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ABOUT US

Charmacy Pharmaceutical Co., Ltd. (stock code: 2289.HK) is principally engaged in the pharmaceutical distribution business. It mainly
distributes western medicine, Chinese patent medicine and healthcare products to downstream distributors and retail terminals, as
well as provides consultation service on pharmaceutical products. Founded in eastern Guangdong in 2000, the Company established
Guangdong Charmacy in 2011, acquired Zhuhai Charmacy and Guangzhou Charmacy in the first half of 2017, and set up Shenzhen
Charmacy in early 2018, striving for intensive engagement in Guangdong and extensive coverage across surrounding areas. The
Company has built logistics centers in Shantou, Foshan, Zhuhai and Guangzhou, all equipped with professional transportation teams,
and has a highly efficient delivery mechanism of delivering pharmaceutical products three times per day for customers within a radius of
10 kilometers, twice per day for customers within a radius of 50 kilometers and once per day for those within a 250-kilometers’ radius.
In addition, the Company has a modern information system that covers the entire supply chain for pharmaceutical distribution, including
procurement, sales, warehousing, transportation and delivery. Apart from that, the Company operates its own B2B e-commerce
platform “Charmacy e-Medicine” (gll35e%%), a platform for customers to place procurement orders online. In 2016, the Company ranked
37th among top 100 wholesalers nationally, in respect of principal business. According to the Market Research Report of the Chinese
Pharmaceutical Industry (2016) (B8 2217 5T IRE) (2016)), in respect of sales scale, the Company ranked 7th among the
pharmaceutical distribution businesses in Guangdong Province and second among private firms.

With its good reputation and quality services, the Company obtained the 2017 “Gold Ant” award for the Chinese logistics industry, an
award conferred by the Organizing Committee of China International Logistics Equipment and Technology Exhibition (Guangzhou) (1
(BN B R B TR 4 €) in May 2017; in November 2017, the Company won the title “Top-10 Business with the Highest
Innovation Value” (T{E£AIFHEE ™ 2) under the 2016-2017 Gold Award for Pharmaceutical Supply Chain Businesses (2016-20174
e xq pERs 86 'E 4¥), conferred by the Pharmaceutical Logistics Association under the China Federation of Logistics and Purchasing (%
B4 B R R B A 2 BE 547 D ®); and in December 2017, the Company was recognized as a “Headquarters Enterprise of Shantou
City” (ILZETH A23B1b %) by Shantou People’s Government.
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Chairman’s Statement

Dear Shareholders,

On behalf of the board (the “Board”) of directors (the
“Directors”) of Charmacy Pharmaceutical Co., Ltd. (stock
code: 2289.HK) (the “Company”), | would like to present
the audited consolidated results for the year ended
31 December 2017 (the “Reporting Period”) of the
Company and its subsidiaries (the “Group” or “us” or “we”
or “Charmacy”).

BUSINESS OVERVIEW

The Company is principally engaged in the pharmaceutical
distribution business. As part of the pharmaceutical
circulation industry, the Company, with its focus on non-
tendering markets, mainly distributes western medicine,
Chinese patent medicine and healthcare products to
downstream distributors and such retail terminals as
pharmacies, clinics and private hospitals. It also provides
consultation service on pharmaceutical products. As of
31 December 2017, the Company had operated as many
as 11,230 products. Founded in eastern Guangdong in
2000, the Company established Guangdong Charmacy
Pharmaceutical Co., Ltd.* (BRAIZZEZEER A7)
(“Guangdong Charmacy”) in 2011, acquired Zhuhai
Charmacy Hengxiang Pharmaceutical Limited* (k/&AlI3=
[BrEE. B R /A F)) (“Zhuhai Charmacy”) and Guangzhou
Charmacy Pharmaceutical Limited* (B/MNAEIZEZEEER
‘A A]) (“Guangzhou Charmacy”) in the first half of 2017,
and set up Shenzhen Charmacy Pharmaceutical Limited*
(RYIBIZ=EE2E H R N 7)) (“Shenzhen Charmacy”) in early
2018, striving to deliver full coverage across the Pearl
River Delta. The Company has built logistics centers in
Shantou, Foshan, Zhuhai and Guangzhou, all equipped
with professional transportation teams, and has a highly
efficient delivery mechanism of delivering pharmaceutical
products three times per day for customers within a radius
of 10 kilometers, twice per day for customers within a
radius of 50 kilometers and once per day for those within
a 250-kilometers’ radius. In addition, the Company has

* For identification purpose only.

a modern information system that covers the entire
supply chain for pharmaceutical distribution, including
procurement, sales, warehousing, transportation and
delivery. Apart from that, the Company operates its own
B2B e-commerce platform “Charmacy e-Medicine” (Ell3€e
%) (www.cmyynet.com), a platform for customers to place
procurement orders online. In 2016, the Company ranked
37th among top 100 wholesalers nationally, in respect
of principal business. According to the Market Research
Report of the Chinese Pharmaceutical Industry (2016) (/&
B0 88 EErT E IS RE ) (2016)), in respect of sales
scale, the Company ranked 7th among the pharmaceutical
distribution businesses in Guangdong Province and
second among private firms. In May 2017, the Company
obtained the 2017 “Gold Ant” award for the Chinese
logistics industry, an award conferred by the Organizing
Committee of China International Logistics Equipment and
Technology Exhibition (Guangzhou) (7 B2 (M) BIFR ¥
HFEEF TR AAZ 2); in November 2017, the Company
won the title “Top-10 Business with the Highest Innovation
Value” (H{ERIFTEE %) under the 2016-2017 Gold
Award for Pharmaceutical Supply Chain Businesses
(2016-2017F B L2k FER §E 8 & 48), conferred by the
Pharmaceutical Logistics Association under the China
Federation of Logistics and Purchasing (7 B2 477 2 £ B Bk
AEBEYRHE), and in December 2017, the Company
was recognized as a “Headquarters Enterprise of Shantou
City” (ILZET 48 Zp 1> %) by Shantou People’s Government.

PERFORMANCE FOR THE YEAR 2017

The Group’s operating revenue grew by 11.61% from
RMB3,669.78 million in 2016 to RMB4,095.84 million in
2017, while its gross profit increased by 15.46% from
RMB181.76 million in 2016 to RMB209.86 million in 2017.
The Group’s gross profit margin was up from 4.95% in
2016 t0 5.12% in 2017. The Group’s net profit attributable
to the shareholders of parent company declined by
20.72%, from RMB56.46 million in 2016 to RMB44.76
million in 2017.
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Chairman’s Statement

PROSPECT

In respect of market size, the Chinese pharmaceutical
circulation industry has been growing rapidly in recent
years. Frequent rollout of medical reform policies has
brought both fresh opportunities and challenges to the
industry. Among such policies are the “Two-Invoice
System” and the separation of medical institutions from
pharmaceutical business, which help the pharmaceutical
circulation industry to make steady improvement in respect
of industrial concentration. In addition to increasingly
stringent regulation on pharmaceutical circulation,
the industry is actively engaged in the “Internet +
Pharmaceutical Circulation” model to integrate online and
offline development. Pharmaceutical business with such
core competitiveness will stand out. With that in mind,
Charmacy Pharmaceutical will follow the underlying trend,
and capitalize on the huge growth potential of Guangdong
Province and the entire southern China. More specifically,
the Company will strive to elevate the operating efficiency
of its pharmaceutical supply chain, reduce the cost of
pharmaceutical circulation, and solidify its leadership in
the pharmaceutical circulation industry in Guangdong
Province. Based on its own positioning and the future
trends of industry development, the Company has set
out its development strategy “Intensive Engagement in
Guangdong and Extensive Coverage across Surrounding
Areas”. By improving its distribution network and operating
efficiency, enriching product mix and expand value-added
service, the Company will leverage its merits, pursue
progress while maintaining stability, and work to deliver
sustainable development for the Group.

CHARMACY PHARMACEUTICAL CO., LTD

APPRECIATION

Lastly, | would like to take this opportunity to express
my utmost gratitude to the management and staff of the
Company for their development and contribution. | would
also like to express my gratitude to all our Shareholders for
their trust and support.

Charmacy Pharmaceutical Co., Ltd.

Yao Chuanglong
Chairman

Shantou, PRC, 21 March 2018



Financial Summary

For the year ended 31 December

2017 2016 2015 2014 2013
Results RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Operating revenue 4,095,835 3,669,781 3,396,333 3,014,603 2,401,231
Total profit 59,857 76,081 56,468 43,600 29,314
Net profit attributable to the
Shareholders of parent company 44,760 56,458 41,773 33,567 22,219
Basic and diluted earnings per Share
(expressed in RMB per share) 0.41 0.52 0.52 0.42 N/A

As at 31 December

2017 2016 2015 2014 2013

Financial Position RMB’000 RMB’000 RMB’000 RMB’000 RMB’000

Total assets 2,471,830 2,111,570 2,094,695 1,551,766 1,444,602

Total liabilities 2,008,423 1,668,301 1,686,785 1,309,194 1,235,482

Equity of Shareholders 463,407 442,769 407,911 242,572 209,120
Net assets per Share (as stated in RMB

per Share) 4.29 4.10 3.78 3.03 N/A

Note:  Change in accounting policy of the Company to China Accounting Standards for Business Enterprises was approved on the Annual General
Meeting of the Company on 10 June 2017. The data of Financial Summary for 2014 to 2017 were prepared in accordance with China Accounting
Standards for Business Enterprises, whereas the data for 2013 were prepared in accordance with Hong Kong Accounting Standards. Apart from
that, relevant financial information in the 2017 annual report of the Company was prepared in accordance with China Accounting Standards for
Business Enterprises.
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Management Discussion and Analysis

INDUSTRY OVERVIEW

In recent years, the Chinese pharmaceutical circulation industry has undergone rapid growth in terms of market size, as
the new medical reform takes place at a faster place and residents witness an improvement in their quality of life. At the
same time, the industry faces fresh opportunities and challenges, under a raft of new pharmaceutical policies.

During the reporting period, the General Office of the State Council of the PRC (the “State Council”) promulgated
Several Opinions on Further Reforming and Improving the Policies Concerning Production, Circulation and Usage of
Drugs ((BARE— PR EZTZEREERBEAERNETER)) (“Circular No.13”) in January 2017 to deepen
the reform of pharmaceutical and healthcare systems, improve the quality and therapeutic effect of pharmaceutical
products, regulate pharmaceutical circulation and usage, better meet the public demand for medical consultation and
treatment, and ultimately help develop a “Healthy China”. In respect of pharmaceutical circulation, Circular No.13 places
its emphasis on rectifying the circulation order and improving the circulation system. Specifically, the following measures
are raised: developing large modern businesses to serve the backbone in pharmaceutical circulation; enforcing the
“Two-Invoice System” for pharmaceutical purchase and distribution; carrying out the policy for classified pharmaceutical
purchase, and containing unreasonably high prices of pharmaceutical products; strengthening the management of
purchase and distribution contracts for pharmaceutical products; imposing severe legal punishment on businesses that
violate laws and regulations; enhancing the monitoring of price information; and promoting the “Internet + Pharmaceutical
Circulation” model.

