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15 December 2021

To the Independent Board Conumnittee and the Independent Sharefiolders

Dear Sirs,

RENEWAL OF THE CONTINUING CONNECTED TRANSACTIONS

INTRODUCTION

We refer to our engagement to advise the Independent Board Committee and the Independent Shareholders

in respect of the terms of the Continuing Connected Transaction Agreements and the proposed annual caps

related thereto, particulars of which are set cut in the letter from the Board (the “Letfer from the Board”)
of the circular {0 the Shareholders dated 15 December 2021 (the “Cireunlar™) and in which this letter is
reproduced. Unless the context requires otherwise, capitalised terms used in this letter shall have the same

meanings as given to them under the definitions section of the Circular.

Ag set out in the Letter from the Board, the Company announced on 26 October 2021 that:

() the Company entered into the IRICO Group Master Purchase Agreement with IRICO Group,

to renew the Previous IRICO Group Master Purchase Agreement, and regulate the purchase of

packaging materials and raw materials for photovoltaic production business, electricity, facilities
and ancillary services by the Group from IRICO Group and its associates for the three years ending

31 December 2024, and

(ii}y  the Company entered into the Zhongdian IRICO Master Purchase Agreement with Zhongdian
IRICO, to renew the Previous Zhongdian IRICO Utility Purchase Agreement and regulate the
purchase of raw materials for solar photovoltaic business, production line facilities and instaliation
services, kinetic operation and maintenance services and medical examination services and others
by the Compiny from Zhongdian IRICO and its associates for the three years ending 31 December
2024,

Ag at the Latest Practicable Date, IRICO Group is the Shareholder of the Company holding, directly and
indirectly, approximately 34.43% of the issued share capital of the Company and thus is a connected
person of the Company under the Listing Rules. Therefore, the transaclions contemplaled under the
IRICO Group Master Purchase Agreement between the Company and IRICO Group constitute confinuing

connected transactions of the Company.
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Zhongdian IRICO, which is directly held as to 72,08% by CEC and 27.92% by IRICO Group as at the
Lalest Practicable Dalte, is an associate of CEC and IRICO Group and thus a connected person of the
Company under the Listing Rules. Therefore, the transactions contemplated under the Zhongdian IRICO
Master Purchase Agreement between the Company and Zhongdian IRICO constitute continuing connected

{ransactions of ithe Company.

In addition, the applicable percentage ratios for the highest proposed annunal caps for each of the Review
Period in respect of the continuing connected transactions contemplaled under each of the Continuing
Connected Transaction Agreements exceed 5%, the continuing connected transactions contemplated nnder
Continuing Connegeted Transaction Agreements (the “Continuing Connected Transactions™) (including
the respective proposed annual caps) are subject fo (he announcement, annual review and Independent

Shareholders® approval requirements under Chapter [4A of the Listing Rules.

An Tndependent Board Committee comprising all of the independent non-executive Directors namely
Ms. Wu Xiaoguang, Mr, Li Yong, and Ms, Hao Meiping, has been formed to advise the Independent
Shareholders in respect of the Continuing Connected Transaction Agreements and the fransactions

contemplated thereunder (including the respective proposed annual caps).

We, Octal Capital Limited, have been appointed as the independent financial adviser to advise the
Independent Board Commitiee and the Independent Shareholders on the fairness and reasonableness of the
terms of the Continuing Connected Transaction Agreements and the proposed annual caps related thereto
in this regard. We are not connected with the directors, chief executive and substantial shareholders of
the Group, Zhongdian IRICO, IRTCCO Group or CEC or any of their respective subsidiaries or associates
and do not have any sharcholding, directly or indirectly, in any member of the Group or any right
{whether legally enforceable or not) to subscribe for or fo nominate persons to subscribe for securities in
any member of the Group as ai the Latest Practicable Date and therefore is considered suitable to give

independent advice to the Independent Board Committee and the Independent Sharcholders,
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During the last two years, we were engaged as an independent financial adviser to the Company (the
“Previous Engagements™) in respect of (i) the further subscription of H Shares by Zhongdian IRICO
and other independent third parties, details of which were stated in the circular of the Company dated 31
December 2019; and (ii) the disposal of three subsidiaries to IRICO Group, disposal of an associate to
Zhongdian TRTCO and the purchase of the system equipment and related services by Hefei Photovoltaic
from IRICO Group, details of which were stated in the circular of the Company dated § December 2020,
Under the Previous Engagements, we were required to express our opinion on and give recommendation
1o the Tndependent Board Committee and/or the Independent Shareholders in respect of the relevant
fransactions, Apart from normal professional fees payable to us by the Company in connection with this
appointment, no arrangement exists whereby we will receive any fees or benefits from the Company or the
directors, chiel executive and substantial shareholders of the Group or Zhongdian IRICO or IRICO Group

or CEC or any of their respective subsidiaries or associates,

In formulating our opinion, we have relied on the accuracy of the information and representations
contained in the Circular and have assumed that all information and representations made or referred to
in the Circular were true al the time they were made and continue to be true as at the Latest Practicable
Date. We have also relied on our discussion with the management of the Company regarding ihe Group,
including the information and representations contained in the Circular. We have also assumed that all
statements of belief, opinion and intention made by the Directors and management of the Company in
the Circular were reasonably made after due enquiry. We consider that we have reviewed sufficient
information to reach an informed view, to justify our reliance on the accuracy of the information contained
in the Circular and to provide a reasonable basis for our advice, among other things, (i) the development
plan and production plan of the Group for the three years ending 31 December 2024; (ii) list of estimated
purchases of materials, utilities and services for the three years ending 31 December 2024; (iii) samples of
quotations of the comparable products and utilities and comparable services under the Company’s existing
construction projects for the services {o be sought for under the Previous IRICO Group Master Purchase
Agreement and the Previous Zhongdian IRICO Utility Purchase Agreement during the two years ended 31
December 2020 and (he nine months ended 30 Sepiember 2021; (iv) the interim report of the Company for
the six months ended 30 June 2021; {v) the annual report of the Company for the year ended 31 December
2020; and (vi) internal control policies governing the connected transactions of the Company. We have no
reason 1o suspect that any material facts have been omitted or withheld from the information contained or
opinions expressed in the Circular nor to doubt the truth, accuracy and completeness of the information
and representations provided to us by the Directors and management of the Company. We have not,
however, conducted an independent in-depth investigation into the business and affairs of the Group,
Zhongdian IR1ICO, IRICO Group, CEC and their respective conlrolling shareholder{s} and associales nor

have we carried out any independent verification of the information supplied.
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THE CONTINUING CONNECTED TRANSACTIONS AND THE PROPOSED ANNUAL CAPS
Principal factors and reasons considered

In arriving at our opinion regarding the Continning Connected Transactions (including the respective
proposed annual caps) for the three years ending 31 December 2024 (the “Review Period”), we have

considered the following principal factors and reasons:

1 Background of and reasens for the Continning Connected Transactions and the proposed

annual caps
General information of the parties of the Continuing Connected Transactions

As set out in the Letter from the Board, the Company is principally engaged in the production
and sales of solar photovoltaic glass: and the processing of quartz sand, an upstream material for

photovoltaic glass.

IRICO Group, in addition to operating businesses through the Company, is principally engaged in
the rescarch and developmend, production and trading of businesses relating to colour piclure tubes,

display panels and their components, colour television sets and electronic products,

Zhongdian IRICQ is principally engaged in the research, development, service and transfer of
electronic information technology, industrial investment and assets operation management services,

property investment and property operation management services.

