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LSHC Industry 2022 Outlook Survey
Framework

* Survey conducted between 17 January 2022 to 17" February 2022

* Engaged China based Life Science & Healthcare (LSHC) sector operators and investors: 60 respondents

B State owned enterprise H Pharma
H Chairman/CEO
Company ® Private enterprise Respondents’ Business  Distributor/Retailer
M C-suit level
Type = Joint venture Type Sector " Medical Devices

1 Other management level

65% Wholly foreign owned enterprise Healthcare Services

H Less than RMB 100 million

M Less than 5,000
No. of 48% 2021

m 5,000 — 10,000 .
Revenue Size

H RMB 100 million — 1 billion
= RMB 1 billion - 5 billion

Employees

& More than 10,000 .
More than RMB 5 billion
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Look back in 2021...
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(proportion of selected times)

2021 Performance Review
Question #1 — How did your company perform (top line) in previous year?

ALL Large Cos!! SOEs!? POEs!3! WV WOFEs¥!

Annual financial performance is 32% 28% 50% 27% 33% 28%

better than planned _ - _

Annual financial performance is 47% 38% 25% 64% 17% 56%

Annual financial performance is 18% EXR 25% 0% 33% 17%
Unk 3% 3% 0% 9% 17% 0%
nknown
% 0% l/o l% l%

%
] [ 2021 Survey 2022 Survey

L
;
'

( Insights

e Overall — actual results in 2021 realized much closer to initial plans unsurprisingly given that 2020 plans were done pre-pandemic
* A large majority of the survey participants are WOFE’s for whom the 2021 results were on target or above (84%)

* Nearly one-third of large companies have experienced a financial performance below their plans (similar to last year survey)

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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2021 Performance Review
Question #2 — Your 2021 business performance was mainly impacted by?

ALL

Effects from the VBP policies implemented
Achieving new product launches in China
Changes in Hospital visits during the year

Partnering with local/domestic organizations to reach a faster market penetration

(proportion of selected times)

Localizing your supply chain in China

Increased online patients engagement (consultation & retail)

( Insights ]

* Similar to our prior year survey, the focus in 2021 remains on the commercial impacts, especially the regulatory related factors. Thus
the impact of VBP and product launch are mentioned by a large majority from all.

[
>

* As pandemic constraints changed in 2021 - hospital visit & access, was less of an issue compared to 2020

* Nearly half of respondents believe that the local partnership is a sufficient way for market penetration
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(proportion of selected times)

2021 Performance Review
Question #2 — Deep dive

Effects from the VBP policies
implemented

Achieving new product launches in
China

Changes in Hospital visits during
the year

Partnering with local/domestic
organizations to reach a faster
market penetration

Localizi I
ocalizing your.supply chainin 0%
China

Increased online patients

Large Cos!! SOEs!?! POEs!3! Y, WOFEs!4!
ook e 100%
D . 3% 7%
S s 17% s6%
o s % s0% 50%

- 33% 33%
0% .Vo 17% 6%

engagement (consultation & retail)

( Insights ]

89%

* All except POEs, list the impact of VBP as the top element impacting their business performance

* Large cos and JV have lowered the importance of changing hospital visit mode from 2020 to 2021 (from the 2" to the 4t" & last)

* Localization of supply chain is mentioned interestingly by only a limited of respondents — and least by larger companies

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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2021 Performance Review

Question #3 — Within your organizational & business model, which are the key changes implemented in

20217

Marketing and sales teams have been adjusted to reflect new channels or
VBP impact

Government affairs and relations have become more important than before
R&D activities in China have had new resources and been allocated

Created and / or empowered a 'digital' expert team based in China

(proportion of selected times)

Enlarged the scope of your shared service center functions inside in China

[ Insights ]

I 35%

 ——i

ALL

e e9%

I 51%

55%

_ 57%

52%

43%

83%

67%

2022 Survey
W 2021 Survey

A 4

* Same as last year, the marketing & sales team still remained a focus as a result of VBP implementation, with even higher attentions

