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| SOMERLEY CAPITAL LIMITED

20/F., China Building, 29 Queen’s Road Central, Hong Kong
A Telephone: 2869 9090 Fax: 2526 2032 E-Mail: somerley@somerley.com.hk

The Board of Directors

Maanshan Iron & Steel Company Limited

No.8 Jiu Hua Xi Road

Maanshan City, Anhui Province

PRC 9 February 2022

Dear Sirs,

CONNECTED TRANSACTION -
PROPOSED GRANT UNDER INCENTIVE SCHEME

We refer to the circular of Maanshan Iron & Steel Company Limited dated 9 February
2022 (the “Circular”) relating to the captioned matter. Unless otherwise defined, capitalised
terms used in this letter shall have the same meanings as defined in the Circular.

We hereby confirm that we have given and have not withdrawn our written consent to
the issue of the Circular with the inclusion of our letter, opinions and the references to our
name in the form and context in which they respectively appear.

We also confirm that, as at the Latest Practicable Date, we did not have

a) any interest, either direct or indirect, in any assets which have been, since 31
December 2020, being the date to which the latest published audited financial
statements of the Company were made up, acquired or disposed of by or leased to
any member of the Group, or are proposed to be acquired or disposed of by or leased
to any member of the Group; and

b) any shareholding interests in any member of the Group and any right, whether
legally enforceable or not, to subscribe for or nominate persons to subscribe for
securities of any members of the Group.

Yours faithfully,
for and on behalf of
SOMERLEY CAPITAL LIMITED

Stephanie Chow
Director




SOMERLEY CAPITAL LIMITED

20/F., China Building, 29 Queen’s Road Central, Hong Kong
Telephone: 2869 9090 Fax: 2526 2032  E-Mail: somerley@somerley.com.hk

9 February 2022

To: the Independent Board Committee and
the Independent Shareholders

Dear Sirs,

CONNECTED TRANSACTION —
PROPOSED GRANT UNDER INCENTIVE SCHEME

INTRODUCTION

We refer to our appointment as the independent financial adviser to advise the Independent Board
Committee and the Independent Shareholders in connection with the Proposed Grant of Restricted A
Shares to connected persons pursuant to the Incentive Scheme under the First Grant (the “Proposed
Connected Grant”), details of which are set out in the “Letter from the Board” contained in the circular
of the Company to the Shareholders dated 9 February 2022 (the “Circular”), of which this letter forms
part. Unless otherwise specified, capitalised terms used in this letter shall have the same meanings as those
defined in the Circular.

Under the First Grant, certain Participants are the directors or chief executive officers of the Company
or certain subsidiaries of the Company and hence a connected person of the Company. The Proposed
Connected Grant will constitute non-exempt connected transactions of the Company which are subject to
reporting, announcement and Independent Shareholders’ approval requirements pursuant to Chapter 14A
of the Listing Rules.

The Independent Board Committee, comprising all independent non-executive Directors, namely Ms.
Zhang Chunxia, Ms. Zhu Shaofang and Mr. Wang Xianzhu, has been established to consider and make
a recommendation to the Independent Shareholders on (i) whether the terms of the Proposed Connected
Grant are on normal commercial terms and fair and reasonable so far as the Independent Shareholders
are concerned; and (ii) whether the Proposed Connected Grant is conducted in the ordinary and usual
course of business of the Group and is in the interests of the Company and the Shareholders as a whole.
We, Somerley Capital Limited, have been appointed to advise the Independent Board Committee and the
Independent Shareholders in this regard.




During the past two years, Somerley Capital Limited has acted as the independent financial adviser to
the independent board committee and independent shareholders of the Company in relation to continuing
connected transactions as detailed in the Company’s circular dated 8 June 2020. The past engagement
was limited to providing independent advisory services to independent board committee and independent
shareholders of the Company pursuant to the Listing Rules. Under the past engagement, Somerley Capital
Limited received normal professional fees from the Company. Notwithstanding the past engagement, as at
the Latest Practicable Date, there were no relationships or interests between (a) Somerley Capital Limited
and (b) the Group and the Connected Participants (as defined below) that could reasonably be regarded as
a hindrance to our independence as defined under Rule 13.84 of the Listing Rules to act as the independent
financial adviser to the Independent Board Committee and the Independent Shareholders in respect of the

Proposed Connected Grant as detailed in the Circular.

In formulating our opinion, we have relied on the information and facts supplied, and the opinions
expressed, by the executive Directors and management of the Company and have assumed that the
information and facts provided and opinions expressed to us are true, accurate and complete in all
material aspects at the time they were made and up to the date of the EGM. We have also sought and
received confirmation from the executive Directors that no material facts have been omitted from the
information supplied and opinions expressed to us. We have relied on such information and consider that
the information we have received is sufficient for us to reach our advice and recommendation as set out in
this letter and to justify our reliance on such information. We have no reason to believe that any material
information has been withheld, nor doubt the truth or accuracy of the information provided. We have,
however, not conducted any independent investigation into the business and affairs of the Group and the

Connected Participants, nor have we carried out any independent verification of the information supplied.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinion and recommendation, we have taken into account the following principal factors

and reasons:

1. Background of the Group

The Company is a joint stock limited company incorporated in the PRC. The H Shares of the
Company are listed on the Stock Exchange and the A Shares of the Company are listed on the
Shanghai Stock Exchange. The Group is principally engaged in the production and sale of iron and

steel products and related by-products, with main business operations in the PRC.




