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IMPORTANT

If you are in any doubt about any of the contents of this prospectus, you should seek independent professional advice.
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Number of Offer Shares under

the Global Offering

Number of Hong Kong Public Offer Shares
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300,000,000 Shares (subject to the Over-allotment
Option)

30,000,000 Shares (subject to reallocation)

270,000,000 Shares (subject to reallocation and

the Over-allotment Option)

Offer Price : HKS$1.59 to HK$1.83 per Offer Share
(payable in full at the maximum Offer Price on
application in Hong Kong dollars, subject to refund
on final pricing, plus brokerage of 1%, SFC
transaction levy of 0.0027% and Stock Exchange
trading fee of 0.005%)
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CMBC SECURITIES COMPANY LIMITED

Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company Limited take no responsibility for the contents
of this prospectus, make no representation as to its accuracy or completeness and expressly disclaim any liability whatsoever for any loss howsoever arising from or in reliance upon the
whole or any part of the contents of this prospectus.

A copy of this prospectus, having attached thereto the documents specified in the section headed “Documents Delivered to the Registrar of Companies in Hong Kong and Available for
Inspection™ in Appendix VI to this prospectus, has been registered with the Registrar of Companies in Hong Kong as required by Section 342C of the Companies (Winding Up and
Miscellaneous Provisions) Ordinance (Cap. 32). The Securities and Futures Commission of Hong Kong and the Registrar of Companies in Hong Kong take no responsibility for the
contents of this prospectus or any other documents referred to above.

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

The Offer Price is expected to be fixed by agreement between the Underwriters’ Representative (for itself and on behalf of the Underwriters) and us on the Price Determination Date.
The Price Determination Date is expected to be on or around Thursday, 31 October 2019 and, in any event, not later than Wednesday, 6 November 2019. The Offer Price will be not
more than HK$1.83 and is currently expected to be not less than HK$1.59, unless otherwise announced. If, for any reason, the Offer Price is not agreed by Wednesday, 6 November
2019 between the Underwriters’ Representative (for itself and on behalf of the Underwriters) and us, the Global Offering will not proceed and will lapse. Applicants for Hong Kong
Public Offer Shares must pay, on application, the maximum Offer Price of HK$1.83 for each Hong Kong Public Offer Share, together with a 1% brokerage fee, 0.0027% SFC
transaction levy and 0.005% Stock Exchange trading fee, subject to refund if the Offer Price is lower than HK$1.83 as finally determined.

The Underwriters’ Representative (for itself and on behalf of the Underwriters) may, with our consent, reduce the number of Offer Shares being offered under the Global Offering
and/or the indicative Offer Price range at any time on or prior to the morning of the last day for lodging applications under the Hong Kong Public Offering. In such a case, notices of
the reduction in the number of Offer Shares and/or the indicative Offer Price range will be published on our Company’s website at www.dalipal.com and the Stock Exchange’s website at
www.hkexnews.hk not later than the morning of the last day for lodging applications under the Hong Kong Public Offering. Please refer to the sections headed “Structure and
Conditions of the Global Offering” and “How to Apply for the Hong Kong Public Offer Shares” for further details. Please also refer to the section headed “Underwriting —
Underwriting Arrangements and Expenses — Hong Kong Public Offering — Grounds for termination”.

The obligations of the Hong Kong Underwriters under the Hong Kong Underwriting Agreement to subscribe for, and to procure the applicants for the subscription for, the Hong Kong
Public Offer Shares, are subject to termination by the Underwriters’ Representative (for itself and on behalf of the Hong Kong Underwriters), subject to the consent of the Sole
Sponsor, if certain grounds arise prior to 8:00 a.m. (Hong Kong time) on the Listing Date. Such grounds are set out in the section headed “Underwriting — Underwriting
Arrangements and Expenses — Hong Kong Public Offering — Grounds for termination”. It is important that you refer to that section for further details.

The Offer Shares have not been and will not be registered under the US Securities Act and may not be offered, sold, pledged. or transferred within the United States or to, or for the
account or benefit of, US persons, except in transactions exempt from, or not subject to, the registration requirements of the US Securities Act. The Offer Shares are being offered and
sold outside the United States in offshore transactions in reliance on Regulation S under the US Securities Act.
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EXPECTED TIMETABLE

We will issue an announcement on our website at www.dalipal.com and the Stock Exchange’s

website at www.hkexnews.hk if there is any change in the following expected timetable of the Hong

Kong Public Offering:

Latest time to complete electronic applications under
HK eIPO White Form service through the designated
website at www.hkeipo.hk™ . . ...

Application lists open® . . . ...

Latest time for lodging WHITE and YELLOW
Application Forms . .. ... ... .. .. ... ..

Latest time to give electronic application instructions to
HKSCC®

Latest time to complete payment of HK e[PO White Form
applications by effecting internet banking transfer(s) or
PPS payment transfer(s). . . .. ...... ... . ...

Application lists close'® . .. .. ... .. ... ...

Expected Price Determination Date® . . . ... ... ... ... ... ....
Announcement of the Offer Price, the indication of the levels

of interest in the International Placing, the level of

applications in the Hong Kong Public Offering and the

basis of allotment under the Hong Kong Public Offering

(with successful applicants’ identification document

numbers, where applicable) to be published on the Stock

Exchange’s website at www.hkexnews.hk and our website

......... 11:30 a.m. on
Thursday, 31 October 2019

........ 11:45 a.m. on
Thursday, 31 October 2019

........ 12:00 noon on
Thursday, 31 October 2019

........ 12:00 noon on
Thursday, 31 October 2019

........ 12:00 noon on
Thursday, 31 October 2019

........ 12:00 noon on
Thursday, 31 October 2019

Thursday, 31 October 2019

at www.dalipal.com on or before. . .. ... ....... .. ... ....... Thursday, 7 November 2019

Results of allocations in the Hong Kong Public Offering
(with successful applicants’ identification document
numbers, where appropriate) will be available through a
variety of channels, as described in the section headed
“How to Apply for the Hong Kong Public Offer Shares —

11. Publication of Results” from. .. ...................... Thursday, 7 November 2019



EXPECTED TIMETABLE

Results of allocations in the Hong Kong Public Offering will
be available at www.tricor.com.hk/ipo/result
(or www.hkeipo.hk/TPOResult) with a “search by ID”
function. . . . ... L Thursday, 7 November 2019

Despatch/collection of Share certificates in respect of wholly
or partially successful applications and HK eIPO White
Form e¢-Auto Refund payment instructions/refund
cheques in respect of wholly or partially unsuccessful or
wholly successful (if applicable) applications on or

before'® . L Thursday, 7 November 2019
Dealings in Shares on the Stock Exchange to commence on . ........ Friday, 8 November 2019
Notes:

(1) All times and dates refer to Hong Kong local times and dates. Details of the structure of the Global Offering, including
its conditions, are set out in the section headed “Structure and Conditions of the Global Offering — Conditions of the
Global Offering”.

(2)  If there is a “black” rainstorm warning or a tropical cyclone warning signal number eight or above in force in Hong
Kong at any time between 9:00 a.m. and 12:00 noon on Thursday, 31 October 2019, the application lists will not open
or close on that day. Please refer to the section headed “How to Apply for the Hong Kong Public Offer Shares — 10.
Effect of Bad Weather and/or Extreme Conditions on the Opening of the Application Lists”.

(3)  Applicants who apply for the Hong Kong Public Offer Shares by giving electronic application instructions to HKSCC
should refer to the section headed “How to Apply for the Hong Kong Public Offer Shares — 6. Applying by Giving
Electronic Application Instructions to HKSCC via CCASS”.