Summary of the product and service offerings under the Continuing Connected Transaction

Agreements

Set out befow is a summary of the nature of the transactions contemplated under each of the

Continuing Connecled Transaction Agreements:

Agreement Description of transactions
The IRICO Group Master Purchase of packaging materials and raw materials for
Purchase Agreement photovoltaic production business, electricity, facilities and

ancillary services from IRICO Group and its associates

The Zhongdian IRICO Purchase of raw materialg for solar photovoltaic business,
Master Purchase Agreement production line facilities and installation services, other
kinetic operation and maintenance services and medical

examination services and others from Zhongdian IRICO and

its associates
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The Company entered into the Continuing Connected Transaction Agreements so as to renew the
Previous IRICO Group Master Purchase Agreement and the Previous Zhongdian IRICO Ultility

Purchase Agreement, both of which will be expired on 31 December 2021.

Based on our review of the proposed product and service mix provided by the Group, we undersiood
that the packaging materials and raw materials to be procured under the IRICO Group Master
Purchase Agreement are mainly used in the packaging of the solar photovoltaic glass products
produced by the Group (the *IRICO Group Materials™) for the production lines where its factories
are located in Yan'an, Hefei and Xianyang. The facilities and ancillary services (the “IRICO
Group Services™) and electricity (the “IRICO Group Utilities”) provided by IRICO Group under
the IRICO Group Master Purchase Agreement are procured by the Group for the construction and
maintenance of furnaces currently in operation or to be constracted by the Group for the three
years ending 31 December 2024, as further discussed in the sub-paragraph in this section headed

“Development plan of the Group and expecled growth in production capacity”.

On the other hand, the raw materials to be procured under the Zhengdian IRICO Master Purchase
Agreement are mainly used in the production of the solar photovoltaic glass produced by the Group
(the “Zhongdian IRICO Materials™ for the production lines where its factories are located in
Yan'an, Hefei, Shangrac and Xianyang. The production line facilities and installation services,
other kinetic operation and maintenance services and medical examination services (tegether the
“Zhongdian IRICO Services™) and electricity (the “Zhongdian IRICO Utilities™) provided by
Zhongdian IRICO under the Zhongdian IRICO Master Purchase Agreement are procured by the
Group for the construction and maintenance of furnaces currently in operation or lo be constructed
by the Group for the three years ending 31 Deccember 2024, as further discussed in the sub-
paragraph in this section headed “Development plan of the Group and expected growti in production

capacity”.

As set out in the Letter from the Board, the Board is of the view that the entering into of the
Continuing Connected Transaction Agreements is essential to the normal operations of, and

beneficial to, the Company given:

(i) the Company and each of TRICO Group and Zhongdian IRICO have established a long-term
relationship, and understood their respective planning of business operations, quality control

as well as certain specific requirements of both parties;

(iiy  the purchase of products by the Company from IRICO Group or Zhongdian IRICO (as the
case may be) will agsist in decreasing the management and operational costs of the Company
due to the close proximity between these companies. The bulk purchase and sales of products
is also economically beneficial to both the Company and IRICO Group or Zhongdian IRICO

{as the case may be);
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Industry overview

At present, with the emergence of low-carbon economy globally, developing new energy becomes
a strategic requirement for the PRC’s current and future energy development, Regarding the overall
development of solar pholovoltaic industry in the PRC, the idea of gradual transforming the grid
parity between the solar power and conventional electricity sources from subsidy-driven to become
market-oriented was highlighted in various national development schemes in recent years, Xi
Jinping, General Sccretary of the Communist Party of China, solemnly announced af the General
Debate of the 75th session of the UN General Assembly that “China will scale up its Intended
Nationally Determined Contributions by adopting more vigorous policies and measures, We aim to
have CO2 cmissions peak belore 2030 and achieve carbon neutrality before 2060”. In the National
“Fourteenth Five-Year™ Plan, it is proposed that carbon emissions intensity be reduced, places
where conditions permit be supported to take the lead in reaching carbon emissions peak, and an
action plan for carbon emissions peak before 2030 be formulated. According to the “Notice on the
Preparation of the *14th Five-Year Plan’ for Renewable Energy Development” (BRI 4 Al A4
il B S PO R R AR Y TR B IRA9E 1) issued by the National Energy Administration
of the PRC on I5 April 2020, the photovoltaic industry was illustrated as an important focus in
energy reform in the PRC with the objective of marketisation, low cost, and prioritised development
of renewable energy during the “14th Five-Year Plan” period. Such initiatives were further
reinforced with reference to 2020 Wind Power and Photovoltaic Power Parity Grid Notice™ (£
A 20204 BB~ BB E LA BNV jointly issued by the National Development
and Reform Commission and the National Energy Administration of the PRC in 31 July 2020,

The emphasis on the energy reform in the PRC was coherent with the growth of the solar
photavoltaic power generation scale in the PRC. According to the statistics from the National
Energy Adminisiration of the PRC, in 2020, the cumulative installed capacity of the solar
photovoltaic grid-connected modules in the PRC reached 253.43 gigawatt, reaching a three-year
high and representing a year-on-year increase of 24.1%. With reference to the “2020-2021 National
Electricity Supply and Demand Analysis and Forecast Report” (€20202021 F B 2B T 1 R
N2 845 Hr B4R 45 3) published by the China Blectricity Council -of the PRC, photovoltaic power
generation in the PRC reached 261.1 billion kilowatt-hours during the same year, representing a
year-on-year increase of [6.6%. Tn addition, according to China Photovoltaic Industry Association’s
forecast published in the “China Photovoltaic Industry Development Roadmap” ({h &I R 2 2
YRR AR EDY, in 2021, the new installed capacity of solar photovoltaic grid-connected modules
in the PRC is expected to reach more than 60 gigawatl, with a compound annual growth rate of
approximately 9% from 2020 to 2025,

Based on the above, we are of the view that the demand for solar photovoltaic glass, which is the

major component of the solar photovoltaic grid-connected medules, will benefit from the increasing

demand in solar photovoltaic power generation in the PRC,

—6-
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RBusiness strategy and recent development of the Group

Since the reformation and reorganisation regarding the industrial transformation of IRICO Group
in 2012, we noted that the business strategy of the Group has been looking for opportunities to off-
load the non-core businesses and loss-making companies of the Group, in order to focus on the
development of the solar photovoltaic business. During the recent years, the Group has been making
adjustments to its existing principal businesses and in particular, as supplemented in the annual
report of the Company for the year ended 31 December 2020 (“FY2020”) (the “2020 Annual
Report™), with the focus of the Group on the development of the principal business of photovoltaic
glass, and completed the disposals of its new materials, modules and power station and other
businesses, where the Company completed several equity transfer agreements in order to transfer ity
equity interests in certain operating entities in new materials, modules and power station and other

businesses (the “Disposals™).

