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Maximum Offer Price

Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company Limited take no responsibility for the
contents of this prospectus, make no representation as to its accuracy or completeness and expressly disclaim any liability whatsoever for any loss howsoever arising from or
in reliance upon the whole or any part of the contents of this prospectus.

A copy of this prospectus, having attached thereto the documents specified in “Appendix VII — Documents Delivered to the Registrar of Companies in Hong Kong and
Available for Inspection”, has been registered by the Registrar of Companies in Hong Kong as required by Section 342C of the Companies (Winding Up and Miscellaneous
Provisions) Ordinance (Chapter 32 of the Laws of Hong Kong). The Securities and Futures Commission and the Registrar of Companies in Hong Kong take no responsibility
as to the contents of this prospectus or any other documents referred to above.

The Offer Price is expected to be determined by agreement between the Joint Global Coordinators and the Company on the Price Determination Date, which is expected to be
on or about Friday, August 28, 2020 and, in any event, not later than Tuesday, September 1, 2020. The Offer Price is expected to be not more than HK$21.50 per Offer Share
and is expected to be not less than HK$19.50 per Offer Share, unless otherwise announced.

The Joint Sponsors and the Joint Global Coordinators (for themselves and on behalf of the Joint Bookrunners and the Underwriters) may, where considered
appropriate and with our consent, reduce the number of Offer Shares being offered under the Global Offering and/or the indicative Offer Price range below that
stated in this prospectus (which is HK$19.50 to HK$21.50) at any time prior to the morning of the last day for lodging applications under the Hong Kong Public
Offering. In such a case, notices of the reduction in the number of Offer Shares being offered under the Global Offering and/or the indicative Offer Price range will
be published on the website of the Hong Kong Stock Exchange at www.hkexnews.hk and on the website of the Company at www.nongfuspring.com as soon as
practicable following the decision to make such reduction, and in any event not later than the morning of the last day for lodging applications under the Hong Kong
Public Offering. See “Structure of the Global Offering” and ‘“How to Apply for Hong Kong Offer Shares” for further details.

We are incorporated, and most of our businesses are operated, in the PRC. Potential investors should be aware of the differences in legal, economic and financial systems
between the PRC and Hong Kong and that there are different risk factors relating to investments in PRC-incorporated businesses. Potential investors should also be aware that
the regulatory framework in the PRC is different from the regulatory framework in Hong Kong and should take into consideration the different market nature of the H Shares.
Such differences and risk factors are set out in the sections headed “Risk Factors,” “Appendix IV — Summary of Principal PRC and Hong Kong Legal and Regulatory
Provisions” and “Appendix V — Summary of the Articles of Association”. Potential investors should consider carefully all the information set out in this prospectus and, in
particular, the matters discussed in the abovementioned sections.

Prospective investors of the Hong Kong Offer Shares should note that the obligations of the Hong Kong Underwriters under the Hong Kong Underwriting Agreement
to subscribe, and to procure subscribers for, the Hong Kong Offer Shares, are subject to termination by the Joint Sponsors and the Joint Global Coordinators (for
themselves and on behalf of the Joint Bookrunners and the Hong Kong Underwriters) if certain grounds arise prior to 8:00 a.m. on the Listing Date. See
“Underwriting - Underwriting Arrangements and Expenses — Hong Kong Public Offering — Grounds for Termination” for such grounds. It is important that you refer
to that section for further details.

The Offer Shares have not been and will not be registered under the U.S. Securities Act or any state securities law in the United States and may not be offered, sold, pledged or
transferred within the United States, except that Offer Shares may be offered, sold or delivered (a) in the United States solely to QIBs in reliance on Rule 144A or another
exemption from, or in a transaction not subject to, the registration requirements of the U.S. Securities Act or (b) outside the United States in offshore transactions in reliance
on Regulation S.

Prior to making an investment decision, prospective investors should consider carefully all the information set out in this prospectus, including the risk factors set out in “Risk
Factors”. The obligations of the Hong Kong Underwriters under the Hong Kong Underwriting Agreement are subject to termination by the Joint Sponsors and the Joint Global
Coordinators (for themselves and on behalf of the Joint Bookrunners and the Hong Kong Underwriters) if certain grounds arise prior to 8:00 a.m. on the Listing Date. Such
grounds are set out in “Underwriting”.

Tuesday, August 25, 2020



EXPECTED TIMETABLE™"

Latest time to complete electronic applications
under White Form eIPO service through the designated

website www.eipo.com.hk® . ...

Application lists open™ . . ... ...

Latest time to lodge WHITE and YELLOW Application Forms . ... ...

Latest time to give electronic application instructions to HKSCC™

Latest time to complete payment of White Form eIPO

applications by effecting internet banking transfer(s)

or PPS payment transfer(s) ... ...... ... ... . ... .. . ..

Application lists close® .. .. ... .. ... .. .. ...

Expected Price Determination Date®™ . ... ... ... ... ... ... .......

(1)  Announcement of:

J the Offer Price;

. the level of applications in the Hong Kong Public Offering;

............ 11:30 a.m. on

Friday, August 28, 2020

............ 11:45 a.m. on

Friday, August 28, 2020

........... 12:00 noon on

Friday, August 28, 2020

........... 12:00 noon on

Friday, August 28, 2020

........... 12:00 noon on

Friday, August 28, 2020

........... 12:00 noon on

Friday, August 28, 2020

Friday, August 28, 2020

. the level of indications of interest in the International Offering; and

. the basis of allocation of the Hong Kong Offer Shares

to be published on our website at www.nongfuspring.com‘®

and the website of the Stock Exchange

at www.hkexnews.hk® on or before . .. ........ . ...

(2)  Results of allocations in the Hong Kong Public Offering

(with successful applicants’ identification document numbers,

where appropriate) to be available through a variety of channels

as described in “How to Apply for Hong Kong Offer Shares

— 11. Publication of Results” in this prospectus from ...........

Monday, September 7, 2020

Monday, September 7, 2020



EXPECTED TIMETABLE™"

(3) A full announcement of the Hong Kong Public Offering
containing (1) and (2) above to be published on the website of
the Stock Exchange at www.hkexnews.hk and

the Company’s website at www.nongfuspring.com® from ...... Monday, September 7, 2020

Result of allocations in the Hong Kong Public Offering
(with successful applicants’ identification document numbers,

where appropriate) will be available at www.iporesults.com.hk

(alternatively: English https://www.eipo.com.hk/en/Allotment;
Chinese https://www.eipo.com.hk/zh-hk/Allotment) with
a “search by ID” function from . .......... .. .. .. .. .. ... .. ... Monday, September 7, 2020

H Share certificates in respect of wholly or partially successful
applications to be
dispatched or deposited into CCASS on or before™ ... ............ Monday, September 7, 2020

White Form e-Refund payment instructions/refund cheques
in respect of wholly or partially unsuccessful applications

pursuant to the Hong Kong Public Offering to be

dispatched on or before® @ L Monday, September 7, 2020

Dealings in H Shares on the Hong Kong Stock Exchange
expected to commence at . . ... ... 9:00 a.m. on Tuesday, September 8, 2020

Notes:

(1) All dates and times refer to Hong Kong local dates and time, except as otherwise stated. For details of the structure of the
Global Offering, including conditions of the Hong Kong Public Offering, please refer to “Structure of the Global Offering”

in this prospectus.

(2) You will not be permitted to submit your application through the designated website at www.eipo.com.hk after 11:30 a.m.
on the last day for submitting applications. If you have already submitted your application through the designated
website at www.eipo.com.hk and obtained an application reference number from the designated website before 11:30
a.m., you will be permitted to continue the application process (by completing payment of application monies) until
12:00 noon on the last day for submitting applications, when the application lists close.

(3) If there is/are a tropical cyclone warning signal number 8 or above, a “black” rainstorm warning signal and/or Extreme
Conditions in force in Hong Kong at any time between 9:00 a.m. and 12:00 noon on Friday, August 28, 2020, the application
lists will not open on that day. Please refer to “How to Apply for Hong Kong Offer Shares — 10. Effect of Bad Weather on
the Opening of the Application Lists” in this prospectus.

(4) Applicants who apply for the Hong Kong Offer Shares by giving electronic application instructions to HKSCC via CCASS
should refer to “How to Apply for Hong Kong Offer Shares — 6. Applying by Giving Electronic Application Instructions to
HKSCC via CCASS” in this prospectus.

(5) The Price Determination Date is expected to be on or about Friday, August 28, 2020, and, in any event, not later than
Tuesday, September 1, 2020. If, for any reason, the Offer Price is not agreed between the Joint Global Coordinators and us

on or before Tuesday, September 1, 2020, the Global Offering will lapse.

(6) None of the websites or any of the information contained on the websites forms part of this prospectus.

— i1 —



EXPECTED TIMETABLE™"

(7) No temporary documents of title will be issued in respect of the Offer Shares. H Share certificates for the Hong Kong Offer
Shares will only become valid certificates of title provided that (i) the Global Offering has become unconditional in all
respects and (ii) neither of the Underwriting Agreements has been terminated in accordance with their terms prior to 9:00
a.m. on the Listing Date. Investors who trade H Shares on the basis of publicly available allocation details prior to the
receipt of H Share certificates or prior to the H Share certificates becoming valid do so at their own risk.

(8) e-Refund payment instruction/refund cheques will be issued in respect of wholly or partially unsuccessful applications
pursuant to the Hong Kong Public Offering and also in respect of wholly or partially successful applications in the event
that the final Offer Price is less than the price payable per Offer Share on application.

9) Applicants who have applied on WHITE Application Forms or White Form eIPO for 1,000,000 or more Hong Kong Offer
Shares and have provided all information required by the Application Form may collect any refund cheques and/or H Share
certificates in person from our H Share Registrar, Computershare Hong Kong Investor Services Limited at Shops
1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wan Chai, Hong Kong from 9:00 a.m. to 1:00 p.m. on
Monday, September 7, 2020. Applicants being individuals who are eligible for personal collection may not authorize any
other person to collect on their behalf. Applicants being corporations who are eligible for personal collection must attend
through their authorized representatives bearing letters of authorization from their corporation stamped with the
corporation’s chop. Both individuals and authorized representatives (if applicable) must produce, at the time of collection,
evidence of identity acceptable to our H Share Registrar. Applicants who have applied on YELLOW Application Forms for
1,000,000 or more Hong Kong Offer Shares under the Hong Kong Public Offering may collect their refund cheques, if any,
in person but may not elect to collect their H Share certificates as such H Share certificates will be issued in the name of
HKSCC Nominees and deposited into CCASS for the credit to their or the designated CCASS Participants’ stock account as
stated in their Application Forms. The procedures for collection of refund cheques for YELLOW Application Form
applicants are the same as those for WHITE Application Form applicants. Uncollected refund cheques and H Share
certificates will be dispatched promptly by ordinary post to the addresses as specified in the applicants’ Application Forms
at the applicants’ own risk. For details of the arrangements, please refer to “How to Apply for Hong Kong Offer Shares” in
this prospectus.

Applicants who have applied through the White Form eIPO service and paid their application
monies through single bank account may have refund monies (if any) dispatched to the bank account, in
the form of e-Refund payment instructions. Applicants who have applied through the White Form eIPO
service and paid their application monies through multiple bank accounts may have refund monies (if
any) dispatched to the address as specified in their application instructions, in the form of refund cheques,
by ordinary post at their own risk.

H Share certificates and/or refund cheques (if applicable) for applicants who have applied for less
than 1,000,000 Hong Kong Offer Shares and any uncollected H Share certificates and/or refund cheques
will be dispatched by ordinary post, at the applicants’ risk, to the addresses specified in the relevant
applications.

Further information is set out in “How to Apply for Hong Kong Offer Shares — 13. Refund of
Application Monies” and “How to Apply for Hong Kong Offer Shares — 14. Dispatch/Collection of H
Share Certificate(s) and Refund Monies” in this prospectus.

The H Share certificates will only become valid certificates of title provided that the Global
Offering has become unconditional in all respects and neither the Hong Kong Underwriting Agreement
nor the International Underwriting Agreement is terminated in accordance with their respective terms
prior to 8:00 a.m. on the Listing Date. The Listing Date is expected to be on or about Tuesday, September
8, 2020. Investors who trade the H Shares on the basis of publicly available allocation details prior to the
receipt of H Share certificates or prior to the H Share certificates becoming valid certificates of title do so
entirely at their own risk.

The above expected timetable is a summary only. You should refer to “Structure of the Global
Offering” and “How to Apply for Hong Kong Offer Shares” in this prospectus for details of the structure
of the Global Offering, including the conditions of the Global Offering, and the procedures for
application for the Hong Kong Offer Shares.
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SUMMARY

This summary is intended to provide you with an overview of the information contained in
this prospectus. As it is a summary, it does not contain all the information that may be important to
you. You should read the whole prospectus before you decide whether to invest in the Offer Shares.
Some of the particular risks of investing in the Offer Shares are set out in “Risk Factors” and you
should read that section carefully before you decide to invest in the Offer Shares.

OVERVIEW

We are a leader in the packaged drinking water and beverage business in the PRC with devotion to
providing consumers with high-quality products. According to the F&S Report, we ranked first in the
packaged drinking water market in China in terms of market share for eight consecutive years from 2012
to 2019. We were among the top three players in tea beverage, functional beverage and juice beverage
markets in China in terms of retail sales value in 2019. The table below sets forth the main categories of

our products.

Ranking of Market Revenue in
Market Share in 2019 (RMB
Product Category Brand Logo Product Image Share™™ 2019 million)
Packaged drinking water products E ) Ist 20.9% 14,346
KRN IS ¥ W
NONGFU SPRING al= gy "
Tea beverage products ] 3rd 7.9% 3,138
e RABYot A "
P11 N
ZTT T laleales
T I
Functional beverage products el 3rd 7.3% 3,779
XRou  Eyki
fin |m
Kfthask> (CE®
Juice beverage products = m = 3rd 3.8% 2,311
=0 GeRli
-] E
&2 'I’
KB
C100 i
|7I' ) Al
A alsl
Total 23,574
I
Note:

(€8]

sales value in 2019.

According to the F&S Report, our market share in each relevant product category market is calculated based on the retail




SUMMARY

Since our establishment in 1996, we have adhered to the principle that “every drop of Nongfu
Spring has its source” ([ — 2 K 1L R #45 E R UREH | ). We have successfully realized the strategic
layout of China’s top ten quality water sources (as shown below). We comply with the applicable PRC
laws and regulations on the water extraction from the natural water sources. We submit water-taking
applications to relevant governmental entities and demonstrate the reasonableness of the extractable
volume with reference to actual conditions of the water sources. We obtain water-taking permits and
mining permits (which are only applicable to mineral water) after the approval by relevant government
entities, or under a few circumstances enter into water supply agreements with third-party state-owned
water supply companies that possess water-taking permits. The ten water sources are located in different
regions of China which cover the entire national market supply. The above natural water sources are
located in excellent ecological environments and have outstanding water quality. We treat the quality
natural water with the necessary process, including filtration and sterilization. Our packaged drinking
water products contain minerals that are beneficial to human body, such as potassium, sodium, calcium,
magnesium and metasilicate. Our packaged drinking water products include natural drinking water and
natural mineral water.

@ Deeg underground water @ Mineral water @ Mineral water and artesian @ Mountam spring water
170 meters beneath the ground « Forest area ratio: 92% spring water Forest area ratio: 93%
« Annual runoff of 1.5 billion tons « Underground water reserve: * Total area: 1,964 sq. km. * Mount Wuling is an important
« Sourced from snow meltwater of 578 million tons * Forest area ratio: 88% water source of the Beijing-Tianjin
the glacier in north Mount * Mohe lies in the north of Greater « Aclassic forest ecosystem region
Tianshan Khingan mountain range in East Asia

i
i

i

i

Greater Khingan i

' Heilongjiang E
'

'

'

i
i
i
i
0 i
i i
i
A o i
Xinjiang Mount Changbai @ 1
Manas of Mount Tianshan Jilin j
Xinjiang 1
iiiiiiiiiiiiiiiiiiii i
@ Mountain spring water @ @ Deep reservoir water
Forest area ratio: 94.3% Mount Wuling Watershed area: 745 sq. km.
* Annual accumulated precipitation: “=7m-s=m==-m------ooooooooooooooo o { Hebei «  Water reserve: 29.05 billion tons
247 million tons Mount Taibai ;  _______TITIL . »  Water source of the middle route
* Mount Taibai is the highest Shaanxi @ 1 ¥ of the China South-North Water
mountain in the east of the Tibetan Mount Emei @ PEEAELC Transfer Project
Plateau ichuan Hubei
}» 777777777777777777777777777777777777777777 @ Thousand-island Lake 1
3 MountG W_ung Zhejiang Deep lake water
i FSHES I Jiangxi » Watershed area: 573 sq. km.
i E 57t ol : * Water reserve: 17.84 billion tor_]s
' ! ; « Named as “most elegant water in
1 PR oA | Guangdong ' China”
! ! '
i ' i
i i '
i i '
! ! !
@ Mountaln spring water Mountain spring water Q Deep lake water
Forest area ratio: 87% « Mount Wuling is the core area of « Watershed area: 370 sq. km.
« Annual average precipitation: the subtropical forest system in « Water reserve: 13.9 billion tons
1,922 millimeters China « Largest lake in South China
* Mount Emei is a recognized « Animportant water conservation
quality water source in China area in the Yangtze River Basin
Q Water Source A Production Base for Fresh Fruits Processing and Juicing

We have established dual growth engines, packaged drinking water and beverage, which enhance
our competitive advantage and reduce the risks of fluctuating operating results. Our packaged drinking
water products, as consumption necessities, satisfy consumers’ basic drinking needs. Our beverage
products satisfy their diverse and personal drinking needs. The distribution of both packaged drinking
water and beverage products through the same distributors helps to increase their business scale and
profitability, which in turn encourages them to focus more on promoting our products. The diversity of
our products also enables us to flexibly form different product mixes based on the characteristics of
different markets and channels, which helps us to develop differentiating advantages in the channel
competition. A diverse product portfolio also enlarges our share of shelves in retail points of sale,
increases single-store sales volume, and improves the efficiency of distribution channels.



SUMMARY

In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, the revenue from our
beverage products accounted for 41.1%, 40.5%, 38.8%, 42.4% and 36.6% of our total revenue,
respectively. For tea beverages, we have launched Tea n (%%7), which was the new beverage product that
recorded the highest retail sales value in its first 12 months of launch in China during the decade from
2010 to 2019. We have also launched the traditional Chinese tea product series, Oriental Leaf (3 /7 8 Z%).
Our functional beverage products, Scream (220) and Victory Vitamin Water (JJ &% #Efth i /K), were
popular among consumers who pursue a healthy lifestyle. Our juice products include low concentration
juice Water Soluble C100 (7KiA#C100), medium concentration juice Farmer’s Orchard (2 K H ), and
high-quality not-from-concentrate pure juice, including Nongfu Spring (£ % 111 52) NFC juice series and
17.5° juice series. We believe that“Good Fruit Juice is Grown” ( [ #5371 /& 7 2K 1Y | ). We have built an
apple processing and juicing production base in Xinjiang Uygur Autonomous Region and an orange
processing and juicing production base in Jiangxi Province. Such production bases provide raw materials
for our not-from-concentrate juice products.

The table below sets forth a breakdown of revenue contribution from our five product categories
for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)

Packaged drinking water
products 10,120 57.9% 11,780 57.5% 14,346 59.7% 5,602 56.5% 5,360 61.9%
Tea beverage products 2,597 14.8% 3,036 14.8% 3,138 13.1% 1,479 14.9% 1,166 13.5%
Functional beverage products 2,936 16.8% 3,322 16.2% 3,779 15.7% 1,837 18.5% 1,085 12.5%
Juice beveragegroducts 1,468 8.4% 1,855 9.1% 2,311 9.6% 870 8.8% 752 8.7%
Other products™ 370 2.1% 482 2.4% 447 1.9% 129 1.3% 301 3.4%
Total 17,491  100.0% 20,475 100.0% 24,021 100.0% 9,917 100.0% 8,664  100.0%
L l————e—————————————————————————

Note:

@® Other products primarily include other beverage products such as coffee beverage, soda water beverage, sparkling

flavored beverage and plant-based yogurt products, and agricultural products such as fresh fruits. In 2017, 2018 and
2019 and the five months ended May 31, 2019 and 2020, revenue from other beverage products were RMB188
million, RMB&1 million, RMB86 million, RMB16 million and RMB 168 million, respectively, accounting for 1.1%,
0.4%, 0.4%, 0.2% and 1.9% of our total revenue, respectively. Revenue and gross profit from other products for the
five months ended May 31, 2020 increased significantly as compared with the same period of last year, mainly due
to the soda water beverage and coffee beverage launched in the second half of 2019.

The table below sets forth a breakdown of our gross profit and gross profit margin by product
category for the periods indicated.
Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020

Gross Gross Gross Gross Gross
Gross Profit Gross Profit Gross Profit Gross Profit Gross Profit
Profit Margin Profit Margin Profit Margin Profit Margin Profit Margin

RMB RMB RMB RMB RMB
(million) % (million) % (million) % (million) % (million) %
Packaged drinking water
products 6,123 60.5% 6,056 56.5% 8,033 60.2% 3413 60.9% 3,366 62.8%
Tea beverage products 1,505 58.0% 1,764 58.1% 1,873 59.7% 901 60.9% 718 61.6%
Functional beverage products 1,528 52.0% 1,655 49.8% 1,922 50.9% 929 50.6% 578 53.3%
Juice beverage groducts 561 38.2% 762 41.1% 802 34.7% 319 36.7% 307 40.8%
Other products""’ 92 24.9% 84 17.4% 81 18.1% 14 10.9% 150 49.8%
Total 9,809 56.1% 10,921 53.3% 13,311 55.4% 5,576 56.2% 5,119 59.1%
I B B I T B B I D
Note:
M Other products primarily include other beverage products such as coffee beverage, soda water beverage, sparkling

flavored beverage and plant-based yogurt products, and agricultural products such as fresh fruits.
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We have maintained a healthy business growth. In 2017, 2018 and 2019 and the five months ended
May 31, 2019 and 2020, our revenue was RMB 17,491 million, RMB20,475 million, RMB24,021 million,
RMB9,917 million and RMBS§,664 million, respectively. From 2017 to 2018 and from 2018 to 2019, our
revenue increased by 17.1% and 17.3%, respectively, which were much higher than the growth rates of
5.0% and 6.6% in the PRC soft beverage industry, and the growth rates of 2.7% and 3.4% in the global
soft beverage industry in the same periods, according to the F&S Report. In addition, we are one of the
most profitable companies in the PRC soft beverage industry. In 2017, 2018 and 2019, our net profit
margin was 19.4%, 17.6% and 20.6%, respectively, which was much higher than the average net profit
margins of 6.9%, 7.1% and 9.6% in the PRC soft beverage industry and 3.9%, 7.6% and 8.5% in the
global soft beverage industry during the same periods, according to the F&S Report. Our profitability
derives from our focus on consumer demands and the introduction of high-quality products, the pricing of
which is typically at high level in the industry. According to the F&S Report, in 2019, the average retail
price of our packaged drinking water products, tea beverage products, functional beverage products and
juice beverage products was approximately RMB3,200 per ton, RMBS§,200 per ton, RMB7,600 per ton
and RMB10,500 per ton, respectively. In 2019, the average retail price of the packaged drinking water
products, tea beverage products, functional beverage products (excluding energy beverage products) and
juice beverage products in the industry was approximately RMB2,100 per ton, RMB4,200 per ton,
RMB6,500 per ton and RMB4,900 per ton, respectively. Our revenue and gross profit increased from
2017 to 2019, primarily due to an increase in the sales of our products, particularly the packaged drinking
water products. During the Track Record Period, our gross profit margin and net profit margin fluctuated
slightly, primarily due to (i) changes in the average procurement price of PET, the primary raw materials
of our products, and (ii) the effect of product mix.

The table below sets forth a breakdown of our sales volume and average selling price per ton by
product category for the periods indicated.

Five Months Ended

Year Ended December 31, May 31,

2017 2018 2019 2019 2020

Packaged drinking water products Thousand tons 9,020 10,827 13,382 5,111 5,014
RMB/Ton 1,122 1,088 1,072 1,096 1,069

Tea beverage products Thousand tons 670 750 754 348 274
RMB/Ton 3,876 4,048 4,162 4,251 4,257

Functional beverage products Thousand tons 849 944 1,082 522 301
RMB/Ton 3,458 3,519 3,493 3,520 3,604

Juice beverage products Thousand tons 336 421 512 184 150
RMB/Ton 4,369 4,406 4,514 4,727 5,010

Other products Thousand tons 82 70 78 16 55
RMB/Ton 4,512 6,886 5,731 8,032 5,481

During the Track Record Period, the average selling price per ton of packaged drinking water
products decreased slightly, primarily due to an increase in the proportion of revenue from medium- to
large-sized packaged drinking water products, which had relatively low average selling prices per ton.
The average selling price per ton of tea beverage products increased, primarily due to the slight increase
in the selling prices of relevant products. The average selling price per ton of functional beverage
products increased from 2017 to 2018 and from the first five months of 2019 to the first five months of
2020, primarily due to an increase in the proportion of the revenue from Victory Vitamin Water (/] & 7
4 7K), which had relatively high average selling prices per ton. The average selling price per ton of
juice beverage products increased from 2018 to 2019 and from the first five months of 2019 to the first
five months of 2020, primarily due to an increase in the proportion of revenue from medium and high
concentration juice which had relatively high average selling prices per ton.
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The table below sets forth a breakdown of the components of our cost of sales and as percentages
of our total revenue for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

Raw materials 4,660 26.7% 5,819 28.4% 6,613 27.6% 2,774 28.0% 2,055 23.7%

Including: PET 2,228 12.7% 3,044 14.9% 3,382 14.1% 1,423 14.3% 998 11.5%
Packaging materials 1,037 5.9% 1,341 6.5% 1,390 5.8% 564 5.7% 519 6.0%
Manufacturing overheads 1,505 8.5% 1,845 9.2% 2,045 8.5% 792 8.0% 710 8.9%
Salaries of production

personnel 364 2.1% 418 2.0% 527 2.1% 162 1.6% 147 1.7%
Water gathering and

treatment cost 116 0.7% 131 0.6% 135 0.6% 49 0.5% 54 0.6%
Total 7,682 43.9% 9,554 46.7% 10,710 44.6 4,341 43.8% 3,545 40.9%

The cost of PET is the largest component of our cost of raw materials. During the Track Record
Period, the average procurement price of PET increased by 26.0% from RMB6,426 per ton in 2017 to
RMB&8,097 per ton in 2018, decreased by 12.6% to RMB7,074 per ton in 2019, and further decreased by
15.5% to RMB5,975 per ton in the five months ended May 31, 2020.

MARKETING, SALES AND CUSTOMERS

We implement a multi-brand strategy. We have long-term plans for our brands and strong brand
communication capabilities. Many of our slogans are well recognized by the consumers, including
“Nongfu Spring tastes a bit sweet” ([ J£ K LI A Eifl 1), “ We are not manufacturers of water. We are
porters of nature” ([ FAMAEEK > A H 2K BIARY#AE T | ) and “Tea n, Be My Own Style” ([ Z&n > H
J&—7K J). We are committed to conveying the spirit and proposition of the brands to the consumers. Our
series of micro-movies, “Porters” series showcase the real and ordinary daily work of our employees or
cooperative partners to convince our customers that we do not take shortcuts, we work in a down-to-earth
manner, and we achieve extraordinary brand pursuits in the ordinary. The “Nature” series of our
micro-movies vividly illustrate that “the quality of the water source defines the quality of life.” We
believe that these micro-movies have been widely recognized by consumers, and have enhanced the brand
reputation and consumer loyalty.

We have established a nationwide sales network with in-depth market penetration, covering all
provinces, municipalities and prefecture-level administrative divisions across China. We sell our
products through traditional channel, modern channel, catering channel, e-commerce channel and other
channels (such as the new retail channel represented by vending machines). We mainly operate a
single-layer distribution system. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and
2020, the revenue from the distribution to our distributors accounted for 95.0%, 94.6%, 94.2%, 95.1%
and 93.6% of our total revenue, respectively. As of May 31, 2020, we covered more than 2.43 million
retail points of sale across China through 4,454 distributors. In addition, we also adopt a direct sale model
to certain customers. We identify direct sale customers by taking into considerations their reputation,
industry experience, synergies with our business and purchase amount. Our direct sale customers mainly
include national or regional supermarkets, chained convenience stores, e-commerce platforms,
restaurants, airlines and large corporate customers. As of May 31, 2020, we had 247 direct sale
customers.

We continue to incorporate our best practice gained from sales management into our information
management system. All of our distributors use our Nongfu Cooperative Partner System (the “NCP
system”). We manage about 12,000 front-line sales personnel and sales managers from us or our
distributors in real time through the NCP system which is available on mobiles and personal computers.

_5_
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PRODUCTION BASES

Our production bases of packaged drinking water are built in close proximity to the water sources.
We have also built the processing and juicing production bases for oranges and apples in Jiangxi Province
and Xinjiang Uygur Autonomous Region, respectively. As of May 31, 2020, we had 12 production bases
with 144 production lines of packaged drinking water and beverage, seven production lines of fresh fruit
juicing and three production lines of fresh fruit processing in aggregate. 17 of our drinking water
production lines can fill as fast as 81,000 bottles per hour. 14 of our beverage production lines can achieve
the Log6 sterilization standard. We determine whether to construct new production plants with reference
to the utilization rates of our production lines and the market conditions. As of the Latest Practicable
Date, we primarily planned to increase the production capacity of the production bases in
Thousand-island Lake, Zhejiang Province (#7{LT &), Wanlv Lake, Guangdong Province (J& % & #ki)
and Mount Changbai, Jilin Province (HFMEHA 1.

RAW MATERIALS, PACKAGING MATERIALS AND SUPPLIERS

The principal raw material we use in the production of our products is PET, which is used in
manufacturing bottles. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, the
costs arising from PET amounted to RMB2,228 million, RMB3,044 million, RMB3,382 million,
RMB1,423 million and RMB998 million, accounting for 29.0%, 31.9%, 31.6%, 32.8% and 28.2% of our
total cost of sales, respectively. Apart from raw materials, we also need packaging materials such as
cardboard boxes and shrink wraps to produce our products. In 2017, 2018 and 2019 and the five months
ended May 31, 2019 and 2020, the costs of packaging materials accounted for 13.5%, 14.0%, 13.0%,
13.0% and 14.6% of our total cost of sales, respectively. We have maintained stable and long-term
relationships with our major suppliers. We only procure raw materials and packaging materials from the
suppliers already listed on our supplier catalogue. We consider several factors in the evaluation and
selection of suppliers, including but not limited to the supplier’s background, reputation, industry
experience, and most importantly the quality and price of their supplies. All new suppliers must go
through our internal supplier admission process before entering into supply agreements with us. Some of
them are subject to an onsite inspection conducted by us on their production plants on an as-needed basis
to test the raw material and packaging material samples and evaluate their production processes and
quality management.

COMPETITIVE STRENGTHS AND DEVELOPMENT STRATEGIES
We believe our competitive strengths are as follows:
(1) We are a leading PRC soft beverage company with scale, growth potentials and profitability;

(ii))  We have preemptively obtained access to ten quality water sources, which forms a long-term
and stable competitive strength, reflecting our unique strategic vision;

(iii) We have established dual growth engines, packaged drinking water and beverage, which
enhance our competitive advantage and reduce the risks of fluctuating operating results;

(iv)  We have built a super brand in the PRC soft beverage market with our belief in natural and
healthy products and perseverance of promoting brand spirit;

(v)  We have established a nationwide sales network with in-depth market penetration supported
by information systems to improve distribution efficiency and manage operational risks;

(vi)  We have industry-leading equipment and manufacturing capabilities with an efficient
logistics and transportation network and stringent quality assurance system; and

(vii) We have a forward-looking, perseverant and passionate founding management team.
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We intend to implement the following development strategies:

()

(ii)

(iii)

(iv)

(v)

continuous brand building;

steady increase in the breadth of distribution and unit retail sales value;

further expansion of production capacity;

greater investment in developing fundamental capabilities; and

exploring overseas market opportunities.

RISK FACTORS

Investing in the Offer Shares involves certain risks, which could be categorized into (i) risks

relating to our business; (ii) risks relating to our industry; (iii) risks relating to legal, compliance and

regulatory matters; and (iv) risks relating to the Global Offering.

Some of the major risks we are exposed to are as follows:

()

(it)

(iii)

(iv)

Our business relies on consumer demand for our products. Any shift in consumer demand, or
any unexpected situation with a negative impact on consumer demand may materially and
adversely affect our business and results of operations;

Any damage to our brand or reputation may materially and adversely affect our business and
results of operations;

If the water sources become contaminated or the supply is unable to satisfy our business
needs, our results of operations and business prospects may be materially and adversely

affected; and

Any product quality issue could materially and adversely affect our results of operations.
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SUMMARY OF THE KEY FINANCIAL DATA

Summary of the Consolidated Statements of Profit or Loss

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage
RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue
Revenue 17,491 100.0% 20,475 100.0% 24,021 100.0% 9,917  100.0% 8,664  100.0%
Cost of sales (7,682)  (43.9%)  (9,554) (46.7%) (10,710)  (44.6%)  (4341) (43.8%)  (3,545) (40.9%)
Gross profit 9,809 56.1% 10,921 53.3% 13,311 55.4% 5,576 56.2% 5,119 59.1%
Other income and gains 402 2.3% 534 2.6% 774 3.2% 271 2.8% 188 2.2%
Selling and distribution
expenses (4,890)  (28.0%)  (5,218) (25.5%)  (5,816) (24.2%)  (2,252) (22.7%) = (2,127)  (24.6%)
Administrative expenses (859) (4.9%)  (1,065) (52%)  (1,383) (5.8%) (523) (5.3%) (595) (6.9%)
Other expenses (19) (0.1%) (405) (2.0%) (371) (1.5%) (7 (0.0%) (3) (0.0%)
Finance costs (8) (0.0%) (4) (0.0%) (16) (0.1%) (1) (0.0%) (23) (0.3%)
Profit before tax 4,435 25.4% 4,763 23.2% 6,499 27.0% 3,070 31.0% 2,559 29.5%
Income tax expense (1,049) (6.0%)  (1,151) (5.6%)  (1,545) (6.4%) (710) (7.2%) (628) (7.2%)
Profit for the year/period 3,386 19.4% 3,612 17.6% 4,954 20.6% 2,360 23.8% 1,931 22.3%
Other comprehensive
income
Exchange differences on
translation of foreign
operation (2) (0.0%) 0 0.0% 3 0.0% 1 0.0% 1 0.0%
Total comprehensive
income for the
year/period 3,384 19.4% 3,612 17.6% 4,957 20.6% 2,361 23.8% 1,932 22.3%
I B B I T B B I D
Attributable to:
Owners of the parent 3,379 19.4% 3,606 17.6% 4,950 20.6% 2,357 23.8% 1,931 22.3%
Non-controlling interests 5 0.0% 6 0.0% 7 0.0% 4 0.0% - 0.0%
Non-IFRS financial
measure — Adjusted
profit for the
year/period
Profit for the year/period 3,386 19.4% 3,612 17.6% 4,954 20.6% 2,360 23.8% 1,931 22.3%
Equity-settled share award
expenses - - - - 157 0.7% - - - -
Donations 4 0.0% 365 1.8% 362 1.5% 1 0.0% 2 0.0%
Listing expenses - - - - 7 0.0% - - 22 0.3%
Non-IFRS financial
measure — Adjusted
profit for the
year/period 3,390 19.4% 3,977 19.4% 5,480 22.8% 2,361 23.8% 1,955 22.6%
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As our adjusted profit for the year/period is not calculated in accordance with IFRS, it is
considered a non-IFRS financial measure. We believe that adjusted profit for the year/period can better
illustrate the underlying trends in our business because it eliminates the impacts of non-recurring items or
items that our management considers not directly indicative of our daily operations. Equity-settled share
award expenses and listing expenses were non-recurring items and are not directly indicative of the
operations of our packaged drinking water and beverage business. Donations are also not directly
indicative of the operation of our packaged drinking water and beverage business. However, such
non-IFRS financial measure we presented may not be directly comparable to similar measures presented
by other companies. The use of this non-IFRS measure should not be considered as substitute for analysis
of, our results of operations or financial condition as reported under IFRS. See “Financial Information —
Non-IFRS Financial Measure.”

Summary of the Consolidated Statements of Financial Position

As of December 31, As of May 31,
2017 2018 2019 2020
(RMB million)

Current assets 6,857 8,841 4,372 7,135
Current liabilities (5,197) (6,163) (7,441) (8,847)
Net current assets/(liabilities) 1,660 2,678 (3,069) (1,712)
Non-current assets 9,766 12,109 13,424 13,806
Non-current liabilities (261) (371) (473) (461)
Total equity 11,165 14,416 9,882 11,633
Non-controlling interest 38 44 - -

Our net current assets increased from RMB 1,660 million as of December 31, 2017 to RMB2,678
million as of December 31, 2018, primarily due to an increase in the cash generated from our operation.
Our total equity decreased as compared with that as of December 31, 2018 and we recorded net current
liabilities of RMB3,069 million as of December 31, 2019, primarily due to the dividend payments to the
Shareholders of the Company. Our net current liabilities decreased from RMB3,069 million as of
December 31, 2019 to RMB 1,712 million as of May 31, 2020, primarily due to an increase in our net cash
and bank balances of RMB2,977 million primarily attributable to the cash from our operation. Taking into
account that (i) we expect to continuously record net cash inflows generated from operating activities
from June to August 2020, (ii) approximately 10% of the net proceeds from the Global Offering will be
used for working capital and other general corporate purposes, and (iii) our unutilized and unrestricted
banking facilities of RMBS§,479 million as of June 30, 2020, we believe that we will be able to maintain
sufficient funds to meet our working capital requirements or other financing needs. Our net current
liabilities position was primarily attributable to the dividends paid to the Shareholders of the Company of
RMB9,598 million in 2019. We believe our net liabilities position will be improved after the Listing with
net cash inflows generated from operating activities. See “Financial Information — Liquidity and Capital
Resources” and “Risk Factors — Risks Relating to Our Business — We recorded net current liabilities as of
December 31, 2019 and May 31, 2020, which might expose us to certain liquidity risks and could
constrain our operational flexibility.”
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Summary of the Consolidated Statements of Cash Flows

Operating profit before working
capital changes
Changes in working capital

Cash generated in operations

Income tax paid
Interest received
Interest paid

Net cash generated from operating
activities

Net cash (used in)/generated from
investing activities

Net cash (used in)/generated from
financing activities

Net increase/(decrease) in cash and
cash equivalents

Cash and cash equivalents at beginning
of the year/period

Effect of foreign exchange rate
changes

Cash and cash equivalents at end of
the year/period

Five Months Ended

Year Ended December 31, May 31,
2017 2018 2019 2019 2020
(RMB million)
(Unaudited)

5,456 5,959 8,080 3,638 3,327
24 (334) 647 (343) 177
5,480 5,625 8,727 3,295 3,504
(869) (1,176) (1,511) (754) (656)
95 185 272 105 25
9 4) (16) (2) (23)
4,697 4,630 7,472 2,644 2,850
(4,646) (3,674) 643 (1,791) (603)
(444) 457) (8,697) (33) 929
(393) 499 (582) 820 3,176
1,257 863 1,364 1,364 783
(1) 2 1 2 1

863 1,364 783 2,186 3,960

In 2017, we recorded net cash outflows, primarily due to our net cash used in investing activities of

RMB4,646 million, mainly attributable to (i) purchases of items of property, plant and equipment of

RMB2,273 million; and (ii) an increase in time deposits with original maturity of more than three months

when acquired, which were used in investing activities, of RMB2,200 million. In 2019, we recorded net

cash outflows, primarily due to our net cash used in financing activities of RMB&,697 million, mainly
attributable to dividends paid to the Shareholders of the Company of RMB9,598 million.

10—



SUMMARY

Key Financial Ratios

Five Months Ended/

Year Ended/As of December 31, As of May 31,

2017 2018 2019 2019 2020
Gross profit margin‘" 56.1% 53.3% 55.4% 56.2% 59.1%
Net profit margin‘® 19.4% 17.6% 20.6% 23.8% 22.3%
Adjusted net profit margin for

the year/period® 19.4% 19.4% 22.8% 23.8% 22.6%

Return on assets® 23.1% 19.2% 25.6% N/M® N/M®
Return on equity®’ 35.0% 28.2% 40.8% N/M® N/M®
Current ratio® 1.32 1.43 0.59 N/A 0.81
Quick ratio'”’ 1.04 1.13 0.35 N/A 0.61
Gearing ratio® 0.9% 0.3% 10.5% N/A 18.5%
Notes:

W Equals gross profit divided by revenue. See “Financial Information — Results of Operations — Gross Profit and Gross Profit

Margin.”

@ Equals profit for the year/period divided by revenue.

® Equals adjusted profit for the year/period divided by revenue. See “Financial Information — Results of Operations.”

Adjusted profit for the year/period is a non-IFRS financial measure.

“ Equals profit for the year divided by the average of the beginning and ending total assets for that year and multiplied by

100%.

® Equals profit for the year divided by the average of the beginning and ending total equity for that year and multiplied by

100%.

© Equals current assets divided by current liabilities as of the same date.

@ Equals current assets less inventories and divided by current liabilities as of the same date.

® Equals total debt (including interest-bearing borrowings and lease liabilities) divided by total equity and multiplied by

100%.
® These ratios are not meaningful as numbers for the period are not comparable to the numbers for the year.
The gearing ratio increased from 0.3% as of December 31, 2018 to 10.5% as of December 31,
2019, primarily due to (i) a decrease in our total equity as we paid dividends of RMB9,598 million to the
Shareholders of the Company in 2019, and (ii) we obtained interest-bearing borrowings of RMB1,000
million in 2019. The gearing ratio further increased to 18.5% as of May 31, 2020, primarily due to an
increase of RMB1,113 million in our interest-bearing borrowings as of May 31, 2020 as compared with
that as of December 31, 2019, mainly attributable to the increased loans to ensure the stability of our
business operations, in view of the potential impacts of the COVID-19 outbreak to our operations and the
relevant preparations we should make.

OUR CONTROLLING SHAREHOLDERS

As of the Latest Practicable Date, Mr. Zhong Shanshan held approximately 87.4472% interest in
our share capital, including approximately 17.8634% direct interest and approximately 69.5838%
indirect interest through Yangshengtang. Mr. Zhong Shanshan is interested in 100% of the registered
capital of Yangshengtang, including 98.3800% direct interest and 1.6200% indirect interest through
Hangzhou Youfu, which is wholly owned by Mr. Zhong Shanshan. Immediately following the completion
of the Global Offering (assuming the Over-allotment Option is not exercised), Mr. Zhong Shanshan will
hold approximately 84.4128% interest in our share capital, including approximately 17.2435% direct
interest and approximately 67.1693% indirect interest through Yangshengtang. Accordingly, Mr. Zhong
Shanshan and Yangshengtang will remain as our Controlling Shareholders immediately after the Listing.
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IMPACT OF THE COVID-19 OUTBREAK

Since the end of December 2019, the outbreak of COVID-19 has materially and adversely affected
the global economy. During the COVID-19 outbreak, the PRC government implemented strict measures
to control the outbreak in China, including schools and business closures, transport bans and workplace
shutdowns. Affected by the COVID-19 outbreak and the government’s relevant control measures,
business operations of our production bases were temporarily suspended after the Chinese New Year in
2020. We have fully resumed our business operations since March 2020. The COVID-19 outbreak also
affected our third-party logistics suppliers. By the end of April 2020, all of our third-party logistics
suppliers resumed work. During the COVID-19 outbreak, demands for consumer goods was significantly
affected by the reduced consumer mobility and the closure of retail points of sale. As a result, we received
less orders from customers. Our revenue and net profit in the five months ended May 31, 2020 decreased
by 12.6% and 18.2%, respectively, compared with that in the five months ended May 31, 2019. Packaged
drinking water, as a consumption necessity, addresses consumers’ basic drinking needs, and such needs
were less affected by the COVID-19 outbreak. As a result, revenue from our packaged drinking water
products in the five months ended May 31, 2020 decreased slightly by 4.3% as compared with that in the
five months ended May 31, 2019. Revenue from tea beverage products, functional beverage products and
juice beverage products decreased by 21.2%, 40.9% and 13.6%, respectively. We provided temporary
credit period to certain distributors for their cashflow in order to assist them in coping with the impact of
the COVID-19 outbreak. The provision of such credit period resulted in an increase of our trade and bills
receivables turnover days in the five months ended May 31, 2020 by 0.5 days. If there is a resurgence of
COVID-19 cases in the future, our revenue, gross profit margins and net profit may be negatively
affected. See “Financial Information — Impact of the COVID-19 Outbreak.”

We had unrestricted deposits of RMB7,162 million as of July 31, 2020. Assuming our operations
will remain at a similar level as compared with the first five months of 2020, our revenue in the second
half of 2020 would be 12.6% less as compared with that in the same period in 2019. Even in such
circumstances, we would still have sufficient working capital to maintain our daily operations. In
addition, taking into consideration the cash payment of dividend of RMB7,800 million prior to the
Listing and our plan to use 10% of the net proceeds from the Global Offering as our working capital, we
would still have sufficient working capital to maintain our daily operations.

Assuming the worst case scenario of the COVID-19 outbreak, in which we:

. cease all operations from September 2020 onward, which assumes that from September
2020 onward, we will not earn or incur (a) any revenue and costs in relation to sales
activities, (b) any expenses in relation to marketing activities, (¢) any expenses in relation to
the production of products, and (d) expenses in relation to R&D activities;

. keep all of our employees and make all their salaries payments;
. settle all of our outstanding trade payables as of August 31, 2020;
. estimate the settlement of trade receivables on a prudent basis by taking into account our

historical settlement patterns;
. use 10% of the net proceeds from the Global Offering as our working capital;
. sell all of our inventories as of August 31, 2020;
. make the cash payment of dividend of RMB7,800 million prior to the Listing; and
o use our unutilized and unrestricted overdraft facilities when needed, which was RMBS§,479

million as of June 30, 2020;
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we would have sufficient cashflow for our business to remain financially viable for at least the 12
months ending August 31, 2021, which includes, but is not limited to the timely payment as the following:

. employee’s salaries payments;

. lease payments;

. payments for existing purchases plans for long-term assets; and
. repayments of bank loans.

RECENT DEVELOPMENT

Our Directors confirmed that, as of the date of this prospectus, save as disclosed in this subsection,
there has been no material adverse change in our financial or trading position or prospects since May 31,
2020.

Our revenue decreased by 6.2% from RMB 12,310 million in the six months ended June 30, 2019 to
RMB11,545 million in the six months ended June 30, 2020, which represented a smaller decrease as
compared with the 12.6% decrease in revenue from the five months ended May 31, 2019 to the five
months ended May 31, 2020. The foregoing selected unaudited financial data in relation to our revenue in
the six months ended June 30, 2020 is derived from our unaudited interim financial statements for the six
months ended June 30, 2020. Our unaudited interim financial statements for the six months ended June
30, 2020 have been reviewed by our reporting accountants in accordance with Hong Kong Standard on
Review Engagements 2410 “Review of interim financial information performed by the independent
auditor of the entity” issued by the Hong Kong Institute of Certified Public Accountants.

The selected unaudited financial data shows that our revenue increased at a higher rate in June
2020 compared with June 2019, primarily due to the sales growth in our packaged water products. Our
business is gradually recovering from the impact from the COVID-19 outbreak, and we believe that our
business operations are returning to the normal level prior to the COVID-19 outbreak.

According to the information currently available, our Directors are of the view that the COVID-19
outbreak would not have a material adverse effect on our results of operations in the twelve months
ending December 31, 2020 and our long-term business development.

The heavy rainfall in July 2020 resulted in floods across several provinces in China. Such rainfall
and floods had a negative impact on the sales of our products at retail points of sale, as some retail points
of sale were temporarily closed due to the rainfall or the floods. In addition, the delivery of our products
to some retail points of sale were disrupted. As a result, our revenue and profit were adversely affected.
Such adverse impact is expected to be only temporary as the weather conditions had improved and the
floods had become under control in mid-August 2020. Our production was not materially and adversely
affected by the rainfall or the floods.
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DIVIDENDS

With respect to 2017, 2018 and 2019 financial years, we paid dividends of RMB367 million,
RMB367 million and RMB9,598 million to the Shareholders of the Company, respectively. At our
shareholders’ general meeting held in March 2020, we declared dividend of RMB900 million in total,
consisting of RMB720 million share dividends and RMB 180 million cash dividends. Such dividends have
been fully paid in April 2020. At the same shareholders’ general meeting, it was resolved that all of our
distributable historical retained profit as of December 31, 2019 shall be retained by our existing
Shareholders as of the date of the shareholders’ general meeting. Any declaration and payment as well as
the amount of dividends will be subject to our Articles of Association and the relevant PRC laws,
according to which the dividends may be paid only out of distributable profits as determined under PRC
GAAP or IFRSs, whichever is lower. Accordingly, we declared RMB7,800 million of such historical
retained profit as dividends to our existing Shareholders on August 14, 2020 and we intend to pay all such
dividends in cash before the completion of the Global Offering. We believe that the distribution of these
dividends will not have a material impact on the sufficiency of our working capital after the Listing. We
had unrestricted deposits of RMB7,162 million as of July 31, 2020. We expect to continuously record net
cash inflows from operating activities from August 2020 onward. Therefore, we believe that we will be
able to maintain sufficient funds to meet our working capital requirements and debt obligations. We do
not intend to take out extra bank borrowings for the purpose of dividends settlement.

We currently do not have a pre-determined dividend payout ratio. The Board may declare, and the
Company may pay, dividends after taking into account our results of operations, financial condition, cash
flow, operating and capital expenditure requirements, future business development strategies and
estimates and other factors as it may deem relevant. Our historical declarations of dividends may not
reflect our future declarations of dividends.

DISTRIBUTABLE RESERVES

Pursuant to our Articles of Association and following the Listing Rules, the amount of our retained
profits available for distribution shall be the lower of the amount determined under PRC GAAP and that
determined under IFRSs. Although the calculation of net profit and distributable reserves under PRC
GAAP differs from that under IFRS, we do not expect such difference to have a material impact on our
future decision to declare or pay dividends. As of May 31, 2020, we had RMBS,375 million under IFRSs
as reserve available for distribution. After the payment of the declared dividends of RMB7,800 million,
our distributable reserves will be reduced by RMB7,800 million accordingly.

