee shall participate in five types of social insurance funds, including
pension, medical, unemployment, maternity and occupational injury insurance.

While the premiums for maternity insurance and occupational injury insurance are paid by the
employer, the premiums for pension insurance, medical insurance and unemployment insurance are paid
by both the employer and the employee. If an employer fails to fully contribute to social insurance funds
on time, the collection agency for such social insurance may demand the employer to make full payment
or pay the shortfall within a prescribed period and collect a late charge. If the employer fails to pay after
the due date, the relevant government administrative body may impose a fine on the employer.

Pursuant to the Regulation on the Administration of Housing Provident Funds {5 /A& 445 #L {6
%) (the “Housing Provident Fund”) promulgated on 3 April 1999, last revised on 24 March 2019 and
became effective on the same day, an employer must register with the competent managing centre for
housing funds and shall contribute to the Housing Provident Fund for any employee on its payroll.
Where an employer fails to pay up housing provident funds within the prescribed time limit, the
employer may be fined and ordered to make payment within a certain period.

Laws and regulations relating to prevention and control of occupational diseases

Pursuant to the Law of the PRC on the Prevention and Control of Occupational Diseases {H %A
B LA B B 2E 95 Bl 1R 7% ), promulgated on 27 October 2001, effective on 1 May 2002 and recently
amended on 29 December 2018, occupational diseases prevention and control work shall be carried out
in accordance with the principle of “focusing on prevention while combining prevention with control”
by establishing a mechanism which features employers taking responsibilities, administrative
departments establishing regulations, industry self-discipline, employees participation and social
supervision to ensure classified management and comprehensive control. Workers are entitled to
occupational hygiene protection. Employers shall create working environments and conditions that meet
the occupational health standards and health requirements of the state and take measures to ensure
occupational health protection for the workers. Where an employer’s work site has any occupational

— 164 -



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

REGULATORY OVERVIEW

disease hazard factors as listed in the catalogue of occupational diseases, the employer shall promptly
and truthfully declare the hazardous project to the local health administrative department and accept
supervision.

In addition, employers shall purchase social insurance for industrial injury, adopt effective
protective facilities against occupational diseases, provide protective articles to the labourers for
personal use against occupational diseases, set up alarm equipment, allocate on-spot emergency
treatment articles, washing equipment, emergency safety exits and safety zones for poisonous and
harmful work places where acute occupational injuries are likely to take place, and inform the
employees, according to the facts, of the potential harm of occupational disease as well as the
consequences thereof and the protective measures and treatment against occupational diseases when
signing a labor contract with employees.

Pursuant to the above law, for construction projects, including projects to be constructed, expanded
or reconstructed, and projects for technical renovation and introduction which may incur occupational
disease hazards, the unit responsible for the construction project shall (i) conduct a preliminary
assessment report on such hazards during the period of feasibility study, and (ii) assess the effect of the
control on occupational disease hazards before the construction project is completed for inspection and
acceptance.

Laws and regulations relating to production safety

Pursuant to the Work Safety Law of the PRC {13 A\ R ILFNE % 24 E L) promulgated on 29
June 2002, last revised on 10 June 2021 and became effective on 1 September 2021, production and
operation entities must comply with the relevant work safety laws and regulations. Enterprises should
establish relevant work safety rules, perfect the conditions for safe production, and ensure safety during
production. Enterprises that do not meet the requirements for safe production are prohibited from
engaging in production or other business activities. An entity engaged in mining, metal smelting,
building construction, or road transportation or an entity manufacturing, marketing, or storing hazardous
substances shall establish a work safety management body or have full-time work safety management
personnel. Any business entity other than those mentioned above shall establish a work safety
management body or have full-time work safety management personnel if the number of its employees
exceeds 100; or shall have full-time or part-time work safety management personnel if the number of its
employees is 100 or below. Where an enterprise fails to comply with the relevant work safety
requirements, it may be subject to fines and ordered to discontinue production. Where a crime is
constituted, the person in charge of the enterprise may be subject to criminal liabilities.