ANNUAL REPORT 2017



Management Discussion and Analysis

Steadily improving industry concentration in pharmaceutical circulation

According to Circular No.13, China will implement a “Two-Invoice System” on pharmaceutical purchase and distribution,
which is expected to be promoted across the country in 2018. The new system will facilitate industrial integration among
pharmaceutical circulation businesses, and raise the degree of industrial concentration in pharmaceutical circulation
industry.

In December 2016, the Chinese Ministry of Commerce issued the National Development Plan for Drug Circulation
Industry (2016-2020) (€ & Bl 2 @ it 18 17 % 2 & 17 8 (2016-2020 4F ) )) (the “Plan”), in an attempt to continue to
encourage pharmaceutical circulation businesses to grow stronger and larger through various approaches such as
mergers and acquisitions, financing through listing, and bond issuance. In this way, the industry can achieve sizeable,
intensive and modern operation more quickly. The plan also proposes that the country will develop a group of large
pharmaceutical circulation businesses with nationwide coverage and a high degree of intensive and information-based
operation by 2020, and that top 100 pharmaceutical distribution businesses will account for over 90% of the total annual
sales of the pharmaceutical distribution market. According to the Report of Statistical Analysis on the Operation of
Pharmaceutical Circulation Industry (225 /B 1T BT DT E)) issued by the Chinese Ministry of Commerce in
June 2017, in respect of revenue from principal business, top 100 pharmaceutical wholesalers accounted for 70.9% of
the Chinese pharmaceutical market in 2016, which represented a year-on-year increase of 0.2%.

The implementation of various policies will push pharmaceutical circulation into a period of rapid industrial concentration.

Increasingly strict regulation in the pharmaceutical circulation industry

During the reporting period, China Food and Drug Administration (“CFDA”) targeted the rectification in pharmaceutical
circulation, tightening the regulation of the industry. In February 2017, CFDA amended the Good Supply Practice (“GSP”)
for Pharmaceutical Products — Guiding Principles for Onsite Inspection (( % &4 HE £ BIRH BN B B AR ),
which sets out higher requirements on GSP certification and inspection for pharmaceutical operation firms. On 23
October 2017, CFDA issued a draft amendment to the PRC Law on the Administration of Pharmaceuticals({ 2 A &
HABE 2R ERE)). The draft amendment cancelled GMP (Good Manufacturing Practice for Pharmaceutical Products)
and GSP systems, signaling that dynamic supervision and spot checks will replace “static” supervision.

By rolling out such regulatory policies, the Chinese authorities for pharmaceutical circulation have shown their
determination to provide a safe and efficient circulation environment for the industry. Implementing such policies will result
in tighter industrial supervision. This will be conducive to regulating and managing pharmaceutical circulation industry,
and facilitate its healthy development.

CHARMACY PHARMACEUTICAL CO., LTD



Management Discussion and Analysis

Regulating medical practice and medication, reforming and adjusting the profit-driven mechanism

Circular No.13 proposes to further dismantle the mechanism in which doctors profit from medicine, and promote the
separation of doctors from the provision of medicine. In January 2017, the State Council issued the “13th Five-Year Plan
for Deepening the Reform of Pharmaceutical and Healthcare Systems” (“+=F "/ B &Er A B2 Ik £ 47 E1)) which
specifies that work will be done to improve the national policy and system on medicine, restructure the market, and allow
retail pharmacies to grow into an important channel to sell medicine to patients and offer them pharmaceutical service.

In May 2017, the People’s Government of Guangdong Province issued the Notice of People’s Government of Guangdong
Province on the 13th Five-Year Plan for Reforming Pharmaceutical and Healthcare Systems in Guangdong Province
(BRA " +=R"FtBap s 28 E)), which sets out the requirement that “comprehensive measures shall be
taken to separate medical institutions from pharmaceutical business, and cut the profit chain that links hospitals and
medical staff to pharmaceutical products and medical supplies”. Medical institutions shall not prevent their prescriptions
from external use, and patients can take such prescriptions to retail pharmacies to purchase medicine. In addition,
efforts shall be made to promote hierarchical management for pharmaceutical retailers, and establish a hierarchical
management system. Furthermore, online pharmaceutical sales should be under tighter scrutiny, with efforts to develop
standard pharmacies for medical institutions. Efforts shall also be made to promote sufficient competition, mergers and
acquisitions among pharmaceutical companies, so as to realize sizable, intensive and modern operation. The market
shall be adjusted to enable retail pharmacies to become an important channel to sell pharmaceutical products to patients
and offer them pharmaceutical advice service.

The separation of doctors from medicine provision has regulated medical practice and medication, adjusted the profit
mechanism, lowered the medication cost for residents and improved the medical service system. The implementation
of the policy allows pharmacies to take on the role of selling prescription medicine and residents to change their
consumption habits. As such, pharmacies have assumed an increasingly prominent role and accounted for a larger share
in pharmaceutical sales, which in turn, has facilitated the development of pharmaceutical circulation industry.

Actively promoting the “Internet + Pharmaceutical Circulation” model to integrate the
development of online and offline business

In January 2017, the State Council cancelled the approval of B and C certificates for online pharmaceutical transactions.
On 22 September 2017, the State Council issued the Decision of the State Council on Canceling a Group of
Administrative Licensing Iltems (GF[2017]No.46) (Bl 75 B8 7 BB — #LATIXET AT 218 6008 TE (B 2£[2017]465% ) )) (the
“Decision”). Among the cancelled items is the approval of online pharmaceutical transaction and service businesses
(third parties), known as Pharmaceutical E-Commerce A Certificate (B £%5E 5ARE) ("Pharmaceutical E-Commerce A
Certificate”). Since then A/B/C certificates have all been cancelled for online pharmaceutical businesses.

China’s support and trust will set “Internet + Pharmaceutical Circulation” as a fresh model and allow the industry to

grow speedily. Stimulating extensive internet application in the pharmaceutical circulation industry, the Decision enriched
industry development models and facilitated the integration of online and offline development.

ANNUAL REPORT 2017
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Management Discussion and Analysis

BUSINESS REVIEW

Our principal business is pharmaceutical products distribution in the PRC, with most of our operating revenue derived
from pharmaceutical products distribution. We procure pharmaceutical products from pharmaceutical manufacturers and
distributor suppliers and then sell the products to distributor customers, retail pharmacies, and hospitals, clinics, health
centres and others. In 2017, we followed the established operation target, continue to explore the market in Southern
China, with a focus on developing the business of distribution to end-customers.

As of 31 December 2017, our distribution network covered 7,355 customers, among which 782 were distributors,
4,777 were retail pharmacies and 1,796 were hospitals, clinics, health centres and others. As of 31 December 2016, our
distribution network covered 5,674 customers, among which 783 were distributors, 3,496 were retail pharmacies and
1,395 were hospitals, clinics, health centres and others.

As of 31 December 2017, we had a total of 1,066 suppliers, of which 687 were pharmaceutical manufacturers and 379
were distributor suppliers. As of 31 December 2016, we had 1,019 suppliers, among which 673 were pharmaceutical
manufacturers and 346 were distributor suppliers.

As of 31 December 2017, we distributed 11,230 products, which represented an increase of 5,161 products as
compared to 2016.

Number of products
for the year ended
31 December

2017 2016

Products Category

Western medicines 4,180 2,881
Chinese patent medicines 3,438 2,392
Healthcare products 197 125
Others 3,415 671
Total 11,230 6,069

Our B2B e-commerce platform, “Charmacy e-Medicine” (BZEe ) (http://www.cmyynet.com/) commenced full operation
in December 2015. As of 31 December 2017, our B2B e-commerce platform (“e-commerce platform”) had 6,240
registered customers who are mainly retail pharmacies. The operating revenue contributed by our e-transactions through
our B2B e-commerce platform in 2017 was approximately RMB194.89 million. In 2017, we were comprehensively
engaged in upgrading the PC application of our e-commerce platform and the mobile application of WAP, as well as
developing the APP platform. Besides, in September 2017, we officially launched “Charmacy e-Medicine” APP platform
where customers can enjoy convenient and efficient distribution experience through a series of convenient service such as
customer query, order placement and payment.

The operating revenue of the Group in 2017 was RMB4,095.84 million, increasing by 11.61% as compared to last year.
The gross profit margin was 5.12%, increasing by 0.17 percentage point as compared to last year. The total expense
ratio was 3.54%, representing an increase of 0.79 percentage point as compared to last year. Net profit amounted to
RMB44.29 million, which represented a decline of 21.54% as compared to last year. Our net profit margin was 1.08%,
decreasing by 0.46 percentage point as compared to last year.

CHARMACY PHARMACEUTICAL CO., LTD



Management Discussion and Analysis

Launching the construction of informatization program (Phase Il) to facilitate corporate strategic
development

In March 2017, the Group officially launched the construction of informatization program (Phase Il) to invest in the
implementation of SAP EWM and SAP TM. By doing so, we seek to develop and enhance our warehousing management
and transportation systems, and deliver visualized management of warehousing and distribution by combining such
systems and our supply chain collaboration platform. We have also established a logistics model featuring integrated
network operation, breaking through the separate operations model among logistics and distribution centers and realize
mutual assistance among warehouses. In addition, we have delivered standardized operation in logistics and distribution,
with a replicable operational model established. Phase Il of our informatization program was officially launched on
1 January 2018. Thus, the Group has become the first firm equipped with SAP EWM and SAP TM in the Chinese
pharmaceutical circulation industry.

Penetrating into Zhuhai and Guangzhou to improve the distribution network

In 2017, the Group proceeded with its acquisitions. Its successive increase of capital contribution to two pharmaceutical
distribution companies in Zhuhai and Guangzhou has further improved the Group’s distribution network in the
Guangdong market, with extended service coverage of pharmaceutical delivery, higher service efficiency, greater
coverage of the Group’s end market in Guangdong, and a more competitive pharmaceutical distribution network.

On 13 March 2017, the Company increased its capital contribution to Zhuhai Hengxiang Pharmaceutical Limited* (258
B ELHR A F) to hold 70% of its shares, at a consideration of RMB18 miillion. Zhuhai Hengxiang Pharmaceutical
Limited completed the registration for industrial and commercial changes on 30 March 2017, with its name changed to
“Zhuhai Charmacy Hengxiang Pharmaceutical Limited*” (k)% Al £ (B £ B B2 5 R A ).

The increase of capital contribution to Zhuhai Charmacy is an important move for the Group to penetrate into Zhuhai
region, with full coverage across the end markets of Zhuhai and neighboring Zhongshan and Jiangmen. As of 31
December 2017, Zhuhai Charmacy had added 1,085 downstream customers and 3,503 products under its operation
(including 1,921 Chinese medicine decoction pieces) to the Group’s portfolio.

On 19 June 2017, the Company increased its capital contribution to Guangzhou Wangkang Pharmaceutical Technology
Limited* (B T B8 8L B R A R]) to hold 90% of its shares, at a consideration of RMB18 million. Guangzhou
Wangkang Pharmaceutical Technology Limited completed the registration for industrial and commercial changes on 21
June 2017, with its name changed to “Guangzhou Charmacy Pharmaceutical Limited*” (B /1 AISE 2223 B R A 7).