As further stated in the 2020 Annual Report, the Group will accelerate the construction of new
production lines such as ultra-thin and high-transmissivity photovoltaic glass and further expand
the production capacity of photovoltaic glass in the next two Lo three years, as well as establish an
integrated research and development platform for production, education, research and application
around the thin and farge-sized photovoltaic glass, materials related to the photovoltaic glass
industry chain, intelligent equipment, integrated energy-saving of buildings and special functional

glass,

Regarding the development of the solar photovoltaic business of the Group, with reference to
" the 2020 Annual Report, during FY2020, the Group’s Hefei and Yan’an photovolfaic glass bases
achieved robust production and sales, and recorded increase both in volume and prices. The Group
made breakthroughs in new photovoltaic glass products including the thin, large-sized and double-
glazed photovoltaic glass, and maintained its global leading position in oxygen-fuel combustion
and environmentally-friendly furnace technology. At the same time, the Group accelerated
the development 01’. industrial bases such as Hefei phase ITT ultra-thin and high-transmissivity
photoelectric glass project (the “Hefei Phase III Project™), IRICO Xianyang ultra-thin and high-
transmissivity photoelectric glass project (the “Xianyang Project”) and JRICO Shangrao ultra-
thin and high-transmissivity photovoltaic glass project (the “Shangrao Projeci™), and the effective
expansion of production capacity will enable the Group to quickly share the market opportunities
brought by the development of the photovoltaic industry. In addition, in order to highlight the
principal business and expand and strengthen the photovoltaic glass business, the Group completed

the offloading of new materials, modules and power station and other businesses,



&M B R xIE
OCTAL Capital Limited

Furthermore, as staled in the announcement of the Company dated 23 July 2021 on its recent
development of thin photovoltaic glass products and further confirmed by the management of the
Company, the furnace of the Hefei Phase III Project was ignited successfully on 23 July 2021,
The Hefei Phase I11 Project has obtained an additional investment amounting to approximately
RMB550 million, and wifl have an annual production capacity of approximately 38.6 million sqm
of photovoltaic glass upon reaching its target ontput, which will further highlight the scale effect
and cost advantage. The impl'ementation of such project has great strategic significance for the
Company to implement its development strategy, fead technological innovation in the industry,

enhance its economic benefits and promote social benefits.
Performance of the solar photovoltaic business of the Group

As set oul in the 2020 Annual Report, based on technological innovation, quality improvement
and aggressive markeling strategies, the average sales volume- to-production ratio of solar
photovoltaic glass of the Group exceeded 100% for FY2020. In particular, with the development
and mass production efforts of the Group, the output of thin photovoltaic glass and other products
increased by 200% year-on-year, which demonstrated the increasing demand on the Group’s solar
photovoltaic products and potential for enhancement of the Group’s photovoltaic glass capacity to

keep up the market demand.

Based on the efforts of the Group in expanding its solar photovoltaic glass business, under
the review period of the Previous IRECO Group Master Purchase Agreement and the Previous
Zhongdian TRICO Utility Purchase Agreement, we noted (ha! the principal business of solar
photovoltaic glass of the Group was growing. The revenue of the Group generated by the solar
photovoltaic glass business was approximately RMB1,300.4 million and RMB1,609.2 million,
which accounted lor approximalely 57.9% and 63.9% of Lotal revenue for the years ended 31

December 2019 and 31 December 2020, respectively.

Taking into account the adjustment of assets structure and corporate structure, as disclosed in
the interim report of the Company for the six months ended 30 June 2021 (the “2021 Interim
Report”), the revenue of the Group generated by the solar phoiovoltaic glass business amounted to
approximately RMB1,167.4 million, which accounted for approximately 99.2% of the revenue of

the Group for the six months ended 30 June 2021.
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As set out in the 2021 Interim Report, benefiting from the rapid development of the global
photovoltaic industry, the Group focused on its main business of solar photovoitaic glass and
continuonsly enhanced its competitive strength by optimizing its product structure, improving
its purchase and marketing strategies, strictly controlling its costs and strengthening its capital
operation. During the six months ended 30 June 2021, the Group recorded operating revenue of
RMBI,176.6 million, representing a year-on-year increase of RMB173.2 million or 17.3%, mainly
due (o the increase in sales volume of selar photoveltaic glass and the overall increases in product
prices. Total profit of the Group for the six months ended 30 June 2021 amounted to RMB223.9
million, representing a ycar-on-year inerease of RMB188.5 million or 532.2%, which was mainly

attribiitable to the increased gross profit margin from the sales of the solar photovoltaic glass,
Development plan of the Group and expected growth in production capacity

Based on our review of the development and production plan of the Group during the “Fourteenth
Five-year” period (the “Development Plan™), we understood that it is the intention of the Group
to focus its resources on its core business area in development of solar photovoltaic glass business,
with one of the objectives, apart from cest control and iteration of technology development,
promotes the development of the segment by enhancing the Company’s market share and production

capacity.

With respect to the proposed construction and development of ultra-thin and high-transmissivity
photoelectric glass project industrial bases, based on the Development Plan, we understood that
the Group has completed the construction of base for Hefei Phase III Project and commenced the
construction of bases of Xianyang Project and Shangrao Project. Apast from the four furnaces in
the existing production lines in Yan'an and Hefei as at the Latest Practicable Date (the “Existing
Production Lines™), the production lines under the commencement of production in the Xianyang
Project and the Shangrao Project which are expected to be setup during the Review Period, where
(a) the first production line (the “Xianyang 1° Batch New Production Line”), the second and
third production line (the “Xianyang 2" Batch New Production Line”), and the fourth and fifth
production line (the “Xianyang 3™ Batch New Production Line”, together with the Xianyang
1* Batch New Production Line and the Xianyang 2™ Batch New Production Line, the “Xianyang
New Production Line”) of the Xianyang Project is expected to reach its full production capacity
in 2022, 2023 and 2024, respectively, and (b) the first and second furnace of the Shangrao Project
(the “Shangrao New Production Line™) is expected to reach its full production capacity in the first
and third quarter of 2023, respectively. In addition, with reference to the Development Plan, the
production base in Hefei, where the Hefei Phase TIT Project ignited in July 2021, is anlicipated to

reach full production in the second guarter of 2022,
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It is further expected by the management of the Company that ten ultra-thin and high-transmissivity
photovoltaic glass furnaces and supporting processing production lines will be constructed by the
end of the “Fourteenth Five-year™ period in 2025 and production capacity of solar photovoltaic
glass products will be boosted to approximately 300.0 million square meters per year for the year
ending 31 December 2025 {rom approximately 82.0 million square meters per year for the year
ending 31 December 2021, representing an estimated compound annual growth of approximately

38.3% from 2021 to 2025.
Long-term cooperation relation and close proximity between the connected parties

Based on our discussion with the management of the Company, as the Group has established a long-
term cooperative relationship with IRICO Group and Zhongdian TRICO since its incorporation,
in particular, the cooperalion in raw materials, services and utilities provided by IRICO Group
and Zhongdian IRICO as set cut in precedent continuing connected transactions among the
Group, IRICO Group and Zhongdian IRICO. The long-term supply relationship has allowed the
IRICO Group and Zhongdian IRICO te develop thorough understanding of planning of business
operalions, quality control, technical requirements and specifications required by the Group and
become familiar with the production cycle and operation needs of the Group, thereby ensuring the
timely supply of the materials and utilities and quality supply of construction and ancillary services
to be procured by the Group which (i} meels the necessary quality and standards as required by
the Group; and (ii) minimises any disruptions to the Group's existing business operations, The
cooperation with the connected parties would provide extra options for stable and high quality
supply/provision of utilities and products, as set forth in the Continuing Connected Transactions,

for the Group’s production of solar photovoltaic glass,

In addition, given the close proximity of the locations of the production lines, warehouses and
power stations between the Group, the IRTCO Group and Zhongdian IRICO, we concur with the
view of the management of the Company that the purchase of the packaging materials and raw
materials and (he procurement of the utilities from IRICO Group and Zhongdian IRICO will assist
in minimizing the management and operational costs of the Group due to the close proximity

between the production lines and power stations.

Bascd on the forgoing and having regard to (i) the Continuing Connected Transactions between
the Group and relevant connected parties have been in existence for years; and (ii) the reduction
in operational costs and business disruption [rom close proximity between production lines and
warchouses between the Group and the connected parties, we consider that the transactions
contempiated uader the Continuing Connected Transaction Agreements are carried out in the
ordinary and normal course of business tor the Group to enter into with the relevant connected

parties.