As set out in the Company’s 2021 interim report, the Group produced approximately 9.41 million
tons of pig iron, 11.21 million tons of crude steel and 10.75 million tons of steel in the first half
of 2021, respectively, up by approximately 1.62%, 9.90% and 11.05% over the same period of
2020. For the first half of 2021, the Group recorded revenue and net profit attributable to owners
of the parent of approximately RMBS56.9 billion and RMB4.6 billion, representing a year-on-year
increase of approximately 51.9% and 471.7%, respectively. The increase in revenue was mainly
due to the increase in both prices and sales volume of steel products while the increase in net profit
attributable to owners of the parent of the Group was mainly due to, among others, the increase in
gross profit of steel products of the Company during the first half of 2021 as compared with the
same period of 2020. As at 30 June 2021, the Group’s total assets and net assets attributable to
owners of the parent were approximately RMB92.9 billion and RMB32.1 billion respectively.

As further set out in the Company’s 2021 interim report, it is expected that the COVID-19 pandemic
will continue to evolve and have a profound impact on the global economy, the international
environment will become more complex and uncertain factors affecting the global economy will
increase, causing a far-reaching impact on iron ore supply, steel exports and the downstream
industry chain of steel. The Company will, among others, take the initiative to adapt to new
situation, firmly focus on the theme of high-quality development, promote comprehensive lean and

efficiency, and encourage all staff to compete bravely and strive to achieve the annual goal.

Reasons for and benefits of the Incentive Scheme and the Proposed Connected Grant

As stated in the Company’s 2020 annual report, the Company is facing the pressure to speed up
the improvement of profitability, accelerate the test of achieving scale leadership, and facilitate
the task of promoting technology leadership and reforms in key areas. To achieve the goal of high-
quality enterprise development, high ecological environment, high-quality factory appearance and
high-quality life of employees, the Company will persist in, among others, reform and innovation,
comprehensive lean operation, the principle of people-oriented, and focus on promoting all-
round value creation of all employees, joint construction and sharing, so as to realise the common

development of employees and the Company.

As further set out in the Company’s 2020 annual report and as advised by the executive Directors,
the Group plans to promote the innovation of market-oriented management mechanism; improve the
market-oriented salary distribution mechanism; perfect the distribution system according to work
and the award policy for major scientific and technological achievements; and explore medium-
and long-term incentive mechanism, in order to stimulate the vitality of value creation of various

talents,

On 24 December 2021 (the “Announcement Date”), the Company published an announcement in
relation to the proposed adoption of the Restricted A Shares Incentive Scheme and the Proposed

Grant. Full text of the Restricted Share Incentive Scheme is set out in Appendix I to the Circular.




As set out in the section headed “Restricted A Shares Incentive Scheme” in the “Letter from
the Board” contained in the Circular, the purpose of the Incentive Scheme is to further establish
and improve the long-term incentives mechanism of the Company, attract and retain outstanding
talents, fully motivate the core staff, and effectively combine the interests of the Shareholders, the
Company and the employees. The Incentive Scheme is formulated in accordance with the relevant
regulations of the Company Law of the People’s Republic of China, the Securities Law of the
People’s Republic of China, the Administrative Measures for Share Incentives of Listed Companies
(Order No. 148 of the China Securities Regulatory Commission) ({_F 72\ 7 B 5 JBh & B3 (o
B s BB EHE R 5 148%9%4)) and the guidelines for the implementation of equity incentives
of listed companies controlled by central enterprises (Guo Zi Kao Fen [2020] No. 178) CGE S
PR b T F E b AR R T AR TR 5 1) (B E 4320201 1785%)), combined with the Company’s

current performance appraisal management system.

The total number of proposed Participants for the First Grant under this Scheme is no more than
262, among which 34 are connected persons of the Company (as defined under the Listing Rules),
including directors or senior executives of the Company or certain subsidiaries of the Company
(the “Connected Participants”). We understand from the executive Directors that each of the
Connected Participant possesses expertise and experience in his/her own area (including corporate
management, strategic planning, production, sales and marketing, supply chain management,
financial management, risk management etc.) which is relevant to the Group’s operations, and that
the Connected Participants’ years of services at the Group are up to approximately 18 years with an
average of approximately 8 years. The Connected Participants hold senior positions in the Group
and play significant roles in the Group’s development. Further details of the Connected Participants
and the number of Restricted Shares to be granted to individual Connected Participants are set out
in the sub-section headed “Allocation of the Restricted Shares under the Proposed First Grant” in
the “Letter from the Board” contained in the Circular. We consider that, the retention of valuable
personnel including the Connected Participants is critical for maintaining a stable and experienced
senior management team, which in turn is crucial for the development and expansion of the Group.
The Restricted A Shares to be granted under the Incentive Scheme are subject to (i) an initial
24-month Lock-up Period commencing from the date on which the registration of the grant of the
Restricted Shares is completed; and (ii) subsequent Unlocking Periods in a total of 36 months.
The granting and unlocking of Restricted A Shares are subject to certain conditions including,
inter alia, performance of the Company and the Participants. After lifting the initial 24-month
Lock-up Period, the Company shall proceed with the unlocking for the Participants who satisfy
the unlocking conditions, and the Restricted Shares which do not satisfy the unlocking conditions
shall be repurchased by the Company. The unlocking of the Restricted Shares spreads over a three-
year period, further details of the unlocking period are discussed in the section headed “Principal
terms of the Proposed Connected Grant” of this letter below. The executive Directors believe, and
we concur, that, these features shall incentivise the Connected Participants to continue making
contribution to the Group and strive for better results of the Group. By aligning the interest of the
Connected Participants and that of the Group, the Incentive Scheme is expected to motivate the
Connected Participants, ensure stability in the Group’s operations and enhance the performance of