(4)  Applicants will not be permitted to submit their application to the designated HK eIPO White Form Service Provider
through the designated website at www.hkeipo.hk after 11:30 a.m. on the last day for submitting applications. If an
applicant has already submitted its application and obtained an application reference number from the designated
website prior to 11:30 a.m., the applicant will be permitted to continue the application process (by completing payment
of application monies) until 12:00 noon on the last day for submitting applications, when the application lists close.

(5)  We expect to determine the Offer Price by agreement with the Underwriters’ Representative (for itself and on behalf of
the Underwriters) on the Price Determination Date. The Price Determination Date is expected to be on or around
Thursday, 31 October 2019 and, in any event, will not be later than Wednesday, 6 November 2019. If, for any reason,
the Offer Price is not agreed between the Underwriters” Representative (for itself and on behalf of the Underwriters)
and the Company on or before Wednesday, 6 November 2019, the Hong Kong Public Offering and the International
Placing will not proceed and will lapse.

(6) Applicants who have applied on WHITE Application Forms for 1,000,000 or more Hong Kong Public Offer Shares and
have provided all information required by the WHITE Application Form may collect Share certificates (if applicable)
and refund cheques (if applicable) in person from our Hong Kong Branch Share Registrar, Tricor Investor Services
Limited, at Level 54, Hopewell Centre, 183 Queen’s Road East, Hong Kong, from 9:00 a.m. to 1:00 p.m. on Thursday,
7 November 2019 or any other date as announced by us as the date of despatch of Share certificates/e-Auto Refund
payment instructions/refund cheques. Applicants being individuals who are eligible for personal collection must not
authorise any other person to make their collection on their behalf. Applicants being corporations who are eligible for
personal collection must attend by sending their authorised representatives each bearing a letter of authorisation from
his corporation stamped with the corporation’s chop. Both individuals and authorised representatives (if applicable)
must produce, at the time of collection, evidence of identity acceptable to our Hong Kong Branch Share Registrar.

i —



EXPECTED TIMETABLE

Applicants who have applied on YELLOW Application Forms for 1,000,000 or more Hong Kong Public Offer Shares
under the Hong Kong Public Offering may collect their refund cheques, if any, in person but may not elect to collect
their Share certificates, which will be deposited into CCASS for the credit of their designated CCASS Participants’
stock accounts or CCASS Investor Participant stock accounts, as appropriate. The procedures for collection of refund
cheques for YELLOW Application Form applicants are the same as those for WHITE Application Form applicants.

Uncollected Share certificates (if applicable) and refund cheques (if applicable) will be despatched by ordinary post to
the addressees specified in the relevant Application Forms at the applicants’ own risk. Further information is set out in
the section headed “How to Apply for the Hong Kong Public Offer Shares — 14. Despatch/Collection of Share
Certificates and Refund Monies”.

e-Auto Refund payment instructions or refund cheques will be issued in respect of wholly or partially unsuccessful
applications and also in respect of successful applications if the Offer Price is less than the initial price payable on
application. Part of the applicant’s Hong Kong identity card number or passport number, or, if the application is made
by joint applicants, part of the Hong Kong identity card number or passport number of the first-named applicant,
provided by the applicant(s) may be printed on the refund cheque, if any. Such data would also be transferred to a third
party for refund purposes. Banks may require verification of an applicant’s Hong Kong identity card number or
passport number before encashment of the refund cheque. Inaccurate completion of an applicant’s Hong Kong identity
card number or passport number may invalidate or delay encashment of the refund cheque. Applicants who have
applied through the HK eIPO White Form service and paid their applications monies through single bank accounts may
have refund monies (if any) despatched to that bank account in the form of e-Auto Refund payment instructions.
Applicants who have applied through the HK eIPO White Form service and paid their application monies through
multiple bank accounts may have refund monies (if any) despatched to the address as specified in their application
instructions in the form of refund cheques by ordinary post at their own risk.

Share certificates will only become valid certificates of title provided that (i) the Global Offering
has become unconditional in all respects; and (ii) none of the Underwriting Agreements has been
terminated. Investors who trade Shares on the basis of publicly available allocation details prior to the
receipt of their Share certificates or prior to the Share certificates becoming valid certificates of title do
so entirely at their own risk.

You should read carefully the sections headed “Underwriting”, “How to Apply for the Hong
Kong Public Offer Shares” and “Structure and Conditions of the Global Offering” for additional
information regarding the Global Offering, including the conditions to the Global Offering, how to
apply for the Hong Kong Public Offer Shares, the expected timetable, the effects of bad weather
and/or extreme conditions and the despatch/collection of Share certificates and refund of your
application monies.
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IMPORTANT NOTICE TO INVESTORS

This prospectus is issued by our Company solely in connection with the Global Offering and the
Offer Shares and does not constitute an offer to sell or a solicitation of an offer to buy any security
other than the Offer Shares offered by this prospectus pursuant to the Global Offering. This
prospectus may not be used for the purpose of, and does not constitute, an offer or invitation in any
other jurisdiction or in any other circumstances. No action has been taken to permit a public offering
of the Offer Shares in any jurisdiction other than Hong Kong and no action has been taken to permit
the distribution of this prospectus in any jurisdiction other than Hong Kong. The distribution of this
prospectus and the offering and sale of the Offer Shares in other jurisdictions are subject to
restrictions and may not be made except as permitted under the applicable securities laws of such
Jurisdictions pursuant to registration with or authorisation by the relevant securities regulatory
authorities or an exemption therefrom.

You should rely only on the information contained in this prospectus and the Application Forms
to make your investment decision. We have not authorised anyone to provide you with information
that is different from what is contained in this prospectus and the Application Forms. Any
information not given or representation not made in this prospectus and the Application Forms must
not be relied on by you as having been authorised by us, the Sole Sponsor, the Underwriters’
Representative, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead Managers, any
of the Underwriters, any of their respective directors, officers, employees, agents or representatives,
or any other parties involved in the Global Offering. Information contained in our website, located at

www.dalipal.com does not form part of this prospectus.

Page
Expected Timetable . ... ... ... ... . . . i
COMEENES . .. v
SUIMIMATY . ..ottt e e e e e 1
Definitions . ... ... .. . 22
Glossary of Technical Terms .. ........ .. .. .. . . . e 35
Forward-Looking Statements . ............ . .. .. . . . .. . . . . 38
Risk Factors ... ... ... . 40
Waivers from Strict Compliance with the Listing Rules ....... ... ... .. ... .. .. ... ... 66
Information about this Prospectus and the Global Offering .............................. 69
Directors and Parties Involved in the Global Offering ................ .. .. .............. 73
Corporate Information . ... ... ... .. . 78

— 1V —



CONTENTS

Page
Industry OVervieW . ... . ... 81
Regulatory OVerview ... ... ... . 99
History, Reorganisation and Corporate Structure .................... .. ... .. ..o, .. 114
BuSineSS ... 135
Directors and Senior Management . ............ ... .. ... ... 211
Relationship with our Controlling Shareholders .......... ... ... .. ... .. .. .. ... ........ 226
Substantial Shareholders . ... ... ... . .. . . 231
Share Capital . ... ... ... 233
Financial Information ....... ... ... . . . . 236
Future Plans and Use of Proceeds .......... ... ... ... . .. . . . . . . 298
Underwriting . ... ... 305
Structure and Conditions of the Global Offering ......... ... ... ... .. ... ... ........... 316
How to Apply for the Hong Kong Public Offer Shares .................................. 326
Appendix I — Accountants’ Report ............ .. ... .. ... I-1
Appendix I  — Unaudited Pro Forma Financial Information ....................... ... II-1
Appendix III — Property Valuation ........ ... ... ... .. .. . .. III-1
Appendix IV — Summary of the Constitution of our Company and
Cayman Islands Company Law .................................... Iv-1
Appendix V. — Statutory and General Information .............. ... ... .. ... ... ... V-1
Appendix VI — Documents Delivered to the Registrar of Companies in Hong Kong and
Available for Inspection ............ .. .. ... ... ... ... .. ... ... ..., VI-1



SUMMARY

This summary aims to give you an overview of the information contained in this prospectus,
which does not contain all the information that may be important to you. You should read this
prospectus in its entirety before you decide whether to invest in the Offer Shares.