According to Notice of the State Council on Further Strengthening Work Safety of Enterprises
(B B B it = A i i A 362 2B i TAERY 4 %)), which was promulgated on 19 July 2010 by the
State Council, enterprises shall formulate strict work safety rules and stick to the principle of no safety
and no production. Enterprises shall reinforce the on-site supervision and examination of production,
strictly investigate and punish the three types of violations, namely acts of giving instructions that
violate the relevant rules, failure to observe the relevant rules and violation of labour disciplines. Any
enterprise that organises production in excess of its capacity, labour intensity and manpower, shall be
ordered to suspend the production for rectification. Such enterprise and its major responsible persons
shall be imposed with financial penalties at a prescribed higher limit in accordance with law.
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Laws and regulations relating to promoting clean production

Pursuant to the Law on Promoting Clean Production of the PRC <+ #E A [ A0 3] i 8 A= 2 4
%) promulgated on 29 June 2002 and became effective on 1 January 2003 and amended on 29 February
2012 for construction, alteration and expansion projects, environmental impact assessments shall be
conducted on the use of raw materials, the consumption of resources, the overall utilisation of resources
and the generation and disposal of pollutants. Priority shall be placed on the adoption of clean
production technologies, techniques and equipment that have high resource efficiency and generate few
pollutants.

Laws and regulations relating to industry of graphite

Pursuant to the Market Access Conditions for Graphite Industry (81T 2EHEAMRME) (the
“Market Access Conditions”) issued on 21 November 2012 and became effective on 1 January 2013,
relevant departments and enterprises shall comply with the standards for admittance in investment
management, land supply, environmental impact assessment, production safety supervision, energy
conservation assessment, credit financing, construction, production and operation on graphite projects.

To accelerate the transformation and upgrade of the graphite industry, according to the relevant
national laws, regulations and industrial policies, the Ministry of Industry and Information Technology
revised the Market Access Conditions for Graphite Industry and issued the Standard Conditions for the
Industry of Graphite (fS:f72EMIE W) (the “Standard Conditions”) on 24 June 2020, which
became effective on the same date. After the implementation of the Standard Conditions, the Market
Access Conditions was repealed at the same time. The Standard Conditions, which apply to existing and
newly built, renovated and expanded graphite mining and processing projects, being the guiding
document that encourages technological progress and standardised development in the industry, and do
not have the prerequisite and mandatory effect of administrative approval.

Laws and regulations relating to environmental protection
Pursuant to:

° the Environmental Protection Law of the PRC 13 A\ RALF B IR ffi#%) promulgated
on 13 September 1979, became effective on the same date and last revised on 24 April 2014
and became effective on 1 January 2015, the construction of projects that cause
environmental pollution shall comply with the requirements of the environmental protection
administration for the respective construction projects. Installations for the prevention and
control of pollution at a construction project must be designed, built and commissioned
simultaneously with the principal project. The PRC government implements the pollution
discharge license management system in accordance with the law. Enterprises, public
institutions and other producers and operators that possess the pollution discharge license
shall discharge pollutants in accordance with the requirements of the pollution discharge
license. If they fail to obtain the pollution discharge license, they shall not discharge
pollutants.
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e the Law on Environmental Impact Assessment of the PRC {H#E A [ A 3 3R 35 5 22511
%) promulgated on 28 October 2002, last revised on 29 December 2018 and became
effective on the same day, a construction entity shall, based on the Classified Administration
Catalogue for Environmental Impact Assessment of Construction Projects 3% IH H BREE 7%
BESHEIL A BE T4 8%) issued by the Ministry of Ecology and Environment of the PRC,
carry out procedures for its construction project in accordance with the following
stipulations: (i) if the environmental impact is potentially significant, it shall produce a
report with an all-round assessment of the environmental impact; (ii) if the environmental
impact is expected to be slight, it shall produce a report to include an analysis or special
assessment of the environmental impacts; and (iii) if the environmental impact is expected to
be minor, it should submit a registration form on the environmental impact, and it is not
necessary to conduct an assessment. Where the environmental impact assessment document of
a construction project fails to undergo the examination of the approval department in
accordance with the law or is disapproved after examination, the construction entity shall not
commence construction.