the Group which ultimately benefits the Group and the Shareholders as a whole.

_4-




The implementation of a restricted A shares incentive scheme is a common strategy adopted by
companies listed on the Shanghai Stock Exchange to provide long-term incentives to their personnel
and employees (including the directors and senior management). Based on our independent
research, we noted that the proposed Incentive Scheme is, in a large part, similar to the Comparable
Grants (as defined below) adopted by other companies listed on the Shanghai Stock Exchange. Also,
the Proposed Grant will not incur any cash outlay by the Group and will only have an immaterial
financial impact and dilution effect. Further details on the Comparable Grants and financial and

dilution effect of the Proposed Connected Grant are further discussed in this letter below.

Having considered that (i) the Proposed Connected Grant can incentivise the Connected Participants
to contributing to the Group’s long-term development; (ii) adopting a restricted A Shares incentive
scheme is a common market practice for companies listed on the Shanghai Stock Exchange; and
(ii1) the Proposed Connected Grant only results in immaterial financial and dilution effect, we
concur with the executive Directors that the Proposed Connected Grant is in line with the Group’s

development strategy and beneficial to the Group in the long-term.

Principal terms of the Proposed Connected Grant

In order to assess the reasonableness and fairness of the Proposed Connected Grant, we have
compared it with restricted A shares incentive plans (the “Comparable Grants”) which granted
restricted A shares to directors and/or senior management of companies listed on the main board
of the Shanghai Stock Exchange and were announced within the month before and including 24
December 2021, being the date of the adoption of the Incentive Scheme (i.e. the Announcement
Date). Details with respect to each individual grantee and/or the Comparable Grants such as
responsibilities and service terms of each individual grantee, date of grant, business nature and
scale of each company may vary. However, the Comparable Grants are considered to be general
references for common market practice in granting restricted A shares to directors and/or senior
management of companies listed on the main board of the Shanghai Stock Exchange. We have
identified an exhaustive list of 13 Comparable Grants, which provide a relevant benchmark for the
purpose of assessing the reasonableness of the terms of the Proposed Connected Grant. We consider
13 Comparable Grants to be a sufficient sample size which represent the recent market practice
of similar grant of award shares of companies listed on the main board of the Shanghai Stock
Exchange. As such, we are of the view that the Comparable Grants are fair and representative for
the purpose of this analysis. We have compared the Proposed Connected Grant with the Comparable
Grants in terms of (i) number of A shares to be granted; (ii) grant price; (iii) unlocking periods; (iv)
black-out arrangements; (v) adjustment provisions; and (vi) implementation procedures. The results

are explained further below.




%U0°T

%00t

il

({jremrrouddy)
paounowne
efd aanu3oug
3Aadsar sapun
fueduroy agy 0
Tended azeqs
[RnSSL20] 3t}
0} pajuedd aq
0} SATEYS
ETRINEAEN
JUEHIAVERNES

9ET0°0 91 %000°0

%0009 %1000

%00°0 01 %0500

940600 04 0200

(Ajapeimrordds)
PaounONTE
uefd aapuadur
akrpoadsal sapum
Auedwod ay jo
[ended azeqs
pansst [e10) At
01 Juama feuem
RONENALTREN ]
[enpiAIpUl

0} pajueld aq
0} SaIeTS ¥
PajaLSAI A
JUEFIALERNER

SHIRYS ¥
PRaLSH
Joaoud
Jueas 3
PUE JAqUIT
a1 o}
Juamsnfpy

DUl ErEAN
no-yoerg

STUOW 7]

sgiuow 7/

STou 7/

Squow 7/

ueld
AR
AS ¥
LS
augaadsal
Jo poad
fppireq

sarredmo
o
ERIIMOAEL
[elueTy
Tojpie
aorensiopad
Sredian.red
Ay ‘sygo
1s3uoue

‘U0 paseq
AIE oI
SITEYS
pajaysal
ay fuysan
fBuoopum

10§ SUOYIpUO)