LISTING EXPENSES

Listing expenses represent professional fees, underwriting commission and fees incurred in
connection with the Listing and the Global Offering. Based on the mid-point of the indicative Offer Price
range for the Global Offering and assuming the Over-allotment Option is not exercised, our listing
expenses are estimated to be approximately RMB201 million (including underwriting commission),
accounting for approximately 2.8% of the gross proceeds from the Global Offering. During the Track
Record Period, we incurred RMB29 million of listing expenses, which has been charged to our
consolidated statements of profit or loss. We expect to incur additional expenses of approximately
RMB172 million after May 31, 2020, of which RMB32 million is expected to be charged to our
consolidated statements of profit or loss and RMB 140 million will be capitalized expenses. The listing
expenses above are the latest practicable estimate for reference only, and the actual amount may differ
from this estimate. Our Directors do not expect such listing expenses to have a material adverse impact on
our results of operation for 2020.
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SUMMARY

STATISTICS OF THE GLOBAL OFFERING

The statistics in the following table are based on the assumptions that (i) the Global Offering is
completed and 388,231,800 H Shares are issued and sold in the Global Offering; (ii) the Over-allotment
Option is not exercised; and (iii) 11,188,231,800 Shares are issued and outstanding following the
completion of the Global Offering.

Based on an Based on an
Offer Price of Offer Price of
HK$19.50 per H  HK$21.50 per H
Share Share
Market capitalization of the Shares following the completion of the HK$218,171 HK$240,547
Global Offering million million
Unaudited pro forma adjusted consolidated net tangible assets per
Share of the Company attributable to owners of the Company " HK$1.82 HK$1.88

Note:

“) The unaudited pro forma adjusted consolidated net tangible assets per Share of the Company attributable to owners of the

Company were calculated after adjustments as specified in “Appendix II — Unaudited Pro Forma Financial Information.”
The unaudited pro forma adjusted consolidated net tangible assets per share does not take into account the cash dividend
distribution of approximately RMB7,800.0 million declared on August 14, 2020. Had such dividend been taken into
account, the unaudited pro forma adjusted consolidated net tangible assets per Share would be approximately RMB0.93,
assuming an Offer Price of HK$19.50 per Share, and RMBO0.99, assuming an Offer Price of HK$21.50 per Share.

USE OF PROCEEDS

We estimate that we will receive net proceeds from the Global Offering of approximately
HK$7,768 million, after deducting underwriting commissions, fees and estimated expenses payable by us
in connection with the Global Offering, assuming an Offer Price of HK$20.50 per Share, being the
mid-point of the indicative Offer Price range stated in this prospectus, and assuming no exercise of the
Over-allotment Option. We currently intend to apply these net proceeds for the following purposes:

(1) approximately 25%, or HK$1,942 million, will be used for brand building;

(ii)  approximately 25%, or HK$1,942 million, will be used for purchasing equipment such as
refrigerators, warm cabinets and smart retail equipment to expand our sales capabilities;

(iii) approximately 20%, or HK$1,553 million, will be used for capital expenditure for
increasing the production capacity;

(iv) approximately 10%, or HK$777 million, will be used for strengthening fundamental
capabilities in business operations;

(v)  approximately 10%, or HK$777 million, will be used for repaying bank loans; and

(vi) approximately 10%, or HK$777 million, will be used for working capital and other general
corporate purposes.
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FORWARD-LOOKING STATEMENTS

This prospectus includes forward-looking statements. All statements other than statements of
historical facts contained in this prospectus, including, without limitation, those regarding our future
financial position, our strategies, plans, objectives, goals, targets and future developments in the markets
where we participate or are seeking to participate, and any statements preceded by, followed by or that
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predict,” “aim,” “intend,” “will,” “may,
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include the words “believe,” “expect,” “estimate, plan,”
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“consider,” “anticipate,” “seek,” “should,” “could,” “would,” “continue,” or similar expressions or the
negative thereof, are forward-looking statements. These forward-looking statements involve known and
unknown risks, uncertainties and other factors, some of which are beyond our control, which may cause
our actual results, performance or achievements, or industry results, to be materially different from any
future results, performance or achievements expressed or implied by the forward-looking statements.
These forward-looking statements are based on numerous assumptions regarding our present and future
business strategies and the environment in which we will operate in the future. Important factors that
could cause our actual performance or achievements to differ materially from those in the

forward-looking statements include, among other things, the following:

. our ability to successfully implement our business plans and strategies;

. future developments, trends and conditions in the industry and markets in which we operate
or into which we intend to expand;

. our business prospects;

. our capital expenditure plans;

o our financial condition and performance;

. any changes in the laws, rules and regulations of the central and local governments in the

PRC and other relevant jurisdictions and the rules, regulations and policies of the relevant

governmental authorities relating to all aspects of our business and our business plans;

. changes or volatility in interest rates, foreign exchange rates, equity prices or other rates or
prices, including those pertaining to the PRC and the industry and markets in which we

operate; and

. global political and economic conditions, including those related to the PRC and other

relevant jurisdictions in which we have or intend to have business operations.

Additional factors that could cause actual performance or achievements to differ materially
include, but not limited to, those discussed under “Risk Factors” and elsewhere in this prospectus. We
caution you not to place undue reliance on these forward-looking statements, which reflect our
management’s view only as of the date of this prospectus. We undertake no obligation to update or revise
any forward-looking statements, whether as a result of new information, future events or otherwise. In
light of these risks, uncertainties and assumptions, the forward-looking events discussed in this
prospectus might not occur. All forward-looking statements contained in this prospectus are qualified by

reference to the cautionary statements set out in this section.
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RISK FACTORS

An investment in the Shares involves various risks. You should consider carefully all the
information set out in this prospectus and, in particular, the risks described below before making
an investment in the Shares.

The occurrence of any of the following events could materially and adversely affect our
business, financial position, results of operations or prospects. If any of these events occurs, the
trading price of the Shares could decline and you may lose all or part of your investment. You
should seek professional advice from your relevant advisors regarding your prospective investment
in the context of your particular circumstances.

RISKS RELATING TO OUR BUSINESS

Our business relies on consumer demand for our products. Any shift in consumer demand, or any
unexpected situation with a negative impact on consumer demand may materially and adversely
affect our business and results of operations.

Our business relies on consumer demand for our products, which depends substantially on factors
such as (i) consumer spending patterns, (ii) consumer preferences and tastes, (iii) consumer income, (iv)
consumer perceptions of and confidence in our product quality and food safety, and (v) consumer
awareness of healthy lifestyle. Driven by accelerating urbanization process, increasing disposable
income and consumption upgrade, the demand for packaged drinking water and beverage has been
growing continuously. Changes in any of the above at any time could result in decline in consumer
demand for our products. Our business development will depend partly on our ability to (i) anticipate,
identify or adapt to such changes, (ii) introduce new attractive products and marketing strategies in a
timely manner, and (iii) develop appropriate sales network accordingly.

Although we dedicate substantial resources to consumer-centric market research and data analysis
to upgrade our existing products and to develop, design and launch new products, we cannot assure you
that our product portfolio will continuously lead the market trends. Any changes in consumer preferences
and tastes may impose downward pressure on sales and pricing of our products or lead to increases in
selling and distribution expenses.

The outbreak of COVID-19 adversely affected, and may continue to affect, the demand for our
products, our business operations and financial conditions.

Since the end of December 2019, the outbreak of COVID-19 has materially and adversely affected
the global economy. During the COVID-19 outbreak, the PRC government implemented strict measures
to control the outbreak in China, including school and business closures, transport bans and workplace
shutdowns. Consumer demand was significantly affected by the outbreak and the government’s relevant
control measures. According to the National Bureau of Statistics, China’s GDP in the first quarter of 2020
was RMB20,650.4 billion, which decreased by 6.8% compared with the first quarter in 2019; China’s
total retail sales of consumer goods decreased by 16.2% in the first four months of 2020, compared with
the same period in 2019.

During the COVID-19 outbreak, the mobility of consumers was reduced and retail points of sale

were closed, and the sales of our products decreased compared with that during the same period in 2019.
In addition, affected by the COVID-19 outbreak and the government’s relevant control measures,
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business operation of our production bases was temporarily suspended after the Chinese New Year in
2020. We have fully resumed our business operations since March 2020. The COVID-19 outbreak also
affected our third-party logistics suppliers. By the end of April 2020, all of our third-party logistics
suppliers resumed work. Our revenue and net profit in the five months ended May 31, 2020 decreased by
12.6% and 18.2%, respectively, compared with that in the five months ended May 31, 2019. If the
COVID-19 outbreak continues, it may affect the sales of our products and the supply of imported
equipment. Although our inventory of raw material not-from-concentrate juice for 2020 is adequate, the
COVID-19 outbreak may affect the supply of overseas juice raw materials in 2021. See “Financial
Information — Impact of the COVID-19 Outbreak — Production and Supply Chain.” We cannot assure you
that the outbreak will not persist, or that there will not be similar events in the future. If the COVID-19
outbreak continues, our business, results of operations and financial condition will continue to be
adversely affected. See “Financial Information — Impact of the COVID-19 Outbreak.”

Any damage to our brand or reputation may materially and adversely affect our business and
results of operations.

Our business relies on consumers’ recognition of and their trust in our brand. Our brand and
reputation may be damaged by product defects, product liability claims, consumer complaints, negative
rumors, negative media coverage or any other forms of negative publicity. Any complaint, claim or
negative publicity against us or our products, even if meritless or immaterial to our operations, could
damage our brand and reputation, and divert management’s attention and resources from other important
business concerns, which may materially and adversely affect our business and results of operations.

If water sources become contaminated or the supply is unable to satisfy our business needs, our
results of operations and business prospects may be materially and adversely affected.

We currently draw water from natural water sources. The high quality and stable supply of water
from such sources are essential to our business operations. Although the quality and the quantity of such
water supply have not materially deteriorated since they were secured, we cannot assure you that the
quality and the quantity of such water supply will not be adversely affected by factors including
pollution, geological changes, natural disasters, climate and other environmental changes, as well as

other factors beyond our control.

We have continuously been looking for new high-quality water sources to support our long-term
business growth. Before we secure a water source, we need to conduct a series of investigations and
assessments, such as water quality monitoring, water supply assessments, assessments on establishment
conditions for water plants and evaluation on potential operation capacity of such water plants. In
addition, we are required to obtain a number of approvals, such as the water-taking permit and the mining
permit from the government, in order to secure the water source. We cannot assure you that we will be
able to secure new water sources that could meet our business needs and support our growth in a timely

manner.

If the quality or the quantity of the water supply from existing water sources deteriorate due to
environmental factors or other reasons, and we are unable to timely secure new water sources, our water
supply may be insufficient to meet our business needs, which will in turn materially and adversely affect
our results of operations and business prospects.
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Any product quality issue could materially and adversely affect our results of operations.

We believe that the quality of our products is critical to our success. In addition to risks associated
with the processing and labelling of our products, some third parties, such as (i) suppliers of raw
materials and packaging materials, (ii) logistics service providers, (iii) distributors, and (iv) operators at
points of sale, could also affect the quality of our products or lead to inventory obsolescence if these third

parties fail to provide raw materials, packaging materials or services to us with satisfactory quality.

We have established stringent quality control systems to ensure the quality of our products. Our
quality control systems primarily consist of quality control measures for raw materials and packaging
materials, production process, finished goods storage, and delivery and sales. See “Business —
Production” and “Business — Quality Control.” The effectiveness of our quality control systems depends
on a number of factors, including the design of our quality control systems and our ability to ensure our
employees complying with our quality control policies and procedures. We cannot assure you that the
design of our quality control systems will be effective at all times. We also cannot assure you that all our
employees will always comply with the quality control policies and will not make any mistakes when

executing quality control procedures.

Any product quality issue resulted from failure of our quality control systems or other reasons
could expose us to product liability claims, negative publicity, government scrutiny, investigation or
intervention, administrative actions and product recalls or returns, which could materially and adversely

affect our brand, reputation, results of operations, financial condition and business prospects.

Our marketing activities may not be effective in attracting consumers, which may in turn adversely
affect our results of operations.

We conduct various marketing activities to promote our products to consumers. We promote our
brands and products to consumers through our social media accounts and third-party social media
accounts. We communicate with consumers in a comprehensive approach through advertising, campaigns
using bottle labels, variety show title sponsorships, product placement in film and television
programmes, celebrity endorsements, sports event sponsorships, social media marketing, and
cross-industry cooperation. These marketing campaigns may incur significant marketing expenses. In
2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, our selling and distribution
expenses were RMB4,890 million, RMBS5,218 million, RMB5,816 million, RMB2,252 million and
RMB2,127 million, respectively. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and
2020, our advertising and promotion expenses were RMB982 million, RMB 1,234 million, RMB1,219
million, RMB428 million and RMB399 million, respectively, which represented 5.6%, 6.0%, 5.1%, 4.3%
and 4.6% of our total revenue, respectively.

We cannot assure you that our marketing activities will enable us to achieve our sales targets. The
effectiveness of sales and marketing activities is relatively hard to predict and evaluate. Their effects may
be delayed, resulting in a delayed revenue growth which may not be fully reflected during the period in
which the sales and marketing activities took place. If the results of our marketing activities fail to meet
our expectation, or if we fail to conduct the marketing activities as planned, our results of operations,
financial condition, market share, brand and reputation may be adversely affected.
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Any failure to successfully upgrade our existing products or to develop, launch and promote new
products may adversely affect our business development plans and profitability.

The choices and preferences of consumers may be influenced by new products that appear in the
market. Accordingly, we have been continuously improving the flavour and packaging of our existing
products, as well as developing, launching and promoting new products to maintain our competitiveness.
To support our product upgrade and expansion plans, we need to devote significant resources in
researching and developing our products, and recruiting production and marketing professionals that are
appropriate for our products. Moreover, we need to select suitable suppliers of raw materials and
packaging materials, logistics service providers and distributors. All these tasks involve risks, and require

substantial planning, effective execution and significant expenditures.

We also cannot assure you that our upgraded or new products will be able to generate positive cash
flows or become profitable within a short period of time or at all. If we fail to bring upgraded or new
products to the market in a cost-effective manner, our profitability, results of operations and business

prospects may be adversely affected.

Failure to compete effectively may adversely affect our market share and profitability.

Our industry is highly competitive, and the competition may further intensify. Some of our
competitors have solid positions in several market segments with longer operating histories, global vision
or greater financial, research and development or other resources. These competitors focus on specific
products, regions or channels, which allow them to compete better in terms of understanding consumers,
market influence and costs. As a result, our competitors may introduce better products or adapt more

quickly to the evolving industry trends or market demands.

Our current or potential competitors may provide products that are highly similar to ours. We also
cannot assure you that imitation or counterfeiting of our products, logos or brands will not occur in the
market. It is often difficult to identify or eliminate those imitated or counterfeit products in a timely

manner. Such incidents may affect our reputation and brand.

It is also possible that there will be significant consolidation or development of alliances in our
industry, which may enable our competitors to rapidly acquire significant market share. Furthermore,
competition may cause competitors to substantially increase their advertising expenses and marketing
activities or to engage in unreasonable or predatory pricing behavior, or may even result in activities,
whether legal or illegal, designed to undermine our brand and reputation or to influence consumers’
confidence in our products. Any failure to respond to such competition effectively may materially and

adversely affect our brand, reputation, results of operations, financial condition and business prospects.

We may not be able to maintain our revenue growth and profitability.

Our revenue increased from RMB17,491 million in 2017 to RMB20,475 million in 2018 and
further to RMB24,021 million in 2019, with a CAGR of 17.2%. We cannot assure you that the demand for
our products will continue to grow at a similar rate in the future due to reasons including market

saturation as well as competition from new market participants and alternative products.
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Our net profit margin in 2017, 2018 and 2019 were 19.4%, 17.6% and 20.6%, respectively. Our
ability to sustain high profitability depends on whether we can continue (i) generating a high level of
sales revenue; (ii) managing effectively the production costs; and (iii) managing effectively the costs and
expenses associated with operations, sales and marketing. If we fail to manage our growth or sustain our
profitability effectively, our business, financial condition and results of operations could be adversely
affected. Affected by the COVID-19 outbreak, our revenue and net profit for the five months ended May
31, 2020 decreased compared to the same period last year. See “Financial Information — Impact of the
COVID-19 Outbreak.”

During the Track Record Period, we have continuously made donations. In 2017, 2018, 2019 and
the five months ended May 31, 2019 and 2020, our donations were RMB4 million, RMB366 million,
RMB362 million, RMB1 million and RMB2 million, respectively. See “Financial Information — Results
of Operations — Other Expenses.” Such donations, as a part of other expenses under the consolidated
statements of comprehensive income, adversely affected our profit for the year/period.

We may not be able to effectively maintain our business relationship with or manage our customers,
and/or manage our distribution network, which could adversely affect our brand, results of
operations and financial condition.

During the Track Record Period, we mainly operate a single-layer distribution system where we
engage the distributors to sell a substantial majority of our products. In 2017, 2018 and 2019 and the five
months ended May 31, 2019 and 2020, sales to distributors were RMB16,610 million, RMB19,362
million, RMB22,623 million, RMB9,432 million and RMBS,112 million, respectively, which accounted
for 95.0%, 94.6%, 94.2%, 95.1% and 93.6% of our total revenue, respectively. Our distributors may sell
our products to sub-distributors. We typically do not have any contractual relationship with such
sub-distributors. From 2020, in order to further enhance our market penetration, we have selectively
entered into tripartite agreements among us, our distributors and a few sub-distributors who have market
potentials in the rural market. We do not have any purchase, payment or other direct transactions with
such sub-distributors. Such sub-distributors purchase from our distributors. We have limited control over
the daily business activities of distributors and sub-distributors. In addition to selling through
distributors, we also sold products directly to our direct sale customers. Our customers are crucial for our
brand maintenance, operations and distribution network expansion, and future development, and may
directly affect our sales volume and profitability. We may not be able to secure long-term attractive
business terms with our customers. Any (i) reduction, delay or cancellation of orders from our customers,
(ii) increased sales of our competitors’ products by our customers, (iii) failure to maintain good
relationships with existing customers, and (iv) inability to expand customer base or identify replacement
customers upon the loss of customers, may cause material fluctuation or decline in our revenue, which in
turn could have a material adverse effect on our market share, results of operations and financial
condition. In 2017, 2018 and 2019 and the five months ended May 31, 2020, we terminated a total of
1,325, 995, 489 and 22 distributors, respectively. See “Business — Marketing, Sales and Customers —
Sales and Customers — Our Customers — Distributors.”

Although we required our distributors to comply with their distribution agreements with us,
according to which our distributors are only permitted to sell our products in a predetermined geographic
area through specified channels, we have limited control over their daily business activities.
Non-compliance with the agreements or sales policies by any of our distributors could disrupt our sales
and may even affect our results of operations. We may not be able to accurately track the sales and
inventory levels of our distributors and their sub-distributors for our products, which may cause us to
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incorrectly predict sales trends and prevent us from quickly adjusting our marketing and product
strategies. In addition, we could be liable for damages or fines due to the sales and marketing activities of
our customers, which may have an adverse effect on our financial condition.

Fluctuations in prices and changes in the quality of raw materials and packaging materials could
materially and adversely affect our profitability and results of operations.

Our ability to control our costs depends on our ability to secure key raw materials and packaging
materials that meet our quality standards from our suppliers at reasonable prices. Our raw materials are
primarily PET for producing bottles, bottle caps, labels, sugar and juice. The costs of raw materials
accounted for 60.7%, 60.9%, 61.7%, 63.9% and 58.0% of our total cost of sales in 2017, 2018 and 2019
and the five months ended May 31, 2019 and 2020, respectively. Our packaging materials primarily
consist of cardboard boxes and shrink wraps. The costs of packaging materials accounted for 13.5%,
14.0%, 13.0%, 13.0% and 14.6% of our total cost of sales in 2017, 2018 and 2019 and the five months
ended May 31, 2019 and 2020, respectively. We expect our cost of raw materials and packaging materials
to continue to account for a relatively large portion of our costs of sales.

The procurement price of our raw materials and packaging materials could be volatile due to a
variety of factors beyond our control. The price of raw materials (particularly PET) and packaging
materials may be affected by factors such as the global and PRC economic condition, relevant
government regulations and policies, and changes in supply and demand. The supply of some of our raw
materials (such as juice and tea leaves) may be negatively affected by factors such as adverse weather
conditions and pest disasters, which could lead to an increase in the procurement price of such raw
materials.

We rely on suppliers to supply raw materials and packaging materials that meet our quality
standards. We may fail to ensure the comprehensiveness and effectiveness of their quality control
systems. Although we inspect all our raw materials and packaging materials before they are delivered to
us by suppliers, we cannot assure you that we will be able to detect quality defects in our raw materials
and packaging materials in a timely manner.

Any increase in the prices of raw materials and packaging materials may cause us to adjust our
product prices upward, which could in turn reduce the competitiveness of our products. In cases where
raw materials and packaging materials prices increase, and we choose not to increase the price of our
products to maintain competitiveness despite the increases in costs, it would render us unable to pass on
such costs to our customers and adversely affect our profitability.

Any delivery delay, improper handling of goods or increase in transportation costs of our logistic
service providers could adversely affect our business and results of operations.

We engage logistics service providers to store and transport products to our customers. In 2017,
2018 and 2019 and the five months ended May 31, 2019 and 2020, our logistics and storage expenses
were RMB2,336 million, RMB2,257 million, RMB2,526 million, RMB999 million and RMB905 million,
respectively, which represented 13.4%, 11.0%, 10.5%, 10.1% and 10.4% of our total revenue,
respectively. The vast majority of our products are delivered by trucks or trains. The services provided by
our logistics service providers may be suspended or cancelled due to unforeseen events, which could
cause interruption to the sales or delivery of our products. In addition, delivery delays may occur for
various reasons beyond our control, including improper handling by our logistics service providers, labor
disputes or strikes, acts of war or terrorism, outbreaks of epidemics, earthquakes and other natural
disasters.
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Any improper handling of our products by the logistics service providers could also result in
product contamination or damage, which may in turn lead to product recalls, product liabilities, increased
costs and damage to our reputation, which may in turn adversely affect our business, financial condition
and results of operations.

The storage and transportation costs of our logistics service providers are subject to factors beyond
our control, such as the fluctuation in the gasoline price, increases in road tolls and bridge tolls, and
changes in transportation regulations. Any increase in the service costs of our logistics service providers
may lead to an increase to our logistic expenses, which may in turn negatively affect our results of
operations.

If we are unable to perform our contracts, our results of operations and financial condition may be
adversely affected.

As of December 31, 2017, 2018 and 2019 and May 31, 2020, we had contract liabilities of
RMB1,578 million, RMB1,996 million, RMB2,078 million and RMB1,386 million, respectively. Our
contract liabilities are prepayments from customers. See “Financial Information — Liquidity and Capital
Resources — Contracts Liabilities.” If we fail to honor our obligations under our contracts with customers,
we may not be able to convert such contract liabilities into revenue, and our customers may also require
us to refund the prepayments they have made, which may in turn adversely affect our financial condition.
In addition, if we fail to honor our obligations under our contracts with customers, it may also adversely
affect our relationship with such customers, which may in turn affect our results of operations in the
future.

Any natural disaster or other catastrophic event affecting our supply chain management,
production process or the demand for our products may materially and adversely affect our
business.

Our ability in supply chain management and efficient manufacturing is critical to our success. Any
delay or disruption in our supply chain may adversely affect our ability to perform our contractual
obligations to customers, particularly when a product, raw material or packaging material is sourced from
a single facility or supplier.

Our products are manufactured through a series of sophisticated processes. In particular, certain
production stages of some of our products must occur in sterile environments. Problems may arise during
the production process for a variety of reasons, including quality defects in raw materials or packaging
materials, lack of production conditions or suspension of production due to natural disasters (such as
storms, earthquakes, fires and floods) or other catastrophic events (such as explosions, acts of terrorism,
wars and outbreaks of epidemics), strikes, power outages, technical or mechanical problems, failure to
follow production safety protocols, failure to promptly upgrade equipment and production and
operational software systems, and the infection or hacking of such software systems. Any of the above
could impair our business or the businesses of our suppliers, which would in turn impede our ability to
manufacture and deliver our products to customers in a timely manner. In particular, the heavy rainfall in
July 2020 resulted in floods across several provinces in China. Such rainfall and floods have adversely
affected our results of operations in July 2020.

Since the end of December 2019, the outbreak of COVID-19 has materially and adversely affected
the global economy. Demand for consumer goods was significantly affected. Affected by the COVID-19
outbreak and the government’s relevant control measures, business operation of our production bases was
once temporarily suspended after the Chinese New Year in 2020. If the overseas outbreak continues, it
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may affect our supply of juice raw materials from abroad in 2021. We cannot assure you that the outbreak
will not persist, or that there will not be similar events in the future. If the outbreak of COVID-19
continues, our business, results of operations and financial condition will continue to be adversely
affected. See “Financial Information — Impact of the COVID-19 Outbreak.”

We may face the risk of inventory obsolescence.

As of December 31, 2017, 2018 and 2019 and May 31, 2020, we had inventories of RMB1,443
million, RMB1,906 million, RMB1,762 million and RMBI1,741 million, respectively. Our inventory
turnover days for 2017, 2018, 2019 were 60.5 days, 64.0 days and 62.5 days, respectively. Our inventory
turnover days increased from 62.5 days in 2019 to 75.1 days for the five months ended May 31, 2020,
primarily as a result of the impact of the COVID-19 outbreak. See “Financial Information — Liquidity and
Capital Resources — Inventories.” Our business relies on consumer demand for our products, which
depends substantially on factors such as (i) consumer spending patterns, (ii) consumer preferences and
tastes, (iii) consumer income, (iv) consumer perceptions of and confidence in our product quality and
food safety, and (v) consumer awareness of healthy lifestyle. Any change in consumer demand for our
products or the occurrences of catastrophic events may have an adverse impact on our product sales,

which may in turn lead to inventory obsolescence, decline in inventory value or inventory write-off.

We may not be able to retain or promptly recruit senior management members or other key
personnel required for our operations.

Our current business performance and future success depend substantially on the abilities and
contributions of our senior management members, including Mr. Zhong Shanshan, our founder and
Chairman, all executive Directors and other key personnel with industry expertise, know-how or
experience in areas such as research and development, production, sales, marketing, financial
management, human resources or risk management. Any loss of such personnel could materially and
adversely affect our ability to sustain and develop our business. Moreover, we cannot assure you that our
key personnel will not join a competitor or form a competing business or will follow the terms and
conditions of their employment contracts. As competition for talents such as skilled technical personnel
and experienced management is fierce in our industry, any loss of key personnel or failure to promptly
recruit such personnel for our future business development may adversely affect our business.

Our performance depends on our ability to maintain good relationship with our employees, and any
deterioration in relations with our employees, shortage of labor or material increase in wages may
have an adverse effect on our results of operations.

The wages and employee benefits in China continue to increase. We may not be able to pass on
such costs to our customers. We also cannot assure you that we will not experience any shortage in labor.

We strive to provide a safe and desirable working environment to our employees to prevent
occupational hazards. However, we may be subject to liability claim, negative publicity and government
investigation or intervention in relation to workplace safety or occupational hazards, in particular if our
employees, third party service providers and the public suffer from personal injuries or casualties at our
facilities or during the transportation of our products. Such incidents could worsen our relationship with
our employees and damage our brand and reputation.
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We cannot assure you that we will not have any labor disputes in the future. Any deterioration of
our relationship with our employees could result in disputes, strikes, claims and relevant legal
proceedings, which may disrupt our production and operations, and lead to loss of know-how and trade
secrets. Any labor shortage could hinder our ability to maintain or expand our business operations, which
may adversely affect our business operations and results of operations.

We may not be able to detect or prevent fraud, bribery, or other misconduct committed by our
employees, customers or other third parties.

We may be exposed to fraud, bribery, or other misconduct committed by our employees, customers
or third parties (such as construction service providers), which could subject us to financial losses and
penalties from governmental authorities. Although our internal control procedures are designed to
monitor our operations and ensure overall compliance, our internal control procedures may be unable to
identify all non-compliances, suspicious transactions, fraud, corruption or bribery in a timely manner. If
such misconduct occurs, we will suffer from negative publicity and reputation damages.

Our information technology and software systems may encounter malfunction, unexpected system
failure, interruption, insufficiency or security breaches.

We rely on our information technology and software systems, particularly the NCP system and
enterprise resource planning system, to effectively manage various sales and distribution data, marketing
activities and expenses data, production and operation data and financial and human resources data. Any
significant failure in our information technology and software systems could result in transaction errors,
processing inefficiencies and loss of sales and customers, or lead to loss or leakage of confidential
information. We collect and store sensitive personal information such as customer contact information
and customer address for the purpose of our business needs. The security of such information is of
paramount importance. Any security and privacy breaches on customer information may damage our
customer relations and our reputation, and may expose us to legal liability.

Our information technology and software systems may be subject to damage or interruption,
primarily due to unexpected emergency circumstances beyond our control, including power outages, fire,
natural disasters, systems failures, security breaches, unauthorized access to our information systems,
hackings intended to cause malfunctions, loss or corruption of data, software, hardware or other
computer equipment, intentional or inadvertent transmission of computer viruses and other similar
events. We may also encounter problems when upgrading our systems, which could disrupt our operations
and adversely affect our results of operations.

Our investment, maintenance or upgrade regarding our production equipment and facilities,
technologies and other equipment related to operations may not be carried out successfully, which
may in turn adversely affect our business growth.

In order to ensure the continuous operation and expansion of our business, we continuously
maintain the existing production equipment and facilities, expand the production capacity through
upgrading our existing equipment and establishing new production facilities, purchase new production
equipment, improve production techniques, and purchase logistics and sales-related equipment (such as
refrigerators and vending machines). In addition, we allocate our human resources and other resources to
manage these undertakings. We cannot assure you that such investments, maintenance and upgrades
could be carried out successfully, or generate positive cash flows or profitable return within a short period
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of time. Such investments, maintenance and upgrades may become ineffective or obsolete as a result of
updates in technology or industry standards, which could result in a material adverse effect on our
business and financial condition.

Our ability to achieve business growth is also subject to a wide range of market, operational and
financial risks, including those arising from the competition with existing operators, changing consumer
spending patterns, as well as maintaining our high food safety standards and our existing relationships
with distributors. Under the influence of these risks, our investments and upgrades may not be able to
generate the expected business growth, which may materially and adversely affect our financial condition
and results of operations.

If we fail to effectively implement our future expansion and acquisition plans, our business
prospects may be adversely affected.

We may encounter risks when we develop new distribution channels and markets in China or
overseas. New distribution channels and markets may have different regulatory requirements,
competitive landscape, consumer preferences, spending patterns and operation environment from our
existing channels and markets. We may need to increase our promotion efforts in these new distribution
channels and markets, establish appropriate operation model, distribution system, talent reserve,
strengthen the financial management capability, and develop or adjust the information technology and
software systems. In addition, we may need to search for suppliers and construct new production
facilities based on the conditions of the new distribution channels and markets. As a result, it may be
relatively expensive and risky to expand new distribution channels and markets, and may take longer to
reach targeted sales and profit levels. Furthermore, our plant construction plan in the new markets may
not be as smooth as we expected. We may even encounter protests from local residents, resulting in the
delay or termination of these plans. If such plans are delayed or terminated, we may not be able to recover
our relevant investment in time of at all.

We may from time to time pursue acquisitions that we believe would benefit our business. We have
limited experience in acquisitions. We may not be able to successful execute any proposed acquisitions.
In addition, we may be exposed to challenges in integrating the acquired companies into our existing
operations.

We recorded net current liabilities as of December 31, 2019 and May 31, 2020, which might expose
us to certain liquidity risks and could constrain our operational flexibility.

We recorded net current liabilities of RMB3,069 million as of December 31, 2019, primarily due to
(i) a decrease in our structured deposits, (ii) a decrease in our cash and bank balances, (iii) an increase in
our other payables and accruals, and (iv) an increase in our contract liabilities. Our trade and bills
receivables turnover days increased from 3.3 days in 2017 to 3.7 days in 2018, to 4.0 days in 2019, while
our trade and bills payables turnover days decreased from 40.9 days in 2017 to 31.7 days in 2018 and 27.7
days in 2019. We recorded net current liabilities of RMB1,712 million as of May 31, 2020. Our trade and
bills receivables turnover days increased from 4.0 days in 2019 to 6.4 days in the five months ended May
31, 2020. Our trade and bills payables turnover days increased from 27.7 days in 2019 to 39.2 days in the
five months ended May 31, 2020. Such trends could have a negative impact on our liquidity. See
“Financial Information — Liquidity and Capital Resources.” In addition, we declared RMB7,800 million
of dividends to our existing Shareholders on August 14, 2020 and we intend to pay all such dividends in
cash before the completion of the Global Offering. The payments of such dividends will decrease our
cash and bank balances, which will in turn increase our net current liabilities.
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We cannot assure you that we will not have net current liabilities in the future. A net current
liabilities position exposes us to liquidity risks. Our future liquidity, capital expenditures, the payment of
trade and other payables and the repayment of debt financing will primarily depend on our ability to
generate an adequate cash flow from our operating activities. If we have a shortage in the cash flow
generated from operations, our liquidity position may be materially and adversely affected, which in turn
may impact our ability to execute our business strategies and constrain our business operation. In such
event, our business, financial condition and results of operations could be materially and adversely
affected.

We may be exposed to credit risk due to customer defaults.

We generally grant direct sale customers a credit period of no more than three months. We have
also provided temporary credit period to certain distributors in order to assist them in coping with the
impact of the COVID-19 outbreak. As of December 31, 2017, 2018 and 2019 and May 31, 2020, our trade
and bills receivables were RMB194 million, RMB223 million, RMB306 million and RMB422 million,
respectively. In 2017, 2018, 2019 and the five months ended May 31, 2020, our trade and bills receivables
turnover days were 3.3 days, 3.7 days, 4.0 days and 6.4 days, respectively. As of December 31, 2017,
2018 and 2019 and May 31, 2020, we recorded a provision for impairment of trade receivables of RMB13
million, RMB 14 million, RMB20 million and RMB26 million, respectively. In 2017, 2018, 2019 and the
five months ended May 31, 2020, our net impairment losses of trade receivables were RMB4.6 million,
RMB1.6 million, RMB5.3 million and RMB6.6 million, respectively. Our senior management regularly
reviews the recoverability of overdue balances of trade and bills receivables, and may make impairment
provision when needed. We cannot assure you that all of our customers will not default on their
obligations to us in the future, despite our efforts to conduct credit assessment on them.

We received government grants during the Track Record Period, and any significant reduction of
government grants offered to us may adversely affect our financial condition and results of
operations.

During the Track Record Period, we received government grants related to (i) our income and (ii)
our investments in our production bases. Such government grants were received as rewards for our
contribution to the local economic growth. In 2017, 2018 and 2019 and the five months ended May 31,
2019 and 2020, we received government grants related to income of RMB 194 million, RMB226 million,
RMB354 million, RMB109 million and RMB 110 million, respectively. In 2017, 2018 and 2019 and the
five months ended May 31, 2019 and 2020, we recorded government grants related to assets of RMB20
million, RMB24 million, RMB30 million, RMB7 million and RMB 13 million, respectively. See Note 6 to
“Appendix I — Accountants’ Report.” We cannot assure you that we will continue to receive such
government grants or that the amount of such grants will not be reduced in the future. Any significant
reduction of government grants received by us may adversely affect our financial condition and results of
operations.

If our preferential tax treatment becomes unavailable or if the calculation of our tax liability is
challenged by the PRC tax authorities, our results of operations may be adversely affected.

During the Track Record Period, we enjoyed preferential tax treatment under relevant preferential
tax policies. We cannot assure you that we will continue to enjoy similar preferential tax treatment in the
future. The PRC Enterprise Income Tax Law and its implementation rules have adopted a flat statutory
enterprise income tax rate of 25% to all enterprises in China (if not entitled to any preferential tax
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treatment). During the Track Record Period, our PRC subsidiaries paid an enterprise income tax rate of
25%, except for certain subsidiaries which enjoyed preferential tax treatment. As of May 31, 2020, we
had (i) one subsidiary which was qualified as a small and micro enterprise and entitled to a preferential
income tax rate of 20%; (ii) three subsidiaries which were entitled to an income tax rate of 15% pursuant
to the Western Development Strategy; and (iii) four subsidiaries which were exempt from income tax for
engaging in agricultural business. In 2017, 2018, 2019 and the five months ended May 31, 2019 and 2020,
the tax incentives we received as a result of the preferential tax treatment were RMB49 million, RMB40
million, RMB100 million, RMB54 million and RMB 19 million, respectively. If we cease to be entitled to
preferential tax treatment, our income tax expenses may increase, which would adversely affect our
results of operations.

We are exposed to risks in connection with our investment in wealth management products.

During the Track Record Period, we invested from time to time in structured deposits, which are a
type of wealth management products issued by banks. As of December 31, 2017, 2018 and 2019 and as of
May 31, 2020, the balance of our structured deposits was RMB2,035 million, RMB3,600 million,
RMB200 million and nil, respectively. In 2017, 2018 and 2019 and the five months ended May 31, 2019
and 2020, our interest income from structured deposits was RMB62 million, RMB 122 million, RMB91
million, RMBS58 million and RMB2 million, respectively. We plan to continue to invest in these and other
wealth management products when we believe that we have sufficient cash and the potential investment
returns are reasonable. We have put in place certain internal control procedures for reducing risks in
relation to these investments. However, we cannot assure you that these procedures will be effective and
adequate. We cannot assure you that we will not experience losses with respect to these investments in the
future or that such losses or other potentially negative impact will not have a material adverse effect on
our business and financial condition.

Our results of operations and financial condition may be adversely affected by financial assets at
fair value through profit or loss.

We make listed equity investments and other unlisted investments from time to time. As of
December 31, 2017, 2018 and 2019 and May 31, 2020, our financial assets at fair value through profit or
loss were RMB4.4 million, RMB 177 million, nil and nil, respectively. The Group’s financial assets are
measured at fair value, and the changes in their fair values are recorded under other income and gains in
the consolidated statements of profit or loss, which will directly affect our profit and results of
operations. In 2017, 2018, 2019 and the five months ended May 31, 2019 and 2020, we recognized a fair
value gain on financial assets at fair value through profit or loss of RMB2 million, nil, RMB36 million,
RMB31 million and nil, respectively. We cannot assure you that we will continue to generate such fair
value gain in the future. If our investments incur a fair value loss, our results of operations and financial
condition may be adversely affected.

Our value added tax recoverable is subject to accounting uncertainties.

In the application of our accounting policies, we are required to make judgments, estimates and
assumptions about the carrying amounts of certain assets and liabilities. The estimates and associated
assumptions are based on historical experience and other relevant factors. As a result, actual results may
differ from these accounting estimates. Value added tax recoverable primarily represents the value added
input tax in excess of the value added output tax, which can be deductible or recoverable in the future. In
2017, 2018, 2019 and the five months ended May 31, 2020, we had a value added tax recoverable of
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RMB273 million, RMB654 million, RMB684 million and RMB708 million, respectively. If the value
added tax recoverable cannot be deducted or recovered, our results of operations and financial condition
may be adversely affected.

Our deferred tax assets are subject to accounting uncertainties.

In the application of our accounting policies, we are required to make judgments, estimates and
assumptions about the carrying amounts of certain assets and liabilities. The estimates and associated
assumptions are based on historical experience and other relevant factors. As a result, actual results may
differ from these accounting estimates. See Note 17 to “Appendix I — Accountants’ Report.” As of
December 31, 2017, 2018 and 2019 and as of May 31, 2020, we recognized deferred tax assets of
RMB213 million, RMB341 million, RMB373 million and RMB395 million, respectively. Based on our
accounting policies, deferred tax assets are recognized to the extent that it is probable that taxable profits
will be available against which the deductible temporary differences, the carry forward of unused tax
credits and unused tax losses can be utilized. In particular, in 2017, 2018, 2019 and the five months ended
May 31, 2019 and 2020, our donations were RMB4 million, RMB366 million, RMB362 million, RMB1
million and RMB2 million, respectively. Among our donation expenditures, the portion within 12% of the
profit of the subsidiary that makes the donation during the year/period is deducted in the calculation of
taxable income, while the portion in excess of 12% of the profit of the subsidiary that makes the donation
during the year/period is deducted in the calculation of taxable income within three years after the
carryforward. The realization of a deferred tax asset mainly depends on our estimate as to whether
sufficient future profits will be available in the future. If sufficient future taxable profits are not expected
to be generated or are less than expected, a material reversal of deferred tax assets may arise.

Our insurance coverage is limited and may not be sufficient to cover all of our potential losses.

We believe that we have purchased and maintained various insurances in accordance with relevant
laws and regulations and the standard industry practice. We do not carry any business interruption,
product liability or litigation insurance. We cannot assure you that our insurances will provide adequate
coverage for all the risks in connection with our business operations. If we were to incur substantial
losses and liabilities that are not covered by our insurance policies, we may be required to bear our losses
to the extent that our insurance coverage is insufficient. As a result, we could suffer significant costs and
diversion of our resources, which could have a material adverse effect on our financial condition and
results of operations.

Our Controlling Shareholders have substantial influence over us and their interests may not be
aligned with the interests of our other Shareholders.

Our Controlling Shareholders have substantial influence over us, including matters relating to our
management, policies and decisions regarding acquisitions, mergers, expansion plans, sales of all or
substantially all of our assets, election of directors and other significant corporate actions. Immediately
following the completion of the Global Offering (assuming that the Over-allotment Option is not
exercised), our Controlling Shareholders will directly or indirectly, individually or together with others
control 84.4128% of the issued share capital of the Company. This concentration of ownership may
discourage, delay or prevent a change in control of the Company, which could deprive other Shareholders
of an opportunity to receive a premium for their Shares (as part of a sale of the Company) and might
reduce the price of our Shares. These events may occur even if they are opposed by our other
Shareholders. In addition, the interests of our Controlling Shareholders may differ from the interests of
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our other Shareholders. It is possible that our Controlling Shareholders may exercise their substantial
influence over us and cause us to enter into transactions or take, or fail to take, actions or make decisions
that conflict with the best interests of our other Shareholders.

RISKS RELATING TO OUR INDUSTRY

Any slowdowns or declines in the Chinese economy or the PRC soft beverage market could have an
adverse impact on our business, results of operations and financial condition.

We derive our revenue from the sales of our products in China. The success of our business depends
on the condition and growth of the Chinese market, which in turn depends on macro-economic conditions
and individual income levels in China. We cannot assure you that projected growth rates of the Chinese
economy and the Chinese consumer market will be realized under the current economic situation. Any
future slowdowns, declines or instability in the Chinese economy or consumer spending could adversely
affect our business, operating results and financial condition. We believe that consumer spending habits
could be adversely affected during a period of recession in the economy and that uncertainties regarding
future economic prospects could also affect consumer spending habits, any of which may have an adverse
effect on certain enterprises operating within the PRC soft beverage market, including us. The PRC soft
beverage market could be affected by the changing operating conditions in China. In particular, the
reduction in tariffs on foreign products after further opening of the Chinese market and entry of more
international brands may intensify the competition in the PRC soft beverage market. This could have an
adverse impact on our business, financial condition and results of operations.

Since the end of December 2019, the outbreak of COVID-19 has materially and adversely affected
the global economy. See “Financial Information — Impact of the COVID-19 Outbreak.”

Any quality related issues for the soft beverage industry could adversely affect our business and
reputation.

Other enterprises in the soft beverage industry may experience problems related to product quality
and safety due to the quality standards they implement, quality defect, and inadequate compliance with
and enforcement of inspection procedures under the food safety regulations. While we may not be
involved in any of these events, the relevant negative publicity may cause consumers to be doubtful or
fearful, and may cause the government to enhance supervision of the industry, which may in turn
influence consumer demand for our products. If the above events occur, our business and results of
operations could be materially and adversely affected.

Seasonal consumption cycles, advertising and promotional activities and changes in weather may
result in fluctuations in demand for our products.

The demand for and sales of beverage in the PRC are higher in the second and third quarters than
other times of the year as consumers in the PRC tend to consume more beverage during the warmer
months of the year. Sales can also fluctuate during the course of a financial year for other reasons,
including the timing of new product launches and advertising and promotional activities. In addition,
changes in weather or average temperature may result in fluctuations in demand for our products. Due to
these fluctuations, comparisons of sales and operating results between different periods within a financial
year, or between the same periods in different financial years, or between different financial years, are not
necessarily meaningful and should not be relied on as indicators of our performance.
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RISKS RELATING TO LEGAL, COMPLIANCE AND REGULATORY MATTERS

The interpretation and enforcement of PRC laws and regulations involve significant uncertainties

and PRC laws differ from the laws of common law jurisdictions.

Our operations are principally governed by PRC laws and regulations. The PRC legal system is
based on written statutes, and prior court decisions can only be cited as references. Since 1979, the PRC
government has been developing a comprehensive system of commercial laws, and considerable progress
has been made in introducing laws and regulations dealing with economic matters such as corporate
organization and governance, commerce, taxation and trade. However, as many of these laws and
regulations are relatively new, and due to the limited number of published cases and judicial
interpretations and their lack of precedential value, enforcement of these laws and regulations involve

significant uncertainties.

Furthermore, certain important aspects of the PRC Company Law are different from the corporate
laws of common law jurisdictions such as Hong Kong and the United States, particularly with respect to
investor protection (such as shareholder class action suits and measures protecting non-controlling
shareholders), restrictions on directors, disclosure requirements, different rights of classes of
shareholders, general meeting procedures and disbursement of dividends. Our Articles of Association
include provisions in accordance with the Listing Rules. However, such provisions having been included,
we cannot assure you that no discrepancy exists between the protections given to our investors and those

given to investors in companies formed in common law jurisdictions.

Any failure to maintain the licenses and permits required to operate our business could materially
and adversely affect our operations.

In accordance with PRC laws and regulations, we are required to maintain various licenses and
permits in order to produce our products. We are also required to comply with applicable mining, hygiene
or food safety standards in relation to our production and sale processes. The premises and transportation
vehicles we used for production and sale are subject to inspections by the regulatory authorities for
compliance with the relevant laws and regulations of the PRC. See “Regulatory Environment.” Failure to
pass these inspections, make full payment for relevant fees promptly, or maintain the validity of or to
renew our licenses and permits, could subject us to fines and the temporary or permanent suspension of

some or all of our production activities, and could disrupt our business operations.

We have to continuously take water from natural water sources. According to relevant
requirements of the PRC laws, we are required to obtain water-taking permits before drawing water and
regularly renew such water-taking permits, and we are also required to pay fees in relation to water-taking
on a regular basis. As advised by our PRC Legal Advisor, as of the Latest Practicable Date, we or our
cooperative third-party water supply companies have obtained all water-taking permits necessary for our
business operations described under “Business — Water Sources.” Nonetheless, should these rights be
suspended or revoked for any reasons, or there be a substantial increase in the water resource fee, our

operations and financial performance will be materially and adversely affected.
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In accordance with the Mineral Resource Law of the PRC, we are required to obtain mining
permits prior to undertaking any mining activities in connection with mineral water, and pay relevant
mineral resource tax, and the mining permits are limited to a specific geographic area and time period,
subject to renewal upon expiration. Whether we can continue to carry out mining activities depends on
our ability to renew mining permits with the relevant PRC regulatory authorities. As advised by our PRC
Legal Advisor, as of the Latest Practicable Date, we have obtained all mining permits necessary for our
business operations described under “Business — Water Sources”. Nonetheless, we cannot assure you that
we will be able to renew these mining permits upon their expiration in the future. If we are unable to
renew our existing mining permits upon their expiration, or if the relevant mineral resource tax increases
significantly, our business and results of operations could be materially and adversely affected.

Some of our water is sourced from third-party state-owned water supply companies. We have
entered into a water supply agreement with each of these third-party state-owned water supply companies
for the purpose of ensuring a stable water supply for our related subsidiaries and plants. The agreements
mainly specified the water supply costs and annual water supply volume agreed with the relevant water
supply company. As advised by our PRC Legal Advisor, as of the Latest Practicable Date, the relevant
water supply companies have obtained necessary water-taking permits. However, we cannot assure you
that we will be able to renew such agreements or enter into new agreements with relevant license holders
when current agreements expire and that there will be no material changes in the water supply costs and
water supply volume. There is also the possibility that their licences or permits might be withdrawn in
case that they are in breach of laws and regulations. Any of the circumstances above will lead to inability
of our related subsidiaries and plants to take water from such sources, which could materially and
adversely affect our business, financial condition and development prospects. See “Business — Water
Sources.”

In addition, based on our business development status, we may need to apply for new water-taking
permits or mining permits from the relevant PRC regulatory authorities. If we are unable to obtain new
water-taking permits or mining permits required for our business, we may not be able to carry on the
water-taking, exploration or mining activities necessary for our business operations, our business and
results of operations could be materially and adversely affected.

Any major changes in relation to food safety regulations and relevant policies may affect our
business.

Manufacturers within the soft beverage industry in China must comply with PRC food safety laws
and regulations. These food safety laws and regulations require all enterprises engaged in the production
of food and beverages to obtain the food production permits. They also set out safety standards with
respect to food and food additives, packaging and containers, information to be disclosed on packaging as
well as requirements for food production and sites, facilities and equipment used for the transportation
and sale of food. In recent years, the PRC government has been strengthening the supervision of food
safety. The newly revised Food Safety Law of the People’s Republic of China (4 % A R I FI B & 5 % 4
%) and the Regulation on the Implementation of the Food Safety Law of the People’s Republic of China
(P HEN RICFE & 5 %2R H M) stipulate that businesses engaged in food production should
conduct their production and operation activities according to the applicable laws and regulations and
food safety standards, establish a comprehensive food safety management system, and take effective
measures to prevent and control food safety related risks to ensure the safety of the food produced. This
may increase the compliance costs of the PRC soft beverage companies, including us. Any failure to
comply with PRC food safety related laws and regulations may result in order of rectification, fines,
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confiscation of illegal gains, order of suspension of operations, revocation of food production and
operating permits and, in more extreme cases, prosecution for criminal liabilities. See “Regulatory
Environment — Laws and Regulations relating to Drinking Water and Beverage Business.” Although we
are in compliance with current food safety laws and regulations, in the event that the PRC government
further makes changes on food safety regulation, our production, sales and distribution costs may
increase, and we may be unable to successfully pass on these additional costs, which could adversely
affect our business, financial condition and development prospects.

Our environmental related costs may increase if the Chinese environmental protection laws become
more onerous, and any non-compliance with relevant environmental protection laws could lead to
imposition of fines and penalties and harm our business.

The industry in which we operate is subject to PRC environmental protection laws and regulations.
These laws and regulations require companies engaged in manufacturing and construction that may cause
environmental waste to adopt effective measures to control and properly discharge waste gases, waste
water, industrial waste, dust and other environmental waste, and that the fees in relation to the discharge
of wastes should be borne by the producer of the wastes. We are also required by the PRC laws and
regulations to obtain pollutant discharge permits from government authorities for the treatment and
disposal of the waste gases, waste water and solid waste produced during our manufacturing processes.
See “Regulatory Environment.” Any violation of these regulations may result in substantial fines, order of
suspension of operations, order of rectification, revocation of operating permits, or even criminal
sanctions.