° the Regulations on the Administration of Construction Project Environmental Protection (%
R E H RO FE S B 7)) promulgated on 29 November 1998, last revised on 16 July 2017
and became effective on 1 October 2017, the evaluation of environmental effects of
construction projects shall be conducted prior to construction. Based on the extent of effects
to the environment, the construction unit shall submit, to the relevant administrative
departments of environmental protection, (i) a report on the environmental effects; (ii) a
report form for the environmental effects, which shall be prepared by institutions with
corresponding qualifications, or (iii) a registration form for the environmental effects as
stipulated and obtain approvals from such administrative departments. Environmental
protection facilities shall be designed, built and put into operation together with the main
body of the construction project. Upon completion of the construction projects, the
construction units shall apply to the administrative departments of environmental protection
for acceptance check of the environmental protection facilities before the construction
projects can be put into operation.

° the Circular on Issuing the Implementing Proposals for the Reform of Environmental Impact
Assessment during the 13th Five-Year Plan Period « [T = H | IR¥ER G EMCEE
%) issued by the Ministry of Environmental Protection of the PRC, being the predecessor
of the Ministry of Ecology and Environment of the PRC, on 15 July 2016, the requirement of
administrative permission for completion and acceptance of environmental protection (IR{R
R TERURATEGFAT)  was explicitly cancelled and it requires the establishment of a
management mechanism for transition among environment impact assessment, and the
“Three-Simultaneity” (=[FIF) , including simultaneously design, construct, and use the
environmental protection facilities with the principal part of a construction project and the
emission approval. The relevant requirements for pollutant emission control in the
environmental impact assessment document and its official reply are set out in pollutant
discharge licenses. Before a construction project is put into operation, the construction unit
shall, based on the environmental impact assessment document and its approval opinion,
entrust a third party body to prepare a completion and acceptance report for environmental
protection facilities of the construction project for disclosing to the public and filing with
environmental protection department.
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° the Law on the Prevention and Control of Environment Pollution Caused by Solid Wastes of
the PRC <3 A\ RN B [ 8 B ) 15 e B 5 B 16 7% ) , which was promulgated on 30
October 1995, last revised on 29 April 2020 and became effective on 1 September 2020,
construction projects where solid waste will be generated or projects for the storage,
utilisation or treatment of solid waste shall be subject to environmental impact assessment
according to law. The necessary supporting facilities for the prevention and control of
environmental pollution by solid waste as specified in the statement of the environmental
effect of the construction project shall be designed, constructed and put to use in production
simultaneously with the body of the project. No construction projects shall be permitted to be
put into operation or to be used before its facilities for the prevention and control of
environmental pollution by solid waste have been inspected and accepted by the competent
environmental protection administrative authorities.

e  the Law on Prevention and Control of Water Pollution of the PRC {H#E A [RILHN B 7K i5 Y2
BiifiZ) , promulgated on 11 May 1984, became effective on 1 November 1984 and amended
on 15 May 1996, 28 February 2008 and 27 June 2017, new construction projects and
reconstruction or expansion projects and other installations on water that directly or indirectly
discharge pollutants into water bodies shall be subject to an environmental impact assessment
in accordance with the law. The facilities for prevention and control of water pollution shall
be designed, constructed and put to use simultaneously with the commencement of a
construction project. Enterprises that directly or indirectly discharge industrial waste water
into water bodies shall discharge waste water or sewage only after obtaining a pollutant
discharge permit according to the relevant provisions. Discharged water pollutants shall not
exceed the national or local standards for the discharge of water pollutants and the indices for
control of the total discharge of major water pollutants.