% SThHOU g

%t Stpuour 9¢
%hEE Stuow g
e Stuow gp
e Stuow 9¢
%EE Squou 7
%0¢ STuou g
0¢ Stuow 9¢
4 SUUOUL 7
%¥E Squou gy
BeE Stuour 9
hEE Stuou 47
powad pasalsiga
dugsaa 133 sey JueLd
Bupgaom a1} [aIA 00
apdmmp  apepa loayLp
PAIsaA Jue1d ay) woiy
/payooqun aq potsad Supsas
0) Sa181 JO JBuryopuy
nonodorg

aurp jo
pound

B 140
worsiA0ad
Junsas
fPunpojug

%08

%08

%08

%08

we(d aspuaoug

ABLS ¥
papLsaL

Japun pajueld

Suq sazeys
a1y 10y oud
o035 afelane
a0y oud
TR13 31 Jo
Aeyuaong

812009

506009

HLR009

185009

P03 YOI

"DY7 ‘ssudiajug [euoveLI] J1aL(

P10

(dno1n) sayqemauay Sasion) samy] wumy)

P10
eannaseueyq wier) nogznyz

"I "0 NISUIAISU] [EGIPIJA BAUILS

auret {uedwo))

A

Tegefmfge

1S

120U11/5e

aep

JUALRIUROUTY

:9[qe sjuers) Ijqereduwo)) Iy,



%St Stpuow (9

%57 Stauou gy
%57 STuow 9¢ PIT 07 UOEINIIO[A,
%0L0 %8000 01 %8000 i ko Spuowy, k%5 STuow 47 K %08 1£1009 9 TONBUHOU] PII() IS Ta0efel vl
%St Stpuow .
%% Stpuow (9
%5t STpuow g
%TL0 %1000 01 %1000 A X Stuow g6 P 1Y/ STuour 6 k508 90v009 "] ) ABojougaag YN 1eerelle
%08 STpuow g
%00 %0S00 01 %0100 A A Stpuot 09 k%08 Stpuom g k%08 111509 PIT 0] Jo0d N 1y 10Uty
e Stpuow gp
%ee Sipuour 9¢
yyal %000 01 %E000 A A Syuom(g A %t Squolt 47 k%08 831009 poynu Aueduo) Sty ro) nogzag Al
%yt Stuoul g
%EE STauow ¢ paym
%81 %SE00 01 S0 A A STuom 7L k%t STuoW 7 k%0 £12009 o) feonneneuiegg Smpmey Teaerein
(Apajemvordde)  (Ajopermronddt)
paounoute paounoume SAIEES Y S)UauIaZueLIE wed  sauedmor  poutad patagsiBar aumgjo  weyd sanuadm 3p0d Yo0)§ auren fuedmo)) ajep
Tejd aA1uRIm wefd aAju3ou PpIs  Jno-yoelg AT o Jugsa 1320 Sey Juess porad  aregsy IRUUNOTIY
apsdsl apm  aAnadsal Jopun Joaud aegsy  sowemoppd  Sunpopun A} (I WO B4 PALLISA
fwedwodagyjo  Kuedwmod agg jo Jea3 ay) PRI [eoueny Ay Sumap 3)ep A} 10 Ajep uorsiaoxd  Iapun pajuel
Tended azeqs Tended azeys PUE J3qumu aapadsar lopme  pajsas Jued ay) woyy Jupsas  Suq sazeqs
PONSST[J03 ) PansSI [ej0} 3y a 20 joporad  wmemioped  /payoo[un aq poriad Bumsas  fBuppooquy Ty aod
0} pajuead aq 0} JURuRSeuen Jwmsupy nprey  sywedinaed o) sazeqs jo {Buryaoqun 1036 aderase
0} SRS ¥ ROUENRUTREN] ay ‘siagge  wopodoag atp 03 opd
PajLLISa1 3y [PRpIAIp 1sfuome LAREL B
OEFIAUEANER] 0} PajueIs aq o paseq Er 1Al EAAER
0} SRYS ¥ IR IR
PapIsal SIIBS Y
10 33ejua0nRg PapIsaL
Ay ugsas
JAurpoqun

10} SuonIpu)




BO0T

%E90

%80

%897

BECY

(Ajappurroidde)
pastmonte
weyd aAruadu
aArpadsar zapmm
{redwmod agy Jo
Tended aeys
Ponsst {2103 3t
0} payuess aq
0) SMETS Y
oLy
UEFIAEANE

BIT00 % HEOND

1070 01 %000

BT00°0 01 %1000

H0T0°Q 01 %0100

BL80G 0 %000

{Ajayeamronddy)
PaAUROTE
ue[d aAusan
a1padsar Japum
{uredwmoa ayy Jo
[ended axeqs
pansst [ej0 3y
0] UGB uEI
J0U3S/10333p
[enpuipul

0] pajueld aq
0 SETS ¥
PRSI ALY
JUEFIANEAMER

SAIRYS ¥
LS
Joaoud
JLAGEN]
Pite aqunu
an 20}
jmslpy

SIIMATULLIE
Jno-Yaefq

sipuou i
squon 7, 1
sguow 7, i
EEQE w A
sguou g i

ued  sanredwod

AR o

Avys Y uwemiojiad
PAOLIS [eromenyy
aunadsar Tojpue

jopoed  saeuiojad
fypreq sywediozed
3 ‘sHjo

1s8uoure

0 paseq

B (I

SILEYS ¥

JETRINEEN

a1y uysas

/Aupppoun

10] SuonIpuo)

