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CORPORATE RISK MANAGEMENT

EELE MANAGEMENT PHILOSOPHY

BEECRNECEES R EEREBKFE - The Board is committed to achieving excellence in corporate
TFEERFNACEERRAEBELRRR governance and believes that good corporate governance leads to the
RIhziE AREBERRTED  DEHE long-term success of the Group’s business. The Group values its Code

MEE WAMEARNEBRGCEES aHE of Conduct, corporate policies and regulations, which serves as the
o FICEHEBT ITERNNETRHREER basis for its corporate governance. Compliance with the national
NERER REARAFBZIAIZEEZE . K policies as well as the laws and regulations should be the focus and

SESHERNERAERE UHEEBERNESE goal in the business operation of the Group to protect the Company’s
EIT&M’E& Eﬁz%ﬁ o interests. The Group will continuously review its governance practices

and keep on improving in accordance with the latest regulatory
requirements.

EEeRE EAREEBRCEERPIAIK The Board believes that risk management is an integral part of
R —Bo BEREEREHNCERRE corporate governance. Effective and efficient corporate risk

B - NMEAEBAEH FXE & b & % BE ,%E management will facilitate the Group’s business development and
h —J R R B AKFE gﬁé ,—?é BE X B FE Y operation by setting the appropriate risk appetite, maintaining
REEKER )Si BEMMEELRE acceptable risk level and more importantly, proactively responding to

EI‘U EENREREREE - aﬁﬂtﬂ]& EEHE risks. It therefore helps safeguard the Group’s reputation and protect
BREINENRRERRER  WEHETHR shareholder value. Through putting in place proper risk management
SMEHN AEBRAOMBERRA B D process over the Group’s business and carrying out regular reviews
ARBOATREMTZE  —BERRELR and updates, the Group strives to reduce the likelihood and the impact
MEBREEHAMEANME - AEBR R of risks before they occur, and deal with problems effectively when
EEEBNEREBEBRKEMNEL LEFEAR they arise. While the Group'’s risk management is the responsibility of
EEEENEBREANBELEZH  KE every management team member and is embedded in the business
BEEREEEANEREEHIT PRER planning and daily operation of the Group’s business, the Group's risk
WER MAEENREEEME(ER management process is based on a decentralized model with a
EEENX  BEUAERERNABBULHER - ST centralized monitoring system. The Group's strategy is to maintain a
MRS ERR - streamlined risk management process to identify, analyze and mitigate
various risks in an efficient and effective manner.

[ B SR R AR BE D RISK STRATEGY AND APPETITE

$’%‘E EREER BEAOKLEER - KEEFH The Group adheres to a robust and prudent operation strategy. The
REEREBLEREEEEASESEWR Group believes that achieving strategic and business objectives comes
CHBERERMNERTE ANEE AR with moderate risks. The risks involved must be consistent with the
ﬂl TR TS ERBMERERE AR Group's strategies and capabilities, be fully identified and effectively
é.\ EHKREH I MO BEERIEERBITH managed, and will not violate the Group’s core values and social
teET TEERAEBELAFD: KE responsibilities. The Group must also avoid incidents such as serious
iE }i B K £ iﬁ BHEBEABSENLTE2EW violations of national regulations, major quality or safety accidents,
EXYBREHETIRTE BEARKREE creation of adverse social impacts, any damage to the Group and
E O EARERELEEAMEIELNEER brand reputation, and major financial losses or business interruptions.
BTEEF Wit XEBBEFHEBRWUZE In this regard, the Group will continue to pursue a balanced
LeEBENYEERE BRAXEERER development of efficiency, quality and scale, emphasizing conformity

BAEYE C FR A BT - between business development and risk-taking.
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Ultimate Responsibility
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The 3rd Line of Defense
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The 2nd Line of Defense

E—BER
The 1st Line of Defense

EEEm

Supervision Level

EEER

Management Level

BTRE®

Execution 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.

B

Board of Directors

RBEABERBEREZEES

Internal Audit Function and
Audit Committee

B E TR AL

Risk Management Function

BRI E A AR RE AR

Business Units and
Functional Departments at All Levels
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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. The Board of Directors has
received a confirmation from the management of the Group that the
Company's risk management and internal control systems are effective
and adequate.