On 12 July 2017, the Company purchased the properties (the “Properties”, including the land use rights attached
thereunder and occupied land) of No.33, Liyu Street, Dongyong Township, Nansha District, Guangzhou City of the PRC,
at an aggregate cash consideration of RMB131 million (tax included). The Properties comprise of (i) a factory, which has
a total gross floor area of 15,293.80 square meters; and (i) a dormitory, which has a total gross floor area of 4,881.06
square meters. Both properties are erected on the land with a site area of 31,141.57 square meters. In December 2017,
the Company subleased its factory to Guangzhou Charmacy. Planned to commence operation in April 2018, the factory
will better serve the small and medium-sized pharmaceutical distributors and retail end-customers in Guangzhou, provide
efficient delivery service, and further improve the layout of the distribution network.

ANNUAL REPORT 2017
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Purchasing refrigerated transportation vehicles to provide high-quality pharmaceutical logistics
service

To ensure the quality of its pharmaceutical products during transportation, the Group has built on the “Good Supply
Practice for Pharmaceutical Products” to set even higher requirements on the transportation conditions for its
pharmaceutical products. With that in mind, the Group chose refrigerated transportation vehicles to serve as its new
addition or replace obsolete ones. In 2017, the Group purchased 26 refrigerated transportation vehicles. As of 31
December 2017, the Group owned a total of 86 transportation vehicles, including 52 refrigerated ones, to ensure the
quality and safety of its pharmaceutical products during transportation. With such vehicles came a larger distribution
network and a highly efficient delivery mechanism, through which the Group can deliver its pharmaceutical products
three times per day for customers within a radius of 10 kilometers, twice per day for customers within a radius of 50
kilometers and once per day for those within a 250-kilometers’ radius. All these are designed to provide customers with
professional, high-quality pharmaceutical logistics service.

Prospects
Establish a wholly-owned subsidiary in Shenzhen to increase coverage in the end markets of Guangdong

The Group plans to sustain its intensive engagement in the Guangdong market, expand the distribution network, and
widen its coverage in the end market of Guangdong. The Group has set up Shenzhen Charmacy Pharmaceutical
Limited* (Y BIFEBEZ H R A 7)), a wholly-owned subsidiary in Shenzhen in January 2018, and plans to commence its
operation by the end of 2018, through which the Group aims to further establish its presence in Shenzhen and extend its
presence to neighboring cities. As such, the Group can further enhance its distribution network, with wider distribution
coverage, higher operating efficiency, a broader customer base and greater operating revenue.

Establish a pharmaceutical sorting and distribution center in Guangzhou to boost market competitiveness

The Group plans to invest RMB165 million in a construction project to build Charmacy (Guangzhou) Pharmaceutical
Sorting and Distribution Center (“Guangzhou Pharmaceutical Sorting and Distribution Centre”), a new center for
sorting and distributing pharmaceutical products on a piece of vacant land between the properties at No.33, Liyu Street,
Dongyong Township, Nansha District, Guangzhou, the PRC.

In recent years, the Group has experienced rapid business growth in Pearl River Delta. Such rapid growth has rendered
warehousing and distribution a bottleneck in the development of the Company. Its warehousing and distribution capacity
is unable to meet the demand for further development, which urgently requires a new center for pharmaceutical sorting
and distribution. Hence, building such a center in Guangzhou helps to relieve the Company’s insufficient warehousing
capacity in Pearl River Delta, and frees the Company from the current restriction caused by its warehousing and
distribution capacity. Bringing larger supply, more extensive service coverage and higher service efficiency, the new
center will elevate the Group’s distribution capacity across Pearl River Delta, enable the Group with more capability
of negotiating better price with upstream factories, secure the primary distribution right of more high-quality products,
and meet the purchase demand from end users who need a variety of products, purchase in small batches and make
frequent purchases. Ultimately, the Company will have a greater influence in the end market. Upon the completion of its
construction, Guangzhou Pharmaceutical Sorting and Distribution Center will increase the size of the Group, help unleash
its merits in service, customer resource, branding and management, and enhance the Group’s market competitiveness
and sustainability.

CHARMACY PHARMACEUTICAL CO., LTD



Management Discussion and Analysis

Continuously optimize product structure and enhance product mix

To meet different demands from customers and improve customer reliance as well as the Group’s profitability and market
competitiveness, the Group will sustain its optimization of product resources, strengthen collaboration with famous
factories from home and abroad, and increase the variety and scale of primary distribution products. In particular, quality
products that are marketable and high in gross profit margin will be introduced on a continuous basis, including Chinese
medicine decoction pieces, healthcare products, cosmetics and medical devices. Besides, efforts will be made on
product diversification and enhancement of product mix, so as to meet the diverse purchase demands from customers
and improve their reliance and loyalty. At the same time, the Group will phase out some of the products with low gross
profit margin and turnover rate, to increase the Group’s profitability and competitive status.

Actively expand value-added service and improve customer reliance and loyalty

In respect of its principal business of pharmaceutical distribution, the Group will leverage on its advanced informatization
system to analyze historical sales data and through the grasp of rich customer resources of both upstream and
downstream as well as the market demands in different regions, to further expand its value-added service for upstream
and downstream customers. In addition, the Group will offer a variety of activity solutions and new-product promotion
to its pharmaceutical suppliers, to assist them in channel management and aggregation as well as product price control
and protection. Also, as a bridge between upstream and downstream customers, the Group hosts trade fairs and factory
training sessions for its customers, from whom the Group will not only charge a fee for such value-added service, but
gain greater customer reliance and loyalty, more business opportunities and better profitability.

Actively proceed with A Share Listing to benefit the Group’s long-term development

To better align with its long-term development strategy and objective, the Company is planning an initial public offering
and listing of its A shares on Shenzhen Stock Exchange, with a total of no more than 20 million A shares to be issued.
The proceeds from the A Share Listing will be invested in the construction project of Guangzhou Pharmaceutical Sorting
and Distribution Center, the information system improvement project, and the project of expanding the pharmaceutical
wholesale business. The implementation of such projects will help the Group enhance its competitive advantages in non-
tendering markets, improve warehousing and delivery capabilities as well as its level of information-based development,
lower capital costs, and ultimately further strengthen the Group’s comprehensive competitiveness.

The Company filed its application for the initial public offering and listing of A shares with CSRC on 7 December 2017,
and received a formal notice of acceptance from CSRC on 13 December 2017. In 2018, the Group will actively proceed
with its A Share Listing, in an attempt to elevate its corporate image and brand recognition, widen financing channels,
increase working capital and attain greater recognition from capital markets. The A share issuance will also bring more
financial resources to the Group, lift its competitiveness, and ultimately benefit its long-term development.
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FINANCIAL REVIEW

Operating revenue

For the year ended
31 December

2017 2016
RMB’000 RMB’000

Principal business 4,061,633 3,641,948
Other business 34,202 27,833
Operating revenue 4,095,835 3,669,781

The operating revenue of the Group in 2017 was RMB4,095.84 million, representing an increase of 11.61% as compared

to last year.
For the year ended

31 December

Customer type
2017 2016
RMB’000 RMB’000
Distributors 2,758,615 2,436,868
Retail pharmacies 1,214,657 1,113,904
Hospitals, clinics, health centres and others 88,361 91,176
Revenue from principal business 4,061,633 3,641,948

During 2017, our revenue from principal business was from product sales to (i) distributor customers; (ii) retail
pharmacies; and (i) hospitals, clinics, health centres and others. In 2017, over 97% of our revenue from principal
business was derived from distributor customers and retail pharmacies.

Our revenue from principal business increased in 2017, which was primarily attributable to the higher operating revenue
from sales to distributor customers and retail pharmacies.

Our operating revenue from sales to distributor customers and retail pharmacies increased during 2017, mainly because
(i) our product offerings increased from 6,069 types in 2016 to 11,230 types in 2017; in particular, the product offerings
provided by us as a primary distributor increased from 4,509 types in 2016 to 6,472 types in 2017; (i) we kept expanding
our sales to retail pharmacies and other end markets, with the number of our retail pharmacy clients up from 3,496 in
2016 to 4,777 in 2017; and (iii) our acquisition of Zhuhai Charmacy led to an additional operating revenue of RMB13.98
million.
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Operating cost, gross profit and gross profit margin

The operating cost of the Group increased by 11.41% to RMB3,885.97 million for the year ended 31 December 2017
from RMB3,488.02 million for the year ended 31 December 2016. The increase in operating cost was in line with the
increase in operating revenue from sales of products.

The gross profit of the Group increased by 15.46% to RMB209.86 million for the year ended 31 December 2017 from
RMB181.76 million for the year ended 31 December 2016. The gross profit margin of the Group increased to 5.12% for
the year ended 31 December 2017 from 4.95% for the year ended 31 December 2016. The increase in the gross profit
margin of the Group was primarily due to (i) more trade discounts from our suppliers, primarily attributable to the increase
in procurement of products from us as a primary distributor from 4,509 in 2016 to 6,472 in 2017; and (i) phasing-out of
products with lower gross profit margin and turnover rate.

Selling expenses

For the year ended 31 December 2017, the Group’s selling expenses amounted to RMB68.01 million, representing a
31.94% increase from RMB51.54 million for the year ended 31 December 2016. Such increase was caused by (i) an
increase of RMB12.03 million in employee salaries compared with the year ended 31 December 2016, mainly because
(a) to improve operational capability, the Group and its subsidiary Guangdong Charmacy recruited more sales-related
personnel to boost the development of end markets, provided reserve talents for such subsidiaries as Guangzhou
Charmacy, and recruiting some E-commerce and product development personnel, which led to a year-on-year increase
of 57 employees; in the meantime, employee salaries have been raised to a proper level to stay competitive with
industry peers, which led to a year-on-year increase of RMB9.76 million in total salaries to employees of the Company
and Guangdong Charmacy; (b) the Group acquired Zhuhai Charmacy and Guangzhou Charmacy, which resulted in
an increase of 63 employees and an additional RMB2.27 million for employee salaries; and (ii) the Company’s own
warehouses approaching full-capacity storage, which led to a total of RMB1.93 million in rental fees incurred by the new
warehouses of Guangdong Charmacy and Zhuhai Charmacy for the year 2017.

