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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION
BET AR R

If you are in any doubt as to any aspect of this
circular, you should consult your licensed
securities dealer, bank manager, solicitor,

professional accountant or other professional
adviser.

If you have sold or transferred all your shares in
CHINA HEALTH GROUP INC,, you should at once
hand this circular to the purchaser or transferee
or to the bank, licensed securities dealer or other
agent through whom the sale or transfer was
effected for onward transmission to the
purchaser or transferee.

Hong Kong Exchanges and Clearing Limited and
The Stock Exchange of Hong Kong Limited take
no responsibility for the contents of this circular,
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 circular.

This circular, for which the directors of the
Company (the “Directors” ) collectively and
individually accept full responsibility, includes
given in compliance with the GEM Listing Rules
for the purpose of giving information about the
Company. The Directors, having made all
reasonable enquiries, confirm that to the best of
their knowledge and belief, the information
contained in this circular is accurate and
complete in all material respects and not
misleading or deceptive, and there are no other
matters the omission of which would make any
statement herein or this circular misleading.
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THIS CIRCULAR IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION
LET5 B4 o B B

Capitalised terms used in this cover page shall
have the same meanings as those defined in the
section headed "Definitions” in this circular.

A letter from the Independent Board Committee
including its recommendation to the Independent
Shareholders is set out on pages 19 to 20 of this
circular, and a letter from the Independent
Financial Adviser containing its advice to the
Independent Board Committee and the
Independent Shareholders on the terms of the
Service Agreement and the transactions
contemplated thereunder is set out on pages 21
to 36 of this circular.

A notice convening the EGM of China Health
Group Inc. to be held at Boda building, 28
Beiging Road, Life Science Park, Zhongguancun,
Changping District, Beijing, China on 20,
December, 2019 at 10:00 a.m. is set out on pages
42 to 44 of this circular. A form of proxy for use at
the EGM is enclosed with this circular. Whether or
not you intend to attend the EGM in person, you
are requested to complete the accompanying
form of proxy in accordance with the instructions
printed thereon and return the same to the Hong
Kong branch share registrar of China Health
Group Inc., Tricor Standard Limited, at Level 54,
Hopewell Centre, 183 Queen’ s Road East, Hong
Kong, as soon as possible but in any event not
less than 48 hours before the time appointed for
holding of the EGM or any adjournment thereof.
Completion and return of the proxy form shall
not preclude you from attending and voting in
person at the EGM or any adjournment thereof
should you so desire.
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CHARACTERISTICS OF GEM
ERBEXRHTARAFRAERN G

GEM has been positioned as a market designed
to accommodate small and mid-sized
companies to which a higher investment risk
may be attached than other companies listed on
the Stock Exchange. Prospective investors
should be aware of the potential risks of
investing in such companies and should make
the decision to invest only after due and careful
consideration.

Given that the companies listed on GEM are
generally small and mid-sized companies, there
is a risk that securities traded on GEM may be
more susceptible to high market volatility than
securities traded on the Main Board of the Stock
Exchange and no assurance is given that there
will be a liquid market in the securities traded on
GEM.
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DEFINITIONS
BR

In this circular, unless the context otherwise requires, the following expressions shall have
the following meanings when used herein:

REBER, BXEFEIIS), TIARREUTHZ%:

“"Annual Cap”
[FEER]

"associate(s)”

[BHEEA

“Board”

[EEE]

“Chairman”

[E7%]

"Company”

YN

"Completion”
[5eRk]
"Completion Date”
Eewd=l

“Connected Customer”

Y )

1

“"Connected Customer Shareholder”

(A ARER |

“Connected Customer Subsidiaries”

[ERES M AR

“connected person(s)”

[EEEAL]

"CCT”
[T

“Controlling Shareholder”

[=ARARER

"Director(s)"

==

"Effective Date”
[0 EEA]

"EGM”
[EGM]

* For identification purpose only

* R

the maximum aggregate annual value for the transaction under Service Agreement

IR it ST $REAEEA T 50 o 2 e v A LA

has the meaning ascribed to it under the GEM Listing Rules

FUA AR L TR A T i P e 2

the board of Directors

RN

the chairman of the Board

HRE L

China Health Group Inc. (a company incorporated in the Cayman Islands with limited liability and the Shares of which are
listed on GEM with stock code: 08225)

R BRI (AT S 2R 2B A A R, AR SR ML 2 AIRA R, FORTESC AT RIS LT, ik
i ARE%: 08225)

the completion of the Services in accordance with the terms and conditions of the Service Agreement

IS A I T i R R AR R 5

the date of Completion
SEMZH

Venturepharma Group (China) Corp. (B4 B2/ (Fh) AR/ ), a company incorporated in the British
Virgin Island with limited liability and the Connected Customer Shareholder is a Controlling Shareholders

[ERHIEE (Jgd) ARATR , FOCBAERT SRRt Mo 2 A R ] ELR ST B s e [

Mr. William Xia Guo, who is the sole shareholder of the Connected Customer and a Controlling Shareholder of the
Company
William Xia GuostA: A BRI T B ZERE A BA A ] B R

the Connected Customer’ s subsidiaries within the PRC

BTt 77 A B 2 )

has the same meaning ascribed to this term under the GEM Listing Rules

FUA AR L TR A T e ek 5%

the continuing connected transaction referred to in this circular

AT R H P T AT 58

has the same meaning ascribed to this term under the GEM Listing Rules

FUA AR L TR A T e e 2R

the directors of the Company, including the independent non-executive directors and eacha  “Director”

ANTIER, W AT ER A [

the date of the Independent Shareholders” approval of the Service Agreement

TS PSR HUEARTS hle H

The extraordinary general meeting of the Company to be convened for, among other matters, approving the Service
Agreement, the Continuing Connected Transaction and the related proposed annual caps for the period from the Effective
Date to 31 December 2021
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DEFINITIONS
BR

"GEM”
B=IESA

"GEM Listing Rules”
[AlZER EARAl |

“Group” or "CHG" or “China Health Group”

"H§
THKS

“Hong Kong"
&8

"Independent Board Committee”

[BYEEREE

“Independent Financial Adviser” or “Lego”

GEM operated by the Stock Exchange
ST RIZEAR

the Rules Governing the Listing of Securities on Growth Enterprise Market of the Stock Exchange

BT & 50 2 B R 2 R RISE AR 5 LT

the Company and its subsidiaries

A B L ]

Hong Kong dollars, the lawful currency of Hong Kong
T, MR

the Hong Kong Special Administrative Region of the PRC
o B R A TR

the independent committee of the Board, comprising all the independent non-executive Directors, namely
Mr. Rui QIU, Dr. Bin Hui Nl'and Mr. Ling ZHEN, established to advise the Independent Shareholders in respect
of the terms of the Service Agreement and the transactions contemplated thereunder and the Annual Caps

F AR AT BB, AR SR A R s g R B, Hor B 2t s
AN 2R R 3 o B SE IV B S SRR A e

[B7EAF8RERS | 8t [ et EREER/YE]] Lego Corporate Finance Limited, a corporation licensed to carry out type 6 (advising on corporate finance)

"Independent Shareholders"

[BIZBRER]

"Latest Practicable Date”
[REBEA{THE]

"percentage ratio(s)"

[BEoHER]

"PMS”
[ EhEmISIRS] 8 "PMS”

"PRC’
[P

"RMB"
[AR#]

"Services”

AR

“Service Agreement”

[ R trnesk )

"Service Provider”

[TRAtIRTS 5 |

"SFO"
[SFO]

* For identification purpose only

R

regulated activity under the SFO, which has been appointed as the independent financial adviser to advise the
Independent Board Committee and Independent Shareholders in respect of the terms of the Service
Agreement and the transactions contemplated thereunder and the Annual Caps

3R AR AT PR ) AR B 2 SO B T A T 5 6 SO R R D) S M T B
TE I, JREZAT 5 S SV R AR L T 2 R B S 2 O e D I o 24 2 B R o IR
RO

Shareholders excluding Mr. William Xia Guo and his associates

JB A BT William $8EL 554 K HIEEE A

5 Decenber 2019, being the latest practicable date prior to the printing of this circular for ascertaining certain
information contained herein

TAERSJUET T AT, WIAHE e EIRTHEE AT TR 2 R BT AT E

has the same meaning ascribed it under the GEM Listing Rules, as applicable to a transaction

FARIZER L v Tl e AE 5 S R i 1]

post market service

i s

The People’ s Republic of China, which for the purpose of this circular, excludes Hong Kong, the Macau
Special Administrative Region of the People” s Republic of China and Taiwan

i N RALRIER, Ry A a2 F IO NGB SRPTRERAT R I 5

Renminbi, the lawful currency of the PRC
R B R

services including post launch market service, medical sciences service and medical market service

I LA _E T AR N R T M A B 2 BT A 8 B s

the agreement dated 20 November 2018 as supplemented by the supplemental agreement dated 27 December
2018 entered into between the Company and the Connected Customer, pursuant to which the Company
agreed to provide Services through the Service Provider to the Connected Customer Subsidiaries

A IS TR =\ o HE U i 0 =/ \ e - T B
ST, IR o, A5 2 1 [P A R (AR 07 {3 s A R e 7 A A )

entity(ies) being member of the Group which provides the Services

AR R R PR A R A TR

the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong)

S MBI (ElEEPIES 571 %)
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"Share(s)"

[RRE

"Shareholder(s)"
[A&ER]

"Stock Exchange”
[BkaZRfT ]

“subsidiary(ies)"
[T

"Substantial Shareholder”
[FERRER]

"op"

[%]

* For identification purpose only

A

DEFINITIONS
BR

share(s) of HK$0.1 each of the Company
AT A 0.1 TSR

the shareholder(s) of the Company
PN/

The Stock Exchange of Hong Kong Limited
FHE A TR IR A ]

has the meaning ascribed to it in the GEM Listing Rules

LA AR L TS AR Y T 2

has the same meaning ascribed to it under the GEM Listing Rules; and

FARIZEMNR i ATl 1 e A

per cent

Fo
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LETTER FROM THE BOARD
EHGRM

[
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CHINA HEALTH GROUP INC.
FEEREEAFTRAA

(Carrying on business in Hong Kong as  “E4&EE&EE" )
WU TBEREEE | 2BEESCEED)
(Incorporated in the Cayman Islands with limited liability)

REEHEEIHHETZHRALE)

(Stock Code: 08225)
(B 5%: 08225)

Executive Directors

Mr, William Xia GUO
Dr. Maria Xue Mei SONG

Non-executive Director:
Mr. Michael SU

Independent Non-executive Directors
Mr. Rui QIU

Dr. Bin Hui NI

Mr. Ling ZHEN

Registered office:

Vistra (Cayman) Limited

PO. Box 31119 Grand Pavilion Hibiscus Way,
802 West Bay Road, Grand Cayman KY1 - 1205,
Cayman Island

Head office:

Boda building, 28 Beiging Road, Life Science
Park, Zhongguancun, Changping District,
Beijing, China, 100000

Principal place of business and head office
in Hong Kong:
Unit B, 19/F.

Times Media Centre
133 Wanchai Road, Wanchai Hong Kong

* For identification purpose only
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LETTER FROM THE BOARD
EHGRM

Dear Sir or Madam

i GlecE

(I) CONTINUING CONNECTED TRANSACTION
() HERER S
AND

&

() NOTICE OF EXTRAORDINARY GENERAL MEETING
(I) BREREFAN KR EES

LINTRODUCTION

Reference is made to the announcements of the
Company dated 20 November 2018, 27 December
2018 and 23 September 2019 in relation to, among
other things, on 20 November 2018 and 27 December
2018, the Company and Connected Customer entered
into the Service Agreement, pursuant to which the
Company agreed to provide Services through the
Service Provider to the Connected Customer
Subsidiaries.