* Majority of respondents are recognizing that their ‘Government Affairs’ has become more important than before (linked VBP & NRDL

listing)

* This year, digital team based in China seems to have received more attention than before

» Steep increase in respondents elevating the scope of their China based shared services center

© 2022. For information, contact Deloitte China.
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(proportion of selected times)

2021 Performance Review
Question #3 — Deep dive

Marketing and sales teams have been
adjusted to reflect new channels or VBP
impact

Government affairs and relations have
become more important than before

R&D activities in China have had new 45%
resources and been allocated

78%

83%

Created and / or empowered a 'digital'
expert team based in China

}

Enlarged the scope of your shared service 31%
center functions inside in China

5

Large Cos!1] SOEs!? POEs!3! WV WOFEs4!
86% 75% 64% 100%
69% 50% 64% 33%
‘ 75% 91% 83% 39%
69% 50% 27% 50% 56%
50% 55% 33% 44%
M 2021 Survey 2022 Survey

( Insights ]

* Allocating resources to R&D activities in China has a very differentiated pattern depending on the group of respondents

» Digital related investments (infrastructure & people) have seen a substantial increase in large companies, including SOE’s

* Compared to prior year — all Domestic and Foreign companies are trying to create more efficiencies through shared service centers

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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2021 Performance Review

Question #4 — With new data privacy laws being introduced and applicable in China during 2021, has
your organization been impacted?

All 57%
Large Cos 45%
SOEs 75%
|
POEs 73%
Y

33%
WOFEs

[ Insights ]

* There is a large divide between local companies and foreign invested companies.

11%

M Yes No

\ 4

Aligned with our research results in 2021 where a majority of large cos and WOFEs will allocate more resources in the IT & data

security and compliance development — nearly all WOFE’s have indicated that the newly set & revised rules on data & privacy are
impacting their local organization

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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2021 Performance Review

Question #4 — Deep dive —among those who said ‘Yes’, they were impacted on...

All
® Impacted as resulting in increased operating costs in Large Cos
China
SOEs
Impacted as resulting in developing specific China
only programs
POEs

Impacted as resulting in less R&D or trial activities
being carried out in China WV

( Insights ]

WOFEs

—@
35%

8%
e ————_—
6% 31%

T 100%
0%

0%

T 67%
33%

0%

25(y— 75%
0% °

] 90% |
30%

10%

A 4

* A large majority of all respondents (69%) think the new data privacy law has led to a higher operating cost in China

* Only foreign invested companies (10%) indicated that as a result R&D/ trial activities in China have been reduced (4/40)

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise

© 2022. For information, contact Deloitte China.
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2021 Performance Review

Question #5 — Online/internet business channel plays critical role during the crisis period, does your
company consider to increase investment on these new channels?

All

25%
Large Cos 10%

SOEs 50%
|

POEs 55%

1\ 17%
1
WOFEs 11%

M Yes No

[ Insights ]

» Vast majority of all respondents indicate that investments into ‘online/internet based channels’ will increase going forward

* Consistent with prior year’s survey results — SOEs and POEs, have a less appetite to do so

\ 4

* Foreign invested companies (WOFE’s and JV’s) have increased their focus to > 80% of all respondents (slightly increased from prior
year)

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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2021 Performance Review
Question #5 — Deep dive —among those who said ‘Yes’, they have increased investment in...

80%

69%
60% 63%
50% 50%
40%
25%
18% 20% 20% 20% 20%
9 13%  12%
M 9% 8% 6% i 6%
0% 0% - - 0% - 0%
All Large SOEs POEs WOFEs | All Large SOEs POEs JV.  WOFEs| Al Large SOEs POEs i\Y] WOFEs| All Large SOEs POEs JV. WOFEs
Cos Cos Cos Cos
Has this investment allocated increased from your | This investment be done through alliances with Build the online business channel through own A combination of the two above
expectations 1 year ago third parties capability

{ Insights ]

* Foreign invested (JV & WOFE’s) and larger companies indicate that they prefer to expand using online/internet channel through dual
angles: partnering but also doing some in-house directly — showing that the risk of dependency eventually requires attention

* SOEs and JV say not to have increased investments into online/ internet channels since a year ago

A 4

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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After entering 2022...
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2022 Future Outlook
Question #6 — How do you foresee your 2022 China business outlook?

