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MANAGEMENT PHILOSOPHY

The Board is committed to achieving excellence in corporate
governance and believes that good corporate governance leads to
the long-term success of the Group’s business. The Group values
its Code of Conduct, corporate policies and regulations, which
serves as the basis for its corporate governance. Compliance with
the national policies as well as the laws and regulations should
be the focus and goal in the business operation of the Group to
protect the Company’s interests. The Group will continuously
review its governance practices and keep on improving in
accordance with the latest regulatory requirements.

The Board believes that risk management is an integral part
of corporate governance. Effective and efficient corporate risk
management will facilitate the Group’s business development and
operation by setting the appropriate risk appetite, maintaining
acceptable risk level and more importantly, proactively responding
to risks. It therefore helps safeguard the Group’s reputation and
protect shareholder value. Through putting in place proper risk
management process over the Group's business and carrying
out regular reviews and updates, the Group strives to reduce the
likelihood and the impact of risks before they occur, and deal
with problems effectively when they arise. While the Group's
risk management is the responsibility of every management team
member and is embedded in the business planning and daily
operation of the Group’s business, the Group's risk management
process is based on a decentralized model with a centralized
monitoring system. The Group’s strategy is to maintain a
streamlined risk management process to identify, analyze and
mitigate various risks in an efficient and effective manner.

RISK STRATEGY AND APPETITE

The Group adheres to a robust and prudent operation strategy.
The Group believes that achieving strategic and business
objectives comes with moderate risks. The risks involved must
be consistent with the Group’s strategies and capabilities, be
fully identified and effectively managed, and will not violate
the Group’s core values and social responsibilities. The Group
must also avoid incidents such as serious violations of national
regulations, major quality or safety accidents, creation of adverse
social impacts, any damage to the Group and brand reputation,
and major financial losses or business interruptions. In this regard,
the Group will continue to pursue a balanced development of
efficiency, quality and scale, emphasizing conformity between
business development and risk-taking.

—ZT - —4& £ | Annual Report 2022

EEA]

dnoy9 JHL Lnogy

B B 0 B % 0E

SY3I0TOHIYUVHS ¥N0 0L

JINVNYIA09 31VH0dH0I

S

SINIWILYLS TYIINYNIH




46

BEAREFNRR AT D LR HASE
RNER  ANEEKEEERNEREE -
E - HBETREERE - A% B R EXRE
il B R R bR E IR A - 1T o AT R R
EERBEEKRA - Wﬁﬁﬁ’giﬂ =)

[RBR B RAE - TR BT - MBIRAESY
K R BE 35 R R B oK AR $#i%ﬂﬁ&
FEETTEBE o

REELIRIE
$%lmﬂAﬁﬁ%%@%mTEﬁ%ﬁJ
B AmEREES) TRERRE - F
—EM AR Eﬂm&%i‘% E (L 70 B RE R P9 4E
K AERERRER  2EFEHEAEE
BE R - HIE SRR R EEREF
BY & AERERBEENK - aFEAR
EIRMAL - HEBMBATHE - AERAR
SENETERRIEEERR  F=8K
iR BASEBMAMEBSREAK AR

R ERENESE Mg - FARABERZ
m’%ﬁﬁTﬂ B IR Ko R RRES 1 R AT Y
PR

EEBEH

Supervision Level

Based on our risk tolerances and identified significant risks,
the Group’s management has adopted different strategies to
manage risks including risk reduction, transfer and avoidance.
In accordance with the strategies adopted, the effective risk
management measures will be formulated to analyze the key
causes of risk, establish appropriate risk monitoring indicators if
necessary, conduct continuous monitoring, and ensure the timely
detection of major risk events and adoption of effective risk
mitigation measures.