Management expenses

For the year ended 31 December 2017, the Group’s management expenses amounted to RMB49.58 million,
representing a 27.15% increase from RMB38.99 million for the year ended 31 December 2016, mainly because ()
employee salaries increased by RMB5.66 million compared with the year ended 31 December 2016, mainly owing to
the fact that (a) the Group enhanced its talent introduction by recruiting some experienced management talents, which
led to an additional 35 employees recruited by the Company and Guangdong Charmacy on a year-on-year basis; in
the meantime, the Group has raised its employee salaries to a proper level to stay competitive with its industry peers,
which led to a year-on-year increase of RMB4.31 million in total salaries to employees of the Company and Guangdong
Charmacy; (b) the Group acquired Zhuhai Charmacy and Guangzhou Charmacy, which led to an increase of 28
employees and an additional RMB1.36 million in total salaries to employees; (ii) the Group renovated its office areas,
which led to an additional maintenance fee of RMB1.06 million; and (jii) in January 2017, Mr. Yao Chuanglong transferred
some of his equity interests to Shantou Meizhi Investment Management Limited Partnership* (ILEEM X EREERAE
PE(ARAE)), Shantou Zhichuang Investment Management Limited Partnership* CIIBEM B AR EEEA BN E(F
fR & %)) and Shantou Youran Investment Management Limited Partnership* CIIBETT SRR E BB A B L E (AR AEE)),
which led to the payment of an additional processing fee of RMB0.99 million for such equity transfer according to China
Accounting Standards for Business Enterprise.
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Finance costs

For the year ended 31 December 2017, the Group’s finance costs amounted to RMB27.61 million, representing a
168.94% increase from RMB10.27 million for the year ended 31 December 2016, mainly because (i) the expansion
of financing scale led to an increase of RMB184.42 million in short-term borrowings compared with the year ended
31 December 2016 and a 0.18% increase in weighted average interest rate of borrowings compared with the year 31
December 2016, which led to an additional interest expense of RMB8.34 million; and (i) the depreciation of HKD against
RMB caused a foreign exchange loss of RMB1.74 million, as opposed to the foreign exchange gain of RMB5.83 million
for the year ended 31 December 2016, which resulted in a reduction of RMB7.57 million in foreign exchange gains.

Income tax expense

For the year ended 31 December 2017, the Group’s income tax expense amounted to RMB15.56 million, representing a
20.69% decline from RMB19.62 million for the year ended 31 December 2016, which was mainly caused by a decrease
in total taxable profit. The effective tax rate (income tax expense divided by total profit) increased by 0.21 percentage
point to 26.00% in 2017 from 25.79% in 2016.

Net profit

The net profit of the Group declined by 21.54% to RMB44.29 million for the year ended 31 December 2017 from
RMB56.46 million for the year ended 31 December 2016. In particular, the net profit attributable to the shareholders of
parent company decreased by 20.72% to RMB44.76 million for the year ended 31 December 2017 from RMB56.46
million for the year ended 31 December 2016. Net profit attributable to the shareholders of parent company recorded
a decline, mainly because (i) the Group increased its capital contribution to its subsidiaries Zhuhai Charmacy and
Guangzhou Charmacy, with a total loss of RMB1.88 million for 2017; (ii) the Group introduced more sales and
management personnel as well as e-commerce and product development personnel, and raised its employee salaries;
the acquisition of Zhuhai Charmacy and Guangzhou Charmacy as subsidiaries led to more staff members and higher
total staff costs; and (iii) there was an increase in finance costs caused by increase in RMB loans with higher interest
rates, and less foreign exchange gains due to exchange rate fluctuations.

Pearl River Delta is the best-off area in Guangdong, with huge volume and great prospect of pharmaceutical circulation
market. Guangdong Charmacy was able to deliver speedy business development by capitalizing on the favorable
opportunities of such market development. Hence, the Company has replicated the mature operational experience of
Foshan region to increase its investment in the pharmaceutical circulation market, which can lay a better foundation
for the long-term sustainable development of its future business. Phase Il of the informatization program was formally
launched on 1 January 2018; Zhuhai Charmacy completed its informatization construction project on 1 February 2018;
and Guangzhou Charmacy is about to complete its informatization construction project before 31 March 2018, whilst
Guangzhou Nansha warehouse will complete its alteration project and commence operation in April 2018. As such new
subsidiaries start the operation of warehousing and logistics facilities successively, they also enjoy a stable information
system and increasingly mature marketing teams. The subsidiaries in Zhuhai Charmacy and Guangzhou Charmacy will
soon start their business operation and become new profit growth points of the Company.

Liquidity and financial resources

As at 31 December 2017, the cash and bank deposits of the Group amounted to RMB75.10 million, while the cash and
bank deposits amounted to RMB119.57 million as at 31 December 2016.

At at 31 December 2017 and 31 December 2016, the Group recorded net current assets of RMB96.43 million and

RMB212.87 million, respectively. As at 31 December 2017, the current ratio (based on the calculation of current assets
divided by current liabilities) of the Group was 1.05 (2016: 1.13).
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The bank borrowings of the Group as at 31 December 2017 were RMB522.90 million. All the bank borrowings were
provided by the banks within the PRC, which bear fixed interest rates. The carrying amount of the bank borrowings is
presented in RMB, and is approximate to the fair value. The Group did not use any financial instruments for hedging
purposes or any existing borrowings and/or other hedging instruments for hedging net foreign currency investments.

Trade receivables and bill receivables

As at 31 December 2017, the Group’s trade receivables and bills receivables amounted to RMB970.25 million,
representing an increase of RMB39.93 million compared to those as at 31 December 2016. Such increase was mainly
caused by sales expansion.

Trade payables and bill payables

As at 31 December 2017, the Group’s trade payables and bill payables amounted to RMB1,408.61 million, representing
an increase of RMB148.19 million compared to those as at 31 December 2016. Such increase was mainly caused by the
expanded use of bills receivables.

Treasury policy

The Group adopts a prudent financial management strategy in executing its treasury policy. Thus, a sound liquidity
position was able to be maintained throughout the period under review. The Group continues to assess its customers’
credit and financial positions so as to minimize credit risks. In order to control liquidity risks, the Board would closely
monitor the liquidity position of the Group to ensure that its assets, liabilities and other flow structure committed by the
Group would satisfy the funding needs from time to time.

Foreign currency exchange risk

The transactions of the Group are mainly denominated in RMB. Except for part of the unused funds raised from listing
which are denominated in HK$ and deposited in designated accounts of commercial banks within the PRC and Hong
Kong, most of the assets and all liabilities are denominated in RMB. The Group’s deposits which are denominated in HK$
and deposited in designated accounts of commercial banks within the PRC and Hong Kong are subject to exchange
risks. During the year, the Group did not use any financial instruments for hedging the foreign currency risk.

Interest rate risk

For the year ended 31 December 2017, the Group had no bank borrowings which bears a floating interest rate (2016:
Nil).

Capital management
Set out below is the Group’s gearing ratios as at 31 December 2017 and 2016, respectively:

31 December 31 December
2017 2016

Gearing ratio (%) 49.14% 33.08%

Note:  Gearing ratio is equal to net liabilities as at the end of the period divided by aggregate capital. Net liabilities represent total borrowings deducted by
cash and cash equivalents; and aggregate capital is the sum of net liabilities and total equity.
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Capital commitment
As at 31 December 2017, the Group’s capital commitment amounted to RMB8.93 million.

Employees’ information

As at 31 December 2017, the Group had a total of 842 employees (including executive Directors), representing an
increase of 183 employees compared with the number of employees as at 31 December 2016. The total staff cost
(including emoluments of directors and supervisors) was RMB63.18 million, as compared to RMB45.48 million for the
year ended 31 December 2016, representing a growth rate of 38.90%. The emoluments were determined with reference
to market practice and the performance, qualification and experience of individual employees.

The employees are entitled to bonus based on the results of the Group and individual performance other than basic
salaries. Other staff benefits include other related insurances set up for the employees employed by the Group in
accordance with the rules and regulations under Labour Law, Employment Contract Law, Social Insurance Law of the
PRC and the current regulatory requirements of the PRC.

The salaries and benefits of the employees of the Group are kept at a competitive level. The employees are rewarded on
a performance-related basis within the general framework of the Group’s salary and bonus system, which is reviewed
annually.

Change of auditors and the adoption of China Accounting Standards for Business Enterprise

On 10 June 2017, the Company convened the 2016 annual general meeting to approve the change of auditors. At the
meeting, ShineWing Certified Public Accountants (Special General Partnership) was appointed as the auditors of the
Group for the year 2017. In addition, the standard for preparing the Company’s financial statements has been changed
to China Accounting Standards for Business Enterprise.

Material investments, acquisitions and disposals held

Apart from investment in subsidiaries, the Group held no material investment, acquisition or disposal in the equity
interests of any other company for the year ended 31 December 2017.

Acquisition of the Properties

On 12 July 2017, the Company (as the purchaser) entered into a sale and purchase agreement with KTL (Guangzhou)
Jewellery Manufacturer Ltd. (an independent third party) in relation to the properties situated at No.33, Liyu Street,
Dongyong Township, Nansha District, Guangzhou City, the PRC, to purchase the Properties (including the land use
rights attached thereunder and occupied land) at an aggregate cash consideration of RMB131 million (tax included). The
Properties comprise of (i) a factory, which has a total gross floor area of 15,293.80 square metres; and (i) a dormitory,
which has a total gross floor area of 4,881.06 square metres. Both properties are erected on the land with a site area of
31,141.57 square metres. For details, please refer to the Company’s announcement dated 12 July 2017.
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Future plans related to the material investments and capital assets

Save as disclosed in the Prospectus, the Group has no other future plans related to the material investments and capital
assets.

Material acquisitions and disposals related to the subsidiary, associates and joint ventures

During the year ended 31 December 2017, the Group had no material acquisitions and disposals related to the
subsidiary, associates and joint ventures.

Pledge of assets

As of 31 December 2017, the Group was granted a credit limit of RMB1,091.52 million by various banks, while the
Group’s utilized banking facilities totalled RMB993.01 million, which were secured by (i) property, plant and equipment
held by the Group with a carrying amount of RMB153.97 million as at 31 December 2017; (ii) land use rights held by the
Group with a carrying amount of RMB148.62 million as at 31 December 2017; and (iii) inventories with a carrying amount
of RMB250.00 million as at 31 December 2017.

Contingent liabilities

As at 31 December 2017, the Group had no material contingent liabilities (2016: Nil).
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Biographies of Directors, Supervisors and
Senior Management

DIRECTORS AND SUPERVISORS

The table below sets out the information of the Directors and the supervisors (the “Supervisors”) as at the date of this
report:

Name Date of appointment Age

Executive Directors

Yao Chuanglong (I &ll3E) 6 March 2000 48
Zheng Yuyan (5 % #%) 25 May 2015 43
Lin Zhixiong (75 ) 25 May 2015 48
Non-executive Director

Li Weisheng (22 %) 10 June 2017 53
Independent Non-executive Directors

Wan Chi Wai Anthony (F & 1&) 1 December 2015 42
Zhou Tao (EE) 1 December 2015 34
Guan Jian (#3%2) (also known as Guan Suzhe (Bi#x %)) 1 December 2015 48
Supervisors

Zhang Ling (5R1%) 25 May 2015 45
Zheng Xiyue (B#23) 25 May 2015 38
Lin Zhijie (FREAR) 5 September 2017 34
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Chairman and Executive Director

Mr. Yao Chuanglong (Bk&I8E), aged 48, is our Chairman, executive Director and Chief Executive Officer. He is
responsible for the overall management of the Group, strategic planning and decision, formulation of annual business
operation plan of the Group.