(U0 w00 958 mmm) 9SUBYIXH N001S TBYSURYS 9YI JO S1ISQaMm ], 921108

pe Stpuou gp
BEE Stjjuow 9¢
%EE Stpuour y7
e Squot g
BEe Sipuom 9¢
%Bee STUOM 47
%0¢ Sipuottr gy
%0¢ Stpuot: 9¢
%0y Stpuom 7
e Stauow gy
BEE Styuow 9
TEE Stpuow 7
%08 Stpuouw 9g
%0t Sqpuow 7
%0¢ Stmow g
poriad paaaysidar
Fuysa 133q 58 Jueld
/Supoqun Y} oIgA 10
3y Sugmp 3D A} 0 3jep
a3 Jued 3y woj
/paYP0[un 3q potad upsas
0) SaI8LS Jo fBuryooquy
uopodorg

Ay Jo
poad
8 1040
uorsta0xd
Jusad

JSurpopun

%09

%58

%0

%0

%88

uld aagyuaou
AU ¥
LSt
Iapun pajuedd
umaq sazeys
a1y Joy doud
Y0038 9881248
a 07 2md
Juead ay; o
Erillealcht

343

97¥009

009109

046009

00r009

3P0 Y00)

JEonuay) SuagsSuag-nyeny Suopueyg

DALY By Jo UOTEI0dI0)) WIRMIINTY

Suraaui3ug [puoienIAN] BUOu§

PIT “0) fesisnpuy nopSuoy] nsdueng

fuedmoy) 3yg, Atz
P00
Te0erTieT
Teeine
)
Tyeine
120Ul
auren Auedmoy) aep
TIITIIENOUTY



sypuow 7

SUIUOW 9§
SYIUOW §§

ued aApuIw
3IBYS § PARILNSAL
3aoadsai jo

porrad &ypies

%y

%08
%ST

poriad Sunsaa
/Surpoorun
Py} Y} Supnp
P153A/parorun
3q 0) saIeys

Jo wontodoxg

bt

%0S
%ST

porxad Supsaa
Jduppooun
Pu03s 93 Surnp
PISaA/paYooUN
3¢ 0] SaIBYS

Jo wonaodog

%bEe

%08
%0T

portad Sumsaa
J3urydorun

J8a13 ) Bupanp
P1S3A/PIYIO[M
3q 0} SaIeYS

Jo nontodorg

%00°T
%001
BIET
%00°¢
%IT0

(Ajarewurxosdde)
paounouue uefd
AU
3A103dsa1 apun
Auedwmod ayy Jo
[endea axeys
PonSSI [£30)

3y} 0) pajueisd 3q
01 SaIeys ¥
PJOLI}SAT A}

70 33ejuadIag

%1100
03 %£00°0

%L80°0
%000°0

(A7orerxordds)
pasunoune
ue[d AUl
3Ap9adsal J9pun
fuedurod ay3 jo
Tended areys
pansst [¢303 3}
0 JuwIFeurRm
JI01U3S/10J93I1P
[enpisrpu

0} pajueas aq
0] 5318(S ¥
PIOLIISAI 3}

Jo 33ejmaoaag

%09 Auedwmoy) ay[,
UBIPI
a3e1aAy

%8S WInEXe]A

%08 WnuuiA

ued aApuddUL

3IBYS Y PAILISIL

Japun pajuetsd

Furaq sareys

at 10 9o1d

b RIUREFIACINA !

03 2011d Jueas ayy

Jo 3ejuadrag

:a[qes} sjueas) Iqeredwo)) ayy Jo Lrewrwns



a

Number of Restricted A Shares under the Proposed Connected Grant

As advised by the executive Directors, when determining the numbers of Restricted A
Shares to be granted to the Connected Participants, the Company has taken into account
various factors including, among others, (i) their seniority and position; (ii) their role and
responsibilities in the Group; (iii) their contributions; and (iv) the individual performance
of the Connected Participants. We further understand from the executive Directors that
such allocation basis on the number of Restricted A Shares to be granted to the Connected
Participants and the proposed Incentive Scheme have been approved by the Remuneration
Committee whose members would not be the Connected Participants under the Incentive

Scheme.