The purpose of this circular is to provide you with (1)
further details of the Service Agreement, the CCT and
the related proposed Annual Caps; (2) a letter of
recommendation from the Independent Board
Committee to the Independent Shareholders in respect
of the Service Agreement, the CCT and the related
proposed Annual Caps;, (3) a letter from the
Independent Financial Adviser to the Independent
Board Committee in respect of the Service Agreement,
the CCT contemplated thereunder and the related
proposed Annual Caps; and (4) notice of convening the
EGM.

The Board considers that the Service Agreement will
have a rather significant impact over the performance
of the Group in terms of revenue and profit. The Board
wishes to emphasise that implementation of the
Service Agreement and CCT contemplated thereunder
and the related proposed Annual Caps are subject to
approval by the Independent Shareholders at the EGM.
Shareholders and potential investors should be aware
that the aforesaid proposed transactions may or may
not be proceeded with and are advised to exercise
caution when dealing in the Shares.
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LETTER FROM THE BOARD

EEGERMG
THE SERVICE AGREEMENT 5 Tih i
According to (Guiding principles on post launch market — F 5 2 — JU AR [0 52 £ i 2 o) BB B0 R 48
research on pharmaceutical products (draft)) (&S LT FFE OB «BE 5 LT G K sBRd R s ]
BRI E 8RR (5729) issued by China Food and  (%i5%) » R, FrAg 4 Ll ap sl

Drug Administration (*EiZRBEMmEEmmErS EIREEEEn
FHEFLY) in 2019, it is advised that all drugs should
conduct post launch market research after launch. On
20 November 2018 and 27 December 2018, the
Company and Connected Customer entered into the
Service Agreement, pursuant to which the Company
agreed to provide Services through the Service Provider
to the Connected Customer Subsidiaries. The Service
and the Service Agreement are in compliance with
(Guiding principles on post launch market research on
pharmaceutical products (draft)) (*Z&57_Erb{EEeRaER
1SEJFRI (F=)) issued by China Food and Drug
Administration (*Bliz e e ETRE R EE R VET
i) in 2019 and shall only become effective after
approval of the same has been obtained at the EGM.

Details of the principal terms of the Service Agreement
and its proposed Annual Caps amount are set out
below:

Parties: The Company; and

Venturepharma Group (China) Corp.
Subject The Company agreed to provide the
matter: Services through Service Provider to the

Connected Customer Subsidiaries. And
There is only one Service Provider under the
Service Agreement.

Service: From the date of the Independent
Shareholders’  approval of the Service
Agreement up to and inclusive on 31
December 2021. The major terms under the
Service Agreement are as follows:

The Services: the services include post
market surveillance, medical sciences
services and medical market service
(collectively the "PMS" ). The PMS are
regular services the Company provides to its
customers in ordinary and usual course of
business, and the occasions/arrangement of
providing such services are subject to
customer demand.

Post market surveillance refers to
pharmacovigilance research which is the
process of monitoring and evaluating
any adverse drug reaction or effects of
medical drugs after the drugs have been
launched, especially for focused population
such as child and pregnancy women.
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LETTER FROM THE BOARD
EHGRM

Pricing:

Payment
terms:

Liability:

Medical marketing service refers to marketing
related services with clinical expertise which
include from offline marketing such as
brochures, flyers and workshops, to online
marketing such as informative blog, website
content  writing,  E-newsletter  and
live-streaming by doctors, etc.

Medical science service refers to medical
study and research services such as
launching medical conferences, clinical and
experimental data analysis which includes
collecting, tracking, verifying and organizing
patient records and other medical
documents, examining patient medical
histories and spotting issues as well as
developing expert witness testimony.

The Service Provider provides the above
services, namely post market surveillance,
medical science service and medical
marketing service through its relevant
affiliated companies in the PRC and shall
provide periodic report which summarise
the works performed under each post
market  surveillance  service, medical
marketing service and medical science
service during the reporting period in
accordance with the format requested by
the Connected Customer.

In order to facilitate the Service, the
connected customer agree to provide
assistance to the company;, including but not
limited to (i) assigning product managers to
train the related staff of the company; (i)
providing full product information and other
related information; and (i) any kind of
assistance that the Connected Customer
considers appropriate.

the individual service fee is determined
based on sales quantity of products covered
by the Service times market bidding price of
each product * Service fee rate(note) / (1+
6% VAT rate).

Fees actually incurred during the month
shall be settled in the following month.

Upon termination or expiration of the
Service Agreement, the Company shall (i)
immediately stop any PMS services (ji) return
all unused product materials, clinical
materials and other promotional materials;
and (jii) stop using Connected Customer's
trademark, trade name or intellectual
property related to the Connected
Customer's product.
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LETTER FROM THE BOARD
EHGRM

In the event of bilateral adjustment in which
the Services provided by the Company
might be adjusted or terminated, the
Connected Customer shall have no right to
request for compensation.

The company shall keep the confidentiality
obligations agreed in this Agreement until
the disclosure of the confidential information,
in general including but not limited to,
contract price, cooperative business model,
coverage of hospital information, core
technology of the products, etc, were made
by the connected customer. If the company
violates the obligation, the connected
customer shall have the right to investigate
the company's legal liability.

Condition The renewed Service Agreement is
precedent: conditional upon the obtaining of the
approval from the Independent Shareholders

In order to prevent the reliance, both parties had agreed
to set the CCT annual percentage cap for the year of
2019, 2020 and 2021 at 39% of the total revenue of the
Group. The revenue contribution from Connected
Customers represented approximately 41.4%, 36.5%,
and 0% of the total revenue of the Group for the two
years ended 31 December 2017 and 2018 and 30 June
2019. As such, the Group did not consider there is any
reliance issue in the past. The setting up of the
percentage cap was a precaution and internal control to
avoid the Group become reliance to the Connected
Customer in the future.

Pricing mechanism

When the Service Provider enters into contracts with
the Connected Customer Subsidiaries, in accordance
with the Service Agreement, the individual service fee
must be determined in accordance with the pricing
standards as agreed in the Service Agreement based on
the following factors:

--The market bidding price (the price of drugs which is
determined by the relevant government departments
through organizing the public bidding of drug
procurement in certain provinces and it is mainly used
in hospital procurement.) of the products (the types of
products covered by the Services); and

-- The most recent charge rates charged by the Group
to other independent third parties for similar services;

The formula to calculate the service fee is as follow:
Expected sales quantity of products covered by the

Service * market bidding price of each product * Service
fee rate(note) / (1+ 6% VAT rate)
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LETTER FROM THE BOARD
EHGRM

Note: The Service fee rate offered to the Connected Customer, which
is pre-determined at approximately 42.7%, is referenced to the range
of service fee rate offered by the Company to independent customers
which currently ranging from approximately 14.04% to 42.7%. The
basis to determine the range of service fee rate to independent
customers which was determined after arm’ s length negotiation
between the Company and independent customers, taking into a
number of factors, mainly including the indication of drugs and
market competition of similar drugs.

The pricing mechanism and the service fee calculation
formula for the Service is consistent with that offer to
independent customers. As the service fee rate offered
to the Connected Customer is at the high end of the
range of service fee rate to independent customers, i.e.
42.7%, the Board believed that the pre-determined
service fee rate under the Service Agreement is within
the range of and no less favourable than those offered
by the Company to the independent customers.

Since most of the drugs selling in the PRC are sold to
patients through hospitals and the hospitals purchase
drugs with reference to market bidding price. The
pharmaceutical industry usually takes the market
bidding price as the benchmark for the pricing of the
drugs. The Director considered that the market bidding
prices could be referenced as the fair market price of the
drugs. It has been agreed that the applicable charge
rate for the provision of the Services to the Connected
Customer Subsidiaries shall be in line with but not less
than the charge rate for the provision of the same
services to independent customers of the Group from
time to time. Given (i) the pricing mechanism and the
service fee calculation formula for the Service is
consistent with that offer to independent customers; (ii)
the market bidding price is a fair price as the benchmark
for the pricing of the relevant drugs; and (iii) the
applicable charge rate for the Service is at the high end
of the range of service fee rate to independent
customers, ie. 42.7%, the Directors considered the
pricing of the Service is fair and reasonable.

Type of product

The types of products that will be covered by the
Services are mainly for anti-allergy and CNS (central
nervous system) and Psychiatry disease.

Bilateral adjustments

In view of the fluctuations that may occur in the service
transactions between the Company and the independent
customers, the Company and the Connected Customer
had agreed to make bilateral transaction adjustment on
monthly basis. When monthly review observes that the
forecasted CCT percentage reach 37% of total revenue
(being the threshold of monitoring the 39% annual
percentage cap), the finance department would report
to the management. The management of Company
together with the operation department would start to
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LETTER FROM THE BOARD
EHGRM

prepare the bilateral transaction adjustment, to adjust
and reduce the number of products, number of hospital
and activities to be carried out under the Service, and
submit to the independent non-executive director for
approval. Once approved, the Company will notify the
Connected Customer in written notice in advance and
would, normally, adjust the Services from the month
after the notification and no service fees will be charged on
the sales from those products or from those hospital of the
Connected Customer being adjusted. The service fees
from the Connected Customer will then be reduced, ie.
the relevant sales amount of the Connected Customer
from the hospital will not be counted in calculation of the
service fees of the Company. As agreed with the
Connected Customer, there will be no penalty or
compensation and the Company are not required to
provide service in the case of the bilateral adjustments.

The Company will also conduct random supervision on
the execution of the adjustments and transactions with
the Connected Customer Subsidiaries to ensure the
adjustments are reasonably and effectively executed
and is in accordance with the requirements stipulated in
the Guidelines. In the process of bilateral adjustment,
the finance department will spot check in the middle of
the month, to inspect whether there is any activity
carried out for the products of the Connected Customer
Subsidiaries in the hospitals. The random supervision
by the finance department, whom is not involved in the
operation of the adjustments and transactions, could
provide further assurance to prevent the proposed
Annual Cap and percentage cap from being exceeded.

If in case the Annual Caps or percentage cap of the
current month and/or forecasted CCT was found to be
exceeded, the Company will adjust the Service to be
provided to the Connected Customer in the next month.
At the same time, since the services to the third parties
would continue, the proportion of connected transaction
would then reduce subsequently. Furthermore, the
Company might also revise the Annual Caps as well as
re-comply with the applicable provisions of the GEM

Listing Rules governing continuing connected transactions.

