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China: From Copying to Creating

Dear Investor,

China's policy framework is increasingly focused on improving the quality of

growth through domestic demand, productive investment, technological Steven Luk
upgrading, and capital market reform. The effects are becoming visible CEO, FountainCap
across multiple sectors. Domestic tourism reached 3.46 billion trips and Research &
RMB3.21 trillion of spending in the first half of 2026 with holiday bookings Investment

continued to trend ahead of last year. Selected premium consumption

indicators including baijiu pricing and gold jewellery sales have also

improved. High-tech manufacturing remained firmly expansionary with a PMI of 53.3 as investment continued to
accelerate across artificial intelligence, semiconductors, robotics, and advanced manufacturing. Domestic Al chips
already account for more than 20% of dispatched computing capacity. Authorities launched another round of
coordinated housing measures including further easing of purchase restrictions, expanded use of housing provident
funds, broader financing channels for stronger developers, and reforms aimed at improving the sector's long-term
structure. Equally important, China's capital markets are becoming increasingly shareholder-oriented. The country's
five listed insurers announced record cash dividends of RMB102.4 billion, up 12.8% year-on-year, while more than 850
A-share companies unveiled interim dividend plans and insurers committed to increasing equity allocations as long-
term capital. Taken together, these developments point to a gradual reallocation of China's savings pool toward
consumption, innovation, and financial assets. Although progress is unlikely to be linear, improving shareholder
returns, advances in technology, growing participation from institutional capital, and attractive valuations support the
view that China remains an attractive market for long-term investors.

From Copying to Creating

A sector that increasingly illustrates China's transition away from its old growth model is biotechnology. After
several years of consolidation driven by volume-based procurement reforms, regulatory uncertainty, and tighter
funding conditions, the sector is beginning to re-emerge as a meaningful source of innovation and export growth.
Unlike previous cycles, the recovery is being driven by improvements in competitiveness rather than financial
leverage. Artificial intelligence is reshaping the economics of drug discovery by lowering costs, improving success
rates, and compressing development timelines. According to recent industry research, Al-generated drug candidates
have achieved Phase | clinical success rates of 80-90%, compared with a historical range of 40-65% while overall
development success rates could potentially increase from 5-10% to 9-18%. China appears particularly well
positioned to benefit because it combines one of the world's most integrated pharmaceutical ecosystems with a
large clinical-trial infrastructure. Since 2021, China has conducted more clinical trials annually than the United States
accounting for roughly 30% of global clinical-trial activity in 2025. Early-stage trials are estimated to proceed 60-70%
faster and at roughly half the cost of comparable U.S. studies.

Importantly, these advantages are no longer confined to research laboratories and are increasingly translating into
commercial outcomes. Just as China's leadership in renewable technology and advanced manufacturing ultimately
became visible through export growth and global market share gains, biotechnology is beginning to demonstrate a
similar pattern through licensing revenues, intellectual property creation, and scientific output. Innovative-drug out-
licensing transactions reached approximately US$135.7 billion across 157 deals in 2025, more than doubling from
the prior year. Yet the first half of 2026 alone generated 81 transactions worth approximately US$110 billion,
equivalent to roughly 80% of 2025's full-year total. Chinese innovative drugs now account for roughly 30% of the
global development pipeline and Chinese-developed assets are expected to represent more than two-thirds of global
licensing value in 2026, compared with less than 5% only five years ago. Global pharmaceutical companies are
increasingly turning to China as they confront an estimated US$236 billion patent cliff between 2025 and 2030,
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creating strong demand for innovation and replenishment of drug pipelines. China's innovation output is also
increasingly reflected in scientific and regulatory achievements. Between 2014 and 2023, China generated nearly
60% of global life-science generative-Al patents with the National Medical Products Administration approving 94
novel oncology drugs between 2020 and 2025, exceeding the 87 approvals by the U.S. FDA during the same period.
Taken together, these developments suggest biotechnology is emerging as another pillar of China's new growth
model alongside artificial intelligence, semiconductors, robotics, and advanced manufacturing. After several years of
regulatory overhang and capital withdrawal, the sector is entering a phase where improving innovation output,
growing licensing revenues, Al-enabled productivity gains, and rising international recognition are beginning to
reinforce one another, creating a markedly different backdrop from the one investors have associated with Chinese
healthcare over much of the past five years.