There are risks associated with any investment. Some of the particular risks in investing in the
Offer Shares are set out in the section headed “Risk Factors”. You should read that section carefully
before you decide to invest in the Offer Shares.

We are an OCTG manufacturer focusing on the manufacture of casing. During the Track
Record Period and up to the Latest Practicable Date, casing had been the only type of OCTG that
we had sold. We are a leading OCTG manufacturer among private-owned manufacturers with an
integrated business model, providing full range services covering the development, manufacture and
sales of OCTG and other oil pipes primarily to oil companies, OCTG manufacturers and OCTG
processing factories in the PRC, and securing stable and cost-efficient supply of our principal
production materials, i.e., pipe billets, by manufacturing them on our own. We are also capable of
developing and manufacturing tubing, being another major product of OCTG. During the Track
Record Period, we had also sold our surplus pipe billets to, amongst others, steel products, oil pipes
and energy equipment manufacturers in the PRC after fulfilling our internal production needs.
According to the CIC Report, we (i) ranked third among all of the OCTG manufacturers in the PRC
in 2018 and we are the market leader among private-owned manufacturers in the supply of OCTG in
the PRC in 2018 with approximately 9.6% market share based on our OCTG sales value in FY2018;
and (ii) we ranked sixth among all of the OCTG manufacturers and second among private-owned
manufacturers in the PRC with approximately 7.7% market share in terms of the overall OCTG
markets based on our sales value of overall OCTG, which includes OCTG and its semi-finished
products, namely plain-end pipes, in FY2018.

OCTG mainly comprises oil pipes that are widely used in oilfield drilling and completion
procedures. Other oil pipes mainly comprise plain-end pipes which may be further processed into
OCTG. The majority of the other oil pipes which we manufacture and sell is plain-end pipe.

We are headquartered in Cangzhou, Hebei Province, the PRC. With over 20 years of leadership
under Mr. Meng, who is one of our founders, the chairman of our Board, executive Director and a
Controlling Shareholder, we have developed from an OCTG processing factory to a full production
chain of OCTG, other oil pipes and pipe billets manufacturer, capable of developing and
manufacturing different specifications and models of OCTG, other oil pipes and pipe billets. We
also export some of our OCTG and other oil pipes to customers overseas. We have gained sound
market reputation manifested by the accreditations awarded to us in relation to quality and market
acceptance of our products marketed under the brand name “Dalipal”.



SUMMARY

We have attained leading market position by building capabilities in the development and
manufacture of OCTG, other oil pipes, as well as pipe billets. With strong R&D capabilities, we
develop OCTG based on the different needs of our customers. We believe such an integrated
manufacturing model has enabled us to maximise our operational efficiency in catering for the
different requirements of our customers, minimise our production costs and to have better control
over our product quality. We believe that the quality and value-for-money of our products, our full
production chain capabilities and short production lead time provide a unique value proposition for
our customers, and further contribute to our ability to maintain our leading market position in the
OCTG industry.

Our success is also attributable to the long-term relationship we have built with, and the
recognition by, our major customers, amongst which include members of one of the PRC Big-3
NOC. We have been recognised as approved vendor of such PRC Big-3 NOC since 2001 and for
FY2016, FY2017, FY2018 and 6M2019, our sales to the members of such PRC Big-3 NOC
accounted for approximately 70.3%, 55.5%, 52.0% and 62.5% of our revenue, respectively, and our
sales of OCTG to members of such PRC Big-3 NOC accounted for approximately 88.3%, 87.6%,
84.2% and 87.1% of our total revenue attributable to the sales of OCTG, respectively. Each of such
members of one of the PRC Big-3 NOC operates under independent management and is accordingly
regarded by us as a distinctive and independent customer.

We have automated production facilities with designed annual production capacity of
approximately 200,000 tonnes of OCTG, 250,000 tonnes of other oil pipes and 600,000 tonnes of
pipe billets during the Track Record Period. Upon completion of Phase One Expansion in September
2019, the designed annual production capacity of our OCTG production line, other oil pipe
production line and pipe billet production line is 300,000 tonnes, 550,000 tonnes and 600,000 tonnes,
respectively.

As a result of global oil prices rebound and the PRC government’s policies to increase oil
production, the oilfield services and equipment industry showed clear signs of recovery in 2017 and
strong rebound in 2018. According to the CIC Report, the exploration and development capital
expenditure of the PRC Big-3 NOC has increased during the Track Record Period and the market
size of oilfield services and equipment industry in the PRC is expected to increase from RMB300.4
billion in 2018 to approximately RMB393.1 billion in 2023, representing a CAGR of 5.5%.

For FY2016, FY2017, FY2018 and 6M2019, our revenue amounted to approximately
RMB747.9 million, RMB2,276.9 million, RMB3,094.8 million and RMBI1,444.0 million,
respectively, and our profit/(loss) for the year/period amounted to approximately RMB(53.0)
million, RMB232.2 million, RMB301.2 million and RMB117.0 million, respectively.
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OUR BUSINESS MODEL

The following diagram illustrates our business model:

Supply Direct Sales Steel products, oil pipes

and energy equipment
manufacturers in the PRC

Members of one
> )
of the PRC Big-3 NOC
OCTG manufacturing/
——»
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Our R&D institute Manufacture of
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i
i
i
i
A 4

Manufacture of
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A 4

our Group

_________ » Further process into the respective products

1. The above diagram only illustrates the types of our major customers during the Track Record Period.

2. During the Track Record Period, our sales to Iran were conducted through one distributor. As of the Latest
Practicable Date, all distributorship arrangements for sales to Iran had been terminated.

3. During the Track Record Period, we had sold to over 10 countries and regions in worldwide, including Oman,
Egypt, Bahrain, Iran, Cameroon, Tanzania, Colombia, United Arab Emirates, Kazakhstan, Russia, Venezuela,
Turkey, Iceland, Pakistan, New Zealand, Chad and Korea.

During the Track Record Period and up to the Latest Practicable Date, we had purchased
OCTG, which mainly include those that have large specifications and/or low steel grade, from two
Independent Third Party suppliers, the largest shareholder holding over 50% of the equity interest in
each of which are spouses at the material time when the transactions took place, to satisfy the OCTG
purchase orders from one of our customers which is also a member of one of the PRC Big-3 NOC.
Please refer to the section headed “Business — Our Business Model” for details.