- 10—
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From the above, we understood that (i) it is the Group’s development focus on the soiar photovoliaic
business: (i) the outlook of the solar industry will be optimistic upon the support of clear industry
guidance set out by the PRC government which is favorable for the development of the Group’s
business; and (i1) the long-term cooperation with the connected parties can ensure a stable and high
quality provision of utilities and products for the Group's production of solar photovoltaic glass
and provision of quality services which meet the Group's needs. Therefore, we are of the view thal
the transactions contemplated under the Continuing Connected Transaction Agreements are in the

interest of the Company and its shareholders as a whole.
The existing annnal caps and historical fransaction amounts

Based on information provided by the Company, we summarised in the foliowing table (i) the
existing annual caps of the Continuing Connected Transactions for each of the three financial years
ending 3[ December 2021; and (ii) the historical transaction amounts for the two years ended 31
December 2020 and the nine months ended 30 September 2021,

Historleal fransaction amoints Fisting annual caps

For the For the  For the nine For the For the Far the
vearended  yearended monthsended  yearended  yearemded  yearending
3 December 31 Decomber 30 September 31 Becember 31 Decemsber  3{ December

Nature of fransaciions 019 Pl W W19 020 pi1|
RMBOGD)  (RMBYOMD)  (RMBOOG)  (RMEORG  (RUBOOW  (RMBO0)
Fees paid by the Group to IRICO  Purchase of packaging materals 48437 51,025 45,823 99,326 14,778 122,318
Group and its associates under — and raw materials, electricity
the Previous [RICO Group and ancillary serviees by the
Master Purchase Agreenient Company from [RICO Groap
Ulilisation rate 48,775 48.70% 49.93%
(Anonzlised)
(Nots)
Fees paid by the Group lo Purchuse of materials and 51,881 22,143 18413 105,123 106,169 108,510
Zhongdian IRICO and ins utilities necessary for the
associates under the Previous  solar photovoltaie business
Zhongdian IRICO Utilizy and the new materials
Purchase Apteement husiness, inctnding materials,
water, electricily, gas and
other ulilifies and ancillary
services by the Company from
Zhongdian IRICO
Utilisation rate 35.06% 20.95% 2.10%
{Annualised)
(Note)

Note:

nine months and multiply by 12,

- 11 -

Based on the historical transaction amount for the nine months ended 30 September 2021 divided by
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The ftee paid by the Company to IRICO Group and Zhongdian IRICO under the Previous IRICO
Group Master Purchase Agrecment and Previous Zhongdian TRICO Utility Purchase Agreement
tor the two years ended 31 December 2020 and the nine months ended 30 September 2021 did not
exceed their relevant annual caps. The Company is of the view that the transaction amount under
both agreements for the year ending 31 December 2021 by the Group are expected not fo exceed the

relevant annual cap.

Based on the above table, the utilisation rates of the annual caps for the Previous IRICO Group
Master Purchase Agreement were approximately 48.8%, 48.7% and 49.9% for the two years
ended 31 December 2020 and the nine months ended 30 September 2021 on an annualised basis,
respeclively. The utilisation rates of the annual caps for the Previous Zhongdian IRICO Utility
Purchase Agreement were approximately 55.1%, 21.0% and 22.7% for the two vears ended 31
December 2020 and the nine months ended 30 September 2021 on an annualised basis, respectively.
We noted that the existing annual caps in respect of the Previous IRICO Group Master Purchase
Agreement and the Previous Zhongdian IRICCO Utility Purchase Agreement for the two years ended

31 December 2020 and the nine months ended 30 September 2021 was not fully utilised.

With reference to the basis of determination of existing annual caps under the Previous IRICO
Group Master Purchase Agreement as set out in the circuiar of the Company dated 3 December 2018
{the “2018 Circular™) and the breakdown of the purchase of the raw materials under the Previous
IRICO Group Master Purchase Agreement provided by the management of the Company, we noted
that the shortfall was mainly due to the shutdown of the No.4 furnace {the "No.4 Furnace”} of
Xianyang Photovoltaic Glass Factory® (S 3GARIZIEA) in June 2019, which procurement of raw
materials, packaging materiats and corresponding atilities from IRICO Group from the second half

of 2019 for such production base has been stalled from production suspension.

On the other hand, with reference to the basis of determination of existing annual caps under the
Previous Zhongdian IR1CO Utility Purchase Agreement as mentioned in the 2018 Circular and
the breakdown of the purchase of the raw materials under the Previous Zhongdian IRECO Utility
Purchase Agreement provided by the management of the Company, we noted that the shortfall
wias mainly due to (i) the shutdown of the No.4 Furnace, and procurement of materials and
corresponding utiities Mmom Zhongdian IRICO was stalled from production suspension; and (ii) the
gradual deerease in production and divestiment of photoresist business and new material business of
Shaanxt IRICO New Materials Company Limited, the then subsidiary of the Company which was
disposed under the Disposals, which led to the decrease and absence in demand of the material and

utilities as prescribed in the Previous Zhongdian IRICO Utility Purchase Agreement.

~ 12
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3. The proposed annual caps
The proposed annual caps under the IRICO Group Master Purchase Agreement

The proposed annual caps in respect of the Continuing Connected Transactions for the Review

Period inder the IRICO Group Master Purchase Agreement as sel oul below:

Proposed annual caps

For the - For the For the

year ending year ending year ending
31 becember 31 December 31 Deecember
2022 2023 2024

(RMB’000) (RMB'000} (RMB’000)

Transuctions The IRTCO Group Master Purchase Agreement
Nalure of transactions Purchase packaging materials and raw materiais

for photovoltaic production business, electricity,

facilities and ancillary services from IRICO Group

and its associates

Fees paid/payable by the Group to IRICO 160,309 185,559 191,432
Group and its associates under the IRICO

Group Master Parchase Agreement

— purchase of packaging materials and raw 118,308 147,511 £53,384
materials
+ packaging materials 62,308 91,511 97,384
+ raw materiats 56,000 56,000 56,000 7
— purchase of electricity 36,725 36,725 36,725
— purchase of facilities and ancillary 5,276 [,323 1,323
services

The proposed annual caps for the conlinuing connected transactions contemplated under the IRICO
Group Masler Purchuse Agreement have been determined primarily based on the aforementioned