° the Administrative Measures for Pollutant Discharge Licensing (for Trial Implementation)
CHEYS 3 m) A BB GRAT)) promulgated and became effective on 10 January 2018,
amended on 22 August 2019, a pollutant discharging entity shall hold a pollutant discharge
license in accordance with law and discharge pollutants in compliance with the pollutant
discharge licence. Any entity that fails to obtain a pollutant discharge licence as required
shall not discharge pollutants. A pollutant discharge licence shall be valid from the date on
which the decision on the granting of the licence is made. A discharge licence issued for the
first time shall be valid for three years and a renewed licence for five years.
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Laws and regulations relating to product quality

The principal legal provisions governing product liability are set out under the Product Quality
Law of the PRC {13 A RILHIE 2= B #7%) (the “Product Quality Law”) issued on 22 February
1993 and was recently amended on 29 December 2018. The Product Quality Law requires that producers
shall have their own proper regulations for the management of product quality and rigorously implement
quality regulations, quality liabilities and relevant measures for their assessment. As prescribed under
the Product Quality Law, producers shall be responsible for the quality of products they produce and
they shall be liable for failing to meet the prescribed quality standards. Products shall meet the
following quality requirements: (i) not having unreasonable threats to safety of people and property, and
conforming to the national standards or the industrial standards for ensuring human health, personal
safety and safety of property, where there are such standards; (ii) possessing the properties as required,
except for those with directions stating their functional defects; and (iii) conforming to the product
standards marked on the products or on the packages thereof, and to the quality conditions indicated by
way of, among others, product directions and samples. Producers and sellers shall be liable for
compensation for damages which are caused by the defects of their products. Producers or sellers that
violate the Product Quality Law may be subject to fines and be ordered to cease production or sale of
their unlawfully produced products, and their illegal earnings may be confiscated. If the circumstances
are serious, the business licence shall be revoked by the competent authorities. If the case constitutes a
crime, the producer and/or seller shall be prosecuted for criminal responsibility.

Pursuant to the Civil Code of the PRC (H# N RILFNE %) issued on 28 May 2020 and
became effective on 1 January 2021, a producer shall be responsible for the quality of the products it
produces. If a seller fails to identify the manufacturer or the supplier of the defective products, the
relevant seller shall bear tort liability. In the event of damage being caused by a defective product, the
victim shall be entitled to demand compensation from either the manufacturer or the seller. Sellers shall
assume tort liability where the defects in relevant products causing damage to others are attributable to
the sellers. Where any harm is caused by a defective product, the victim may claim for compensation
either from the producers or sellers and the sellers have the right to recover their losses from the
producers. If the liability lies on the sellers while the compensation has been paid by the producers, the
producers have the right to recover their losses from the sellers.

Laws and regulations relating to consumer protection

Under the Law of the PRC on Protection of Consumer Rights and Interests 72 A [ 5] 7 22
EREZRAR L) (the “Consumer Law”) issued on 31 October 1993 and recently amended on 25 October
2013, “consumer” is defined as any person who purchases or uses commodities or receives services for
the purpose of consumption, and all manufacturers, distributors and service providers are required to
guarantee that their provided commodities or services meet the requirements on personal and property
safety. According to the Consumer Law, consumers whose lawful rights and interests are infringed upon
the purchase or use of commodities may claim compensation from sellers, which shall, after paying
compensation, have the right to be reimbursed by manufacturers or other sellers that are liable for
supplying the commodities to them.
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Laws and regulations relating to customs, imports and exports

Pursuant to the Customs Law of the PRC (1% A\ RILF B EE) promulgated on 22 January
1987, last revised on 29 April 2021 and became effective on the same date, recipients and senders of
imported and exported goods completing customs declaration formalities must undergo recordation
formalities with the customs in accordance with laws.

Pursuant to the Administrative Provisions for Registration of Customs Declaration Agents of the
PRC e AR [0 Vi B e ) B0 3 S R0 8 L€ ), which were issued by the General
Administration of Customs of the PRC on 13 March 2014, last revised on 29 May 2018 and became
effective on 1 July 2018, after registration with customs, recipients and senders of imported and
exported goods may complete customs declaration formalities at customs territory ports or at the
centralised customs surveillance place within the territory of the PRC. On 19 November 2021, the
Administrative Provisions for Recordation of Customs Declaration Agents of the PRC (% A & ILAN
[ VA R e B B A R 2 BB E ) was promulgated and became effective on 1 January 2022, which
repealed the Administrative Provisions for Registration of Customs Declaration Agents of the PRC ('