As the business activities with the independent customers
continue, the proportion of connected transaction to
revenue would then reduce subsequently. The Company
would carry on monthly review and if the current
month and/or forecasted CCT percentage drop below
37%, the management would submit the information
to the independent non-executive director for approval
of resuming the previous reduced business activities
with the Connected Customer. Once approved, the
operation department would contact the Connected
Customer in written notice in advance and would resume
previous reduced business since the next month after
receiving confirmation from the Connected Customer.
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LETTER FROM THE BOARD
EHGRM

Annual Caps

In view of the delay in the process, the date of the EGM,
and that the CCT will only be effective after
independent shareholder approval at the EGM, the
company further enquire the connected customers,
and obtained an letter of intent from the Connected
Customer dated 19 November 2019 for the year
ending 31 December 2019 and adjusted the annual cap

FEER
%%%%%%ﬁ@%ﬁ%%&%ﬁ%%x?ﬂﬁ

CENRSRURS A L (S IS o e
AL, AehE— LI TR, %L
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for the year ending 31 December 2019 from RMB 320 &1 A\ L., RIS IR Eﬂzﬁ_/\
million as disclosed in the announcement dated 23 + - H = + H =8, F—FR s
September 2019 to RMB15.0 million. The proposed FRAN T -
Annual Caps for each of the three years ending 31
December 2021 under the Service Agreement are set
out below:
BRI AR ERRIT
For the year ended 31 For the year ended 31 For the year ended 31
December 2019 December 2020 December 2021
BE_Z—JU¥E BE_F_R4 BE_ZR_—¢
TZA=T—HIEEE TZHA=T—HILEE TZA=T—HILEE
RMB’ 000 RMB’ 000 RMB’ 000
AR¥TT AR¥TT AR¥TIT

Proposed Annual Caps
R TR 15,000 43,000 55,000
Basis for the Proposed Annual Cap Amount under  [R#% 118 T &%EE LIRS HHE FH¥

the Service Agreement

In arriving at the above Annual Caps, the Company has
taken into account: (i) the historical figures of the actual
transaction amounts between the Group and the
Connected Customers in respect of the Service under
the Service Agreement, which the revenue from the
Continuing Connected Transactions were approximately
RMB24.2 million for the year ended 31 December 2017
and approximately RMB21.8 million for the year ended
31 December 2018, respectively; (i) the anticipated
demand from the Connected Customers and the
Company’ s revised sales forecast for prudent sake due
to the recent slowdown of overall economy; (jii) the
estimated revenue growth of the Group contributed
from independent customers; and (iv) the revised
annual caps for the year ending 31 December 2019 will
be achieved in December and the Connected Customer
has also issued letter of intent of business to the
Company with its anticipated sales amount to be
conducted with the Company for the year ending 31
December 2019 on 19 November 2019.
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LETTER FROM THE BOARD
EHGRM

Although the historical transaction amounts with the
Connected Customers in relation to the Service were
approximately RMB24.2 million and RMB21.8 million
for the two years ended 31 December 2018, with
reference to the letter of intent provided by the
Connected Customers in 2017 and 2018, the demand
of the Connected Customers were sufficient to support
the proposed Annual Caps. Nevertheless, in view of the
percentage cap of the transaction, being not more than
39% of the total revenue of the Group, the Company
needed to turn down majority of the Service demand of
the Connected Customer Subsidiaries. In view of the (i)
the delay in renewal of the Service Agreement and (ji)
the proposed Annual Cap for the remaining month
ending 31 December 2019, the Connected Customer
has also issued letter of intent of business to the
Company with its anticipated sales amount to be
conducted with the Company for the year ending 31
December 2019. However, there is no transaction
entered into between the Group and the Connected
Customers up to now. On top of that, the Company
expected that it would be able to maintain a growth
trend on its revenue for the year ended 31 December
2019 and onward since (i) the recent increase in the
overall revenue from independent customer of
approximately RMB12.4 million or 64.8%; and (i) the
new PMS services entered for a new anti-epileptic
medicine, a levetiracetam concentrated solution for
injection which has been recently approved and has
been launched in 2019. Therefore, the Company set a
growing Annual Cap and the annual percentage cap
39% to avoid possible over-dependence on connected
transactions.

The Annual Caps for the three years ending 31
December 2021 has been submitted to the Board and
given (i) the letter of intent provided by the Connected
Customer as at 19 November 2019, (i) the revenue
contributed by independent customers has increased
by approximately 64.8% for the six months ended 30
June 2019 compared to that for the six months ended
30 June 2018, and (jii) the new PMS services to the new
anti-epileptic medicine which is expected to be a boost
in demand from independent customers, the Board
considered that the Annual Cap for the year ending 31
December 2019 and the anticipated compound annual
growth rate in the Annual Caps of approximately 31.1%
to be fair and reasonable.

The Company remains the expectation that the Annual
Cap for the year ending 31 December 2019 will be
achievable up to the latest practicable date based on
anticipated sales amount as stated on the letter of
intent as well as historical transaction amount of the
Connected Customer as shown on its consolidated
management accounts for the year ending 31
December 2017 and 2018, and that an adequate buffer
should be provided to prevent undue restriction on the
future business operation of the Company.
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LETTER FROM THE BOARD
EHGRM

INTERNAL CONTROL MEASURES

The Group will take the following internal control
measures in the operation to monitor and ensure the
revenue generated from the Service Agreement would
not exceed the Annual Cap and the percentage cap
against total revenue of 39% for the year of 2019, 2020
and 2021:

(1) The finance department and the operation
department of the Company and the management
team of the Service Provider will review monthly to
monitor and ensure the revenue generated from the
Service Agreement would not exceed the Annual Cap
and the percentage cap against total revenue of 39%;

(2) In case that it is observed that the CCT annual cap
or percentage cap reach 37% of total revenue (being
the threshold of monitoring the 39% annual
percentage cap), the Company will work out the
bilateral adjustment discussed above. The finance
department will conduct random supervision on the
execution of the adjustments and transactions with the
Connected Customer Subsidiaries to ensure the
adjustments are reasonably and effectively executed
and is in accordance with the requirements stipulated in
the Guidelines. In this process, the finance department
will spot check in the middle of the month, to inspect
whether there is any activity carried out for the products
of the Connected Customer Subsidiaries in the
hospitals. The random supervision by the finance
department, whom is not involved in the operation of
the adjustments and transactions, could provide further
assurance to prevent the proposed Annual Cap and
percentage cap from being exceeded.

To ensure conformity with the pricing mechanism of the
Service Agreement from time to time, the Group
intends to adopt a series of internal control policies on
its daily operation. Such internal control policies will be
conducted and supervised by the finance department
and the operation department and independent
non-executive Directors:

(Lithe finance department and the operation
department of the Company and the management
team of the Service Provider have reviewed the
reasonableness and fairess of the terms of the Service
Agreement (the pricing term in particular), and are
responsible for counting, supervising and managing
implementation of cap amount for transactions;
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LETTER FROM THE BOARD
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(2When the Service Provider enters into contracts in
accordance with the Service Agreement, the price must
be determined in accordance with the pricing
mechanism as agreed in the Service Agreement. The
finance department will check (i) the market bidding
price (the price of drugs which is determined by the
relevant government departments through organising
the public bidding of drug procurement in certain
provinces) of the products (the types of products
covered by the Services); and (i) the most recent charge
rates charged by the Group to other independent third
parties for similar services for each individual
transaction to ensure (a) the quoted product price when
calculating the Service fee for each individual
transaction is consistent with the marketing bidding
price; and (b) the charge rate when calculating the
Service fee for each individual transaction is within
range of the most recent charge rates charged by the
Group to other independent third parties for similar
services.

(3)the finance department of the Company review
whether procedure conducts to the transactions under
the Service Agreement comply with internal control
requirements of the Company. The financial
department shall random out contract performance
inspection to control the amount and ratio of related
transactions within the approved upper limit, and
ensure that relevant operations meet the internal
control standards. When the financial department
conducts contract inspection at the end of the year; it
shall predict, calculate, test and verify that the amount
and ratio of related transaction contracts need to be less
than the approved upper limit, and the relevant
departments shall cooperate.

Due to the regulation requirement on medicine
distribution, the medicine distribution process,
including storage, sales and delivery, should be fully
traceable and under monitory. Our operation
department would obtain the medicine distribution
flow (such as the details of the products sales, -delivery
and receipt data) from each pharmaceutical dealer and
organization, including the Connected Customer.
Generally, the medicine distribution flow could be
collected by mid of next month. Our finance
department could then prepare the monthly settlement
report and customers would settle the service fee on
monthly basis.

Based on the sales data and the estimation of the sales
trend, the operation department would produce the
rolling forecast of the sales of products for next three
months and discuss with the Connected Customer to
determine the carry-out plan of the Service.
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LETTER FROM THE BOARD
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On the other hand, the finance department will prepare
the CCT annual percentage cap of the current month
and the forecast of the next three months. Current
month actual result and next three months forecast of
this CCT percentage would be verified by the division
head of our finance department who is not involved in
the daily operation of the transactions with the
Connected Customer. And the report would be
submitted to the management of the Company and
independent non-executive director for approval.

Due to the distinguishing features of different products,
our post market services, medical science services and
medical marketing services would be highly different,
the Company has reached the below consensus with
the Connected Customer that:

1)in case that the proposed Annual Cap or percentage
cap is not exceeded, the Company will provide all
relevant services according to the CCT service
agreement;

2)in case that the proposed Annual Cap or percentage
cap is possibly to be exceeded, the Company will
implement the bilateral adjustment (as discussed
above) and inform the Connected Customer. The
Connected Customer will then arrange other suppliers
to provide services for part of the products or hospitals;
and

3)the Connected Customer has agreed not to pursue
any compensation from the Company for the
adjustment or reduction of service in relation to
compliance with the proposed Annual cap or annual
percentage cap. The Company do not have to bear any
obligation if the service were performed by the third

party.

When the operation department receives the notice
from the management to reduce the services of the
connected customers, it will stop the Services carried
out in the hospitals related to the Connected Customer
in the following month, and the Company will not
receive Service fee from the Connected Customer in the
following month.

Based on the above, since the Company’ s measures
involve both preventive and detective measures to
prevent the proposed Annual Caps and percentage cap
from being exceeded, the Board is of the view that the
internal control measure is reasonable and the
transaction under the Service Agreement will be
conducted on normal commercial terms and not
prejudicial to the interests of the Company and the
Shareholders.
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LETTER FROM THE BOARD
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REASONS FOR AND BENEFITS OF THE CONTINUING
CONNECTED TRANSACTION UNDER THE SERVICE
AGREEMENT

The pharmaceutical marketing of China is undergoing a
rapid change to utilise the manner of medical science/
medical marketing and intelligence internet promotion
instead of traditional relationship marketing. The
Company has entered the strong professional
relationship in scientific clinical research areas with lots
of big hospitals, clinical centers and senior medical
experts, and built advanced therapeutic technology in
various therapeutic areas including nervus centralis and
allergic response, etc.

The Connected Customer is a leading innovation-driven
big pharmaceutical group in China, owning the patents
of various new medicines in the market and the Group
possesses relevant capability to provide PMS which is
necessary to the Connected Customer Subsidiaries. In
addition, the cooperation between the Group and
Connected Customer Subsidiaries will be favorable for
the Group to further expand its recognition in this field
and enhance its operation in terms of technical
knowhow and will provide stability in terms of revenue
to the Group.

The terms of the Service Agreement were determined
after arm’ s length negotiations between the
Company and the Connected Customer. The Directors
(including the independent non-executive Directors)
consider that the terms of the Service Agreement are
on normal commercial terms and in the ordinary and
usual course of business of the Group, fair and
reasonable and in the interests of the Company and the
Shareholders as a whole.

Further, as Mr. William Xia Guo is deemed to have a
material interest in the Service Agreement, he did not
participate in the Board’ s deliberations on the same
(including the faimess and reasonableness of the
Service Agreement) and had abstained from voting on
the resolution approving the Service Agreement.

INFORMATION OF CONNECTED CUSTOMER,
CONNECTED CUSTOMER SHAREHOLDER AND THE
GROUP

Venturepharma Group (China) Corp. is principally
engaged in the production and sales of pharmaceutical
products. The products are sold only in the PRC and are
either under prescription or over the counter.

As at the date of this circular, Connected Customer
Shareholder is an executive Director and chairman of
the Company, and is also a Controlling Shareholder,
holding approximately 71.75% interest of the entire
issued share capital of the Group directly and indirectly.
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INFORMATION OF THE GROUP

The Company is a company incorporated in the
Cayman Islands with limited liability with business focus
on the provision of engaged in the provisions of clinical
research services, real-world clinical research, medical
science liaisons, medical marketing programs which
aims to bridge the gaps between the clinical and

commercial phases of product development in the PRC.

IMPLICATION OF THE SERVICE AGREEMENT
UNDER THE GEM LISTING RULES

As at the date of this circular, the Connected Customer
Shareholder is a Controlling Shareholder of the
Connected Customer and the Connected Customer
Shareholder beneficially owns approximately 71.75%
interest in the entire issued share capital of the
Company and is a Substantial Shareholder of the
Company. Accordingly, Connected Customer is a
connected person of the Company and the transaction
contemplated under the Service Agreement constitutes
a continuing connected transaction of the Company
under the GEM Listing Rules.