Mr. Yao obtained a certificate in postgraduate class on civil commercial law from China University of Political Science
and Law (FEIBUEAE) in March 2004. Mr. Yao completed a class on selected on-job executive master of business
administration course (1£5; L 5% F218 - (EMBA)15:E SR 2 THEIE) organised by the Sino-Foreign Management Research
Institute of Sun Yat-sen University (# LI KZ /A INEIRFFZEH L) in the PRC in March 2004 and a course on “Advance
Programme for Development of Leadership in Pharmaceutical Industry” (55 %558 2 4858 11 38 = = AR FHET) in Zhejiang
University (371 AX22) in the PRC in October 2007. Mr. Yao completed a course on “Advanced Programme on Business
Management for Executives” (5 4% T #5 & 12 A IHEIT) in Tsinghua University (55 K2 in the PRC in July 2008 and a
course on “Telaote Strategic Positing for Executives” (1545 45 B BE B 42 2 IE) in Peking University (3t =R AZ2) in the PRC
in September 2013. In November 2015, Mr. Yao completed a course on Internet Plus and Innovative E-commerce for
Executives (B Bt #8+E1E T 758131 42%TT) in Overseas Education College of Shanghai Jiao Tong University (/8238
REFINAE Efr).

Mr. Yao joined the Group in March 2000 as a general manager of the Company, overseeing the daily operation and
formulation of the strategic development of the Company. Since July 2011, he has also served as the general manger
and executive Director of Guandong Charmacy. Mr. Yao has been acting as the chairman of the Company since May
2015. He has also been the chairman of Zhuhai Charmacy since March 2017, the general manager of Zhuhai Charmacy
since August 2017, the chairman of Guangzhou Charmacy since June 2017, and an executive Director and the general
manager of Shenzhen Charmacy since February 2018.

Executive Directors

Ms. Zheng Yuyan (#8 % #), aged 43, is our vice president, executive Director and Chief Marketing Officer. She joined
the Group in September 2003 and had served various positions in the Group including procurement officer, procurement
director and sales director. Ms. Zheng was promoted in August 2015 as the vice president of the Group. She has
been appointed as our Director since 25 May 2015. Ms. Zheng is mainly responsible for the marketing and products
management of the Group, the arrangement and maintenance of the sales network of the Group as well as planning and
guidance on the management of operating commodities of the Group.

In December 2008, Ms. Zheng obtained a Master of Business Administration degree in the Postgraduate School of
Renmin University of China (7 B A R X238 £Fx) in the PRC. Ms Zheng completed a course of “Training Programme
for Executives Master of Business Administration Courses” (EMBAGRIZ 2K #HE ) organised by Lingnan School of
Sun Yat-sen University (4 [LI K257 20t) in the PRC in August 2013 and a course of “Telaote Strategic Positing
for Executives” (434555 B i& E (7422, 3T) organised by Peking University (1t 5 KX£2) in the PRC in November 2013. In
November 2015, Ms. Zheng completed a course on Internet Plus and Innovative E-commerce for Executives (B B 49+ E2
EF AT 4 E ) in Overseas Education College of Shanghai Jiao Tong University (/833 @A /BN A E57).
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Mr. Lin Zhixiong (X&), aged 48, is our executive Director, joint company secretary and Chief Financial Officer. He is
responsible for the financial management of the Group. He joined the Group in March 2010 as the financial director of the
Group. He has also been a director of Zhuhai Charmacy since March 2017 and a director of Guangzhou Charmacy since
June 2017.

Mr. Lin graduated from Hunan Institute of Finance and Economics (#1755 B 4&E£2%) in the PRC with a bachelor degree
in economics studies, majoring in finance planning and statistics in July 1992. He also completed a course of “Telaote
Strategic Positing for Executives” (1555 5 8B E L& ) organised by Peking University (1t K22 in the PRC in
November 2013 and obtained a postgraduate diploma on “Corporate Finance and Investment Management” from the
University of Hong Kong School of Professional and Continuing Education in May 2015. And he obtained a postgraduate
diploma in “Integrated and Practicing Management” from the University of Hong Kong School of Professional and
Continuing Education in September 2017. Mr. Lin was an accountant accredited by the Ministry of Finance in the PRC in
May 1997.

Prior to joining the Group, Mr. Lin worked in Shantou International Trust Investment Limited (ILIZ8EB{E L% & A 7)),
a company engaging in financing and investment activities, as an accounting and financial manager from July 1992 to
December 2001, responsible for financial management and accounting, tax planning and financing. During January 2002
to March 2010, he worked in Guangdong Deming Investment Group Limited (& 3R 2RH% & %82 7)) (currently known as
Shantou Deming Packaging Group Limited (IUZET /2 B R B L E AR A 7)), a company engaging in the production
and sales of tobacco, and held the position of financial director and was responsible for the financial management and
accounting, tax planning, financing and investment management.

Non-executive Director

Mr. Li Weisheng (Z{#4), aged 53, has been our non-executive Director since June 2017. Mr. Li is a pharmacist-
in-charge. In 1989, Mr. Li graduated from Guangdong Pharmaceutical University (formerly known as Guangdong
Pharmaceutical Institute) with a bachelor’s degree in medicine, majoring in preventive healthcare.

Mr. Li worked in Guangzhou Pharmaceutical Trading Co., Ltd. (E/N& % H OB R 2 7)) from July 1989 to November
2011, and was the deputy general manager of Guangzhou Pharmaceutical Baiyunshan Hong Kong Company Limited
from November 2011 to December 2015. He has been the general manager of Guangzhou Pharmaceutical Baiyunshan
Hong Kong Company Limited since December 2015. He has also been a supervisor of Guangzhou Baiyunshan Qi Xing
Pharmaceutical Co., Ltd. (BINAZILE 2 EF B R /AR]) since July 2015, the chairman of Guangzhou Pharmaceutical
Baiyunshan Macau Company Limited (E%2H = LRI BRAF]) since January 2018, and a director of Guangzhou
Baiyunshan Guang Hua Pharmacy Co., Ltd. (BN B 1L =R L2570 F R A 7)) since February 2018.
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Independent non-executive Directors

Mr. Wan Chi Wai Anthony (F % {&), aged 42, was appointed as our independent non-executive Director on 1
December 2015.

Mr. Wan graduated from the Hong Kong University of Science and Technology in November 1997 with a bachelor
degree in business administration (accounting). Mr. Wan graduated from the University of London with a bachelor degree
in laws in August 2003 through distance learning. He further obtained the Postgraduate Certificate in Laws in June 2004
from the University of Hong Kong.

Mr. Wan was admitted as a member of the Hong Kong Institute of Certified Public Accountants in January 2002 and a
Fellow of the Association of Chartered Certified Accountants in May 2006. Mr. Wan was also admitted as a solicitor of
the High Court of Hong Kong in September 2006.

Prior to joining the legal field, Mr. Wan worked in the financial, accounting and audit industry, including as a senior associate
in PricewaterhouseCoopers, an accounting and audit firm, during August 1997 and May 2001; an accounting manager
in Wellink Services Limited, a company engaging in investment business, during October 2001 and January 2002; and
an assistant manager in finance in MLC (Hong Kong) Limited, an insurance company, during April 2002 and September
2003. Since 2004, Mr. Wan has worked in various local and international law firms, specialising in the practice of
corporate finance transactions including Hong Kong listings and mergers and acquisitions. From October 2006 to July
2007 and January 2008 to November 2008, Mr. Wan was a corporate finance associate in Herbert Smith Freehills.
He was an assistant solicitor in Reed Smith Richards Butler from March 2010 to November 2010 and an associate in
Morrison & Foerster from December 2010 to May 2012. Mr. Wan joined Clifford Chance in May 2012 as a senior associate
and left as a consultant in April 2015. From May 2015 to May 2016, he worked as the partner and head of the Hong
Kong corporate and securities practice of Vivien Teu & Co in association with Llinks Law Offices (i 71 Z2AIET5FT), a law
firm in Hong Kong. In May 2016, Mr. Wan joined King & Wood Mallesons, as a partner for its corporate and securities
practice. He has been an independent non-executive director of HM International Holdings Limited (stock code: 8416)
since 15 December 2016 and an independent non-executive director of Dafy Holdings Limited (stock code: 1826) since
12 January 2018.

Mr. Zhou Tao (J&7%), aged 34, was appointed as our independent non-executive Director on 1 December 2015.

Mr. Zhou graduated from Peking University (1t 52 A£2) in the PRC with a bachelor’s degree in law in July 2005. He is a
qualified practising lawyer in the PRC.

Since July 2005, Mr. Zhou has been working as a lawyer in Grandway Law Offices (1t R E@ZEDEAN), a law firm in
the PRC.
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Mr. Guan Jian (E#$2) (also known as Guan Suzhe (B#% 1)), aged 48, was appointed as our independent non-
executive Director on 1 December 2015.

Mr. Guan graduated from Chinese People’s Liberation Army University of International Relationships (| Bl A R &R E 5
B2 B 1R E267) with a bachelor degree in English in July 1991 and from China Europe International Business School (X
BB TR 2 Ft) in the PRC with a master degree in business administration in November 1997. In August 2014, Mr. Guan
was appointed as a guest professor by Shanghai Jiao Tong University Continuing Education School (/838 K245
# B ZPx) in the PRC.

Mr. Guan worked as a sales director in Yihaodian (—5%J%), a company engaging in business administration, responsible
for marketing, sales and operational management in May 2008. During the period from July 2009 to August 2010, he
was the vice president of Shanghai Haolijia Electronics Commerce Limited (B8 iFERE TR AR A7), a company
engaging in the business of marketing, sales and training, responsible for the business management. Since July 2011,
he has been working as the chief executive officer of Mankedao (Shanghai) Information Technology Limited (128 & (L
) B4 RHE B R A 7)), overseeing the general management. Since 2 June 2015, he has been the executive director
and president of Shanghai New Focus Investment Development Limited (/85T 25#% & 25 E AR A 7)), responsible for
integrated corporate management. Mr. Guan has been the consultant of China Telecom Corporation Limited Jiangsu

electronics channel operations centre (FEIEERNDBR A FNIEE FRBEETR L.

Supervisors
Ms. Zhang Ling (5R1), aged 45, was appointed as the chairlady of the Board of Supervisors on 25 May 2015.

Ms. Zhang graduated from Beijing Wuzi University (3t =#1& £F5x) in the PRC with a bachelor degree in international
trade in July 1994. She obtained a master degree in industrial economics from Shantou University (IIZ8XE2) in the PRC
in June 2005 and a doctorate degree in accounting from Xiamen University (BF3A£2) in the PRC in December 2009.

From March 2000 to September 2002, Ms. Zhang was the assistant to general manager in the Company, responsible
for overseeing financial and administrative matters. Since January 2010, she has been an associate professor in Shantou
University Business School (IIZEAXE: 7 &) in the PRC. Since December 2016, she has been an independent director
of C.K.J Professional Dental Hospital Group Limited* (F 31T & B2 5 Rl &£ B AL D A TR A 7).

Ms. Zheng Xiyue (Ef1&3H), aged 38, was appointed as our employee representative Supervisor on 25 May 2015.

Ms. Zheng graduated from China Central Radio and TV University ({f R E & B 18 A E2) in the PRC with a bachelor degree
in accounting in July 2009. She has also completed a course on “Executive Master of Business Administration (EMBA)
Programme for Executives” in Market Economy Academy of Peking University (1t A £ R &40 ETITE2RT) in the PRC
in April 2010.