RISK GOVERNANCE STRUCTURE

The Group's risk management structure is based on the
“three lines of defense” model, which clarifies the roles and
responsibilities of management, business units and functional
departments on risk management. The first line of defense
consists of business units and functional departments at all levels,
responsible for daily risk management, including participation
in risk assessment of the Group, development of risk mitigation
measures and monitoring procedures; the second line of
defense consists of risk management function, responsible for
organizing, promoting and coordinating the risk management,
and monitoring the Group’s major and potential risks; the third
line of defense consists of the Group’s internal audit function,
responsible for risk management supervision and inspection,
internal assurance activities, assessment of internal risk
management and monitoring.

A
RIEEAT
Ultimate Responsibility

E=BDR
The 3 Line of Defense

EEEM

Management Level

FEhE
The 2" Line of Defense

HTEE

Execution Level

F—EE
The 1° Line of Defense
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CORPORATE RISK MANAGEMENT PROCESS
BOARD OF DIRECTORS

Risk monitoring: The Board of Directors continuously monitors
risk management and internal control systems and reviews the
effectiveness of internal control systems on a semi-annual basis
via the Audit Committee.

Reporting on regular and ad hoc basis: The management of
the Group reviews audit reports, internal controls and risk
management issues, and continuously assesses and updates major
risks faced by the Group and respective risk mitigation measures.
The Board of Directors oversees the management’s monitoring
activities via internal audit function and the Audit Committee, and
the effectiveness of the implemented monitoring measures.

BUSINESS UNITS
Step 1: Risk Identification

The Group’s risk assessment is conducted annually through a
top-down and bottom-up risk assessment process. By engaging
the relevant procedures, the Group’s risk management function
initiates the risk assessments at all levels of business units and
functional departments, identifies and estimates risks both at the
Group and business unit levels by evaluating corporate strategies,
sales, marketing, operations, productions and human resources,
incorporate risk management into our business planning. At
the end of each year, the Group’s business unit undertakes
a review of potential risks which falls within its business and
operation area by the means of expert interviews, management
team questionnaires, and analysis on the impact of changes
of the operating environment, with a view to performing risk
positioning, analysis and evaluation of their probability and
impact of risks. Identified risks are reported together with
the explanation of its nature and proposed risk management
strategies to the Group during the business plan review session
at the beginning of each year. In addition to the annual exercise,
our regular reporting system of the Group’s business unit also
facilitates ongoing risk identification and the reporting of risks.
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Step 2: Risk Analysis, Evaluation and Mitigation

After identifying the risk, the designated risk owner is responsible
for analyzing the likelihood and potential impact of the risk event.
Risks of higher likelihood and potential impact will be given
priority. The risk owner then designs and implements appropriate
procedures and controls to mitigate the risk. In the design of the
action plan, the Group considers the implementation cost at the
same time, and in the implementation process, it also emphasizes
the balance between risk and benefit to ensure the long-term
stable development of the business.

Step 3: Risk Monitoring and Performance Evaluation

After risk identification, analysis, evaluation and mitigation,
risk owners will establish risk monitoring indicators, where
appropriate, based on quantifiable and practicable principles,
to regularly monitor and give warnings of potential risks, and
take effective mitigation measures in a timely manner. At the
same time, evaluation reports are submitted to the Group by
the business units through the regular reporting mechanism.
To prevent recurrence of the same risks, preventive actions
and procedures to improve operational efficiency are also
incorporated into the risk management and internal control
systems. In addition, our internal audit function undertakes
independent reviews on risk management and internal control
systems, and our management is responsible for ensuring
appropriate actions which are taken to rectify any control
deficiencies highlighted in the audit reports within a reasonable
period of time.
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PRINCIPAL RISKS

The Group constantly faces a number of principal risks and
uncertainties in a highly competitive business environment
that need to be managed properly in order to avoid significant
impact on the Group’s business. Thorough risk assessment and
mitigation measures help ensure these risks are well managed
and governed effectively. During 2022, the Group continued
to promote the implementation of its “achieving success in
premiumization” strategy, continued to cultivate and promote
signature premium brands, built its diversified brand portfolio,
with the adoption of cost-saving and profit-increasing measures
to reduce its production and operation costs. At the same time,
the Group actively expanded its non-beer business and explored
potential synergetic effectiveness through implementing well-
defined diversification to achieve the development of “dual
empowerment” of beer and non-beer businesses. In the face
of a more complex and severe pandemic situation, the Group's
sales volume remained stable in 2022, with increases in both
the operating profit and the sales volume of sub-premium beer
segment and above, despite the decline in the overall beer
market.