As the highest applicable percentage ratio for the
Service Agreement is more than 5%, the provision of
services under the Service Agreement is subject to the
reporting, announcement, annual review and
Independent Shareholders’ approval requirement
pursuant to Chapter 20 of the GEM Listing Rules. The
Company will seek the Independent Shareholders’
approval for the Service Agreement, the Continuing
Connected Transaction, and the related proposed
annual caps for the period from the Effective Date to 31
December 2021 at the EGM.

The Connected Customer Shareholder and his
associates are required to abstain from voting in respect
of the resolution(s) approving the Service Agreement
and the transactions contemplated thereunder at the
EGM. Save for the aforesaid and to the best knowledge,
information and belief of the Company, as at the Latest
Practicable Date, no other Shareholder has a material
interest in the Service Agreement and therefore no
other Shareholder is required to abstain from voting on
the proposed resolution(s) approving the Service

Agreement and the transactions contemplated
thereunder at the EGM.
EGM

A notice of convening the EGM to be held at Boda
building, 28 Beiging Road, Life Science Park,
Zhongguancun, Changping District, Beijing, China, at
10:00 a.m. on 25 Nov 2019 is set out on pages 42 to 44
of this circular.
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LETTER FROM THE BOARD
EHGRM

A form of proxy for use at the EGM is also enclosed with
this circular. Whether or not you intend to attend the
EGM in person, you are requested to complete the
accompanying form of proxy in accordance with the
instructions printed thereon and return the same to the
Hong Kong brach share registrar of China Health Group
Inc, Tricor Standard Limited, at Level 54, Hopewell
Centre, 183 Queen’ s Road East, Hong Kong, as soon
as possible but in any event not less than 48 hours
before the time appointed for holding of the EGM or
any adjournment thereof. Completion and return of the
form of proxy shall not preclude you from attending
and voting in person if you so wish.

RECOMMENDATIONS

Your attention is drawn to (i) the letter from the
Independent Board Committee set out on page 19 to
2of this circular; and (ji) the letter from the Independent
Financial Adviser to the Independent Board Committee
and Independent Shareholders in connection with the
Service Agreement and the principal factors and
reasons considered by them in arriving such advice set
out on pages 21 to 36 of this circular.

The Board (including the independent non-executive
Directors whose views have been set out in this circular
after being advised by the Independent Financial
Adviser) is of the view that the terms of the Service
Agreement and the Annual Caps are on normal
commercial terms and are fair and reasonable and in
the interests of the Company and the Shareholders as a
whole. Accordingly, the Board recommends the
Independent Shareholders to vote in favour of the
resolutions to be proposed at the EGM to approve the
Service Agreement and the transactions contemplated
thereunder.

FURTHER INFORMATION

Your attention is drawn to the additional information set
out in the appendix to this circular.

Yours faithfully,
For and on behalf of the Board
China Health Group Inc.
William Xia GUO

Chairman

Hong Kong, 9 December 2019
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LETTER FROM THE INDEPENDENT BOARD COMMITTEE
B EEZRGRMN

The following is the text of the letter of recommendations,
prepared for the purpose of incorporation in the dircular
fom the Independent Board Committee to the
Independent Shareholders regarding the terms of the
Service Agreement and the transactions contemplated
thereunder and the Annual Caps.

LA 2 T 25 A A 2 RS
PV gy eI L by 3 )
T LU K .

e

CHINA HEALTH GROUP INC.
FEERSEAFTRAA

(Carrying on business in Hong Kong as “B4£EBE&EE" )
M [ BeBEEE | 2BEETEREEY)
(Incorporated in the Cayman Islands with limited liability)
REEHEETFTHHETZHRAA)
(Stock Code: 08225)
(B 5%: 08225)

9 December 2019

CONTINUING CONNECTED TRANSACTION
Dear Sir or Madam,

We refer to the circular of the Company to the
Shareholders dated 9 December 2019 (the

“Circular” ), in which this letter forms part. Unless
the context requires otherwise, capitalised terms
used in this letter will have the same meanings as
defined in the Circular unless the context otherwise
requires.

We have been appointed by the Board as the
Independent Board Committee to advise the
Independent Shareholders on whether the terms of
the Service Agreement and the transactions
contemplated thereunder are fair and reasonable
so far as the Independent Shareholders are
concerned and in the interests of the Group and
the Shareholders as a whole.

“EFhAFHTHRH
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LETTER FROM THE INDEPENDENT BOARD COMMITTEE
B BEEZR GRS

We wish to draw your attention to the letter of
advice from the Independent Financial Adviser as
set out on pages 21 to 36 of the Circular and the
letter from the Board as set out on pages 4 to 18 of
the Circular.

Having considered the terms of the Service
Agreement, the situation of the Company, the
factors and reasons considered by the Independent
Financial Adviser and reasons taken into
consideration by them in arriving their opinion, we
consider that the terms of the Service Agreement
and the transactions contemplated thereunder and
the Annual Caps are being carried out on normal
commercial terms, the terms of which are fair and
reasonable so far as the Independent Shareholders
are concerned and the transactions are in the
interests of the Group and the Shareholders as a
whole.

Accordingly, we recommend the Independent
Shareholders to vote in favour of the ordinary
resolutions proposed to approve the Service
Agreement and the transactions contemplated
thereunder and the Annual Caps.

Yours faithfully,
For and on behalf of
The Independent Board Committee

Mr. Rui QIU
Independent
non-executive Director

Dr. Bin Hui Ni
Independent
non-executive Director
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Mr. Ling ZHEN
Independent
non-executive Director

i (2 Th5E
WS AR T HER WS AR T HE v | =2 e

20



LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
B BB

The following is the full text of a letter of advice from
Lego Corporate Finance Limited, the independent
financial ~adviser to the Independent Board
Committee and the Independent Shareholders, which
has been prepared for the purpose of incorporation
into this circular, setting out its advice to the
Independent Board Committee and the Independent
Shareholders in respect of the Service Agreement and
the transactions contemplated thereunder (including
the proposed Annual Caps).
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Lego Corporate

Finance Limited
*MEBRAT

AR RS

Logo Corporate Finance Limited

9 December 2019

To the Independent Board Committee
and the Independent Shareholders

Dear Sir or Madam,
CONTINUING CONNECTED TRANSACTIONS
INTRODUCTION

We refer to our appointment as the Independent
Financial Adviser to advise the Independent Board
Committee and the Independent Shareholders in respect
of the Service Agreement and the proposed Annual
Caps, details of which are set out in the Letter from the
Board (the “Letter from the Board” ) contained in the
circular of the Company dated 9 December 2019 (the

“Circular” '), of which this letter forms part. Terms used in
this letter shall have the same meanings as those defined
in the Circular unless the context requires otherwise.

On 20 November 2018 and 27 December 2018, the
Company and Connected Customer renewed the Service
Agreement which the expiry date is 31 December 2021.
As at the Latest Practicable Date, the Connected
Customer Shareholder is the sole shareholder of the
Connected Customer and the Connected Customer
Shareholder beneficially owned approximately 71.75%
interest of the entire issued share capital of the Company
and is a Controlling Shareholder. Accordingly, the
Connected Customer is a connected person of the
Company and the transaction contemplated under the
Service Agreement constitutes a continuing connected
transaction of the Company under the GEM Listing Rules.
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LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
B BB

As the highest applicable percentage ratio for the Service
Agreement is more than 5%, the provision of services
under the Service Agreement is subject to the reporting,
announcement, annual review and Independent
Shareholders’  approval requirement pursuant to
Chapter 20 of the GEM Listing Rules.

The Company will obtain the Independent Shareholders’
approval for transactions contemplated under the Service
Agreement at the EGM. The Connected Customer
Shareholder and his associates will abstain from voting on
the relevant resolutions.

The Independent Board Committee, comprising all the
independent non-executive Directors, namely Dr. Bin Hui
Ni, Mr. Rui Qiu, Mr. Ling Zhen, has been established to
advise the Independent Shareholders as to (i) whether or
not the terms of the Service Agreement and the Annual
Caps are on nomal commercial terms and fair and
reasonable so far as the Independent Shareholders are
concemed; and (i) whether the Independent Shareholders
should vote in favour of the Services and the proposed
Annual Caps. As the Independent Financial Adviser, our
role is to give an independent opinion to the
Independent Board Committee and the Independent
Shareholders in such regard.

As at the Latest Practicable Date, Lego Corporate Finance
Limited did not have any relationships or interests with the
Company or any other parties that could reasonably be
regarded as relevant to the independence of Lego Corporate
Finance Limited. In the last two years, there was no engagement
between the Group and Lego Corporate Finance Limited.
Apart from normal professional fees paid or payable to us
in connection with this appointment as the independent
financial adviser, no arrangement exist whereby we had
received or will receive any fees or benefits from the
Company or any other party to the transactions. Accordingly,
we are qualified to give independent advice in respect of the
Service Agreement and the transactions contemplated
thereunder (induding the Proposed Annual Caps).

BASIS OF OUR OPINION

In formulating our opinion and advice, we have
considered, amongst other things, (i) the information and
facts contained or referred to in the Circular (i) the Service
Agreement dated 20 November 2018 as supplemented
by the supplemental agreement dated 27 December
2018; (iii) the annual report of the Company for the year
ended 31 December 2017 (the “2017 Annual Report” )
and for the year ended 31 December 2018 (the “2018
Annual Report” ) and the interim report of the Company
for the six months ended 30 June 2019 (the "2019
Interim Report” ); (iv) the opinions expressed by and the
representations of the management of the Group; and (v)
our review of the relevant public information. We have
also relied on all relevant information, opinions and facts
supplied and representations made to us by the Directors
and the management of the Company.
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LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
B BB

We have assumed that all the information provided and
representations and opinions expressed to us or
contained or referred to in the Circular were true, accurate
and complete in all respects as at the date thereof and
may be relied upon. We have also assumed that all
statements contained and representations made or
referred to in the Circular are true at the time they were
made and continue to be true as at the date of the EGM
and all such statements of belief opinions and intention of
the Directors and the management of the Group and
those as set out or referred to in the Circular were
reasonably made after due and careful enquiry. We have
no reason to doubt the truth, accuracy and completeness
of the information and representations provided to us by
the Directors, the management of the Group, and/or the
advisers of the Company. We have also sought and
received confirmation from the Directors that no material
facts have been withheld or omitted from the information
provided and referred to in the Circular and that all
information or representations provided to us by the
Directors and the management of the Group are true,
accurate, complete and not misleading in all respects at
the time they were made and continued to be so until the
date of the Circular.