Ms. Zheng joined the Group in July 2001 and held positions including accounting officer and manager of settlement
department. She is currently the assistant to the marketing officer and the treasury manager of the Group and is
responsible for providing assistance to our Chief Marketing Officer in the operation of our sales centre and overseeing
treasury management of the Group. She served as the supervisor of Guangzhou Charmacy in June 2017, the supervisor
of Zhuhai Charmacy and Guangdong Charmacy in July 2017, and the supervisor of Shenzhen Charmacy in January
2018.
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Mr. Lin Zhijie (tK&EZ), aged 34, is our vice logistics officer. He became a supervisor of the Company in September
2017. Mr. Lin graduated from the Science and Technology College of Jiangxi University of Traditional Chinese Medicine*
(TP 2 2R ) in the PRC in July 2007, majoring in pharmaceutics formulation.

Mr. Lin joined our Group in January 2007 and has been responsible for transportation and logistics arrangements of our
Group, including the planning of budget for transportation.

SENIOR MANAGEMENT

Ms. Wan Xiaohua (B %), aged 42, is our quality supervisor, mainly responsible for the quality management of
pharmaceutical products.

Ms. Wan graduated from Jiangxi College of Traditional Chinese Medicine* (T 75/ %5 £%) in July 1997 with a bachelor’s
degree in engineering, majoring in the manufacturing of traditional Chinese medicine (TCM). She passed the exam for
practicing pharmacists in 2000 and TCM pharmacists-in-charge in 20086.

Ms. Wan was a teacher at the training center for the Shangrao Branch of Jiangxi Medicines Group* (1 78 % 2255 [#) from
July 1997 to December 2002, a manager at the quality management department of Guangzhou Gelite Pharmaceutical
Company Limited* (&M 4% 4558 25 R A 7)) from December 2002 to December 2005, a freelance quality consultant
from January 2006 to November 2009, a manager at the quality management department of Guangzhou Traditional
& Herbal Qingping Co. Ltd. (M B L5 F 2225 R /2 7)) from November 2009 to June 2010, a freelance quality
consultant from June 2010 to February 2011, and a manager at the quality management department of Guangdong
Charmacy since March 2011.

JOINT COMPANY SECRETARIES

Mr. Lin Zhixiong (M&##), aged 48, is our joint company secretary. Biographical details of Mr. Lin are set out in the
paragraph headed “Executive Directors” in this section.

Ms. Ng Wing Shan (& 3k#) was appointed as our joint company secretary on 1 December 2015. Ms. Ng is an assistant
vice president of SW Corporate Services Group Limited and is responsible for assisting listed companies in professional
company secretarial work. She has over 10 years of professional experience in the company secretarial field and is
a fellow member of The Hong Kong Institute of Chartered Secretaries and The Institute of Chartered Secretaries and
Administrators in the United Kingdom.
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CORPORATE GOVERNANCE
PRACTICES

The Company had been complying with the code
provisions (the “Code Provisions”) set out in the
Corporate Governance Code contained in Appendix 14
to Rules Governing the Listing of Securities on the Stock
Exchange (the “Listing Rules”) for the year ended 31
December 2017, save for the deviation as stated below:

Pursuant to Code Provision A.2.1, the responsibilities
between the chairman and chief executive officer
should be separated and should not be performed by
the same individual. Mr. Yao Chuanglong is our Chief
Executive Officer, and he also performs as the chairman
of our Board as he has considerable experience in the
pharmaceutical distribution industry. Our Board believes
that vesting the roles of both the chairman of our Board
and the chief executive officer in the same person has the
benefit of ensuring consistent leadership within our Group
and enables more effective and efficient overall strategic
planning of our Group.

CHARMACY PHARMACEUTICAL CO., LTD

MODEL CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS AND
SUPERVISORS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (the “Model
Code”) set out in Appendix 10 to the Listing Rules as the
code of conduct in dealings with securities transaction for
the Directors and supervisors of the Company. Having
made enquiries with all Directors and supervisors of the
Company, the Company confirmed that all Directors and
supervisors have complied with the required standard
as set out in the Model Code for the year ended 31
December 2017.



MEMBERS OF THE BOARD

Composition

Currently, the Board consists of seven Directors
(“Directors”), of which three are executive Directors, one

Directors Age Position

Corporate Governance Report

is non-executive Director and three are independent non-
executive Directors. The composition of the Board is as
follow:

Duration of service contract/
letter of appointment

Mr. Yao Chuanglong 48
Executive Officer

Chairman, executive Director and Chief

14 December 2015 to 13 December 2018

14 December 2015 to 13 December 2018

14 December 2015 to 13 December 2018

10 June 2017 to 9 June 2020
1 December 2015 to 30 November 2018

1 December 2015 to 30 November 2018
1 December 2015 to 30 November 2018

Ms. Zheng Yuyan 43 Vice president, executive Director and Chief
Marketing Officer
Mr. Lin Zhixiong 48 Executive Director, joint company secretary
and Chief Financial Officer
Mr. Li Weisheng 53 Non-executive Director
Mr. Wan Chi Wai 42 Independent non-executive Director
Anthony
Mr. Zhou Tao 34 Independent non-executive Director
Mr. Guan Jian 48 Independent non-executive Director
(also known as
Guan Suzhe)

For the year ended 31 December 2017, there was change
to the composition of the Board. In particular, Mr. Fan
Jianbo resigned as an executive Director on 19 July 2017,
Ms. You Zeyan resigned as a non-executive Director on 5
September 2017, and Mr. Li Weisheng was appointed as
a non-executive Director on 10 June 2017.

Details for each of the Directors’ profile are set out on
pages 20 to 25 in the section “Biographies of Directors,
Supervisors and Senior Management”.

Save as the relationship disclosed in the section
“Biographies of Directors, Supervisors and Senior
Management” and the working relationship in the
Company, there is no relationship among the Directors,
Supervisors and senior management regarding the
financial, business, family or other material aspects.
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The Board meeting

The regular Board meeting shall be convened at least
four times a year, representing once a quarter. Other
board meetings shall be convened when necessary

for the discussion of the overall strategy and financial
performance of the Company’s operation. During the year
ended 31 December 2017, the Company convened 22
Board meetings. Their details are as follows:

Number of Meetings
Attended/Available

Name Position for Attendance
Mr. Yao Chuanglong Chairman, executive Director and 22/22
Chief Executive Officer
Ms. Zheng Yuyan Former Vice president, executive Director and 22/22
Chief Marketing Officer
Mr. Fan Jianbo (Resigned as a  Former Vice president, former executive Director and 16/16
Director on 19 July 2017) Chief Technical Officer
Mr. Lin Zhixiong Executive Director, joint company secretary and 22/22
Chief Financial Officer
Ms. You Zeyan Former Non-executive Director 19/19
(Resigned as a Director on
5 September 2017)
Mr. Li Weisheng (Appointed as ~ Non-executive Director 12/12
a Director on 10 June 2017)
Mr. Wan Chi Wai Anthony Independent non-executive Director 9/9
Mr. Zhou Tao Independent non-executive Director 9/9
Mr. Guan Jian (also known as Independent non-executive Director 9/9

Gunan Suzhe)

The Company has three independent non-executive
Directors, which is more than one-third of the number of
Directors in the Board. Among them, Mr. Wan Chi Wai
Anthony has the appropriate professional qualification.

Appropriate notification will be sent to each Director in
advance prior to the regular meetings and other meetings.
Meeting agendas and other relevant information are
provided to the Directors prior to the Board meetings.
All Directors would be inquired for the agenda for Board
meetings and other additional matters.

CHARMACY PHARMACEUTICAL CO., LTD

All Directors have access to the advice and services of the
joint company secretaries with a view to ensuring that the
Board procedures, all applicable rules and regulations are
followed.

The comment made by the Directors at the meetings and
both draft and final versions of the minutes will be sent to
all Directors. Minutes of Board meetings are kept by the
secretary of the meetings.
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General meeting
During the year ended 31 December 2017, the Company held three general meetings. Their details are as follows:

Date Location Meeting

10 June 2017 3rd Floor, No. 235 Song Shan North Road, 2016 Annual
Longhu District, Shantou City, Guangdong Province, General Meeting
the People’s Republic of China

5 September 2017 3rd Floor, No. 235 Song Shan North Road, 2017
Longhu District, Shantou City, Guangdong Province, First Extraordinary
the People’s Republic of China General Meeting

13 November 2017 3rd Floor, No. 235 Song Shan North Road, 2017
Longhu District, Shantou City, Guangdong Province, Second Extraordinary
the People’s Republic of China General Meeting

The attendance of the Directors is stated as follows:

Number of Meetings
Attended/Available

Name Position for Attendance
Mr. Yao Chuanglong Chairman, executive Director and 3/3
Chief Executive Officer
Ms. Zheng Yuyan Vice president, executive Director and 3/3
Chief Marketing Officer
Mr. Fan Jianbo Former Vice president, former executive Director and 11
(Resigned as a Director on Chief Technical Officer
19 July 2017)
Mr. Lin Zhixiong Executive Director, joint company secretary and 3/3
Chief Financial Officer
Ms. You Zeyan Former Non-executive Director 2/2
(Resigned as a Director on
5 September 2017)
Mr. Li Weisheng Non-executive Director 2/2
(Appointed as a Director on
10 June 2017)
Mr. Wan Chi Wai Anthony Independent non-executive Director 3/3
Mr. Zhou Tao Independent non-executive Director 3/8
Mr. Guan Jian (also known as Independent non-executive Director 3/3

Gunan Suzhe)
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RESPONSIBILITIES OF THE BOARD
AND MANAGEMENT

The Board is primarily responsible for monitoring and
managing the Company’s affairs, including the adoption
of long-term strategies, appointment of and supervision
on senior management, to ensure that the operations
of the Group are conducted in accordance with its own
objectives. The Board is also responsible for determining
the Company’s corporate governance policies which
include: (i) the preparation of and review on the Company’s
corporate governance policies and practices; (i) the review
and regulation on the training and continuous professional
development of Directors and senior management; (iii)
the review and regulation on the code of conduct and
compliance manual (if any) applicable to employees and
Directors; and (iv) the review on the Company’s disclosure
in the Corporate Governance Report. The Board
has discharged its duties in respect of the corporate
governance function mentioned above during 2017.

While the Board retains full responsibility for guiding
and monitoring the Company in discharging its duties,
certain responsibilities are delegated to various Board
committees which have been established by the Board
to deal with different aspects of the Company’s affairs.
Unless otherwise specified in their respective written terms
of reference as approved by the Board, these Board
committees are governed by the Company’s articles of
association (the “Articles of Association”) as well as the
Board’s policies and practices (in so far as the same are
not in conflict with the provisions contained in the Articles
of Association). With the new composition of members of
the risk management committee, nomination committee,
remuneration committee, strategic development
committee and the audit committee, the independent non-
executive Directors will be able to effectively devote their
time to perform the duties required by each of the Board
committees.

CHARMACY PHARMACEUTICAL CO., LTD

The Board has also delegated the responsibility of
implementing its strategies and the daily operation to
the management of the Company under the leadership
of the executive Directors. Clear guidance has been
made as to the matters that should be reserved to the
Board for its decision which include matters on, inter alia,
capital, finance and financial reporting, internal controls,
communication with Shareholders, Board membership,
delegation of authority and corporate governance.