Our products

Our products comprise three categories, namely, (i) OCTG:; (ii) other oil pipes; and (iii) pipe
billets. Please refer to the section headed “Business — Our Products” for further details.
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Our revenue by product types

FY2016 FY2017 FY2018 6M2018 6M2019
RMB'000 % RMB000 % RMB’000 % RMB 000 % RMB 000 %
(unaudited)

0CTG/More I 594,849 79.5 1,345,154 59.1 1,709,755 55.2 709,197 52.1 877,062 60.7
Other oil pipes ™' %/ 143,323 19.2 230,694 10.1 345,394 11.2 147,726 10.8 181,307 12.6
Pipe billets 9,695 1.3 701,026 30.8 1,039,674 33.6 506,026 37.1 385,631 26.7
Total revenue 747,867 100.0 2,276,874 100.0 3,094,823 100.0 1,362,949 100.0 1,444,000 100.0
Notes:
1. Casing was the only type of products sold under this category during the Track Record Period.
2. Plain-end pipes and line pipes were the principal types of products sold under this category during the Track

Record Period.

During the Track Record Period, we generated most of our revenue from the sales of OCTG,
which accounted for approximately 79.5%, 59.1%, 55.2% and 60.7% of our total revenue for each
of FY2016, FY2017 and FY2018 and 6M2019, respectively. Our sales of OCTG increased from
approximately RMB594.8 million for FY2016 to approximately RMB1,709.8 million for FY2018,
representing a CAGR of approximately 69.5%. Furthermore, sales of OCTG increased from
approximately RMB709.2 million for 6M2018 to approximately RMB877.1 million for 6M2019,
representing an increase of approximately 23.7%. Our sales of other oil pipes increased from
approximately RMB143.3 million for FY2016 to approximately RMB345.4 million for FY2018,
representing a CAGR of approximately 55.3%. Furthermore, sales of other oil pipes increased from
approximately RMB147.7 million for 6M2018 to approximately RMB18§1.3 million for 6M2019,
representing an increase of approximately 22.7%. Our sales of pipe billets increased from
approximately RMB9.7 million for FY2016 to approximately RMBI1,039.7 million for the
FY2018, representing a CAGR of approximately 935.3%. Sales of pipe billets decreased from
approximately RMB506.0 million for 6M2018 to approximately RMB385.6 million for 6M2019,
representing a decrease of approximately 23.8%. The increase in our sales of each of these major
products during FY2016, FY2017 and FY2018 was mainly due to (i) increase in average selling price
of our products; (ii) increase in sales volume; and (iii) our ability to achieve full integration of our
business model covering from upstream to downstream production including the production of pipe
billets, other oil pipes and OCTG, which allowed us to satisfy the demand from our customers. The
increase in our sales of OCTG and other oil pipes in 6M2019 as compared to 6M2018 was mainly due
to the increase in sales volume of OCTG and other oil pipes and the increase in average selling price
of OCTG. The decrease in our sales of pipe billets in 6M2019 as compared to 6M2018 was mainly
due to the decrease in sales volume as there was an increased amount of pipe billets that was utilised
internally and the slight decrease in average selling price of pipe billets.
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Our gross profit and gross profit margin by product type

Years ended 31 December Six months ended 30 June

2016 2017 2018 2018 2019
Gross Gross Gross Gross Gross
Gross  profit Gross  profit Gross  profit Gross  profit Gross  profit
profit margin profit margin profit margin profit margin profit margin
RMB000 %  RMB000 %  RMB000 %  RMB'000 %  RMB000 %
OCTG 39,644 6.7 269,263 20.0 430,194 25.2 198,613 28.0 208,548 23.8
Other oil pipes 5,503 3.8 39,513 17.1 57,843 16.7 33,497 22.7 31,595 17.4
Pipe billets 1,065 11.0 132,898 19.0 103,442 9.9 60,349 11.9 26,657 6.9
46,212 6.2 441,674 19.4 591,479 19.1 292,459 21.5 266,800 18.5

Our overall gross profit was approximately RMB46.2 million, RMB441.7 million, RMB591.5
million and RMB266.8 million for each of FY2016, FY2017, FY2018 and 6M2019, respectively. Our
overall gross profit margin was approximately 6.2%, 19.4%, 19.1% and 18.5% for each of FY2016,
FY2017, FY2018 and 6M2019, respectively. The higher overall gross profit margin in FY2017 and
FY2018 was mainly due to (i) the increase in the average selling prices of our products due to the
market demand for our products, offsetting by the increase in purchase prices of raw materials; and
(i1) high utilisation rate of our key production lines and thereby allowing us to achieve high
production output and enjoy economies of scale which allowed us to decrease our manufacturing
costs and our fixed costs per unit of our products. Our overall gross profit for 6M2019 decreased by
approximately RMB25.7 million, or approximately 8.8%, as compared with 6M2018 was mainly due
to the decrease in gross profit contribution from sales of pipe billets by approximately RMB33.6
million, which was partly offset by the increase in gross profit contribution from sales of OCTG by
approximately RMB9.9 million. Sales volume of pipe billets decreased in 6M2019 as compared to
6M2018 mainly because of (i) the increased amount of pipe billets utilised internally by us for the
production of OCTG and other oil pipes; and (ii) the temporary fluctuations in the scrap metal
market, leading to the increase in the price of scrap metal, being our principal raw material. The
selling price of pipe billets also slightly decreased during 6M2019. As such, we had reduced the
production amount and sales volume of pipe billets. Our overall gross profit margin decreased from
approximately 21.5% for 6M2018 to approximately 18.5% for 6M2019 mainly due to the increase in
the purchase price of scrap metal during 6M2019, which was in line with the market trend. The
overall gross profit for 6M2019 only slightly decreased as compared to that in FY2018.

Our customers

During the Track Record Period, our products were sold domestically in the PRC, as well as
overseas to over 10 countries and regions worldwide, including Oman, Egypt, Bahrain, Iran,
Cameroon, Tanzania, Colombia, United Arab Emirates, Kazakhstan, Russia, Venezuela, Turkey,
Iceland, Pakistan, New Zealand, Chad and Korea. We derived most of our revenue from our major
customers in the PRC during the Track Record Period. Our customers in the PRC include members
of one of the PRC Big-3 NOC, steel products, oil pipes and energy equipment manufacturers, OCTG
manufacturers, OCTG processing factories and trading companies, and our overseas customers
include oilfield equipment companies and trading companies during the Track Record Period. For
each of FY2016, FY2017, FY2018 and 6M2019, our five largest customers accounted for
approximately 66.7%, 56.0%, 50.0% and 58.2% of our total revenue, and our largest customer
accounted for approximately 35.8%, 21.7%, 15.5% and 16.2% of our total revenue, respectively.
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The following table sets forth a breakdown of our revenue by market during the years/periods

indicated:
FY2016 FY2017 FY2018 6M2018 6M2019
RMB000 % RMB000 % RMB000 % RMB000 % RMB000 %
(unaudited)
Domestic (the PRC) 667,550 89.3 2,186,639 96.0 2,831,305 91.5 1,308,158 96.0 1,336,726 92.6
Overseas; (V'¢/
Oman 18,911 2.5 21,521 1.0 130,241 42 — — 88,298 0.1
Others 61,406 8.2 08,714 3.0 133,277 43 54,791 4.0 18,976 1.3
_____ o317 107 90235 40 203518 85 4T 40 107274 74
Total revenue 747,867 100.0 2,276,874 100.0 3,094,823 100.0 1,362,949 100.0 1,444,000 100.0

Note: During the Track Record Period, we had sold to over 10 countries and regions in worldwide, including Oman,
Egypt, Bahrain, Iran, Cameroon, Tanzania, Colombia, United Arab Emirates, Kazakhstan, Russia, Venezuela,
Turkey, Iceland, Pakistan, New Zealand, Chad and Korea.