factors as set out in the Letier from the Board.
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We noted that the proposed annual cap under IRICO Group Master Purchase Agreement for the year
ended 31 December 2022 represented an increment of approximately RMB99.2 million (the “IRICO
Group Annual Cap Increment”) or an increase of approximately 1.6 times as compared to the
annualised higtorical transaction amount in 2021, with a year-on-year increase of approXimately
15.8% and 3.2% flor the years ending 31 December 2023 and 31 December 2024, respectively.
IRICO Greoup Materials accounting for over two-third of the proposed annual caps for the Review
Period, whereas IRICO Group Utilities and IRICO Group Services together accounting for less than
a third of the proposed annual caps for the Review Period. We discussed with the Company and
understand that the proposed annual caps under the IRICO Group Master Purchase Agreement are
determined based on (i) the sales of solar photovoliaic glass increased rapidly by approximately
1149 from February 2021 to August 20215 {(i1) the revenue from the two major customers for the
six ‘months ended 30 June 2021 who purchased from the products of photovoltaic glass business
increased by approximately 140% as compared to the same period of previous year; (iii) achieved
mass sales due to the solar photovollaic glass produet have been accredited by top ten domestic
users and the Company received awards for the achievements in seif-developed “phetovoltaic glass
oxygen-fuel combustion furnace technology with an output of 750 tones and industrialization™; (iv)
the increase of total production capacity of solar photovoltaic glass by approximately 31.F million
sqm, 104.9 million sqm and 82.0 million sqm in 2022, 2023 and 2024, respectively, where IRICO
Group will provide TRICO Group Malterials, IRICO Group Services and IRICO Group'UIiEities to
Yan'an, Heifei and Xianyang, and Yan'an, Heifei and Xianyang production capacity is expecled
to increase from approximately 82.0 million sqm in 2021 to 113.1 million sgm, 155.9 million sqm
and 161.0 million sgm in 2022, 2023 and 2024, respectively; (v) usual practice of the Group to keep
inventory of solar photovoltaic glass in stock; (vi) the four furnaces, the Existing Production Lines
and the new production lines of the Group requires to operate 24 hours, hence the Company expects
it will fully utilise on its production capacity of the Existing Production Lines and new production
lines as well as increase production volume of solar photovoltaic glass o cope with the market
demand in the coming years; and (vii) the favourable government policies as mentioned in “industry
overview” of this letter. Upon our review of the Development Plan, the breakdown of estimation
of the exisling annual caps for the two years ended 31 December 2020 and the year ending 31
December 2021 and the breakdown of historical transaction amounts provided by the management
of the Company, we noted that IRICO Group Annunal Cap Increment were mainly attributable to the
aforementioned shortfall resulted [rom the shutdown of the No.4 Furnace in June 2019 which led to
absence of such procurement amount for the years ended 31 December 2019 and 31 December 2020
and the nine months ended 30 Seplember 2021, coupled with (i) the expected increase in demand of
raw materials due to the inerease of the Group’s production of solar photovoltaic glass products for
the Existing Production Lines with total production capacity of approximately 82.0 million sqm; (ii)
the expected production volume from the newly setup production lines under the commencement
ol preduction in the Xianyang Project, where the Xianyang 17 Batch New Production Line is

expected to reach its full production capacity in 2022, which the total production capacity will
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increase to approximately 113.1 million sqm, representing an increase of approximately 37.9% of
total production capacity in 2022; and (iil) the estimated electricity usage required for production
of solar photovoltaic glass products for the Existing Production Lines and those to be constructed
in Xianyang for the year ended 31 December 2022. On the other hand, the further increment in
procurement volume of the IRICO Group Materials in 2023 and 2024 are mainly due to (i} the
Xianyang 2™ Batch New Production Line is expected to reach its full preduction in 2023, which the
total production capacity in Xianyang will increase to approximately 24.4 miflion sqm, representing
an increase of approximately 162.4% of lotal production capacity of Xianyang in 2023; and {ii)
Xianyang 3" Batch New Production Line of the Xianyang. Project is expected to reach its full
production capacily of appreximately 29.5 million sqm in 2024, which the total production capacity
of Xianyang will increase from approximalely 24.4 million sqm to approximately 29.5 million sqm,

representing an increase of approximately 20.9% of total production capacity of Xianyang in 2024,

In assessing the fairmess and reasonableness of the proposed annual caps under the IRICO Group
Master Purchase Agreement, we have discussed with the management of the Company the bases and
assumptions underlying the projections of such proposed annual caps. In respect of the proposed
annual caps of RMB 160,309,000, RMB185,559,000 and RMB191,432,000 to be sought for the
purchase of the IRICO Group Materials, the IRICO Group Services and the IRICO Group Utilities
by the Company from the IRICO Group for each of the three financial years during the Review
Period, we have obtained from the Company production plans of photovoltaic glass products under
(i) the Existing Production Lines; (ii) the anticipated achievement of full production capacity for
the Hefei Phase 111 Project in June 2022; and (iii) the new production lines under the Xianyang
New Production Line and the Shangrao New Production Line, which together laid out the expected
production amount in the Review Period. As discussed with the management of the Company, we
understood from the Company that the level of the proposed annual caps for the Review Period were
determined alter tuking into consideration the expected demand of the JRICO Group Materials, the

IRICO Group Services and the IRICO Group Utilities with reference to the aforementioned factors.

We undersiood that the expected demand of IRICO Group Materials shows & gradual year-on-year
growth of over 20% for the year ending 31 December 2023 and approximately 4% for the year
ending 31 December 2024, during the Review Period due to the increasing demand of materials
resulting from (i) the Existing Production Lines; (ii) the anticipated achievement of full capacity
tor the Hefei Phase I Project in June 2022; and (iii) the completion of construction of furnaces
and commencement in production of photovoltaic glass products for the new production lines under
the Xianyang New Production Line in 2022, 2023 and 2024, respectively. Under the estimation

of the Development Plan, the production velume will be boosted to approximately 300.0 million
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square meters per year for the year ending 31 December 2025 from approximately 82.0 million
square meters per year for the vear ending 31 December 2021, representing an estimated compound
annual growth of approximately 38.3% from 2021 to 2025, with reference to the Group’s strategy
in meeling the increase in demand of the solar photovoltaic glass as a component of the solar
pholovoltaic-modules in view of the increasing trend of new installed capacity of solar photovoltaic
modules and favourable government policies in the PRC. Hence, we are of the view that the
proposed guantity of purchase of the IRICO Group Materials by the Company from the IRICO

Group is Tair and reasonable.

In respect of the procuring prices of the IR1ICO Group Materials under the IRICO Group Master
Purchase Agreement, we have obtained and reviewed the list of products to be procured lrom
IRICO Group which mainly includes packaging materials and raw materials used for the solar
photovoeltaic glass produced by the photovoltaic glass production lires in Hefei, Yan an and
Xianyang. Based on our discussion with the management of the Company, we noted that the unit
price for each type of the IRICO Group Materials in each of the three years during the Review
Period is determined based on the prevaiting market price and assumed to be the same throughout
the period. We have discussed with the management of the Company and understood the process of
price determination. Bused on our enquiry on the price comparison process and upon eur review of
the Company’s internal control manual, we understood that upon receipt of quotations from IRICO
Group, the designaled persons of the Group (namely, the business planning executives, who are
primarily responsible for the examination and approval of the procurement plans and the execution
of purchase contracts) will ascertain the prices offered or charged by independent third parties,
generatly by way of oblaining quotations Tor a comparable volume of same or similar calegory of
products or services from at least two independent third parties via emails, fax, phone or tenders by
publishing tender notice via various media resources (for instance, the local newspapers), and take

average of such gquotations as the prevailing market price,

Based on our discussion with the management of the Company, we were advised that the prices of
IRICO Group Materials were based on the prevailing markel price and past transactions during the
two years ended 31 December 2020 and the nine months ended 30 September 2021, For our due
diligence purpose, we have obtained and reviewed the prices of IRICO Group Materials including
packaging malerials and raw materials being procured by the Company during the Previous
IRICO Group Master Purchuse Agreement which will also procure under the IRICO Group Master
Purchase Agreement during the Review Period, on sample basis, where we have chosen five out
of 12 major category ilems from the exhaustive list of products to be procured [rom IRICO Group,
which contributes over 69% of the total procurement amount, and compared each of the items with
at leas! live samples of invoices from independent third parties showing the previous procurement

prices of the same items which were issued during the two years ended 31 December 2020 and
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the eleven months ended 30 November 2021, Given that (i) the list of products to be procured
from IRICO Group is exhaustive; {ii) the populalion of the samples contributed over 69% of the
total procurement amount; and (iii) covers the historical period from 31 December 2019 up to 30
November 2021, we consider the sample selection is fair and representative. Upon comparison, we
noted that the unit price of the TRICO Group Materials used in Lthe proposed annual caps is within
the range, close to the average of the historical unit price and comparable to unit price of the same
items provided by the other independent third parties to the Company, hence we consider the unit
price for the IRICO Group Materials is fair and reasonable. Afier reviewing the relevant documents
throughout the price determination process, we consider that the selling prices of IRICO Group
Malterials are based on arm’s length negotiations between the relevant parties, hence the prices and
terms are no less favourable to the Company or the relevant connected parties and are carried out in

the ordinary course of business of the Group.