H Top line revenue plan 2022 considers a
growth higher than 15%

Large Cos 10%

H Top line revenue plan 2022 considers a

growth between 10-15%

POEs 9
growth between 5-10% Gk
Top line revenue plan 2022 considers a

9 v 17%
growth lower than 5%

= Top revenue plan 2022 is in decline

WOFEs 6%

{ Insights ]

* The 2022 outlook is bright as 60% of them forecast to have over 10% revenue growth in 2022

\ 4

* Impressive that 13/40 respondents (ca. 30%) from foreign invested companies (WOFE’s) expect growth to be above 15% in 2022

* In avery sharp contrast, 25% of SOEs respondents anticipate to have a revenue decline in 2022

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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2022 Future Outlook

Question #7 — With the new normal of pandemic, has your overall business and portfolio strategy
changed for China in the next 3-5 years?

M Our outlook is better than before, so our China focus

Large Cos
has been further elevated within our Group

SOEs

H Our outlook remains the same as previously, also China
has to compete internally to obtain its required
investment budgets for growth

)) POEs
= The China outlook has become less clear and readable

thus we are becoming more cautious allocating
investment to China

9%

Within our Group, other markets have become more
appealing and seem less risky going forward, thus we

. - . WOFEs
are getting less resources to develop our China business

( Insights ]

* We note a decrease from all respondents relating to the China market importance, while this is still 47%, it is down 10pts from 57% in
last year. Also, 17% declare that investments are facing more scrutiny and HQs become more cautious.

 WOFEs’ and JV’s major attitudes have shifted from very optimistic to being cautious between 2022 and 2021, also, indicting that they
have to compete more internally to attract investment envelopes and budgets

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
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2022 Future Outlook
Question #8 — With China's regulatory environment keep adjusting rapidly, do you think that...

All Large Coslt! SOEs?! POEs!3! v WOFEs!“!

Domestic companies will gain a further preferential treatment in your market segments @

®

China's healthcare administration will increase pricing pressures and attempt to achieve expense
reductions through VBP or NRDL measures

New drug registrations will continue to accelerate and your market access for innovative drugs will
further be facilitated

Your supply chain organization might require an adjustment to further localize, increase domestic
sourcing in your value chain

China's foreign investment environment and regulatory administrations will try to motivate you in
licensing and partnering transactions to further localize

Your imports are likely to attract higher administrative barriers (manufacturing location registrations)

Your imports are likely to attract higher duties or increased scrutiny on transfer pricing arrangements

( Insights ]

* The ‘medical pricing reform’ and the ‘domestic companies preferential treatment’ have been the top two issues to larger companies
& WOFE’s

* New drug registrations are only mentioned at 4t position by WOFE’s while supply chain adjustment needs to come ahead (up by the
4t from prior year)

* Import of semi/finished products and barriers and or tax risks attached, does rank rather low in the list of priorities

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise

CECHONCONMONC,
CHCONONCONCNONGC)
® © e 06 e
CHCONONCONONONG)
©@ @ © ®© e 6

[
>
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(Average score for ranking)

2022 Future Outlook
Question #9 — What do you think are the most relevant considerations from your perspectives when
introducing new products into China?