The increase in the revenue from the PRC market during the Track Record Period was mainly
due to (i) increase in our selling price of our products along with market environment, increase in
raw material prices and change of product mix; and (ii) the increase in sales volume driven by market
demand and our ability to achieve high utilisation rate of our key production lines and thereby
allowed us to achieve high production output.

Our revenue to overseas market for the FY2016 and FY2017 remained stable. Our revenue to
overseas market for FY2018 increased by approximately RMB173.3 million, or approximately
192.0%, from approximately RMB90.2 million for FY2017 to RMB263.5 million for FY2018 mainly
due to sales to two new overseas customers in respect of OCTG and other oil pipes to Egypt, Oman
and Bahrain. The purchases made by these two customers accounted for approximately 95.6% of our
overseas revenue for the FY2018. Our revenue to overseas market for 6M2019 increased by
approximately RMBS52.5 million, or approximately 95.8%, from approximately RMB54.8 million
for 6M2018 to RMB107.3 million for 6M2019 mainly due to the increase in the sales to an overseas
customer, which was one of our two new customers during FY2018 mentioned above, in respect of
OCTG and other oil pipes to Oman and Bahrain.

Our suppliers

The principal raw materials we use for our production are scrap metal, which we source within
the PRC. Under certain circumstances, we may also purchase OCTG for sale to our customers from
suppliers who are Independent Third Parties. Please refer to the section headed “Business — Our
Business Model” for further details of the OCTG which we purchase from our suppliers. For each of
FY2016, FY2017, FY2018 and 6M2019, our five largest suppliers accounted for approximately
78.1%, 63.7%, 40.5% and 65.4% of our total purchase costs, and our largest supplier accounted for
approximately 36.7%, 28.7%, 9.2% and 21.2% of our total purchase costs, respectively.
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The principal components of our cost of sales

The following table sets forth the principal components of our cost of sales for the
years/periods indicated:

Years ended 31 December Six months ended 30 June
2016 2017 2018 2018 2019
RMB 000 % RMB 000 % RMB000 % RMB 000 % RMB000 %

(unaudited)

Direct material costs and

purchase costs 469.870 67.0 1,206,032 65.7 1,730,373 69.1 699,709 65.4 828,597 70.4
Labour costs 33,937 4.8 53,639 29 85,542 34 40,157 3.8 48,955 4.2
Depreciation 57,182 8.1 53,987 2.9 54,126 22 28,253 2.6 33,569 2.8
Utilities 76,775 10.9 250,855 13.7 290,396 11.6 141,300 13.2 145,340 12.3
Others 63,891 9.2 270,087 14.8 342,907 13.7 161,071 15.0 120,739 10.3
Total 701,655 100.0 1,835,200 100.0 2,503,344 100.0 1,070,490 100.0 1,177,200 100.0

Our pricing

We have a comprehensive product pricing system which focuses on the differentiation of users
and products, the pricing of our competitors and market share. For our domestic sales to customers
other than members of one of the PRC Big-3 NOC, we generally adopt a market-oriented pricing
approach to ensure the competitiveness of our products in pricing.

For our domestic sales of OCTG and other oil pipes to the members of one of the PRC Big-3
NOC, we shall negotiate with such PRC Big-3 NOC to arrive at an agreed price list for our products
during the first quarter of each year or when new products are being introduced by us, and such
agreed price list will be applicable to all members of such PRC Big-3 NOC. Prices on the price list are
determined with reference to, mainly, the costs of raw materials, market prices, competitiveness of
our prices and market conditions.

The OCTG and other oil pipes we sell to overseas are customised products in general. Each of
purchase orders from our overseas customers are priced having considered the technical and
production requirements. Pricing of the products we sell to our overseas customers is subject to
review by our finance department.

Existing Production Facilities

As at the Latest Practicable Date, we operated two production facilities and one warehouse in
the PRC. Our Xinhua District Factory, where our OCTG production line was located during the
Track Record Period, has been closed down after the relocation of our existing OCTG production
line to our Bohai New District Factory in September 2019. Please refer to the section headed
“Business — Production — Existing Production Facilities” for further details of our production
facilities.
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COMPETITIVE STRENGTHS

We attribute our success to several principal competitive strengths which will enable us to
maintain our leading position in the market and bolster our future prospects: (i) we are a leading
OCTG manufacturer among private-owned manufacturers in the PRC with a long-standing track
record and well-established reputation in the industry; (ii) our strong full production chain
capabilities enable us to offer quality and value-for-money products to our customers; (iii) our
production equipment demonstrates high level of automatisation, informatisation and
intellectualisation; and (iv) we have experienced management with a proven track record.

COMPETITIVE LANDSCAPES

The entry barrier of the PRC’s OCTG market is relatively high, leading to a high market
concentration. The sales value of overall OCTG products of the top 10 companies in 2018 accounted
for approximately 86.0% of the total market share. Please refer to the section headed “Industry
Overview — Competitive Analysis of OCTG Market in the PRC” for further details of the
competitive landscape of our business.

BUSINESS STRATEGIES

Our principal goal is to maintain and strengthen our position as a leading OCTG manufacturer
among private-owned manufacturers in the PRC. To meet our goal, we intend to implement the
following key business strategies: (i) to expand our production capacity; (ii) to further strengthen our
relationships with key customers, expand our customer base and further expand our sales to overseas
markets; and (iii) to further strengthen our product research and development and innovation
capabilities. It is expected that our strategy to expand our production capacity for OCTG and other
oil pipes significantly will be one of our major growth drivers, as it will enable us to capitalise on the
increasing demands for OCTG and other oil pipes.

PROPERTIES

Following discussion with local government authority, it is expected that the land resumption
will take place progressively. In particular, we have entered into a formal land resumption
compensation agreement for the first parcel of land with total site area of approximately 66,700
sq.m. at which our Xinhua District Factory was situated (“Xinhua Land”) with the relevant
government authority in September 2019. Pursuant to such agreement we will receive land
resumption compensation and the related payments in the amount of approximately RMB205.6
million. The payment of the land resumption compensation and related payments will be made in
two installments. The first installment of RMB150.0 million has been paid to us shortly after the
execution of the agreement and the second installment for the remaining amount of approximately
RMB55.6 million will be paid within five business days after the keys to the relevant properties have
been provided to the relevant government authority. We had completed the relocation of our
production facilities at our Xinhua District Factory and the title certificates of the Xinhua Land had
been surrendered to the relevant government authority. The remaining part of the land of our
Xinhua District Factory with a total site area of approximately 12,300 sq. m., on which our former
office building was located and which does not affect the overall relocation plans of the local
government of Cangzhou City of the PRC, will be retained by us. It is expected that we may further
be paid an incentive subsidy upon the relevant government authority has sold the respective land.
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However, we were unable to ascertain the amount of the incentive subsidy and the timing of payment
as at the Latest Practicable Date. For the resumption of the remaining part of the land with total site
area of approximately 111,700 sq.m., on which our Xinhua District Warchouse is located, we were
still pending for the relevant government authority to inform us as to the expected timeframe and the
compensation and subsidy payment terms as at the Latest Practicable Date. For further details,
please refer to the section headed “Business — Properties”.