In recent years, the PRC government has strengthened environmental protection through
promulgating new laws and regulations and revising existing laws and regulations. Our business involves
environmental-related issues, including water taking, discharging solid waste from plants, and
construction works for water source mining. Although we have not received any notice or warning from
the government on material environmental violations, the PRC government may enact new laws or revise
existing laws and regulations to set higher environmental requirements and standards on the industry
where we operate and the businesses which we are engaged in. For example, on January 16, 2020, the
NDRC and the MEE jointly promulgated the Opinions on Further Enhancing the Control and
Management of Plastic Pollution (B #E— 25 fin i@ 3 25 JyG 3 & i) (Fa Gai Huan Zi [2020]
No.80), which prohibited and restricted the production, sales and use of some disposable plastic products
and required significant reduction in consumption of disposable plastic products. As disposable plastic
products are widely used as containers in the soft beverage industry, the restriction on plastic products
may cause participants in the soft beverage industry including us to incur higher environmental
compliance costs, and we may not be able to successfully pass on the increased costs by setting higher
product prices or otherwise. As a result, our financial condition and results of operations may be
materially and adversely affected.

With the increasing awareness on environmental protection, there has been a growing trend in
reducing the use of plastics and other non-recyclable packaging materials in various industries, including
the soft beverage market, around the world. See “Industry Overview — Global Trend in Reducing Use of
Plastics and Other Packaging Materials.” We may need to promote the plastic waste recycling and
disposal, and reduce the use of plastic per unit product. We may also need to promote the recycling and
reuse of plastic packaging materials through consumer interaction. Although such trend does not directly
have a material impact on the production and sales of our products because recycled plastics are not
allowed to be used in production of food or beverage containers in China pursuant to the applicable PRC
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laws and regulations, we are conducting research and development activities in relation to the recycling
of plastics for production of containers to address such global trend in the long run and be prepared for
any potential changes in the relevant laws and regulations in the future. As a result, we may incur
additional research and development fees for such research and development activities. In addition, we
have been conducting research and development activities to improve our capability to produce beverage
containers where less plastics are required per unit product. Our production facilities may need to be
updated accordingly, which will incur additional costs. In addition, beverage containers made with a less
amount of plastics may affect the strength of the containers and overall consumer experience with the
containers, which may in turn affect the consumers’ demand for our products.

In addition, due to the possibility of unanticipated regulatory or other changes, the amount and
timing of future environmental expenditures may vary substantially from those currently anticipated. Our
cost of complying with current and future environmental regulations, and liabilities which may
potentially arise from pollutant discharge, may materially adversely affect our business, financial
condition and results of operations.

We may not be able to adequately protect our intellectual property rights, which could harm the
value of our brand and adversely affect our business.

We rely heavily on a combination of trademarks, patents, domain name registrations, copyrights
and confidentiality agreements to protect our intellectual property rights. We also possess a significant
number of know-how or trade secrets in relation to product formulations, technologies and production
processes, which we believe are material to our operations and which are not covered by patents.

We rely on various protective measures to safeguard such unpatented proprietary information,
including entering into confidentiality agreements with our relevant employees and third parties.
However, we cannot assure you that our protective measures will be sufficient to protect our trade secrets,
know-how or other proprietary information against any unauthorized use, misappropriation or disclosure.
We also cannot assure you that we will be successful in enforcing confidentiality provisions or
undertaking enforcement proceedings in the event that there is any unauthorized use of our intellectual

property.

Furthermore, any litigation to protect our intellectual property would be time-consuming and
costly, and may divert the attention of our senior management and key personnel from our business
operations. If we fail to effectively protect our intellectual property from inappropriate or unauthorized
use by third parties in ways that adversely affect our brand, our reputation could suffer, which in turn
could materially and adversely affect our business, financial condition and results of operations.

We may be exposed to the risk of product infringement.

We may be exposed to the risk of product infringement. We cannot assure you that there will be no
counterfeit or forgery of our products, trademarks or brands in the market. Counterfeiters may illegally
manufacture and market packaged drinking products and beverage products under our brand. Such
counterfeit or forged products are usually difficult to detect or ban in a timely manner. The occurrence of
such incidents may have an impact on our reputation and brands. Our reputation and brands are crucial to
our profitability and competitiveness, any damage to our reputation or brands resulting from product
infringement may adversely affect our profitability and competitiveness.
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Any failure to make adequate contributions to various employee benefit plans as required by PRC
regulations may subject us to penalties.

Companies operating in the PRC are required to participate in various employee benefit plans,
including pension insurance, unemployment insurance, medical insurance, work-related injury
insurance, maternity insurance and housing provident fund and contribute to the amounts equal to certain
percentage of salaries, including bonuses and allowances, of their employees up to a maximum amount
specified by the local government from time to time at locations where they operate their business. The
requirement of employee benefit plans has not been implemented consistently by the local governments
in China given the different levels of economic development in different locations.

As advised by our PRC Legal Advisor, we were in compliance with applicable laws and regulations
related to social insurance and housing provident funds in material aspects during the Track Record
Period. However, we cannot assure you that any new laws and regulations will not require us to pay any
contribution shortfall retroactively, thereby adversely affecting our financial condition and results of
operations.

We could be involved in claims, disputes and legal proceedings in our ordinary course of business.

From time to time, we may be involved in claims, disputes and legal proceedings in our ordinary
course of business. These may concern issues relating to, among others, breach of contract, employment
or labor disputes, infringement of intellectual property rights and environmental matters. In particular,
the manufacture and sales of our products subject us to potential product liability claims if our products
are proven to have failed to meet relevant health and safety or other laws and regulations, or cause or are
alleged to have caused illness or health issues.

If we are unsuccessful in any product liability claims, we may be subject to substantial damages to
compensate the claimants. Any claims, disputes or legal proceedings initiated by us or brought against us,
with or without merit, may result in substantial costs and diversion of resources and materially harm our
reputation.

Claims, disputes or legal proceedings against us may be due to defective supplies sold to us by our
suppliers, who may not be able to indemnify us in a timely manner, or at all, for any costs that we incur
as a result of such claims, disputes and legal proceedings.

Our legal right to some owned and leased properties may be challenged.

As of the Latest Practicable Date, there were defects in some of our owned and leased properties.
See “Business — Properties.” If our right to use these properties is challenged, we may be required to seek
alternative properties for use on short notice. However, we may not be able to find alternative properties
that are suitable for our use in a timely manner and at reasonable costs, or at all.

In addition, as of the Latest Practicable Date, lease agreements for some of our leased buildings
had not been registered with the relevant competent authority in accordance with the applicable PRC
regulations. If we and the landlords fail to register these lease agreements as required by the relevant
competent authority, we may be subject to a fine of RMB1,000 to RMB10,000 for each of the
unregistered lease agreement. See “Business — Properties — Leased Properties.”
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The PRC government’s control over foreign currency conversion may limit our foreign exchange

transactions.

Currently, the Renminbi cannot be freely converted into any foreign currency, and the conversion
rate and remittance of foreign currencies are subject to PRC foreign exchange regulations. We cannot
assure you that we will have sufficient foreign exchange to meet our foreign exchange requirements.
Under the current PRC foreign exchange control system, foreign exchange transactions under the current
account conducted by us, including the payment of dividends, do not require advance approval from
SAFE, but we are required to present documentary evidence of such transactions and conduct such
transactions at designated foreign exchange banks within the PRC that have the requisite licenses to
conduct foreign exchange business. Foreign exchange transactions under the capital account conducted

by us, however, must be approved in advance by SAFE.

Under the existing foreign exchange regulations, following the completion of the Global Offering,
we will be able to pay dividends in foreign currencies without prior approval from SAFE by complying
with certain procedural requirements. However, we cannot assure you that these foreign exchange
policies regarding payment of dividends in foreign currencies will continue in the future. In addition, any
insufficiency of foreign exchange may restrict our ability to obtain sufficient foreign exchange for
dividend payments to Shareholders or to satisfy other foreign exchange requirements. If we fail to obtain
approval from SAFE to convert Renminbi into any foreign currency for any of the above purposes, our
capital expenditure plans and our business, operating results and financial position may be materially and
adversely affected.

Payment of dividends may be subject to restrictions under the PRC laws.

Under the PRC laws, dividends may be paid only out of distributable profits. Distributable profits
are the net profit as determined under PRC GAAP or IFRS, whichever is the lower, less any recovery of
accumulated losses and appropriations to statutory and other reserves required to be made. As a result, we
may not have sufficient, or any, distributable profits to enable us to make dividend distributions to our
Shareholders in the future, including periods for which our financial statements indicate that our
operations have been profitable. Any distributable profits that are not distributed in a given year are
retained and available for distribution in subsequent years.

Moreover, as the calculation of distributable profits under PRC GAAP is different from the
calculation under IFRS in certain respects, our operating subsidiaries may not have distributable profits
as determined under PRC GAAP, even if they have profits for that year as determined under IFRS, or vice
versa. Accordingly, we may not receive sufficient distributions from our subsidiaries. Failure by our
operating subsidiaries to pay dividends to us could have a negative impact on our cash flows and our
ability to make dividend distributions to our Shareholders in the future, including those periods in which

our financial statements indicate that our operations have been profitable.
Holders of our Shares may be subject to PRC income tax obligations.
Under current PRC tax laws, regulations and rules, non-PRC resident individuals and non-PRC

resident enterprises are subject to different tax obligations with respect to the dividends paid to them by
us and the gains realized upon the sale or other disposition of Shares.
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Non-PRC resident individuals are required to pay PRC individual income tax at a 20% rate under
Individual Income Tax Law of the People’s Republic of China (43 A R ILANE A fr 15 8ii%) for the
interests, dividends and bonus they obtain from the PRC. Accordingly, we are required to withhold such
tax from dividend payments, unless applicable tax treaties between China and the jurisdiction in which
the foreign individual resides reduce or provide an exemption for the relevant tax obligations. Generally,
in accordance with the Notice on Matters Concerning the Levy and Administration of Individual Income
Tax After the Repeal of Guo Shui Fa [1993] No. 045 Issued by the SAT (I35 Fi ¥ 48 Joy B i 0 B 5%
[19931045 58 3T % 1145 A BB A BT 15 B R RE 128 1), domestic non-foreign-invested enterprises
issuing shares in Hong Kong may, when distributing dividends to overseas resident individuals in the
jurisdiction of the tax treaty, withhold individual income tax at the rate of 10%. When a tax rate of 10%
is not applicable, the withholding company shall: (a) return the excessive tax amount pursuant to due
procedures if the applicable tax rate is lower than 10%; (b) withhold such foreign individual income tax
at the effective tax rate agreed on if the applicable tax rate is between 10% and 20%; or (c) withhold such
foreign individual income tax at a rate of 20% if no taxation treaty is applicable.

For non-PRC resident enterprises that were established under foreign laws with no real
management body in China but have establishments or premises in China, or for those which have no
establishments or premises in China but whose income is derived from China, under the Enterprise
Income Tax Law of the People’s Republic of China ("% A [ ILH B 4 2£ fr 15 8i1%), dividends paid by
us and gains realized by such foreign enterprises upon the sale or other disposition of H Shares are
ordinarily subject to PRC enterprise income tax at a 20% rate. In accordance with the Circular on Issues
Relating to the Withholding of Enterprise Income Tax by PRC Resident Enterprises on Dividends Paid to
Overseas Non-PRC Resident Enterprise Shareholders of H Shares ([ 4 H B J& B A 3 17 55 AMH AR JF B R
A 2 I AROIR 45 B AR A 2E T A B A B T RE R 4 1) issued by the SAT, such tax rate has been
reduced to 10%, subject to a further reduction under special arrangements or applicable treaties between
China and the jurisdiction of the residence of the relevant non-PRC resident enterprise.

Despite the arrangements mentioned above, there are significant uncertainties as to the
interpretation and application of applicable PRC tax laws and regulations due to several factors,
including whether the relevant preferential tax treatment will be revoked in the future such that all
non-PRC resident individual holders will be subject to PRC individual income tax at a flat rate of 20%.

In addition, there remain significant uncertainties as to the interpretation and application of
applicable PRC tax laws and regulations by the PRC’s tax authorities, including individual income tax on
dividends paid to non-PRC resident Shareholders, and on gains realized on sale or other disposition of
our Shares. The PRC’s tax laws and regulations may also change. If there is any change to applicable tax
laws and regulations or in the interpretation or application of such laws and regulations, the value of your
investment in our Shares may be materially affected.

Investors may experience difficulties in effecting service of legal process and enforcing judgments
against us, our Directors, Supervisors or senior management.

We are a company incorporated under the laws of the PRC and most of our assets and our
subsidiaries are located within the PRC. Most of our Directors, Supervisors and senior management
reside within the PRC. Most of the assets of these Directors, Supervisors and senior management may
also be located within the PRC. As a result, it may not be possible to effect service of process outside of
the PRC upon us or most of our Directors, Supervisors and senior management.
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A judgment of a court of another jurisdiction may be reciprocally recognized or enforced in the
PRC only if the jurisdiction has a treaty with the PRC or if the jurisdiction has been otherwise deemed by
the PRC courts to satisfy the requirements for reciprocal recognition, subject to the satisfaction of other
requirements. However, the PRC is not a party to treaties providing for the reciprocal enforcement of
judgments of courts with foreign countries such as the United States and the United Kingdom and
enforcement in the PRC of judgments of a court in these jurisdictions may consequently be difficult or
impossible. On July 14, 2006, the Supreme People’s Court of the PRC and the Government of the Hong
Kong Special Administrative Region signed the Arrangement between the Mainland and the HKSAR on
Reciprocal Recognition and Enforcement of the Decisions of Civil and Commercial Cases under
Consensual Jurisdiction (7 A My B 35 55 5l 47 B I8 325 B A0 B B8 T Mg AT A s R R H L
HFI P42 HBE) (the “2006 Arrangement”). Under the 2006 Arrangement, where any designated PRC
court or Hong Kong court has made an enforceable final judgment requiring payment of money in a civil
and commercial case pursuant to a choice of court agreement, the party concerned may apply to the
relevant PRC court or Hong Kong court for recognition and enforcement of the judgment. The 2006
Arrangement took effect on August 1, 2008, but the effectiveness of any action brought under the
arrangement still remain uncertain. On January 18, 2019, the Supreme People’s Court of the People’s
Republic of China and the Department of Justice under the Government of the Hong Kong Special
Administrative Region signed the Arrangement on Reciprocal Recognition and Enforcement of
Judgments in Civil and Commercial Matters by the Courts of the Mainland and of the Hong Kong Special
Administrative Region (B A 1 B F v 55 AT B0 2 e A B 58 a] FAT B v 5 8 R IR 9 2 HE) (the
“2019 Arrangement”). The 2019 Arrangement regulates, among others, the scope and particulars of
judgments, the procedures and methods of the application for recognition or enforcement, the review of
the jurisdiction of the court that issued the original judgment, the circumstances where the recognition
and enforcement of a judgment shall be refused, and the approaches towards remedies for the reciprocal
recognition and enforcement of judgments in civil and commercial matters between the courts in
mainland China and those in the Hong Kong Special Administrative Region. As for now, the 2019
Arrangement has not come into force.

RISKS RELATING TO THE GLOBAL OFFERING

There has been no prior public market for our Shares, and their liquidity and market price may be
volatile.

Prior to the Global Offering, there was no public market for our Shares. We cannot assure you that
a public market for our Shares with adequate liquidity and trading volume will develop and be sustained
following the completion of Global Offering. In addition, the Offer Price of our Shares is expected to be
fixed by agreement between the Joint Global Coordinators and us, and may not be an indication of the
market price of our Shares following the completion of the Global Offering. If an active public market for
our Shares does not develop following the completion of Global Offering, the market price and liquidity
of our Shares could be materially and adversely affected.

The price and trading volume of our Shares may be highly volatile. Several factors, some of which
are beyond our control, such as variations in our results of operations, changes in our pricing policy, the
emergence of new technologies, strategic alliances or acquisitions, the addition or departure of key
personnel, changes in profit forecast or recommendations by financial analysts, changes in ratings by
credit rating agencies, litigation or the removal of the restrictions on share transactions, could cause large
and sudden changes to the volume and price at which our Shares will trade.
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In addition, the Hong Kong Stock Exchange and other securities markets have, from time to time,
experienced significant price and volume volatility that is not related to the operating performance of any
particular company.

Holders of our Shares are subject to the risk that the price of our Shares could fall during the period
before trading of our Shares begins.

The Offer Price of our Shares is expected to be determined on the Price Determination Date.
However, our Shares will not commence trading on the Hong Kong Stock Exchange until they are
delivered, which is expected to be several business days after the pricing date. As a result, investors may
not be able to sell or deal in our Shares during that period. The price and trading volume of the Shares
may be highly volatile. Factors such as variations in our revenue, net profit and cash flows and
announcements of new investments, strategic alliances and acquisitions, fluctuations in market prices for
our products or fluctuations in market prices for other soft beverage companies could cause the market
price of our Shares to change substantially. Any such developments may result in significant and sudden
changes in the volume and price at which our Shares will trade. We cannot assure you that these
developments will not occur in the future. Accordingly, holders of our Shares are subject to the risk that
the price of our Shares could fall before trading begins as a result of adverse market conditions or other
adverse developments, which could occur between the time of sale and the time trading begins.

Substantial future sales or the expectation of substantial sales of our Shares in the public market
could cause the price of our Shares to decline.

Although our Controlling Shareholders are subject to restrictions on their sales of Shares within
12 months from the Listing Date as described in “Underwriting” in this prospectus, future sales of a
significant number of our Shares by our Controlling Shareholders or other existing shareholders in the
public market after the Global Offering, or the perception that these sales could occur, could cause the
market price of our Shares to decline and could materially impair our future ability to raise capital
through offerings of our Shares. We cannot assure you that our Controlling Shareholders, or other
existing shareholders will not dispose of Shares held by them or that we will not issue Shares pursuant to
the general mandate to issue shares granted to our Directors as described in “Appendix IV — Summary of
Principal PRC and Hong Kong Legal and Regulatory Provisions”, upon the expiration of restrictions set
out above. We are currently applying for part of the Company’s Domestic Shares to circulate on the Hong
Kong Stock Exchange after the completion of the Global Offering. According to the Company Law, the
Shares issued by the Company prior to the Global Offering (including a total of 4,588,200,000 H Shares
to be converted from Domestic Shares held by 70 Shareholders of the Company, which include
Yangshengtang and 69 individual Shareholders) are restricted from trading within one year from the
Listing Date. Such restriction from trading will limit the number of H Shares to be circulated on the
market, which will in turn adversely affect the liquidity of the H Shares during such restriction period. If
our application for the circulation of our relevant Domestic Shares on the Hong Kong Stock Exchange
after the completion of the Global Offering is successful, any future sales (after the expiration of the
restrictions set out above) of Domestic Shares by relevant Shareholders in the public market may affect
the market price of the Shares. Moreover, if we convert a substantial amount of domestic shares into H
shares to be listed and traded in the future at the Stock Exchange of Hong Kong, it may further increase
the supply of the H shares in the market, which may affect the market price of the H shares. We cannot
predict the effect, if any, that any future sales of Shares by our Controlling Shareholders or other existing
Shareholders, or the Shares available for sale by our Controlling Shareholders or other existing
Shareholders, or the issuance of Shares by the Company may have on the market price of the Shares. Sale
or issuance of a substantial amount of Shares by our Controlling Shareholders or us, or the market
perception that such sale or issuance may occur, could materially and adversely affect the prevailing
market price of the Shares.
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We may need additional capital, and the sale or issue of additional Shares or other equity securities
could result in additional dilution to our Shareholders.

Notwithstanding our current cash and cash equivalents and the net proceeds from the Global
Offering, we may require additional cash resources to finance our continued growth or other future
developments. We cannot assure you that financing will be available in the amounts or on terms
acceptable to us, if at all. If we fail to raise additional funds, we may need to sell additional equity
securities, which could result in additional dilution to our Shareholders.

As the Offer Price of our Shares is higher than our consolidated net tangible book value per Share,
purchasers of our Shares in the Global Offering may experience immediate dilution upon such
purchases.

As the Offer Price of our Shares is higher than the consolidated net tangible assets per Share
immediately prior to the Global Offering, purchasers of our Shares in the Global Offering may experience
an immediate dilution. Our existing Shareholders will receive an increase in the pro forma adjusted
consolidated net tangible asset value per Share of their Shares. In addition, holders of our Shares may
experience further dilution of their interest if we issue additional Shares in the future to raise additional
capital.

We cannot assure you whether and when we will declare and pay dividends in the future.

Our ability to pay dividends will depend on whether we are able to generate sufficient earnings.
Distribution of dividends shall be decided by our Board of Directors at their discretion and will be subject
to the approval of the general meeting. A decision to declare or to pay dividends and the amount thereof
depend on various factors, including but not limited to our results of operations, cash flows and financial
position, operating and capital expenditure requirements, distributable profits as determined under PRC
GAAP or IFRS (whichever is lower), our Articles of Association and other constitutional documents, the
PRC Company Law and any other applicable PRC laws and regulations, market conditions, our strategy
and projection for our business, contractual restrictions and obligations, taxation, regulatory restrictions
and any other factors from time to time deemed by our Board of Directors as relevant to the declaration or
suspension of dividends. As a result, there can be no assurance whether, when and in what form we will
pay dividends in the future. Subject to any of the above constraints, we may not be able to pay dividends
in accordance with our dividend policy. See “Financial Information — Dividends.”

Certain statistics contained in this prospectus are derived from a third-party report and publicly
available official sources and they may not be reliable.

Certain statistics contained in this prospectus relating to China, the PRC economy and the industry
in which we operate have been derived from various official government publications or other third-party
reports. We have taken reasonable care in the reproduction or extraction of the official government
publications or other third-party reports for the purpose of disclosure in this prospectus, however, we
cannot assure you that the quality or reliability of such source materials. They have not been prepared or
independently verified by us, the Underwriters or any of their respective affiliates or advisors (excluding
Frost & Sullivan) and, therefore, we make no representation as to the accuracy of such statistics, which
may not be consistent with other information compiled within or outside the PRC. Due to possibly flawed
or ineffective collection methods or discrepancies between published information and market practice,
such statistics in this prospectus may be inaccurate or may not be comparable to statistics produced with
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respect to other economies. Further, there is no assurance that they are stated or compiled on the same
basis or with the same degree of accuracy as the case may be in other jurisdictions. In all cases, investors
should give consideration as to how much weight or importance they should attach to or place on such
facts. In particular, the water reserve statistics disclosed in this prospectus are based on the latest
information available to us, which were published or confirmed by the local governmental authorities.
The actual water reserves may be affected by factors such as changes in weather, climate and geological
conditions around such water sources. As a result, investors should not place undue reliance on the water

reserves statistics disclosed in this prospectus.

Forward-looking statements contained in this prospectus are subject to risks and uncertainties.

This prospectus contains certain statements and information that are forward-looking and uses

9 9% 9 EEINTS

forward-looking terminology such as “believe, estimate, intend,” “will,”

3

expect, predict,” “aim,

99 ¢ EEINT3 99 ¢ EEINT3

‘may,” “plan,” “consider,” “anticipate,” “seek,” “should,” “could,” “would,” “continue,” and other similar
expressions. You are cautioned that reliance on any forward-looking statement involves risks and
uncertainties and that any or all of those assumptions could prove to be inaccurate and as a result, the
forward-looking statements based on those assumptions could also be incorrect. In light of these and
other risks and uncertainties, the inclusion of forward-looking statements in this prospectus should not be
regarded as representations or warranties by us that our plans and objectives will be achieved and these
forward-looking statements should be considered in light of various important factors, including those set
forth in this section. Subject to the requirements of the Listing Rules, we do not intend publicly to update
or otherwise revise the forward-looking statements in this prospectus, whether as a result of new
information, future events or otherwise. Accordingly, you should not place undue reliance on any
forward-looking information. All forward-looking statements in this prospectus are qualified by

reference to this cautionary statement.

Investors should read the entire prospectus carefully and should not consider any particular
statements in this prospectus or in published media reports without carefully considering the risks
and other information contained in this prospectus.

Prior to the publication of this prospectus, there has been coverage in the media regarding us and
the Global Offering, which contained among other things, certain financial information, projections,
valuations and other forward-looking information about us and the Global Offering. We have not
authorized the disclosure of any such information in the press or media and do not accept any
responsibility for the accuracy or completeness of such media coverage or forward-looking statements.
We make no representation as to the appropriateness, accuracy, completeness or reliability of any
information disseminated in the media. We disclaim any information in the media to the extent that such
information is inconsistent or conflicts with the information contained in this prospectus. Accordingly,
prospective investors are cautioned to make their investment decisions on the basis of the information

contained in this prospectus only and should not rely on any other information.
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DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which our Directors collectively and individually accept full responsibility,
includes particulars given in compliance with the Listing Rules, the Companies (WUMP) Ordinance and
the Securities and Futures (Stock Market Listing) Rules (Chapter 571V of the Laws of Hong Kong) for
the purpose of giving information to the public with regard to the Group. Our Directors, having made all
reasonable enquiries, confirm that to the best of their knowledge and belief the information contained in
this prospectus is accurate and complete in all material respects and not misleading or deceptive, and
there are no other matters the omission of which would make any statement herein or this prospectus
misleading.

CSRC APPROVAL

We have obtained an approval letter from the CSRC for the Global Offering, the Conversion of
Domestic Shares into H Shares and the making of the application to list the H Shares on the Hong Kong
Stock Exchange dated 24 July 2020. In granting such approval, the CSRC accepts no responsibility for
the financial soundness of us or for the accuracy of any of the statements made or opinions expressed in
this prospectus or in the Application Forms.

INFORMATION ON THE GLOBAL OFFERING

This prospectus is published solely in connection with the Hong Kong Public Offering. For
applications under the Hong Kong Public Offering, this prospectus and the Application Forms contain the
terms and conditions of the Hong Kong Public Offering. The Global Offering comprises the Hong Kong
Public Offering of initially 27,176,400 Offer Shares and the International Offering of initially
361,055,400 Offer Shares (subject, in each, to reallocation on the basis as set out in “Structure of the
Global Offering.”)

The Offer Shares are offered solely on the basis of the information contained and representations
made in this prospectus and the Application Forms and on the terms and subject to the conditions set out
herein and therein. No person is authorized to give any information in connection with the Global
Offering or to make any representation not contained in this prospectus, and any information or
representation not contained herein must not be relied upon as having been authorized by the Company,
the Joint Sponsors, the Joint Global Coordinators, the Joint Lead Managers, the Joint Bookrunners, the
Underwriters, any of our or their affiliates or any of their respective directors, officers, employees,
advisers, agents or representatives, or any other persons or parties involved in the Global Offering.
Neither the delivery of this prospectus nor any subscription or acquisition made under it shall, under any
circumstances, create any implication that there has been no change in our affairs since the date of this
prospectus or that the information in this prospectus is correct as of any subsequent time.

For details of the structure of the Global Offering, including its conditions and the arrangements
relating to the Over-allotment Option and stabilization, see “Structure of the Global Offering”.

INFORMATION ON THE CONVERSION OF DOMESTIC SHARES INTO H SHARES
The Company has applied for the Conversion of Domestic Shares into H Shares, which involves

1,303,252,410 Shares held by Yangshengtang and 3,284,947,590 Shares held by 69 individual
Shareholders. Please refer to “History and Corporate Structure” and “Share Capital” for details of the 69

_42 —



INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

individual Shareholders and their interests in the Company and relevant procedures for the Conversion of
Domestic Shares into H Shares. Such H Shares to be converted from Domestic Shares are restricted from
trading for a period of one year after the Listing.

The Conversion of Domestic Shares into H Shares has been approved by the CSRC on July 24,
2020 and is still subject to the approval by the Hong Kong Stock Exchange.

PROCEDURE FOR APPLICATION FOR HONG KONG OFFER SHARES

The procedure for applying for the Hong Kong Offer Shares is set forth in “How to Apply for Hong
Kong Offer Shares” in this prospectus and in the Application Forms.

RESTRICTIONS ON OFFER AND SALE OF THE OFFER SHARES

Each person acquiring the Hong Kong Offer Shares under the Hong Kong Public Offering will be
required to, or be deemed by his acquisition of Hong Kong Offer Shares to, confirm that he is aware of the
restrictions on the offer and sale of the Hong Kong Offer Shares described in this prospectus and the
Application Forms.

No action has been taken to permit a public offering of the Offer Shares outside Hong Kong or the
distribution of this prospectus in any jurisdiction other than Hong Kong. Accordingly, and without
limitation to the following this prospectus may not be used for the purpose of, and does not constitute, an
offer or invitation in any jurisdiction or in any circumstances in which such an offer or invitation is not
authorized or to any person to whom it is unlawful to make such an offer or invitation for subscription.
The distribution of this prospectus and/or the Application Forms and the offering and sale of the Offer
Shares in other jurisdictions are subject to restrictions and may not be made except as permitted under the
applicable securities laws of such jurisdictions pursuant to registration with or authorization by the
relevant securities regulatory authorities or an exemption therefrom. In particular, the Offer Shares have
not been offered and sold, and will not be offered and sold, directly or indirectly, in the PRC.

UNDERWRITING

The Listing is sponsored by the Joint Sponsors and the Global Offering is managed by the Joint
Global Coordinators. The Hong Kong Public Offering is fully underwritten by the Hong Kong
Underwriters subject to the terms and conditions of the Hong Kong Underwriting Agreement. The
International Offering is expected to be fully underwritten by the International Underwriters, subject to
the agreement on the Offer Price between the Joint Global Coordinators (for themselves and on behalf of
the Underwriters) and us. For further details on the Underwriters and the underwriting arrangements, see
“Underwriting”.

APPLICATION FOR LISTING OF THE H SHARES ON THE HONG KONG STOCK EXCHANGE

We have applied to the Listing Committee for the granting of listing of, and permission to deal in,
our H Shares to be issued pursuant to the Global Offering (including any H Shares which may be issued
pursuant to the exercise of the Over-allotment Option) and the H Shares to be converted from Domestic
Shares. Dealings in the H Shares on the Hong Kong Stock Exchange are expected to commence on
Tuesday, September 8, 2020. Except as otherwise disclosed in this prospectus, no part of our H Shares is
listed on or dealt in on any other stock exchange, and no such listing or permission to list is being or
proposed to be sought in the near future.
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Under section 44B(1) of the Companies (Winding Up and Miscellaneous Provisions) Ordinance,
any allotment made in respect of any application will be invalid if the listing of, and permission to deal in,
the H Shares on the Hong Kong Stock Exchange is refused before the expiration of three weeks from the
date of the closing of the application lists, or such longer period (not exceeding six weeks) as may, within
the said three weeks, be notified to the Company by or on behalf of the Hong Kong Stock Exchange.

H SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the granting of listing of, and permission to deal in, the H Shares on the Hong Kong
Stock Exchange and our compliance with the stock admission requirements of HKSCC, the H Shares will
be accepted as eligible securities by HKSCC for deposit, clearance and settlement in CCASS with effect
from the date of commencement of dealings in the H Shares on the Hong Kong Stock Exchange or any
other date as determined by HKSCC. Settlement of transactions between participants of the Hong Kong
Stock Exchange is required to take place in CCASS on the second Business Day after any trading day. All
activities under CCASS are subject to the General Rules of CCASS and CCASS Operational Procedures
in effect from time to time. Investors should seek the advice of their stockbroker or other professional
advisers for the details of the settlement arrangements as such arrangements may affect their rights and

interests. All necessary arrangements have been made for the H Shares to be admitted in to CCASS.

REGISTER OF MEMBERS AND STAMP DUTY

All of the H Shares issued pursuant to applications made in the Global Offering and converted from
Domestic Shares will be registered on our H Share register to be maintained in Hong Kong by our H Share
Registrar, Computershare Hong Kong Investor Services Limited. Our principal register of members will

be maintained by us at our headquarters in the PRC.

Dealings in the H Shares registered in our H Share register will be subject to Hong Kong stamp

duty.

DIVIDENDS PAYABLE TO HOLDERS OF H SHARES

Unless determined otherwise by the Company, dividends payable in Hong Kong dollars in respect
of our H Shares will be paid to the Shareholders as recorded on the H Share register of the Company in
Hong Kong and sent by ordinary post, at the Shareholders’ risk, to the registered address of each
Shareholder.

According to the Guide to the Program for “Full Circulation” of H shares promulgated by China
Securities Depository and Clearing Corporation Limited (“CSDC”) on February 7, 2020, cash dividends
to domestic investors of H-share “full circulation” shall be distributed through CSDC. An H-share listed
company shall transfer RMB cash dividends to the designated bank account of the Shenzhen subsidiary of
CSDC, who shall complete the clearing of cash dividends by distributing the cash dividends to investors

through domestic securities companies.
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REGISTRATION OF SUBSCRIPTION, PURCHASE AND TRANSFER OF H SHARES

We have instructed Computershare Hong Kong Investor Services Limited, our H Share Registrar,
and it has agreed not to register the subscription, purchase or transfer of any H Shares in the name of any
particular holder unless and until the holder delivers a signed form to our H Share Registrar in respect of
those H Shares bearing statements to the effect that the holder:

. agrees with us and each of our Shareholders, and we agree with each Shareholder, to observe
and comply with the PRC Company Law, the Special Regulations and our Articles of
Association;

. agrees with us, each of our Shareholders, Directors, Supervisors, managers and officers, and

we acting for ourselves and for each of our Directors, Supervisors, managers and officers
agree with each of our Shareholders, to refer all differences, disputes and claims concerning
our affairs and arising from any rights or obligations conferred or imposed by our Articles of
Association, the PRC Company Law or other relevant laws, rules and regulations to
arbitration in accordance with our Articles of Association, and any reference to arbitration
shall be deemed to authorize the arbitration tribunal to conduct hearings in open session and
to publish its award. Such arbitration shall be final and conclusive;

. agrees with us and each of our Shareholders that the H Shares are freely transferable by the
holders thereof; and

. authorizes us to enter into a contract on his behalf with each of our Directors, Supervisors,
senior officers whereby such Directors, Supervisors, senior officers undertake to observe
and comply with their obligations to our Shareholders as stipulated in our Articles of
Association. Persons applying for or purchasing H Shares under the Global Offering are
deemed, by their making an application or purchase, to have represented that they are not
close associates (as defined in the Hong Kong Listing Rules) of any of the Directors,
Supervisors or an existing Shareholder of the Company or a nominee of any of the
foregoing.

PROFESSIONAL TAX ADVICE RECOMMENDED

You should consult your professional advisers if you are in any doubt as to the taxation
implications of subscribing for, purchasing, holding, disposal of, dealing in or the exercise of any rights
in relation to our H Shares. None of the Company, the Joint Sponsors, the Joint Global Coordinators, the
Joint Lead Managers, the Joint Bookrunners, the Underwriters, any of our or their affiliates or any of their
respective directors, officers, employees, advisers, agents or representatives, or any other persons or
parties involved in the Global Offering accepts responsibility for any tax effects on, or liabilities of, any
person resulting from the subscription, purchase, holding, disposal of, dealing in, or the exercise of any
rights in relation to, our H Shares.

LANGUAGE

If there is any inconsistency between this prospectus and its Chinese translation, this prospectus
shall prevail. For ease of reference, the names of the Chinese laws and regulations, government
authorities, institutions, natural persons or other entities (including certain of our subsidiaries) have been
included in this prospectus in both the Chinese and English languages. In the event of any inconsistency,
the Chinese version shall prevail.
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

ROUNDING

Certain amounts and percentage figures, such as share ownership and operating data, included in
this prospectus may have been subject to rounding adjustments. Accordingly, figures shown as totals in

certain tables may not be an arithmetic aggregation of the figures preceding them.
CURRENCY TRANSLATIONS

Solely for your convenience, this prospectus contains translations among certain amounts

denominated in Renminbi, Hong Kong dollars and U.S. dollars.

Unless otherwise specified, this prospectus contains certain translations for the convenience
purposes at the following rates: Renminbi into Hong Kong dollars at the rate of HK$1.00 to RMB0.8955,
Renminbi into U.S. dollars at the rate of US$1.00 to RMB6.9405 and Hong Kong dollars into U.S. dollars
at the rate of US$1.00 to HK$7.7504. The RMB to HK$ and US$ to RMB exchange rates are quoted by
the PBOC for foreign exchange transactions prevailing on August 14, 2020.

No representation is made that any amounts in RMB or Hong Kong dollars can be or could have

been at the relevant dates converted at the above rate or any other rates or at all.
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DIRECTORS, SUPERVISORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS

Name

Address

Nationality

Executive Directors

Mr. Zhong Shanshan ($ 1 11)

Mr. Guo Zhen (3B¥F)

Mr. Zhou Li (J&77)

Ms. Zhou Zhenhua (J&] 7= %)

Mr. Liao Yuan (&)

Non-executive Director

Mr. Zhong Shu Zi

Room 5-4-101
Shuguang Apartment
Waidongshan Lane
Xihu District
Hangzhou, PRC

Room 801, Unit 1
Building 10, East district
No.l Lvchengzhijiang
Zhuantang, Xihu District
Hangzhou, PRC

Room 4-3-201, Zhengxin Garden
Xixi Chengyuan

Xihu District

Hangzhou, PRC

Room 802, No. 58

Lane 668, Chengshan Road
Pudong New District
Shanghai, PRC

Room 602, Unit 1
Building 9, Xixi Yuecheng
Wuchang Street

Yuhang District
Hangzhou, PRC

Room 5-4-101
Shuguang Apartment
Waidongshan Lane
Xihu District
Hangzhou, PRC
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DIRECTORS, SUPERVISORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

Name Address Nationality
Independent Non-executive

Directors
Mr. Stanley Yi Chang Room 1902, Building 5 The United States

Mr. Yang, Lei Bob (#5%%)

Lane 600, Golden City Road
Changning District
Shanghai, PRC

Room 301, No. 22 Chinese
Lane 505, Rushan Road

Pudong New District

Shanghai, PRC

Mr. Lu Yuan (& J#) Room D, 23/F, Block 6 Chinese
Baycrest Block
Ma On Shan
Sha Tin
New Territories
Hong Kong
SUPERVISORS
Name Address Nationality
Ms. Qiu Hongying (GEAL#) Room 11-1-402 Chinese

Mr. Rao Minghong (f8#H4L)

Mr. Liu Xiyue (2|2 1)

Mingli Garden
Xixicheng Garden
Xihu District
Hangzhou, PRC

Room 302, Unit 2 Chinese
Building 8, Zhifeng Road

Qiandaohu Town, Chun’an

Zhejiang, PRC

Room 1903 Chinese
Dormitory courtyard No. 4

Dewai Street

Xicheng District

Beijing, PRC

For further details, see “Directors, Supervisors and Senior Management”.
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DIRECTORS, SUPERVISORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

Joint Sponsors, China International Capital
Joint Global Coordinators, Corporation Hong Kong Securities Limited
Joint Bookrunners and 29/F, One International Finance Centre
Joint Lead Managers 1 Harbour View Street
(in alphabetical order) Central
Hong Kong

Morgan Stanley Asia Limited

(as Joint Global Coordinator, and Joint Bookrunner and
Joint Lead Manager in relation to the Hong Kong Public
Offering only)

46/F, International Commerce Centre

1 Austin Road West

Kowloon

Hong Kong

Morgan Stanley & Co. International plc
(as Joint Bookrunner and Joint Lead Manager
in relation to the International Offering only)
25 Cabot Square, Canary Wharf

London E14 4QA

United Kingdom

Other Joint Global Coordinator, Citigroup Global Markets Asia Limited
Joint Bookrunner and (as Joint Global Coordinator, and Joint Bookrunner
Joint Lead Manager and Joint Lead Manager in relation to the

Hong Kong Public Offering only)
50/F, Champion Tower

3 Garden Road

Central

Hong Kong

Citigroup Global Markets Limited

(as Joint Bookrunner and Joint Lead Manager
in relation to the International Offering only)
33 Canada Square, Canary Wharf

London E14 5SLB

United Kingdom

Other Joint Bookrunner and CLSA Limited
Joint Lead Manager 18/F, One Pacific Place
88 Queensway
Hong Kong
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DIRECTORS, SUPERVISORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

Legal Advisors to the Company

Legal Advisors to the Joint Sponsors

and the Underwriters

Auditor and Reporting Accountants

Industry Consultant

Receiving Bank

As to Hong Kong and U.S. laws:
Freshfields Bruckhaus Deringer
55th Floor, One Island East
Taikoo Place, Quarry Bay

Hong Kong

As to PRC laws:

Jingtian & Gongcheng

34/F, Tower 3, China Central Place
77 Jianguo Road

Chaoyang District

Beijing

PRC

As to Hong Kong and U.S. laws:
Clifford Chance

27/F, Jardine House

One Connaught Place

Hong Kong

As to PRC laws:

Tian Yuan Law Firm

10/F, Tower B, China Pacific Insurance Plaza
28 Fengsheng Hutong

Xicheng District

Beijing

PRC

Ernst & Young

Certified Public Accountants
22/F, CITIC Tower

1 Tim Mei Avenue

Central

Hong Kong

Frost & Sullivan (Beijing) Inc.,
Shanghai Branch Co.

1018, Tower B

500 Yunjin Road

Shanghai, 200232

PRC

Bank of China (Hong Kong) Limited

1 Garden Road
Hong Kong
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CORPORATE INFORMATION

Registered Office and Head Office No.181 Geyazhuang
Xihu District
Hangzhou, Zhejiang

PRC
Place of Business in Hong Kong Room F, 6/F, CNT Tower
Registered under Part 16 of the 338 Hennessy Road
Companies Ordinance Wanchai
Hong Kong
Joint Company Secretaries Ms. Han Linyou

Room 7804, Wing On Lodge
No.72-82 Blue Pool Road
Happy Valley

Hong Kong

Ms. Mak Po Man Cherie
40/F, Sunlight Tower

No. 248 Queen’s Road East
Wanchai, Hong Kong

Authorised Representatives Ms. Han Linyou
Room 7804, Wing On Lodge
No.72-82 Blue Pool Road
Happy Valley
Hong Kong

Ms. Zhou Zhenhua

Room 802, No. 58

Lane 668, Chengshan Road
Pudong New District
Shanghai

PRC

Audit Committee Mr. Stanley Yi Chang (Chairman)
Mr. Yang, Lei Bob
Mr. Zhong Shu Zi

Remuneration Committee Mr. Lu Yuan (Chairman)
Mr. Zhong Shanshan
Mr. Yang, Lei Bob

Nomination Committee Mr. Zhong Shanshan (Chairman)

Mr. Lu Yuan
Mr. Stanley Yi Chang
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CORPORATE INFORMATION

Compliance Adviser

H Share Registrar

Principal Bankers

Company’s Website

Somerley Capital Limited
20/F, China Building

29 Queen’s Road Central
Hong Kong

Computershare Hong Kong Investor Services Limited
Shops 1712-1716, 17th Floor

Hopewell Centre

183 Queen’s Road East

Wan Chai

Hong Kong

Agricultural Bank of China Hangzhou Branch
30 Qingchun Road

Xiacheng District

Hangzhou, Zhejiang, PRC

Bank of China Zhejiang Branch
321 Fengqi Road

Xiacheng District

Hangzhou, Zhejiang, PRC

China Everbright Bank Hangzhou Branch
1 Midugiao Road

Gongshu District

Hangzhou, Zhejiang, PRC

Industrial and Commercial Bank of China
Hangzhou Yangbatou Branch

261 Zhongshan Middle Road

Shangcheng District

Hangzhou, Zhejiang, PRC

China Guangfa Bank Hangzhou Branch
516 Yan’an Road

Xiacheng District

Hangzhou, Zhejiang, PRC

www.nongfuspring.com

(A copy of this prospectus is available on the Company’s
website. Except for the information contained in this
prospectus, none of the other information contained on the
Company’s website forms part of this prospectus)
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HISTORY AND CORPORATE STRUCTURE

OUR HISTORY
Overview

The history of the Group could date back to September 1996 when our founder, Mr. Zhong
Shanshan, established the predecessor of the Company, i.e. Xin’an River Yangshengtang Drinking Water
Company Limited GBr & VLE A 2K H /KA BR/A#, “Xin’an River Yangshengtang Drinking Water™),
in Zhejiang province under the laws of the PRC with a registered capital of RMB20,000,000. In June
2001, the Company was converted from a limited liability company into Nongfu Spring Co., Ltd., a joint
stock company with limited liabilities. As of the Latest Practicable Date, the Company has an issued
share capital with 10,800,000,000 Shares in a nominal value of RMBO.1 each. Despite of the Shares held
by Mr. Zhong Shanshan, a Controlling Shareholder, through Yangshengtang and his direct shareholding,
the Company also has a number of minority individual Shareholders. After longer than two decades’
development, the Group has become a leader in the packaged drinking water and beverage business in the
PRC and our products primarily include packaged drinking water, tea beverage, functional beverage and
juice beverage.

For details of the biography of our founder, Mr. Zhong Shanshan, see “Directors, Supervisors and
Senior Management.”

Milestones

The following sets out a summary of our key development milestones:

Year Milestone(s)

1996 Our predecessor, Xin’an River Yangshengtang Drinking Water, was
established.

1997 We launched our first packaged drinking water product “Nongfu Spring (J£ %

111 52)” with water sourced from Zhejiang Thousand-Island Lake.

2001 The Company was converted into a joint stock limited company with its name
changed to “Nongfu Spring Co., Ltd. (2 1l B 15 BRA 7]).”

2003 We launched our first juice beverage product “Farmer’s Orchard (& K 5 [).”
2004 We launched our first functional beverage product “Scream (22HH).”
2011 We launched our first tea beverage product “Oriental Leaf (3 7 2E).”

We introduced our first aseptic production line.
2014 We launched our first fresh fruit product “17.5° fresh oranges.”

2015 We launched our natural mineral water product “Nongfu Spring (J£ K ILIJ})”
with water sourced from Moya Spring in Changbai Mountain in Jilin.

2019 We launched our first coffee product “Tan Bing (/&K R)” and first plant-based
yogurt product.
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HISTORY AND CORPORATE STRUCTURE

ESTABLISHMENT AND DEVELOPMENT OF THE COMPANY
1. Establishment and Development of the Company before 2001

On September 26, 1996, the predecessor of the Company, Xin’an River Yangshengtang Drinking
Water, was established under the laws of the PRC with a registered capital of RMB20,000,000 by Hainan
Yangshengtang Company Limited (/4% A fR/A 7], “Hainan Yangshengtang”) and Hainan
Damen Advertisement Company Limited (¥ K ["]& 5 A L2 7], “Hainan Damen”), holding 99.5%
and 0.5% of the Company’s then registered capital, respectively.

Hainan Yangshengtang was the predecessor of Yangshengtang. Hainan Damen was a limited
liability company incorporated under the laws of the PRC established by Ms. Zhong Xiaoxiao, Mr. Zhong
Shanshan’s younger sister, which has been deregistered.

On April 14, 1997, the Company was renamed to “Zhejiang Thousand-Island Lake Yangshengtang
Drinking Water Company Limited (¥7 VLT ki 58 4E & R F KA BR A 7).

In October 2000, the registered capital of the Company was increased from RMB20,000,000 to
RMB100,000,000, out of the increase of which, Yangshengtang and Hainan Baoyi Agricultural and
Sideline Product Production Company Limited (¥ 5§ E % 2 @l & & il LA FR/AF], “Hainan Baoyi”)
contributed RMB60,000,000 and RMB20,000,000, respectively. Hainan Baoyi was a limited liability
company incorporated under the laws of the PRC established by Ms. Lu Xiaoping, Mr. Zhong Shanshan’s
wife, and Mr. Lu Cheng, Ms. Lu Xiaoping’s elder brother, which has been deregistered.

In December 2000, the registered capital of the Company was increased from RMB100,000,000 to
RMB140,000,000, out of the increase of which, Yangshengtang and Hainan Baoyi contributed
RMB27,500,000 and RMB 12,500,000, respectively.

2. Conversion into a Joint Stock Limited Company in 2001

Along with the development and expansion of the business of the Group, after a few shareholding
changes among some of the then corporate Shareholders and registered capital changes of the Company,
in June 2001, the Company was converted into a joint stock company with limited liabilities with
147,000,000 Shares in a nominal value of RMB1.0 each, with its name changed from “Zhejiang
Thousand-Island Lake Yangshengtang Drinking Water Company Limited” to “Nongfu Spring Co., Ltd.
R RINIE A A BRZA F]).” Yangshengtang, Hainan Baoyi, Hainan Yangpu Bochuang Investment
Management Company Limited (¥ RV FgI#% & M A R A 7, “Hainan Bochuang”), Shanghai
Xinju Hi-Tech Service Company Limited (b #i4E & £ iy IR 5 A PR 7], “Shanghai Xinju”) and
Hainan Damen were the then Shareholders, holding 61.43%, 23.21%, 10%, 5% and 0.36% of the
Company’s then registered capital, respectively.

Hainan Bochuang, a limited liability company incorporated under the laws of the PRC and has
been deregistered. Hainan Bochuang had three shareholders at the time of the conversion of the Company
in 2001 and one of them was Mr. Ding Jinglin. Mr. Ding Jinglin also indirectly held 25% interest in
Nongfu Zhejiang Drinking Water through Power Field Enterprise Limited (7% /] {34 FR/A A, “Power
Field Enterprise”) at that time and such equity interest was transferred to the Company in December
2019. For details of the transfer, see “— Establishment and Development of the Company — Business
Reorganization and Share Incentive before the Listing.”
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3. Building up Overseas Operation Capability

To build up our overseas operation capability, we entered into two agreements in November 2016
and two supplemental agreements in October 2017 (the “Acquisition Agreements”) to acquire the
business, the farmland and associated assets of Otakiri Springs Limited from its then owners (all being
independent third parties) with a total consideration of NZ$10,500,000, which was determined after the
review of an auditor’s report of Otakiri Springs Limited prepared by an independent auditor. The
Company had paid a deposit of NZ$200,000 pursuant to the terms of the Acquisition Agreements as of the
Latest Practicable Date and if the acquisitions do not go through, the Company does not need to pay the
rest of the consideration according to the Acquisition Agreements, but the deposit of NZ$200,000 will be
forfeited. Otakiri Springs Limited is a company incorporated in New Zealand and mainly engaged in
production and sales of bottled water in New Zealand. We have established two wholly-owned
subsidiaries in New Zealand to gradually build up overseas operation capability of the Company when the
transaction completes.

Such acquisitions had not been completed as of the Latest Practicable Date and they are still
subject to the local proceedings in New Zealand. Should the local proceedings be resolved, such
acquisitions will not be subject to any governmental/regulatory approval. According to the Acquisition
Agreements, the Company will need to pay Otakiri Springs Limited the outstanding consideration and
both parties shall make certain registrations/filings to effect title transfers of relevant assets to complete
such acquisitions. The Company does not expect any other potential impediments to such completion.