All

3.63
T

Local market acceptance and demand of products

- 3.32
Competition

3.20 1\ 2022 Survey

Potential price reduction resulting from government driven initiatives
B 2021 Survey

Right business model and supply chain alignment with the global business and existing local
business including appropriate transfer pricing policies

o
o
<

1.73
Government incentives including tax incentives and other government supports

|

( Insights ] Rank status: " Increase Decrease €2 No change

[
>

* The impact of medical pricing reform has dramatically increased from 2021 — across all respondents
* Local market demands evaluation continues to be critical and slightly higher than prior years (patient choices are increasing)

e Competition in China market continues to be unchanged and remains high in all minds

Note: [1] the arrow is to present the rank change in the survey research from 2021 to 2022, whether the rank has been increased, decreased, or remains the same rank

© 2022. For information, contact Deloitte China. China LSHC Industry 2022 Survey Results 18



(Average score for ranking)

2022 Future Outlook
Question #9 — Deep Dive

Large Cosl!! SOEs/? POEs[3! WOFEs“!

3.69 3.50

Local market acceptance and demand of products _ L

3.82 3.39
T

>

N
&
N

3.38 3.50

3.67

Potential price reduction resulting from government driven initiatives _3'10 & _ 202 & _3'00 Mt _ Bl Mt
Right business model and supply chain alignment with the global business 3.28 3.25 2.55 3.06

and existing local business including appropriate transfer pricing policies

)

Government incentives includizﬁgz);ir::entives and other government 1.55 o 2.00 o 2.27 PN 1.28 PN
[ 2021 Survey 2022 Survey
Insights Rank status: " Increase Decrease €2 No change

* The importance rankings in large cos and JV have no change in 2021 and 2022
* To SOEs, the local competition and demand have become more important than previous years
* Affected by the medical pricing reform, POEs and WOFEs are both raising the focus on the pricing strategy

* Large cos and POEs consider the fulfillment of the true needs in China market as most important, while the other three consider the competition

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise; [4] the arrow is to present the rank change in the survey research from
2021 to 2022, whether the rank has been increased, decreased, or remains the same rank
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2022 Future Outlook
Question #10 — In your latest China market strategy, have you consider the following actions:

All Large Cosll] SOEs!? POEsE3! WOFEs!

—
<

Adjusting your product portfolio reflecting price constraints and value proposition
generated by VBP and NRDL or the general competitive environment

Creating a China specific governance model, eventually different from other markets

Leverage specific measures and policies in the 'Greater Bay Area'

Developing a China market specific compensation model to hire and retain your best
talent more effectively

Leverage favorable policies existing in 'Hainan' (drug registrations)

Search for China market partnering possibilities and eventually execute Joint
Venture arrangements

Create specific investment vehicles to make investment in early stage companies in
China

Localization of parts of your business by separating part of your business in China

CECNONCNONGRONC,
CECHONCRONORONC,
CECHONCRONCORCON®,
©@OE®OO®
CNCNONONONORONC,

Insights

* The product portfolio and value proposition are the most important to large cos, SOEs, and WOFEs, while POEs and JV are focusing on developing China
specific model (governance model and talent recruitment model respectively)

* The leverage of resources and policies in special zone (GBA & Hainan FTZ) are less important to all companies, where local government may have to
invest more efforts to attract more companies to move in the region

* POEs and JV are both actively looking for partnership to achieve a faster market penetration in China

Note: [1] Companies with revenue above 5 BIn RMB; [2] SOE: State-owned Enterprise; [3] POE: Private-owned Enterprise; [4] WOFE: Wholly Foreign-owned Enterprise
© 2022. For information, contact Deloitte China. China LSHC Industry 2022 Survey Results 20



Conclusion and Outlook
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2022 China LSHC Industry Outlook Survey
What Deloitte foresees for China LSHC industry...

2020

e Future of work is closer and will arrive faster

* New technologies will accelerate the move to
a healthier China

* Partnering and building new business model
will be key to capture markets

© 2022. For information, contact Deloitte China.

2021

* Government and regulators speed up their
‘Healthy 2030’ plans and objectives

* Rapid development of online modes &
channel is bringing B2C models to the
industry, and increases emphasis on
regulation in data security and compliance

* China’s market will continue to grow faster
than most mature markets and will be
impossible to be ignored

2022

For 2022, we predict that....