During the business planning process in 2022, the Group focused
on addressing the following major risks:

PRODUCTION MATERIALS SUPPLY RISK

As affected by continuous international geopolitical crises and
pandemic conflicts, exchange rate fluctuations, recurrence
of COVID-19 and controlling policies in mainland China,
strengthening environmental protection governance and other
factors, the prices of production materials increased, supply
became tight and the transportation was difficult. All of which
affected production and operation activities and the production
costs had been increased.

The Group closely monitors the market dynamics of international
and domestic raw materials and packaging materials, analyses
and forecasts changes and future trends, formulates targeted
procurement strategies and corresponding contingency plans,
striving to control the increase in procurement costs. Meanwhile,
the Group actively expands its sources of procurement, develops
new channels, and strengthens co-operation and management
with suppliers.
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SELLING EXPENSES CONTROL RISK

The Group formulates corresponding sales and marketing
strategies according to the actual market conditions. If the sales
and marketing strategy is not implemented as planned, or the
investment in selling expenses does not stimulate expected sales
activities, it may cause unfavourable impact on the product sales
volume and revenue of the Group.

The Group has strictly controlled the risks of sales and marketing
activities, continued to enhance the management and control
of selling expenses, established the investment effectiveness
evaluation mechanism, and carried out lean measures to improve
the efficiency of selling expenses based on the principles of
regulations and cost-effectiveness. The Group has regularly
carried out trainings to strengthen the compliance awareness of
staff and ensure the operation stays in compliance with existing
laws and regulations.

PUBLIC HEALTH INCIDENT RISKS

The pandemic recurred due to an increased transmissibility of new
strains of COVID-19, the adjustments of the border entry policy
and other factors. As a result, the difficulty of prevention, control
and impact of the pandemic has further increased, especially
there was a peak of infection occurred after the adjustment of
the pandemic prevention and control policy at the end of the
year, both physical and mental health and life safety of employees
may be affected, as well as the order of the Company’s normal
production and operation.

While the Group fully co-operates with the government’s
pandemic control, the Group will follow closely on policy
adjustments and changes, strengthen internal emergency
management, formulate and firmly implement emergency
plans, reinforce the establishments of emergency management
organizations and emergency rescue teams, as well as properly
facilitate pandemic prevention and control with production and
operation activities. Meanwhile, the Group will strengthen its
employees’ care and take care of their physical and mental health
through the distribution of pandemic prevention materials and
medication and reasonable adjustment to labor policies.
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INFORMATION SECURITY RISK

Due to the influence of factors including cyberattacks, computer
virus spread and safety system vulnerabilities, malfunction of
some information system functions, operational failure and data
loss will be occurred, which in turn may affect the normal conduct
of production and operation.

The Group actively carries out top-level design of information
technology, strictly implements all work in accordance with the
plan, strengthens the management of key information projects to
ensure the quality of the projects. At the same time, the Group
implements the security management system, ensures the safety
of information security, strengthens the security management
of information systems, and gradually promotes the building of
disaster recovery system.

MARKET COMPETITION RISK

The impact of the pandemic on domestic consumer goods market
continues, with sales volume of the beer industry remains in a
downward spiral, but the trend of upgrading consumption in the
market remains unchanged. The emergence of new products, the
gathering of sales channels and venues on a larger scale will cause
an increased competition in the market.

The Group continuously adjusts its competition strategic plan
based on market changes, including actively optimizing its
domestic and imported product portfolio, further enriching its
mid-end segment and above product portfolio, and combining
imported products with domestic products. The Group will
also continuously expand its high-quality channels and carry
out empowerment, and holding diversified marketing activities
to continuously enhance its competitiveness on brand image,
product quality and distribution network.
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