4. Business Reorganization and Share Incentive before the Listing

We have undergone several business reorganization steps since 2018, including: (i) the acquisition
of the vending machine business from Yangshengtang to further focus on our principal business; (ii)
buying out minority shareholders of all our non-wholly-owned subsidiaries, which resulted in all of our
subsidiaries becoming wholly-owned by us; and (iii) the disposal of four businesses that were not closely
associated with our principal business to Yangshengtang. We have also provided share incentive to certain
individuals. Details of the business reorganization and share incentive are set out below:

. acquisition of the vending machine business: in July 2018, the Company acquired 100%
equity interest in Anji Smart Life from Yangshengtang at a total consideration of
approximately RMB95,000,000. Such consideration was determined after arm’s length
negotiation with reference to the net asset value of Anji Smart Life as of June 30, 2018
prepared by an independent valuer and was fully settled on December 11, 2018. Anji Smart
Life became our wholly-owned subsidiary upon the completion of such acquisition.

. buying out minority shareholders of our non-wholly-owned subsidiaries: in December
2019, we acquired 25% interest in Nongfu Zhejiang Drinking Water from Power Field
Enterprise at a consideration of approximately RMB20,705,000. Such consideration was
determined after arm’s length negotiation with reference to the valuation of Nongfu
Zhejiang Drinking Water as of September 30, 2019 prepared by an independent valuer and
was fully settled on December 31, 2019. The sole shareholder of Power Field Enterprise is
Mr. Ding Jinglin, who also held approximately 0.0972% equity interest in the Company as
of the Latest Practicable Date. Following such acquisition, Mr. Ding Jinglin ceased to be a
director of Nongfu Zhejiang Drinking Water.
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In December 2019, we acquired 35% interest in Nongfu Spring Hong Kong from Mr. Lee
Kwong Sang, at a consideration of approximately HK$9,235,000. Such consideration was
determined after arm’s length negotiation with reference to the book value of net assets of
Nongfu Spring Hong Kong and was fully settled on December 31, 2019. Save for his interest
in Nongfu Spring Hong Kong, Mr. Lee Kwong Sang is an independent third party of the
Company.

disposal of the fruit powder production and sales business: in June 2019, Nongfu
Industrial Development, a wholly-owned subsidiary of the Company, transferred all of its
100% interest in Zhejiang Anji Youguo Fruit Industry Company Limited (#7 7L % 7 {8 5 %
¥ABR/AF, “Anji Fruit”) to Yangshengtang Pharmaceutical Company Limited
(A EABR/AF), a subsidiary of Yangshengtang, at a total consideration of
approximately RMB6,377,000. Such consideration was determined after arm’s length
negotiation with reference to the net asset value of Anji Fruit as of December 31, 2018

prepared by an independent valuer and was fully settled on August 22, 2019.

disposal of the canteen supply business: in December 2019, Anji Smart Life transferred its
95% interest in Zhejiang Ruide Agriculture Technology Company Limited (#7715 {8 2 2%
B A B/~ 7], “Ruide Agriculture”) to Hangzhou Jiaozi Tea Industry Company Limited
MM AL FRZEABLAF), a wholly-owned subsidiary of Yangshengtang, at a total
consideration of approximately RMB6,600,000. Such consideration was determined after
arm’s length negotiation with reference to the net asset value of Ruide Agriculture as of
October 31, 2019 prepared by an independent valuer and was fully settled on December 24,
2019.

disposal of idle land parcels and properties: in March 2020, Nongfu Industrial
Development transferred its 100% interest in Xinjiang Yangshengtang Base Fruit Industry
Company Limited (#7584 4 L R EAH R /A, “Yangshengtang Fruit”) to YST
Natural Medicine Research at a total consideration of approximately RMB72,883,000. Such
consideration was determined after arm’s length negotiation with reference to the net asset
value of Yangshengtang Fruit as of December 31, 2019 prepared by an independent valuer
and was fully settled on March 13, 2020. Yangshengtang Fruit owns certain land parcels and

properties but has not carried out any actual business.

disposal of the forest products purchase and initial processing business: in March 2020,
the Company transferred its 100% interest in Nongfu Spring Greater Khingan Range Forest
Products Company Limited (f& 7 1LJR KB 2248 bR A FR/A A, “Nongfu GKR Forest
Products”) to Yangshengtang Cosmetic (Anji) Company Limited (F£4 % (% )btk A
FRZ ), a wholly-owned subsidiary of Yangshengtang, at a consideration of RMB1. Such
consideration was determined after arm’s length negotiation with reference to the audited
net asset value of Nongfu GKR Forest Products as of December 31, 2019 (which was
negative) and was fully settled on March 12, 2020.
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Details of the changes of Company’s shareholding percentages in these subsidiaries as a
result of the business reorganization steps mentioned above are set out below.

The The The The

Company’s Company’s Company’s Company’s

direct indirect direct indirect

shareholding shareholding shareholding shareholding

percentage percentage percentage percentage

before the before the after the after the

reorganization reorganization reorganization reorganization

Name of subsidiary steps steps steps steps
Anji Smart Life 0% 0% 100% 0%
Nongfu Zhejiang Drinking Water 75% 0% 100% 0%
Nongfu Spring Hong Kong 65% 0% 100% 0%
Anji Fruit 0% 100% 0% 0%
Ruide Agriculture 0% 95% 0% 0%
Yangshengtang Fruit 0% 100% 0% 0%
Nongfu GKR Forest Products 100% 0% 0% 0%
. share incentive to employees: to reward those who made contributions to Yangshengtang

and the Group, in August 2019 and December 2019, Mr. Zhong Shanshan and
Yangshengtang transferred 2,849,011 Shares in total, representing approximately 0.79% of
the then share capital of the Company, to 33 individuals at a total consideration of
approximately RMB42,478,000, among which, 1,119,604 Shares were transferred to two
then Directors and other eligible employees of the Group, and the rest of 1,729,407 Shares
were transferred to individuals who were employees of or had made contributions to
Yangshengtang. The consideration was determined based on the net asset value after
deducting profits of the Company as of the end of August 2019 and November 2019,
respectively. The number of Shares granted to each individual did not exceed 0.13% of the
number of the then issued shares of the Company.

5. Capital Increase and Share Split before the Listing

In March 2020, the registered capital of the Company was increased from RMB360,000,000 to
RMB1,080,000,000 by way of conversion of undistributed profits of RMB720,000,000 into share capital.
Upon completion of such capital increase, each Shareholder’s shareholding percentage in the Company
remained unchanged.

As approved by the CSRC on July 24, 2020 and our Shareholders’ general meeting held on August
14, 2020, the ordinary Shares of the Company were split on a one-for-ten basis, and the nominal value of
the Shares was changed from RMB1.0 each to RMBO0.1 each. Immediately after such share split, the
registered share capital of the Company became RMB1,080,000,000 with 10,800,000,000 Shares in a
nominal value of RMBO.1 each, all of which were fully paid up.
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The transactions, capital increase and share split mentioned above had obtained all the applicable
regulatory approvals and been completed as of the Latest Practicable Date.

OUR SUBSIDIARIES

For details of all of our subsidiaries as of the Latest Practicable Date, see “Appendix VI — Statutory
and General Information — Further Information about the Company — Subsidiaries.” For scope of our
principal subsidiaries as of the Latest Practicable Date, see Note 1 to “Appendix I — Accountants’
Report.”

GUIDANCE RECEIVED FOR POTENTIAL INITIAL PUBLIC OFFERING

To explore the opportunity of establishing a capital market platform in the A-share market, in May
2008, we entered into a guidance agreement for the initial public offering (the “Guidance Agreement”)
to receive guidance from a qualified sponsor of A-share listing. As our business continued going well and
we had sufficient cashflow for our operation, we did not have a strong need for a financing platform
anymore. Nevertheless we did not terminate the Guidance Agreement to improve our corporate
governance towards the standard of listing companies.

Along with the development of our business, we decided to explore opportunities in overseas
markets. During this process, we realized that by increasing the international popularity of our brands and
increasing our transparency can potential partners of us better understand our business and development,
further improve the governance structure of the Company, enable the Company to get familiar with and
understand the operating rules of international companies, and make overseas partners more comfortable
to cooperate with us. Pursuing a listing on the Stock Exchange is a part of such overseas development
plan of us and an important step to participate in the global market competition and become an
international enterprise.

We terminated the Guidance Agreement in December 2018. Since the execution of the Guidance
Agreement and up to the Latest Practicable Date, the Company had not submitted any A-share listing
application to the CSRC and had not received any comments or inquiries by the CSRC (including its local
offices), and we were not aware of any material adverse finding about the Group by the sponsor providing
the guidance.

To the best of our Directors’ knowledge and belief, our Directors are not aware of any other matters
relating to the guidance mentioned above that might potentially affect the suitability of the Group to be
listed on the Hong Kong Stock Exchange.

Based on the due diligence work conducted by the Joint Sponsors, nothing has come to the Joint
Sponsors’ attention that would reasonably cause the Joint Sponsors to disagree with the Directors’ view
above.

REASONS FOR THE LISTING
The Company is seeking listing on the Hong Kong Stock Exchange in order to optimize our
shareholding structure, lay a foundation for the development of our international business, further

improve our level of corporate governance and enhance our comprehensive competitive strengths. See
“Business — Development Strategies” and “Future Plans and Use of Proceeds.”
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OUR STRUCTURE IMMEDIATELY PRIOR TO THE GLOBAL OFFERING

The following chart illustrates the shareholding structure and simplified corporate structure of the

Group immediately prior to the completion of the Global Offering:

Notes:
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As of the Latest Practicable Date, each of Ms. Lu Xiaowei, Ms. Zhong Xiaoxiao, Mr. Lu Cheng, Ms. Lu Xiaofu and Ms.
Zhong Xuanxuan was an associate of Mr. Zhong Shanshan, among whom, Ms. Lu Xiaowei was an elder sister of Ms. Lu
Xiaoping (Mr. Zhong Shanshan’s wife) and a director and the general manager of Yangshengtang, Ms. Zhong Xiaoxiao was
the younger sister of Mr. Zhong Shanshan, Mr. Lu Cheng was an elder brother of Mr. Lu Xiaoping, Ms. Lu Xiaofu was an
elder sister of Ms. Lu Xiaoping, and Ms. Zhong Xuanxuan was an elder sister of Mr. Zhong Shanshan. The sources of
funding of acquisitions of Shares by Ms. Lu Xiaowei, Ms. Zhong Xiaoxiao, Mr. Lu Cheng, Ms. Lu Xiaofu and Ms. Zhong
Xuanxuan were all their respective personal funding. These Shareholders will become public Shareholders upon the
Listing, except Ms. Lu Xiaowei, who has entrusted the voting power of her shareholding in the Company (approximately
1.3925% upon the completion of the Global Offering assuming the Over-allotment Option is not exercised) to Mr. Zhong
Shanshan and therefore, her shareholding will not be regarded as public under the Listing Rules.

As of the Latest Practicable Date, each of Mr. Guo Zhen, Mr. Zhou Li, Ms. Zhou Zhenhua and Mr. Liao Yuan was a Director
and also a core connected person of the Company, Ms. Qiu Hongying was a Supervisor and also a core connected person of
the Company, and Mr. Jiang Xiaodong was the supervisor of certain subsidiaries and also a core connected person of the
Company. H Shares to be held by these Shareholders will not be counted into our public float upon the Listing.
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(3)

(4)

(5)

(6)

(N

As of the Latest Practicable Date, these individual Shareholders and their respective shareholding percentages in the
Company were approximately: Hong Yi (0.7467%), Hong Weiya (0.7467%), Hong Weigang (0.7467%), Lu Geng
(0.6350%), Lu Xiaozhen (0.6350%),Wang Pingyu (0.1944%), Lu Yinzhi (0.1587%), Hong Xiaoci (0.1409%), Xue Lian
(0.1296%),Wei Tieli (0.0972%), Ding Jinglin (0.0972%), Xie Haihua (0.0972%), Ji Deping (0.0648%), Yu Shuhua
(0.0648%), Gao Hong (0.0648%), Cao Limin (0.0648%), Jiang Junxiong (0.0648%), Xu Xiaoping (0.0648%), Ni Jiankang
(0.0648%), Li Feng (0.0648%), Zhong Jigang (0.0518%), Jiang Minfan (0.0324%), Shi Guorong (0.0324%), Liu Weiqing
(0.0324%), Yu Siyan (0.0324%), Ding Yubing (0.0324%), Yang Yunsong (0.0324%), Ren Yueping (0.0324%), Hong Yuling
(0.0324%), Shen Yi (0.0259%), Song Peiqin (0.0259%), Xu Bin (0.0194%), Cheng Yongjun (0.0194%), Wu Chaochao
(0.0194%), Huang Chuncheng (0.0194%), Wei Zhongming (0.0194%), Li Dehong (0.0130%), Huang Huicheng (0.0130%),
Huang Huimin (0.0130%), Chen Weidong (0.0065%), Zheng Yueming (0.0065%), Wang Qinlang (0.0065%), Wu Ping
(0.0065%), Feng Fang (0.0065%), Li Jun (0.0065%), Jin Zhigang (0.0065%), Li Qiang (0.0065%), Pan Xiaobing
(0.0065%), Fang Qiang (0.0065%), He Baosui (0.0065%), Wang Zhetao (0.0065%), Chen Zhengguang (0.0065%), Ye
Cuizhu (0.0065%), Chen Qiurong (0.0065%), Luo Shuhang (0.0065%), Cai Zi (0.0065%) and Luo Jiachun (0.0065%),
respectively. Mr. Lu Geng is the son of Mr. Lu Shen (Ms. Lu Xiaoping’s elder brother), Ms. Lu Xiaozhen is the wife of Mr.
Lu Shen and Ms. Lu Yinzhi is the daughter of Mr. Lu Shen. The 57 individual shareholders include:

(1) 23 current and former employees of the Company;
(2) 20 current and former employees of Yangshengtang;
3) seven consultants of the Company and/or Yangshengtang, among whom, four individuals were former employees of

the Company and/or Yangshengtang, who still provide consultancy services such as analysis on the trend of
economy, internal control, customer services and relationship, recommendation of candidates for positions relating
to production, and equipment and engineering, and the other three individuals provide consultancy services such as
water sources exploration, market research and media relations. These seven individuals firstly became our
Shareholders in 2007, 2008, 2019 or 2020, as the case may be;

(4) four inheritors of Mr. Hong Mengxue, an individual who made outstanding contributions to the Group and passed
away in July 2015, among whom, each of Ms. Hong Yi, Ms. Hong Weiya and Mr. Hong Weigang is a child of Mr.
Hong Mengxue and became our Shareholder in 2007, and Ms. Hong Xiaoci is a daughter of Mr. Hong Weigang and
became our Shareholder in 2016;

(5) two relatives of Mr. Zhong Shanshan’s wife, who are current employees of the Company; and
(6) one relative of Mr. Zhong Shanshan’s wife.

None of them was a core connected person of the Company or senior management of the Group and held more than 1% of
the issued share capital of the Company as at the Latest Practicable Date. As of the Latest Practicable Date, each of such
individual Shareholders was an independent third party of the Company and was not an associate of Mr. Zhong Shanshan.
These Shareholders will become public Shareholders upon the Listing.

The subsidiaries set out in the chart above are our principal subsidiaries as of the Latest Practicable Date. For scope of our
principal subsidiaries as of the Latest Practicable Date, see Note 1 to “Appendix I — Accountants’ Report.” For details of all
of our subsidiaries as of the Latest Practicable Date, see “Appendix VI — Statutory and General Information — Further
Information about the Company — Subsidiaries.”

As of the Latest Practicable Date, the Company held 100% equity interest in Nongfu Spring (Chun’an Pingshan) Company
Limited (&R IR ELZHL) HFHRA ), including 95% direct interest and 5% indirect interest through our direct
wholly-owned subsidiary, Nongfu Spring Zhejiang Thousand-Island Lake Company Limited (Ji 5% 111 5% #7 T T 55 i1 45 BR 2
A).

As of the Latest Practicable Date, the Company, through its direct wholly-owned subsidiary, Nongfu Industrial
Development, held 100% equity interests in Yili Nongfu Spring Fruit Industry Company Limited (2252 J 111 Jf 5247 IR
/A 7)) and Xinfeng Nongfu Spring Fruit Industry Company Limited ({5 %52 J¢ 111 5% S 345 BR 23 7)), respectively.

Among Ms. Lu Xiaowei, Ms. Zhong Xiaoxiao, Mr. Lu Cheng, Ms. Lu Xiaofu, Ms. Zhong Xuanxuan and the other 57
individual Shareholders, 27 individuals (including Ms. Lu Xiaowei, Ms. Zhong Xiaoxiao, Mr. Lu Cheng, Ms. Lu Xiaofu
and Ms. Zhong Xuanxuan) became our Shareholders in 2007 and 2008 by way of share transfer and/or subscription of new
Shares issued during the increase of share capital of the Company (as the case may be), one individual became our
Shareholder in 2016 by way of inheritance, and 34 individuals became our Shareholders in 2019 and 2020 by way of
inheritance or share transfer (as the case may be).
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OUR STRUCTURE IMMEDIATELY FOLLOWING THE GLOBAL OFFERING

The following chart illustrates the shareholding structure and simplified corporate structure of the

Group immediately following the completion of the Global Offering (assuming the Over-allotment
Option is not exercised):
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As of the Latest Practicable Date, each of Ms. Lu Xiaowei, Ms. Zhong Xiaoxiao, Mr. Lu Cheng, Ms. Lu Xiaofu and Ms.
Zhong Xuanxuan was an associate of Mr. Zhong Shanshan, among whom, Ms. Lu Xiaowei was an elder sister of Ms. Lu
Xiaoping (Mr. Zhong Shanshan’s wife) and a director and the general manager of Yangshengtang, Ms. Zhong Xiaoxiao was
the younger sister of Mr. Zhong Shanshan, Mr. Lu Cheng was an elder brother of Mr. Lu Xiaoping, Ms. Lu Xiaofu was an
elder sister of Ms. Lu Xiaoping, and Ms. Zhong Xuanxuan was an elder sister of Mr. Zhong Shanshan. The sources of
funding of acquisitions of Shares by Ms. Lu Xiaowei, Ms. Zhong Xiaoxiao, Mr. Lu Cheng, Ms. Lu Xiaofu and Ms. Zhong
Xuanxuan were all their respective personal funding. These Shareholders will become public Shareholders upon the
Listing, except Ms. Lu Xiaowei, who has entrusted the voting power of her shareholding in the Company (approximately
1.3925% upon the completion of the Global Offering assuming the Over-allotment Option is not exercised) to Mr. Zhong
Shanshan and therefore, her shareholding will not be regarded as public under the Listing Rules.

As of the Latest Practicable Date, each of Mr. Guo Zhen, Mr. Zhou Li, Ms. Zhou Zhenhua and Mr. Liao Yuan was a Director
and also a core connected person of the Company, Ms. Qiu Hongying was a Supervisor and also a core connected person of
the Company, and Mr. Jiang Xiaodong was the supervisor of certain subsidiaries and also a core connected person of the
Company. H Shares to be held by these Shareholders will not be counted into our public float upon the Listing.
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(3)

)

(5)

(6)

(7

Immediately upon the completion of the Global Offering (assuming the Over-allotment Option is not exercised), these
individual Shareholders and their respective shareholding percentages in the Company were approximately: Hong Yi
(0.7208%), Hong Weiya (0.7208%), Hong Weigang (0.7208%), Lu Geng (0.6129%), Lu Xiaozhen (0.6128%), Wang Pingyu
(0.1876%), Lu Yinzhi (0.1532%), Hong Xiaoci (0.1360%), Xue Lian (0.1251%), Wei Tieli (0.0938%), Ding Jinglin
(0.0938%), Xie Haihua (0.0938%), Ji Deping (0.0625%), Yu Shuhua (0.0625%), Gao Hong (0.0625%), Cao Limin
(0.0625%), Jiang Junxiong (0.0625%), Xu Xiaoping (0.0625%), Ni Jiankang (0.0625%), Li Feng (0.0625%), Zhong Jigang
(0.0500%), Jiang Minfan (0.0313%), Shi Guorong (0.0313%), Liu Weiqing (0.0313%),Yu Siyan (0.0313%), DingYubing
(0.0313%),YangYunsong (0.0313%), RenYueping (0.0313%), HongYuling (0.0313%), Shen Yi (0.0250%), Song Peiqin
(0.0250%), Xu Bin (0.0188%), Cheng Yongjun (0.0188%), Wu Chaochao (0.0188%), Huang Chuncheng (0.0188%), Wei
Zhongming (0.0188%), Li Dehong (0.0125%), Huang Huicheng (0.0125%), Huang Huimin (0.0125%), Chen Weidong
(0.0063%), Zheng Yueming (0.0063%), Wang Qinlang (0.0063%), Wu Ping (0.0063%), Feng Fang (0.0063%), Li Jun
(0.0063%), Jin Zhigang (0.0063%), Li Qiang (0.0063%), Pan Xiaobing (0.0063%), Fang Qiang (0.0063%), He Baosui
(0.0063%), Wang Zhetao (0.0063%), Chen Zhengguang (0.0063%), Ye Cuizhu (0.0063%), Chen Qiurong (0.0063%), Luo
Shuhang (0.0063%), Cai Zi (0.0063%) and Luo Jiachun (0.0063%), respectively. Mr. Lu Geng is the son of Mr. Lu Shen
(Ms. Lu Xiaoping’s elder brother), Ms. Lu Xiaozhen is the wife of Mr. Lu Shen and Ms. Lu Yinzhi is the daughter of Mr. Lu
Shen. The 57 individual shareholders include:

(1) 23 current and former employees of the Company;
(2) 20 current and former employees of Yangshengtang;
3) seven consultants of the Company and/or Yangshengtang, among whom, four individuals were former employees of

the Company and/or Yangshengtang, who still provide consultancy services such as analysis on the trend of
economy, internal control, customer services and relationship, recommendation of candidates for positions relating
to production, and equipment and engineering, and the other three individuals provided consultancy services such
as water sources exploration, market research and media relations. Such seven individuals firstly became our
Shareholders in 2007, 2008, 2019 or 2020, as the case may be;

(4) four inheritors of Mr. Hong Mengxue, an individual who made outstanding contributions to the Group and passed
away in July 2015, among whom, each of Ms. Hong Yi, Ms. Hong Weiya and Mr. Hong Weigang is a child of Mr.
Hong Mengxue and became our Shareholder in 2007, and Ms. Hong Xiaoci is a daughter of Mr. Hong Weigang and
became our Shareholder in 2016;

(5) two relatives of Mr. Zhong Shanshan’s wife, who are current employees of the Company; and
(6) one relative of Mr. Zhong Shanshan’s wife.

None of them was a core connected person of the Company or senior management of the Group and held more than 1% of
the issued share capital of the Company as at the Latest Practicable Date. As of the Latest Practicable Date, each of such
individual Shareholders was an independent third party of the Company and was not a close associate of Mr. Zhong
Shanshan. These Shareholders will become public Shareholders upon the Listing.

The subsidiaries set out in the chart above are our principal subsidiaries as of the Latest Practicable Date. For scope of our
principal subsidiaries as of the Latest Practicable Date, see Note 1 to “Appendix I — Accountants’ Report.” For details of all
of our subsidiaries as of the Latest Practicable Date, see “Appendix VI — Statutory and General Information — Further
Information about the Company — Subsidiaries.”

As of the Latest Practicable Date, the Company held 100% equity interest in Nongfu Spring (Chun’an Pingshan) Company
Limited (2 RIUE (FELIE) HRAT), including 95% direct interest and 5% indirect interest through our direct
wholly-owned subsidiary, Nongfu Spring Zhejiang Thousand-Island Lake Company Limited (J& 5% 111 5% #7 71T 5 51 45 BR A
A).

As of the Latest Practicable Date, the Company, through its direct wholly-owned subsidiary, Nongfu Industrial
Development, held 100% equity interests in Yili Nongfu Spring Fruit Industry Company Limited (/72 111 SR R EH R
/3 7)) and Xinfeng Nongfu Spring Fruit Industry Company Limited ({5 %22 5 111 5% S 347 BR 2 7)), respectively.

Immediately upon the completion of the Global Offering, 1,303,252,410 Shares held by Yangshengtang (representing
approximately 11.6484% of the share capital of the Company immediately upon the completion of the Global Offering
(assuming the Over-allotment Option is not exercised)) and 3,284,947,590 Shares (representing approximately 29.3607%
of the share capital of the Company immediately upon the completion of the Global Offering (assuming the Over-allotment
Option is not exercised)) held by these individual Shareholders will be converted into H Shares. Such Conversion of
Domestic Shares into H Shares has been approved by the CSRC on July 24, 2020 and is still subject to the approval by the
Hong Kong Stock Exchange.
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Certain information and statistics set out in this section and elsewhere in this prospectus
relating to the soft beverage market in China are derived from the market research report prepared
by Frost & Sullivan, an independent industry consultant which was commissioned by us (the “F&S
Report”). We have no reason to believe that such information and statistics are false or misleading
or that any fact has been omitted that would render such information and statistics false or
misleading in any material respect.

No independent verification has been carried out on such information and statistics by us, the
Joint Sponsors, the Joint Global Coordinators, the Joint Bookrunners, the Joint Lead Managers,
the Underwriters or any other parties involved in the Global Offering or their respective directors,
officers, employees, advisers, or agents (excluding Frost & Sullivan), and no representation is
given as to the accuracy or completeness of such information and statistics.

OVERVIEW OF SOFT BEVERAGE MARKET IN CHINA

Overview

China is one of the largest soft beverage markets in the world. According to the F&S Report, the
market size of the soft beverage market in China was RMB991.4 billion in terms of retail sales value in
2019, representing a CAGR of 5.9% from 2014 to 2019. Driven by accelerating urbanization process,
increasing disposable income and consumption upgrade, the soft beverage market in China will continue
to grow and the CAGR is expected to remain at 5.9% from 2019 to 2024. The market size of the soft
beverage market in China is expected to amount to RMB1,323.0 billion by 2024.

According to the F&S Report, soft beverage products are divided into ten major categories. Ranked
in descending order in terms of the market size in 2019, they are (i) packaged drinking water, (ii) protein
beverage, (iii) juice beverage, (iv) functional beverage, (v) solid beverage, (vi) carbonated beverage, (vii)
tea beverage, (viii) botanical beverage, (ix) flavored beverage and (x) coffee beverage, according to the
F&S Report. Among these categories, packaged drinking water, which had been the largest category in
terms of retail sales value, reached a market size of RMB201.7 billion in 2019. Coffee beverage,
functional beverage and packaged drinking water were the three categories with the highest CAGR in
market size from 2014 to 2019, being 29.0%, 14.0% and 11.0%, respectively. This trend is expected to
continue from 2019 to 2024. The CAGR of coffee beverage, functional beverage and packaged drinking
water is expected to reach 20.8%, 9.4% and 10.8%, respectively, from 2019 to 2024.

The table below sets forth the breakdown of market size of the soft beverage market in China from
2014 to 2024 by category.

Retail Sales Value CAGR
2014 2019 2024E 2014-2019  2019-2024E
(RMB (RMB (RMB

billion) billion) billion) % %
Total for soft beverage 743.3 991.4 1,323.0 5.9% 5.9%
Packaged drinking water 119.6 201.7 337.1 11.0% 10.8%
Protein beverage 124.3 147.4 174.6 3.5% 3.4%
Juice beverage 127.5 143.5 160.3 2.4% 2.2%
Functional beverage 58.1 111.9 175.6 14.0% 9.4%
Solid beverage 82.1 91.3 95.6 2.1% 0.9%
Carbonated beverage 78.8 88.5 98.4 2.3% 2.1%
Tea beverage 65.3 78.7 93.6 3.8% 3.5%
Botanical beverage 51.0 69.1 93.2 6.3% 6.2%
Flavored beverage 31.8 44 .4 58.5 6.9% 5.7%
Coffee beverage 3.7 13.2 34.0 29.0% 20.8%
Other beverage 1.1 1.7 2.1 9.1% 4.3%
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Competitive Landscape

According to the F&S Report, the market concentration of the soft beverage market in China is
relatively low. The top ten players only occupied an aggregate market share of 42.5% in terms of retail
sales value in 2019, in which the top four players have significantly higher retail sales value than the
others and they occupied an aggregate market share of 27.7%.

The chart below sets forth the details of market concentration, market shares and retail sales value
of the top ten players of the soft beverage market in China in 2019.

Top Ten Players in China’s Soft Beverage Market, 2019

Market Concentration, 2019 Retail Sales Value of Top Ten Players, 2019
Market Share by Retail Sales Value Unit: RMB billion
100% —» Company A 75.9
Company B® 69.5
Top Ten Company C® 66.7
Nongfu Spring | 62.4
Company D@ 32.0
Company E® 28.9
6
Others 57.5% Company F® 26.6
Company G 233
Company H® 18.9
Company [ 17.1
2019
Total Market Size: RMB991.4 billion Top Ten Subtotal: RMB421.2 billion

Notes:

(1) Established in 1982 in the U.S., Company A is a listed beverage company.

(2) Established in 1987 in Hangzhou, Zhejiang Province, Company B is a non-listed company owning beverage

companies in China.
3) Established in 1958 in Taiwan, Company C is a listed food and beverage company.
(4) Established in 1984 in Beijing, Company D is a non-listed beverage company.
(5) Established in 1866 in Switzerland, Company E is a listed food and beverage company.
(6) Established in 1938 in Hong Kong, Company F is a non-listed beverage company.
(7) Established in 1967 in Taiwan, Company G is a listed food and beverage company.
(8) Established in 1999 in Hohhot, Inner Mongolia, Company H is a listed beverage company.

9) Established in 1989 in Quanzhou, Fujian Province, Company I is a listed food and beverage company.
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PACKAGED DRINKING WATER MARKET IN CHINA
Overview

According to the F&S Report, the market size of the packaged drinking water was RMB201.7

billion in terms of retail sales value in 2019. Packaged drinking water is divided into four subcategories,

namely:

. Natural water, which primarily originates from wells, mountain springs, reservoirs, lakes,
alpine glaciers or underground sources (springs).

. Natural mineral water, which contains a certain amount of minerals or trace elements and
emerges automatically from deep beneath the ground or is harvested after drilling.

. Purified drinking water, which is derived from the ground, underground or public water
supply system, and contains no minerals or trace elements.

. Other drinking water, which is the drinking water apart from natural water, natural mineral

water or purified drinking water, and a certain amount of minerals could be artificially
added.

No restriction is imposed on the source of purified drinking water, which is currently the largest
category of packaged drinking water in terms of market size. The retail sales value of purified drinking
water accounted for 60.4% of the aggregate retail sales value of packaged drinking water in 2019.
According to the F&S Report, with a growing health awareness and consumption power of Chinese
consumers, natural water and natural mineral water have become the fastest-growing categories of
packaged drinking water in recent years. Such two categories had a CAGR of 29.1% and 19.0%,
respectively, from 2014 to 2019 and a market size of RMB44.1 billion and RMB15.5 billion, respectively,
in terms of retail sales value in 2019. It is expected that the trend will continue. The CAGR of natural

water and natural mineral water is expected to be 15.2% and 14.1% from 2019 to 2024.

The table below sets forth the breakdown of market size of the packaged drinking water market in
China from 2014 to 2024 by category.

Retail Sales Value CAGR
2014 2019 2024E 2014-2019  2019-2024E
(RMB (RMB (RMB
billion) billion) billion) % %
Total for packaged

drinking water 119.6 201.7 337.1 11.0% 10.8%
Natural water 12.3 441 89.3 29.1% 15.2%
Natural mineral water 6.5 15.5 30.0 19.0% 14.1%
Purified drinking water 65.5 119.1 207.3 12.7% 11.7%
Other drinking water 35.3 23.0 10.5 (8.2%) (14.5%)
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Competitive Landscape

According to the F&S Report, the packaged drinking water market in China is relatively
concentrated. The top five players occupied an aggregate market share of 56.2% in terms of retail sales
value in 2019. The largest player, Nongfu Spring, had a distinctive leading position. Its retail sales value
was more than one and half times of the retail sales value of the second largest player in 2019.

The chart below sets forth the details of market concentration, market shares and retail sales value
of the top five players of the packaged drinking water market in China in 2019.

Top Five Players in China’s Packaged Drinking Water Market, 2019

Market Concentration, 2019 Retail Sales Value of Top Five Players, 2019
Market Share by Retail Sales Value Unit: RMB billion
100% —»
Nongfu Spring 422
Top Five Company F 255
Company B 15.7
Company C 15.1
Others 43.8%
Company J® 14.8
2019
Total Market Size: RMB201.7 billion Top Five Subtotal: RMB113.3 billion
Note:
(1) Established in 1992 in Shenzhen, Guangdong Province, Company J is a non-listed beverage company.

TEA BEVERAGE MARKET IN CHINA
Overview

According to the F&S Report, the market size of the tea beverage market in China was RMB78.7
billion in terms of retail sales value in 2019. Tea beverage is divided into sugar-free tea beverage and
sugar-sweetened tea beverage. The market size of sugar-sweetened tea beverage is greater, with the retail
sales value accounting for 94.8% of the aggregate retail sales value of tea beverage in 2019. Driven by the
increasing awareness of the health of Chinese consumers, the retail sales value of sugar-free tea beverage
has grown rapidly. Its market share is expected to increase to 12.3% in 2024.

The table below sets forth the breakdown of market size of the tea beverage market in China from
2014 to 2024 by category.

Retail Sales Value CAGR
2014 2019 2024E 2014-2019  2019-2024E
(RMB (RMB (RMB
billion) billion) billion) % %
Total for tea beverage 65.3 78.7 93.6 3.8% 3.5%
Sugar-sweetened tea
beverage 64.3 74.6 82.1 3.0% 1.9%
Sugar-free tea beverage 1.0 4.1 11.5 32.6% 22.9%
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Competitive Landscape
According to the F&S Report, the market concentration of the tea beverage market in China is
relatively high. The top five players occupied an aggregate market share of 86.5% in terms of retail sales

value in 2019.

The chart below sets forth the details of market concentration, market shares and retail sales value
of the top five players of the tea beverage market in China in 2019.

Top Five Players in China’s Tea Beverage Market, 2019

Market Concentration, 2019 Retail Sales Value of Top Five Players, 2019
Market Share by Retail Sales Value Unit: RMB billion

100% —»
Company C 34.1
Company G 18.5

Top Five
Nongfu Spring - 6.2
Company B 5.1
Others 13 5¢, Company K© 4.2
2019
Total Market Size: RMB78.7 billion Top Five Subtotal: RMBG68.1 billion

Note:

(1) Established in 1940 in Hong Kong, Company K is a listed beverage company.

JUICE BEVERAGE MARKET IN CHINA

Overview

According to the F&S Report, the market size of the juice beverage market in China was
RMB143.5 billion in terms of retail sales value in 2019. Juice beverage has three levels of concentration:
pure juice (with 100% juice concentration), medium concentration juice (with juice concentration from
30% to 99%) and low concentration juice (with juice concentrations from 5% to 29%). The market share
of low concentration juice is the largest. The retail sales value of low concentration juice accounted for
75.3% of the aggregate retail sales value of juice beverage in 2019. According to the F&S Report, driven
by the rising disposable income and increasing awareness of the health of consumers, the retail sales
value of pure juice and medium concentration juice grew at a CAGR of 12.9% and 9.4%, respectively,
from 2014 to 2019, which were far higher than the CAGR of 0.4% of low concentration juice during the
same period. It is expected that the growth rate of retail sales value of pure juice and medium
concentration juice will further increase. The market size of pure juice and medium concentration juice is
expected to grow at a CAGR of 9.8% and 6.6%, respectively, in terms of retail sales value from 2019 to
2024.
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The table below sets forth the breakdown of the market size of the juice beverage market in China
from 2014 to 2024 by category.

Retail Sales Value CAGR
2014 2019 2024E 2014-2019  2019-2024E
(RMB (RMB (RMB
Billion) Billion) Billion) % %
Total for juice beverage 127.5 143.5 160.3 2.4% 2.2%
Pure juice 5.4 9.9 15.8 12.9% 9.8%
Medium concentration
juice 16.3 25.5 35.1 9.4% 6.6%
Low concentration juice 105.8 108.1 109.4 0.4% 0.2%

Competitive Landscape
According to the F&S Report, the market concentration of the juice beverage market in China is
relatively low. The top five players only occupied an aggregate market share of 25.1% in terms of retail

sales value in 2019.

The chart below sets forth the details of market concentration, market shares and retail sales value
of the top five players of the juice beverage market in China in 2019.

Top Five Players in China’s Juice Beverage Market, 2019

Market Concentration, 2019 Retail Sales Value of Top Five Players, 2019
Market Share by Retail Sales Value Unit: RMB billion
100% —»
. Company A 11.9
Top Five
Company C 11.6
Nongiu spring. | s+
Others  74.9%
Company B 3.9
Company G 32
2019
Total Market Size: RMB143.5 billion Top Five Subtotal: RMB36.0 billion

FUNCTIONAL BEVERAGE MARKET IN CHINA
Overview

According to the F&S Report, the market size of the functional beverage market in China was
RMBI111.9 billion in terms of retail sales value in 2019. Functional beverage mainly includes energy
beverage, sports beverage and nutritional beverage. The market size of energy beverage is the largest. The
retail sales value of energy beverage accounted for 70.2% of the aggregate retail sales value of functional
beverage in 2019. According to the F&S Report, the retail sales value of energy beverage, sports beverage
and nutritional beverage grew at a CAGR of 14.4%, 15.1% and 11.1%, respectively, from 2014 to 2019.
The trend is expected to continue from 2019 to 2024, with the market size of energy beverage, sports
beverage and nutritional beverage growing at a CAGR of 9.7%, 9.6% and 7.6%, respectively.
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The table below sets forth the breakdown of the market size of the functional beverage market in
China from 2014 to 2024 by category.

Retail Sales Value CAGR
2014 2019 2024E 2014-2019  2019-2024E
(RMB (RMB (RMB
billion) billion) billion) % %
Total for functional
beverage 58.1 111.9 175.6 14.0% 9.4%
Sports beverage 6.2 12.5 19.8 15.1% 9.6%
Nutritional beverage 9.4 15.9 22.9 11.1% 7.6%
Energy beverage 40.1 78.6 124.6 14.4% 9.7%
Other functional
beverage 2.4 4.9 8.3 15.3% 11.1%

Competitive Landscape

According to the F&S Report, the functional beverage market in China is relatively concentrated.
The top five players occupied an aggregate market share of 56.7% in terms of retail sales value in 2019.

The chart below sets forth the details of market concentration, market shares and retail sales value
of top five players of the functional beverage market in China in 2019.

Top Five Players in China’s Functional Beverage Market, 2019

Market Concentration, 2019 Retail Sales Value of Top Five Players, 2019
Market Share by Retail Sales Value Unit: RMB billion
100% —»
Company D 31.4
Top Five Company L® 10.2
Nongfu Sprinz RN 5
Company M® 7.5
Others  43.3%
Company I 6.2
2019
Total Market Size: RM111.9 billion Top Five Subtotal: RMB63.5 billion

Notes:

(1) Established in 1966 in France, Company L is a listed food and beverage company.
(2) Established in 1987 in Shenzhen, Guangdong Province, Company M is a non-listed beverage company.

MARKET DRIVERS AND FUTURE TRENDS

. Growing health awareness. With the growing health awareness, consumers are inclining to select
(i) packaged drinking water derived from high-quality natural water sources and containing natural
minerals, and (ii) beverage products with low calories and less sugar.
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. Consumption upgrade. With the increasing income level and purchasing power, when selecting
products, consumers become less sensitive to price and pay more attention to product quality, taste
and convenience. They are willing to purchase more high-quality products due to their increasingly
diversified demands.

. Accelerating urbanization. The urbanization helps the increase in income level and aligns people’s
consumption habits with those of urban citizens, which effectively drives consumers’ demand for
high-quality products. The urbanization also provides consumers more channels to purchase
products.

. Increasingly diversified sales channels. The increasingly diversified sales channels, such as
convenience stores, e-commerce platforms and vending machines, make it more convenient for
consumers to purchase products and therefore have raised the consumption frequency of products.

ENTRY BARRIERS

. Scarcity of water resources. High-quality natural water resources suitable for drinking water
business are limited in China. Some of them have been discovered and utilized by packaged
drinking water companies, which makes it less easy to have access to water resources.

. Sufficient capital. Soft beverage business requires significant capital for investment in production
equipment and facilities, development of sales channels and brand building. Economies of scale
may not be achieved if there is limited capital.

. Brand awareness. Consumers in China tend to choose products of well-known brands. With the
increasing personalized consumption and more diversified brand promotion channels, it is more
difficult for new soft beverage companies to establish brand awareness.

. Sales and distribution network. The distribution of products depends significantly on the coverage
capability and execution efficiency of the sales and distribution network. New soft beverage
companies may find themselves in a disadvantageous position when it comes to the establishment
of an extensive distributor network and effective collaboration with distributors.

. Production technology and product formulae. Production technology is key to the production
efficiency, cost management and product quality for soft beverage companies. New soft beverage
companies may not have such research and development ability and production technology
accumulated. Product formulae greatly affect the taste of products and, as a result, the consumer
recognition of such products.

SALES CHANNELS
According to the F&S Report, soft beverage companies primarily rely on distributors to reach a
broad base of customers. The sales channels of the soft beverage market in China are divided into five
major categories, namely:
. Traditional channel, which primarily includes small grocery stores and non-chained
convenience stores. These stores are commonly owned and operated by individual

entrepreneurs or households.

. Modern channel, which primarily includes shopping malls, supermarkets and chained
convenience stores.

. Catering channel, which primarily refers to the catering service providers.
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. E-commerce channel, which primarily refers to the online sales platforms.

. Other channels, which primarily include specialty channels and new retail channels

represented by vending machines. Specialty channels primarily include air transportation,

train stations, gas stations and highway service areas.

According to the F&S Report, based on the scale in terms of retail sales value in 2019, the main

channels are ranked in descending order as follows: (i) traditional channel, (ii) modern channel, (iii)

catering channel, (iv) other channels and (v) e-commerce channel. The traditional channel and the

modern channel accounted for 44.0% and 22.3% of the overall market, respectively. Evolving sales

channels like e-commerce channel and other channels also contributed to the growth of the overall market

in the past few years.

The table below sets forth the breakdown of market size of the overall soft beverage market in

China from 2014 to 2024 by sales channel.

Retail Sales Value CAGR
2014 2019 2024E 2014-2019 2019-2024E
(RMB (RMB (RMB

billion) billion) billion) %o %0
Total for soft beverage 743.3 991.4 1,323.0 5.9% 5.9%
Traditional channel 367.2 436.7 498.5 3.5% 2.7%
Modern channel 151.5 221.4 325.9 7.9% 8.0%
Catering channel 101.7 141.9 197.6 6.9% 6.8%
E-commerce channel 33.2 60.9 109.7 12.9% 12.5%
Other channels 89.7 130.5 191.3 7.8% 7.9%

RAW MATERIALS

PET is the most important raw material for the packaging of soft beverage products. The chart

below sets forth the yearly average price'"’ of PET in China from 2014 to 1H2020.

Average Price of PET (China), 2014-1H2020
RMB/ton
16,000 7
14,000
12,000

—=— PET Price

10,000 T 8,2777

8,000 6,705.7
6,000 - 6,760.7 5,259.7

5,987.8 5,771.3
4,000
2,000
0 T T T T T
2014 2015 2016 2017 2018 2019
Note:

® Average price refers to the annual average ex-factory price, excluding VAT.
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WATER UTILIZATION IN THE PRODUCTION

Water utilized in the production of packaged drinking water products and beverage products
primarily includes process water, cleaning water and cooling water for production equipment.

The Norm of Water Intake for Beverage Manufacture (QB/T 2931-2008) was an industry standard
drafted by the Technical Committee of China Beverage Industry Association and some beverage
companies, proposed by China National Light Industry Council and promulgated by the NDRC. It uses
the ratio of water utilized divided by final product output to reflect the water conservation level of a
beverage company. It is a non-profit standard based on the data from 180 samples in an investigation of
the water extraction conditions of carbonated beverage, packaged drinking water, concentrated apple
juice, milk-containing beverage, tea beverage and juice beverages of around 60 beverage companies. A
beverage company shall take water following the Norm of Water Intake for Beverage Manufacture which
is a major indicator to evaluate the water conservation level of a beverage company. It may be also used
as a supplementary indicator for managing daily water consumption by a beverage company. There are
three levels under the Norm of Water Intake for Beverage Manufacture, namely Level I
(international-leading level), Level II (domestic-leading level) and Level III (domestic-general level).
The table below sets forth the details of water conservation level by product category.

Water Conservation Level

Level 1 Level 11 Level 111
(international- (domestic- (domestic-
leading level) leading level) general level)

Packaged drinking water (excluding natural

mineral water) 2.0 2.5 34
Natural mineral water 1.6 1.8 2.0
Tea beverage 2.5 3.5 5.0
Functional beverage 2.5 3.0 5.0
Juice beverage 2.5 3.0 4.5

GLOBAL TREND IN REDUCING USE OF PLASTICS AND OTHER PACKAGING MATERIALS

With the increasing awareness on environmental protection, there has been a growing trend in
reducing the use of plastics and other non-recyclable packaging materials in various industries, including
the soft beverage market, around the world. Many countries have taken efforts to reduce the use of
single-use plastics by promulgating regulations or carrying out relevant plans. As a result, leading soft
beverage companies are making efforts to improve the raw material utilization ratio of plastics in product
production. They are also using more recyclable packaging materials.

SOURCE OF INFORMATION

We commissioned Frost & Sullivan to conduct an analysis of the soft beverage market in China,
and to prepare the F&S Report independently. Frost & Sullivan is a global consulting firm, which was
founded in 1961 in New York. We paid Frost & Sullivan a total fee of RMB580,000 for the preparation
and use of the F&S Report. Unless and except as otherwise specified, the market and industry information
and data presented in this “Industry Overview” section are derived from the F&S Report.

During the preparation of the F&S Report, Frost & Sullivan conducted primary research that
involved discussing the status of the industry with industry participants and industry experts, as well as
secondary research that involved reviewing company reports, independent research reports and Frost &
Sullivan’s own database.

Frost & Sullivan prepared the F&S Report based on the following assumptions: (i) China’s
economy is likely to maintain steady growth in the next decade; (ii) China’s social, economic, and
political environment is likely to remain stable in the forecast period; (iii) market drivers like increasing
awareness of health are likely to drive the growth of China’s soft beverage market; and (iv) the potential
impact of the COVID-19 outbreak.

—72 —



REGULATORY ENVIRONMENT

LAWS AND REGULATIONS RELATING TO DRINKING WATER AND BEVERAGE BUSINESS
Food Safety

According to the Food Safety Law of the PRC ({H % A | IL A B & i % 2274)) (the “Food Safety
Law”), as promulgated by the Standing Committee of the National People’s Congress (the “NPCSC”) on
February 28, 2009, took effective on June 1, 2009 and amended on April 24, 2015, December 29, 2018,
and Implementing Regulations of the Food Safety Law of the PRC ({H 3£ A RILFNE & 5 2 205 H i 1))
) (“Implementing Regulations of the Food Safety Law”), passed by the State Council on July 20, 2009
and amended on February 6, 2016 and December 1, 2019, food producers and business operators shall, in
accordance with laws, regulations and food safety standards, engage in production and business operation
activities, establish a sound food safety management system, and take effective measures to prevent and

control food safety risks, thus ensuring food safety.

According to the Food Safety Law and the Implementing Regulations of the Food Safety Law, food
safety standards are mandatory standards, other than food safety standards, no food mandatory standard
shall be formulated. The health administrative department under the State Council shall, in concert with
the food safety administration under the State Council, be responsible for the formulation and release of
national food safety standards. The standardization administrative department under the State Council
shall provide the reference codes for these national standards. The health administrative department of
the State Council shall, in collaboration with the food safety supervision and management department
and the agriculture administrative department, etc. of the State Council, develop a national standard plan
on food safety and an annual plan for the implementation thereof. For local special foods without national
food safety standards, the health administrative departments of the people’s governments of provinces,
autonomous regions and municipalities directly under the Central Government may formulate and
publish local food safety standards and submit the same to the health administrative department under the
State Council for filing. After the national food safety standards are formulated, such local standards

shall be nullified immediately.

The State encourages food producers to formulate corporate standards that are stricter than the
national or local food safety standards. Such corporate standards apply to such producers and shall be
reported to the health administrative department of the people’s governments of provinces, autonomous
regions and municipalities directly under the Central Government for filing. The health administrative
departments of the people’s governments at the provincial level or above shall promulgate on their
respective websites the national and local food safety standards and corporate standards formulated and
filed for inquiry and downloading by the public free of charge.

The State has established a food recall system according to the Food Safety Law and the
Implementing Regulations of the Food Safety Law. Upon discovery of food produced not conforming to
food safety standards or if there is any evidence proving that the foods produced may harm human health,
food producers and operators shall (i) immediately cease production, recall foods in the market, notify
the relevant food producers, operators and consumers thereof, and keep records of the recall and
notification status; (ii) immediately cease operation, notify the relevant food producers, operators and
consumers thereof, and keep records of the cessation and notification status. If a food producer considers
a recall as necessary, then foods in the market shall be recalled immediately.
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Food Production and Trading License

According to the Food Safety Law and the Implementing Regulations of the Food Safety Law as
amended, the State implements a licensing system for the food production and trading. However, no
license is required for the sale of edible agricultural products. For packaging materials with direct contact
with food and other food-related products with higher risks, the production licensing shall be
implemented in accordance with the relevant administrative provisions of the State on production
licenses for industrial products.

Pursuant to the Administrative Measures of Food Production Licensing (£ fh2E 7 #F il & L))
promulgated by the State Administration for Market Regulation on January 2, 2020 and took effect on
March 1, 2020, the food production license is valid for five years and is subject to the “one entity, one
license” principle. Pursuant to the Administrative Measures for Food Operation Licensing ({ & fh &84 7
A4 IR )), which was promulgated by the China Food and Drug Administration (the “CFDA”) on
August 31, 2015, took effect on October 1, 2015 and was latest amended on November 17, 2017, entities
engaging in food selling and catering services in the PRC shall obtain a food operation license. The
principle of one license for one site shall apply to the food operation license. Food and drug
administrative authorities shall implement classified licensing for food operation according to food
operators’ types and the degree of risk of their operation projects. The food operation license is valid for
five years.

According to the Detailed Rules on Reviewing Beverage Production Licensing (2017 Version) ({ ik
FE FF A FE A A (2017/0) )) passed by CFDA on December 26, 2017, the beverage products subject to
food production license management refer to the quantitatively packaged products which can be directly
drunk or washed with water and whose ethanol content does not exceed 0.5% by mass, including
packaged drinking water, carbonated beverage (soda), tea (type) beverage, fruit and vegetable juice and
drinks, protein beverage, solid beverage and other beverage.