The Board acknowledges its responsibility for the
preparation of the financial statements which give a true
and fair view of the state of affairs of the Group. The
Financial Statements set out on pages 58 to 75 were
prepared on the basis set out in note IV to the Financial
Statements. Financial results of the Group are announced
in a timely manner in accordance with statutory and/
or regulatory requirements. The declaration of reporting
responsibility issued by the external auditor of the
Company on the Company’s Financial Statements is set
out in the Auditor’s Report on page 53.

The Company has no non-compliance with rules 3.10(1), (2)
and 3.10A of the Listing Rules. Except as disclosed in the
section “Biographies of Directors, Supervisors and Senior
Management” above, there is no financial, business, family
or other material relationship among members of the
Board.

CONFIRMATION OF INDEPENDENCE
OF THE INDEPENDENT NON-EXECUTIVE
DIRECTORS

Each of the independent non-executive Directors has
made an annual confirmation of independence pursuant
to Rule 3.13 of the Listing Rules. The Company is of
the view that all independent non-executive Directors
are independent in accordance with the terms of the
independence guidelines set out in Rule 3.13 of the Listing
Rules.



CONTINUOUS PROFESSIONAL
DEVELOPMENT OF THE DIRECTORS

During the year ended 31 December 2017, all Directors
have been given relevant guidance materials and
participated related training regarding the duties and
responsibilities of being a Director, the relevant laws
and regulations applicable to the Directors, duty of
disclosure of interests and business of the Group. Such
guidance materials and relevant overview will be provided

Directors
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immediately to the Directors who are newly appointed.
Continuing briefings and professional development for the
Directors will be arranged whenever necessary.

All Directors have provided record of training attendance
and the Company will continue to arrange or provide
training in accordance with paragraph A.6.5 of the Code
Provisions.

In the year 2017, continuing professional development
participated by the Directors is summarized as follows:

Training in relation to
corporate governance,
regulatory developments
and other relevant
professional topics

Executive Directors

Yao Chuanglong (Chairman)
Zheng Yuyan

Lin Zhixiong

Non-executive Director
Li Weisheng

Independent non-executive Directors
Wan Chi Wai Anthony

Guan Jian (also known as Guan Suzhe)
Zhou Tao

APPOINTMENT, RE-ELECTION AND
DISMISSAL

All independent non-executive Directors have entered into
letters of appointment or agreements with the Company
for a specific term of three years, subject to re-election.

In accordance with the Articles of Association, Directors
are elected at the general meeting with a term of three
years from the effective date of being elected. Directors
may offer themselves for re-election if their terms expire.
The chairman is elected and removed by the majority votes
from all Directors, with a term of three years and may offer
himself/herself for re-election. The removal of any Directors
with an unexpired term is allowed at the general meeting
by way of ordinary resolutions, provided that it is complied
with the requirements of related laws and administrative
regulations.

NSNS

AN

NON-EXECUTIVE DIRECTOR

The term of Mr. Li Weisheng, the Company’s incumbent
non-executive Director started on 10 June 2017 and will
terminate upon the conclusion of the current session of
the Board.

NOMINATION COMMITTEE

The Company established a nomination committee (the
“Nomination Committee”) on 26 November 2015 with
written terms of reference in compliance with paragraph
A.5.2 of the Code Provisions. Its terms of reference are
available on the websites of the Company and the Stock
Exchange.
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The primary duties of the Nomination Committee are to
review the structure, size and composition of the Board
on regular basis; identify individuals qualified to become
Board members; assess the independence of independent
non-executive Directors; and make recommendations
to the Board on matters relating to the appointment
or re-election of Directors. The Nomination Committee
comprises three members, two of them are independent
non-executive Directors, namely Mr. Zhou Tao (Chairman)
and Mr. Guan Jian and one of them is executive Director,
namely Mr. Yao Chuanglong.

For the year ended 31 December 2017, the Nomination
Committee convened a meeting on 21 March 2017
to review the structure, size and composition of the
Board and review the independence of independent
non-executive Directors. The Nomination Committee
also convened a meeting on 7 July 2017 to review the
nomination and engagement of the Directors and senior
management from January 2014 to June 2017. All the
members of the Nomination Committee, including Mr. Yao
Chuanglong, Mr. Zhou Tao and Mr. Guan Jian, attended
the above two meetings.

When identifying suitable candidates for directorship, the
Nomination Committee will carry out the selection process
by making reference to the skills, experience, education
background, professional knowledge, personal integrity
and time commitments of the proposed candidates,
and also the Company’s needs and other relevant laws
and statutory requirements and regulations required
for the positions. All candidates must be able to meet
the standards as set forth in Rules 3.08 and 3.09 of the
Listing Rules. A candidate who is to be appointed as an
independent non-executive Director should also meet the
independence criteria set out in Rule 3.13 of the Listing
Rules. Qualified candidates will then be recommended to
the Shareholders’ meeting for approval.

REMUNERATION COMMITTEE

The Company established a remuneration committee (the
“Remuneration Committee”) pursuant to a resolution
of the Board passed on 26 November 2015 and the
requirement of Rules 3.25 and 3.26 of the Listing Rules
and its written terms of reference were adopted. The
written terms of reference of the Remuneration Committee
were adopted in compliance with paragraph B.1.2 of the
Code Provisions. Its terms of reference are available on the
websites of the Company and the Stock Exchange.

The primary duties of the Remuneration Committee are
to make recommendation to the Board on the overall
remuneration policy and structure relating to all Directors
and senior management of the Group and ensure none
of the Directors determine their own remuneration. The
remuneration of executive Directors are determined based
on the skills, knowledge, individual performance and
contributions, the scope of responsibility and duties of
such Directors, taking into consideration of the Company’s
results performance and prevailing market conditions.
The remuneration policy of independent non-executive
Directors is to ensure that the independent non-executive
Directors are adequately compensated for their efforts
and time dedicated to the Company’s affairs including
their participation in respective Board committees. The
remuneration of independent non-executive Directors
are determined with reference to their skills, experience,
knowledge, duties and market trends. As at 31 December
2017, the Remuneration Committee consists of three
members, two of them are independent non-executive
Directors, namely Mr. Zhou Tao (chairman) and Mr. Wan
Chi Wai Anthony and one of them is executive Director,
namely Mr. Lin Zhixiong.

According to the Code Provision B.1.5, the remuneration paid to the directors, supervisors and senior management by
the Group based on the remuneration benchmark for the year ended 31 December 2017 is as follows:

Remuneration benchmark

Number of individuals

Nil to RMB50,000

RMB50,001 to RMB250,000
RMB250,001 to RMB500,000

More than and including RMB500,001

— N OO

Details of remuneration of Directors are set out in note X.(IV).1 to the Financial Statements.

CHARMACY PHARMACEUTICAL CO., LTD



For the year ended 31 December 2017, the Remuneration
Committee held one meeting on 21 March 2017 to review
the overall remuneration policy for the Directors and
senior management, determine such policies and propose
them to the Board. The meeting was attended by all the
members of the Remuneration Committee, including Mr.
Zhou Tao (chairman), Mr. Wan Chi Wai Anthony and Mr.
Lin Zhixiong.

The Remuneration Committee has adopted the model
that it will review the proposals made by the management
on the remuneration of executive Directors and senior
management and make recommendation to the
Directors. The Board will have final authority to approve
the remuneration recommendations made by the
Remuneration Committee.

AUDIT COMMITTEE

The Company established an audit committee (the
“Audit Committee”) pursuant to a resolution of the
Board passed on 26 November 2015 with written terms
of reference and the requirement of Rules 3.21 and 3.22
of the Listing Rules. The written terms of reference of
the Audit Committee were adopted in compliance with
paragraphs C.3.3 and C.3.7 of the Code Provisions. Its
terms of reference are available on the websites of the
Company and the Stock Exchange.

The Audit Committee reports to the Board and has held
regular meetings since its establishment to review and
make recommendations to improve the Group’s financial
reporting process and internal controls. Other than that,
the primary duties of the Audit Committee are to make
recommendations to the Board on the appointment,
reappointment and removal of external auditor, review
the financial statements and material advice in respect
of financial reporting and overseas internal control of the
Company. As at the date of this annual report, the Audit
Committee consists of three members and three of them
are independent non-executive Directors, namely Mr. Wan
Chi Wai Anthony (chairman), Mr. Zhou Tao and Mr. Guan
Jian.

Corporate Governance Report

As at the date of this annual report, the Audit Committee
reviewed with the management of the Company the
accounting principles and practices adopted by the
Group, and discussed internal controls and financial
reporting matters. The Audit Committee also discussed
and reviewed the annual results for the year ended 31
December 2017 of the Company with the external auditor
of the Company.

For the year ended 31 December 2017, the Audit
Committee held three meetings on 21 March 2017, 13
April 2017 and 24 August 2017. On all three occasions,
the Audit Committee reviewed, amongst others, the
Group’s annual results for the year ended 31 December
2016 and the interim results for the six months ended
30 June 2017, and believed that the preparation of such
results was in compliance with applicable accounting
standards and the Listing Rules, in addition to reviewing
the changing of the accounting policies adopted for
preparing the Company’s financial statements and the
change of auditors. The above three meetings were
attended by all the members of the Audit Committee,
including Mr. Wan Chi Wai Anthony, Mr. Zhou Tao and Mr.
Guan Jian.

The Audit Committee was aware about the Group’s
existing system for risk management and internal control
and noted that the system would be subject to annual
review.

For the year ended 31 December 2017, the Board has
not taken a different view from the Audit Committee on
the selection, appointment, designation or dismissal of
external auditor.

RISK MANAGEMENT COMMITTEE

The Company established a risk management committee
(the “Risk Management Committee”) pursuant to a
resolution of the Board passed on 26 November 2015
with written terms of reference. Its terms of reference
are available on the websites of the Company and Stock
Exchange.
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The primary duties of the Risk Management Committee
are to review the general goals and fundamental policies
of our risk and compliance management, internal control
and risk management and internal audit functions and
made recommendations to our Board on the same. As
of 31 December 2017, the Risk Management Committee
comprises three members, namely Mr. Yao Chuanglong,
our Chairman and executive Director, Mr. Lin Zhixiong,
our executive Director and Mr. Wan Chi Wai Anthony, our
independent non-executive Director. Mr. Yao Chuanglong
is the chairman of our Risk Management Committee.

For the year ended 31 December 2017, the Risk
Management Committee held one meeting on 21 March
2017 where the Risk Management Committee reviewed
the strategy, policy and guideline of the Company’s
risk management, the effectiveness of the Group’s risk
management and internal control systems, and the
adequacy of resources. The meeting was attended by
all the members of the Risk Management Committee,
including Mr. Yao Chuanglong, Mr. Lin Zhixiong and Mr.
Wan Chi Wai Anthony.

THE STRATEGIC DEVELOPMENT
COMMITTEE

The Company established the Strategic Development
Committee (the “Strategic Development Committee”)
pursuant to a board resolution passed on 10 June 2017,
and determined its terms of reference in writing.

The Strategic Development Committee is mainly
responsible for studying the overall development strategies
for the Company, major investment and financing plans,
and other material issues that influence the development of
the Company, and making recommendations to the Board.
As of 31 December 2017, the Strategic Development
Committee consisted of three members, namely Mr. Yao
Chuanglong as the Chairman and executive Director,
Ms. Zheng Yuyan as an executive Director, and Mr. Zhou
Tao as an independent non-executive Director. Mr. Yao
Chuanglong serves as the Chairman of the Strategic
Development Committee.