China LSHC Industry 2022 Survey Results
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2022 China LSHC Industry Outlook Survey
In Summary: China insight and outlook 2022

_

The influence power of government

. ] ) The pace of innovation growth has More and more companies are
sectors is still increasing, especially )
] ) .. been accelerated as a result of the formulating more and more a
with the medical pricing reform ] ) ) ) e ]
) ] formulation of various partnerships China-specific business model and
and data protection regulation )
and R&D investment strategy

updates
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2022 China LSHC Industry Outlook Survey
In Summary: China insight and outlook 2022

( Key Insights ]

* In 2021, we predicted that the government involvement will continue to
increase, and in 2022 we have seen a majority companies are selecting
the regulatory and police reform in LSHC field as the top impacting factor

* How to keep up with the new 14t 5-Year Plan and government initiatives
followed in the LSHC industry will be the key challenge for LSHC
companies in China, especially in the transition to ‘Healthy China’

* The transformation from ‘me-too, me-better’ to ‘best-in-class’ has been
ongoing in China for years

* In recent two years, more and more local LSHC companies are formulating The pace of innovation growth has
partnerships, regardless with local or overseas players, to accelerate the been accelerated as a result of the
innovation development pace @ formulation of various partnerships

and R&D investment

* With the improvement of patent and data protection related regulations,
the demand in collaboration between LSHC cos and cross-sector players
will remain high to achieve a faster innovation breakthrough onwards

© 2022. For information, contact Deloitte China. China LSHC Industry 2022 Survey Results 24



2022 China LSHC Industry Outlook Survey
In Summary: China insight and outlook 2022

Key Insights

* The unique characteristics of Chinese market have been recognized in the
past decades, resulting in that more and more LSHC companies developed
or are developing ‘China-specific’ strategies and business model

e 2021 is the base year of the 14th 5-Year Plan (14" FYP) period with various
China LSHC industry related guidance and opinions being released, which
have given the new business deployment and development in China a
new outlook

* Many MNC players have established HQ and global innovation centers in
China, in order to strengthen their presence in the China LSHC market

* On the other hand, many local players are actively collaborating with
overseas players to enhance their pipeline and ‘go-out-China’ strategy

* Inthelong run, with China being the world’s second-largest health care
market, the importance of developing a ‘in China, for China’ business
mode will for sure to increase for LSHC cos to better fit in the market

© 2022. For information, contact Deloitte China.

More and more companies are
formulating more and more a
China-specific business model and
strategy
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2022 China LSHC Industry Outlook Survey
To sum up...

O®e®
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Appendix
Large companies’ population composition

* Large companies (29/60) composition: companies with revenue above 5 BIn RMB

M State owned enterprise
) ) H Chairman/CEO
Company H Private enterprise Respondents’

Type 1 Joint venture Type

B C-suit level

= Other management level
Wholly foreign owned enterprise

79%

H Less than 5,000

No. of

Business

m 5,000 - 10,000
Sector

Employees

= More than 10,000
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H Pharma
M Distributor/Retailer
= Medical Devices

Healthcare Services
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Appendix
Calculation model for question #14

* The average score was calculated based on the weight of its rank in each answer

* The weight for each rank is different and is descending from rank 1 to rank 5

= Rank 1 =5 score; rank 2 =4 score; rank 3 = 3 score; rank 4 = 2 score; rank 5 = 1 score

* The average weight score calculation formula: [(rank 1 #)*5+(rank 2 #)*4+(rank 3 #)*3+(rank 4 #)*2+(rank 5 #)*1]/(total respondent #)

= For example, the option A was selected for 12 times: rank 1 for three times; rank 2 for four times; rank 3 for twice; rank 4 for
twice; rank 5 for once

= the average weight score of option A will be: [(3*5) + (4*4) + (2*3) + (2*2) + (1*1)] / 12 =3.58

= The average weight score of option A will be 3.58

* A higher average weight score represent a higher importance degree of the subject to respondents
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