The food safety supervision and management department under the State Council is responsible for
the inspection and guiding the management of national food production and business operation licensing.
The food safety supervision and management department of each local people’s government at or above
the county level is responsible for the inspection and guiding the management of food production and
business operation licensing within the respective administrative area. They shall impose penalties for the
violations of regulatory requirements.

Food Labelling Management

According to the Food Safety Law, packaged food shall be labeled. The labels shall include the
following items: (1) name, specification, net weight, and production date; (2) content or ingredient table;
(3) name, address, and contact information of the producer; (4) best before date; (5) the standards code of
the product; (6) storage conditions; (7) generic names of food additives used under the national
standards; (8) the production license number; and (9) other items that are required by laws, regulations
and food safety standards. Major nutrition facts and contents shall be specified on the labels of staple
foods and supplementary foods exclusively for infants and other designated groups. Where national food
safety standards have otherwise provisions on label matters, those provisions shall prevail. Food
operators shall sell food in accordance with warning marks, warning specifications or cautions stated on
labels thereof. According to the provisions of the Food Safety Law, The health administrative department
under the State Council issued on April 20, 2011, and implemented on April 20, 2012, the General
Principles of Prepackaged Food Labeling of GB 7718-2011 National Food Safety Standard
(GB 7718-2011 <5 dh % AP ZZ B e TR (0 4 B A AR A D).
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Water Drawing Management
Natural Water Drawing Management

According to the Water Law of the PRC ({3 NRILHEI/KIL)) passed by the NPCSC on
January 21, 1988 and amended on August 29, 2002, August 27, 2009, and July 2, 2016, the Regulation on
the Administration of the License for Water Drawing and the Levy of Water Resource Fees ({HU/K 7 o] 1
K& 5 B B 51) ) passed by the State Council on February 21, 2006 and amended on March 1,
2017, the Administrative Measures for the License for Water Drawing ({HUK #F ] 4 2L #1112 )) passed by
the Ministry of Water Resources on April 9, 2008 and amended on December 16, 2015, the drawing of
water directly from natural resources (i.e. rivers, lakes or underground water) shall comply with the
license system of water drawing and, except for the circumstances prescribed in laws and regulations,
shall apply for a license certificate for water drawing and pay for the water resource fees. Where the same
applicant applies for the use of multiple sources of water, the examination and approval authority for
water drawing shall, after unified examination and approval, distinguish different sources of water and
issue separate licenses for water drawing. According to the Regulation on the Administration of the
License for Water Drawing and the Levy of Water Resource Fees (CHUKFF R AN /K & U7 2 O B A1))
promulgated by the State Council on March 1, 2017, where water drawing was needed in a construction
project, the applicant shall, in addition, submit the water resource argumentation report on the
construction project and the argumentation report shall include the source of water drawing, the
rationality of using water, and the impacts to the ecology and environment, etc. The water resource
argumentation report shall be prepared in accordance with the Technical guidelines for water resources
argumentation of construction project (& IH H /K &5 H])) issued by the Ministry of Water
Resources. The approval authority shall, after acceptance of the application for water drawing, examine
the application materials for water drawing in an all-round way, and comprehensively consider the
possible impacts of water drawing to the conservation and protection of water resources as well as the
economic and social development, so as to decide whether to approve the application for water drawing or
not. If, at expiry of the valid term, the license certificate needs to be renewed, the water drawing entity or
individual shall file an application to the original approval authority 45 days prior to the expiry of the
valid term. The original approval authority shall, prior to the expiry of the valid term, make a decision on
whether or not to approve the renewal. A water drawing entity shall draw water according to the approved
annual water drawing plan. For the water drawing exceeding the plan or quota, water resource fees shall
be charged progressively on the excessive part. The amount of water resource fees shall be determined
according to the levy standard of water resource fee at the locality of the water intake and the actual
amount of water drawing.

Mineral Water Mining Management

According to the Reply on Issues Concerning Applicable Laws for Administration of the
Exploration and Mining of Mineral Water and Underground Hot Water by the Bureau of Legislation of the
State Council (CEIH5BEE KRBT 2 ~ BRI K ~ Mo R SOk AT BOE B98I A B PR A B R D)
issued by the Legislation Affairs Office under the State Council on January 19, 1998, mineral water has
the dual attributes of mineral resource and water resource, the exploration, development, utilization,
protection and management of mineral water are subject to the Mineral Resources Law of the PRC ({ % A [&
LN 0% 7 & %)) (“Mineral Resources Law”), the Detailed Rules for Implementation of the Law of the
PRC on Mineral Resources ({7 #E A B 3 A0 3 5% 2 & H L E it 41 1)), and the Resource Tax Law of the
PRC (¥ N R ILANE & FHBL)). It is provided for in the Mineral Resources Law, as promulgated by
the NPCSC on March 19, 1986 and amended on August 29, 1996 and August 27, 2009, that the State has
established a mining license system for the mining of mineral sources. Anyone who wishes to mine
mineral resources shall make an application for registration and obtain mining license and mining right.
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Online Retail Businesses

According to the Administrative Measures for Online Trading ({HJ%5 285 & H )
promulgated by the State Administration for Industry and Commerce on January 26, 2014, operators
engaging in online commodity trading and related services shall go through industrial and commercial
registration in accordance with the law. According to the E-commerce Law of the PRC ({3 A R AL F
Bl B T P54 )) passed by the NPCSC on August 31, 2018 and took effect on January 1, 2019, an
“e-commerce operator” refers to a natural person, a legal person or an unincorporated association that
carries out business activities through information networks such as the Internet to sell commodities or
offer services, including operators of e-commerce platforms, business operators on e-commerce
platforms, and other e-commerce operators that sell commodities or offer services on the website they
develop themselves or through other network services. An e-commerce operator shall deliver
commodities or services according to its promises or the ways and time limits as agreed upon with
consumers, and bear the risks and responsibilities when commodities are in transit. However, there is an
exception where consumers select separate express logistics service providers.

Import and Export of Goods

According to the Foreign Trade Law of the PRC ({1 % A\ RILFIE 48 H 5 %)) passed by the
NPCSC on May 12, 1994 and amended on April 6, 2004 and November 7, 2016, the department in charge
of foreign trade under the State Council shall take charge of all foreign trade work in the whole country
in accordance with this Law. The foreign trade operator engaged in export of goods shall make
registration for record with the department in charge of foreign trade under the State Council or
institutions entrusted by it, but those that are exempted from registration for record by laws,
administrative rules and rules of the department in charge of foreign trade under the State Council shall
be excluded. Furthermore, the foreign trade operator engaged in export of goods shall comply with the
Measures for Archival-filling and Registration of Foreign Trade Operator (¥ 4N&E 5 84 5 i 22 5 5l it
%)) passed by the MOFCOM on June 25, 2004, took effect on July 1, 2004, and amended on August 18,
2016 and November 30, 2019. According to the Administrative Provisions of the Customs of the PRC on
the Registration of Customs Declaration Entities ({7 #E A R AN 5] vk B8 ¢ B B A7 e Al 60 R0 A AR 22 )
adopted by the General Administration of Customs on March 13, 2014 and amended on December 20,
2017 and May 29, 2018, in completing customs formalities, customs declaration entities shall go through
the applicable registration procedures with customs in accordance with the provisions unless otherwise
required by the laws, administrative regulations or rules of the customs. The registration of customs
declaration entities comprises the registration of the customs declaration enterprise and the registration
of the consignor or consignee of imported and exported goods. Consignor or consignee of imported and
exported goods may go through the applicable registration procedure with local customs.

According to the Administrative Provisions for the Record-filing of Export Food Manufacturers ({ 1 &
A EE A AR FHLE )) passed by the General Administration of Customs on November 23, 2018,
Export food manufacturers shall apply to the customs for registration and obtain Record-filing
Certificate. Where an export food manufacturer fails to perform statutory record-filing obligations in
accordance with law, or its record-filing fails to satisfy requirements upon review, its products may not be
exported. Export food manufacturers shall comply with the provisions concerning food safety and food
hygiene under the Announcement on the Issuance of Safety and Health Requirements and Product
Catalog of Export Food Production Enterprises (€ B # i 1160 5 A 28 4 3522 A i AR SRR 728 i B B
)45 )) passed by the Certification and Accreditation Administration of the PRC on September 14,
2011 and implemented on October 1, 2011.
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Product Quality and Product Liability
Product Quality

In accordance with the Product Quality Law of the PRC ({3 A\ R ALANE 2 5 B &%) (the
“Product Quality Law”), as promulgated by the NPCSC on February 22, 1993, took effective on
September 1, 1993 and last amended on December 29, 2018, producers and sellers are liable for the
quality of the products they produce or sell. Where anyone produces or sells products that do not comply
with the relevant national or industrial standards and requirements safeguarding the health and safety of
persons and property, they shall be ordered by the relevant authorities to stop production and/or sale of
the products; the products illegally produced and/or sold shall be confiscated; a fine not less than the
equivalent of, but not more than three times, the value of the products illegally produced or sold
(including those already sold and those not yet sold, hereinafter the same)shall be imposed concurrently;
if there are illegal proceeds, such proceeds shall be confiscated concurrently; if the circumstances are
serious, the business license shall be revoked. If the case constitutes a crime, criminal liability shall be
investigated in accordance with the law.

Protection of Consumer Rights and Interests

The Law of the PRC on the Protection of Consumer Rights and Interests (H 2 A R L0 B 1 2 &
T i R TR D)), as passed by the NPCSC on October 31, 1993 and last amended on October 25, 2013
contains the code of conduct for business operators when dealing with consumers, including but not
limited to: (i) the goods and services shall comply with the Product Quality Law and other relevant laws
and regulations; (ii) accurate information about the goods and services and the quality and use of such
goods and services; (iii) issue invoice shopping vouchers or service documents to consumers in
accordance with relevant national regulations, business practices or at the request of consumers; (iv)
ensure that the actual quality and function of the goods or services are consistent with the quality of the
goods or services indicated by advertising data, product descriptions, samples or other means; (v) assume
responsibility for repair, replacement, refund or other liability under national regulations or any
agreement with consumers; and (vi) not to create terms that are unreasonable or unfair to consumers, or
exempt themselves from civil liability when they damage consumers’ legitimate rights and interests.

LAWS AND REGULATIONS RELATED TO INTELLECTUAL PROPERTY
Trademarks

The Trademark Law of the PRC ({H# A RILFE PI#EEL)), as amended (the “Trademark
Law”), and the Implementing Regulations of the Trademark Law of the PRC ("3 A [ A B 7 A v
B %)), as amended, provide the basic legal framework for the regulation of trademarks in the PRC,
covering registered trademarks, including commodity trademarks, service trademarks, collective marks
and certificate marks. Registered trademarks are protected under the Trademark Law and related rules
and regulations. Trademarks are registered with the Trademark Office of the National Intellectual
Property Administration. Where registration is sought for a trademark that is identical or similar to
another trademark that has already been registered or given preliminary examination and approved for
use on the same or similar commodities or services, the application for registration of such trademark
may be rejected. Trademark registrations are effective for a renewable ten-year period, unless otherwise
revoked.
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Patents

Patents in the PRC are mainly protected under the Patent Law of the PRC ({1 3£ A [ 37 [ 2 7|
#£)), as amended (the “Patent Law”), passed by the NPCSC, and the Implementation Rules of the Patent
Law of the PRC ({3 N RILAEI AL EMANH])), as amended. An inventor, a designer, or the
employer of the inventor of a service invention-creation may apply for the grant of an invention patent, a
utility patent or a design patent. According to the Patent Law, the right to apply for a patent and the right
of registered patent can be assigned, in case of such assignment, the parties concerned shall enter into
contract in writing and complete registration with the patent administration authority of the State Council
for its publication. Assignment shall take effect as of the date of its registration. The patent right duration
is 20 years for invention and 10 years for utility and design, starting from the date of patent application.

Copyright and Software Copyright

Copyright (including software copyright) is mainly protected by the Copyright Law of the PRC ({13 A
RALFNE 2 VERETE)) as promulgated and amended by the Standing Committee of National People’s
Congress and the Implementing Regulations of the Copyright Law of the PRC ({3 A [ 3t 5 3 1F i
BE MW 1)) as promulgated and amended by the State Council. Such law and regulation prescribe that
Chinese citizens, legal persons or other organizations enjoy copyright protection over their works,
whether published or not, in the domain of literature, art, natural sciences, social sciences, engineering or
technology, and computer software.

Domain Names

The Administrative Measures for Internet Domain Names (G483 42 4 #H¥F1%)) promulgated
by the Ministry of Industry and Information Technology of the PRC stipulates that “.CN” and “. " [ are
China’s national top-level domain names.

According to the Implementation Rules for the Registration of National Top-level Domain
Names (€[5 Z TE SR 3k 4 52 B i A HIT) ), unless otherwise specified in these rules, any natural person or
entity that can bear civil liability independently may apply for the registration of domain names under the
top-level domain names as provided in these rules.

LAWS AND REGULATIONS RELATING TO FOREIGN EXCHANGE

The principal law governing foreign currency exchange in the PRC is the Regulations of the PRC
on Foreign Exchange Administration ({H % A RIS #GA5])), as amended (the “Forex
Regulations™). According to the Forex Regulations currently in effect, international payments in foreign
currencies and transfers of foreign currencies under current account, such as payments of dividends or
interests, shall not be restricted. Foreign currency transactions under the capital account, such as direct
investment and capital contributions, are still subject to restrictions and require approvals from, or
registration with, the SAFE and other relevant PRC governmental authorities.

According to the Circular of the State Administration of Foreign Exchange on Issues concerning
the Administration of Foreign Exchange Involved in Overseas Listing (€[5 ¢4 & 2 R B ik 55 4h bl
A1 35 A BA B RE 9 48 1) ) announced by the State Administration of Foreign Exchange on December
26, 2014, the State Administration of Foreign Exchange and its branch offices and administrative offices
shall oversee, regulate and inspect Domestic Companies regarding their business registration, opening
and use of accounts, trans-border payments and receipts, exchange of funds and other conduct involved in
overseas listing. Domestic Company shall, within 15 working days upon the end of its public offering
overseas, handle registration formalities for overseas listing with the Foreign Exchange Authority at its
place of registration with the required materials.
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According to the Circular of the State Administration of Foreign Exchange on Reforming and
Regulating Policies on the Control over Foreign Exchange Settlement of Capital Accounts (Hui Fa [2016]
No.16) (1B 5 A B 27 Jmg Bl % sl 2 0 AR 0 A JH H &6 T8 BLBOR A9 400 (FE#8[2016]116%%) ), the
foreign exchange receipts under capital accounts of domestic institutions are subject to discretionary
settlement policies. That the foreign exchange receipts under capital accounts (including foreign
exchange capital, foreign debts, and repatriated funds raised through overseas listing) subject to
discretionary settlement as expressly prescribed in the relevant policies may be settled with banks
according to the actual need of domestic institutions for business operations has been clearly
implemented in relevant policies. Domestic institutions may, at their discretion, settle up to 100% of
foreign exchange receipts under capital accounts for the time being. The SAFE may adjust the above
proportion in due time according to balance of payments. While being eligible for discretionary
settlement of foreign exchange receipts under capital accounts, domestic institutions may also opt to use
their foreign exchange receipts according to the payment-based settlement system. A bank shall, in
handling each transaction of foreign exchange settlement for a domestic institution according to the
principle of payment-based settlement, review the authenticity and compliance of the use of the fund
settled in the previous transaction (including discretionary settlement and payment-based settlement) of
such institution. The funds shall not, directly or indirectly, be used for expenditure beyond the
enterprise’s business scope or expenditure prohibited by laws and regulations of the State. Unless
otherwise specified, the funds shall not, directly or indirectly, be used for investments in securities or
other investments than banks’ principal-secured products. The funds shall not be used for the granting of
loans to non-affiliated enterprises, except where it is expressly permitted in the business license. The
funds shall not be used for the construction or purchase of real estate for purposes other than self-use
(except for real estate enterprises).

According to the Circular on Optimizing Administration of Foreign Exchange to Support the
Development of Foreign-related Business (CBHA B AL HMMER I SCHF I AP SEB B2 R AN ) ) issued by
the SAFE on April 10, 2020, eligible enterprises are allowed to make domestic payments by using their
capital, foreign credits and the income under capital accounts of overseas listing, with no need to provide
the evidentiary materials concerning authenticity of such capital for banks in advance, provided that their
capital use shall be authentic and in line with provisions, and conform to the prevailing administrative
regulations on the use of income under capital accounts. The concerned bank shall conduct spot checking
in accordance with the relevant requirements.

LAWS AND REGULATIONS RELATING TO ENVIRONMENTAL PROTECTION AND
PRODUCTION SAFETY

Environmental Protection

The main Chinese environmental protection laws and regulations we are subject to include the
Environmental Protection Law of the PRC ({H ¥ AN RILF IR 7# L)) (the “Environmental
Protection Law”), the Law of the PRC on Environment Impact Assessment ({773 A & A [ B2 455 5 28
ﬁ@i%%, the Water Law of the PRC, the Administrative Regulations on Environmental Protection in
Construction Projects (% H BR45 (R 5 4 B A51) ), the Administrative Measures for Acceptance of
Environmental Protection upon Completion of Construction Projects (s IH H ¥ T3 35 £ 58 B i 3L
##i%)), the Law of the PRC on the Prevention and Control of Atmospheric Pollution (¢ 3 A R 3L F1
KEI5YBFIRIE)), the Law of the PRC on the Prevention and Control of Water Pollution (¢ Ff E A R 3t
N1 7K 75 YL B iR 15 )), the Law of the PRC on the Prevention and Control of Ambient Noise Pollution ({ % A
B LA B0 B b R i Y5 YL 5 VR4 ), and the Law of the PRC on the Prevention and Control of
Environmental Pollution Caused by Solid Waste (€ 3E A R[5 [& 88 BE 4 V5 Y IR B B 7615 )) and
other related laws and regulations.
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The Law of the PRC on Environment Impact Assessment was announced by the NPCSC on October
28, 2002 and amended for a second time on December 29, 2018. The Administrative Regulations on
Environmental Protection in Construction Projects was announced by the State Council on November 29,
1998 and amended on July 16, 2017 (the amendment took effect on October 1, 2017). The Administrative
Measures for Acceptance of Environmental Protection upon Completion of Construction Projects was
promulgated by the Ministry of Environmental Protection of the PRC on November 20, 2017. According
to such laws and regulations, enterprises planning to construct projects shall provide environmental
impact reports (“EIR”), environmental impact statements (“EIS”) and environmental impact registration
forms related to such projects. The EIRs and the EISs must be approved by the competent environmental
protection department before any construction project is started, and the environmental impact
registration form must be filed with the said department. Unless otherwise prescribed by laws and
regulations, enterprises that are required to submit the EIRs and the EISs shall be responsible for the
acceptance of environmental protection facilities when the construction project is completed. The
construction project can only be put into production or use after the corresponding environmental
protection facilities have passed the acceptance. The competent department may conduct spot check and
supervision on the implementation of environmental protection facilities.

The enterprises and other producers and operators that discharge pollutants shall take measures to
prevent and control environmental pollution and harm caused by waste gas, waste water, waste residue,
dust, etc. generated in production and construction or other activities. The enterprises and other
producers and operators that discharge pollutants shall establish an environmental protection
responsibility system and specify the responsibilities of the persons-in-charge of the entities and the
relevant personnel. Facilities for prevention and control of pollution in construction projects shall be
designed, constructed and put into operation simultaneously with the main works. The facilities for
prevention and control of pollution shall meet the requirements of the approved environmental impact
assessment documents, and shall not be dismantled or placed without authorization.

The NDRC and the MEE jointly promulgated the Opinions on Further Enhancing the Control and
Management of Plastic Pollution (A #E— 2 fint@ %5 Y ia A E 1)) (Fa Gai Huan Zi [2020]
No.80) (the “Opinions”) on January 16, 2020, further strengthen the cleanup of plastic pollution. The
Opinions prohibit the production and sale of ultra-thin plastic shopping bags with thickness of less than
0.025 mm and polyethylene agricultural mulching films with thickness of less than 0.01 mm; prohibit the
use of medical waste as raw material to make plastic products. They impose a total prohibit on the import
of waste plastics. By the end of 2020, they will prohibit the production and sale of disposable foam plastic
tableware and disposable plastic cotton swabs, as well as the production of daily chemical products
containing plastic microbeads. By the end of 2022, they will prohibit the sale of daily chemical products
containing plastic microbeads. The Opinions also require to prohibit and restrict use of non-degradable
plastic bags, disposable plastic tableware, disposable plastic items for hotels and restaurants, express
plastic packaging.

Production Safety

The main Chinese production safety laws and regulations we are subject to include the Production
Safety Law of the PRC ({3 A\ RILFIE 2 2 A 1)),

According to the Production Safety Law of the PRC (as amended) and the Plan of Deepening the
Reform of the Party and State Institutions ({TRAL B A B ZE B 25 75 %)), the Ministry of Emergency
Management of the PRC shall be responsible for overall management of production safety. The
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production and business operation entities must enforce the national standards and the industrial
standards as lawfully formulated for guaranteeing production safety and provide the conditions for safe
production in accordance with relevant laws, administrative regulations, national standards, and
industrial standards. Production and business operation entities shall set up obvious warning signs on
dangerous business places, facilities and equipment. The design, manufacturing, installation, use,
inspection, maintenance, transformation and scrapping of safety equipment must conform to national or
industrial standards.

LAWS AND REGULATIONS RELATING TO EMPLOYMENT, SOCIAL INSURANCE AND
HOUSING PROVIDENT FUND

General Labor Contract Rules

Labor contracts must be concluded in writing if labor relationships are to be or have been
established between enterprises or institutions and the employees under the Labor Contract Law of the
PRC ({(H3#E NRILFIE 458 AR5 )). Labor contracts must be concluded in writing if labor
relationships are to be or have been established between employers and the employees. Enterprises and
institutions are forbidden to force employees to work overtime or to do so in a disguised manner and
employers must pay employees overtime wages in accordance with national regulations. In addition,
wages may not be lower than local standards on minimum wages and must be paid to the employees
timely. According to the Labor Law of the PRC, as amended, enterprises and institutions must establish
and perfect a system of work place safety and sanitation, strictly abide by national rules and standards on
work place safety and sanitation and educate employees on work place safety and sanitation. Work place
safety and sanitation facilities must comply with national standards. The enterprises and institutions must
provide employees with a safe work place and sanitation conditions that are in compliance with national
standards and relevant labor protection regulations.

Social Insurance and Housing Provident Fund

According to the Social Insurance Law of the PRC ({H#E A [ 31 ] 41 & fR B 2: ) ) passed by the
NPCSC on October 28, 2010 and amended on December 29, 2018, each employer and individual in the
PRC shall make social insurance contributions, including basic old-age insurance, basic medical
insurance, unemployment insurance, maternity insurance and work injury insurance. The funds shall be
collected by the local administrative institutions. Employer who fails to pay social insurance
contributions shall be ordered to pay or supplement within a prescribed period, and an overdue payment
fine at the rate of 5 per 10,000 shall be levied from the due date of payment. When the payment is not
made at the expiry of the prescribed period, a fine above the overdue amount but less than its triple shall
be imposed by the relevant administrative department.

According to the Administrative Regulations on the Housing Provident Fund ({f¥ J5 /A & 4 5 B %
f51)) passed by the State Council on April 3, 1999 and amended on March 24, 2002 and March 24, 2019,
each employer and individual in the PRC shall make housing provident fund contributions. The funds
shall be collected by the local administrative institutions. Where an entity is overdue in the payment and
deposit of, or underpays, the housing provident fund, the housing provident fund management center
shall order it to make the payment and deposit within a prescribed time limit; where the payment and
deposit has not been made after the expiration of the time limit, an application may be made to a people’s
court for compulsory enforcement.
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LAWS AND REGULATIONS RELATING TO TAXATION
PRC Enterprise Income Tax Law

According to the Law of the PRC on Enterprise Income Tax ({H % A &A1 E 1 2E 5 8L 74 )), as
promulgated on March 16, 2007 and amended on February 24, 2017 and December 29, 2018, and the
Implementing Regulations of the Enterprise Income Tax Law of the PRC (% A\ R LA B 11> 3£ i 15 8
BEREMA)), as announced on December 6, 2007 and amended on April 23, 2019 (collectively the
“Enterprise Income Tax Law”), enterprise income tax payers shall be enterprises within the PRC and
other organizations that obtain income within the PRC. The rate of enterprise income tax shall be 25%.
Qualified small low-profit Enterprises are given the reduced enterprise income tax rate of 20%, under the
Enterprise Income Tax Law. Income from engaging in projects of agriculture, forestry, animal husbandry

and fisheries may be entitled to exemption or reduction of enterprise income tax.

According to the Circular of the Ministry of Finance and the State Administration of Taxation on
Implementing the Policy on Inclusive Tax Reliefs for Small and Micro Enterprises (Cai Shui [2019]
No.13) (< BUERBLH 48 J5) B i B e /Nl A 26385 S Bl Wic s B BOR B 4 A1) (BABE[2019]1135%) ), during
January 1, 2019 to December 31, 2021, for small low-profit enterprises, the portion of not more than
RMBI1 million of the annual taxable income will be included in the actual taxable income at a reduced
rate of 25%, based on which the enterprise income tax payable will be calculated at the tax rate of 20%;
and the portion of more than RMB1 million but not more than RMB3 million of the annual taxable income
will be included in the actual taxable income at a reduced rate of 50%, based on which the enterprise

income tax payable will be calculated at the tax rate of 20%.

According to the Announcement No. 14 in 2015 of the State Administration of Taxation on
Enterprise Income Tax Issues concerning the Implementation of the Catalog of Encouraged Industries in
the Western Region (B ZEBLH; 48 R 2 220 1 SAF 55 1455 — B SAT (74 0 b i S50 51 /2 26 H &%) A B 4
EFBLR R 245 )), from October 1, 2014, enterprises that are based in the western region with their
primary business listed in the newly-added encouraged industry items provided in the Catalog of
Encouraged Industries in the Western Region (€ V5 &b [ 5% J& 1 7 3 H $%)), and whose annual primary
business revenue accounts for more than 70% of the total enterprise revenue, may pay enterprise income
tax at the reduced tax rate of 15%. According to the Notice of the Ministry of Finance, the General
Administration of Customs and the State Administration of Taxation on Issues concerning the
Implementation of the Tax Policies for the Development of Western China by Ganzhou City (B i &5 M
T AT PG BB BH 38 B0 Wi B oK ) R A 4 1)) promulgated on January 10,2013, for domestic enterprises
and foreign-invested enterprises established in Ganzhou that are in an industry sector encouraged by the
State, enterprise income tax shall be levied at a reduced tax rate of 15% from January 1, 2012 till
December 31, 2020.
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Interim Value-Added Tax Regulations of the PRC

According to the Interim Value-Added Tax Regulations of the PRC ({H #& A & 3 A1 5] 34 (H B B 47
1)), as announced by the State Council on December 13, 1993 and amended on November 5, 2008,
February 6, 2016, and November 19, 2017, entities and individuals selling goods, providing labor
services of processing, repairs or maintenance, selling services, intangible assets, real property in China,

and importing goods to China, shall be identified as taxpayers of value-added tax.

Unless otherwise provided by laws, the VAT rate is: 17% for taxpayers selling goods, labor
services, or tangible movable property leasing services or importing goods; 11% for taxpayers selling
transportation, postal, basic telecommunications construction, or immovable leasing services, selling
immovables, transferring the rights to use land, or selling or importing specific goods; 6% for taxpayers
selling services or intangible assets; zero for domestic entities and individuals selling services or
intangible assets within the scope prescribed by the State Council across national borders; zero for

exported goods, except as otherwise specified by the State Council.

Pursuant to the Circular on Comprehensively Promoting the Pilot Program of the Collection of
Value-added Tax in Lieu of Business Tax (B 41 #fE Bl 4 2E B 0 B B AL AL B A9 48 50 )
(promulgated by the MOF and the SAT on March 23, 2016, came into effect on May 1, 2016 and as
amended on July 11, 2017, December 25, 2017 and March 20, 2019 respectively), the pilot program of the
collection of value-added tax in lieu of business tax shall be promoted nationwide in a comprehensive
manner, and all taxpayers of business tax engaged in the building industry, the real estate industry, the
financial industry and the life service industry shall be included in the scope of the pilot program with

regard to payment of value-added tax instead of business tax.

According to the Circular on Policies for Simplifying and Consolidating Value-added Tax Rates
(Cai Shui [2017] No. 37 (< [B i i s 34 (B B BE 24 B BOR 1938 41) (B48E[2017]37%%) ), announced by the
Ministry of Finance and the State Administration of Taxation on April 28, 2017, the structure of
value-added tax (VAT) rates will be simplified from July 1, 2017, and the 13% VAT rate will be canceled.
The scope of goods with 11% tax rate and the provisions for deducting input tax are specified.

According to the Circular of on Adjusting Value-added Tax Rates (Cai Shui [2018] No.32) (B
FH R E BB R B AT (B4 Fi[2018]32%%) ) announced by the Ministry of Finance and the State
Administration of Taxation on April 4, 2018, from May 1, 2018, where a taxpayer engages in a taxable
sales activity for the value-added tax (VAT) purpose or imports goods, the previous applicable 17% and
11% tax rates are adjusted to be 16% and 10% respectively.

According to the Announcement on Relevant Policies for Deepening Value-Added Tax Reform (£ B A &%
L3 (E RO A B EUR /A2 )) (“Announcement of the Ministry of Finance, the State Taxation
Administration and the General Administration of Customs [2019] No.39”) announced by the
Ministry of Finance, the State Taxation Administration, and the General Administration of Customs on
March 20, 2019, with respect to VAT taxable sales or imported goods of a VAT general taxpayer, the
originally applicable VAT rate of 16% shall be adjusted to 13%; the originally applicable VAT rate of 10%
shall be adjusted to 9%.
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Regulations Related to the “Full Circulation” of H-share

“Full circulation” means listing and circulating on the Hong Kong Stock Exchange of the domestic
unlisted shares of a domestic joint stock company (“H-share listed company”), including unlisted
Domestic Shares held by domestic shareholders prior to overseas listing, unlisted Domestic Shares
additionally issued after overseas listing, and unlisted shares held by foreign shareholders. On November
14, 2019, CSRC announced the Guidelines for the “Full Circulation” Program for Domestic Unlisted
Shares of H-share Listed Companies (Announcement of the CSRC [2019] No.22) ({H&Z~ AR A& LT
ey Wl [ & ) 6B R 51) (h B i B2 & 25 [2019]229%) )  (“Guidelines for the ‘Full
Circulation’”).

According to the Guidelines for the “Full Circulation”, shareholders of domestic unlisted shares
may determine by themselves through consultation the amount and proportion of shares, for which an
application will be filed for circulation, provided that the requirements laid down in the relevant laws and
regulations and set out in the policies for state-owned asset administration, foreign investment and
industry regulation are met, and the corresponding H-share listed company may be entrusted to file the
said application for “full circulation”. To file an application for “full circulation”, an H-share listed
company shall file the application with the CSRC according to the administrative licensing procedures
necessary for the “examination and approval of public issuance and listing (including additional
issuance) of shares overseas by a joint stock company”. An H-share listed company may apply for “Full
Circulation” separately or when applying for refinancing abroad. An unlisted domestic joint stock
company may apply for “full circulation” when applying for an overseas initial public offering. After the
application for “full circulation” has been approved by the CSRC, an H-share listed company shall submit
a report on the relevant situation to the CSRC within 15 days after the registration with the CSDC of the
shares related to the application has been completed. After domestic unlisted shares are listed and
circulated on the Stock Exchange, they may not be transferred back to China.

On December 31, 2019, CSDC and SZSE jointly announced the Measures for Implementation of
H-share “Full Circulation” Business ((HE[2W#E | EHEMEAMA)) (“Measures for
Implementation”). The businesses of cross-border transfer registration, maintenance of deposit and
holding details, transaction entrustment and instruction transmission, settlement, management of
settlement participants, services of nominal holders, etc. in relation to the H-share “full circulation
business”, are subject to the Measures for Implementation. Where there is no provision in the Measures
for Implementation, it shall be handled with reference to other business rules of the CSDC and CSDC
(Hong Kong) and SZSE.

According to the Measures for Implementation, after having completed relevant information
disclosure, the H-share listed companies with the approval of the CSRC to engage in the H-share “Full
Circulation” business shall apply to the CSDC for the deregistration of part or all of the non-foreign listed
shares, and shall re-register the fully circulated H-shares which are not pledged, frozen, restricted to
transfer to the share register institutions in Hong Kong. Such shares shall become eligible for listing and
circulation on the Stock Exchange. Relevant securities are centrally deposited in CSDC for settlement. As
the nominal holder of the above-mentioned securities, CSDC handles the depository and holding details
maintenance, cross-border clearing and settlement and other businesses involved in the “full circulation”
of H-shares, and provides nominal holder services for investors. The H-share listed company shall be
authorized by “Full Circulation” shareholders to choose domestic securities companies that participate in
the “full circulation” business of H-shares. “Full Circulation” shareholders submit trading instructions of
H-shares “Full Circulation” shares through domestic securities companies. Domestic securities
companies shall select a Hong Kong Securities Company to submit trading instructions of their “Full

— 84 —



REGULATORY ENVIRONMENT

Circulation” shareholders to Hong Kong Stock Exchange for trading. After the transaction is concluded,
CSDC and CSDC (Hong Kong) shall handle the cross-border clearing and settlement of relevant shares
and funds. The settlement currency of H-share “full circulation” transaction business is Hong Kong
dollars. Where an H-share listed company entrusts CSDC to distribute cash dividends, it shall file an
application with CSDC. An H-share listed company distributing cash dividends may apply to the CSDC
for the holding details of relevant “fully-tradable” shareholders on the securities registration date. The
non-H-share “fully circulated” securities listed on the Stock Exchange obtained due to the distribution
and conversion of H-share “fully circulated” securities may be sold but shall not be purchased. Where the
right to subscribe for the shares listed on Hong Kong Stock Exchange is obtained and the subscription
right is listed on Hong Kong Stock Exchange, it may be sold, but shall not be exercised.

In order to fully promote the reform of H-shares “full circulation” and clarify the business
arrangement and procedures for the relevant shares’ registration, custody, settlement and delivery, CSDC
has promulgated the Circular on Issuing the Guide to the Program for Full Circulation of H-shares (B it %
ffi CH [ 23l | EW5F5 55 ) %A1 )) in February 2020, which specified the business preparation,
account arrangement, cross-boarder share transfer registration and overseas centralized custody, etc. In
February 2020, CSDC (Hong Kong) also promulgated the Guide to the Program for Full Circulation of
H-shares ((H B 38 75 & 5045 5 (78 ) A PRA AIHR [ 22040 | 3685459 ) ) to specify the relevant escrow,
custody, agent service of CSDC (Hong Kong), arrangement for settlement and delivery and other relevant
matters.
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OVERVIEW

We are a leader in the packaged drinking water and beverage business in the PRC with devotion to
providing consumers with high-quality products. Our major products include packaged drinking water,
tea beverage, functional beverage and juice beverage. According to the F&S Report, we ranked first in the
packaged drinking water market in China in terms of market share for eight consecutive years from 2012
to 2019. We were among the top three players in tea beverage, functional beverage and juice beverage
markets in China in terms of retail sales value in 2019. The business developments of our beverage
products and packaged drinking water products are well-balanced. In 2017, 2018 and 2019 and the five
months ended May 31, 2019 and 2020, the revenue from our beverage products accounted for 41.1%,
40.5%, 38.8%, 42.4% and 36.6% of our total revenue, respectively. The table below sets forth the main
categories of our products.

Estimated  Projected
Market Market

Revenue Size in Size
Ranking  Market in 2019 2024 CAGR
of Market Share (RMB (RMB (2019-
Product Category Brand Logo Product Image Share ®  in2019Y  million)  billion)®  2024)®

Packaged drinking e [ . Ist 20.9% 14,346 337.1 10.8%
water products &* u-l% Uy W
NONGFU SPRING ﬁl S B K

Tea beverage 10 { i [ 3rd 7.9% 3,138 93.6 3.5%
products F\xﬂj -'. :?QL
R R

Functional beverage ¢

I g L &
products ou E hh :ﬁé
Hfthamok> (L@@

> >

Juice beverage =2z 3rd 3.8% 2,311 160.3 2.2%
products Ef%@ \‘ﬁl *; ‘-

3rd 7.3% 3,779 175.6 9.4%

Total 23,574 766.6 7.4%

Notes:

5 According to the F&S Report, our market share in each relevant product category market is calculated based on the retail

sales value in 2019.

@ According to the F&S Report.

— 86 —



BUSINESS

Our history could date back to 1996. Since our establishment, we have adhered to the principle that
“every drop of Nongfu Spring has its source” ([ — &2 K IR A ERIEIE]). We have obtained
access to ten quality natural water sources in different regions of China. We comply with the applicable
PRC laws and regulations on the water extraction from the above natural water sources. We submit
water-taking applications to relevant governmental entities and demonstrate the reasonableness of the
extractable volume with reference to actual conditions of the water sources. We obtain water-taking
permits and mining permits (which are only applicable to mineral water) after the approval by relevant
government entities, or under a few circumstances enter into water supply agreements with third-party
state-owned water supply companies that possess water-taking permits. The above natural water sources
are located in excellent ecological environments and have outstanding water quality. We treat the quality
natural water with the necessary process, including filtration and sterilization. As a result, our packaged
drinking water products contain the natural minerals that are beneficial to human body, such as

potassium, sodium, calcium, magnesium and metasilicate.

We implement a multi-brand strategy. We have long-term plans for our brands and strong brand
communication capabilities. We convey the spirit and the proposition of our brands to consumers through
diversified marketing methods. We have established a nationwide sales network with in-depth market
penetration. As of May 31, 2020, we covered more than 2.43 million retail points of sale across China
through 4,454 distributors. We achieved digitalization of distributors and frontline sales personnel
management through the NCP system which is available on mobiles and personal computers. The table

below sets forth the revenue from our products by category for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)

Packaged drinking water

products 10,120 57.9% 11,780 57.5% 14,346 59.7% 5,602 56.5% 5,360 61.9%
Tea beverage products 2,597 14.8% 3,036 14.8% 3,138 13.1% 1,479 14.9% 1,166 13.5%
Functional beverage

products 2,936 16.8% 3,322 16.2% 3,779 15.7% 1,837 18.5% 1,085 12.5%
Juice beverage products 1,468 8.4% 1,855 9.1% 2,311 9.6% 870 8.8% 752 8.7%
Other products” 370 2.1% 482 2.4% 447 1.9% 129 1.3% 301 3.4%
Total 17,491  100.0% 20,475 100.0% 24,021 100.0% 9,917  100.0% 8,664  100.0%

L l————e—————————————————————————

Note:
@ Other products primarily include other beverage products such as coffee beverage, soda water beverage, sparkling flavored

beverage and plant-based yogurt products, and agricultural products such as fresh fruits.

During the Track Record Period, our revenue increased significantly. From 2017 to 2019, our
revenue increased at a CAGR of 17.2%. In 2017, 2018 and 2019 and the five months ended May 31, 2019
and 2020, our net profit margin was 19.4%, 17.6%, 20.6%, 23.8% and 22.3%, respectively.
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COMPETITIVE STRENGTHS
We are a leading PRC soft beverage company with scale, growth potentials and profitability

According to the F&S Report, we ranked first in the PRC packaged drinking water market in terms
of market share for eight consecutive years from 2012 to 2019. We are the second largest packaged
drinking water company in the world in terms of sales volume. We focus on the PRC market. In China, in
terms of retail sales value in 2019: (i) our market share in the packaged drinking water market was 20.9%,
and our retail sales value was more than one and half times of the retail sales value of the second largest
company; (ii) our market share in the tea beverage market was 7.9%, and we ranked among the top three
in terms of market share for three consecutive years; (iii) our market share in the functional beverage
market was 7.3%, and we ranked among the top three in terms of market share for nine consecutive years;
and (iv) our market share in the juice beverage market was 3.8%, and we ranked among the top three in
terms of market share.

From 2017 to 2019, we ranked first in terms of revenue growth rate among the listed soft beverage
companies in the world, which have an annual revenue of more than US$1 billion. From 2017 to 2018 and
from 2018 to 2019, our revenue increased by 17.1% and 17.3%, respectively, which were much higher
than the growth rates of 5.0% and 6.6% in the PRC soft beverage industry, and the growth rates of 2.7%
and 3.4% in the global soft beverage industry in the same periods, according to the F&S Report.

We are one of the most profitable companies in both the PRC and global soft beverage industries.
In 2017, 2018 and 2019, our net profit margin was 19.4%, 17.6% and 20.6%, respectively, which was
much higher than the average net profit margin of 6.9%, 7.1% and 9.6% in the PRC soft beverage
industry, and 3.9%, 7.6% and 8.5% in the global soft beverage industry during the same periods,
according to the F&S Report. In 2017, 2018 and 2019, our adjusted profit for the year was RMB3,390
million, RMB3,977 million and RMBS5,480 million, respectively, representing a CAGR of 27.1%. The
adjusted profit for the year is a non-IFRS financial measure. See “Financial Information — Non-IFRS
Financial Measure.”

We have preemptively obtained access to ten quality water sources, which forms a long-term and
stable competitive strength, reflecting our unique strategic vision

According to the F&S Report, we are the only one among the top five PRC packaged drinking
water companies that sources all of packaged drinking water products from natural water sources. The
chosen water sources are located in excellent ecological environments and have sufficient water reserves
to ensure our long-term supply of packaged drinking water products. We have accumulated extensive
experience in water source exploration and feasibility study. We conduct procedures including long-term
water quality monitoring, water supply inspection and the assessments of plant establishment conditions
and transportation capacity for each of the water sources.

Since our establishment in 1996, we have preemptively obtained the access to ten quality water
sources across China (as set forth in the table below). The above ten water sources are located in different
regions of China, which enable us to provide the supply to the markets across China and reduce the
transportation radius. As a result, we are able to improve speed to market from production, control
logistics expenses and maintain our profitability level.
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Features

Water source Region Type

Thousand-island East China  Deep lake
Lake, Zhejiang water
Province
(LT 55 180)

Mount Changbai, Northeast Mineral water
Jilin Province China and artesian
(FMEAL) spring water

Danjiangkou, Hubei Central Deep
Province China reservoir
(AL FHT ) water

Wanlv Lake, South Deep lake
Guangdong China water
Province
o 530

Manas of Mount Northwest Deep
Tianshan, China underground
Xinjiang Uygur water
Autonomous
Region
CE=PNIUEELE )

Mount Emei, Sichuan  Southwest Mountain

Province China spring water
(CERLE =)

Mount Taibai, Northwest Mountain
Shaanxi Province China spring water
(CIipN=1i)
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The water is sourced from Thousand-island
Lake, which has a watershed area of 573
sq. km.® and a water reserve of 17.84
billion tons™. Thousand-island Lake is
named as the “most elegant water in

China” (K F&—FH7K).

The water is sourced from Mount
Changbai. The forest ecosystem of Mount
Changbai is a classic one in East Asia.
Mount Changbai has a total area of 1,964
sq. km. and a forest area ratio of 88%. The
annual precipitation in Mount Changbai is
between 700 and 1,400 millimeters*®. The
annual water outflow of the artesian
springs discovered in Jingyu County and
Fusong County, where our production
plants are located, is 39.6 million tons‘®
and 47.4 million tons®, respectively, and
the average annual reserve of water
resources in Linjiang City, where our
production base is located, is 1.263 billion
tons‘®.

The water is sourced from Danjiangkou
Reservoir, which is the water source of the
middle route of the South-North Water
Transfer Project of China, and has a
watershed area of 745 sq. km.” and a
water reserve of 29.05 billion tons .

The water is sourced from Wanlv Lake,
which is the largest lake in South China,
and has a watershed area of 370 sq. km.®
and a water reserve of 13.9 billion tons®.

The water is sourced from the snow
meltwater in the middle part of the glacier
in north Mount Tianshan. We take water
from the river bed which is 170 meters
beneath the ground in Manas, which has an
annual runoff of 1.5 billion tons‘® and is
one of the areas with the most abundant
water resource in Xinjiang.

The water is sourced from Mount Emei,
which is a recognized quality water source,
and has a forest area ratio of 87% and an
annual average precipitation of 1,922
millimeters'”. The average annual total
availability of water resources in Mount
Emei, where our production plants are
located, is 1.448 billion tons'".

The water is sourced from Mount Taibai,
which is the highest mountain in the east of
the Tibetan Plateau and is snow-capped all
year round. Mount Taibai has a forest area
ratio of 94.3% and an annual accumulated
precipitation of 247 million tons"'?.
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No.

10

Notes:
(1)

()

(3)

(4)

(5)

(6)

(7N

(&)

9)

(10)

(11)

(12)

(13)

Water source

Region

Type

Features

Mount Wuling,
Guizhou Province

MR

Mount Wuling, Hebei
Province

(s EE 1)

Greater Khingan,
Heilongjiang
Province
CRBEVLR B2 45)

Southwes
China

North
China

Northeast
China

t Mountain
spring water

Mountain
spring water

Mineral water

One ton of water equals to one cubic meter of water.

The water is sourced from Mount Wuling,
the highest peak of which is located in
Tongren City, Guizhou Province. Mount
Wuling is the core area of the subtropical
forest system in China and an important
water conservation area in the Yangtze
River Basin. The average annual total
surface water resources in Bijiang District
and Jiangkou County, where our
production plants are located, are 0.74
billion tons‘'® and 1.7 billion tons‘'®,
respectively.

The water is sourced from Mount Wuling,
which is the main peak of the Yan
Mountains and has a forest area ratio of
93%. Mount Wuling reserves a large
amount of high-quality water that makes it
an important water source of the
Beijing-Tianjin region. The average annual
total surface water resources and
groundwater resources in Xinglong
County, where our production plants are
located, are 0.74 billion tons"'* and 0.26
billion tons“'%, respectively.

The water is sourced from Mohe, Greater
Khingan, which lies in the north of Greater
Khingan mountain range, the northernmost
area of China, and has a forest area ratio of
92% and an underground water reserve of
578 million tons">’.

The relevant data and information on the water sources primarily derive from the websites of local governments or
official reports, or have been confirmed by local competent authorities.

According to the written confirmation issued in May 2020 by the local governmental authority.

According to the statistics issued in June 2019 on the website of the local governmental authority.

According to the statistics issued in December 2016 on the website of the local governmental authority.

According to the written confirmation issued in July 2020 by the local governmental authorities.

According to the statistics issued in March 2016 on the website of the local governmental authority.

According to the written confirmation issued in August 2018 by the local governmental authority.

According to the statistics issued in June 2019 on the website of the local governmental authority.

According to the statistics issued in October 2017 on the website of the local governmental authority.

According to the written confirmation issued in July 2020 by the local governmental authority.

According to the statistics issued in September 2017 on the website of the local governmental authority.

According to the written confirmation issued in July 2020 by the local governmental authorities.
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(14) According to the report issued in September 2016 by the local governmental authority.
(15) According to the report issued in September 2017 by the local governmental authority.

(16) The water reserve statistics disclosed in the table above are based on the latest information available to us, which
were published or confirmed by the local governmental authorities. The actual water reserves may be affected by
factors such as changes in weather, climate and geological conditions around such water sources.

We have established dual growth engines, packaged drinking water and beverage, which enhance
our competitive advantage and reduce the risks of fluctuating operating results

We have established dual growth engines, which are packaged drinking water and beverage. In
2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, the revenue from our packaged
drinking water products accounted for 57.9%, 57.5%, 59.7%, 56.5% and 61.9% of our total revenue,
respectively; and the revenue from our beverage products accounted for 41.1%, 40.5%, 38.8%, 42.4% and

36.6% of our total revenue, respectively.

Our dual growth engines give us a unique competitive advantage. Our packaged drinking water
products, as consumption necessities, satisfy consumers’ basic drinking needs. Our beverage products
satisfy their diverse and personal drinking needs. The distribution of both packaged drinking water and
beverage products through the same distributors helps to increase their business scale and profitability,
which in turn encourages them to focus more on promoting our products. The diversity of our products
also enables us to flexibly form different product mixes based on the characteristics of different markets
and channels, which helps us to develop differentiating advantages in the channel competition. A diverse
product portfolio also enlarges our share of shelves in retail points of sale, increases single-store sales

volume, and improves the efficiency of distribution channels.

With regard to our packaged drinking water business, we have continued to expand consumption
scenarios of our packaged drinking water products by offering medium- to large-size drinking natural
water products with the individual container volume ranging from 1.5L to 19L in addition to our
small-size products. As a result, we could increase our penetration rate in the market such as that for
household-consumption drinking water. The revenue from our medium- to large-size drinking natural
water products increased by 34.8% from 2017 to 2018, by 30.5% from 2018 to 2019, and by 22.9% from
the five months ended May 31, 2019 to the five months ended May 31, 2020. We have developed several
packaged drinking water products for consumers in various market segments or specific drinking
scenarios, including (i) the drinking natural water for infants and young children, (ii) the natural mineral
water with functional sports bottle caps for sports scenarios, (iii) the natural mineral water in glass
bottles for high-end conferences and banquets, all of which were launched in 2015, and (iv) the natural
mineral water that is lithium-rich and for middle-aged and elderly people, given our awareness about the
connection between lithium and the human nervous system, which was launched in 2019. Such products
help us to explore a new customer base, increase customer stickiness, and create new growth points for
our packaged drinking water.

With regard to our beverage business, we have covered various soft beverage categories including
tea beverage, functional beverage, juice beverage, coffee, soda water, sparkling flavored beverage and
plant-based yogurt products. We adopt a multi-brand strategy, under which each beverage brand has its
unique positioning. We care for consumers’ long-term health needs. When juice beverage containing 10%
juice was trending in the industry, we launched Farmer’s Orchard which contains 30% mixed fruit and
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vegetable juice in 2003. When from-concentrate juice was widely used by peers as raw materials, we
overcame technical issues concerning raw materials, freshness preservation and aseptic filling, and
launched 17.5° and Nongfu Spring (J2 % 111 5#) not-from-concentrate juice products that have better taste
and nutrition. We continue to keep abreast of the evolving trends of consumers’ demands and proactively
plan for our product portfolio to cultivate consumption habits. In 2011, we launched a sugar-free tea
beverage product in the PRC market — Oriental Leaf (3 774 %£). According to the F&S Report, the brand
Oriental Leaf (H/7#{2%£) had ranked first in terms of market share among sugar-free tea beverage
products in 2019, after nearly a decade of continuous cultivation. Our beverage products include not only
the products that satisfy the specific requirements of consumers, such as the low-concentrate juice
product — Water Soluble C100 (/KA C100) that is served to “Meet the Daily Requirement of Vitamin C”
( [ H R4 C] ), but also stylish beverage products under our iconic brands, such as Tea 1t
(Z&n), Scream (221Y) and Victory Vitamin Water h %'ﬁ?%ﬁ@ﬁﬂ(). We have extensive experience in
managing the life cycle of beverage products. We maintain the youth and vitality of our brands through
formula optimization, packaging renewal, new SKU launch and brand promotion. Most of our beverage
products can maintain a brand vitality for over ten years. Scream (22"), which had been launched in
2004, was marketed and promoted with the focus on new flavors in 2019, enabling it to generate a sales

growth of 10.2% as compared to 2018, with a revenue of RMB2,668 million in 2019.