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. In
2023, it is the first year for the final three years of the Group's beer
business strategy “Excellence in Development for Winning at
Premiumization”, and the beginning year of the Group's first three-
year baijiu business strategy, “Strategic, Organizational, and Cultural
(SOC) Reshaping for Empowered Development”. The Group continued
to optimize its product mix, built a multi-level brand portfolio,
occupied the commanding height of sales channels, coordinated with
the intensive production capacity distribution, implemented global
flexible procurement, and realized cost-reduction and efficiency
enhancement. At the same time, the Group actively expanded its non-
beer businesses and put forward the business concept of “dual
empowerment model for beer and baijiu businesses with mutual
growth, synergistic model of various baijiu companies” to realize the
business model of “1+1>2" by means of strategic collaborations,
separate contributions, independent operations, market-oriented
mechanisms and shared growth.

Facing continuous changes in the international situation and the
apparent, yet still uncertain, economic recovery in China, the Group
achieved growth in overall income, profit and beer sales volume in
2023. During the business planning process in 2023, the Group
focused on addressing the following key risks:

MARKET COMPETITION RISK

In the “post-pandemic” era, the overall market capacity of China’s
beer consumption has been decreasing, the industry has been
witnessing a continuous upgrade in product structure, the emergence
of new products, iterative changes in sales channels, and scalable
concentration of consumption venues, that lead to even more intense
market competition.

The Group constantly adjusted its competitive strategic plan based on
market changes, continued to improve its product portfolio and
product mix, strengthened the expansion and empowerment of high
quality channels, and carried out precise, highly efficient and diversified
marketing campaigns, to continuously enhance the competitiveness of
the Group in terms of brand image, price, quality and distribution
network.
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PUBLIC SENTIMENT AND REPUTATION RISK

The 5G technology-driven age of omni-media has increased the
contact base and pushed the rapid diffusion of public sentiment and
reputation risk. Insufficient monitoring of public sentiment, failure to
appropriately response to ad hoc public affairs, or mishandling of such
events can result in significant damage to brand reputation and
corporate crises, leading to negative impact on the brand and the
Group's reputation.

The Group is committed to maintaining and enhancing a good product
image and reputation. The Group has taken the initiative to monitor
events that may potentially put our reputation at risk and strictly
prohibit any business activities that will damage the Group’s reputation
or cause material adverse effects.

To prevent and reduce the impact of public sentiment on the Group,
the Group constantly improved the system and structure of public
opinion and reputation risk management, established the awareness
of public sentiment and reputation risks, formed a good management
culture of public sentiment and reputation risk management, and
carefully handled incidents that could damage the reputation and
image of the Group, to minimize the negative impact on the Group.

HEALTH, SAFETY AND ENVIRONMENTAL RISK

Natural disasters and uncertain events could cause production safety
issues, which may result in personal injury and property damage. Other
factors such as inappropriate management or malfunctions of
production facilities may lead to excessive pollution and thus, violate
the national or local government regulations.

The Group is committed to protecting the environment and attaches
great importance to production safety. To minimize health, safety and
environmental risks, the Group has undertaken various measures
including identification of the main responsible parties on health,
safety and environmental protection, carrying out staff trainings and
cultural promotion activities to enhance the awareness of related
issues among all staff members, strengthening organization and
system construction, organizing emergency drills and initiating safety
checks at facilities, continuously increasing the investment in
environment protection, and carrying out supervision, inspection, and
real-time tracking measures.
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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 bring risk that affect the normal conduct
of production and operation.

The Group actively carried out top-level design of information
technology, strictly implemented all work in accordance with the plan,
strengthened the management of key information projects to ensure
the quality of the projects. At the same time, the Group implemented
the security management system to ensure the safety of information
security, strengthen the security management of information systems,
and gradually advance the building of disaster recovery system.

MARKET SUPPLY RISK

As affected by continuous international geopolitical crises,
strengthening environmental protection governance and other factors,
some suppliers might face the situation that prices of production
materials increased, supply can become tight, and the transportation
can be difficult. All of which affected production and operation
activities and the production costs had been increased.

The Group closely monitored the market dynamics of international and
domestic raw materials and packaging materials, analysed and
forecasted changes and future trends, formulated targeted
procurement strategies and corresponding contingency plans, striving
to control the increase in procurement costs. Meanwhile, the Group
actively expanded its sources of procurement, developed new
channels, and strengthened cooperation and management with the
suppliers.
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