On the other hand, the volume of usage of the IRTCO Group Malerials is expected to increase
for the year ending 31 December 2022 as compared with the vear ending 31 December 2021 and
such increase is mainly atiributable to the expected growth in the production volume under the
commencement of production of the new production line in Hefei Phase HI Project in 2022 and
the voleme of usage of the IRICO Group Materials is expected to increase gradually for each of
the years ending 31 December 2023 and 2024 under the gradual completion of construction and
commencement of production for the Xianyang New Production Line in 2022, 2023 and 2024,
respectively. We have reviewed the Development Plan and the current estimates of procurement
volume for the year ending 31 December 2021, projected the expected increase in production
volume and noted that the procurement amount, taking into account the aforementioned expansion
in production scale and the consumption needs in the cold-end production lines in the Xianyang
New Production Line, is generally in line with the estimated production volume. Therefore, we
are of the view that the prices and volume of the IRICO Group Materials are fairly and reasonably

determined.

In respect of the prices of the IRICO Group Services under the IRICO Group Master Purchase
Agreement which include operation and maintenance service of constructions in production lines,
we have obtained and reviewed the list of services which mainly include (i) maintenance service of
Hefei Photovoltaic 12-megawatt power station; (ii) construction service of the Hefei Photovoltaic
l-megawatt distributed photovoltaic power station project; (iii} construction service of Yan’an
Photovelraic .363-megawatt distributed photovoltaic power station; and (iv) roof renovation
service of the Hefei Phase 11T Project, and the proposed annual caps for the Review Period
represents the aggregated estimated project sum of the aforementioned projects. As discussed
with the management of the Company, we further understood that the relevant projects will be
assigned through bid negotiation and the proposed annual caps would only be utilised when the

connecled partics won the bid. Otherwise, the project will be assigned to a winning bidder who is
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an independent third parly fo the Company and its associates. We further noted that the estimated
project sum was estimated with comparable services under the Company’s existing construction
projects. Upon our review of the list of the major services, its service fees and estimated usage of
the services, we are of the view that the proposed annual caps are fairly estimated. Further, after
reviewing the relevant assessmenl mechanism in regard of the price determination, we consider
that the service fee agreed as proposed under the IRICO Group Master Purchase Agreement, where
IRICO Group become the winning bidder, will be no less favorable than that quoted by independent
third parties, hence we are of the view that the prices and terms of the TRTCO Group Services are

fair and reasonable and the corresponding project sum is reasonable estimated.

In respect of the procuring prices of IRICO Group Utilities, we have obtained and reviewed the
tist of IRICO Group Utilities provided by management which includes electricity that are used in
the operation of the furnace for the solar photovoltaic glass production in the production lines in
Hefei. We have compared the unit price of electricity to the relevant Government-prescribed price
of’ Anhui Province and noted that both prices are similar, We have also obtained and reviewed
the price of electricity being procured by the Company on sample basis, where we have obtained
five samples of inveices showing the previous procurement prices of electricity by the Company
and noted that the prices are comparable to the unit price of electricity proposed under the IRICO
Group Master Purchase Agreement. In addition, as discussed with the management of the Company,
we noted that the procurement of the IRICO Group Utilities from independent third parties does
not commercially sound due to the transmission cost of the distance between power stations of
the independent third parties and the factories of production lines of the Group, as well as the
specification of the required power cutput of power stations, except for direct procurement from the
state grid of the local government. Therefore, we consider that the overall unit price of electricity
which is lower than the unit price of electricity that the Company could otherwise obtain from the
State Grid Corporation of the PRC is fair and reasonable. Hence, we are of the view that the terms
and conditions should be no less favorable than those offered by independent third parties to/by
the Group. In addition, based on our review of the Development Plan and as supplemented by the
management of the Company, we noted that the volume of the electricity to be used for production,
on a per unit production basis, is comparable at large with the historical amounts for the review
period under the Previous IRICO Group Master Purchase Agreement. In view of that, we are of the

view that the volume of the IRICO Group Ulilities is fairly estimated.

Based on the above, we are of the view that the relevant proposed annual caps under the IRICO

Group Master Purchase Agreement are fair and reasonable.
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The proposed annual caps under the Zhongdian IRICO Master Purchase Agreement

The proposed annual caps in respect of the Continning Connected Transactions for the Review

Pericd Zhongdian IRICO Master Purchase Agreement as set out in the table below:

Transaction

Nature of transaclions

Maximum fees payable by the Group to
Zhongdian IRICO and its associates under
the Zhongdian IRICO Master Purchase
Agreement
- purchase of raw materials

+ coating solution
+ ink
« thinner
— purchase of production line facilities and
installation services (Note)
— purchase of kinelic operation and
maintenance services
» electricity
» maintenance services
- purchase of medical examination services

and others

Nofte:

Proposed annual caps

For the

year ending
31 December
2022
(RMB’000)

For the

year ending
31 December
2023
(RMB’000)

For the

year ending
31 December
2024

(RMBE 000)

The Zhongdian IRICO Master Purchase Agreement

Purchase raw materials for solar photovoltaic

business, production line facilities and installation

services, other kinetic operation and mainlenance

services and medical examination gervices and

others from Zhongdian IRICO and its associates

184,902

54,602
46,575
7,784
243
118,930

11,029

7,020

4,000
350

246,156

109,196
79,805
28,840

551
90,000

46,510

42,510

4,000
450

234,103

132,673
93,305
38,752

616
26,000

74,980

70,980

4,000
450

The maximum fee payable by the Group 1o Zhongdian IRICO and its associates under the Zhongdian

IRICO Master Purchase Agreement for the purchase of production line facilities and installation
services during the period from 2022 to 2024 will be mainly used for its three furnaces and ancillary
production lines in Shangrao Project and five production lines in Xianyang Project,
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The proposed annual caps for the continuing connected transactions contemplated under the
Zhongdian TRICO Master Purchase Agreement have been determined primarily based on the

aforementioned factors as set out in the Letter from the Bourd, -

We noted that the proposed annual cap under Zhongdian IRICO Master Purchase Agreement for
the year ended 3] December 2022 represented an increment of approximately RMB163.27 million
(the “Zhongdian IRICO Annuai Cap Inerement™) or an increase of approximately 6.5 times as
compared to the annualised historical transaction amount in 2021, with an increase of approximately
33.1% for the years ended 31 December 2023, Zhongdian IRICO Materials accounting for over
29%, 44% and 56% of the proposed annual caps during the Review Period, whereas Zhongdian
TRTCO Services accounting for over 66%, 38% and 13% of the proposed annual caps for each of
the Review Period, and Zhongdian IRICO Utilities cover the remaining annual caps. We discussed
with the Company and understand that the proposed annual caps under the IR1ICO Group Master
Purchase Agreement are determined based on (i) the sales of solar photovoltaic glass increased
rapidly by approximately 114% from February 2021 to Auwgust 2021; (ii) the revenue from the
two major cusiomers for the six months ended 30 Jane 2021 who purchased from the products
of photovoltaic glass business increased by approximately 140% as compared to the same period
of previous year; (iii) achieved mass sales due to the solar photovoltaic glass product have been
accredited by top ten domestic users and the Company received awards for the achievements in
self-developed “photovollaic glass oxygen-fuel combusfion furnace technology with an output of
750 tones and industrialization”; (iv) the increase of total production capacity of solar photovoltaic
glass of 31.1 million sqm, 104.9 million sqm and approximately 82.0 million sqm in 2022, 2023 and
2024, respectively, where Zhongdian IRICO will provide Zhongdian IRICO Materials, Zhongdian
IRICO Services and Zhongdian IRICO Utilities to Yan’an, Heifei, Xianyang and Shangrao,
and Yan'an, Heifei, Xianyang and Shangraoo production capacity is expected to increase from
approximately 82.0 million sqm in 2021 to approximately 113.1 million sgm, 218.0 million sqm
and 300.0 million sgm in 2022, 2023 and 2024 respectively; (v) usual practice of the Group to keep
inventory of solar photovoltaic glass in stock; (vi) the four furnaces, the Existing Production Lines
and the new production lines of the Group requires to operate 24 hours, hence the Company expecis
it will fully utilise on its production capacity of the Existing Production Lines and new production
lines as well as increase production volume of solar photovoltaic glass to cope with the market
demand in the coming years; and (vii) the favourable government policies as mentioned in “industry
overview™ of this letter. Upon our review of the Development Plan, the breakdown of estimation
of the existing annual caps for the two years ended 31 December 2020 and the year ending 31
December 2021 and the breakdown of historical transaction amounts provided by the managemenl
of the Company, we ﬁotﬂd that the Zhongdian IRICO Annual Cap Increment was mainly attributable
to the aforementioned shortfall resulted from the shutdown of the No.4 Furnace which led to
absence of such procurement amount for the years ended 31 December 2019 and 31 December 2020
and the nine months ended 30 September 2021, as well as the gradual decrease in production and