OUR CONTROLLING SHAREHOLDERS

Immediately following the completion of the Global Offering and Capitalisation Issue and
taking no account of any Shares which may be allotted and issued pursuant to the exercise of the
Over-allotment Option and the options which were granted or may be granted under the Pre-IPO
Share Option Scheme or the Share Option Scheme, we will be owned as to approximately 47.1% by
Rosy Astral. Rosy Astral is an investment holding company and is owned as to approximately 80.6%
by Mr. Meng and 19.4% by Mr. YX Meng. For the purpose of the Listing Rules, Rosy Astral, Mr.
Meng and Mr. YX Meng are a group of Controlling Shareholders. None of our Controlling
Shareholders and our Directors has any interest in a business apart from our Group’s business which
competes or is likely to compete, directly or indirectly, with our Group’s business, and would require
disclosure pursuant to Rule 8.10 of the Listing Rules. Please refer to the section headed
“Relationship with Our Controlling Shareholders” for details.

PRE-IPO INVESTMENT

On 9 January 2019, (i) Mr. Yau as investor; and (ii) our Company entered into a subscription
agreement pursuant to which Mr. Yau agreed to subscribe for 30,000 Shares (representing 3.0% of
the then enlarged issued share capital of our Company). As a result, Mr. Yau became a Shareholder.
Mr. Yau is a strategic investor and has been operating energy business in the PRC for over 15 years.
The Shares held by Mr. Yau as of the Listing Date will not be subject to lock-up.

PRE-IPO SHARE OPTION SCHEME

We adopted the Pre-IPO Share Option Scheme and options to subscribe for an aggregate of
45,000,000 Shares, representing 3.0% of the issued Shares immediately following completion of the
Global Offering and Capitalisation Issue, but without taking into account any Shares which may fall
to be allotted and issued upon the exercise of the Over-allotment Option and any options which were
granted or may be granted under the Pre-IPO Share Option Scheme or the Share Option Scheme,
were granted by our Company under the Pre-IPO Share Option Scheme on 8 October 2019. If all
options granted under the Pre-IPO Share Option Scheme are exercised, this would have a dilutive
effect on the shareholding and earnings per Share of our Shareholders of approximately 2.9%. Please
refer to the section headed “Appendix V — Statutory and General Information — Other
Information — 16. Pre-IPO Share Option Scheme” for further details.

KEY FINANCIAL INFORMATION

Our key financial data set forth below has been derived from the Accountants’ Report set out in
Appendix I and should be read in conjunction with our financial information included in “Appendix
I — Accountants’ Report” including the accompanying notes and the information set forth in the
section headed “Financial Information”.

— 10 —



SUMMARY

Key consolidated statements of profit or loss and other comprehensive income information

Revenue

Gross profit

Other income (Note)

Profit/(loss) before taxation

Profit/(loss) and total
comprehensive income for
the year/period

Note:

For the six months ended

For the year ended 31 December 30 June
2016 2017 2018 2018 2019
RMB000 RMB000 RMB’000 RMB000 RMB000
(unaudited)

747,867 2,276,874 3,094,823 1,362,949 1,444,000
46,212 441,674 591,479 292,459 266,800
19,053 11,375 5,326 5,998 4,480

(63,018) 274,312 355,260 190,637 143,824

(52,965) 232,209 301,198 161,920 117,032

Other income mainly comprises of government grant (including amortisation of deferred income), and also

includes, among others, interest income, rental income from operating leases, net gain or loss on disposal of

property, plant and equipment, and net foreign exchange gain or loss. For each of FY2016, FY2017, FY2018

and 6M2019, government grants included in other income amounted to approximately RMB10.4 million,
RMB9.5 million, RMBI1.3 million and RMBI1.4 million, respectively.

Our profit and total comprehensive income for the period decreased by approximately
RMB44.9 million, from approximately RMB161.9 million for 6M2018 to approximately RMB117.0
million for 6M2019. The decrease in profit and total comprehensive income for 6M2019 as compared
to 6M2018 was primarily due to the decrease in gross profit by approximately RMB25.7 million for

the reasons as discussed above, the incurrence of listing expenses of approximately RMB11.1 million

and the withholding tax in connection with the distribution of retained profits by a subsidiary of the

Company of approximately RMBS5.2 million. As a result of which our net profit margin decreased
from approximately 11.9% for 6M2018 to approximately 8.1% for 6M2019.

Key consolidated statements of financial position information

Non-current assets

Current assets

Current liabilities

Net current (liabilities)/assets

Total assets less current
liabilities

Net assets

As at 31 December

As at 30 June

2016 2017 2018 2019
RMB’000 RMB’000 RMB’000 RMB’000
1,175,732 1,150,473 1,561,212 1,792,267

638,074 1,391,826 1,555,883 1,786,544
892,799 1,289,243 2,044,047 1,934,660
(204,725) 102,583 (488,164) (148,116)
971,007 1,253,056 1,073,048 1,644,151
654,181 886,390 762,542 896,366

—11 -
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Our net assets decreased by approximately RMB123.8 million as at 31 December 2018 as
compared with that as at 31 December 2017 was primarily due to our declaration of dividend
amounted to approximately RMB453.0 million which was partially offset by the profit and total
comprehensive income for the year ended 31 December 2018 of approximately RMB301.2 million.
Our net asset increased by approximately RMB133.8 million as at 30 June 2019 as compared with
that as at 31 December 2018 was primarily due to the profit and total comprehensive income for the
year of approximately RMB117.0 million and issuance of shares of approximately RMB16.8 million.

Key consolidated cash flow statements

Six months ended

Years ended 31 December 30 June
2016 2017 2018 2018 2019
RMB000 RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)
Operating cash flow before
changes in working capital 48,735 395,783 490,658 254,847 216,594
Net cash generated from/(used
in) operating activities (19,200) (12,601) 186,793 243,185 74,043
Net cash used in investment
activities (29,0406) (77,198) (504,486) (142,046) (219,866)
Net cash generated from/(used
in) financing activities (44,000) 230,907 286,584 (114,176) 360,244
Net (decrease)/increase in cash
and cash equivalents (92,246) 141,108 (31,109) (13,037) 214,421
Effect of exchange rate changes (393) 375 (362) (76) 111
Cash and cash equivalents at
the beginning of the year 113,245 20,606 162,089 162,089 130,618
Cash and cash equivalents at
the end of the year 20,606 162,089 130,618 148,976 345,150

We recorded net cash used in operating activities for FY2016 mainly because (i) we incurred a
net loss in FY2016 as a result of the relatively less favourable market conditions of the OCTG
industry and the transition period of the integration of production of other oil pipes into our Group
and more resources were allocated to such integration which affected the overall performance of our
Group; (ii) upon completion of the integration of production of other oil pipes into our Group close
to the end of FY2016, more sales were made in the year end and significant amount of trade
receivables were recognised and not settled before year end, which led to increase in trade and bills
receivables; and (iii) while satisfying the increased sales order near the end of FY2016, production
and purchase of raw materials were made before that, and we had to settle larger amount of purchase
of raw materials close to the year end, which, in turn, led to the increase in inventory and decrease in
trade and bills payables.

— 12 —
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We recorded net cash used in operating activities for FY2017 mainly because of (i) the increase
in inventories primarily as a result of the increase in price of raw materials and increase in our
production along with increase in sales; (ii) the increase in trade and bills receivables, in particular,
the increase in balance of bills receivables as a result of the increase in sales of OCTG and other oil
pipes to members of one of the PRC Big-3 NOC as such customers increased settlement of their
payments by way of acceptance bills; and (iii) increase in restricted deposits primarily as a result of
increase in interest-bearing bank borrowings.