The dual growth engines ensure greater growth potentials of our business, and effectively reduce
the risks of fluctuating operating results.

We have built a super brand in the PRC soft beverage market with our belief in natural and healthy
products and perseverance of promoting brand spirit

We insist on using high-quality raw materials because we believe in natural and healthy products.
All of our packaged drinking water products are sourced from quality water sources with natural mineral
elements. Our tea beverages Oriental Leaf (R EE) and Tea n (%%n) are manufactured through
advanced extraction techniques directly with fresh tea leaves as raw materials. As we believe that “Good
Fruit Juice is Grown” ( [ 4R 2FE 15 A | ), we source quality raw materials from 15 countries and
regions for our juice beverage products and adopt aseptic filling techniques to preserve the nutrition and
taste of fruits to the extent that is possible. We use quality Arabica coffee beans, which are roasted and
extracted with leading equipment and techniques to produce our Tan Bing (/&R) coffee beverage.
High-quality products are the cornerstone and the key of the success of our brands.

We have long-term plans for our brands and strong brand communication capabilities. We continue
to convey our brand spirit to consumers, forming a rapport between our brands and consumers.
Attributable to the promotional slogans of “Nongfu Spring tastes a bit sweet” ( [ 2RI ZHEFH ] ) in
1997, “We are not manufacturers of water. We are porters of nature” ( [RAMIAAFEK > A 2K B R
FI#E T ) ) in 2008, and “The quality of the water source defines the quality of life” ( [ 1B E& YK
U8 ZZE AR A4 ] ) in 2017, we have successfully earned consumers’ trust in the quality of the
water sources where we locate. In addition, we recount the real and ordinary daily work of our employees
or business partners through the “Porters” micro-movie series to convince our customers that we do not
take shortcuts, we work in a down-to-earth manner, and we achieve extraordinary brand pursuits in the
ordinary. There were more than one million visits by consumers to our production bases located across
China in 2019. We also promote water source protection and health benefits of drinking water to
teenagers through campus visits.
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We communicate with young consumers through a variety of ways including celebrity
endorsement, product placement in variety shows, sports sponsorship and cooperative promotion. We
engaged a well-known Asian band to endorse our tea beverage product Tea =
(%n) launched in 2016, to tell the stories about the efforts to pursue “Be My Own Style”
(H B —7K). The brand proposition quickly resonated with young consumers. In the year of its launch, Tea
7 (%8m) generated a revenue of over RMB 1,600 million. According to the F&S Report, Tea (%%n) was the
new beverage product that recorded the highest retail sales value in its first 12 months of launch in China
during the decade from 2010 to 2019. We have refreshed the brand Victory Vitamin Water (7] & 7 4 fth fiip
7K) through packaging upgrade and cooperation with variety shows like The Rap of China ("' [ £ 3 1)
and Idol Producer (fH5#f3 4-). The revenue of Victory Vitamin Water (/] & 7 4l 7 7K ) increased with
a CAGR of over 47% from 2017 to 2019. The joint activities of “Music Bottle” ( [ 4&Jfii] ) with NetEase
Cloud Music and “Forbidden City Bottle” ( [ # =i ] ) became a hot topic among the consumers given
the selected music reviews, ancient paintings, and fun phrases presented on the bottle labels. From 2018
to 2019, such cooperation activities won the Brand Design Golden Award (& ka7 424%) and IMC
Business Innovation Award (¥ &8 4% & 858 70 £ A& 48) in the ROI Festival (X H), and Content
Marketing Award (JN %5/ 5% 4:4) in the IAI International Advertising Awards, respectively, becoming
a quintessential marketing case.

With product quality as our foundation, what we promote to the market is more than just the
brands. We promote the soul and the spirit of our brands, which makes us a super brand in the PRC soft
beverage market.

We have established a nationwide sales network with in-depth market penetration supported by
information systems to improve distribution efficiency and manage operational risks

The penetration of our sales network in China is both broad and deep. In 2017, 2018 and 2019 and
the five months ended May 31, 2019 and 2020, the revenue from sales to our distributors accounted for
95.0%, 94.6%, 94.2%, 95.1% and 93.6% of our total revenue, respectively. As of May 31, 2020, we were
working with 4,454 distributors, covering all provinces, municipalities and prefecture-level
administrative divisions across China. As of May 31, 2020, our products covered more than 2.43 million
retail points of sale, among which approximately 1.88 million were located in the third-tier cities or
below. According to the F&S Report, the retail points of sale we serve accounted for approximately 11%
of the total retail points of sale in China. As of May 31, 2020, more than 480,000 retail points of sale were
equipped with “Nongfu Spring” branded refrigerators. They have enhanced the brand display and the
share of shelves of our products in retail points of sale, which was particularly important to promoting
sales in summer.

We reach consumers through multiple channels that we have been actively exploring, including the
new retail channel represented by vending machines, catering channels and e-commerce channels. As of
May 31, 2020, we had deployed nearly 62,900 smart retail equipment represented by vending machines in
nearly 300 cities across China. We have gradually developed teams, information systems and a delivery
service model well-suited to such channel. Establishing the new retail channel will help us to increase the
number of retail points of sale to meet consumers’ need for spontaneous purchases of beverage products.

We continue to incorporate our best practice gained from sales management into our information
management system. All of our distributors use our NCP system. We use big data to analyze the
distributors’ inventory levels. Our system will automatically generate inventory alerts based on a
combination of the historical data and distribution performance, helping us to provide guidance with
regard to distributors’ distribution activities in a timely manner. Approximately 12,000 frontline sales
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personnel and sales management personnel employed by us or our distributors use our mobile app to
conduct business activities every day. The mobile app has significantly improved our performance in
product distribution, display and promotion in retail points of sale. Our sales management team can keep
track of the routes of on-site inspection and service performance of frontline sales personnel on a
real-time basis, and thereby selectively provide business guidance to frontline sales personnel and
distributors, which in turn could improve the efficiency in sales team management.

We have specifically established an audit and inspection team consisting of more than 300
employees for channel monitoring as of May 31, 2020. On the basis of big data analysis, we regularly
conduct on-site stock taking for distributors as well as sample checks on implementation of market
activities, product selling in retail points of sale and stock age, in order to control business risks in all
aspects.

We have industry-leading equipment and manufacturing capabilities with an efficient logistics and
transportation network and stringent quality assurance system

Our production plants are highly standardized. We have implemented unified standards in raw
material and packaging material procurement, product formula, manufacturing processes and quality
control. We use world-leading production equipment and continuously enhance the automation level of
our production lines. As of May 31, 2020, we have 113 automated drinking water production lines and 31
automated beverage production lines. 17 of our drinking water production lines can fill as fast as 81,000
bottles per hour. 14 of our beverage production lines can achieve the Log6 sterilization standard. Our
production team and technical team have established a set of equipment maintenance and repair
procedures and talent cultivation systems to ensure the efficiency and the operation of all production
lines.

We deliver our products to the markets across China by utilizing several ways of transportation
including highway, railway and water transport. Our three major production bases can be connected
through specific railway routes for transportation, namely the production base in Thousand-island Lake,
Zhejiang Province (#i VLT 5i#), the production base in Mount Changbai, Jilin Province (% #{Z F 111)
and the production base in Danjiangkou, Hubei Province (i#]dtJ+L.IT), which significantly improve our
transportation capability.

We have established a closed-loop quality management system covering from raw materials to
sales. We implement stringent policies to manage raw materials and packaging materials suppliers
regarding their admission, regular assessment and elimination based on assessment results, in order to
strictly control the quality of the materials supply. Our production system has passed the certification of
the three main ISO management system standards, and is continuously enhanced based on our own
production processes. We have also set up a dedicated channel and product quality assurance team and
information tracing system to extend our quality control to storage, transportation and sales.

We have a forward-looking, perseverant and passionate founding management team
Mr. Zhong Shanshan, our founder and Chairman of the Board, is a well-respected entrepreneur
with nearly 30 years of industry experience. He has done many quintessential marketing cases. Our

management team has an average of over 20 years of experience in the food and soft beverage industry
and has served the Company for more than ten years on average. Our management team fully observes our
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belief in natural and healthy, high-quality products and is willing to patiently develop products that will
satisfy consumers’ future demands and have long-term values. Under their leadership, we have

outstanding business performance with scale, growth potentials and profitability.

We have been actively engaged in social welfare works for a long time. Under the guidance of Mr.
Zhong Shanshan, our founder and Chairman of the Board, we continuously devoted ourselves in
providing supports to disaster-stricken areas, alleviating poverty, and improving education and other
social issues. Our frontline sales team has been granted the decision-making right to offer donations to
the disaster-stricken areas when facing natural disasters such as floods, earthquake and droughts, in order
to minimize delays in decision-making. We have initiated a number of public welfare campaigns, such as
the “Sunshine Project” ( [ 5% L#E | ) to help schools in less-wealthy areas to improve sports facilities,
and the “Grateful to the Water Source” ( [ fk7K/&Jf | ) project to help children and give back to people

living around the water sources. We consider giving back to the communities as our responsibilities.
DEVELOPMENT STRATEGIES
Continuous Brand Building

Brand building is a long-term process. Each of our product targets different consumer groups and
has personalized brand styles. We formulate differentiated plans for our brands at different development
stages of a brand and design for each of these stages a matching brand image, coupled with diversified
promotional strategies. Upholding the principle of natural and healthy products, we have launched a
number of market-leading drinking water and beverage brands, including Nongfu Spring (J2 K 111 i), Tea
7 (%%n), Oriental Leaf (3R /781 %) and Scream (2"Y). Meanwhile, some new categories and new brands
launched recently, such as 17.5° and Tan Bing (/X R), have gradually gained recognition by consumers.
We will increase our efforts on the development of products based on natural ingredients such as fruits,
tea leaves, natural plants, coffee and vegetable protein, as well as the research and development on
functional beverage products that would bring health benefits. We believe that only through continuous

brand building with our utmost patience can we obtain long-term and stable brand equity.

For our classic brands, we strive to visualize and enrich the brand images by extending the existing
brand connotation while seeking a novel way to maintain the youth and vitality of our brands to enhance
consumers’ recognition and emotional connection. For newly launched brands, we will continue to create
high-quality content based on the very own concepts and features of the products to obtain consumers’
awareness and recognition of our brands and products. We will consolidate online and offline marketing
channels and strategically combine and utilize various media tools and communication methods to further

enhance our brand influence and reputation.
Steady Increase in the Breadth of Distribution and Unit Retail Sales Value

Enhancement of our distribution capacity is critical to the growth of our business performance. We
will continue to improve the breadth of distribution through continuous investment. The increase in
distribution breadth aims to enable our products to be seen in more retail points of sale. Meanwhile we

will continuously strive to increase the unit retail sales value.
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We will steadily push forward the development and optimization of our distributor network, and
selectively work together with entrepreneurial distributors to jointly explore the market and expand the
coverage of our retail points of sale. We will continuously support distributors in strengthening their
operational capabilities and improve the lean management of the coverage of retail points of sale. In
addition, we will proceed with the development of sales channels with high growth rate such as the new
retail channel represented by vending machines and catering channel so that we could expand our

distribution breadth through greater consumer reach in different consumption scenarios.

As for improving unit retail sales value, we will step up our investment in retail points of sale. We
will enhance the impact of our product display in retail points of sale and increase the frequency of
consumer purchase through installation of refrigerators and warm cabinets, shelf-space optimization,

offline marketing activities and other methods, thereby driving sales growth at retail points of sale.
Further Expansion of Production Capacity

We plan to further expand our production capacity strategically in order to grasp the opportunities

arising from market growth and consolidate our leading position in the PRC soft beverage industry.

As of the Latest Practicable Date, we primarily planned to increase the production capacity of the
production bases in Thousand-island Lake, Zhejiang Province (#7LT 5 15), Wanlv Lake, Guangdong
Province (J& ¥ # #%i%) and Mount Changbai, Jilin Province (5 & H 1),

Greater Investment in Developing Fundamental Capabilities

We will step up the investment in developing our fundamental capabilities, including but not
limited to information system development, R&D capability building, and establishment of talent
echelon. Such development of fundamental capabilities helps us to comprehensively optimize the

operational efficiency and enhance our core competitiveness for long-term development.

We plan to continue our investment in developing information systems. We have built a database
and a big data platform. Based on our big data, mathematical modeling, data mining and other technical
means, we developed PaaS and SaaS data services. We plan to use our database and big data platform in
various areas including performing sales volume analysis, conducting assessment and implementing
incentives for our sales personnel, and monitoring the efficiency of our sales channels. We will
continuously develop a middle platform system which integrates the sales data from different dimensions
to improve big data analysis and incorporate our best practice gained from sales management into our
information management system so that we can respond to the changes in the market trends faster and

improve our operational efficiency.

We plan to continue our investment in research and development capability building to
continuously strengthen our abilities in basic research, applied research and product innovation. We will
keep strengthening our project cooperation with domestic and overseas universities. Such research and
development capability building is conducive to our continuous development of marketing-leading

products that meet consumption needs.
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We will continue our investment in building a team of talents and providing better training and
empowerment for the employees at all levels. More resources will be put into specific talent cultivation
plans targeting key positions at all levels. The management trainee programme targeting high-caliber
graduates will be further optimized. We believe that outstanding talents are crucial to our long-term

success.
Exploring Overseas Market Opportunities

We are attempting to apply our manufacturing capability, supply chain management capability and
sales channel expansion capability to overseas markets. We also intend to build overseas production
bases.

We have planned to seek acquisition opportunities for complementary businesses with strategic
significance. As of the Latest Practicable Date, apart from the acquisitions of Otakiri Springs, a New
Zealand bottled water brand, we had not identified any specific acquisition targets, nor had we negotiated
with any specific acquisition targets. We hope to use our acquisitions of Otakiri Springs to try to apply
our manufacturing capabilities, supply chain management capabilities and sales channel expansion

capabilities in overseas markets.
OUR BRANDS AND PRODUCTS
Overview
We have the following product categories:

(1) packaged drinking water products, including natural drinking water and natural mineral

water;

(ii)  tea beverage products, primarily including tea beverage Tea m (4n) and sugar-free tea
beverage Oriental Leaf (3 J7 1 2E);

(iii) functional beverage products, including Scream (28 "4) and Victory Vitamin Water (JJ & 7

HEAb 7))

(iv) juice beverage products, including low concentration juice Water Soluble C100 (K& C100),
medium concentration juice Farmer’s Orchard (%ji% [#), and not-from-concentrate juice,

including Nongfu Spring (J& K% 1115%) NFC juice series and 17.5° juice series; and
(v)  other products, primarily including other beverage products such as coffee beverage, soda

water beverage, sparkling flavored beverage and plant-based yogurt products, and

agricultural products such as fresh fruits.
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The table below sets forth a breakdown of revenue contribution from our five product categories
for the periods indicated.

Year ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)

Packaged drinking water

products 10,120 57.9% 11,780 57.5% 14,346 59.7% 5,602 56.5% 5,360 61.9%
Tea beverage products 2,597 14.8% 3,036 14.8% 3,138 13.1% 1,479 14.9% 1,166 13.5%
Functional beverage

products 2,936 16.8% 3,322 16.2% 3,779 15.7% 1,837 18.5% 1,085 12.5%
Juice beverage products 1,468 8.4% 1,855 9.1% 2,311 9.6% 870 8.8% 752 8.7%
Other products” 370 2.1% 482 2.4% 447 1.9% 129 1.3% 301 3.4%
Total 17,491  100.0% 20475 100.0% 24,021  100.0% 9,917  100.0% 8,664  100.0%

L e———e——e—————————————————

Note:
@ Other products primarily include other beverage products such as coffee beverage, soda water beverage, sparkling flavored

beverage and plant-based yogurt products, and agricultural products such as fresh fruits.

The table below sets forth the launch time, volume/weight and price at the retail points of sale of

our main products.

Individual
Launch Container Suggested
Product Category Product Time Volume/Weight Retail Price

Packaged drinking water Drinking natural 1997  380ml to 19L RMB1.5 to
products water RMB26.0

Natural mineral 2015 400ml and 535ml RMB3.0

water (with

functional sports

bottle cap)

Drinking natural 2015 1L RMB9.0

water (suitable for

infants and young

children)

Natural mineral 2015  350ml and 750ml RMB30.0 and

water (glass bottled) RMB45.0

Natural mineral 2019  535ml RMBS5.0 to

water (containing RMB7.0

lithium)
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Individual
Launch Container Suggested
Product Category Product Time Volume/Weight Retail Price
Tea beverage products Tea nt (4m) 2016 250ml to 900ml RMB3.0 to
RMB7.0
Oriental Leaf 2011  335ml and 500ml RMB4.0 and
(R 5 1 5E) RMB5.0
Functional beverage Scream (Z2M4) 2004  550ml RMB4.0
products
Victory Vitamin 2010  250ml and 500ml RMB3.0 and
Water RMB4.5
(1 & Mt i 7K )
Juice beverage products Farmer’s Orchard 2003  500ml to 1.8L RMB4.0 to
R KA RMB10.0
(30% juice)
Farmer’s Orchard 2019  250ml to 1.25L RMB3.0 to
(RERARR) RMB10.0
(50% juice)
Water Soluble C100 2008  250ml and 445ml RMB3.0 and
(K C100) RMB5.0
Nongfu Spring 2016  300ml and 900ml RMBS.0 and
(SIS RMB21.5
NFC juice series
17.5° juice series 2016  330ml and 950ml RMBI13.9 and
RMB29.9
Other products Tan Bing (JXR) 2019  270ml RMB9.9
coffee beverage
Soda water beverage 2019  410ml RMB4.0
TOT sparkling 2020  380ml RMB4.0
flavored beverage
Plant-based yogurt 2019  135g RMB9.9
products
17.5° fresh oranges 2014  2.5kg/box to RMB45 to
15kg/box RMB350
17.5° fresh apples 2015  3.3kg/box to RMB62 to
10kg/box RMB225
Rice from northeast 2018  12kg/box to RMB186 to
China 25kg/box RMB290
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Packaged Drinking Water Products

We produce and sell packaged drinking water products under the brand “Nongfu Spring”
(MEFKIE 1), including drinking natural water and natural mineral water. During the Track Record
Period, packaged drinking water products were our main product category. In 2017, 2018 and 2019 and
the five months ended May 31, 2019 and 2020, the revenue from the packaged drinking water products
accounted for 57.9%, 57.5%, 59.7%, 56.5% and 61.9% of our total revenue, respectively.

We adhere to the principle that “every drop of Nongfu Spring has its source” ( [ % & K 1L /& #5
A EMUEEA ). All of our production bases of packaged drinking water are built in close proximity to the
water sources. See “— Water Sources.” We treat the natural water with the necessary process, including
filtration and sterilization. As a result, our packaged drinking water products contain the natural minerals

that are beneficial to human body, such as potassium, sodium, calcium, magnesium and metasilicate.

In order to meet the various consumption demands, we produce and sell packaged drinking water
products comprising a broad range of individual container volumes, including (i) small-size products
with the individual container volume ranging from 380ml to 750ml, and (ii) medium- to large-size

products with the individual container volume ranging from 1.5L to 19L.

Since 2015, we have launched targeted packaged drinking water products for consumers in various

market segments and specific drinking scenarios, including:

. Natural mineral water (with functional sports bottle cap), which is designed to be uncapped
with one hand and to avoid leakage. Its target consumers include people who like to

exercise.

. Drinking natural water (suitable for infants and young children), which contains the amount
of minerals suitable for infants and young children. The amount of its microbiological

content meets the requirement of commercial sterilization.

. Natural mineral water (glass bottled), including sparkling water and still water, which is
positioned as a high-end product for conference or banquet purpose. It was specified as the
drinking water in the 2016 G20 Hangzhou Summit, the 2017 Belt and Road Forum for
International Cooperation and the 2017 BRICS Summit. The design of such product lasted
for three years and won five international design awards, including D&AD Awards (Wood
Pencil), FAB Awards, The Design Week Awards, Dieline Awards and Pentawards.

. Natural mineral water (containing lithium), which contains lithium that is related to the

human nervous system. Its target consumers include middle-aged and elderly people.
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We set forth below the pictures of our packaged drinking water products.

Drinking natural water

(small-size)

i ot

Natural mineral water
(with functional sports
bottle cap)
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Natural mineral water Drinking natural water (suitable
(containing lithium) for infants and young children)

Natural mineral water
(glass bottled)
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Tea Beverage Products

We have two tea beverage products, Tea  (%<n) and sugar-free Oriental Leaf (3 J5 8 #£). Tea n (%%
n) has five flavors, namely peach oolong tea, pomelo green tea, grapefruit jasmine tea, lemon black tea
and rose lychee black tea. Oriental Leaf (3774 Z%) has four flavors, namely oolong tea, jasmine tea,
black tea and green tea, which represent classic Chinese tea. We produce our Tea n (Z%¢n) and Oriental
Leaf (PR /7#12E) with fresh tea leaves as raw materials through advanced extraction techniques and
aseptic cold filling techniques to retain the tea’s color, smell and taste as much as possible.

We set forth below the pictures of our tea beverage products.
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Tea 1t (%%n) Oriental Leaf (3 /718 %)
Functional Beverage Products

Our functional beverage products primarily comprise Scream (22"4) and Victory Vitamin Water
(J1EFFHEM AT 7K), both targeting the consumers who pursue a healthy lifestyle.

Our Scream (2R ") product series comprise three types, namely the fiber type, the polypeptide type
and the plant type, each containing specific nutrients and tastes. The fiber type supplies electrolytes,
Vitamin B Complex and soluble dietary fiber. The polypeptide type efficiently replenishes the lost
mineral substance which are excreted in perspiration and is supplied by soybean peptides. The plant type
provides energy and electrolytes as well as taurine and Vitamin B Complex. In 2019, we launched two
new flavors of Scream (22H4) products, namely white peach and green mango, with a new packaging
style.

Our Victory Vitamin Water (JJ& 7 4EMf7K) has six different nutrition formulae to satisfy
different demands for the vitamin, with six flavors, namely blueberry and raspberry, pomegranate and
blueberry, tropical fruits, lemon, lactic acid bacteria, and orange. The capsule-shaped bottle design
conforms to its brand image of youth, modern and health.

We set forth below the pictures of our functional beverage products.

Scream (2R 1Y) Victory Vitamin Water (1 & 4E{th Ay 7K)
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Juice Beverage Products

Our juice beverage products include low concentration juice, medium concentration juice and
not-from-concentrate juice products.

Water Soluble C100 (7K C100) is our brand for low concentration juice, which contains 12% fruit
juice and has three flavors, namely lemon, grapefruit and green orange. Each regular bottle of a Water
Soluble C100 (7K{#C100) product contains an amount of vitamin C which equals to that from five and a

half fresh lemons, and has a unique sweet and sour taste.

Farmer’s Orchard (& %22 [#) is our brand for medium concentration juice. Farmer’s Orchard (/2
KR [E) product series include the product containing 30% fruit juice, which has three flavors, namely
carrot and orange, tomato and strawberry, and pineapple and mango, as well as the product containing

50% fruit juice, which was launched in 2019 and has two new flavors, namely grape and peach.

Our Nongfu Spring (J& % 1115) NFC juice series and 17.5° juice series are not-from-concentrate
juice. The Nongfu Spring (J2 % 1114%) NFC juice series includes both the room-temperature products and
refrigerated products, while 17.5° juice series includes only refrigerated products. We produce our
not-from-concentrate juice products with not-from-concentrate juice without adding any water. As a
result, such products retain the nutrition and taste of the fresh fruits. We have built an apple processing
and juicing base in Xinjiang Uygur Autonomous Region and an orange processing and juicing base in

Jiangxi Province. Such bases provide raw materials for our not-from-concentrate juice products.

We set forth below the pictures of our juice beverage products.
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Not-from-concentrate juice products
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Other Products

Other than the above mentioned products, we also launched in 2019 coffee products under the
brand Tan Bing (XR), soda water beverage, sparkling flavored beverage and plant-based yogurt
products. Such products help to increase our sales scale. In addition, we also sell agricultural products,
including 17.5° fresh oranges, 17.5° fresh apples and rice. Such products help to strengthen our brand

popularity and brand trust by consumers.

We set forth below the pictures of our coffee beverage, soda water beverage, sparkling flavored

beverage, plant-based yogurt products and agricultural products.

[ :---_-‘ ‘y;?; Fm_éu’ ‘ﬂ;» 3
Tan Bing (/X R) coffee Soda water TOT sparkling Plant-based yogurt
beverage beverage flavored beverage products
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MARKETING, SALES AND CUSTOMERS

Marketing and Promotion

We implement a multi-brand strategy. We have long-term plans for our brands and strong brand
communication capabilities. We develop differentiated brand planning, image designs and promotion
strategies based on the development stages of each brand. Many of our slogans are well recognized by the

consumers, including:

Main Brands Main Slogans

Nongfu Spring (J& FK I 5%) “Nongfu Spring tastes a bit sweet” ( [ &R IR A B )
“We are not manufactures of water. We are porters of nature”
( TBRAAAEK > FMILRKARMOMET ] )
“The quality of the water source defines the quality of life”

( THEBERRRIKIE - 2B AR A ] )

Tea 1 (%<n) “Tea , Be My Own Style” ( [ Z&n > HB—IK] )

Oriental Leaf (B 75 ) “Traditional Chinese tea, marvelous Oriental Leaf”
( TS PRBIZ > R BEE] )

Scream (Z21Y) “Scream rather than heartbeat” ( [ BLHLL Bk > Aqngany | )

Victory Vitamin Water (JJ &4 4 b iy 7K) “Replenish Vitamin Anytime and Anywhere” ([ Fiff IFf 5 Hh 4
FuHEAAT | )

Water Soluble C100 (7K C100) “Meet the Daily Requirement of Vitamin C ” ( [ 24 H AT
WA RC] )

Farmer’s Orchard (J&2 K $H) “Farmer’s Orchard, shake before drink” ( [ /2R E - W]
w—#1)

We are committed to conveying the spirit and proposition of the brands to the consumers. We have
launched a series of micro-movies, among which the “Porters” series showcases the real and ordinary
daily work of our employees or cooperative partners to convince our customers that we do not take
shortcuts, we work in a down-to-earth manner, and we achieve extraordinary brand pursuits in the

ordinary. This series of micro-movies include:

. “A Story You Never Knew”, which records the process of Fang Qiang, our senior water
source explorer, travelling to the hinterland of Mount Changbai, Jilin Province for the 78"
time in a walk of over hundred kilometers to search for the Moya Spring, a premium

underground artesian spring, in the cold winter with a temperature of minus 30° C.

. “One Hundred and Twenty Miles”, which shows the process of Xiao Shuai, a water source
inspector of the production base in Mount Wuling, Guizhou Province, taking source water
samples from the seven-stream water spring in Mount Wuling and monitoring the water
quality there twice every week after walking through a mountain road which is 35 to 40 km
each way.

. “One Man’s Island”, which tells a story of Xu Zhongwen, a water source monitor of

Thousand-island Lake, Zhejiang Province, who is stationed on an island with the width of

less than 30 meters, to safeguard the water source conservation area.
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. “A One-Day Holiday”, which tells the story of Rao Minghong, the director of the production
plant in Fusong, Mount Changbai, Jilin Province, who was transferred from
Thousand-island Lake, Zhejiang Province, and reunited with his families for only one day
during the Spring Festival and rushed back to the plant the next day in order to speed up the

launch of the new plant.

. “Lifeline of Mount Taibai”, which tells the story of Sun Wenlin, a porter in Mount Taibai,
Shaanxi Province, who carried 82.5kg of water, walked for 6 hours, and travelled to the
ridge of 3,700 meters above sea level, in order to deliver our products to the canteen on top

of the mountain every day so that tourists there could have water to drink.

The “Nature” series of our micro-movies showcases the vibrant ecological environment of spring,
summer, autumn, and winter in the water source in Mount Changbai, Jilin Province, vividly illustrating
that “the quality of the water source defines the quality of the life creature”. We believe that these
micro-movies have been widely recognized by consumers, and have enhanced the brand reputation and

consumer loyalty.

We focus on the pre-planning, promotion rhythm and integration of the online and offline
marketing methods in brand promotion. Taking the launch of Tea m (4%n) as an example, after we
announced that a well-known Asian pop group became the brand ambassador of Tea n (%tn), we
immediately launched the free trial activity in JD.com and the “Opening gifts” ( [ 5254718 | ) offline
campaign. The advertisements showing the hard work behind the brand ambassador’s “Be My Own Style”
(A B —¥K) resulted in active discussion and praise from the fans. We communicated with the consumers
in various touch points through launching the brand ambassador’s 10th anniversary edition packaging,
sponsoring the brand ambassador’s tour, brand ambassador’s recommendation on WeChat, carrying out
large-scale offline theme display activities in retail points of sale and campuses. Such integrated
marketing contributed to the revenue of more than RMB 1,600 million from Tea n (%<n) in the year of its
launch, which was 2016. According to the F&S Report, Tea n (457) was the new beverage product that
recorded the highest retail sales value in its first 12 months of launch in China during the decade from
2010 to 2019.

We put great emphasis on communication with young people. We enter the campuses to
disseminate water knowledge among the teenagers, and host teenagers’ study tours in our production
plants. We reach out to young people through various channels and touch points, including advertising,
campaigns using bottle labels, variety show title sponsorship, product placement in films or television
programmes, celebrity endorsements, sports event sponsorship, social media marketing, and
cross-industry cooperation. In 2017, we cooperated with NetEase Cloud Music to launch a joint activity
called “Music Bottle” ( [44)ffi] ). We selected 52 music reviews and printed them on the bottles of
“Music Bottle”. Approximately 400 million bottles of “water with story” ( [ A #ZEI7K ] ) that we
launched during this activity evoked strong emotional resonance among consumers. We have anniversary
edition of Nongfu Spring Chinese zodiac version of natural mineral water (glass bottled) during each
Spring Festival since 2016, to express our gratitude to the consumers through the “Not for sell” ( [ 2 A

# | ) campaign.
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We have a professional and experienced brand operation team, which has created many classic
cases in the field of marketing. During the Track Record Period, we won many awards, including Gold
Award in Content Marketing Category of IAI International Advertising Awards ( [ TAT[S [ & 45 48 [ 25 %
#5814 4% ] ), Gold Award for Entertainment Marketing IP of Golden Pupil Awards ( [ 4 [ 4% {5 447 §51P
¥i44% ] ), Gold Award of Topdigital Awards ( [ Topdigital Awards4 %% | ), and Gold Award in Creative
Communication Category of Golden Mouse Best Media Strategy Awards ( [ Golden Mouse i fEEEA
W% 5% BRI B RS E | ).

Sales and Customers

We have a nationwide sales network, covering all provinces, municipalities and prefecture-level
administrative divisions across China. We sell our products through traditional channel, modern channel,
catering channel, e-commerce channel and other channels (such as the new retail channel represented by

vending machines). For definitions of such channels, see “Industry Overview — Sales Channels.”

We mainly operate a single-layer distribution system where we engage the distributors to distribute
our products. Typically, our distributors directly sell our products to supermarkets, chained convenience
stores, grocery stores, e-commerce platforms and restaurants. We sold products to over 3,800 distributors
in each year during the Track Record Period. In 2017, 2018 and 2019 and the five months ended May 31,
2019 and 2020, the revenue from the distribution to our distributors was RMB16,610 million,
RMB 19,362 million, RMB22,623 million, RMB9,432 million and RMBS8,112 million, accounting for
95.0%, 94.6%, 94.2%, 95.1% and 93.6% of our total revenue, respectively. Our distributors pay us in
advance before they can receive our products. We typically do not accept return or exchange of products
from our distributors. Our distributors sell our products in a predetermined geographic area through
specific channels. Within their authorized areas, we require our distributors to maintain the market order
of our products in the aspects including (i) maintaining the stability of supply and retail prices of our

products, (ii) maintaining the brand image of our products, and (iii) providing after-sales services.

When our distributors cannot directly cover the rural markets in their authorized areas, they may
sell our products to sub-distributors. Our sales management personnel may visit the sub-distributors and
their retail points of sale from time to time, to learn more about the market conditions, sales conditions,
inventory and their recommendations regarding our business operation. We typically do not have any
contractual relationship with such sub-distributors. According to the F&S Report, this is an industry norm
in the soft beverage industry.

From 2020, in order to further enhance our market penetration, we have selectively entered into
tripartite agreements among our distributors, us and a few sub-distributors who have market potentials in
the rural market. We plan to strengthen our communication with such sub-distributors to obtain market
intelligence regarding the rural markets. We do not have any purchase, payment or other direct
transactions with such sub-distributors. Such sub-distributors purchase from our distributors. We obtain
information regarding the sales of such sub-distributors through the sales data reported by our
distributors in the NCP system. As of the Latest Practicable Date, we selectively entered into tripartite

agreements with 45 sub-distributors. Material terms of such tripartite agreements include:

. Duration. The duration of the tripartite agreements is typically no longer than one year.
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. Predetermined distribution area. The parties set a predetermined distribution area of the
sub-distributor. The sub-distributor shall sell our products within such predetermined

distribution area.

. Distribution arrangements. Distribution arrangements shall be separately agreed by our
distributors and such sub-distributors. We typically do not take responsibility of any costs or

fees arising from the sub-distributors’ distribution activities.

. Operation support. Our distributors shall provide support to such sub-distributors regarding

their marketing, training and equipment.

. Operation requirements. Sub-distributors shall comply with our management policy on

preventing good-fleeing.

In addition, we also adopt a direct sale model to certain customers. We identify direct sale
customers by taking into considerations their reputation, industry experience, synergies with our business
and purchase amount. Our direct sale customers mainly include national or regional supermarkets,
chained convenience stores, e-commerce platforms, restaurants, airlines and large corporate customers.
As of May 31, 2020, we had 247 direct sale customers. In the five months ended May 31, 2020, three of

our five largest customers were direct sale customers.

The chart below illustrates the structure of our sales channels.

—P Distributors
v v v v v
The
Company [ | Traditional Modern Catering E-commerce Other
channel channel channel channel channels
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The table below sets forth a breakdown of revenue contribution from our customers for the periods

indicated.
Year ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage
RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue
Sales to
distributors 16,610 95.0% 19,362 94.6% 22,623 94.2% 9,432 95.1% 8,112 93.6%
Sales to direct
sale customers 881 5.0% 1,113 5.4% 1,398 5.8% 485 4.9% 552 6.4%
Total 17,491  100.0% 20475 100.0% 24,021 100.0% 9,917  100.0% 8,664  100.0%

During the Track Record Period, our revenue was mainly derived from the traditional channel and
modern channel. In 2017, 2018 and 2019 and the five months ended May 31, 2020, our revenue from the
traditional channel amounted to RMB13,881 million, RMB15,496 million, RMB17,596 million and
RMB6,401 million, accounting for 79.4%, 75.7%, 73.3% and 73.9% of our total revenue, respectively.
During the same periods, our revenue from the modern channel amounted to RMB1,943 million,
RMB2,431 million, RMB2,932 million and RMB1,012 million, accounting for 11.1%, 11.9%, 12.2% and
11.7% of our total revenue, respectively.

In 2017, 2018 and 2019 and the five months ended May 31, 2020, our revenue from the five largest
customers in total amounted to RMB643 million, RMB890 million, RMB1,139 million and RMB439
million, accounting for 3.7%, 4.2%, 4.8% and 5.1% of our total revenue, respectively. In 2017, 2018 and
2019 and the five months ended May 31, 2020, our revenue from the single largest customer amounted to
RMB267 million, RMB358 million, RMB438 million and RMB196 million, accounting for 1.5%, 1.7%,
1.8% and 2.4% of our total revenue, respectively. All of our five largest customers during the Track
Record Period were independent third parties.

Our Customers — Distributors

Our distributors are generally local distributors who are experienced in the distribution of
packaged drinking water and beverage products. They have reasonable capital, professional service team,
vehicles and warehousing facilities to cover extensive local retail points of sale. Our distributors are
required to sell only in a predetermined geographic area through specific channels. Our distributors are
not required to exclusively distribute our products. Based on our approval, some distributors may operate
online stores on e-commerce platforms and sell our products online. We assess and select our distributors
per annum. They need to go through certain bidding process to win the distributorship of our products.
The relationship we have with distributors is a buyer and seller relationship.

We do not rely on any single distributor or a few distributors. We worked with over 3,800
distributors in each year during the Track Record Period. Our revenue from any single distributor
accounted for no more than 1.0% of our total revenue during the Track Record Period. In each of 2017,
2018 and 2019 and the five months ended May 31, 2020, only two of our five largest customers were
distributors and the other three were direct sale customers.
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We strictly forbid existing employees to work for or have equity in our distributors. During the
Track Record Period, the legal representatives, principals in charge or professional managers of our
certain distributors were our former employees. During the Track Record Period, the total revenue from
such distributors accounted for no more than 4% of our total revenue. When any former employee of ours
becomes an employee of our distributor or has equity in our distributors, we require our distributor to
notify us. In addition, our internal control policy ensures us to treat in an equal manner those distributors
that our former employees work for or have equity in as the way we treat other distributors. To the best of
our knowledge after reasonable inquiry, all of our distributors were independent third parties as of the
Latest Practicable Date.

The table below sets forth the total number of the distributors and their movements (including

addition and termination) for the periods indicated.

Five Months

Year Ended December 31, Ended
May 31,
2017 2018 2019 2020
Number of distributors at the
beginning of the period 4,317 3,876 3,841 4,280
Number of new distributors 884 960 928 196
Number of terminated distributors 1,325 995 489 22
Number of distributors at the end of
the period 3,876 3,841 4,280 4,454

We stringently review our business relationship with distributors through the annual assessment
and selection of distributors. Due to the continuous growth of our business scale, we require distributors
to have a corresponding improvement in their business capability. In 2017, 2018 and 2019 and the five
months ended May 31, 2020, we terminated business relationship with 1,325, 995, 489 and 22
distributors, respectively. The termination of our business relationship with these distributors was
primarily due to the following reasons: (i) breach of the distribution agreement by the distributors, (ii)
poor business performance of the distributors, and (iii) change of key business of the distributors or any
other personal reasons. During the Track Record Period and up to the Latest Practicable Date, there were
no material unsettled disputes or litigations with such terminated distributors. As the quality and business
capability of our distributors in general have gradually become more stable and sophisticated, the number
of distributors whom we terminated was decreasing year by year during the Track Record Period. Taking
into account a combination of our business development needs and the number of distributors with whom
we terminated cooperation, we engaged 884, 960, 928 and 196 new distributors in 2017, 2018 and 2019
and the five months ended May 31, 2020, respectively. We generally assess and select our distributors in
the fourth quarter per annum. The revenue contribution of the new distributors in the year of their
engagement was relatively low due to the short operating period in the year. The table below sets forth the

revenue contribution from the new distributors and terminated distributors for the periods indicated.
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Year Ended December 31,

2017 2018 2019

RMB (million)

Revenue from new distributors in the year" 778 1,026 847
Revenue from new distributors in the

following year®™ N/A 2,726 3,365
Revenue from terminated distributors in the

year® 2,444 2,500 1,417
Notes:
(1) Refers to the revenue from the new distributors generated in the year of their engagement, which was generally low.
(2) Refers to the revenue from the new distributors generated in the following year of their engagement.
3) Refers to the revenue from the terminated distributors in the year of their termination.

We value our distributors’ business operation capabilities and their cooperative relationships with
us. As of May 31, 2020, the average duration of the business relationships with our distributors was
approximately four years. We also had more than 300 distributors with whom the duration of the business
relationships was over ten years.

During the Track Record Period, we had an overseas distributor who sold Tea n (Z&n) in South
Korea. In 2017, 2018 and 2019 and the five months ended May 31, 2020, the revenue from such
distributor was RMBO0.02 million, RMBO0.84 million, RMB1.57 million and RMB1.12 million,
respectively.

As of the Latest Practicable Date, we did not have any specific plans to engage more overseas
distributors or to increase the overseas sales. In addition, the local proceedings in New Zealand were still
in progress and subject to uncertainty. As a result, we did not have any specific plans to develop our
business overseas.

Major Terms of Distribution Agreements

We typically enter into standard distribution agreements with our distributors per annum. Major
terms of our standard distribution agreements include:

. Duration. The duration of distribution agreements is typically one year.
. Type of distributor. We categorize our distributors based on their assigned sales channels.
. Predetermined distribution area. We do not allow our distributors to distribute our products

outside their predetermined distribution areas.

. Sales target. We set monthly and annual sales targets for our distributors, including brands
and channels. We conduct evaluation and inspection of their performance, based on which
we determined the incentive scheme. We will not terminate the business relationship with
our distributors solely because a distributor fails to achieve their monthly sales target in a
given month.
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. Market target. We set market performance targets for our distributors, including increasing
the number of retail points of sale, expanding product display, stabilizing product prices and

managing stock age of our products.

. Specification requirements. We require our distributors to have the ability to distribute our
products and satisfy our requirements on working capital, staff, vehicles, warehouse and
others (including office facilities, business-related auxiliary facilities and equipment).

. Order placement. We require our distributors to place their orders through our NCP system.

. Payment. We require our distributors to make payment into our designated account through
bank transfer before the delivery of products.

. Logistics. If we are responsible for delivering our products to the distributor’s designated
warehouses, we shall bear the delivery charges.

. Warehouses. We require our distributors to store our products in accordance with our
guidelines.
. Product ownership. The product ownership shall be transferred to our distributors once they

take delivery from the railway department or the deadline for taking delivery expires if the
products are transported by railway; the product ownership shall be transferred to our
distributors once they sign on the waybill if the products are transported by truck; the
product ownership shall be transferred to our distributors once the products are loaded onto
trucks if our distributors pick up the products themselves. We typically do not accept return

or exchange of products from our distributors.

. Anti-commercial bribery and confidentiality. We prevent our distributors from bribery or

leakage of our commercial secrets to any third parties.

. Termination. We list several conditions that may result in the breach of contract in the
distribution agreements. We are entitled to terminate the distribution agreements if our

distributors breach the distribution agreements.

In addition, we have a series of management policies to manage our distributors, including:

. Management on prices. We provide our distributors with suggested retail prices of our
products. Our distributors shall not take any actions that may materially disrupt the retail
prices of our products.

. Management on good-fleeing. Any sales by our distributors outside the predetermined
geographic area or non-store sales by the distributors without our prior approval will be
deemed as good-fleeing. We are entitled to terminate the distribution agreements with any
distributors that engage in serious good-fleeing on one or more occasions or minor

good-fleeing on three or more occasions.
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. Management on marketing expenses. We require our distributors to make annual marketing
budgets. We may give our distributors certain price discounts if they achieve relevant sales

targets or market targets.

We have an audit and inspection team, who will assist in managing our distributors and reviewing

the performance of the distribution agreements. See “— Audit and Inspection Team.”

Information System of Managing Distributors — NCP System

Our NCP system is designed to help us to efficiently manage the collaborative relationships with
our distributors. The NCP system comprises two parts, namely the management system of distributors,
and the management system of retail points of sale. The functions of the management system of
distributors include discretionary order placement by distributors, management on purchase-sale-stock,
and statement of account. All of our distributors use such system and share with us the information about
purchase-sale-stock. The management system of retail points of sale is mainly used by the frontline sales
personnel of distributors and our sales management personnel. Such system includes mobile app version
and computer version. The frontline sales personnel use the mobile app version to manage displayed
activities and expenses in retail points of sale, take and upload photos of the displayed status in retail
points of sale, and manage sales equipment such as refrigerators in their responsible sales region. Our
sales management personnel also use such system to find out about the daily work and marketing
performances of the frontline sales personnel. They can make a plan of on-site visit route to the retail

points of sale through the computer version of the NCP system.

Inventory Management on Distributors

We require distributors to use our NCP system, based on which we keep track of and analyze the
inventory level of distributors. Our NCP system generates inventory alerts based on a combination of the
historical data and distribution performance, helping us to provide guidance with regard to distributors’
distribution activities in a timely manner. Such alerts and guidance aim to prevent stock accumulation by
distributors. We have sales management personnel at provincial and municipal levels covering the regions
where our products are sold. We require such personnel to coach our distributors, inspect the retail points
of sale, and review the inventory balances and sales performance of distributors on a regular basis.
Distributors’ inventory is one of the factors we consider in renewing contract with them. We may not
renew contract with a distributor who is discovered to have an unreasonable inventory level through the

information system or during our on-site inspection.

We have specifically established an audit and inspection team consisting of more than 300
employees. We regularly perform on-site stock-taking on distributors as well as sample checks on their
implementation of market activities, product selling in retail points of sale, and stock age, in order to

control business risks in all material aspects. See “ — Audit and Inspection Team.”
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Our Direct Sale Customers

Our direct sale customers mainly include national or regional supermarkets, chained convenience
stores, e-commerce platforms, restaurants, airlines and large corporate customers. As of May 31, 2020,
we had 247 direct sale customers. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and
2020, the revenue from such customers accounted for 5.0%, 5.4%, 5.8%, 4.9% and 6.4% of our total
revenue, respectively. During the same period, three of our five largest customers were direct sale
customers, respectively.

We believe that the business partnerships with direct sale customers are beneficial to strengthening
our market leadership and enable us to better serve large-scale customers. For example, we can make
sales plans and marketing plans for national or regional leading supermarkets and chained convenience
stores. As a result, our products may be displayed and sold in the retail points of sale of such customers
more efficiently. We can also directly receive consumers’ feedbacks on our products from such retail
points of sale, which help us to adjust our marketing strategies in a timely manner and control the
direction of research and development of our products. Furthermore, with the business relationship with
our e-commerce platform customers, we can promote our brands and display our products in a better way,
and enhance our brand image.

We generally enter into annual sales agreements with our direct sale customers. Material terms of
the annual sales agreements with our direct sale customers include:

. Duration. The duration of the annual sales agreements is typically one year.

. Order placement. Our direct sale customers may place orders in various forms including
contracts, electronic orders and emails. Some direct sale customers may also place orders
through our order-placement system.

. Logistics. We engage third-party logistics service providers to deliver the products
purchased by our direct sale customers to their designated places.

. Product ownership.

. If the products are transported by railway, the product ownership shall be transferred
to our direct sale customers once they take the products from the railway department
or the deadline for taking the products expires;

. If the products are transported by truck, the product ownership shall be transferred to
our direct sale customers once they sign on the waybill; and

. If our direct sale customers pick up the products themselves, the product ownership
shall be transferred to them once the products are loaded onto trucks.

. Return or exchange of products. We may, conditionally or unconditionally, accept return or
exchange of the products from our direct sale customers, depending on the agreements. Such
situations primarily include damages occurred in the sales process, seasonal products
exceeding their marketable time, and returns for no reasons within seven days from the date
of receipt of the products by direct sale customers, which is a common practice in the food
and beverage industry according to the F&S Report.
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. Minimum purchase. We may impose minimum purchase requirements on our direct sale

customers in consideration of logistic expenses.

. Credit period. We generally grant our direct sale customers a credit period not exceeding
three months.

. Termination. Parties are entitled to terminate the annual sales agreements if the other party
materially breaches such agreements.

We generally only grant credit periods to direct sale customers who make relatively large
purchases and have good credit records. All customers who wish to trade on credit terms are subject to our
credit verification procedures. In addition, our receivable balances are monitored on an ongoing basis.
See “Financial Information — Disclosure about Financial Risk — Credit Risk.” In 2017, 2018 and 2019 and
the five months ended May 31, 2019 and 2020, the value of returned products represented 0.08%, 0.08%,
0.06%, 0.08% and 0.07% of our total revenue, respectively.

Pricing

We price our products based on various factors, primarily including product positioning,
competition, sales channels and production costs. We provide our distributors with suggested retail prices
of our products. Our distributors shall not take any actions that may materially disrupt the retail prices of
our products. Our sales management team periodically review our distributors’ resale prices and the retail
prices in retail points of sale. For details of the suggested retail prices of our products, see “— Our Brands
and Products — Overview.”

Seasonality

The soft beverage consumption is subject to seasonal variations. We typically experience higher
sales revenue in the second and third quarters of the year when the weather is warmer and drier in China
than the first and fourth quarters of each year. We typically experience the minimum sales revenue in the
fourth quarter of each year. Sales revenue can also fluctuate throughout the year for other reasons,

including the timing of new product launches, and the timing of advertising and promotional campaigns.

WATER SOURCES

We believe that stable and sustainable natural quality water sources are key to our business
operations. Each of the water sources has gone through procedures including long-term water quality
monitoring, water supply inspection, feasibility evaluation of water-taking and the assessments of plant
establishment conditions. As of May 31, 2020, we had obtained water-taking permits or under a few
circumstances entered into water supply agreements with third party state-owned water supply companies
that possess water-taking permits in ten natural quality water sources across China, and we have
constructed production bases in proximity to such areas. The map below sets forth the geographic

location of such ten natural water sources.
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Greater Khingan,
Heilongjiang province

@ Mount Changbai,

Manas of Mount Tianshan, Jilin province

Xinjiang province Mount Wuling,
Hebei province

Mount Taibai,
Shaanxi province

@ Danjiangkou,
Hubei province

@ Thousand-island Lake,
Mount Wuling," Zhejiang province
Guizhou province

Q

‘Wanlv Lake,
Guangdong province

Mount Emei,
Sichuan province

For details of such water sources, see “— Details of the Natural Water Sources and Water
Extraction.”

Water is a public resource subject to government regulations in China. During the Track Record
Period, we primarily gathered water directly from water sources as we possessed the water-taking permits
or mining permits (which are only applicable to mineral water). Under a few circumstances, we entered
into water supply agreements with third-party state-owned water supply companies that possessed the
water-taking permits and purchased water from them. We pay water resource fee (or water resource tax as
required by local governments) and mineral resource tax (which are only applicable to mineral water)
regularly in accordance with relevant laws and regulations. During the Track Record Period, our
production had not been affected by any shortage of water or failure to renew the water-taking permits.
We expect that any shortage of water or failure to renew the water-taking permits is unlike to happen in
the future.