divestment of photoresist business and new material business of Shaanxi IRICO New Materials
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Company Limited, the then subsidiary of the Company which was disposed under the Disposals,
which Jed (o the decrease and absence in demand of the material and utilities as prescribed in the
Previous Zhongdian IRICO Utility Purchase Agreement, coupled with (i) the expected increase in
demand of raw materials for the Group's production of solar photovoltaic glass products for the
Existing Production Lines with total production capacity of approximately 82.0 million sqm; and (ii)
the expected production volume from the newly setup production lines under the commencement
of production in the Xianyang Project and the Shangrao Project, where the Xianyang 1" Batch New
Production Line, which is expected to reach its full production capacity in 2022, which the total
produclion capacity will increase to approximately 113.1 million sgm, representing an increase of
approximately 37.9% of total production capacity in 2022. On the other hand, the further increment
in procurement volume of the Zhongdian IRICO Materials in 2023 and 2024 are mainly due to
(i) the Xianyang 2™ Batch New Production Line is expected to reach its full production in 2023
and the Shangrao New Production Line is expected to reach its full producticn capacity in the
first and third quarter of 2023, which the total production capacity will increase to approximately
218.0 million sqm, representing an increase of approximately 93% of total production capacity
in 2023; and (i1} Xianyang 3™ Batch New Production Line of the Xianyang Project is expected fo
reach its full production capacity in 2024, which the total production capacity will increase from
approximately 218.0 million sgm to approximately 300.0 million sgm, representing an increase of
approximately 37.6% of total production capacity in 2024 and (iii) the estimated electricity usage
required for production of solar photovoltaic glass products for the Shangrao New Production Line
during the Review Period, Meanwhile, we noted that the demand of Zhongdian IRICO Services
decrease by approximately 23.4% in 2023 as compared to 2022 which is mainly due to majority
of the constructions of the Xianyang Project and Shangrao Project is expected 1o complete in
2023, Further, the proposed annual caps for the vear ended 31 December 2024 decreased by
approximately 4.9% as compared to that of the year ended 31 December 2023, which is mainly due
to the completion of the consiructions of the Xianyang Project in 2023 and the Shangrao Project in

2024 hence decrease in demand of Zhongdian IRICO Services.

Tn assessing Lhe lairness and reasonableness of the proposed annual caps under the Zhongdian
IRICO Master Purchase Agreement, we have discussed with the management of the Company
the bases and assumptions underlying the projections of such proposed annual caps. In respect
of the proposed annual caps of RMB184,902,000, RMB2446,156,000 and RMB234,103,000 to0
be sought for the purchase of the Zhongdian IRICO Materials, the Zhongdian IRICO Services
and the Zhongdian IRICO Utilities by the Company from Zhongdian IRICO for each of the three
financial years during the Review Period, we have oblained the Development Plan which laid out
the expected production amount during the Review Period. We also understood from the Company

that the level of the proposed annual caps for the Review Period were determined after taking into
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consideration the expected demand of the utilities with reference to production plan and the utilities
usage of the furace in the Company’s Existing Production Lines and under the gradual completion
of construction and commencement of production for the Xianyang New Production Line and the
Shangrao New Production Line in 2022, 2023 and 2024, respectively. Under the estimation of the
Development Plan, the production volume will be boosted to approximalely 300.0 mitlion square
meters per year for the year ending 31 December 2025 from approximately 82.0 million square
meters per year for the year ending 31 December 2021, representing an estimated compound
annual growth ol approximately 38.3% from 202 to 2025, with reference to the Group’s strategy
in meeding the increase in demand of the solar photovoltaic giass as a component of the solar
photovoltaic modules in view of the increasing trend of new installed capacity of solar photovoltaic
modules and favourable government policies and the in the PRC. Hence, we are of the view that the
proposed quantity of purchase of Zhongdian IRICO Materials by the Company from the Zhongdian
IRICO is fair and reasonable,

In respect of the procuring prices of Zhongdian IRICO Materials, we have obtained and reviewed
the list of materials to be procured from Zhongdian IRICO which mainly includes mounting liquid,
ink and thinner used in production, We have obtained and reviewed the prices of the Zhongdian
IRICO Malerials which include mounting liquid, ink and thinner being procured by the Company,
where we have obtained five samples of invoices showing the previous procurement prices by the
Company and noted that the prices are comparable Lo the unit price proposed under the Previous
Zhongdian IRICO Utility Purchase Agreement. We have discussed with the management of the
Company and understood the process of price determination. Based on our enguiry on the price
comparison process and upon our review of the Company’s internal control manual, we understood
that upon receipt of quotations from Zhongdian IRICO, the designated persons of the Group will
ascertain the prices offered or charged by independent third partics, generally by way of obtaining
gquotations for a comparable volume of same or similar category of products or services from at
least two independent third parties via emails, fax, phone or tenders by publishing tender notice via
various media resources {for instance, the focal newspapers), and take average of such quotations as

the markel price.

After reviewing the relevant documents throughout the price determination process, we consider
that the selling prices of Zhongdian IRICO Materials are based on arm’s length negoliations
between the relevant parties, hence the prices and terms are no less favourable to the Company or