We consider that we have reviewed the relevant
information currently available to reach an informed view
and to justify our reliance on the accuracy of the
information contained in the Circular so as to provide a
reasonable basis for our recommendation. We have not,
however, carried out any independent verification of the
information provided, representations made or opinion
expressed by the Directors and the management of the
Group, nor have we conducted any form of in-depth
investigation into the business, affairs, operations,
financial position or future prospects of the Company, the
Group, the Connected Customer and the Connected
Customer Subsidiaries.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our recommendation, we have considered
the following principal factors and reasons:

Background information of the group

The Company is a company incorporated in the Cayman
Islands with limited liability with business focus on the
provision of engaged in the provisions of clinical research
services, real-world dlinical research, medical science
liaisons, medical marketing programs which aims to
bridge the gaps between the dlinical and commercial
phases of product development in the PRC.
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LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
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Historical financial information

The following table summarises the financial information
of the Group for the years ended 31 December 2016,

B HER

P 2 B2 - A = A %N
£ — L ﬁvﬂ/\fﬁﬂ‘i?&&%ﬂ@u}: l \FJ

b e

‘~7

2017 and 2018 and the six months ended 30 June 2018  =-+H E’j E— J\FM B — U AE A E] il
and 2019 extracted from the 2017 Annual Report, 2018 &% 745 £
Annual Report and the 2019 Interim Report respectively.
For the year ended Por the year ended For the year ended Por the six months For the six months
i ANt es Sy I ] e S i sl £ S il SN S B Hl =%/ k= F U
31 December 2016 31 December 2017 31 December 2018 ended 30 June 2018 ended 30 June 2019
= —HEE =+ —HEE =+—HEE ANHZAHNME A ANHZFHAEH
RMB’ 000(audited) RMB’ 000(audited) RMB’ 000(audited) RMB’ 000(Unaudited) ~ RMB’ 000(Unaudited)
ANRWETC (ReEh) ARWET o (&8h)  ARM T (&%) ARWT Ol AREToT ORERD
Revenue
W 20,241 58,491 59,606 31,245 31,411
Gross profit
P 16,884 56,416 52,366 25,446 25,511
Profit/(loss) before taxation 5
e 2,085 33,898 27,668 17,521 18,319
Profit/(loss) for the year/ period
2 2,127 30,454 23,164 14,634 15,490
For the year For the year For the year For the six months For the six months
Bk =FNEFZH Bk =FEETCH k=R A e SN HEZTNE
ended 31 December 2016 ended 31 December 2017 ended 31 December 2018 ended 30 June 2018 ended 30 June 2019
=T —HER Zh—HEX =t—HFX ANHZEAHSE ANHZAHE
RMB’ 000(audited) RMB’ 000(audited) RMB’ 000(audited) RMB’ 000(Unaudited) ~ RMB’ 000(Unaudited)
ARBETT (8% ARWTo (BEs) AR TT (8%  ARETC CRE)  ARETT ORER)
Cash and cash equivalent
T 1) 2o A5 1,753 6,258 9,004 5,806 1,959
%f)%l%sets 12,845 32,733 68,793 57,999 85,740
Total liabilities
g 38,011 26,929 39,605 37,561 41,062
Net assets/ (liabilities)
B () (25,166) 5,804 29,188 20,438 44,678
For the year ended 31 December 2017 Bl —F—tFt+-H=1+—H
The Group s revenue increased by approximately — FZE&EE AL AL L4 —F— %\fﬁﬂ—: H=+—H
189.0% from approximately RMB20.2 million for the year EI’] #12,020 = 70 N RIS I3 —F— 41 :H E

ended 31 December 2016 to approximately RMB58.5
million for the year ended 31 December 2017. As stated in
the 2017 Annual Report, such increase was mainly due to
wide market acceptance of the Group' s post-marketing
research and academic promotion services. The Group’ s
net profit for the year increased from approximately
RMB2.1 million for the year ended 31 December 2016 to
approximately RMB30.5 million for the year ended 31
December 2017, which was mainly due to the increase in
income from post-marketing research and academic
promotion services which was partially mitigated by the
increase of staff costs by approximately RMB7.5 million as
aresult of the increase in headcount as well as the income
tax expenses of approximately RMB34 milion as
disclosed in 2017 Annual Report.
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As at 31 December 2017, total asset of the Group
amounted to approximately RMB32.7 miillion of which
trade and bills receivables amounted to approximately
RMB189 million, representing approximately 57.7% of
the total assets. Meanwhile, cash and cash equivalents
amounted to approximately RMB6.3 million, representing
approximately 19.1% of the total asset As at 31
December 2017, total liabilities of the Group amounted to
approximately RMB269 million of which trade payables, other
payables and acaued charges amounted to approximately
RIVB23.1 million, representing approximately 85.7% of the
total liabilities; whilst the Group recorded no bank
borrowings as at 31 December 2017.

For the year ended 31 December 2018

The Group' s revenue slightly increased by 1.9% from
RMB58.5 million to RMB59.6 million for the year ended
31 December 2018. As stated in the 2018 Annual Report,
such increase was mainly due to the growth of
post-marketing research and academic promotion
services, contracted clinical research services and income
from transfer of drug technology, and was offset by
decrease in contracted pharmaceutical development
services. Despite the increase in the revenue, the Group” s
net profit for the year decreased from approximately
RMB30.5 million to approximately RMB23.2 million for
the year ended 31 December 2018 mainly due to the
increase in cost of sales of approximately RMB5.2 million
and the increase in the administrative expenses of
approximately RMB3.3 million.

As at 31 December 2018, total asset of the Group
amounted to approximately RMB68.8 million of which
trade and bills receivables amounted to approximately
RMB414 million, representing approximately 60.2% of
the total assets. Meanwhile, cash and cash equivalents
amounted to approximately RMB9.0 million, representing
approximately 131% of the total asset As at 31
December 2018, total liabilities of the Group amounted to
approximately RMB39.6 million of which trade payables,
other payables and accrued charges amounted to
approximately RMB29.9 million, representing approximately
755% of the total liabilities; whilst bank borrowings
amounted to approximately RMB1.5 million, representing
approximately 3.8% of the total liabilities.

For the six months ended 30 June 2019

The Group s total revenue remained stable at
approximately RMB31.4 million for the six months ended
30 June 2019 as compared to approximately RMB31.2
million for the six months ended 30 June 2018. Yet, the
Group s revenue from independent customers increased
from approximately RMB19.1 million for the six months
ended 30 June 2018 to approximately RMB31.4 million for
the six months ended 30 June 2019, representing an
increase of approximately RMB124 million or 64.8%. The
Group' s net profit increased slightly from approximately
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RMB14.6 million for the six months ended 30 June 2018
to approximately RMB15.5 miillion for the six months 30
June 2019 mainly due to (j) the absence of other loss of
approximately RMBO.5 million for the six months ended
30 June 2018; and (ii) the decrease in administrative
expenses from approximately RMB7.4 million for the six
months ended 30 June 2018 to approximately RMB7.2
million for the six months ended 30 June 2019.

As at 30 June 20109, total asset of the Group amounted to
approximately RMB85.7 million of which trade and bills
receivables amounted to approximately RMB40.9 million,
representing approximately 47.8% of the total assets.
Meanwhile, cash and cash equivalents amounted to
approximately ~ RMB20  million,  representing
approximately 2.3% of the total asset. As at 30 June 2019,
total liabilities of the Group amounted to approximately
RMB41.1 million of which trade payables, other payables
and accrued charges amounted to approximately
RMB31.9 million, representing approximately 77.6% of
the total liabilities; whilst bank borrowings amounted to
approximately ~ RMBL5  million,  representing
approximately 3.6% of the total liabilities.

Industry overview

The PRC government has encouraged breakthroughs via
the approval of guidelines on improving healthcare and
medical services and through medical reforms that will
span the 13th Five-Year Plan period (2016-2020). The PRC
government will () deepen reform of the evaluation and
approval system for pharmaceuticals and medical
appliances and explore reform of evaluation institutions
based on an independent corporate governance model ;
(i) promote management of pharmaceutical enterprises
by level and by type and accelerate improvements to the
food regulatory system and build a sound governance
system for food and medicine safety that is thorough,
efficient, and based on co-govermnance by social actors;
(iii) conduct tighter oversight over imported food and
medicine; carry out pricing reform for medical services
and improve public hospital compensation mechanisms;
(iv) encourage the research and development of new
medicines, and give precedence to newly developed
medicines available on the market and medicines that
have passed evaluations for consistency in adding to the
catalogue of medicines covered by healthcare insurance;
(v) encourage nongovernmental actors to provide
healthcare services and see that nonprofit private
hospitals enjoy treatment equal to that of public hospitals;
and (vi) create a better work environment for medical
practitioners, and improve mechanisms for mediating
disputes between them and patients to facilitate more
amicable relations.

26

n%m
2)ﬁﬁﬁiﬁ¢
751 H Z*J7
H )75 M1 7 4

WE-E—NFEANH=FH

7185708570\ R /\EPJ*ELBZ
BAT Ba090 B TC N RS #)
o BRI A HY ﬁ%ﬁﬁﬁ%ﬁ
E]Vll'ﬁlé‘lZ %5%}5%%@3@2 3% ? ﬂfﬁ/\
A=A ?%@%%ﬁ(@%m%ﬁk%%
,E$ﬁﬁﬁﬁ SU IR SO R 26 2

£ B A
/ﬁﬁwfﬁ

M7W

A3 1908 7T, #) h AR 77.6%; TR
17 afAf@%E%ﬁjwo%rnJ\E”ﬁé‘ A SRR
13.6%
FTSEMER,

$Iﬁﬁ&%LLH@%%%ﬁﬁﬁﬁ%ﬁﬁﬁ
HTRAETT ST LAR IS “ =10 ] (—

NI R TR %%%%EW“*W *I
BU” () {ﬂ%ﬂmﬂi SRR AR R R AL
%E %%Li%i&kﬁ@&ﬁ%%%&%%
fEEBE SE AN S ST L IR 5E
L? HA SRR RO, Bk
i ﬁfiﬁ%ﬁ%ﬁﬂggéé{niﬂﬁaéi, (=

VLR BHR BRI
(E)ﬁ@ﬁ
“ﬁ@ﬁ

lﬁ%

Rl

E@V

Ny

k

e
5

%%E%%@

I B

TE' Wil ;

3
un
W«:
T
N
B3

e

“ﬁﬁ@

N
/|

%
£ D EE s TR

§%@hﬁg
© RS TR

TkEE A

o

N LTAE ﬁ&iﬁ
VES00a

[
|

%

B S S >
B

HE " &En

T ESERRT T R
DRSS S
CH ~ 3 I

ﬁ D
G2 D> B Rl RS

%Eﬁﬁﬁﬁmﬂﬁ

EEEE el
BEiE @ Mok |



LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
B BB

Background information of the Connected Customer

Venturepharma Group (China) Corp. is principally
engaged in the production and sales of pharmaceutical
products. The products are sold only in the PRC and are
either under prescription or over the counter.

Background information of the Service Agreement

According to (Guiding principles on post launch market
research on pharmaceutical products (draft)) (&5 Ers
1EEERa SRR (B5%9) issued by China Food and
Drug Administration (BIZR B iR By SR SEEN T
B0 in 2019, itis advised that all drugs should conduct
post launch market research after launch. The Company
and Connected Customer entered into the Service
Agreement, pursuant to which the Company agreed to
provide Services through the Service Provider to the
Connected Customer Subsidiaries. As stated in the Letter
from the Board, the Service and the Service Agreement
are in compliance with (Guiding principles on post launch
market research on pharmaceutical products (draft)) (%%
fr E TR B SRR (B2%9)) issued by China Food
and Drug Administration (‘B3R B R4 ErE S IRAE 5L
EraHERL) in 2019. As set out in the Service Agreement,
the Services included, but not limited to (i) post market
surveillance; (i) medical sciences service; and (i) the
medical market service (collectively the “PMS" ). The
types of products that will be covered by the Services are
for anti-allergy, central nervous system and Psychiatric
disorders.

As advised by the management of the Company, the
Connected Customer intends to improve market
accessibility, brand loyalty and corporate credibility
through the above services.

The previous service agreement has been expired and
since the Connected Customer and the Company agreed
to continue the Services, the Company renewed the
Service Agreement with the Connect Customer
Subsidiary on 20 November 2018 for three years with the
expiry date as 31 December 2021. On 27 December 2018,
the Company and the Connected Customer further
entered into the supplemental agreement, pursuant to
which both parties had agreed to set the annual
percentage caps for the financial years from 2019 to 2021
to be 39% of the total revenue of the Company for each
of the financial year.

Nature and arrangement of the Services

As disclosed in the circular, the PMS are regular services
the Company provides to its customers in ordinary and
usual course of business, and the occasions/
arrangements of providing such services are subject to
customer demand.
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Post market surveillance refers to pharmacovigilance
research, which is process of monitoring and evaluating
any adverse drug reaction or effects of medical drugs
after the drugs have been launched, especially for
focused population such as child and pregnancy women.

Medical market service refers to marketing related
services with clinical expertise which include from offline
marketing such as brochures, flyers and workshops, to
online marketing such as informative blog, website
content writing, E-newsletter and live-streaming by
doctors, etc.