As set out in the section headed “Proposed Grant under the Incentive Scheme” in the “Letter
from the Board” contained in the Circular, no more than 76,150,000 Shares will be granted
under the First Grant, of which no more than 12,710,000 Shares will be granted to the
Connected Participants. The number of Restricted A Shares to be granted to the Participants
under the Proposed Grant (including the Reserved Grant), on an aggregate basis, represents
approximately 1.00% of the total issued share capital of the Company as at the Latest
Practicable Date. The average and median size of the restricted A shares to be granted under
the Comparable Grants were approximately 1.31% and 1.00% which are higher than and
in line with that of the Proposed Grant respectively. The number of Restricted A Shares
to be granted to the Connected Participants under the First Grant, on an individual basis,
represents (i) approximately 0.26% to 1.10% of the total number of Restricted A Shares to
be granted (including the Reserved Grant) under the proposed Incentive Scheme; and (ii)
approximately 0.003% to 0.011% of the total issued share capital of the Company as at the
Latest Practicable Date. On an aggregate basis, the total number of Restricted A Shares to
be granted to the Connected Participants under the First Grant represents (i) approximately
16.5% of the total number of Restricted A Shares to be granted under the Incentive Scheme
(including the Reserved Grant); and (ii) approximately 0.165% of the total issued share
capital of the Company as at the Latest Practicable Date, which in our view represents an
insignificant portion of the total issued share capital of the Company. Under the Comparable
Grants, the percentage of the restricted A shares to be granted to individual director/senior
management to the total issued share capital of the company ranged from approximately
0.000% to 0.087%. Under the Incentive Scheme, the highest number of Restricted A Shares
to be granted to an individual Connected Participant represents approximately 0.011% of the
total issued share capital of the Company as at the Latest Practicable Date, which falls within

the range of that under the Comparable Grants.
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(i)

Given that (i) the size of Restricted A Shares to be granted to the Participants under the
Proposed Grant (in terms of percentage of the Company’s total issued share capital) is
below the average size of those granted under the Comparable Grants; (ii) the total number
of Restricted A Shares to be granted to the Connected Participants represents insignificant
portion of the total issued share capital of the Company; and (iii) the highest number of
Restricted A Shares to be granted to an individual Connected Participant (in terms of
percentage of the Company’s total issued share capital) falls within the range of that under
the Comparable Grants, we consider the total number of Restricted A Shares to be granted to

the Connected Participants under the Incentive Scheme to be fair and reasonable.
The grant price

As advised by the executive Directors, the Grant Price (as defined below) was determined
with reference to the guidelines for the implementation of equity incentives of listed
companies controlled by central enterprises (Guo Zi Kao Fen [2020] No. 178) €GB S
P T B B RS T ARS8 51) (B &% 2[2020]1178%%)) (the “Guidelines”), which
requires the issue price of new shares (i) not to be set at a price lower than its nominal
value; and (ii) principally not to be set at a price lower than the highest of the (a) 50% of the
average trading price on the last trading day immediately preceding the date of announcement
of the A shares incentive plan; and (b) 50% of one of the average trading prices for the last
20, 60 or 120 trading days immediately preceding the date of announcement of the A shares

incentive plan.

As set out in the section headed “Proposed Grant under the Incentive Scheme” in the “Letter
from the Board” contained in the Circular, the grant price of the Restricted Shares under
the First Grant shall be RMB2.29 per Share (the “Grant Price”). Upon fulfilment of grant
conditions, each Participant (including the Connected Participant) is entitled to acquire the

Restricted Shares issued by the Company at the price of RMB2.29 per Share.

It is further set out in the same section that the pricing base date of the Restricted Shares
under the First Grant shall be the date of promulgation of the Scheme. The grant price shall
not be lower than the nominal value of the A Shares, and not lower than 60% of the higher of

the followings:

@) the average trading price of the Company’s A Shares on the trading day before the

announcement of the Scheme;

(i) the average trading price of the Company’s A Shares for 20 trading days before the

announcement of the Scheme.
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In determining the grant price, the aforesaid 60% benchmark is adopted in compliance with
section 26(1) of the Guidelines which states that if the fair market price of the share is lower
than the net asset value per share, the grant price of the restricted share shall not be lower
than 60% of the fair market price. The fair market price of the Share is lower than the net
asset value attributable to the Shareholder of approximately RMB4.41 per Share as at 30
September 2021 according to the Company’s 2021 third quarterly report published on 26
October 2021.

As advised by the management of the Company, the average trading prices for the last 20,
60 and 120 trading days immediately prior to the announcement of the Scheme have been
considered and the Company is of the view that the average trading price for the last 20
trading days prior to the announcement of the Incentive Scheme, being the lowest amongst
the others, could better serve the purpose of attracting and retaining outstanding talents and
motivating the Participants by minimising the acquisition cost which the Participants have
to pay for each Restricted A Share while complying with the Guidelines. In addition, the
average trading price for the last 20 trading days immediately prior to the announcement of
the Incentive Scheme represents the latest market consensus on value of the Share, such that
it is considered to be more representative than the average trading price for the longer time
span. The Board considered the Grant Price of the Restricted A Shares under the Proposed
Grant of RMB2.29 per Share is determined in line with the requirements as stated in the

Guidelines.

The Grant Price is applicable to all Participants, including the Connected Participants. Based
on the pricing principle set out above, the grant price of the First Grant under the Incentive

Scheme was set in accordance with the requirements under the Guidelines mentioned above.