Identifying Water Sources

Before becoming the water source where we take water from, a water source must pass our
preliminary screening and a series of review and approval processes of the governmental authorities. Our
preliminary screening of water sources includes long-term water quality monitoring, water supply
inspection, feasibility evaluation of water-taking and the assessments of plant establishment conditions
in respect of the potential water sources. We collect geographical features and hydrological information
of a potential water source and inspect the surrounding environment to see whether there are any
pollution sources, and whether the water source has self-purification ability. We may continuously track
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and monitor the potential water source based on at least 143 water quality indicators for as long as several
years, and cooperate with various third-party professional institutions to draft plans or reports in order to
have comprehensive assessment and analysis of the water source during the period. We draft a
preliminary water-taking plan based on the terrain conditions, water quality features and other factors of
the water source and identify land parcels qualified for plant establishment in proximity to the water
source.

We formulate a project plan for the potential water source based on our preliminary screening. We
typically engage a third-party professional institution with the qualification of an engineering consulting
entity to prepare a feasibility study report, which is submitted to the relevant local governmental
authorities for filing. The feasibility study report mainly includes construction conditions and site
selection, environmental protection, safety and fire prevention, energy conservation, estimated
investment and financial evaluation.

In addition, we engage a third-party professional institution with the qualification of water
resource evaluation of construction project to conduct the water resource evaluation in accordance with
the Regulation on the Administration of the License for Water Drawing and the Levy of Water Resource
Fees. The evaluation includes analysis of water resources and development status of the place where the
project is located, and evaluation of water usage reasonableness, water-taking sources (including surface
water and underground water), water-taking impacts and water retraction impacts of the project. A
comprehensive assessment and evaluation will be conducted with regard to the influences on water
resources from the perspectives of water-taking points, water-taking methods, impacts on water
resources, impacts on water function zones, impacts on other water users in the area and water resource
protection measures of the project. A specific water resource evaluation report will be issued. In order to
prepare the water resource evaluation report, the third-party professional institutions will
comprehensively consider, among others, multi-year average water volume from upstream, estimated
water-taking volume of the project, downstream ecological flow and extraction volume of other users, to
evaluate the reasonableness of the extraction volume to be applied for. In some cases, we also engage a
third-party professional institution to prepare a water well completion report. A comprehensive
assessment will be conducted in respect of the well construction work overview, water pumping test,
permitted exploration volume and water quality assessment of motor-pumped wells, and underground
water exploration and utilization plans. Drilled wells, installed pumps and laid pipelines are part of the
water-taking plan. The local governmental authorities responsible for the approval of water-taking
permits will arrange experts to conduct an expert review on the water-taking plan of the project, including
the reasonableness of the water extraction volume. The water-taking permit will be issued by relevant
local governmental authorities only after the potential water source passes the expert review.

If the potential water source is composed of mineral water, we also need to engage a third-party
professional institution to prepare a mineral water resource survey implementation plan in accordance
with the Notice of the Ministry of Land and Resources on Further Regulating the Mining Right
Application Materials, in order to conduct a study on the regional geological background, survey methods
and technological requirements, and to standardize the survey criteria. The competent provincial
department of land and resources will organize a review on the above plan. A mining exploration right
will be granted to us only after the above plan passes the review and the mining right transfer fee is paid.
For a potential water source where we have already obtained a mining exploration right, we engage a
third-party professional institution to prepare a mineral water resource survey report. A comprehensive
analysis and evaluation will be conducted in respect of the natural geographical conditions,
hydrogeological conditions, water resource dynamic indicators, water quality, approved extraction
volume, and establishment of a water resource reservation area, for the mineral water source. The report
will be registered and filed with the provincial department of natural resources after passing the expert
review. We also need to engage a third-party professional institution to prepare a mineral resource
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exploration and utilization plan, a mine geological environmental protection and land reclamation plan as
well as an environmental impact assessment report, which set forth detailed plans on how to utilize
mineral water resources, how to protect the surrounding environment of mineral water and land use. We
will obtain a mining permit only after passing the expert review and upon the approval of relevant

governmental authorities.

The potential water sources may become the water sources where we take water from, only after all
governmental approvals have been completed for such potential water sources and the water-taking
permits and mining permits (which are only applicable to mineral water) have been obtained. Save for the
professional service fees paid by us to the third-party professional institutions for their engagement, the
mining right transfer fee paid for obtaining the mining exploration right (which are only applicable to
mineral water) and the costs of the permits, we are not required to pay any other fees for obtaining the
water-taking permits and mining permits. In 2017, 2018 and 2019 and the five months ended May 31,
2020, the relevant fees paid by us in relation to the engagement of third-party professional institutions for
accessing the water sources were RMB1.3 million, RMB0.4 million, RMB0.7 million and RMBO0.5
million, respectively. Such fees were directly recorded as administrative expenses during the Track
Record Period.

Water-taking Permits and Mining Permits

As of the Latest Practicable Date, certain production plants in the production bases in Mount
Changbai, Jilin Province and Greater Khingan, Heilongjiang Province had obtained mining permits for
the production of natural mineral water products. Once we have obtained water-taking permits or mining
permits, we typically do not need to enter into agreements with the governmental entities in relation to the
arrangements of water-taking from relevant water sources. Material terms of the water-taking permits and

mining permits include:

. Entity obtaining the permit. The water-taking permits and mining permits are issued to

specific production plants in our production bases.

. Tenure. The tenure of our water-taking permits typically ranges from two to five years, and
the tenure of our mining permits typically ranges from five to 30 years.

B Annual maximum water-taking volume. Each water-taking permit and mining permit

specifies the annual maximum water-taking volume.

° Payment of water fees. We confirm the per unit water fee based on the type of water source
specified in water-taking permits or mining permits and with reference to the water-taking
approval and management measures and standards for collection of water resource fees or
standards for collection of mineral resource tax formulated by the provincial governments,
and we calculate the water fees according to the actual water-taking volume. During the
Track Record Period, the standard water fees paid by us across the country ranged from
RMBO.11 per ton to RMB1.40 per ton for natural water, and ranged from 1.5% to 4% of the
sales revenue of the water-taking entity for mineral water. We paid water fees on a monthly
basis or quarterly basis according to the requirements of local governments.
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We closely monitor the extraction volumes from the water sources. We extracted water within the
scope of the annual maximum water-taking volume specified on the water-taking permits or mining
permits possessed by us. During the Track Record Period, the actual annual water extraction volume in
each of our production base was below the relevant approved maximum extractable volume.

In accordance with the requirements under relevant regulations, we submit a water conservation
report or water-taking extension evaluation report to the relevant authorities 45 days prior to the expiry of
a water-taking permit. After the abovementioned report is reviewed and passed, the relevant
governmental authorities will issue a new water-taking permit to us. Save for the cost of the permit, we
are not required to pay any other fees for extending the water-taking permit. When renewing a mining
permit, we need to engage a third-party professional institution to prepare relevant materials including a
mineral water reserve verification report, and a mineral resource exploration and utilization plan. We may
proceed with the renewal of the mining permit only after the new plan passes the expert review and is
approved. We have to pay the mining right transfer fee again for renewal of the mining permit.

For details of the laws and regulations in relation to the management of water-taking, see
“Regulatory Environment — Laws and Regulations Relating to Drinking Water and Beverage Business.”

As advised by our PRC Legal Advisor, as of the Latest Practicable Date, we or our third-party
water supply companies had obtained all necessary water-taking permits and mining permits for our
business operations. As advised by our PRC Legal Advisor, we do not expect any substantial legal
impediment to renew our water-taking permits or mining permits as long as we comply with the relevant
legal requirements and submit the relevant documents to the competent authorities in accordance with the
applicable laws. During the Track Record Period, all of our water-taking permits and mining permits were
successfully renewed.

As of the Latest Practicable Date, we had obtained 21 water-taking permits and three mining
permits and our third-party water supply companies had obtained 13 water-taking permits. Among the 34
water-taking permits obtained by us and our third-party water supply companies, five of them will expire
within one year after the Listing, 12 of them will expire within three years after the Listing, seven of them
will expire within five years after the Listing, and the remainder will not expire within five years after the
Listing. Among the three mining permits obtained by us, one of them will expire within three years after
the Listing, one of them will expire within five years after the Listing, and the remainder will not expire
within five years after the Listing. As of the Latest Practicable Date, we were in the progress of renewing
a water-taking permit of our production base in Thousand-island Lake, Zhejiang Province, which will
expire in October 2020. See “Appendix VI — Statutory and General Information — Further Information
about the Business — Water-taking Permits and Mining Permits.”

Water Supply Agreement

For four of our production plants in three production bases in (i) Danjiangkou, Hubei Province, (ii)
Mount Changbai, Jilin Province, and (iii) Manas of Mount Tianshan, Xinjiang Uygur Autonomous
Region, we had entered into non-exclusive water supply agreements with third-party state-owned water
supply companies with the water supply price agreed upon. As of the Latest Practicable Date, the relevant
water suppliers had obtained all necessary water-taking permits. Material terms of the water supply
agreements include:

. Tenure. The water supply agreements typically have a tenure from one to five years, and may
be renewed upon expiry automatically by mutual consent.
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. Supply volume. We acquire water from the water suppliers depending on our actual
production requirements, within the maximum extraction volumes stated on the

water-taking permits.

. Fees. We typically settle the water supply fees, which is calculated based on the unit price
and the actual supply volume, on a monthly basis.

. Water suppliers’ obligations. The water suppliers are responsible for ensuring that the water
quality meets our standards.

Our water supply agreements with third-party water supply companies typically do not set a

minimum water supply volume and do not include an early termination clause.
Water Gathering and Transmission

With an aim to minimize the impacts to the environment and water sources, we use different

methods to gather water from the water sources, depending on the type of such water sources:

. With regard to deep lake water and deep reservoir water, we extract water from the lakes and
reservoir using pumps, in the places and depths to minimize impacts to the water sources
based on the assessment and inspection;

. With regard to mountain spring water and artesian spring water, we determine the
water-taking points in the water sources according to the plans proposed by professional
institutions and approved by governmental entities to minimize impacts to the environment.
The spring water naturally converges in the water storage facilities built at the water-taking

points; and

. With regard to deep underground water, we drill wells and use pumps to extract water from
beneath the ground, in the appropriate places based on the assessment on the impacts to the
environment.

The water is transmitted to our production facilities via pipelines. According to the Regulation on
the Administration of the License for Water Extraction and the Levy of Water Resource Fees, laid
pipelines are also part of water extraction projects or facilities. Our laid pipelines are not permanent
structures. According to the relevant PRC rules and regulations of land management, we do not need to
apply for and obtain a state-owned land use right certificate for laying pipelines. If the laid pipelines
temporarily occupy the land, we need to submit the temporary land use application. As advised by our
PRC Legal Advisor, we have obtained approvals (if required) from relevant governmental authorities for
the water extraction projects or facilities under construction to lay pipelines for water transmission.

As advised by our PRC Legal Advisor, we and our third-party water supply companies have
obtained water-taking permits and mining permits (which are only applicable to mineral water) for
relevant water sources, and as a result the water extraction projects or facilities in relation to our current
operations, including drilled wells and installed pumps, have passed the inspection and acceptance and
been approved by relevant governmental authorities.
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(&)

9

(10
(1n
(12)
(13)
(14)
(15)
(16)
a7
(18)
(19)

(20)

According to the statistics issued in June 2019 on the website of the local governmental authority.
According to the statistics issued in December 2016 on the website of the local governmental authority.
According to the written confirmation issued in July 2020 by the local governmental authorities.
According to the statistics issued in March 2016 on the website of the local governmental authority.
According to the written confirmation issued in August 2018 by the local governmental authority.
According to the statistics issued in June 2019 on the website of the local governmental authority.
According to the statistics issued in October 2017 on the website of the local governmental authority.
According to the written confirmation issued in July 2020 by the local governmental authority.
According to the statistics issued in September 2017 on the website of the local governmental authority.
According to the written confirmation issued in July 2020 by the local governmental authorities.
According to the report issued in September 2016 by the local governmental authority.

According to the report issued in September 2017 by the local governmental authority.

The water reserve statistics disclosed in the table above are based on the latest information available to us, which were

published or confirmed by the local governmental authorities. The actual water reserves may be affected by factors such as
changes in weather, climate and geological conditions around such water sources.

Water Source Contamination Risk

The risk of the water source contamination is low, primarily because:

. the water from (i) Thousand-island Lake, Zhejiang Province, (ii) Danjiangkou, Hubei
Province, and (iii) Wanlv Lake, Guangdong Province is deep lake water or deep reservoir
water, and such water sources have relatively huge water reserves and strong
self-purification capacity. These three water sources are also drinking water conservation
areas, which have been strictly protected by local governments;

. (i) Mount Changbai, Jilin Province, (ii) Mount Emei, Sichuan Province, (iii) Mount Taibai,
Shaanxi Province, (iv) Mount Wuling, Guizhou Province, and (v) Mount Wuling, Hebei
Province are located in the mountain forests. There are rare human activities and no
industries upstream of these water sources; and

. the water from (i) Manas of Mount Tianshan, Xinjiang Uygur Autonomous Region, and (ii)
Greater Khingan, Heilongjiang Province is deep underground water and such water sources

are far from populated areas.

In most of the above water sources, we have built gathering facilities in more than one water-taking

points. We would be able to gather water from other water-taking points, or to build additional gathering

facilities in new water-taking points, in the event that any of the water-taking points is contaminated or

our access to which is disrupted. In addition, during the Track Record Period, the actual annual water

extraction volumes in all of the water sources were smaller than the approved maximum extractable

volumes, and we did not reach full production capacity in our production bases. As a result, we would be

able to adjust our production plans for our production bases to maintain our product supply, if necessary.
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PRODUCTION

Production Process

The diagram below summarizes the key steps of our production process for packaged drinking

water products and beverage products.

Packaged drinking water: Beverage:
Water collection and Pre-treatment of
inspection raw materials
v v
Filtration Blending
PET inspection
v v
Stenh;athn/ Injection blow molding
Pasteurization
v v
Bottling < Stretch blow molding
v
Coding and Labeling
v
Packaging
v
Inspection
v
Warehouse and storage

Note:

We use different production lines to produce packaged drinking water products and beverage products.
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We treat the water only with the necessary process, including filtration and sterilization. Filtration
includes (i) coarse filtration, (ii) refined filtration and (iii) membrane filtration. Smell and impurities are
removed during coarse filtration and refined filtration. Certain microbes are removed during membrane
filtration. Microbes are further sterilized in the process of sterilization with ultraviolet light, ozone or

high temperature.

We produce beverage products through procedures including pre-treatment of raw materials,
blending, sterilization or pasteurization, bottling and packaging.

° During the procedure of pre-treatment of raw materials, we inspect, clean and defrost raw
materials depending on different raw materials. We use advanced techniques to retain the
taste of raw materials as much as possible. We produce our tea beverage, including Tea m (4%
n) and Oriental Leaf (H 7 182%), with fresh tea leaves as raw materials, and use the

extraction techniques to extract tea;

° During the procedure of blending, we blend different raw materials according to the
specified formulae, aiming to satisfy consumers’ requirements on functions or tastes. Our
juice beverage Farmer’s Orchard (J2K*£[#) mixes raw materials such as a variety of
concentrated fruit juices and vegetable juices with specific proportions, to make such
product both nutritious and flavorful. Our functional beverage, including Scream (2 "4) and
Victory Vitamin Water (JJ &7 #EMif7K), contains specific nutrition such as mineral
substance, vitamins, taurine and soluble dietary fiber, depending on different product type,

in order to satisfy consumers’ diversified requirements on nutrition;

° During the procedure of sterilization or pasteurization, we use UHT instantaneous
sterilization or sterilization with high temperature to ensure food safety. UHT instantaneous
sterilization retains the nutrition in the products as much as possible, and make the products

more flavorful;

° During the procedure of bottling, we fill the blended products into PET bottles by way of

aseptic cold filling, which makes the products more flavorful, or hot filling; and

° During the procedure of packaging, we label the products and pack them into boxes. All
products will be inspected through multiple processes, to better ensure the quality of our

products.
We also use the fresh apples and fresh oranges produced in our fresh fruit production bases as the

raw materials to produce Nongfu Spring (& K LI 5#) NFC juice series and 17.5° juice series, after the
procedures of cleaning, selecting and juicing.
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Existing Production Bases

As of May 31, 2020, we had 12 production bases with 144 production lines of packaged drinking
water and beverage, seven production lines of fresh fruit juicing and three production lines of fresh fruit
processing in aggregate. During the Track Record Period, utilization rates of production lines in each of
our production bases fluctuated, primarily because: (i) the utilization rates of certain production lines
increase along with the expanded sales volumes; (ii) the increased production capacity requires overall
arrangement in advance, and the utilization rates may decrease if the expanded sales volumes fail to cover
the production capacity from the newly-added production lines; and (iii) considering logistic expenses
and other factors, we regularly make adjustments to production capacity allocation among each
production bases by allocating the production needs of one base to another, which may lead to a decrease
in the utilization rates of the production lines of the original production base. The table below sets forth

the details of our production lines of packaged drinking water and beverage for the periods indicated.

Number

Number of of

production production

plants as of lines

May 31, Type of as of May Production capacity
Production base 2020 production lines 31,2020 (000 tons) Production volume (000 tons) Utilization rate (%) V®
First First First
five five five
months months months

017 2008 2019 of2020 2007 20018 2019 of2020 2017 2018 2019 of 2020

Thousand-island Lake, § Packaged drinking
Thejiang Province water products 29 5632 6I17 6828 3174 3086 3483 4168 1,655 55 51 61 5
(HFITT &) @ Beverage products 415 1886 1979 875 1040 LI0 L1974 64 59 60 46
Mount Changbai, Jilin 4 Packaged drinking
Province water products 003659 4140 4746 1939 1438 1740 2104 798 ¥ 4 4 41
(FHRAL) Beverage products | 153 153 155 6 98 98 03 2 04 04 07 40
Danjiangkou, Hubei Province 3 Packaged drinking
(AT @ water products 15 1894 2560 3670 1628 988 135 1653 47 5 54 EA
Beverage products 5405 588 T8 338 199265 408 19 48 45 % 03
Wanlv Lake, Guangdong 1 Packaged drinking
Province (& R A4 water products 16 2307 2455 309 1410 1219 153 208 810 2 €@ 65
Beverage products 4 550 697 097 27 180 M 263 §4 3 39 ¥
Manas of Mount Tianshan, 1 Packaged drinking
Xinjiang Uygur water products 4 w93 919 380 191 57 0 131 U B 35 k)
Autonomous Region Beverage products | 75 15 75 3l B n B 8 30 36 RJA
(HEX LA
Mount Eme, Sichuan 2 Packaged drinking
Province water products T 196 196 2,002 880 820 1,009 L1s2 510 Y] 51 55 58
()1 Jg 1) Beverage products 348 48 M3 6 23 6 28 126 63 56 0 5
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Number
Number of of
production production
plants as of lines
May 31, Typeof asof May Production capacity
Production base 2020 production lines 31,2020 (000 tons) Production volume (000 tons) Utilization rate (%) V'®
First First First
five five five

months months months
017 2018 2019 of2020 2017 2018 2019 of2020 2017 2018 2019 of 2020

Mount Taibai, Shaanxi 2 Packaged drinking
Province water products 10 208 2235 2507 1,051 676 731 894 372 3 33 36 35
(WAkam) © Beverage products 16 169 19 0 6 76 50 % 4 N

Mount Wuling, Guizhou 2 Packaged drinking
Province water products § 035 01 153 857 343 301 085 323 54 56 45 38
(MR © Beverage products e 16 16 yl) 3 2l 7 n 2% B

Mount Wuling, Hebei 1 Packaged drinking
Province water products 2 Ml 457 83 M4 45 104 181101 17 B 3l 4
(ML F=L) Beverage products - - - - - - - - - - - - -

Greater Khingan, 1 Packaged drinking
Heilongjiang Province water products | - - 1 o4 - - 1 - - - | -
(BT KBTI Beverage products - - - - - - - - - - - - -

Jiangxi Province | Packaged drinking
(L) water products - - - - - - - - - - - - -
Beverage products | - - 159 83 - - ) 8 - - 20 10

Total 7 Packaged drinking
water products 11319184 20745 26038 11,64 8813 10733 13176 5,48 46 49 St 8
Beverage products I35 AN 458 2036 1890 2028 2374 809 54 52 524

—
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The table below sets forth the details of our production lines of fresh fruit juicing and processing

for the periods indicated.

Number
of
production
Typeof lines as of
production ~ May 31, Production capacity Production volume
Production base lines 2020 (2000 tons) (°000 tons) Utilization rate (%)
First five First five First five
months months months
2017 2018 2019  of2020 2017 2018 2019 of2020 2017 2018 2019 of 2020
Jiangxi Province Fresh fruit
(L™ juicing 30295 295 295 123 34 25 9 1 12 9 3 -
Fresh fruit
processing 2 1158 1158 1,158 483 84 83 51 - 7 7 4 -
Xinjiang Uygur Fresh fruit
Autonomous Region  juicing 4 463 463 463 193 17 12 11 - 4 3 2 -
(#iE) ™ Fresh fruit
processing 1 - 81 81 34 3 2 5 1 - 3 6 3
Total Fresh fruit
juicing 7751 151 757 316 51 37 20 1 7 5 3 -
Fresh fruit
processing 3LIS8 1,239 1,239 516 87 85 56 1 i 1 4 -
Ll le———e——————————————————
Notes:

(1)

2)

3)

)

5)

©)

)

®)

The utilization rate equals to the production volume divided by the production capacity during the same period.

In 2018, the utilization rate of the production lines of beverage products in Thousand-island Lake, Zhejiang Province
decreased due to an increase in the production capacity.

In 2018, the utilization rate of the production lines of beverage products in Danjiangkou, Hubei Province decreased due to
an increase in the production capacity. In 2019, the utilization rate of the production lines of packaged drinking water
products in Danjiangkou, Hubei Province decreased due to an increase in the production capacity.

In 2018, the utilization rate of the production lines of beverage products in Mount Emei, Sichuan Province decreased due to
an adjustment of the production capacity allocation.

In 2019, the utilization rate of the production lines of beverage products in Mount Taibai, Shaanxi Province decreased due
to an adjustment of the production capacity allocation.

In 2019, the utilization rate of the production lines of packaged drinking water products in Mount Wuling, Guizhou
Province decreased due to an increase in the production capacity, and the utilization rate of the production lines of beverage
products decreased due to an adjustment of the production capacity allocation.

The utilization rate of the production lines of fresh fruit juicing and processing was low, due to the seasonality of maturity
of fresh fruits. We only use such production lines when fresh fruits are in harvest season.

The utilization rate of the production lines of packaged drinking water products and beverage products was relatively low
in the first five months of 2020, because (i) the production volume in the first five months of 2020 decreased compared with
the same period of last year, as affected by the COVID-19 outbreak; and (ii) the first five months per annum are not peak
season of production.
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Planned Key Production Plants

The table below sets forth the details of our planned key production plants.

Designed
Total annual Estimated
estimated production date of Status as of the Latest
Production base investment capacity completion Practicable Date

(RMB
million) (’000 tons)

Thousand-island Lake, 1,800 2,086 2022 Construction of the plant was
Zhejiang Province completed with some production
lines already put into operation,
and some production lines are
pending procurement, installation

and commissioning.

Wanlv Lake, Guangdong 1,002 2,263 2022 Construction of the plant was
Province completed with some production
lines already put into operation,
and some production lines are
pending procurement, installation
and commissioning.

Mount Changbai, Jilin 728 2,027 2023 Construction of the plant was partly
Province completed with some production
lines already put into operation and
some production lines pending
procurement, installation and

commissioning.

During the Track Record Period, we built new production plants and expanded our production lines
depending on the actual market demands. In the future, we plan to expand our production facilities by
taking into consideration the following factors: (i) utilization rates of our production lines, (ii)
transportation radius of our products, and (iii) production capacities and process requirements for new

products.

Equipment and Machinery

We purchase most of the production lines from internationally renowned companies from Germany
and Japan. We regularly inspect and maintain the production equipment, and replace worn consumable
parts and components. To ensure production safety and efficiency, we have installed online detectors in
key production equipment and machinery. Our major production equipment and machinery have an
estimated average useful life of five to ten years. We use straight-line basis to make provision and
depreciation, with an annual rate of 9.7% to 19.4%. The remaining useful life of such equipment and

machinery is approximately 7.4 years on average.

- 130 -



BUSINESS

QUALITY CONTROL

We have established a closed-loop enterprise quality management system that complies with
relevant international standards, covering the raw material and packaging material supply chain, product
manufacture, storage, logistics and sales. We implement stringent policies to manage raw materials and
packaging materials suppliers regarding their admission, regular assessment and elimination based on
assessment results, in order to strictly control the quality of the materials supply. We strictly implement
product safety and quality control standards and take corresponding control measures throughout our
entire product process, in order to ensure that all of our products meet the relevant national safety
standards, and our stricter internal quality standards. We have also set up a dedicated channel and product
quality assurance team and established an information traceability system to extend quality control to
storage, logistics and sales. As of May 31, 2020, we had 741 employees responsible for the quality
assurance. During the Track Record Period and up to the Latest Practicable Date, we (i) did not receive
any fines, product recall orders or other penalties from the relevant competent authorities regarding
material product quality issues, (ii) did not receive any material product returns from our customers, or

(iii) receive any material complaints from the consumers.

Our Quality Accreditations

We have set up a stringent quality assurance system to ensure the quality of our products. Since
2004, we have successively passed the certification of ISO9001 Quality Management System, ISO22000
Food Safety Management System and ISO14001 Environmental Management System. We have also
established and continued to improve the Nongfu Spring Quality Management System which suits us and
conforms to the international standards since 2014. We use the PDCA cycle method to enhance the
quality management system and apply statistical process control and other quality tools to real work. We
ensure the continuous supply of quality products from different production bases across China through

the effective implementation and continuous improvement of Nongfu Spring Management System.

Our Quality Assurance Program

Raw Material Quality Control

We have implemented the supplier admission and assessment system and created a qualified
supplier catalogue in which the suppliers’ names, method of contact, qualification, products and services
provided, evaluation results, product delivery records and other key information are specified. Through
regular performance evaluation on the suppliers in various aspects such as their prices offered, delivery
cycle, after-sale service, product quality and on-site audit results, the suppliers which fail to pass the
evaluation will be downgraded or be removed from the supplier catalogue. For critical raw materials and
packaging materials, we collaborate with at least two qualified suppliers in order to reduce the risks
associated with product supply. In order to prevent unqualified raw materials and packaging materials
from being used in production, we have established a procurement acceptance system to inspect each
batch of raw materials that arrive at the manufactory plants, and only the raw materials and packaging

materials that meet the standards can be accepted.
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Production Process Quality Control

We follow all relevant standards for the production of our products, including the national
mandatory standards and our stricter internal standards. We have established comprehensive operating
procedures to conduct quality control throughout the entire production process in order to ensure that the

quality of our products meets the requirements.

We require our personnel involved in production activities to follow strict hygiene standards. Our
production personnel are required to change clean work clothes, including hats and shoes, and thoroughly
clean themselves before entering into the production area. Equipment and machinery for the production
process are subject to their respective detailed cleaning and sterilization requirements depending on

functions and usages, in order to ensure product safety.

We conduct comprehensive supervision and inspections on the entire production process to ensure
that all of our production equipment, machinery and personnel operation satisfy the national mandatory

standards and our stricter internal standards.

Finished Products Quality Control

We have a dedicated quality team to extend the quality management to the storage, delivery and
sales process of our products. This team is responsible for regulating and monitoring the quality of
products in the storage, delivery and sales stage so as to ensure that our products are stored, delivered and
sold in good conditions and to avoid any quality issues of our products occurring during transportation,
such as loss of labels and even incurrence of food safety risks arising from overheating and sudden rough

movements during the delivery of products or any other adverse circumstances.

By leveraging on the sales personnel located in different parts of China, we conduct the random
sample checks on our products sold in the market on a monthly basis, and submit products to test centers
to conduct unified test in order to fully keep track of the quality status of our products during their life
cycles, to identify potential quality exposures and to ensure the stable quality of our products. The results
of the random sample checks are aligned with the performance assessments of the corresponding staff in
production department in order to urge our employees to pay attention to the quality of our products and

facilitate the stability and continuous improvement of our product quality.

We have also set up procedures to handle consumer complaints, including consumer service
hotlines and other feedback mechanism. In addressing the consumers’ complaints, we undertake to
communicate and liaise with the consumers in a timely manner and to commence the quality investigation
procedures if necessary. Furthermore, a product recall procedure has been developed for each of our
production plants, which conduct at least once a year a drill of product recall, aiming to minimizing the

exposure to food safety issues to the fullest extent as possible.
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RAW MATERIALS, PACKAGING MATERIALS AND SUPPLIERS

Raw Materials and Packaging Materials

The principal raw material we use in the production of our products is PET, which is used in
manufacturing bottles. In 2017, 2018 and 2019 and the five months ended May 31, 2020, the costs arising
from PET amounted to RMB2,228 million, RMB3,044 million, RMB3,382 million and RMB998 million,
accounting for 29.0%, 31.9%, 31.6% and 28.2% of our total cost of sales, respectively. Other major raw
materials include bottle caps, labels, sugar and fruit juice. Our raw material prices fluctuate due to a
variety of factors, including supply and demand, our ability to negotiate prices with suppliers, logistics
and others. Apart from raw materials, we also need packaging materials such as cardboard boxes and
shrink wraps to produce our products. See “Financial Information — Disclosure about Financial Risk —
Raw Materials Price Risk” for an analysis of the effect of fluctuations in PET price on our net profit
during the Track Record Period. We normally use centralized raw material and packaging material
procurement to obtain more competitive procurement prices.

Based on our estimate on the procurement price of PET, we would strategically reserve more
inventories of PET when it is available at a relatively low price in order to ensure a stable supply of our
raw materials. In 2017, 2018 and 2019, our average procurement price of PET was RMB6,426 per ton,
RMBS,097 per ton and RMB7,074 per ton, respectively. During the same periods, the yearly average
ex-factory price of PET in China was RMB6,761 per ton, RMBS§,228 per ton and RMB6,706 per ton,
respectively, according to the F&S Report.

For key raw materials and packaging materials, we work with at least two qualified suppliers to
reduce risks associated with product supply. We enter into the procurement framework agreement when
we think the price is low to lock down the price of raw materials and packaging materials and reduce the
impact of raw material and packaging material price fluctuations on us. During the Track Record Period,
we did not experience any significant shortage of raw material and packaging material supplies, and the
raw materials and packaging materials provided by our suppliers did not have any significant quality
issues.

Our Suppliers

We have maintained stable and long-term relationships with our major suppliers. We only procure
raw materials and packaging materials from the suppliers listed on the supplier catalogue. We consider
several factors in the evaluation and selection of suppliers, including but not limited to the supplier’s
background, reputation, and industry experience, and most importantly the quality and price of their
supplies. All new suppliers must go through our internal supplier admission process before entering into
supply agreements with us. Some of them are subject to an onsite inspection conducted by us on their
production plants on an as-needed basis to evaluate the production processes and quality management and
test the raw material and packaging material samples.

We generally enter into one-year fixed price contracts with suppliers and place orders with them
according to our needs throughout the year. We generally do not enter into long-term supply agreements
with suppliers. Depending on the actual production plan, our raw material and packaging material
purchases are made on a purchase order basis, and we specify the product type, unit price, quantity,
delivery timeline and other items in each purchase order we send to our suppliers. Our suppliers generally
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provide us with credit terms of no more than 90 days. We typically settle our trade payables by bank
transfers. We may from time to time enter into strategic cooperative agreements with key suppliers, in
order to strengthen the business relationships and further secure stable supplies of our raw materials and

packaging materials.

Our suppliers are generally responsible for arranging the delivery of raw materials and packaging
materials to our designated location at their own expense. During the Track Record Period, we did not
experience delays in the delivery of raw materials and packaging materials that had a significant impact
on our production. After receiving the raw materials and packaging materials, we conduct quality
inspection and have the right to return the raw materials and packaging materials that do not meet the

relevant standards to the supplier.

In 2017, 2018 and 2019 and the five months ended May 31, 2020, the aggregate purchases from our
five largest suppliers amounted to RMB1,945 million, RMB3,175 million, RMB2,917 million and
RMB907 million, accounting for 39.9%, 43.0%, 39.3% and 31.8% of our total purchases, respectively. In
2017, 2018 and 2019 and the five months ended May 31, 2020, four of our five largest suppliers were
suppliers of PET. In 2017, 2018 and 2019 and the five months ended May 31, 2020, the purchase from the
single largest supplier amounted to RMB510 million, RMB987 million, RMB1,008 million and RMB319
million, accounting for 10.5%, 13.4%, 13.6% and 11.2% of our total purchases, respectively. All of our
five largest suppliers during the Track Record Period were independent third parties.

To the best of our knowledge after due inquiry, none of our Directors, their respective close
associates, and any Shareholders holding more than 5% of our issued share capital held any interest in
any of our five largest suppliers during the Track Record Period.

RESEARCH AND DEVELOPMENT

We launch new products and explore new product categories through continuous product research
and development. As of May 31, 2020, we had 106 technical staff involved in product research and
development, and 62 of them hold a master’s degree or above. Our research and development team is
primarily responsible for the applied research, such as developing new contents formulae, flavors, tastes,
packaging designs and process development for our new products. During the Track Record Period, we
entered into commissioned development agreements on basic research with Yangshengtang and YST
Natural Medicine Research, pursuant to which YST Natural Medicine Research provides us with
beverage-related basic research. See “Connected Transaction — Non-fully Exempt Continuing Connected
Transactions — Basic R&D and Test Service Framework Agreement.”

In 2017, 2018 and 2019 and the five months ended May 31, 2020, our research and development
expenses, which primarily include staff cost for our research and development personnel, expenditures on
raw materials, equipment and product testing, were RMB47 million, RMB107 million, RMB115 million
and RMB60 million, respectively. Our research and development expenditures are recognized as

expenses in the period such expenses were incurred.
We value investment in scientific research and standard research and have participated in the

formulation and revision of multiple standards of food, beverage and packaged drinking water, including
four national standards, three industry standards, one local standard and four group standards.
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Each of our product development projects primarily consists of the following key steps:

. Project pre-research. At the initiation stage of our product development process, we collect
market information, including consumer preferences, to determine the main direction of

product development.

. Project approval. Based on the information evaluation at the pre-research step, we conduct
a feasibility analysis to determine whether the project is approved for development.

. Research and development. Research and development mainly includes content research and

development, packaging research and development and process study.

. Product testing. Product testing is divided into small-scale testing, taste testing, market

testing, and medium-scale testing.

. Mass production. After the new product passes the product testing, we start mass production

of the product.

We have strengthened our research and development capabilities by collaborating with several
universities and research institutions. We have entered into technology research and development
agreements with these third-party institutions, under which they undertake to provide technical support
according to our technical requirements. Under our agreements with these third-party institutions, we
retain the proprietary right to any jointly developed patents.

AUDIT AND INSPECTION TEAM

We have an audit and inspection team comprising more than 300 employees. Its primary purpose is
to ensure our business departments follow our internal policies for each step of our operations, covering
quality assurance, supply chain management, marketing, partnership, organization and treasury
operations and other business aspects. Our audit and inspection team (i) identifies various risks and
defects in internal control, and promotes standard operation procedures through the monitoring and
inspection of business processes; (ii) establishes an anti-fraud system through complaint reporting
mechanisms, credit management and fraud investigation; (iii) collects product turnover and market
performance data through independent visits and inspections of retail points of sales and distributors,
reports market status, monitors and early warns market risks, supervises business improvements, and

provides basis for the performance evaluation of business departments.

OUR PEOPLE

We believe that our long-term growth depends on the expertise, experience and development of our
employees. Our human resources center is responsible for recruiting, managing and training our
employees. We have a labor union that is able to protect our employees’ rights, assist us in attaining our

economic objectives and encourages employees to participate in management decisions.
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We recruit employees primarily through headhunters, recruitment websites and on-campus
recruitment. We provide induction training to every new employee. Our headquarters, sales regions and
production plants formulate and implement the recruitment and training plan of management trainees
every year, which aims to select high-quality college students and supplement the source of
high-potential talents. We have formulated career development and promotion path plans for key
positions in the sales system, covering all levels from high-potential sales staff to regional general
managers. We have also formulated corresponding plans for key positions in the production system,
covering all levels from technical backbones to general managers of our production plants. We have
formulated a talent training plan based on business development needs, with the aim of improving talent
readiness and leadership of cadre at key positions at all levels.

As of May 31, 2020, we had 18,865 full-time employees. Generally, we enter into labor contracts
with our employees. As of the Latest Practicable Date, substantially all of our employees were in China.
The table below sets forth the number of our employees by function as of May 31, 2020.

Number of

employees
Sales and marketing 11,294
Production and operation 5,353
Human resources, administrative and management 1,084
R&D and quality control 847
Finance 287

Total 18,865

We are required by PRC social insurance and housing provident fund laws and regulations to make
contributions for mandatory social insurance and housing provident funds for our employees. As advised
by our PRC Legal Advisor, we were in compliance with applicable laws and regulations related to social
insurance and housing provident funds in material aspects during the Track Record Period. We have
maintained a good relationship and expect to maintain an amicable relationship in the future with our
employees. During the Track Record Period and up to the Latest Practicable Date, there were no material
strikes which had an adverse impact on our operation and no material disputes between the Group and our
employees.

INTELLECTUAL PROPERTY

Our intellectual property portfolio consists of trademarks, patents, copyrights and domain names.
Our intellectual property is important to our business. See “Appendix VI — Statutory and General
Information — Further Information about the Business — Intellectual Property.”

We protect our intellectual property rights, including trademarks, patents, copyrights and domain
names, strictly in accordance with the relevant laws and regulations and contractual agreements. We have
established an intellectual property management system, and regularly improve and update our
intellectual property management system in line with the business development. We have passed the
intellectual property management system certification and reached the national standard for corporate
intellectual property rights management (GB/T29490-2013), and have passed the certification of the
National Intellectual Property Model Enterprise by the State Intellectual Property Office.
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When dealing with the infringement of the Company’s intellectual property rights, we found
incidents about counterfeit products and other infringements against our products through internal and
external channels, including: (i) our sales companies and sales personnel across the country; (ii) our staff
from legal department when they visit the markets; (iii) our commissioned intellectual property experts or
legal consultants when they actively conduct investigation; and (iv) complaints and reports by consumers
through customer service hotline. After discovering incidents of infringements, we will collect
supporting information, make an assessment on whether an infringement actually takes place, and
analyze the feasibility of to defend our rights and the approaches we may take. Based on different product
infringements and specific circumstances, with the support of intellectual property experts or legal
consultants, we defend our rights through targeted approaches, including but not limited to filing
industrial and commercial complaints, litigations and reporting to police department.

During the Track Record Period and up to the Latest Practicable Date, we did not experience any
threatened or pending disputes relating to infringement of intellectual property rights which would have
a material adverse effect on our business.

ENVIRONMENTAL PROTECTION

We are subject to various PRC environmental laws and regulations, the implementation of which
involves regular inspections by local environmental protection authorities. See “Regulatory
Environment.” Although we are not in a highly polluted industry, our manufacturing processes generate a
certain amount of solid waste, exhaust gas and waste water. We have adopted professional environmental
protection measures to make our operations more energy efficient and environmentally friendly and to
ensure effective compliance with applicable PRC environmental laws and regulations.

We have established a set of policies on identifying, assessing and mitigating environment-related
risks, which cover areas including pollutant discharge and waste treatment. Each of our production plants
reports discharged pollutants to competent authorities in accordance with relevant national standards.
According to such reports, our production plants only discharge an amount of pollutants within the scope
approved in environmental impact assessment reports. Our production plants also conduct harmless
treatments on solid waste, and pre-treatments on exhaust gas and waste water, in order to ensure that our
discharge of such pollutants meets relevant environmental standards. We engage third-party institutions
with eligible qualifications to dispose of hazardous waste and monitor our discharged pollutants. In
addition, we have set up wastewater treatment stations for treating waste water to meet the national
environmental protection standards in each of our production bases.

Subject to the product safety and consumer experience, we have been trying to reduce the
packaging materials, as part of our efforts in environmental protection. Compared with ten years ago, we
have achieved a 10% reduction of PET in the production of bottles of our drinking natural water products
(550 ml). We are exploring to cooperate with third-parties regarding the recycle of 19L containers in the
manufacture of car parts and electronic components.

The NDRC and the MEE jointly promulgated the Opinions on Further Enhancing the Control and
Management of Plastic Pollution ([ #E — 25 il 5 ¥4 85 YL y6 HL 1Y 2 L) (Fa Gai Huan Zi [2020] No.80)
(the “Opinions”) on January 16, 2020, requiring to prohibit and restrict the production, sales and use of
certain disposable plastic products, and significantly reduce the consumption of disposable plastic
products. The plastic packaging that we mainly use currently is not within the scope of plastic products
that are prohibited or restricted from production, sales and use in the Opinions. However, due to the
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extensive use of disposable plastic products as containers in the soft beverage industry, future regulatory
restrictions on plastic products may lead to an overall increase in environmental compliance costs for
market players in the soft beverage industry, including us. We may not be able to successfully transfer the
increasing costs by methods such as raising product prices. As a result, our financial condition and results
of operations may be materially and adversely affected. See “Risk Factors - Risks Relating to Legal,
Compliance and Regulatory Matters - Our environmental related costs may increase if the Chinese
environmental protection laws become more onerous, and any non-compliance with relevant
environmental protection laws could lead to imposition of fines and penalties and harm our business.”

In addition, the Opinions also require the regulation on recycling and disposal of plastic wastes.
We closely monitor the specific laws and regulations and implementation rules regarding the recycling
and disposal of plastic wastes in the places where we operate, in order to respond in a timely manner. We
actively carry out recycling projects for plastic packaging, and have recycled and reused certain types of
plastic packaging materials for the production of other non-food plastic products.

With the increasing awareness on environmental protection, there has been a growing trend in
reducing the use of plastics and other non-recyclable packaging materials in various industries, including
the soft beverage market, around the world. See “Industry Overview — Global Trend in Reducing Use of
Plastics and Other Packaging Materials.” In the future, we will continue to improve the policies on plastic
packaging materials. We may need to promote the plastic waste recycling and disposal, and reduce the use
of plastic per unit product. We may also need to promote the recycling and reuse of plastic packaging
materials through consumer interaction. In accordance with the applicable PRC laws and regulations,
recycled plastics are not allowed to be used in production of food or beverage containers. As a result, such
global trend has not, and in the near future, will not have a material impact on the production and sales of
our products. However, to address such global trend in the long run, we are conducting research and
development activities in relation to the recycling of plastics for production of containers, to increase our
recycling capabilities for any potential changes in the relevant laws and regulations in the future. In
addition, we are also conducting research and development activities in relation to degradable plastics
which may minimize pollutants caused by non-degradable plastics.

We adhere to the principles of waste and pollutant emission reduction, energy saving and an overall
environmentally friendly approach in the way we operate. During the Track Record Period, all of our
production plants met the national compulsory standards for waste water and exhaust gas emission. We
plan to improve our treatment facilities, in order to meet stricter emission standards. In 2019, among the
26 production plants in proximity to our ten water sources, 12 reached the international-leading water
conservation level, ten reached the domestic-leading water conservation level, and three reached the
domestic-general water conservation level. One of the 26 production plants is still in the commissioning
stage and as a result no such data is available. We have been striving to achieve a higher level by
optimizing the use of water resources. See “Industry Overview — Water Utilization in the Production.” We
also make efforts to decrease our energy consumption per unit product in accordance with the Norm of
Comprehensive Energy Consumption for Beverage Manufacture (QB/T4069-2010).

In 2017, 2018 and 2019 and the five months ended May 31, 2020, the cost of our compliance with
relevant environmental laws and regulations, including but not limited to (i) depreciation of equipment
related to environmental protection, (ii) pollutant discharge fees, (iii) waste disposal fees, (iv)
maintenance fees related to environmental protection, and (v) fees paid to third-parties for the purpose of
environmental impact assessment and monitoring, was approximately RMB19 million, RMB23 million,
RMB30 million and RMB13 million, respectively. Going forward, we may need to increase the
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environmental related costs if stricter standards for waste and pollutant emission and wastewater
treatment are introduced. See “Risk Factors — Our environmental related costs may increase if the
Chinese environmental protection laws become more onerous, and any non-compliance with relevant

environmental protection laws could lead to imposition of fines and penalties and harm our business.”

As advised by our PRC Legal Advisor, during the Track Record Period and up to the Latest
Practicable Date, we were in compliance with applicable PRC environmental laws and regulations in all
material aspects, and not subject to any material administrative penalties for violations of applicable PRC

environmental laws or regulations which would have a material adverse effect on our business.

OCCUPATIONAL HEALTH AND SAFETY

We are subject to the PRC laws and regulations in respect of employee health and safety. We have
in place safety guidelines with which our employees are required to strictly comply and equip our
production personnel with adequate safety equipment. We regularly evaluate our equipment and
production facility to ensure their safety for our operations. We also conduct periodic and annual training
for employees to strengthen their awareness and knowledge on safety procedures and accident prevention
from time to time. During the Track Record Period and up to the Latest Practicable Date, we did not
experience any material accidents involving personal injury or property damage, and we were not subject

to any material claims, lawsuits, penalties or disciplinary actions as a result of any material accidents.

LICENSES, PERMITS AND APPROVALS

We are required to maintain various licenses, permits and approvals in order to operate our
business. We continually monitor our compliance with the requirements related to licenses, permits and
approvals in order to ensure that we have all such licenses, permits and approvals as are necessary to
operate our business. As advised by our PRC Legal Advisor, as of the Latest Practicable Date, we had
obtained all requisite licenses, approvals and permits from relevant authorities that are material to the

operation of our existing business.

INSURANCE

We maintain insurance policies with respect to property, equipment, and inventory covering losses
due to fire, explosion, earthquake, typhoon, flood and certain other risks. Consistent with the customary
practice in China, we currently do not maintain product liability insurance for our products, and we do
not carry any business interruption or litigation insurance. Our Directors consider that our existing
insurance coverage is consistent with industry practice in the PRC and sufficient for our present

operations.

RISK MANAGEMENT AND INTERNAL CONTROL

We are exposed to various risks during our operations. We have established risk management
systems with relevant policies and procedures that we believe are appropriate for our business operations.
Our policies and procedures relate to managing our procurement, production, as well as monitoring our

sales performance and product quality.
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To monitor the ongoing implementation of our risk management policies and corporate governance
measures after the Listing, we have adopted or will continue to adopt, among other things, the following
risk management measures:

. establish an Audit Committee to review and supervise our financial reporting process and
internal control system. For the qualifications and experience of the committee members,
see “Directors, Supervisors and Senior Management;”

. adopt various policies to ensure compliance with the Listing Rules, including but not limited
to aspects related to risk management, connected transactions and information disclosure;

. provide anti-corruption and anti-bribery compliance training periodically to our senior
management and employees to enhance their knowledge and compliance with applicable
laws and regulations, and include relevant policies against non-compliance in employee
handbooks;

. organize training session for our Directors and senior management in respect of the relevant
requirements of the Listing Rules and duties of directors of companies listed in Hong Kong;

. enhance our reporting and records system for production facilities, including centralizing
their quality control and safety management systems and conducting regular inspections of
the facilities;

. establish a set of emergency procedures in the event of major quality-related issues; and
. provide enhanced training programs on quality assurance and product safety procedures.

Sales and delivery of products through e-commerce platforms involve certain customer privacy
information, such as personal information, contact information and user address. We sell our products on
e-commerce platforms primarily through distributors, under which circumstance distributors shall be
responsible for the operation of online stores and delivery of products, and we do not have access to
customer private information. We also sell our products through self-owned online stores on e-commerce
platforms and self-owned App such as “Water to Home” (3% 7K #|J{f), under which circumstances we have
access to customers’ network identity information, address and contact information, which will be used
for account registration and product delivery. We also have access to their trading records. See “Risk
Factors - Risks Relating to Our Business - Our information technology and software systems may
encounter malfunction, unexpected system failure, interruption, insufficiency or security breaches.”
When providing the relevant services, we ask the customers to acknowledge the provisions under Nongfu
Spring Privacy Policy. We highly value the protection of the privacy and personal information of our
customers, and also treat and process customers’ personal information with high prudence. We have
technical support for data protection and various safeguards to ensure information security. We comply
with the international information security management system standard (ISO27001) and the national
standard (GB/T22080-2016), and accordingly deploy behavior control, firewall, anti-virus software. In
addition, with database audits, high-strength firewalls and security reinforcement provided by
established security vendors, we regularly organize tests and perform security scans on our systems. We
have also formulated the Information Security Behavior Management Measures for Employees, which
requires our employees to abide by information security regulations, in order to ensure safety of the
relevant information involved in the business operations.
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PROPERTIES

Our corporate headquarters are located in Hangzhou, Zhejiang Province, the PRC. As of the Latest
Practicable Date, all of our production plants were located in the PRC.

According to section 6(2) of the Companies Ordinance (Exemption of Companies and
Prospectuses from Compliance with Provisions) Notice, this prospectus is exempted from compliance
with the requirements of section 342(1)(b) of the Companies (Winding Up and Miscellaneous Provisions)
Ordinance in relation to paragraph 34(2) of the Third Schedule to the Companies (Winding Up and
Miscellaneous Provisions) Ordinance, which require a valuation report with respect to all the Group’s
interests in land or buildings, for the reason that, as of May 31, 2020, we had no single property with a
carrying amount of 15% or more of our total assets.

As of the Latest Practicable Date, there were defects in some of our owned properties and leased
properties. See “Risk Factors — Risks Relating to Legal, Compliance and Regulatory Matters — Our legal
right to some owned and leased properties may be challenged.”

Owned Properties

As of the Latest Practicable Date, we owned 70 parcels of land with an aggregate gross floor area
of approximately 4,466,580.58 sq.m. in the PRC. We have obtained land use right certificates for 69
parcels of land with an aggregate gross floor area of approximately 4,464,373.58 sq.m. (accounting for
99.95% of the aggregate gross floor area of our owned land).

We had not obtained the land use right certificate for a parcel of land with a gross floor area of
approximately 2,207 sq.m. (accounting for less than 0.1% of the aggregate gross floor area of our owned
land). The land is at our production base in Thousand-island Lake, Zhejiang Province, on which we have
constructed a boiler room, an air compressor room and a main entrance. Our Directors are of the view that
the defects of such land would not materially and adversely affect our business operations, primarily
because (i) we have obtained a confirmation letter from the relevant competent authority indicating that
we may continue to use such land and the buildings thereon in the current condition, and we would not be
subject to any request of demolition of or relocation from or cessation to use such buildings and would
not be imposed with any administrative penalties, and (ii) we are preparing for applying for the land use
right certificate. As advised by our PRC Legal Advisor, the risk that the relevant competent government
authority may require us to demolish or relocate from or cease to use such buildings due to our use of such
parcel of land or may impose any administrative penalties on us is relatively low.