Integration of production of other oil pipes into our Group

We achieved full integration of our business model covering production of pipe billets, other oil
pipes and OCTG by end of 2016. Before the integration of production of other oil pipes into our
Group, we only had capabilities in the production of pipe billets and OCTG. In the absence of other
oil pipes production lines, we could not achieve an integrated business model that provides full range
of production. In August 2014, Hebei Litonglian, which had been producing ordinary structural
tubes and fluid tubes, transferred certain land use rights and business assets to our Group. Between
August 2014 and October 2014, we conducted preparation works, such as recruiting the relevant
staff and activating machineries, to prepare for the transformation of the production facilities for
integration into our business model. As the production facilities were originally used by Hebei
Litonglian mainly for production of ordinary structural tubes and fluid tubes, in order to transform
such production facilities so as to fit our production needs for manufacturing pipes for use in oil
exploration, during the period from October 2014 to December 2016, we performed certain
improvement and transformation works on the relevant production facilities before we achieve full
integration by end of 2016. For details of the major events leading to such integration, please refer to
the section headed “Financial Information — Key Information Affecting Our Results of Operations
and Financial Conditions — Integration of production of other oil pipes into our Group”.

It took time and resources for our Group to identify any deficiency in the existing production
facilities at Gaoxin District Factory, to conduct feasibility study on the improvement and
transformation (including adjustment and transformation of not only the other oil pipes
production line, which eventually its other oil pipes could be used to produce OCTG, but also the
pipe billets production line in order for it to be able to manufacture pipe billets with specification
which could match the specification requirement of the other oil pipes production line for further
processing into other oil pipes), and to implement such improvement and transformation before the
operation of such production facilities can be fully integrated into our business model and can be
operated smoothly. The unreliability and uncertainty in efficiently and effectively utilising the
production capacity of the production facilities at Gaoxin District Factory from time to time before
completion of these improvement and transformation works on both the pipe billets production line
(for example, some of the specification of pipe billets were adjusted to suit the production
requirement of other oil pipes) and the other oil pipes production line had also disturbed the
procurement and production plans of all production lines of our Group, adversely affected the
overall performance of our Group and as a combined effect of the relatively less favourable market
condition in 2016, resulting in our net loss in FY2016. For details of the impact on our operational
and financial performance associated with such integration, please refer to the section headed
“Financial Information — Review of Historical Operating Results — Period to period comparison
of results of operations — Year ended 31 December 2017 compared to year ended 31 December
2016”.

— 13 —



SUMMARY

Key financial ratios

As at/For the

six months

ended

As at/For the year ended 31 December 30 June

2016 2017 2018 2019

Current ratio 0.8 times 1.1 times 0.8 times 0.9 times

Debt to asset ratio 44.1% 43.6% 53.1% 57.4%

Debt to equity ratio 107.4% 80.4% 165.7% 175.3%
(Note 1)

Interest coverage N/A 5.8 times 5.9 times 5.1 times

Return on total N/A 10.5% 10.6% N/A

assets (Note 2)

Return on equity N/A 30.1% 36.5% N/A

(Note 2)

Gross profit margin 6.2% 19.4% 19.1% 18.5%

Net profit margin N/A 10.2% 9.7% 8.1%

Notes:
1. Debt to equity ratio is calculated by the net debt (total debts being the total interest-bearing bank borrowings

and loan from a related party net of cash at bank and on hand) divided by the total equity as at the respective
year/period end and multiplied by 100%.

2. The semi-annual number is not meaningful as it is not comparable to annual number.

Please refer to the section headed “Financial Information — Summary of Financial Ratios” for
the details of our key financial ratios.

NET CURRENT LIABILITIES AND WORKING CAPITAL SUFFICIENCY

As at 31 December 2016, 31 December 2018, 30 June 2019 and 31 August 2019, we had net
current liabilities of approximately RMB204.7 million, RMB488.2 million, RMB148.1 million and
RMB166.2 million, respectively. We recorded net current liabilities during the Track Record Period
mainly because we have used short-term interest-bearing bank borrowings to finance our general
working capital needs and capital expenditure. We recorded net current liabilities as at 31 December
2016 mainly because of (i) our net cash used in operating activities in FY2016; (ii) our payments for
acquisition of property, plant and equipment and lease prepayments; and (iii) the current portion of
long-term bank loans that became due within one year after 31 December 2016. Our net assets
decreased by approximately RMB123.8 million as at 31 December 2018 as compared with that as at
31 December 2017 was primarily due to our declaration of dividend amounted to approximately
RMB453.0 million which was partially offset by the profit and total comprehensive income for the
year ended 31 December 2018 of approximately RMB301.2 million. We recorded net current
liabilities as at 31 December 2018 primarily due to (i) increase in other payable and accruals arising
from the dividend payable, which was declared in FY2018 and is expected to be paid in full prior to
Listing; (ii) increase in short-term interest-bearing bank borrowings and increase of current portion
of long-term bank loans, both of which were to support our operating, business development and
Phase One Expansion of our Bohai New District Factory. Our net current liabilities decreased as at

— 14 —
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30 June 2019 primarily due to (i) we have generated net operating cash inflow of approximately
RMB74.0 million; and (ii) we were able to obtain new long-term bank loans or restructure
short-term and long-term loan composition to finance our operation. Our net current liabilities
increased to approximately RMB166.2 million as at 31 August 2019. Please refer to the section
headed “Financial Information — Liquidity and Capital Resources — Net Current Assets and
Liabilities” for further details. Taking into account the net proceeds to be received from the Global
Offering, we expect our debt to equity ratio immediately upon Listing will be less than 86.0%. Our
Directors confirm that (i) we will continue to closely monitor our net current liabilities position and
optimise the composition of our indebtedness in order to achieve net current assets position; and (ii)
when any of the above-mentioned short-term or current portion of long-term interest-bearing bank
borrowings become due, we will either use our internally generated cash to repay them and/or
refinance such short-term or current portion of long-term interest-bearing bank borrowings with
long-term interest-bearing bank borrowings.

Our Group had recorded loss and total comprehensive income for the year of approximately
RMB53.0 million during FY2016. Such loss was primarily due to the relatively less favourable
market conditions of the OCTG industry and the process of integration of the production lines of
other oil pipes into our Group during that year, which required us to allocate more resources for the
implementation of such process and in turn adversely affected the utilisation of our pipes billets
production capacity and the overall performance of our Group during the year. Following the
integration of our business model covering from upstream to downstream production including the
production of pipe billets, other oil pipes and OCTG by end of 2016, it allowed us to satisfy the
demand from our customers on different types of products. Riding on the favourable market
conditions, and consequently the economies of scale due to the increase in our utilisation rate of our
production lines, we were able to achieve significant growth in our revenue and profitability in
FY2017 and FY2018 and reach the net profit of approximately RMB232.2 million and RMB301.2
million for FY2017 and FY2018 respectively. Please refer to the sections headed “Industry Overview
— Overview of the OCTG Market in the PRC” for details of the historical trend of the market size of
the OCTG industry in the PRC and “Financial Information — Review of Historical Operating
Results — Period to period comparison of results of operations” for discussion on our financial
performance during the Track Record Period.

Our Directors are of the opinion that, taking into account the financial resources available to
our Group, including the existing balance of cash and cash equivalents, unutilised bank facilities, the
internally generated funds, additional bank and debt financing we would be able to obtain and the
estimated net proceeds to be received by us from the Global Offering, we have sufficient working
capital for our present requirements for at least the next 12 months from the date of this prospectus.