2 N\ B [0 e [ i ) B (07 1 1D B R o B2 )

Pursuant to the Import and Export Commodity Inspection Law of the PRC H#& A [ 3] 4 th
I S A 5872 ) promulgated on 21 February 1989, last revised on 29 April 2021 and became effective
on the same day, as well as its implementation ordinance, recipients and senders of imported and
exported goods may complete the application formalities of customs inspection by themselves or
authorise an agent to complete this procedure. The government maintains a documentary record and
registration system for application formalities of customs inspection completed by the recipient and
sender of imported and exported goods by themselves. The recipient and sender of imported and
exported goods completing quarantine formalities must submit documentary records to the relevant entry
and exit quarantine inspection body in accordance with the laws.

Pursuant to the Foreign Trade Law of the PRC (+#E A RILFE ¥ 4ME 51k ) promulgated on 12
May 1994, last revised on 7 November 2016 and became effective on the same day, foreign trading
enterprises engaged in import and export of goods or the technology shall register with and submit
documentary record to the responsible foreign trade department under the State Council or governmental
body authorised by it. Customs shall not process customs declarations submitted by foreign trading
enterprises not registered in accordance with laws.

REGULATIONS RELATING TO DATA SECURITY

On 10 June 2021, the Standing Committee of the National People’s Congress issued the PRC Data
Security Law ({3 A RILANE 8484 274 )) (the “Data Security Law”), which became effective on
1 September 2021. The Data Security Law provides a national data security review system, pursuant to
which data processing activities that affect or may affect national security shall be reviewed. In addition,
it clarifies the data security protection obligations of organisations and individuals that carry out data
activities and implement data security protection responsibility. Data processors shall establish and
improve the whole-process data security management rules, organise and implement data security
trainings as well as take appropriate technical measures and other necessary measures to protect data
security. Any organisational or individual data processing activities that violate the Data Security Law
shall bear the corresponding civil, administrative or criminal liabilities depending on specific
circumstances.
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On 30 July 2021, the State Council promulgated the Regulations for the Security Protection of
Critical Information Infrastructure (€[ 815 B FEBE R 2 2 R EEH])) (the “CII Regulations™), which
became effective on 1 September 2021. Under the CII Regulations, “critical information infrastructures”
means important network facilities and information systems in important industries, including public
communications and information services, as well as those that may seriously endanger national security,
national economy, people’s livelihood, or public interests in the event of damage, loss of function, or
data breach. Pursuant to the Regulations, the relevant government authorities are responsible for
stipulating rules for the identification of critical information infrastructures with reference to several
factors set out therein and further identifying the critical information infrastructure in the related
industries in accordance with such rules. The relevant authorities must also notify operators of the

determination as to whether they are categorized as critical information infrastructure operators.

On 14 November 2021, the CAC published a draft of the Administrative Regulations for Internet
Data Security (A #% S5 % 42 8 BRG] (oK 2 78))), which provides that data processors conducting
the following activities must apply for cybersecurity review: (i) any merger, reorganisation, or division
of internet platform operators that have acquired a large number of data resources related to national
security, economic development, or public interests affects or may affect national security; (ii) any
foreign listing by data processors processing over one million users’ personal information; (iii) any
listing in Hong Kong that affects or may affect national security; or (iv) other data processing activities
that affect or may affect national security. The CAC solicited comments until 13 December 2021 but
there is no timetable as to when it will be enacted.

On 28 December 2021, the CAC, the NDRC, the MIIT, and several other PRC governmental
authorities jointly promulgated the Cybersecurity Review Measures ((HH4%ZE2FANL)) (the
“Cybersecurity Review Measures”), which took effect on 15 February 2022 and replaced the
Measures for Cybersecurity Review ((H8#% %2 & IF%)) promulgated in April 2020 and effective in
June 2020. According to the Cybersecurity Review Measures, critical information infrastructure
operators that intend to purchase internet products and services and internet platform operators engaging
in data processing activities that affect or may affect national security must be subject to cybersecurity
review, and an internet platform operator possessing personal information of over one million users and
pursuing a foreign listing (B4} 1) must also be subject to cybersecurity review.