Closing Thoughts — Positioning for the New China

Although the geopolitical backdrop remains challenging, one of the more important developments of recent years is
that China's investment case is increasingly anchored in domestic capabilities rather than external conditions. A
recent Economist article highlighted how China reduced crude-oil imports by approximately 5.5 million barrels per
day during the Iran conflict while maintaining economic stability, supported by strategic reserves, renewable energy,
electrified transportation, and years of investment in industrial capacity. The significance extends beyond energy. It
reflects the emergence of an economy built on resilience, productivity and technological self-sufficiency. These
capabilities now span artificial intelligence, semiconductors, robotics, biotechnology and advanced manufacturing.
Many of the themes discussed in my previous letters point to the same conclusion: China is gradually moving away
from an old growth model centred on property development, infrastructure investment and imported technology
toward a new growth model driven by innovation, intellectual property and shareholder returns. While geopolitical
tensions and market volatility are likely to remain persistent features of the investment landscape, improving market
quality, rising domestic participation, growing technological competitiveness and attractive valuations provide a
supportive foundation for long-term returns. The question is no longer whether China can grow without relying on its
old model, but whether global investors are adequately positioned for the new one that is already taking shape.

Best regards,
Steven Luk

CEO
FountainCap Research & Investment
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Disclaimer

Important notes and disclaimers

While the information contained in this material is obtained from sources believed to be reliable and in good faith,
FountainCap Research & Investment (Hong Kong) Co., Limited and/or its affiliates (“FountainCap”) makes no
representations or warranties whatsoever to the completeness or accuracy of the information provided. All
information is subject to change without notice and FountainCap assumes no responsibility to update the information
contained in this material. Opinions and statements of market trends are based on current market conditions and are
subject to change without notice. The views and strategies described herein may not be suitable for all investors.
Performance disclosure: Performance returns are estimated and pending the year-end audit. Past performance is not
indicative of future results. Actual returns may differ from the returns presented. To the extent applicable, each
investor will receive individual returns from the administrator. The performance shown does not reflect the
performance of any actual investor and the performance of investors holding different series of interests may vary
due to, among other things, the management fee applicable to such investor's series of interest, the timing of
contributions and withdrawals, and the ability to participate in new issues. All performance returns provided are net of
all fees and include reinvestment of all cash flows such as dividends and interest.

Tables, charts, and graphs: All tables, charts, and graphs are provided for illustrative purposes and should not be relied
upon to formulate an investment decision. The materials are intended to illustrate to investors our investment process
and do not constitute any investment recommendations. Past performance does not guarantee future results.
Benchmark disclosure: All the indices (together as “INDEX”) are provided for illustrative purposes only, are
unmanaged, reflect reinvestment of income and dividends and do not reflect the impact of advisory fees. Each of the
INDEX is a widely unmanaged index of market activity based on the aggregate performance of a selected portfolio of

publicly traded common stocks and we have included the results of the INDEX to merely give you a perspective of the
historical performance of the equity market. Comparison of the Cayman Fund’'s performance to the results of the
INDEX has limitations because the INDEX have volatility and other material characteristics that may differ from the
Cayman Fund. Furthermore, the Cayman Fund may hold substantially fewer positions than the INDEX and, in fact,
certain or all of securities held by the INDEX may not be held by the Cayman Fund. Because of these differences,
among others, the INDEX should not be relied upon as accurate measures of comparison.

Holdings disclosure: The holdings described herein are presented to illustrate examples of the securities that the
Cayman Fund has bought, the diversity of areas in which the Cayman Fund may invest and the Cayman Fund'’s
investment strategy and approach. They may not be representative of the Cayman Fund's current or future
investments, and the performance of these investments is not indicative of the performance of all investments made
by the Cayman Fund. Cayman Fund holdings are as of the date given, are subject to change at any time and are not
recommendations to buy or sell a security. Individual names discussed in this document are selected using objective
and non-performance-based criteria. A list of the recommendations made by us in the immediately preceding one year
period will be provided upon due request.

Distribution: The information herein does not constitute and should not be construed as an offer, solicitation,
invitation, marketing, advertisement, inducement, or representation of any kind, nor as investment advice or a
recommendation to buy or sell, any securities, products or services. Access to the information herein is limited to
investors who qualify as an Accredited Investor and Qualified Purchaser under the U.S. federal securities laws, as a
“professional investor” as defined in the Hong Kong Securities and Futures Ordinance, and who are otherwise deemed
to be sophisticated in financial matters and deemed capable of evaluating the investment strategy and risks of the
relevant investments in accordance with applicable laws and regulations. This document should not be further
distributed to other people unless you have obtained our written approval. In Switzerland, this document is for the use
of qualified investors (within the meaning of Swiss Federal Act on Collective Investment Schemes) which are
institutional clients or professional clients (within the meaning of the Swiss Federal Act on Financial Services) only. In
United Kingdom and Sweden, this document is for the use of professional investors only.
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