As noted from the Comparable Grants table above, most grant prices under the Comparable
Grants were determined based on 50% of the benchmark price (being the higher of (i) the
closing price/average trading price of the A share of respective company on the last trading
day immediately preceding the date of announcement of the A shares incentive plan; and
(ii) the average trading price of the subject A shares for the last 20, 60 or 120 trading days
immediately preceding the date of announcement of the A shares incentive plan). The
grant price under the First Grant of the Incentive Scheme was determined based on the
abovementioned pricing principle (i.e. not lower than 60% of the aforementioned benchmark
price, or not more than a discount of 40%). Such discount is smaller than that represented by

the grant prices under the Comparable Grants.
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(iii)

In view of the above and considering that (i) the Grant Price is determined in accordance
with the requirements of the Guidelines as set out above; (ii) the basis of determining the
Grant Price is generally in line with market practice; (iii) the discount to the benchmark price
adopted in determining the Grant Price is smaller than those of the Comparable Grants; and
(iv) the Grant Price is applicable to all Participants, we are of the view that the Grant Price is

fair and reasonable so far as the Independent Shareholders are concerned.

Lock-up Period and Unlocking Periods

As set out in the section headed “Restricted A Shares Incentive Scheme” in the “Letter from
the Board” contained in the Circular, the Lock-up Period shall be 24 months from the date
of registration. The Restricted Shares shall be subject to selling restrictions, and shall not be
transferred, pledged or used for repayment of debt during the Lock-up Period. After lifting
the initial 24-month Lock-up Period, the Company shall proceed with the unlocking for the
Participants who satisfy the unlocking conditions, and the Restricted Shares which do not

satisfy the unlocking conditions shall be repurchased by the Company.

The Scheme has three Unlocking Periods. The first Unlocking Period shall be within the
period commencing from the first trading day after expiry of the 24-month period and ending
on the last trading day of the 36-month period from the completion date of the registration of
the grant of the Restricted Shares, where 33% of the Restricted Shares shall be unlocked; the
second Unlocking Period shall be within the period commencing from the first trading day
after expiry of the 36-month period and ending on the last trading day of the 48-month period
from the completion date of the registration of the grant of the Restricted Shares, where 33%
of the Restricted Shares shall be unlocked; the third Unlocking Period shall be within the
period commencing from the first trading day after expiry of the 48-month period and ending
on the last trading day of the 60-month period from the completion date of the registration of
the grant of the Restricted Shares, where 34% of the Restricted Shares shall be unlocked. All
unlocking of the Restricted A Shares are subject to the fulfilment of unlocking conditions.
Further details with respect to the lock-up arrangement are set out in the paragraph headed
“Lock-up Period of the Incentive Scheme” in the “Letter from the Board” contained in the
Circular. The conditions for unlocking the Restricted A Shares under the Incentive Scheme
comprised those in relation to the Company and individual Participant level. Further details
of the unlocking conditions are set out in the paragraph headed “Conditions for unlocking of

the Restricted Shares” in the “Letter from the Board” contained in the Circular.
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(iv)

The adoption of unlocking periods is common among restricted share incentive plans.
In particular, all Comparable Grants involve unlocking periods and certain unlocking
conditions. As shown in the Comparable Grants table above, the Unlocking Periods are
generally in line with those under the Comparable Grants in terms of number of stages,
length, and the proportion of shares to be unlocked/vested during each stage of the unlocking
periods. We also noted that the general unlocking conditions under the Restricted Shares
Incentive Scheme are largely similar to those adopted by the Comparable Grants. In addition,
unlocking conditions under the Comparable Grants and the Incentive Scheme all involve

performance appraisal at both the company and individual level.

Black-out arrangements

As set out in the paragraph headed “Black-out arrangement of the Incentive Scheme” in the
“Letter from the Board” contained in the Circular, the black-out arrangements under the
Incentive Scheme shall be implemented in accordance with the requirements of the Company
Law, the Securities Law and the relevant laws, regulations and regulatory documents as well
as the Articles of Association. Certain provisions include (i) where an Incentive Participant is
a director or a member of the senior management of the Company, the number of shares of the
Company which may be transferred by the Incentive Participant each year during his/her term
of office shall not exceed 25% of the total number of the shares of the Company held by him/
her; (ii) no shares of the Company held by an Incentive Participant shall be transferred within
six months after his/her termination of office; (iii) where an Incentive Participant is a director
or a member of the senior management of the Company and he/she disposes any shares of the
Company within six months after acquisition or buys-back of such shares within six months
after disposal, all gains arising therefrom shall be accounted to the Company and the Board
will collect all such gains; and (iv) if, during the Validity Period, there is any amendment
to the requirements regarding transfer of shares by a director and a member of the senior
management of the Company, such amended requirements shall apply to the shares transferred
by the Incentive Participants during the relevant times. Further details of the black-out
arrangements under the Incentive Scheme are set out in the aforementioned paragraph in the

“Letter from the Board” contained in the Circular.
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(v)

(vi)

Black-out arrangements are common among restricted share incentive plans. Based on our
review of the Comparable Grants, all of them involve black-out arrangements. Further, we
noted that the black-out arrangements under the Incentive Scheme are similar to those under

the Comparable Grants.