In addition, pursuant to Article 10 of the Cybersecurity Review Measures, the following factors
shall be taken into account in assessing national security:

(i) risks of illegal control, interference or destruction of critical information infrastructure
brought about by the use of products and services;

(ii) harm caused by supplying products and services that interrupt business continuity of critical
information infrastructure;

(iii) security, openness, transparency and diversity of sources of products and services, reliability
of supply channels, and risks of supply interruption due to political, diplomatic, trade or other
factors;
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(iv) compliance with PRC laws by product and service providers;

(v) risks of theft, disclosure, damage, illegal use or cross-border transfer of core data, important
data or large amounts of personal information;

(vi) risks of influence, control or malicious use of critical information infrastructure, core data,
important data or large amounts of personal information by foreign governments after listing
overseas; and

(vii) other factors that may endanger critical information infrastructure security, cybersecurity and
data security.

Regulations Related to Overseas Listings

On 6 July 2021, the General Office of the State Council and General Office of the Central
Committee of the Communist Party of China issued Opinions on Strictly Cracking Down Illegal
Securities Activities in Accordance with the Law (BRI BT BRE S ILTE A L)), The
opinions emphasised the need to strengthen the administration over illegal securities activities and the
supervision on overseas listings by PRC-based companies and proposed to take effective measures, such
as promoting the construction of relevant regulatory systems to deal with the risks and incidents faced
by PRC-based overseas-listed companies.

On 24 December 2021, the CSRC published the draft Regulations of the State Council on the
Overseas Securities Offering and Listing by Domestic Companies (Draft for Comments) (€[5 B BE 7 5
TR AR SE 3 AN ER AT 36 5 BT 0 8 PR E (R ECK = M) )), or the Administrative Provisions and the
draft Administrative Measures for the Filing of Overseas Securities Offering and Listing by Domestic
companies (Draft for Comments) ({35 AMZEBEIMNEEITRE TR L h A5 2248 BRIE (BOR 2 ) (the
“Administrative Provisions™) for public comments. Pursuant to these drafts, PRC domestic companies
that directly or indirectly offer or list their securities in an overseas market, including a PRC company
limited by shares and an offshore company whose main business operations are in the PRC and intends
to offer shares or be listed in an overseas market based on its onshore equities, assets, incomes or other
similar interests, are required to file with the CSRC within three business days after submitting their
listing application documents to the regulator in the place of intended listing. Failure to complete the
filing under the Administrative Provisions may subject the domestic enterprise to a warning or a fine of
RMBI1 million to RMB10 million. If the circumstances are serious, a domestic enterprise may be ordered
to suspend its business or suspend its business pending rectification, or its permits or businesses licence
may be revoked. Pursuant to these drafts, when determining whether an offering and listing shall be
deemed as “an indirect overseas offering and listing by a PRC company,” the principle of “substance
over form” shall be followed, and if an issuer meets the conditions below, its offering and listing shall
be determined as an “indirect overseas offering and listing by a PRC company” and is therefore subject
to the filing requirement:

(i) the operating income, total profits, total assets or net assets of domestic enterprises in the
latest financial year account for more than 50% of the respective data in such issuer’s audited
consolidated financial statements for the same period and
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(ii) a majority of the senior management personnel in charge of the business operations and
management of such issuer are PRC citizens or have habitual residences in the PRC, and such
issuer’s principal place of business is located in the PRC or the business operations of such
issuer are mainly conducted in the PRC.

U.S. LAWS AND REGULATIONS

Sangraf US operates from its offices in the State of California and is principally engaged in trading
and sales of graphite electrodes in the U.S. and certain other countries. During the Track Record Period,
Sangraf US imported the graphite electrodes from our facilities in Italy and China for sale to customers,
and as such our U.S. operations and our products must comply with certain laws and regulations.

A summary of the laws, rules and regulations that are expected to be material to our operations in
the United States are set out below. However, other United States federal, state and local laws may also
impose certain obligations on us and affect our products and operations in the United States.

Labour and Employment Laws

The employment of individuals in the United States is governed by federal, state and sometimes
local laws, the full scope of which are beyond the scope of this disclosure. National laws set the
minimum lega