the relevant connected parties and are carried out in the ordinary course of business of the Group.
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In respect of the prices of the Zhongdian IRICO Services under the Zhongdian IRICO Master
Purchase Agreement which include kinetic operation and maintenance services and medical
examination services, we have obtained and reviewed the list of services which mainiy include
kinetic operation and maintenance services for the Shangrao Project and the proposed annual caps
for the Review Period represents the aggregated estimated project sum of the alorementioned
projects. As discussed with the management of the Company, we further understood that the kinetic
operation and maintenance services for the Shangrao Project will be assigned through tender and
the proposed annual caps would onty be utilised when the connected parties won the bid. Otherwise,
the project will be assigned to a winning bidder who is an indepeadent third party to the Company
and its associates. We further noted that the estimated project sum was estimated with comparable
services under the Company’s existing construction projects. For due diligence purpose, we
obtained and reviewed all tender documents of kinetic operation and maintenance services for
the factories in Hefei during the two years ended 31 December 2020 and nine moenths ended 30
September 2021 which contributed 100% of total of kinetic operation and maintenance services
for the Company's Heifei construction projects daring the two years ended 31 December 2020 and
nine months ended 30 September 2021 and the only kinetic operation and maintenance services for
the Company’s construction projects that is provided by independent third party. We noted that the
tenders for kinetic operation and maintenance services for the factories in Hefei provided the same
types of services for Shangrao Project under the Zhongdian IRICO Master Purchase Agreement.
Given the above, we consider the sample selection is fair and representative. Upon comparison,
we noted that all bidders who won the tender bidding for the factories in Hefei, being independent
third parties, had the lowest bidding price. We further noted that the service coverage of Shangrao
Project is larger than the one in Heifei and the Company took reference to the prices’of kinetic
operation and maintenance services under the service contracts provided by independent third party
for the factories in Heifei to estimate the project sum plus additional cost of workers to perform
the services. After reviewing the kinetic operation and maintenance services cost provided by
independent third party for the Company’s existing construction projects in Heifei and the annual
cost of warkers provided by independent third party, we consider the price determination based on
the Company’s existing construction projects and annnal workers cost provided by independent
third parties formulate a fair and reasonable basis. Further, after reviewing the relevant assessment
mechanism in regard of the price determination, we consider that the service fee agreed as proposed
under the Zhongdian IRICO Master Purchase Agreement, where Zhongdian IRICO become the
winning bidder, will be no less favorable than that quoted by independent third parties. On the other
hand, the medical examination services are assigned to the clinics of Zhongdian IRICO, where we
noted that the service fee charged are based on the fee structure as strictly regulated by the PRC
government. Upon our review of the list of the major services, its service fees and estimaied usage
of the services, we are of the view that the proposed annual caps are fairly estimated. Given the
above, we are of the view that the prices and terms of the Zhongdian IRICO Services are air and

reasonable and the corresponding project sum is reasonable estimated.
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In respect of the procuring prices of Zhongdian IRICO Utilities, we have obtained and reviewed
the list of Zhongdian TR¥CO Utilities provided by management which includes electricity that are
used in the operation of the furnace for the solar photovoltaic glass production inn the Shangrao
New Production Line. We have compared the unit price of electricity to the relevant Government-
prescribed price of Jiangxi Province and noted that both prices are similar. We have also obiained
and reviewed the price of electricity being procured by the Company on sample basis, where we
have obtained five samples of invoices showing the previous procurement prices of electricity
by the Company and noted that the prices are comparable to the wnit price of electricity proposed
under the Zhongdian IRICO Master Purchase Agreement. In addition, as discussed with the
management of the Company, we noted that the procurement of the Zhongdian IRICCO Utilities from
independent third parties does not commercially sound due to the transmission cost of the distance
between power stations of the independent third parties and the factories of production lines of the
Group, as well as specification of the required power output of power stations of independent third
parties, excepl for divect procurement from the state grid of the local government. Therefore, we
consider that the overall vnit price of electricity which is lower than the unit price of electricity
that the Company could otherwise obtain from the State Grid Corporation of the PRC is fair and
reasonable, Hence, we are of the view that the terms and conditions should be no less favorable
than those offered by independent third parties to/by the Group. In addition, based on our review of
the Development Plan and as supplemented by the management of the Company, we noted that the
volume of the electricily to be used for production, on a per unit production basis, is comparable at
farge with the historical amounts for the review period under the Previous Zhongdian IRICO Utility
Purchase Agreement, In view of that, we are of the view that the volume of the Zhongdian IRICO

Utilities is fairly estimated.

Based on the above, we are of the view that the relevant proposed annual caps of the Zhongdian

IRICO Master Purchase Agreement are lair and reasonable.

-2 -




CWME R A e
OCTAL Capital Limited

The conditions

As the respective proposed annual caps will exceed HK$10 million and the relevant applicable
ratios under Rule 14.07 of the Listing Rules exceed 5%, the respective proposed annual caps of
the Continuing Connected Transactions are subject Lo reporting, announcement and independent

shareholders’ approval requirements under Chapter 14A of lhe Listing Rules,

The Company will therefore seck the approval by the Independent Sharehelders of the Continuing
Connected Transactions and the respective proposed annual caps subject to the following

conditions:

1. The Continuing Connected Transactions will be:
i entered into by the Group in the ordinary and usual course of its business;
{il) conducted on normal commercial terms or better; and

(ii1) entered into in accordance with the terms of the relevant framework agreements
governing the Continuing Connected Transactions that are fair and reasonable and in

the interests of the Shareholders of the Company as a whole;

2. The transacted amount of the transactions under the Continuing Connected Transactions shall

not exceed the respective proposed annual caps; and
3. The Company will comply with all other relevant requirements under the Listing Rules,

In assessing whether the Company has put in place effective internal control procedures
for the Contiruing Connected Transactions, we have obtained and reviewed the following
documents: (i) the internal control policies governing the connected transactions of the
Company provided by the management of the Company in order to understood the design
of the Company’s internal contrel system; (ii) the documentation of estimated price and
quantity for determining the proposed annual caps which have been properly reviewed
and approved by the Board; (iii) quotations from independent third parties obtained by the
business planning executives and relevant assessment records by the head of procurement
department of the Group; (iv) the board resolutions concerning the Continuing Connected
Transactions; (v) the independent non-executive Directors’ letter of confirmation flor the year
2020 concerning historical connected transactions, in particular, the Continuing Connected
Transactions; and {(vi) the anditors’ report for years ended 31 December 2019 and 31
December 2020 concerning the historical connected transactions. We note that the above
documents were prepared in accordance with the internal control policies of the Company
and they were in compliance with the relevant requirements under the Listing Rules.
Therefore, we are of the view that the Company has put in place effective internal control

procedures for the Continuing Connected Transactions.

~ 25 _




® B R R g
OCTAL Capital Limited

Taking into account the conditions attached to the Continning Connected Transactions, in
particuiar (i) the restriction by way of selling the respective proposed annual caps; and (ii)
the compliance with ali other relevant requirements under the Listing Rules {which include
the annual review and/or confirmation by the independent non-executive Directors and
auditors of the Company on the actual execution of the Continuing Connected Transaclions),
we consider that the Company has taken appropriate measures to govern the Group in
carrying out the Continuing Connected Transactions thereby safeguarding the interests of the

Shareholders thereunder.
RECOMMENDATION

Having considered the above principal factors, we are of the opinion that the terms of the Continuing
Connected Transactions {including the respective proposed annual caps) are on normal commercial
terms, 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. Accordingly, we recommend the Independent Board
Committee to advise the Independent Shareholders, and we advise the Independent Shareholders, to vote
in favour of the ordinary reselutions to be proposed at the EGM for approving the terms of the Continuing

Connected Transactions (incinding the respective proposed annual caps).

Yours faithfully,
For and on behalf of
Octal Capital Limited

Alan Fung Louis Chan

Managing Director Director

Note;  Mr, Alun Fung has been a responsible officer of Type I (dealing in securities) and Type 6 (advising on
corporate finance) regulated activities since 2003. Mr, Fung has more than 28 years of experience in corporate
finance and investment banking and has participated in and completed vartous advisory transactions in
respect of mergers and acquisitions, connected transactions and transactions subject to the compliance to (he
Takeovers Code of listed companices in Hong Keong.

Mr. Louis Chan has been a responsible officer of Type | {dealing in securities) and Type 6 {(advising on
corporale finance) regulated activities since 2008, Mr, Chan has more than 20 years of experience in corporate
finance and tnvestment banking and has participated in and completed various advisory transactions in
respect of mergers and acquisitions, connected transactions and transaclions subject to the compliance to the
Takeovers Code of listed companies in Hong Kong,
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