Medical science service refers to medical study and
research services such as launching medical conferences,
dlinical and experimental data analysis which includes
collecting, tracking, verifying and organizing patient
records and other medical documents, examining patient
medical histories and spotting issues as well as
developing expert witness testimony.

Reasons for and benefits of the continuing connected
transaction under the Service Agreement

As stated in the Letter from the Board, the Group
possesses relevant capability to provide the Services and
the Services provided is necessary to the Connected
Customer Subsidiaries. The proposed transactions
between the Group and the Connected Customer
Subsidiaries will be favourable to the Group to further
expand the Group s reputation in this field and enhance
the Group' s operation in terms of technical knowhow
and provide stability in terms of revenue source of the
Group.

Principal terms of the renewed Service Agreement

The principal terms of the Service Agreement are
summarised below:

Parties.  The Company; and
Venturepharma Group (China) Corp. (£
Seze (el ) BPRF).

Subject  The Company agreed to provide the Services

matter:  through Service Provider to the Connected
Customer Subsidiaries.

Term: From the date of the Independent Shareholders’
approval of the Service Agreement up to and
inclusive on 31 December2021.

Payment  Fees actually incurred during the month shall

terms: be settled in the following month.

Condition The renewed Service Agreement is conditional
precedent: upon the obtaining of the approval from the
Independent Shareholders
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Pricing mechanism JE(E R
As advised by the management of the Company, whenthe  FRA4E A /A W14 FHRE (ot o IR AL 1y B Wt
Service Provider enters into contracts with the Connected % 7 1~/ w185 5] S 1A, 7% B, B Hﬁ
Customer Subsidiaries, in accordance with the Service 7 oM I IR 7 400 2 110 R e LA
Agreement, the individual service fee mustbe determinedin -~ " [A| K e i
accordance with the pricing standards as agreed in the
Service Agreement based on the following factors:
The market bidding price of the products; and JE i I T 35350

The most recent charge rates charged by the Group to other
independent third parties for similar services;

The formula to calculate the service fee is as follow:

Bxpected sales quantity of products covered by the Service *
market bidding price of each product * Service fee rate(note)
/ (1+ 6% VAT rate)

Note: The Service fee rate offered to the Connected
Customer, which is pre-determined at approximately 42.7%,
is referenced to the range of service fee rate offered by the
Company to independent customers which currently
ranging from approximately 14.04% to 42.7%. The basis to
determine the range of service fee rate to independent
customers which was determined after am’ s length
negotiation between the Company and independent
customers, taking into a number of factors, mainly including
the indication of drugs and market competition of similar
drugs.

The pricing mechanism and the service fee calculation
formula for the Service is consistent with that offer to
independent customers. As the service fee rate offered to
the Connected Customer is at the high end of the range of
service fee rate to independent customers, ie. 427%, the
Board believed that the pre-determined service fee rate
under the Service Agreement is within the range of and no
less favourable than those offered by the Company to the
independent customers.

As advised by the management of the Company, the market
bidding prices represented the price of drugs which is
determined by the relevant govemment departments through
organizing the public bidding of drug procurement in certain
provinces and it is mainly used in hospital procurement. Since
most of the drugs selling in the PRC are sold to patients through
hospitals and the hospitals purchase drugs with reference to
market bidding price, the pharmaceutical industry usually takes
the market bidding price as the benchmark for the pricing of
the drugs. The Director considered that the market bidding
prices could be referenced as the fair market price of the
drugs. It has been agreed between the Company and the
Connected Customer that the applicable charge rate for the
provision of the Services to the Connected Customer
Subsidiaries shall be in line with but not less than the charge
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rate for the provision of the same services to independent
customers of the Group from time to time. Given () the
pricing mechanism and the service fee calculation formula
for the Service is consistent with that offer to independent
customers; (i) the market bidding price is a fair price as the
benchmark for the pricing of the relevant drugs; and (iii)
the applicable charge rate for the Service is at the high
end of the range of service fee rate to independent
customers, i.e. 42.7%, we concur with the Directors that
the pricing of the Service is fair and reasonable.

Intemal control polices of the pricing mechanism

As stated in the Letter from the Board, intemal control
policies will be in place to ensure the transactions under
the Service Agreement to be conducted on normal
commercial terms and are fair and reasonable. We have
obtained the connected transaction guidelines of the
Company which stipulate the procedures to be complied
with in conducting connected transactions (the

“Guidelines” ) and reviewed the pricing standard under
the Service Agreement. We noted that before entering
into a transaction with connected party, the operation
department will cooperate with finance department to (j)
check the terms and chare rates of similar transaction
entered by the Company with independent third parties;
and (i) if no similar transaction has been entered with
independent third party, research on the market for the
term and charge rates of similar transaction.

If the charge rate of the transaction with the Connected
Customer Subsidiaries is lower than the charge rate of
similar transaction with independent third parties, the
Company will negotiate new charge rate with the
Connected Customer Subsidiaries to ensure the charge rate
to the Connected Customer to be no less favourable than
the charge rate of similar transactions with independent third
parties. The finance department will conduct random check
on the execution of the transaction with the Connected
Customer Subsidiaries to ensure the Service Agreement is
conducted in accordance with the requirements
stipulated in the Guidelines. Moreover, the auditors of the
Company and the independent non-executive Directors
should conduct an annual review of the terms for the
Services under the Services Agreement.

For our due diligence purpose, we have obtained and
reviewed four similar contracts with independent third
parties in which the Group provided similar services with
the same costing method as the Service Agreement. We
have (i) cross-checked the market bidding price adopted
by the Company with the market bidding prices
published on the website of centralised purchasing
platform for drugs (EEREHRETS) of the
corresponding provinces; and (i) cross-checked the
charge rate to be adopted for Service Agreement for the
Services with the charge rates adopted by the Company
on independent third parties for similar services and
found that the charge rate to be adopted for the Service
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Agreement for the Services is within range of and no less
favourable than the charge rates used by the Company of
similar transactions on other independent third parties
from approximately 14.04% to 42.7%.

Given that (i) no material discrepancy between the market

and the price published on the website of centralised
purchasing platform for drugs (*#&52EeHREETE) of the
corresponding provinces; (i) the charge rate of the
Services Agreement is within the charge rate of used by

B
bidding price to be adopted for the Service Agreement ;é;
fi

i
the Company on other independent third parties; (i) the 1
il

calculation of service fees charged to Connected
Customer is consistent with the service fees charged to
the independent customers; and (iv) intemal control
policies in place to the Service Agreement to be
conducted on normal commercial terms, we are of the
view that the above pricing mechanism is fair and
reasonable so far as the Independent Shareholders are
concermned.
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Proposed Annual Caps and basis of determination of 15 5E4F & b FRFIFE E 4 E 4R FIRA KR

the proposed Annual Caps

A summary of the historical amount and proposed
Annual Caps are set out in the table below:

TERI T IRE SR AR AR L IRAYR

2017

2018

S —E\4E
For the year ended 31 December For the year ended 31 December
T A=K FZH=F—HFR
RMB’ 000 RMB’ 000
ARHET T ANRHETIT
Actual historical amount 24,244 21,760
JRE S <
2019 2020 2021
IR R I ——
For the year ended 31 December ~ For the year ended 31 December For the year ended 31 December
FTZH=T—HFR T A= —HAER A= AR
RMB’ 000 RMB’ 000 RMB’ 000
ARETTT PNEi o ARMETIT
Proposed Annual Caps 15,000 43,000 55,000
A LR
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As stated in the Letter from the Board, the proposed
Annual Caps were determined with reference to the
factors including (i) the historical figures of the actual
transaction amounts between the Group and the
Connected Customers in respect of the Service under the
Service Agreement which the revenue from the
Continuing Connected Transactions were approximately
RMB 24.2 million for the year ended 31 December 2017
and approximately RMB 21.8 million for the year ended
31 December 2018, respectively; (i) the anticipated
demand from the Connected Customers and the
Company’ s revised sales forecast for prudent sake due
to the recent slowdown of overall economy; (iii) the
estimated revenue growth of the Group contributed from
independent customers; and (iv) the revised Annual Caps
for the year ending 31 December 2019 will be achieved
on December and the Connected Customer has also
issued letter of intent of business to the Company on 19
November 2019 with its anticipated sales amount to be
conducted with the Company for the year ending 31
December 2019.

In assessing the faimess and reasonableness of the
proposed Annual Caps, we have discussed with the
management of the Company about the bases and
understand that for the year ended 31 December 2017
and 2018, the Connected Customer has also issued letter
of intent of business to the Company with its anticipated
sales amount, which was higher than the Annual Caps, to
be conducted with the Company at the beginning of
each year. However the Company has tumed down some
of the business with the Connected Customer mainly due
to the previous annual percentage cap set for years
ended 31 December 2017 and 2018 and thus, the
connected transaction between the Company and the
Connected Customer only amounted to approximately
RMB24.2 million and RMB21.8 million for the years ended
31 December 2017 and 2018, respectively. As advised by
the Directors, there was no transaction entered into
between the Group and the Connected Customers from
1 January 2019 up to the latest practicable date.

In view of the delay in the process, the date of the EGM,
and that the CCT will only be effective after independent
shareholder approval at the EGM, the company further
enquired the connected customers, and obtained an
letter of intent from the Connected Customer dated 19
November 2019 for the year ending 31 December 2019
and adjusted the Annual Cap for the year ending 31
December 2019 from RMB 32.0 million as disclosed in the
announcement dated 23 September 2019 to RMB15.0
million. We have further discussed with the management
of the Company and were given to understand that the
Company remains its expectation that the Annual Cap for
the year ending 31 December 2019 will be achievable.
The company further disclosed that the commencement
date of the transaction contemplated under the Service
Agreement will be at around mid-December 2019.
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The Company further advised that in view of (i) the delay
in renewal of the Service Agreement and (ii) the proposed
Annual Cap for the remaining month ending 31
December 2019, the Connected Customer has also
issued letter of intent of business to the Company on 19
November 2019 with its anticipated sales amount to be
conducted with the Company for the year ending 31
December 2019. On top of that, the Company expected
that it would be able to maintain a growth trend on its
revenue for the year ended 31 December 2019 and
onward since (i) the recent increase in the overall revenue
from independent third parties of approximately
RMB124 million or 64.8%; and (i) the new PMS services
entered for a new medicine, a levetiracetam injection
launched in 2019. As advised by the management of the
Company, levetiracetam injection is a new medical
injection mainly used for anti-epileptic purpose and
has recently been approved in the PRC. The Group
expected that the revenue generated from the PMS
service for the levetiracetam injection would be one of
the catalysts to the revenue growth of Group for the
years ended 31 December 2019 and the two years
ending 31 December 2021.

For our due diligence purpose, we have obtained and
reviewed (i) the letter of intent of business issued by the
Connected Customer to the Company for 2017, 2018 and
2019; (ii) the consolidated management accounts of the
Connected Customer for the years ended 31 December
2017 and 2018 and the six months ended 30 June 2019,
and found that the anticipated sales amount as stated on
the letter of intent are achievable and are sufficient to
support the Annual Caps, and that the Connected
Customer had marketing expenses higher than the
anticipated sales amount for the two years ended 31
December 2017 and 2018; and (iii) the correspondences
from the Company to the Connected Customer in regard
to the tum down of business due to the annual
percentage cap for the years ended 31 December 2017
and 2018. We noted that the proposed transaction
amounts in the letter of intent of business at the
beginning of 2017 and 2018 from the Connected
Customer are higher than the actual transaction amount
for the years ended 31 December 2017 and 2018 as well
as the proposed Annual Caps.