BUSINESS ACTIVITIES IN COUNTRIES SUBJECT TO INTERNATIONAL SANCTIONS

During the past five years, the Group has entered into U.S. dollar-denominated transactions in
relation to Iran. As advised by our International Sanctions Legal Advisers, such transactions appear
to be violations of U.S. primary sanctions laws. We had filed a VSD covering such apparent
violations and had cooperated fully with the U.S. government in resolving this matter. On 2 April
2019, OFAC issued a cautionary letter to Dalipal Pipe which, as advised by our International
Sanctions Legal Advisers, represents a final enforcement response to the apparent violations
disclosed in the VSD.
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During the Track Record Period, we had also engaged in non-U.S. dollar denominated sales
and deliveries of oil pipes products to Iran, a comprehensively sanctioned country, which sales and
deliveries were Transactions subject to Secondary Sanctions Exposure. However, as advised by our
International Sanctions Legal Advisers, considering (i) the historical nature and limited materiality
of these Transactions subject to Secondary Sanctions Exposure; (ii) the business relationships we
engaged in with the parties in the Transaction do not appear to be sufficiently material to warrant a
designation by U.S. authorities; (iii) our active cooperation with OFAC; and (iv) that we have ceased
all business transactions with Iran, there does not appear to be a significant degree of likelihood that
OFAC would pursue restrictive actions against our Group under secondary U.S. sanctions at this
time. Please refer to the sections headed “Business — Business Activities in Countries Subject to
International Sanctions”, “Risk Factors — Risk Relating to Our Business and Industry — We could
be adversely affected as a result of any sales we make to certain countries that are, or become subject
to, sanctions administered by the United States, the European Union, the United Nations, Australia
and other relevant sanctions authorities” and “We have during the Track Record Period engaged in
sales and deliveries of oil pipe products to comprehensively sanctioned countries; as a result, we
could be subject to liabilities associated with secondary sanctions violations” for further details.

Commencing from June 2018, all of our sales transactions relating to Iran had been completed.
Further, we have no present intention to undertake any future business with persons on the SDN
Lists, any business connected to any comprehensively sanctioned countries, or any other business
that may expose us to sanctions risks. Furthermore, in our future dealing with customers in
Countries subject to International Sanctions of any kind, we will implement internal control
measures to minimise our risk exposure to international sanctions.

RECENT DEVELOPMENT AND NO MATERIAL ADVERSE CHANGE

Our business model has remained unchanged since 30 June 2019. Based on the unaudited
financial information currently available to us, our revenue and cost structure has remained stable
since 30 June 2019. During the two months ended 31 August 2019, the quantities of OCTG and other
oil pipes manufactured and sold by us had increased as compared to the corresponding period in
FY2018, while the quantities of pipe billets which we had sold decreased as compared to the
corresponding period in FY2018. Less pipe billets were sold by us because there was an increased
amount of pipe billets that was utilised internally to satisfy the increased demands for our OCTG
and other oil pipes from our customers.

The construction of our production facilities, which includes a new OCTG production line and
a new other oil pipes production line with annual production capacity of 100,000 tonnes and 300,000
tonnes, respectively, in our Bohai New District Factory for our Phase One Expansion was completed
in August 2019. The commercial production of our OCTG production line constructed under Phase
One Expansion commenced in early September 2019. In light of the smooth operation of the new
OCTG production line constructed in our Bohai New District Factory under Phase One Expansion
during the trial run since April 2019 and to avoid any interruption to our production, we have
gradually relocated and consolidated our existing OCTG production line from our Xinhua District
Factory to the new OCTG production line at our Bohai New District Factory since the end of June
2019. The relocation was completed in September 2019 and had no material impact on our
production, sales and ability to satisfy the demands from our customers.
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Further, the commercial production of our other oil pipes production line constructed under

Phase One Expansion with annual production capacity of 300,000 tonnes commenced in September

2019.

Despite the decrease in gross profit, gross profit margin and profit and total comprehensive

income for 6M2019 as compared to 6M2018, the Company expects growth in its profitability,

including the gross profit, gross profit margin and net profit, in the future, having taken into account

the following factors:

(O]

(i)

the continuous growth of the oilfield services and equipment industry and the demand for
OCTG in the PRC. In particular, according to CIC Report, the market size of the oilfield
services and equipment industry in the PRC, as measured by the exploration and
development capital expenditures of the PRC Big-3 NOC, is estimated to increase from
approximately RMB300.4 billion in 2018 to approximately RMB393.1 billion in 2023, at a
CAGR of approximately 5.5%. Furthermore, demand for OCTG in the PRC in terms of
sales value is estimated to increase from approximately RMB23.2 billion in 2018 to
approximately RMB30.5 billion in 2023, at a CAGR of approximately 5.6%;

we believe we will be able to transfer any significant increase in raw material cost through
the increase in selling price of our OCTG and other oil pipes under the current pricing
mechanism. Pursuant to the pricing policy between us and one of the PRC Big-3 NOC,
with details set out in the section headed “Business — Customers — Pricing policy”, the
selling price of our OCTG and other oil pipes to such PRC Big-3 NOC shall be determined
during the first quarter of each year with reference to, amongst others, the costs of raw
materials and the market conditions. Such agreed price list is generally valid for a period
of one year and no adjustment will be made to the price list if the fluctuation in the cost of
raw material is considered to be temporary or immaterial. Any temporary fluctuation in
the purchase cost of raw material, whether positive or negative, may have an impact on
our gross profit and gross profit margin in the short-term.

The historical price fluctuation of plain-end pipes and OCTG was generally in line with
that of scrap material with details set out in the section headed “Industry Overview”.
According to the CIC Report, in order to maintain supply chain stability, the PRC Big-3
NOC will ensure their upstream suppliers can maintain a reasonable margin. They will
review their suppliers’ raw material cost periodically and adjust their purchasing price of
oilfield services and equipment when necessary. Therefore, if there are any material
fluctuations or prolonged increase or decrease in the raw material cost, the PRC Big-3
NOC will negotiate with its suppliers a revised price list in response to the change in
market condition. In the past where there have been material fluctuations in the raw
material cost, the PRC Big-3 NOC has adjusted the prices of our OCTG and other oil pipe
by revising the price list with us.

As such, we believe we are able to maintain our profitability for the sale of OCTG and
other oil pipes (including both standard and high-end products) in the long-run based on
the past experience of our Directors;
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(ii1) upon completion of Phase One Expansion and commencement of commercial production
of the OCTG and other oil pipes production lines at our Bohai New District Factory in
September 2019, the designed annual production capacity for our OCTG and other oil
pipes production line increased from 200,000 tonnes and 250,000 tonnes to 300,000 tonnes
and 550,000 tonnes, respectively. Production capacity of OCTG and other oil pipes will
further increase upon completion of Phase Two Expansion, which will enable us to
capture additional demand from the market.

Although sales of pipe billets are expected to decrease as more pipe billets manufactured
by us will be reserved for internal production of OCTG and other oil pipes in the future,
the impact of such decrease is expected to be offset by the increase in sales volume of both
OCTG and other oil pipes (which have a higher gross profit margin as compared to pipe
billets);

(iv) apart from the change in product mix among OCTG, other oil pipes and pipe billets, the
increased production capacity for OCTG will also improve our -capability in
manufacturing high-end OCTG, which are sold at higher average selling price than that
with standard specifications and generally have higher gross profit margin. Coupled with
the smart production system equipped at the new OCTG production line at our Bohai
New District Factory which will further enhance our production quality,
cost-effectiveness and efficiency, it is expected that completion of our Phase One
Expansion will have a positive impact on our gross profit margin; and

(v) it is expected that following the increase in production capacity upon completion of our
Phase One Expansion and Phase Two Expansion, we will gradually reduce the purchase of
OCTG from our suppliers. This will further enhance our profitability as production cost
of OCTG is generally lower than the purchase cost of OCTG from third-part