Adjustment provisions

As set out in the section headed “Methods and procedures for adjustment of the Incentive
Scheme” in the “Letter from the Board” contained in the Circular, in the event of any
capitalisation issue, bonus share distribution, share sub-division, rights issue or share
consolidation of the Company in the period from the Announcement Date of the Incentive
Scheme to the completion of registration of the Restricted Shares by the Participants, the
number of the Restricted Shares and the Grant Price shall be adjusted in accordance with the
methods as stipulated in the Incentive Scheme. Further details of the adjustment provisions
under the Incentive Scheme are set out in the abovementioned section in the Circular. The
adjustment provisions with respect to repurchase of the Restricted Shares are set out in the
section headed “Principles of repurchase of the Restricted Share” in the “Letter from the
Board” contained in the Circular. Based on our review of the Comparable Grants, all of them

involve adjustment provisions which are similar to those under the Incentive Scheme.

Procedures of implementation for the Incentive Scheme to take effect

As set out in the section headed “Procedures for the Restricted Share Incentive Scheme to
take effect” in Appendix I to the Circular, there are procedures in place for the Incentive
Scheme to take effect, including (i) the Board shall make a resolution on the Incentive
Scheme, where the Directors who are Participants or the Directors with whom they have a
related relationship shall abstain from voting; (ii) the Incentive Scheme shall be submitted
to the general meeting for consideration; (iii) the independent Directors and the supervisory
committee of the Company shall issue independent opinions on whether the Incentive
Scheme facilities the sustainable development of the Company and whether the Incentive
Scheme obviously impairs the interests of the Company and the Shareholders as a whole;
(iv) the financial consultant as engaged by the Company shall issue professional opinions
on the feasibility of the Incentive Scheme, whether the Incentive Scheme is conducive to the
sustainable development of the Company and whether the Incentive Scheme damages the
interests of the Company and affects the interests of the Shareholders; and (v) the Incentive
Scheme shall be implemented upon consideration and approval at the State-owned Assets
Supervision and Administration Commission of the State Council and the general meeting
of the Company (including Class Meetings). Further details of the relevant procedures are
set out in the aforementioned section in Appendix I to the Circular. We have compared the
terms of procedures for implementation of the incentive scheme to take effect under the
Comparable Grants and noted that such procedures share largely similar terms, including

those set out above,
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Taking into account the above, we are of the view that major terms (including unlocking
periods, unlocking conditions, black-out arrangements, adjustment provisions, and
implementation procedures for the Incentive Scheme to take effect) are generally comparable

to those under the Comparable Grants and in line with the common market practice.

Financial effects of the Proposed Connected Grant

As advised by the executive Directors, based on 12,710,000 Restricted A Shares to be granted
to the Connected Participants, the total cost of the Proposed Connected Grant is estimated to be
approximately RMB18.8 million (assuming the cost of the grant of the restricted shares is RMB1.48
per Restricted A Share). Assuming the Proposed Connected Grant becomes effective in March
2022, the annual costs of the Proposed Connected Grant are estimated to be approximately RMBS5.1
million, RMB6.8 million, RMB4 .4 million, RMB2.1 million and RMBO0.4 million for the year
ending 31 December 2022, 2023, 2024, 2025 and 2026 respectively. The Group recorded net profit
attributable to owners of the parent of approximately RMB1,983 million in 2020. The average
annual costs of the Proposed Connected Grant of approximately RMB3.8 million represents less
than 0.2% of the Group’s net profits in 2020. Accordingly, it is expected that the financial effects of

the Proposed Connected Grant on the Group’s net profit would be immaterial.

Based on 12,710,000 Restricted A Shares to be granted to the Connected Participants and the Grant
Price of RMB2.29 per Restricted A Share, it is estimated that the Company will receive proceeds of
approximately RMB29,105,900.

Dilution effect of the Proposed Connected Grant to the Shareholders

The number of Restricted A Shares proposed to be granted to the Connected Participants represents
approximately 0.165% of the total issued share capital of the Company as at the Latest Practicable
Date. This is considered immaterial in percentage terms and, in our view, acceptable so far as the
Independent Shareholders are concerned in view of the expected benefits to the Group as set out in

this letter above.

~16 -




OPINION AND RECOMMENDATION

Having taken into account the above principal factors and reasons, we consider that (i) the terms of
the Proposed Connected Grant are on normal commercial terms and fair and reasonable so far as the
Independent Shareholders are concerned; and (ii) the Proposed Connected Grant is conducted in the
ordinary and usual course of business of the Group and is in the interests of the Company and the
Shareholders as a whole, Accordingly, we advise the Independent Board Committee to recommend, and
we ourselves recommend, the Independent Shareholders to vote in favour of the resolutions to be proposed

at the EGM and H Shares Class Meeting to approve the Proposed Connected Grant.

Yours faithfully,
for and on behalf of
SOMERLEY CAPITAL LIMITED

Stephanie Chow

Director

Ms. Stephanie Chow is a licensed person registered with the Securities and Futures Commission of Hong
Kong and a responsible officer of Somerley Capital Limited, which is licensed under the SFO to carry out
Type 1 (dealing in securities) and Type 6 (advising on corporate finance) regulated activities. She has over

thirteen years’ experience in the corporate finance industry.
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