We have further obtained and reviewed the approval
documents from the PRC government in relation to the
launch of the levetiracetam injection and the service
agreement for the PMS services for the levetiracetam
injection. We also understand from the public research
that the hospital sale of levetiracetam in the PRC has
recorded a CAGR of approximately 250% from
approximately RMB1.08 billion in 2012 to approximately
RMB3.28 billion in 2017 in the PRC according to PCB (Z:#7)

CREETER).
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LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
B BB

In view of () letter of intent of issued by the Connected
Customer showing sufficient anticipated sales to support
the proposed Annual Cap; (i) the recent increase in overall
revenue from independent third parties of approximately
RMB124 million or 64.8%,; and (i) the new PMS services
entered for the levetiracetam injection, of which hospital sale
of levetriracetam in the PRC has recorded a 25% CAGR from
2012 to 2017; we are of the view that the proposed Annual
Caps are fair and reasonable so far as the Company and the
Independent Shareholders are concemed. However, as the
proposed Annual Caps related to future events and are
based upon assumptions that may or may not remain
valid for three years ending 31 December 2021, we
express no opinion as to how closely the actual service
income pursuant to the Service Agreement shall
correspond to the proposed Annual Caps.

Proposed annual percentage cap

As stated in the letter from the board, an annual percentage
cap of 39.0%s set for FY2019, FY2020 and FY2021. In view of
the fluctuations that may occur in the service transactions
between Connected Customer and the independent
customers, the Company and the Connected Customer
would make bilateral transaction adjustment on monthly
basis. When the forecasted transaction amount with the
connected parties is expected to reach the set percentage
cap 37% of total revenue (being the threshold of the 39%
annual percentage cap), the Company and the Connected
Customer will make bilateral transaction adjustment as
discussed below.

Intemal control polices over the Annual Caps and
percentage cap

We have obtained the connected transaction guidelines
of the Company which stipulate the procedures to be
complied with in conducting connected transactions (the

“Guidelines” ), and noted that the company conducts
monthly review to monitor the amount of continuing
connected transactions. As disdosed in the Letter from the
Board, when the monthly review shows that the forecasted
continuing connected transactions percentage reach 37% of
total revenue (being the threshold set for monitoring the
39% annual percentage cap), the finance department would
report to the management The management of the
Company together with the operation department would
discuss to adjust and reduce the number of products,
number of hospitals and activities to be carried out under the
Service, and submit to the independent non-executive
director for approval. Once approved, the Company will
notify the Connected Customer in written notice in
advance and would, normally, adjust the Services from
the month after the notification. And thus, no service fees
will be charged on the sales from those products or from
those hospitals terminated. The service fees from the
Connected Customer will then be reduced, ie. the
relevant sales amount of the Connected Customer from
the hospitals or products terminated will not be counted
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LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
B BB

in calculation of the service fees of the Company. The
connected customer will then arrange other suppliers to
provide services for part of the products or hospitals. It is
further advised by the management of the Company that
the Connected Customer has agreed not to pursue any
compensation from the Company and the Company are
not required to provide service in the case of the bilateral
adjustment, e.g. the adjustment or reduction of service, in
relation to compliance with the proposed Annual Caps or
annual percentage cap. The Company does not have to
bear obligation if third party provides such services.

At the same time, since the services to the third parties would
continue, the proportion of connected transaction would
reduce subsequently. Furthermore, the Company will revise the
annual caps as well as re-comply with the applicable provisions
of the GEM Listing Rules goveming continuing connected
transactions in case if the Annual Cap or percentage cap
was found to be exceeded at the month end.

For our due diligence purpose, we have obtained and
reviewed the monthly report from the company for the
two years ended 31 December 2017 and 2018 and noted
information included in the report indluded current month
sales, and forecast sales of the next three months. The
Company had monitored the transaction amount with the
Connected Customer to ensure the transaction amount did
not exceed the previous annual cap and annual percentage
cap. We also understood that the Company will conduct
random supervision on the execution of the adjustments
and transactions with the Connected Customer Subsidiaries
to ensure the adjustments are reasonably and effectively
executed and is in accordance with the requirements
stipulated in the Guidelines. In this process, the finance
department will spot check in the middle of the month, to
inspect whether there is any activity camed out for the
products of the Connected Customer Subsidiaries in the
hospitals. The random supervision by the finance
department, whom is not involved in the operation of the
adjustments and transactions, could provide further
assurance to prevent the proposed Annual Cap and
percentage cap from being exceeded.

Inlight of the above, the Directors are of the view and we concur
that the intemal control polides and the comesponding
supervision are reasonable measures to detect and prevent the
actual transaction amount from exceeding the proposed
Annual Caps and percentage cap.

GEM Listing Rules implication

The Directors confirmed that the Company shall comply
with the requirements of Rules 20.51 to 20.57 of the GEM
Listing Rules pursuant to which () the values of the
transactions under the Service Agreement must be
restricted by the proposed Annual Caps for the period
concerned under the Service Agreement; (ii) the terms of
the transactions under the Service Agreement must be
reviewed by the independent non-executive Directors
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LETTER FROM THE INDEPENDENT FINANCIAL ADVISER
B BB

annually; (i) details of independent non-executive
Directors'’  annual review on the terms of the
transactions contemplated under the Service Agreement
must be included in the Company s subsequent
published annual reports and financial accounts.

Furthermore, it is also required by the GEM Listing Rules
that the auditors of the Company must provide a letter to
the Board confirming whether anything has come to their
attention that causes them to believe that the transactions
contemplated under the Service Agreement () have not
been approved by the Board; (i) were not, in all material
respects, in accordance with the pricing policies of the listed
issuer’ s group if the transactions involve the provision of
goods or services by the listed issuer’ s group; (iii) were not
entered into, in all material respects, in accordance with the
relevant agreement goveming the transactions; and (iv)
have exceeded the annual caps.

In the event that the total amounts of the transactions
contemplated under the Service Agreement are anticipated
to exceed the annual caps, or that there are any proposed
material amendment to the terms of the Service Agreement,
as confirmed by the Directors, the Company shall re-comply
with the applicable provisions of the GEM Listing Rules
goveming continuing connected transactions.

RECOMMENDATION

Having taken into consideration the factors and reasons as
stated above, we are of the opinion that () Service
Agreement, the proposed Annual Caps and the
percentage cap are on normal commercial terms and are
far and reasonable so far as the Independent
Shareholders are concemed; and (i) the transactions
contemplated under the Service Agreement are in the
interests of the Company and the Shareholders as a whole
and conducted in the ordinary and usual course of
business of the Group. Accordingly, we recommend the
Independent Board Committee to advise the Independent
Shareholders to vote in favour of the resolution(s) to be
proposed at the EGM to approve the Service Agreement,
and we recommend the Independent Shareholders to
vote in favour of the resolution(s) in this regard.

Yours faithfully,
For and on behalf of
Lego Corporate Finance Limited
Gary Mui
Chief Executive Officer

Mr. Gary Mui is a licensed person registered with the
Securities and Futures Commission and a responsible
officer of Lego Corporate Finance Limited to carry out
Type 6 (advising on corporate finance) regulated activity
under the Securities and Futures Ordinance (Chapter 571
of the laws of Hong Kong). He has over 20 years of
experience in the finance and investment banking
industries.
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APPENDIX--GENERAL INFORMATION

Ffow-—f &R
1. RESPONSIBILITY STATEMENT 1. AR
This circular, for which the Directors collectively and ZIKLLITETF%@U%*ﬁJ:ﬁ?ﬁ Rl B8 TR A B A
individually accept full responsibility, includes /&) &8 H E% H&{lﬂﬁ@%é%ﬁ%&o
particulars given in compliance with the GEM %%E{’Etﬂ P& fﬁgp@m Tl wR AR &5 BT IR 0
Listing Rules for the purpose of giving information K i {5, A48 2R fT il 2 R A AT B
with regard to the Company. The Directors, having ¥ 52 # [ I 5540 5§ 1 i 5, L2 38 1R A1 40 128
made all reasonable enquiries, confirm that, to the  JjH b5, LJ@}(ZIS@]Z{Zg{EJW%T%ZIK@@ﬁ
best of their knowledge and belief, the information  ffEiiE,

contained in this circular is accurate and complete
in all material respects and is not misleading or
deceptive and there are no other matters the
omission of which would make any statement
herein or this circular misleading.

2. DIRECTOR’ SINTERESTS AND SHORTPOSITIONS
IN THE SECURITIES OF THE COMPANY AND ITS
ASSOCIATED CORPORATIONS

As at the Latest Practicable Date, the interests or
short positions of the Directors and the chief
executive of the Company in the shares, underlying
shares and debentures of the Company or any of its
associated corporations (within the meaning of
Part XV of the SFO) which were required: (a) to be
notified to the Company and the Stock Exchange
pursuant to Divisions 7 and 8 of Part XV of the SFO
(including interests and short positions which they
were taken or deemed to have under such
provisions of the SFO), or (b) pursuant to section
352 of the SFO, to be entered in the register as
referred to therein, or (c) pursuant to Rules 5.46 to
5.67 of the GEM Listing Rules, to be notified to the
Company and the Stock Exchange were as follows:
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Long positions

e

Number of shares in

Number of shares in which which interested under Total Approximate
interested(other than under physically settled equity number percentage of
Name Type of interests Capacity equity derivatives) derivatives(Note 4) of shares interest(%)
"4 HEZERE I 1y ER Rk AL ds HURITASLRR JBetry A iR 4
CBATTAE T RSN ) 2L THRR ARG F531E(%)
2By (Note 4)
William Xia GUO Personal Beneficial owner 113,001,941 9,150,000 122,151,941 12.30
William Xia Guo A HEHEAA
William Xia GUO Corporate Interests of a controlled 348,828,873 - 348,828,873 35.14
William Xia Guo Nl Corporation (Nole 1)
SRR (B
William Xia GUO Corporate Interests of a controlled 149,432,583 - 149,432,583 15.05
William Xia Guo Al Corporation (Note 2)
SRR (P 7E2)
William Xia GUO Corporate Interests of a controlled 91,915,181 - 91,915,181 9.26
William Xia Guo ] { Corporation (Note 3)
SR (F3)
Maria ,)_(uemei SONG Personal Beneficial owner 924,500 1,636,000 2,560,500 0.26
RENG A e
Mr. Michael SU Personal Beneficial owner - 220,000 220,000 0.02
R I T AN
T4 Personal Beneficial owner - 100.000 100.000 0.01
Bin Hui NI PN H i HEA ’ ’
Bin Hui NI Personal Beneficial owner N 100,000 100,000
e A TEAHEA A 001
Note 1: Winsland Agents Limited is 100% directly held by Mr. William Xia GUO. Wfat1: 2 Winsland Agents Limited HiWilliam Xia G CUOSEE ET A
100711
Note 2: The controlled corporation, Venturepharm Holdings Inc., is 47.63 % directly Witz 2L Y ‘enturepharm Holdings Inc. H William Xia GU( O ET Rl
held by Mr. William Xia GUO and 49.00 % held by Mr. William Xia GUO 47.63%)RHE, LIK HiWilliam Xia GUOSE/E1518 Winsland Agents Limited
through Winsland Agents Limited, his wholly and beneficially owned company (R JE L b ks, GUOSE S B ) 9 4
incorporated in the British Virgin Islands. 49.00%/HE.
Note 3:  The controlled corporation, Bright Excel Assets Limited, is 100 % beneficially Wat3:  s2EEdE @Bn«fht Excel Assets Limited 225K HT Venturepharm Holdings
owned by Venturepharm Holdings Inc. Inc. FLs AT
Note 4: Various interests of the Directors pursuant to physically settled equity Wata: B BRI TRIH T2 Z I a2 BRI e =1 2
derivatives are through share options granted. FEHL IR 1T

3. PERSONS WHO HAVE AN INTEREST OR
SHORT POSITION WHICH IS DISCLOSEABLE
UNDER DIVISIONS 2 AND 3 OF PART XV OF THE
SFO AND SUBSTANTIAL SHAREHOLDERS

As at the Latest Practicable Date, so far as it was
known by or otherwise notified to any Directors or
the chief executive of the Company, the particulars
of the corporations or persons (other than a
Director or the chief executive of the Company)
which/who had 5% or more interests in the Shares
and the underlying Shares as recorded in the
register kept under section 336 of the SFO were as
follows:
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Approximate

percentage of

) 1 3 S > interests

b s “pen  mansiFh

Winsland Agents Limited (Note 1) Beneficial owner 348, 828, 873 35.14

Venturepharm Holdings Inc. (Note 2) Beneficial owner 149, 432, 583 15.05

Venturepharm Holdings Inc. (Note 3) Interests of controlled corporation 91, 915, 181 9.26

Bright Excel Assets Limited (Note 3) Beneficial owner 91,915, 181 9.26

William Xia GUO (Notes 1, 2, 3,4) Beneficial owner and interests of 712, 328, 578 71.75
Controlled corporations

Winsland Agents Limited (§f%E1) A N 348, 828, 873 35.14

Venturepharm Holdings Inc. ( ff7F2) WHEH A 149, 432, 583 15.05

Venturepharm Holdings Ine. (BffFE3) ~ T’ﬁ ) 7k T BE 25 91, 915, 181 9.26

Bright Excel Assets Limited ( fff#E3) HRHEAN 91, 915, 181 9.26

William Xia Guo (FffiE1, 2, 3. 4) WA A M2 kM AE % 712,328,578 71.75

Note 1: Winsland Agents Limited is 100% directly held by Mr. William Xia GUO. The

shares include 77,500,000 shares granted under the 2014 Convertible Notes.
Noteholder has converted all Convertible Notes to ordinary share of
77,500,000 shares on 31 December 2016.There will be no Convertible Notes
of the Company held by the Noteholder after the Conversion.