For the year ended 31 December 2017, the Strategic
Development Committee held one meeting on 10 July
2017, on which views were expressed on the change of
use of the H share proceeds and the investment projects
for the proceeds of A share issuance; and studies were
carried out on the development strategies and future
development plans of the Company. All the members of
the Strategic Development Committee, including Mr. Yao
Chuanglong, Ms. Zhen Yuyan and Mr. Zhou Tao, attended
the meeting.

CHARMACY PHARMACEUTICAL CO., LTD

BOARD DIVERSITY POLICY

The Board adopted the following board diversity policy:

With a view of achieving a sustainable and balanced
development, the Company sees increasing diversity of the
Board as an essential element in supporting the attainment
of its strategic objectives and its sustainable development.
All the appointments made by the Board will be based on
meritocracy, and candidates will be adequately considered
against objective criteria, together with the benefit to
the Board made by the board diversity policy. Selection
of Board members will be based on a range of board
diversity perspectives, including but not limited to gender,
age, cultural and educational background, professional
experience, skills, knowledge and length of service. The
ultimate decision will be based on the specific demand for
talents in various stages of the business development and
strategic planning of the Company, and also the merits
and contribution to be made by the selected candidates.
The composition of the Board (including gender, age
and length of service) will be disclosed in the Corporate
Governance Report annually.

AUDITOR’S REMUNERATION

During the year, the Company engaged ShineWing
Certified Public Accountants (Special General Partnership)
as the external auditor of the Company. The fees in
respect of audit services provided by ShineWing Certified
Public Accountants (Special General Partnership) for the
year ended 31 December 2017 amounted to RMBO0.8
million (tax exclusive).

DIRECTORS’ RESPONSIBILITY FOR
FINANCIAL REPORTING IN RESPECT
OF THE FINANCIAL STATEMENTS

The Directors acknowledge that it is their responsibility
to prepare accounts of the Group and other financial
disclosures required under the Listing Rules and the
Company’s management will provide information and
explanation to the Board to enable it to make informed
assessments of the finance and other decisions.

The Directors are not aware of any material uncertainties
relating to events or conditions that may cast significant
doubt upon the Company’s ability to continue as a going
concern.



The statement of the auditors of the Company in respect
of their reporting responsibilities on the Company’s
financial statements for the year ended 31 December 2017
is set out in the “Auditors’ Report” contained in this annual
report.

JOINT COMPANY SECRETARY

Mr. Lin Zhixiong and Ms. Ng Wing Shan, being our joint
company secretaries, are primarily responsible for the
company secretarial work of the Group. Mr. Lin Zhixiong
currently does not possess the qualifications as required
under Rule 3.28 of the Listing Rules. Ms. Ng Wing Shan
is an assistant vice president of SW Corporate Services
Group Limited and her major contact of the Company is
Mr. Lin Zhixiong, an executive Director and joint company
secretary.

Pursuant to Rule 3.29 of the Listing Rules, for the year
ended 31 December 2017, Ms. Ng and Mr. Lin each have
attended no less than 15 hours of relevant professional
training.

SYSTEM OF INTERNAL CONTROL AND
RISK MANAGEMENT

The Board acknowledges its responsibility for the system
of internal control and risk management; the Audit
Committee assists the Board in performing its duty of
monitoring and corporate governance, which covers the
finance, operation, compliance, risk management and
internal control of the Company, as well as performing
the function of internal audit. Assisted by the Audit
Committee and the Risk Management Committee, the
Board is responsible for effectively maintaining the system
of internal control and risk management, to safeguard
the Group’s assets and the shareholders’ interests. The
system aims to manage (not eliminate) the risks that may
cause the failure to fuffill business objectives, and can only
provide reasonable (not absolute) assurance against major
mistakes, losses or fraud.

Corporate Governance Report

Composed of a robust organizational structure and
comprehensive policies and procedures, the system of
internal control and risk management of the Company
covers all its operating departments, with clear
specification of the duties of all business and functional
departments, to ensure effective checks and balances.
The structure of risk management and internal control of
the Company includes the following parts:

The Board

As the ultimate decision-maker on internal control and
management, the Board is responsible for assessing
and determining the nature and extent of the Company’s
risks, to help it deliver its business strategies and achieve
its business objectives. The Board is also responsible
for establishing, improving, and effectively implementing
the Company’s system of internal control and risk
management, as well as supervising the management in
its design, implementation and monitoring of the system.

The Risk Management Committee and the
Audit Committee

The Board authorizes its Risk Management Committee
to review and approve the risk management policies and
guidance of the Company, make decisions on risk level
and preference as well as relevant resource allocation,
and review the effectiveness and resources of the Group’s
internal control system at least annually.

The Board authorizes the Audit Committee to review
the Company’s financial control, internal control and risk
management systems at least annually, discuss with the
management on the internal control system, ensure that
the management has performed its duty to establish an
effective internal control system (taking into account,
amongst others, the sufficiency of the Company’s
resources, staff qualifications and experience in auditing
and finance, and the sufficiency of staff training courses
and relevant budgets), and review the Group’s financial
and accounting policies and practice.
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The Board of Supervisors

As the supervisory body for internal control and
management, the Board of Supervisors is responsible for
supervising the Board and the management in establishing
and implementing internal control.

The Management

The management is responsible for leading the
development and daily operation of the Company’s internal
control, as well as its coordination and management,
identifying, assessing and managing the risks that
potentially affects important operational procedures,
timely responding to and following the matters on risk
management and internal control raised by the internal
auditor, and confirming to the Board and the Audit
Committee as to whether the system of risk management
and internal control is effective.

The Company has also established a corresponding
mechanism for risk management, which provides the
framework and scope of risk management, business
objectives, risk assessment process, and the process of
regular assessment and monitoring. By a comprehensive
evaluation of the effectiveness of internal control, the
Company identifies the risks with potential impacts on
its operation, and assesses and controls the risks in
the environment and process. By a comparison of risk
assessment results, the Company ranks the priority of its
risks and determines its risk management strategies and
internal control procedures, to curb, prevent or reduce
risks.

The Board has conducted its annual review of the
effectiveness of the system of internal control and risk
management as at 31 December 2017, discovered
no material defect in internal control, and considered
the existing system to be effective and adequate. The
Company also had adequate resources, staff qualifications,
training courses and budgets in its accounting, internal
audit and financial reporting functions.

DISCLOSURE OF INSIDE
INFORMATION

The Group has established a policy regarding the
disclosure of inside information, which sets out the
procedures and internal control measures of the handling
and dissemination of inside information in a timely manner
in compliance with the Securities and Futures Ordinance.
The policy and its effectiveness would be reviewed on a
regular basis.
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SHAREHOLDERS’ RIGHTS

Convening an extraordinary general meeting by
the Shareholders

Two or more Shareholders who are jointly holding more
than 10% (including 10%) of Shares with voting rights
at the meeting proposed to be held shall be entitled to
request the Board to convene an extraordinary general
meeting or class meeting upon signing one or several
written requests with the same format and content, and
stating the subject of the meeting. If the Board agrees
to convene an extraordinary general meeting or class
meeting, it shall issue a notice of meeting within 5 days
upon making the Board decision. The Board shall convene
an extraordinary general meeting or class general meeting
as soon as possible upon receiving the aforesaid written
requests. If the Board does not issue a notice of meeting
within 30 days upon receiving the aforesaid written
requests, Shareholders who made such request may
convene the meeting by themselves within four months
after the Board has received such request, and the
procedures for convening the meeting shall be as similar as
possible to those for convening a general meeting by the
Board.

Proposals put forward at the general meeting

Shareholders severally or jointly holding more than
3% of Shares of the Company may submit written
provisional proposals to the convener 10 days before a
general meeting is convened. The convener shall serve a
supplementary notice of general meeting within two days
after receipt of such proposal and announce the contents
of provisional proposals.

Making enquiry to the Board

Shareholders who request related information or ask for
information shall provide the Company with the written
documents proving their types of Company’s Shares and
the number of Shares being held. The Company would
provide related information in accordance with the request
of Shareholders after verifying the identity of Shareholders
and receiving reasonable fees.



Contact Details

Shareholders may send their enquiries or requests as

mentioned above to the following:

Address: Company Secretary, Lin Zhixiong, No. 235 Song
Shan North Road, Longhu District, Shantou City,
Guangdong Province, PRC (For the attention of
Joint Company Secretary)

Fax: 86-0754-82752026

Email: linzhixiong@charmacy.cn

For the avoidance of doubt, Shareholder(s) must deposit
and send the original duly signed written requisition, notice
or statement, or enquiry (as the case may be) to the above
address and provide their full name, contact details and
identification in order to give effect thereto. Shareholders’
information may be disclosed as required by law.

Shareholders may call the Company at 86-0754-
88109272 for any assistance.

CONSTITUTIONAL DOCUMENT

On the 2016 annual general meeting convened on 10
June 2017, the Company approved the amendments
to its articles of association and scope of operation to fit
into the demand of its business development; change of
the number of the members of the Board, to determine
the appointment of Mr. Li Weisheng as a non-executive
Director of the Company; and change of the accounting
policy to PRC Accounting Standards. The change of the
number of Board members was approved at the 2017 first
extraordinary general meeting convened on 5 September
2017, to adjust the structure of the Board and improve
its operational efficiency. Save for the above, there was
no material change in the Articles of the Company during
2017.

Corporate Governance Report

INVESTOR RELATIONS AND
COMMUNICATION

The Board recognizes the importance of good
communications with all Shareholders. The Company
believes that maintaining a high level of transparency
is a key to enhance investor relations. The Company
is committed to a policy of open and timely disclosure
of corporate information to its Shareholders and public
investors.

The Company updates its Shareholders on its latest
business developments and financial performance
through its corporate publications including annual
reports and public announcements. Extensive information
about the Company’s business for the year ended 31
December 2017 has been provided in this annual report.
While the annual general meeting provides a valuable
forum for direct communication between the Board
and its Shareholders, the Company also maintains
its website (http://www.chmyy.com) to provide an
alternative communication channel for the public and
its Shareholders. All corporate communication and
Company’s latest updates are available on the Company’s
website.

By the year ended 31 December 2017, there was no
material change in the Company’s legal documents.
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Directors’ Report

The Board of the Company are pleased to present 2017 annual report together with the Financial Statements of the
Group for the year ended 31 December 2017.

PRINCIPAL BUSINESS AND BUSINESS REVIEW

The principal business of the Company is pharmaceutical products distribution in the PRC. The principal activities of
the subsidiary of the Company are set out in note VIII of the Financial Statements. Business review during the Reporting
Period and discussion on the future business development of the Group are set out in the Management Discussion and
Analysis on pages of 10 to 13 of this annual report; Performance analysis of the Group within the year based on key
financial performance indicators are set out in the Management Discussion and Analysis on pages 14 to 19 of this annual
report.

USE OF PROCEEDS

The Company was successfully listed on 14 December 2015. The net proceeds from the Global Offering (the “Global
Offering”) of the Company are approximately RMB158.91 million, after deducting the underwriting commissions and
other estimated expenses payable by the Company in connection with 