Note 2: Venturepharm Holdings Inc. is 47.63% directly held by Mr. William Xia GUO

and 49% held by Mr. William Xia GUO through Winsland Agents Limited, his
wholly and beneficially owned company incorporated in the British Virgin
Islands.

Note 3: The controlled corporation, Bright Excel Assets Limited, is 100 % beneficially

owned by Venturepharm Holdings Inc.

Note 4:  Apart from shares held through Venturepharm Holdings Inc., and Winsland

Agents Limited, the interests of 9,150,000 shares which are granted to him
under the Share Option Scheme are beneficially owned by Mr. William Xia
GUO.

Saved as disclosed above, as at the Latest
Practicable Date, so far as it was known by or
otherwise  notified to the Directors or the chief
executive of the Company, no other corporations
or persons (other than a Director or the chief
executive of the Company) had any interest or
short position in the Shares and the underlying
Shares as recorded in the register required to be
kept under section 336 of the SFO.

4. DIRECTORS’ SERVICE CONTRACTS

As at the Latest Practicable Date, none of the
Directors has entered into any service contract or
management agreement, proposed or otherwise
with any member of the Group (excluding
contracts expiring or terminable by the employer
within one year without payment of compensation
other than statutory compensation).
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5. COMPETING BUSINESS INTEREST OF DIRECTORS

As at the Latest Practicable Date, none of the Directors
or Controlling Shareholder or any of their respective
associates has any interest in business which competes
with or may compete with the business of the Group or
has any other conflict of interests which any person
has or may have with the Group.

6. LITIGATION

As at the Latest Practicable Date, no member of the
Group was engaged in any litigation or arbitration
of material importance and no litigation,
arbitration or claim of material importance was
known to the Directors to be pending or
threatened against any member of the Group.

7. INTERESTS IN CONTRACTS AND ASSETS

As at the Latest Practicable Date, save for Mr.
William Xia GUO’ s interest in the Service
Agreement, no contract or arrangement of
significance in relation to the Group’ s business to
which the Company or any of its subsidiaries was a
party and in which any of the Directors had a
material interest, whether directly or indirectly,
subsisted as at the Latest Practicable Date.

None of the Directors nor expert has any direct or
indirect interests in any assets which had been
acquired or disposed of by or leased to, or which
are proposed to be acquired or disposed of by or
leased to, the Company or any of its subsidiaries
during the period since 31 December 2018, the
date to which the latest published audited financial
statements of the Group were made up, up to and
including the Latest Practicable Date.

8. MISCELLANEOUS

(@) The registered office of the Company is
locatedat Vistra (Cayman) Limited PO. Box 31119
Grand Pavilion Hibiscus Way, 802 West Bay Road,
Grand Cayman.

(b) The head office and principal place of business
of the Company is Unit B, 19/F Times Media
Centre, 133 Wanchai Road,Wanchai, Hong Kong.

(c) The branch share registrar and transfer office in
Hong Kong of the Company is Tricor Standard
Limited, at Level 54, Hopewell Centre, 183
Queen’ s Road East, Hong Kong.

9. EXPERT AND CONSENT

The following is the qualification of the expert who
has given opinion or advice contained in this
circular:
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Fer--—oE e
Name A
Lego Corporate Finance Limited N EREARRA A
Qualification B
A licensed corporation to carry out type 6 (advising i é#&ﬁﬂ%%q’ﬂ F1H (BE )
on corporate finance) regulated activity under the 7. Z56%H (WA E{é%{/\%’i%) e =R
SFO. @JZ%%%@
As at the Latest Practicable Date, the expert has A gfg rl 47T Hl, FidE5E Cnk 4G bR 2 T 35 2
given and has not withdrawn its written consent to 1] [] = DA ZS 8 o8 1) 2 8 2 M 0365 [ H 4 R
the issue of this circular with the inclusion of its e = o {4 (W A< 18 2R BT ), HAZ 4 300 i 8 e [5) 7
letter and references to its name in the form and =,
context in which it appears.
As at the Latest Practicable Date, the expert did not  JARBEAfTHE, iR S5 fE MeA ALE B
have any shareholding in any member of the Group  {i] jil & 2 W14 A (L] B Aoy, IR AT (al EE | (e
or the right (whether legally enforceable or not) to 5 R g 5= 5 AT ) sl s sk 12 42 b A R B A 2 ]
subscribe for or to nominate persons to subscribe (i B /AT Z iS5, AAREBEM K E AT H
for securities in any member of the Group, or any & — )\4FE+ — H =+ H (R AR EEH H il A
interests, directly or indirectly, in any assets which  4ffi 1Y &% 5% 1% A 75 . 36 2 A 5L H 37) DASIE plr i 5
have been, since 31 December 2018, being the  HiEufHE AN HESFHE AT & E
date to which the latest published audited financial — Hr#EA (] B 4220k ]2 HE %5

statements of the Group were made up, acquired,
disposed of or leased to any member of the Group,
or were proposed to be acquired, disposed of or
leased to any member of the Group.

10.MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Directors are
not aware of any material adverse change in the
financial or trading position of the Group as at 10,
the date to which the latest published audited
financial statements of the Group were made up.

11. DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents are available for
inspection at the registered office of the Company
in Hong Kong at Unit B, 19/F, Times Media Centre,
133 Wanchai Road,Wanchai, Hong Kong during
normal business hours on any business day from
the date of this circular up to and inclusive of not
less than 14 days.

(1)The 2019 Service Agreement;
(2)The letter from the board committee;

(3)The letter from the Independent Financial
Adviser;and

(4)The letter of consent from the expert referred to
in the paragraph headed "EXPERT AND
CONSENT" in this Appendix.
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CHINA HEALTH GROUP INC.
FEERSERRAF

(Carrying on business in Hong Kong as “S+E&E5£H" )
(U [ BeBREEH | 2BETBREXER)
(Incorporated in the Cayman Islands with limited liability)
REEHFEETHETZHERALE)
(Stock Code: 08225)
(B X 35E: 08225)

NOTICE OF EGM
BRI AR

NOTICE IS HEREBY GIVEN that an extraordinary
general meeting of the shareholders of China
Health Group Inc. (the “Company” ) will be held
at Boda building, 28 Beiging Road, Life Science
Park, Zhongguancun, Changping District, Beijing,
China at 10:00 a.m. on 27 December 2019 for the
purpose of considering and, if thought fit, passing
the following resolutions:

1. “"THAT:

a. the Service Agreement is hereby approved;
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b. the proposed annual caps, both annual cap
and percentage cap, in relation to the
transactions contemplated under the Service
Agreement for the period from the date of the
extraordinary general meeting and ending 31
December 2021 be and are hereby approved;
and

c. any one Director be and is hereby authorised
to do all such acts or things, as he/she may in
his/her absolute discretion consider necessary or
desirable, to give implement and effect to the
Service Agreement and the transactions
contemplated thereunder.” ; and

By order of the Board

China Health Group Inc.

William Xia GUO
Chairman

Hong Kong, on 9 December 2019

Registered office:

Vistra (Cayman) Limited

PO. Box 31119 Grand Pavilion Hibiscus Way;,
802 West Bay Road,

Grand Cayman

KY1 - 1205

Cayman Island

Principal place of business and head office
in Hong Kong:

Unit B, 19/F.
Times Media Centre
133 Wanchai Road, Wanchai Hong Kong
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Notes:

1. Any shareholder of the Company entitled to attend and vote
at the meeting convened by the above notice is entitled to
appoint one or more proxies to attend and vote on his, her or its
behalf in accordance with the Articles of Association of the
Company. A proxy need’s not be a shareholder of the Company:

2. Where there are joint registered holders of any share of the
Company, any one of such joint holders may vote either
personally or by proxy; in respect of such share as if he/she were
solely entitled thereto, but if more than one of such joint holders
are present at the Meeting personally or by proxy, that one of
the said persons so present whose name stands first on the
register in respect of such share shall alone be entitled to vote in
respect thereof

3. To be valid, a form of proxy and, if such form is signed by a
person under a power of attorney or other authority on behalf
of the appointer; a notarially certified copy of such power of
attorney or authority must be deposited with the Company’ s
Hong Kong branch share Registrar; Tricor Standard Limited, at
Level 54, Hopewell Centre, 183 Queen’ s Road Fast Hong
Kong, not less than 48 hours before the time appointed for the
holdling of the meeting or at any adjournment thereoft

4. Shareholders of the Company or their proxies shall produce
documents of their proof of identity when attending the
meeting.

5. The transfer books and register of members of the Company
will be closed from 20 December 2019 to 27 December 2019,
both days inclusive for the purpose of determining
Shareholders’ entitlements to attend and vote at the EGM. In
order to qualify for the right to attend and vote at the meeting,
all transfers, accompanied by the relevant share certificates,
must be lodged with the Company’ s Hong Kong branch share
registrar at Tricor Standard Limited, at Level 54, Hopewell
Centre, 183 Queen’ s Road Fast Hong Kong not later than 4:30
p.m. on 19 December 2019.

As at the date hereof the Board comprises two executive
directors, being Mr. William Xia GUO and Dr. Maria Xuemei
SONG; one non-executive director; being Mr. Michael SU: and
three independent non-executive directors, being Mr. Rui QIU,
and Dr: Bin Hui NI and Mr.Ling ZHEN.

This circular, for which the directors of the Company
(the “Directors” ) collectively and individually — accept
responsibility, includes particulars given in compliance with the
Rules Governing the Listing of securities of the Growth
Enterprise Market of the Stock Exchange for the purpose of
giving information with regard to the Company. The Directors,
having made all reasonable enquiries, conform that, to the best
of thelr knowledge and belief- (1) the information contained in
this circular is accurate and complete in all material respect and
not misleading, (2) there are no other matters the omission of
which would make any statement in all material respects and
not misleading; and (3) all opinions expressed in this circular
have been arrived at after due and careful consideration and are
founded on bases and assumptions that are fair and reasonable.

This circular will remain on the GEM website with the domain
name of wwwhkgem.com on the ‘latest Company
Announcements” page for at least 7 days from the date of its
posting and on the Company’ s website at www.chgi.net
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