As of the Latest Practicable Date, we owned 113 buildings with an aggregate gross floor area of
approximately 2,029,080.54 sq.m. in the PRC. We have obtained building ownership certificates for 110
buildings with an aggregate gross floor area of approximately 1,891,405.54 sq.m. (accounting for 93.21%
of the aggregate gross floor area of our owned buildings).

We had not filed a record of construction permission and approval for our two owned buildings
with an aggregate gross floor area of approximately 4,311 sq.m. (accounting for 0.21% of the aggregate
gross floor area of our owned buildings), including (i) an owned building at our production base in
Thousand-island Lake, Zhejiang Province with a gross floor area of approximately 1,124 sq.m., which is
currently used as a materials warehouse; and (ii) an owned building at our production base in Jiangxi
Province with a gross floor area of approximately 3,187 sq.m., which is currently used as rooms for
agricultural trainings and agricultural materials. Our Directors are of the view that the defects of such
buildings would not materially and adversely affect our business operations, primarily because (i) we
have obtained confirmation letters from the relevant competent authorities indicating that we may
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continue to use such buildings, or these buildings would not be demolished, or the relevant competent
authorities would not penalize us, and (ii) we are in the process of applying for filing a record of
construction permission and approval. As advised by our PRC Legal Advisor, the risk that the relevant
competent authorities may impose any administrative penalties on us is relatively low, and the defects of
such owned buildings would not materially and adversely affect our business.

We had not filed a record of completion and acceptance for our one owned building with an
aggregate gross floor area of approximately 133,364 sq.m. (accounting for 6.6% of the aggregate gross
floor area of our owned buildings), which belongs to our subsidiary Anji Smart Life and is currently used
as production plants for rent. Our Directors are of the view that the defects of such building would not
materially and adversely affect our business operations, primarily because (i) we have obtained a
confirmation letter from the relevant competent authority indicating that we may continue to use the
building, or the building would not be demolished, or the relevant competent authority would not penalize
us, and (ii) we are in the process of applying for filing a record of completion and acceptance. As advised
by our PRC Legal Advisor, the risk that the relevant competent authority may impose any administrative
penalties on us is relatively low, and the defects of such owned buildings would not materially and
adversely affect our business.

As of the Latest Practicable Date, we had two properties under construction, located in Nanping,
Fujian Province and Huzhou, Zhejiang Province. As advised by our PRC Legal Advisor, we had obtained
the construction approvals and permits necessary for the construction stage of such properties as of the
Latest Practicable Date.

As of the Latest Practicable Date, we owned office premises located in Unit F, 6th Floor, CNT
Tower, No. 338 Hennessy Road, Wan Chai, Hong Kong, which are used as an office.

Leased Properties

As of the Latest Practicable Date, we leased two parcels of land with an aggregate gross floor area
of approximately 4,243,800 sq.m., which have been used for plantation of fruits. The relevant local
governments have issued a written confirmation to us indicating that we have the legal right to use such
two parcels of land.

As of the Latest Practicable Date, we leased 401 buildings in total with an aggregate gross floor
area of approximately 151,056 sq.m., which have been mainly used for warehouse facilities, offices and
staff dormitories. We had obtained valid title certificates from relevant landlords of 334 leased buildings
with an aggregate gross floor area of approximately 118,722 sq.m. (accounting for 78.6% of the
aggregate gross floor area of our leased buildings). Among the other 67 of our leased buildings:

. in respect of 26 of our leased buildings with an aggregate gross floor area of approximately
26,214 sq.m. (accounting for 17.3% of the aggregate gross floor area of our leased
buildings), we had obtained confirmations for approval of use from the relevant government
authorities, neighborhood committees, construction corps and subsidiaries of China State
Railway Group Co., Ltd. Such leased buildings are used for storage, office and residential
purposes. As advised by our PRC Legal Advisor, the risk that we may be requested to
relocate from such buildings due to our failure to obtain the valid title certificates is
relatively low, and the defects of such leased buildings would not materially and adversely
affect our business.
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. in respect of 41 of our leased buildings with an aggregate gross floor area of 6,120 sq.m.
(accounting for 4.1% of the aggregate gross floor area of our leased buildings), the landlords
of such buildings had not provided us with the relevant title certificates. Such leased
buildings are used for storage, office or residential purposes. We believe that the reasons
that the landlords failed to provide us with the relevant title certificates are beyond our
control. To the best of our knowledge, as of the Latest Practicable Date, some of the
landlords were applying for the relevant title certificates. In order to minimize the potential
negative impacts of the above title defects on our operations, we have maintained regular
communications with such landlords regarding the progress of their rectification of the title
defects. In addition, we have established internal guidelines and enhanced our internal
control procedures to improve our evaluation of the new leased buildings from a compliance
perspective. We will also consult our external legal advisor for reviewing the title
certificates and other documents of our new leased buildings in order to ensure compliance
with applicable PRC laws and regulations. As advised by our PRC Legal Advisor, the
defects of such leased buildings would not materially and adversely affect our business.

In addition, as of the Latest Practicable Date, we had not registered the lease agreements for 390 of
our leased buildings with the relevant competent authorities in accordance with applicable PRC
regulations. As advised by our PRC Legal Advisor, failure to register the lease agreements would not
affect the validity and enforceability of such lease agreements. However, if we and the landlords fail to
register such lease agreements as required by the relevant competent authorities, we may be subject to a
fine of RMB1,000 to RMB10,000 for each of the unregistered lease agreement. As of the Latest
Practicable Date, we had not been subject to any administrative penalties by the relevant competent

authorities.

Our Directors are of the view that the defects of such leased buildings would not materially and
adversely affect our business operations, because (i) such leased buildings are not directly used for
production plants or factories; (ii) none of our leased buildings is material to our operation; and (iii) we
believe we are able to find suitable alternative if we must stop occupying any of these leased buildings,
without any delay, significant costs and interruption to our business. As advised by our PRC Legal

Advisor, the defects of such leased buildings would not materially and adversely affect our business.

COMPLIANCE AND LEGAL PROCEEDINGS

We may from time to time become a party to various legal, arbitration or administrative
proceedings arising in the ordinary course of our business. As of the Latest Practicable Date, there were
no litigation, arbitration or administrative proceedings pending or threatened against the Company or any
of the Directors which could have a material and adverse effect on our financial condition or results of
operations. In particular, during the Track Record Period and up to the Latest Practicable Date, our water
fetching projects in the PRC were not the subject of any actual or potential material claims or litigation

proceedings relating to the breach of the environmental laws or regulations in the PRC.
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To build up our overseas operation capability, we entered into two agreements in November 2016
and two supplemental agreements in October 2017 (the “Acquisition Agreements”) to acquire the
business, the farmland and associated assets of Otakiri Springs Limited. See “History — Establishment

and Development of the Company — 3. Building up Overseas Operation Capability.”

In August 2017, we submitted an application for the consents to maintain and increase the water
take of the bottled water business operated by Otakiri Springs Limited to the Bay of Plenty Regional
Council (the “Regional Council”), and an application for the consents to expand the water bottling plant
to Whakatane District Council (the “District Council”) (together with the Regional Council, the “Local
Councils”). In June 2018 following an independent hearing, the consents were respectively granted by
the Local Councils.

In July 2018, some locals and some local indigenous groups filed appeals against the Local
Councils’ decisions in relation to their grant of consents to the Environment Court of New Zealand (the
“Environment Court”). We were named as the applicant for consents, instead of the respondent of the
appeals. In December 2019, the Environment Court made the interim decision. The appeals were
dismissed.

In January 2020, the groups that appealed the consents to the Environment Court lodged High
Court appeals against the decision of the Environment Court (together with the lawsuit in front of the
Environmental Court, the “Legal Proceedings”). The High Court hearing was held from July 27, 2020 to
July 30, 2020. As of the Latest Practicable Date, the decision from the High Court was still pending.

Even in the worst case scenario, if we would lose the Legal Proceedings, we do not expect to suffer

any material losses. We believe the Legal Proceedings could not have a material and adverse effect on our

financial condition or results of operations.
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The following discussion and analysis of our financial condition and results of operations
should be read in conjunction with our financial statements and notes included in “Appendix I -
Accountants’ Report.” The financial information as set out in the Accountants’ Report
incorporates the financial statements of the Company during the Track Record Period. You should
read the whole Accountants’ Report as set out in Appendix I to this prospectus and not rely merely
on the information in this section. For the purpose of this section, unless the context otherwise
requires, references to 2017, 2018 and 2019 refer to our financial years ended December 31 of
such years.

The following discussion and analysis contain forward-looking statements that involve risks
and uncertainties. These statements are based on assumptions and analysis made by us in light of
our experience and perception of historical trends, current conditions and expected future
developments, as well as other factors we believe are appropriate under the circumstances. You
should not place undue reliance on any such statements. Our actual future results and timing of
selected events could differ materially from those anticipated in these forward-looking statements
as a result of various factors, including those set forth under “Risk Factors,” “Forward-Looking

Statements” and elsewhere in this prospectus.

OVERVIEW

We are a leader in the packaged drinking water and beverage business in the PRC with devotion to
providing consumers with high-quality products. Our major products include packaged drinking water,
tea beverage, functional beverage and juice beverage. According to the F&S Report, we ranked first in the
packaged drinking water market in China in terms of market share for eight consecutive years from 2012
to 2019. We were among the top three players in tea beverage, functional beverage and juice beverage
markets in China in terms of retail sales value in 2019. The business developments of our beverage
products and packaged drinking water products are well-balanced. In 2017, 2018 and 2019 and the five
months ended May 31, 2019 and 2020, the revenue from the sales of our beverage products accounted for
41.1%, 40.5%, 38.8%, 42.4% and 36.6% of our total revenue, respectively.

We implement a multi-brand strategy. We have long-term plans for our brands and strong brand
communication capabilities. We convey the spirit and the proposition of our brands to consumers through
diversified marketing methods. We have established a nationwide sales network with in-depth market
penetration. As of May 31, 2020, we covered more than 2.43 million retail points of sale across China
through 4,454 distributors. We achieved digitalization of distributors and frontline sales personnel
management through the NCP system which is available on mobiles and personal computers.

From 2017 to 2019, there was a solid growth in our total revenue, which increased from
RMB 17,491 million in 2017 to RMB20,475 million in 2018 and further to RMB24,021 million in 2019,
representing a CAGR of 17.2%. Since the end of December 2019, the outbreak of COVID-19 has
materially and adversely affected the global economy. From January to April 2020, local governments in
the PRC implemented strict measures of varying degrees to control the outbreak in China. In particular,
school and business closures, transport bans and workplace shutdowns helped to limit transmission of
COVID-19. Demand for consumer goods and operations of the retail industry were significantly affected
during such period. According to the National Bureau of Statistics, China’s total retail sales of consumer
goods decreased by 16.2% in the first four months of 2020, compared with the same period in 2019. As
the outbreak has become under control in China, resumption of work and classes in various places has
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gradually taken place since April 2020 and people’s lives have gradually returned to normal. As affected
by the COVID-19 outbreak, our total revenue decreased by 12.6% from RMB9,917 million in the five
months ended May 31, 2019 to RMBS,664 million in the five months ended May 31, 2020. In 2017, 2018
and 2019 and the five months ended May 31, 2019 and 2020, our net profit margin was 19.4%, 17.6%,
20.6%, 23.8% and 22.3%, respectively.

SIGNIFICANT FACTORS AFFECTING OUR RESULTS OF OPERATIONS

Consumer Demand for Our Products

Our results of operations are affected by consumer demand for our products. Driven by accelerated
urbanization process, increasing disposable income and consumption upgrade, the demand for packaged
drinking water products and beverage products has been growing continuously. Benefiting from China’s
economic growth and urbanization, China’s per capita disposable income of urban households increased
at a CAGR of 8.0% from 2014 to 2019, according to the F&S Report. During the same period, the
packaged drinking water market and the beverage market in China grew at a CAGR of 11.0% and 4.8%,
respectively. We believe that such growth trend will continue in the long run. For more details regarding
the future trends of the packaged drinking water market and the beverage market in China, see “Industry

Overview — Overview of Soft Beverage Market in China.”

According to the F&S Report, with the increasing health awareness of consumers, products that are
natural, healthy and nutritional will better satisfy the demands of consumers. From 2014 to 2019, the
natural water market and the natural mineral water market in which we operate grew at a CAGR of 29.1%
and 19.0%, respectively, which were much higher than the CAGR of 11.0% for the entire packaged
drinking water market. Such trend is expected to continue. From 2019 to 2024, the sugar-free tea, pure
juice and functional beverage markets in which we operate are expected to grow at a CAGR of 22.9%,
9.8% and 9.4%, respectively, which are also higher than the expected CAGR of 5.9% for the soft beverage
market.

Since the end of December 2019, the outbreak of COVID-19 has materially and adversely affected
the global economy. From January to April 2020, local governments in the PRC implemented strict
measures of varying degrees to control the outbreak in China. In particular, school and business closures,
transport bans and workplace shutdowns helped to limit transmission of COVID-19. Demand for
consumer goods and operations of the retail industry were significantly affected during such period.
According to the National Bureau of Statistics, China’s total retail sales of consumer goods decreased by
16.2% in the first four months of 2020, compared with the same period in 2019. As the outbreak has
become under control in China, resumption of work and classes in various places has gradually taken
place since April 2020 and people’s lives have gradually returned to normal. As affected by the
COVID-19 outbreak, our revenue in the five months ended May 31, 2020 decreased by 12.6% as
compared with that in the five months ended May 31, 2019. See “— Impact of the COVID-19 Outbreak.”

Although the COVID-19 outbreak had a negative impact to our operations, it strengthened the
health awareness of consumers. We have been providing high-quality products to consumers as we uphold
the principle of natural and healthy products. We believe that consumers’ confidence in our product
quality and recognition of our brand will continue to contribute to consumer demands for our products.
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Product Mix

We have a diversified product mix which primarily includes packaged drinking water, tea
beverage, functional beverage and juice beverage. We adopt a multi-brand strategy, pursuant to which we
have one or more brands under each product category. Under each brand, we sell products of different
flavors and/or different package sizes to satisfy various consumption demands. See “Business — Our
Brands and Products.” Typically, different products vary in product pricing, revenue growth rate and
gross profit margin. Each of our brands has its own unique positioning with different marketing strategies
and promotional costs. As a result, our revenue and profitability are largely affected by our product mix.

From 2017 to 2019, the revenue from our packaged drinking water, tea beverage, functional
beverage and juice beverage grew at a CAGR of 19.1%, 9.9%, 13.5% and 25.5%, respectively. The
revenue from juice beverage products and packaged drinking water products grew at a faster rate than that
of functional beverage products and tea beverage products. The revenue from our packaged drinking
water, tea beverage, functional beverage and juice beverage decreased by 4.3%, 21.2%, 40.9% and
13.6%, respectively, in the five months ended May 31, 2020, compared with that in the five months ended
May 31, 2019. Our packaged drinking water products, tea beverage products and functional beverage
products have higher gross profit margins than juice beverage products. The table below sets forth our
gross profit margin of our key products during the Track Record Period.

Five Months Ended

Year Ended December 31, May 31,
2017 2018 2019 2019 2020
Packaged drinking water
products 60.5% 56.5% 60.2% 60.9% 62.8%
Tea beverage products 58.0% 58.1% 59.7% 60.9% 61.6%
Functional beverage products 52.0% 49.8% 50.9% 50.6% 53.3%
Juice beverage products 38.2% 41.1% 34.7% 36.7% 40.8%

Effectiveness of Sales and Marketing Activities

The effectiveness of our sales and marketing activities is critical to our revenue growth. We
communicate with consumers through various channels and touch points, including advertising,
campaigns using bottle labels, variety show title sponsorship, product placement in film and television
programmes, celebrity endorsements, sports event sponsorships, social media marketing, and
cross-industry cooperation. The effectiveness of sales and marketing activities is relatively hard to
predict and evaluate. Their effects may be delayed, resulting in a delayed revenue growth which may not
be fully reflected during the period in which the sales and marketing activities took place.

Our sales and marketing activities incur advertising and promotion expenses. Whether we can
effectively utilize these spendings to generate revenues could materially affects our results of operations.
Our advertising and promotion expenses in 2017, 2018 and 2019 and the five months ended May 31, 2019
and 2020 were RMB982 million, RMB1,234 million, RMB1,219 million, RMB428 million and RMB399
million, respectively. With the support of a wide range of sales and marketing activities, our revenue
increased from RMB17,491 million in 2017 to RMB20,475 million in 2018, and further to RMB24,021
million in 2019. During the COVID-19 outbreak, we reduced our sales and marketing activities. The
advertising and promotion expenses in the five months ended May 31, 2020 were RMB399 million,
representing a decrease of 6.8% from RMB428 million in the five months ended May 31, 2019.
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Sales and Distribution Network

We mainly operate a single-layer distribution system where we engage the distributors to distribute
our products. As of December 31, 2017, 2018 and 2019 and as of May 31, 2020, we had 3,876, 3,841,
4,280 and 4,454 distributors, respectively. In 2017, 2018 and 2019 and the five months ended May 31,
2019 and 2020, the revenue from our distributors accounted for 95.0%, 94.6%, 94.2%, 95.1% and 93.6%
of our total revenue, respectively. We also sell our products through direct sales to customers who make
relatively large purchases and have good credit records. Our direct sale customers primarily include
national or regional supermarkets, chained convenience stores, e-commerce platforms, restaurants,
airlines and large corporate customers. By providing tailor-made sales plans and marketing schemes to
our direct sale customers, our products may have better display at the retail points of sale of these direct
sale customers. As of May 31, 2020, we had 247 direct sale customers.

We usually deliver products to distributors after they have made the payment. We typically grant
credit terms of no more than 90 days to direct sale customers. An increase in our sales to direct sale
customers would result in an increase in our trade and bills receivables. Our trade and bills receivables
would increase prior to the peak sales period such as the Chinese New Year, the summer or annual sales
on e-commerce platforms because our direct sale customers usually make the procurement in advance.
Our revenue from sales to direct sale customers increased from RMB881 million in 2017 to RMB1,113
million in 2018 and further to RMB1,398 million in 2019, representing a CAGR of 26.0% during such
period. Our revenue from sales to direct sale customers increased by 13.8% from RMB485 million in the
five months ended May 31, 2019 to RMBS552 million in the five months ended May 31, 2020. Our trade
and bills receivables increased from RMB 194 million as of December 31, 2017 to RMB223 million as of
December 31, 2018 and further to RMB306 million as of December 31, 2019, representing a CAGR of
25.6% during such period. As of May 31, 2020, our trade and bills receivables was RMB422 million.

We generally do not accept return or exchange of products from distributors. In 2017, 2018 and
2019 and the five months ended May 31, 2019 and 2020, the value of returned products represented
0.08%, 0.08%, 0.06%, 0.08% and 0.07% of our total revenue, respectively.

Costs of Raw Materials and Packaging Materials

Raw materials and packaging materials used in the production of our products are two major
components of our cost of sales. Raw materials primarily consist of PET for producing bottles, bottle
caps, labels, sugar and juice. The costs of raw materials accounted for 60.7%, 60.9%, 61.7%, 63.9% and
58.0% of our total cost of sales in 2017, 2018 and 2019 and the five months ended May 31, 2019 and
2020, respectively. Packaging materials primarily consist of cardboard boxes and shrink wraps. The costs
of packaging materials accounted for 13.5%, 14.0%, 13.0%, 13.0% and 14.6% of our total cost of sales in
2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively.

The cost of PET is the largest component of our cost of raw materials. In 2017, 2018 and 2019 and
the five months ended May 31, 2019 and 2020, the cost of PET accounted for 29.0%, 31.9%, 31.6%,
32.8% and 28.2% of the cost of sales, respectively, and represented 12.7%, 14.9%, 14.1%, 14.3% and
11.5% of our total revenue, respectively. Fluctuations in the price of PET significantly affect our profit.
Our average procurement price of PET increased by 26.0% from RMB6,426 per ton in 2017 to RMB8&,097
per ton in 2018, and then decreased by 12.6% to RMB7,074 per ton in 2019. Our average procurement
price of PET decreased by 18.0% from RMB7,283 per ton in the five months ended May 31, 2019 to
RMBS5,975 per ton in the five months ended May 31, 2020. See “— Disclosure about Financial Risk — Raw
Materials Price Risk.”

— 148 -



FINANCIAL INFORMATION

The price of most of our raw materials and packaging materials generally fluctuates according to
the market conditions. We have not entered into any hedging activities in relation to their prices.
However, we monitor the supply and cost trends of these raw materials and packaging materials and have
sought to mitigate the impact of price fluctuations. For example, we will enter into a framework
agreement with suppliers to secure a fixed price for raw materials or packaging materials when the price
is considered reasonable.

Logistics and Storage Expenses

Logistics and storage expenses comprise the largest component of our selling and distribution
expenses. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, logistics and
storage expenses represented 13.4%, 11.0%, 10.5%, 10.1% and 10.4% of our total revenue, respectively.
We deliver our products to markets across China through several means of transportation, including
highway, railway and shipping. The increase in our logistics and storage efficiency during the Track
Record Period was primarily because:

. we increased the percentage of direct delivery from factories to customers to reduce
transportations between factories and warehouses;

. we improved our selection process of logistics services providers, which enabled us to select
more efficient logistics service providers; and

. as distributors grew in the scale of sales, we can deliver more products to them in a single
trip, reducing the transportation cost per product unit.

Weather and Seasonality

The packaged drinking water market and the beverage market are subject to seasonal variations.
We typically experience higher sales of our packaged drinking water and beverage products in the second
and third quarters of the year when the weather is warmer or drier in China than the first and fourth
quarters of each year. Sales in each season of a year can also fluctuate for other reasons, including the
timing of new product launches, and the timing of advertising and promotional activities.

BASIS OF PRESENTATION

In July 2018, the Company acquired 100% equity interest in Anji Smart Life from Yangshengtang.
Since we and Anji Smart Life are under common control of Yangshengtang, our acquisition of Anji Smart
Life has been accounted for as a combination of entities under common control with the pooling of
interest method applied as if such acquisition had been completed at the date when we and Anji Smart
Life came under the common control of the ultimate holding company. See Note 2.1 to “Appendix I —
Accountants’ Report.”

Our financial statements have been prepared in accordance with IFRSs. We have adopted IFRS 9
Financial Instruments, IFRS 15 Revenue from Contracts with Customers and IFRS 16 Leases, together
with the transitional provisions related to the above standards, in the preparation of our financial
statements during the Track Record Period. Our financial statements have been prepared based on
historical cost, except for financial assets at fair value through profit or loss which have been measured at
fair value.
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The adoption of IFRS 9 and IFRS 15 has not had any significant impact on our financial position
and performance when compared to that of IAS 39 and IAS 18. The adoption of IFRS 16 has not had a
significant impact on our financial position and performance (in particular, our current ratio, quick ratio,
gearing ratio, net assets and profit for the year/period) when compared to IAS 17.

NON-IFRS FINANCIAL MEASURE

To supplement our financial information, which is presented in accordance with IFRSs, we also use
our adjusted profit for the year/period as an additional financial measure, which is not required by, or
presented in accordance with IFRSs. The adjusted profit for the year/period reflects our net profit for the
year/period before equity-settled share award expenses, donations and listing expenses. The adjusted
profit for the year/period is not a standard financial measure under IFRS. We believe that our adjusted
profit for the year/period help illustrate the underlying trends in our business as it eliminates the impacts
of non-recurring items or items that our management considers not directly indicative of our daily
operations. Equity-settled share award expenses and listing expenses were non-recurring items and are
not directly indicative of the operations of our packaged drinking water and beverage business. Donations
are also not directly indicative of the operation of our packaged drinking water and beverage business.
However, such non-IFRS financial measure we presented may not be directly comparable to similar
measures presented by other companies. The use of this non-IFRS financial measure has limitations as an
analytical tool. You should not consider it in isolation from, or as substitute for analysis of, our results of
operations or financial condition as reported under IFRSs.

The adjusted profit for the year/period for the periods indicated set forth in the table below is
calculated upon adjustments to the most directly comparable financial data in accordance with IFRS (i.e.,
profit for the year/period):

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

Profit for the year/period 3,386 19.4% 3,612 17.6% 4,954 20.6% 2,360 23.8% 1,931 22.3%
Equity-settled share award

expenses" - - - - 157 0.7% - - - -
Donations® 4 0.0% 365 1.8% 362 1.5% 1 0.0% 2 0.0%
Listing expenses - - - - 7 0.0% - - 22 0.3%

Non-IFRS financial
measure - Adjusted

profit for the
year/period 3,390 19.4% 3,977 19.4% 5,480 22.8% 2,361 23.8% 1,955 22.6%
L e———e——e—————————————————
Notes:

@ For further details of equity-settled share award expenses, see Note 31 to “Appendix I — Accountants’ Report.”
@ For further details of donations, see “— Results of Operations — Other Expenses.”

® For further details of listing expenses, see “— Listing Expenses.”
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“ As our adjusted profit for the year/period is not calculated in accordance with IFRSs, it is considered a non-IFRS financial

measure. We believe that adjusted profit for the year/period can better illustrate the underlying trends in our business
because it eliminates the impacts of non-recurring items or items that our management considers not directly indicative of
our daily operations. The use of this non-IFRS measure should not be considered as substitute for analysis of, our results of
operations or financial condition as reported under IFRSs. See “—~ Non-IFRS Financial Measure.”

SIGNIFICANT ACCOUNTING POLICIES AND ESTIMATES

Note 2.4 to “Appendix I — Accountants’ Report” to this prospectus sets forth certain significant
accounting policies, which are important for understanding our financial condition and results of
operations. Some of our accounting policies involve subjective assumptions, estimates and judgments
that are discussed in Note 3 to “Appendix I — Accountants’ Report.” In the application of our accounting
policies, our management is required to make estimates and assumptions about the carrying amounts of
assets and liabilities that are not readily apparent from other sources. Our estimates and associated
assumptions are based on historical experience and other factors that are considered to be relevant. Actual
results may differ from these estimates. Our estimates and underlying assumptions are reviewed by our

management on an ongoing basis. See Note 2.4 and Note 3 to “Appendix I — Accountants’ Report.”

We believe the following key accounting policies involve the most significant judgements in the

preparation of consolidated financial statements.

Revenue Recognition

Revenue from our sale of goods is recognized at the point in time when control of the asset is
transferred to the customer, generally on delivery of the goods. See Note 2.4 to “Appendix I —
Accountants’ Report.”

Retrospective volume rebates may be provided to certain customers once the quantity of products
purchased during the period exceeds a threshold specified in the contract. Rebates are offset against
amounts payable by the customer. To estimate the variable consideration for the expected future rebates,
the most likely amount is estimated in respect of our trading contract. We make the best estimation for the
amount of variable consideration based on the trading volume threshold specified in the contract and

recognize liability accordingly.

Property, Plant and Equipment and Depreciation

Our property, plant and equipment, other than construction in progress, are stated at cost less
subsequent accumulated depreciation and impairment losses. The cost of an item of property, plant and
equipment comprises its purchase price and any directly attributable costs of bringing the asset to its
working condition and location for its intended use.

Typically, expenditure incurred after our property, plant and equipment have been put into
operation, such as repairs and maintenance, is directly charged to profit or loss in the period in which it
is incurred. In situations where the recognition criteria are satisfied, the expenditure for a major
inspection will be included in the carrying amount of the asset. Where significant parts of property, plant
and equipment are required to be replaced from time to time, we recognize such parts as individual assets

with specific useful lives and depreciate them accordingly.
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Depreciation is recognized on the straight-line basis to write off the cost of each item of property,
plant and equipment (excluding construction in progress) to its residual value over its estimated useful
life. The principal annual rates used for this purpose are as follows:

Estimated
Category Estimated useful life residual value
Buildings ten to twenty years 3%
Plant and machinery five to ten years 3%
Motor vehicles five to ten years 3%
Furniture, fixtures and equipment three to five years 3%
Leasehold improvements Over the shorter of the lease terms 0%

or three to five years

Where parts of an item of property, plant and equipment have different useful lives, the cost of that
item is allocated on a reasonable basis among the parts. Each part is depreciated separately. Residual
values, useful lives and the depreciation method are reviewed, and adjusted if appropriate, by us at least
at each financial year end.

An item of property, plant and equipment including any significant part initially recognized is
derecognized upon disposal or when no future economic benefits are expected from its use or disposal.
Any gain or loss on disposal or retirement recognized in profit or loss in the year the asset is derecognized
is the difference between the net sales proceeds and the carrying amount of the relevant asset.

Construction in progress represents buildings and machinery, which is stated at cost less any
impairment losses, and is not depreciated. Cost comprises the direct costs of construction. Construction
in progress is reclassified to the appropriate category of property, plant and equipment when completed
and ready for use.

Inventories

Our inventories are stated at the lower of cost and net realisable value. Cost is determined on a
weighted average cost basis and, in the case of work in progress and finished goods, comprises direct
materials, direct labour and an appropriate proportion of overheads. Net realisable value is based on
estimated selling prices less any estimated costs to be incurred to completion and disposal.
Intangible Assets

Our intangible assets include software, mineral water mining licenses and other intangible assets.

Software is amortized on a straight-line basis over an estimated useful life of two to ten years. The
useful life of the software is estimated based on the expected usage of the software and its authorized

periods for use.

Mineral water mining licenses have licensed periods ranging from five years to 30 years and are
amortized on a straight-line basis over their respective licensed periods.
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Other intangible assets include patents and emission rights. The emission rights have authorized
periods ranging from five years to ten years, and patents have protection periods of five years. The patent
and emission rights are amortized on a straight-line basis over their respective protection periods or
authorized periods.

Income Tax

Our income tax comprises current and deferred tax. Income tax relating to items recognized
outside profit or loss is recognized outside profit or loss, either in other comprehensive income or directly
in equity.

Our current tax assets and liabilities are measured at the amount expected to be recovered from or
paid to the taxation authorities, based on tax rates (and tax laws) that have been enacted or substantively
enacted at the end of each of the reporting periods, taking into consideration interpretations and practices
prevailing in the countries in which we operate.

Our deferred tax is provided, using the liability method, on all temporary differences at the end of
each of the year/period during the Track Record Period between the tax bases of assets and liabilities and
their carrying amounts for financial reporting purposes. Our income tax expense primarily comprises our
current and deferred income tax expenses under the relevant PRC income tax rules and regulations. See
Note 2.4 to “Appendix I — Accountants’ Report.”

During the Track Record Period, our PRC subsidiaries were subject to an income tax rate of 25%,
except for certain subsidiaries which enjoyed preferential tax treatments. As of May 31, 2020, we had (i)
one subsidiary which was qualified as a small and micro enterprise and entitled to a preferential income
tax rate of 20%; (ii) three subsidiaries which were entitled to an income tax rate of 15% pursuant to the
Western Development Strategy; and (iii) four subsidiaries which were exempt from income tax for
engaging in agricultural business. See Note 11 to “Appendix I — Accountants’ Report.”

PRINCIPAL COMPONENTS OF CONSOLIDATED STATEMENTS OF PROFIT OR LOSS
Revenue

Our revenue is primarily derived from the sales of our (i) packaged drinking water products, (ii) tea
beverage products, (iii) functional beverage products and (iv) juice beverage products. Our revenue is
stated net of discounts and taxes. Such taxes include mineral resources tax and water resources tax in
relation to our access to the mineral or natural water sources.

Cost of Sales

Our cost of sales primarily comprises (i) raw material costs, which primarily include the costs of
PET for producing bottles, bottle caps, labels, sugar and juice, (ii) packaging material costs, which
primarily include the costs of cardboard boxes and shrink wraps, (iii) manufacturing overheads, (iv)
salaries, and (v) water gathering and treatment costs, which include the costs for water access and
gathering, transmission and treatment.

Gross Profit and Gross Profit Margin

Our gross profit represents our revenue less our cost of sales. Our gross profit margin represents
our gross profit divided by our revenue, expressed as a percentage.
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Other Income and Gains

Our other incomes and gains primarily comprise (i) government grants related to our income and
our assets, which were primarily from the government as rewards to our contribution to the local
economic growth and our investments in our production bases, respectively, (ii) interest income, (iii)
sales of scraps, (iv) fair value gain on financial assets at fair value through profit or loss, which primarily
are gains on investment in shares, and (v) gains on disposal of items of property, plant and equipment.

Selling and Distribution Expenses

Our selling and distribution expenses primarily comprise (i) logistics and storage expenses, which
primarily include the costs in connection with the transportation and storage of our products, (ii)
advertising and promotion expenses, (iii) staff costs, which primarily include the salaries, bonus and
welfare paid to our sales and marketing staff, and (iv) depreciation and amortization of leased office
buildings and equipment related to selling and distribution activities.

Administrative Expenses

Our administrative expenses primarily comprise (i) staff costs, which primarily include the
salaries, bonus and welfare paid to our management staff, (ii) depreciation and amortization, which
primarily include the depreciation of equipment related to temporary suspension of production, and
depreciation and amortization of equipment and office buildings, (iii) research and development costs,
(iv) office and travel expenses, (v) system and equipment repair and maintenance expenses, which
primarily include IT service fee paid to Rainbow Fish Technology for the development of our operational,
financial and management information systems, and the repair and maintenance fee on production
equipment, (vi) equity-settled share award expenses, and (vii) listing expenses.

Other Expenses

Our other expenses comprise (i) donations, (ii) foreign exchange loss, net, (iii) loss on disposal of
property, plant and equipment, (iv) fair value change loss on financial assets at fair value through profit or
loss, and (v) others, which primarily include inventory loss.

Finance Costs

Our finance costs comprise (i) interest expenses on interest-bearing borrowings, and (ii) interest
expenses on lease liabilities.

Income Tax Expense

Our income tax expense primarily comprises our current and deferred income tax expenses under
the relevant PRC income tax rules and regulations.

Profit for the Year/Period and Net Profit Margin
Our profit for the year/period represents our profit for the year/period attributable to equity holders

of the Company. Our net profit margin represents profit for the year/period divided by revenue, expressed
as a percentage.
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RESULTS OF OPERATIONS

The table below summarizes our results of operations and as percentages of our total revenue for

the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage
RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue
Revenue 17,491  100.0% 20475 100.0% 24,021 100.0% 9,917  100.0% 8,664  100.0%
Cost of sales (7,682)  (43.9%)  (9,554) (46.7%) (10,710)  (44.6%)  (4,341) (43.8%)  (3,545)  (40.9%)
Gross profit 9,809 56.1% 10,921 53.3% 13,311 55.4% 5,576 56.2% 5,119 59.1%
Other income and gains 402 2.3% 534 2.6% 174 3.2% 277 2.8% 188 2.2%
Selling and distribution
expenses (4,890)  (28.0%)  (5,218)  (25.5%)  (5,816)  (24.2%)  (2,252) (22.77%)  (2,127)  (24.6%)
Administrative expenses (859) (4.9%)  (1,065) (5.2%)  (1,383) (5 8%) (523) (5.3%) (595) (6.9%)
Other expenses (19) (0.1%) (405) (2.0%) (371) (1.5%) (7 (0.0%) (3) (0.0%)
Finance costs ®) (0.0%) 4) (0 0%) (16) (0.1%) (1) (0.0%) (23) (0.3%)
Profit before tax 4,435 25.4% 4,763 23.2% 6,499 27.0% 3,070 31.0% 2,559 29.5%
Income tax expense (1,049) (6.0%)  (1,151) (5.6%)  (1,545) (6.4%) (710) (7.2%) (628) (7.2%)
Profit for the year/period 3,386 19.4% 3,612 17.6% 4,954 20.6% 2,360 23.8% 1,931 22.3%
Other comprehensive
income
Exchange differences on
translation of foreign
operation (2) (0.0%) 0 0.0% 3 0.0% 1 0.0% 1 0.0%
Total comprehensive
income for the
year/period 3,384 19.4% 3,612 17.6% 4,957 20.6% 2,361 23.8% 1,932 22.3%
I B B I T B B I D
Attributable to:
Owners of the parent 3,379 19.4% 3,606 17.6% 4,950 20.6% 2,357 23.8% 1,931 22.3%
Non-controlling interests 5 0.0% 6 0.0% 7 0.0% 4 0.0% - 0.0%
Non-IFRS financial
measure - Adjusted
profit for the
year/period
Profit for the year/period 3,386 19.4% 3,612 17.6% 4,954 20.6% 2,360 23.8% 1,931 22.3%
Equity-settled share award
expenses - - - - 157 0.7% - - - -
Donations 4 0.0% 365 1.8% 362 1.5% 1 0.0% 2 0.0%
Listing expenses - - - - 7 0.0% - - 22 0.3%
Non-IFRS financial
measure - Adjusted
profit for the
year/period” 3,390 19.4% 3,977 19.4% 5,480 22.8% 2,361 23.8% 1,955 22.6%
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Note:

5 As our adjusted profit for the year/period is not calculated in accordance with IFRSs, it is considered a non-IFRS financial

measure. We believe that adjusted profit for the year/period can better illustrate the underlying trends in our business

because it eliminates the impacts of non-recurring items or items that our management considers not directly indicative of

our daily operations. The use of this non-IFRS measure should not be considered as substitute for analysis of, our results of

operations or financial condition as reported under IFRSs. See “— Non-IFRS Financial Measure.”

Revenue

During the Track Record Period, our revenue was primarily derived from the sales of packaged

drinking water products, tea beverage products, functional beverage products and juice beverage

products.

The table below sets forth a breakdown of our revenue by product category for the periods

indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage
RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue
(Unaudited)
Packaged drinking water
products 10,120 57.9% 11,780 57.5% 14,346 59.7% 5,602 56.5% 5,360 61.9%
Tea beverage products 2,597 14.8% 3,036 14.8% 3,138 13.1% 1,479 14.9% 1,166 13.5%
Functional beverage
products 2,936 16.8% 3,322 16.2% 3,779 15.7% 1,837 18.5% 1,085 12.5%
Juice beverage products 1,468 8.4% 1,855 9.1% 2,311 9.6% 870 8.8% 752 8.7%
Other products” 370 2.1% 482 2.4% 447 1.9% 129 1.3% 301 3.4%
Total 17,491  100.0% 20475 100.0% 24,021  100.0% 9,917  100.0% 8,664  100.0%
I B B I T B B I D
Note:
@ Other products primarily include other beverage products such as coffee beverage, soda water beverage, sparkling flavored

beverage and plant-based yogurt products, and agricultural products such as fresh fruits.

The business developments of our packaged drinking water products and beverage products are
well-balanced. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue from
our packaged drinking water products accounted for 57.9%, 57.5%, 59.7%, 56.5% and 61.9% of our total
revenue, respectively. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue
from our beverage products accounted for 41.1%, 40.5%, 38.8%, 42.4% and 36.6% of our total revenue,

respectively, while revenue from other beverage products were RMB188 million, RMB81 million,
RMBB86 million, RMB16 million and RMB168 million, respectively, accounting for 1.1%, 0.4%, 0.4%,

0.2% and 1.9% of our total revenue, respectively.
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Comparison between the five months ended May 31, 2020 and 2019: Due to the impacts of the
COVID-19 outbreak, our revenue decreased by 12.6% from RMB9,917 million in the five months ended
May 31, 2019 to RMB8,664 million in the five months ended May 31, 2020. Packaged drinking water, as
a consumption necessity, addresses consumers’ basic drinking needs, and such needs were less affected
by COVID-19 outbreak. As a result, revenue from our packaged drinking water products in the five
months ended May 31, 2020 only decreased slightly by 4.3% as compared with that in the five months
ended 31 May, 2019. Revenue from tea beverage products, functional beverage products and juice
beverage products decreased by 21.2%, 40.9% and 13.6%, respectively. Revenue from other products

increased by 133.3%, primarily due to the launch of new beverage products in 2019.

Comparison between 2019 and 2018: Revenue increased by 17.3% from RMB20,475 million in
2018 to RMB24,021 million in 2019. The growth of revenue from packaged drinking water products
accounted for 72.4% of our total revenue growth. Revenue from packaged drinking water products, tea
beverage products, functional beverage products and juice beverage products increased by 21.8% , 3.4%,
13.8% and 24.6% from 2018 to 2019, respectively.

Comparison between 2018 and 2017: Revenue increased by 17.1% from RMB17,491 million in
2017 to RMB20,475 million in 2018. The growth of revenue from packaged drinking water products
accounted for 55.6% of our total revenue growth. Revenue from packaged drinking water products, tea
beverage products, functional beverage products and juice beverage products increased by 16.4%, 16.9%,
13.1% and 26.4% from 2017 to 2018, respectively.

The table below sets forth a breakdown of our sales volume and average selling price per ton by

product category for the periods indicated.

Five Months Ended
Year Ended December 31, May 31,
2017 2018 2019 2019 2020
Packaged drinking water products Thousand tons 9,020 10,827 13,382 5,111 5,014
RMB/Ton 1,122 1,088 1,072 1,096 1,069
Tea beverage products Thousand tons 670 750 754 348 274
RMB/Ton 3,876 4,048 4,162 4,251 4,257
Functional beverage products Thousand tons 849 944 1,082 522 301
RMB/Ton 3,458 3,519 3,493 3,520 3,604
Juice beverage products Thousand tons 336 421 512 184 150
RMB/Ton 4,369 4,406 4,514 4,727 5,010
Other products Thousand tons 82 70 78 16 55
RMB/Ton 4,512 6,886 5,731 8,032 5,481
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Packaged Drinking Water Products

The table below sets forth a breakdown of our revenue from packaged drinking water products by
product category for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

Small-sized 7,441 42.5% 8,270 40.4% 9,840 41.0% 3,889 39.2% 3,380 39.0%
Medium- to large-sized 2,206 12.6% 2,974 14.5% 3,880 16.2% 1,460 14.7% 1,790 20.7%
Others 473 2.8% 536 2.6% 626 2.5% 253 2.6% 190 2.2%

Total revenue from
packaged drinking
water products 10,120 57.9% 11,780 57.5% 14,346 59.7% 5,602 56.5% 5,360 61.9%

The table below sets forth a breakdown of the sales volume of our packaged drinking water
products by product category for the periods indicated.

Five Months Ended
Year Ended December 31, May 31,

2017 2018 2019 2019 2020

(Thousand tons)

Small-sized 6,141 6,931 8,257 3,179 2,688
Medium- to large-sized 2,697 3,691 4,888 1,835 2,264
Others 182 205 237 97 62

Total sales volume of packaged
drinking water products 9,020 10,827 13,382 5,111 5,014

In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue from such
products accounted for 57.9%, 57.5%, 59.7%, 56.5% and 61.9% of our total revenue, respectively. From
2017 to 2019, revenue from packaged drinking water products increased at a CAGR of 19.1%. The
increase in revenue from packaged drinking water products was primarily due to an increase in sales
volume, attributable to (i) an increase in demand for natural water and mineral water, driven by the
increasing health awareness of consumers; (ii) an expansion of consumption scenarios for packaged
drinking water products resulting from the increasing health awareness of consumers and an increase in
their disposable income per capita, (for example, the increase in demand for household-consumption
drinking water resulted in an increase in the demand for medium- to large-sized packaged drinking water
products); (iii) our rapid penetration into lower-tier cities following the increasing consumption level in
these lower-tier cities; and (iv) an increase in the market shares of our products attributable to the
enhanced recognition of our brands by consumers. Due to the impacts of the COVID-19 outbreak, our
revenue from packaged drinking water products in the five months ended May 31, 2020 decreased by
4.3% as compared with that in the five months ended May 31, 2019.
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Comparison between the five months ended May 31, 2020 and 2019: Revenue from packaged
drinking water products decreased by 4.3% from RMBS5,602 million in the five months ended May 31,
2019 to RMB5,360 million in the five months ended May 31, 2020. The sales volume slightly decreased
by 1.9% from 5,111 thousand tons in the five months ended May 31, 2019 to 5,014 thousand tons in the
five months ended May 31, 2020. Such decrease was primarily due to the travel restrictions implemented
during the COVID-19 outbreak. Revenue from medium- to large-sized packaged drinking water products
suitable for household consumption in the five months ended May 31, 2020 increased by more than 20%
as compared with that in the five months ended May 31, 2019. The average selling price per ton of
packaged drinking water products in the five months ended May 31, 2020 slightly decreased by 2.5% as
compared with that in the five months ended May 31, 2019, primarily due to an increase in the proportion
of medium- to large-sized packaged drinking water products in the total revenue from packaged drinking
water products, as medium- to large-sized packaged drinking water products had relatively low average

selling prices per ton among packaged drinking water products.

Comparison between 2019 and 2018: Revenue from packaged drinking water products increased
by 21.8% from RMB11,780 million in 2018 to RMB 14,346 million in 2019. The sales volume increased
by 23.6% from 10,827 thousand tons in 2018 to 13,382 thousand tons in 2019. The average selling price
per ton decreased slightly by 1.5% from 2018 to 2019, primarily due to an increase in the proportion of
revenue from medium- to large-sized packaged drinking water products in total revenue from packaged
drinking water products, as medium- to large-sized packaged drinking water products had relatively low

average selling prices per ton among packaged drinking water products.

Comparison between 2018 and 2017: Revenue from packaged drinking water products increased
by 16.4% from RMB10,120 million in 2017 to RMB11,780 million in 2018. The sales volume increased
by 20.0% from 9,020 thousand tons in 2017 to 10,827 thousand tons in 2018. The average selling price
per ton decreased slightly by 3.0% from 2017 to 2018, primarily due to an increase in the proportion of
revenue from medium- to large-sized packaged drinking water products in total revenue from packaged
drinking water products, as medium- to large-sized packaged drinking water products had relatively low

average selling prices per ton among packaged drinking water products.
Tea Beverage Products

In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue from such
products accounted for 14.8%, 14.8%, 13.1%, 14.9% and 13.5% of our total revenue, respectively. From
2017 to 2019, revenue from tea beverage products increased at a CAGR of 9.9%. The increase in revenue
from tea beverage products was primarily due to an increase in sales volume, attributable to (i) a
continuous increase in the sales volume of our Oriental Leaf (# /74 2£) products resulted from an
increase in the sales volume of sugar-free tea beverage products as driven by the increasing health
awareness of consumers; (ii) an increase in the market share of the Tea 7t (Z%7) and Oriental Leaf (3 J5 4
#E) products due to the enhanced recognition of these two brands; and (iii) our rapid penetration into
lower-tier cities following the increasing consumption in these lower-tier cities. During the COVID-19
outbreak, schools, scenic spots, sports facilities and other places for consumption were closed, which had
a material impact on the demand for tea beverage products. Revenue from tea beverage products in the
five months ended May 31, 2020 decreased by 21.2% as compared with that in the five months ended May
31, 2019.
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Comparison between the five months ended May 31, 2020 and 2019: Due to the impact of the
COVID-19 outbreak, revenue from tea beverage products decreased by 21.2% from RMB 1,479 million in
the five months ended May 31, 2019 to RMB 1,166 million in the five months ended May 31, 2020. The
sales volume decreased by 21.3% from 348 thousand tons in the five months ended May 31, 2019 to 274
thousand tons in the five months ended May 31, 2020. The average selling price per ton of tea beverage
products remained relatively stable in the five months ended May 31, 2020 and the five months ended
May 31,2019.

Comparison between 2019 and 2018: Revenue from tea beverage products increased by 3.4% from
RMB3,036 million in 2018 to RMB3,138 million in 2019. The sales volume remained relatively stable in
2018 and 2019, primarily because the new package design in 2019 was different from the original
package design of our Tea m (#n) products, and customers needed time to get used to the new package
design. The average selling price per ton increased slightly by 2.8% from 2018 to 2019, primarily due to
the slight increase in the selling price of our Tea n (4$71) products upon such change of package design.

Comparison between 2018 and 2017: Revenue from tea beverage products increased by 16.9%
from RMB2,597 million in 2017 to RMB3,036 million in 2018. The sales volume increased by 11.9%
from 670 thousand tons in 2017 to 750 thousand tons in 2018. The average selling price per ton increased
by 4.4% from 2017 to 2018, primarily because we slightly raised the selling price of the Oriental Leaf

(R J5 #8 %E) products.

Functional Beverage Products

In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue from such
products accounted for 16.8%, 16.2%, 15.7%, 18.5% and 12.5% of our total revenue, respectively. From
2017 to 2019, revenue from functional beverage products increased at a CAGR of 13.5%. The increase in
revenue from functional beverage products was primarily due to an increase in sales volume, attributable
to (i) a continuous increase in the sales volume of our Victory Vitamin Water (J1 &7 HEfth iy 7K) products
attributable to our enhanced brand recognition; and (ii) the successful launch of peach and green mango
flavors of our Scream (%2 ") products in 2019. During the COVID-19 outbreak, schools, sports facilities
and other places for consumption were closed, which had a material impact on the demand for functional
beverage products. Revenue from functional beverage products in the five months ended May 31, 2020
decreased by 40.9% as compared with that in the five months ended May 31, 2019.

Comparison between the five months ended May 31, 2020 and 2019: During the COVID-19
outbreak, revenue from functional beverage products decreased by 40.9% from RMB 1,837 million in the
five months ended May 31, 2019 to RMB 1,085 million in the five months ended May 31, 2020. The sales
volume decreased by 42.3% from 522 thousand tons in the five months ended May 31, 2019 to 301
thousand tons in the five months ended May 31, 2020. The average selling price per ton in the five months
ended May 31, 2020 increased by 2.4% as compared with that in the five months ended May 31,2019,
primarily due to an increase in the proportion of revenue from Victory Vitamin Water (JJ & # 4 th iy 7K)
products in revenue from functional beverage products, as Victory Vitamin Water (JJ & #fEAth iy 7K)
products had relatively high average selling prices per ton among functional beverage products.

Comparison between 2019 and 2018: Revenue from functional beverage products increased by
13.8% from RMB3,322 million in 2018 to RMB3,779 million in 2019. The sales volume increased by
14.6% from 944 thousand tons in 2018 to 1,082 thousand tons in 2019, primarily due to the successful
launch of peach and green mango flavors of our Scream (R1Y) products in 2019. The average selling
prices per ton in 2018 and 2019 remained relatively stable.
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Comparison between 2018 and 2017: Revenue from functional beverage products increased by
13.1% from RMB2,936 million in 2017 to RMB3,322 million in 2018. The sales volume increased by
11.2% from 849 thousand tons in 2017 to 944 thousand tons in 2018, primarily due to an increase in the
sales volume of our Victory Vitamin Water (/] &7 #E{th i 7K) products because we put significant efforts
in promoting such products in 2018 through frequent product placements in variety shows. The average
selling price per ton increased by 1.8% from 2017 to 2018, primarily due to an increase in the proportion of
revenue from our Victory Vitamin Water (/] &7 #E{th i 7K) products.

Juice Beverage Products

In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue from such
products accounted for 8.4%, 9.1%, 9.6%, 8.8% and 8.7% of our total revenue, respectively. From 2017 to
2019, revenue from juice beverage products increased at a CAGR of 25.5%. The increase in revenue from
juice beverage products was primarily due to the increase in sales volume, attributable to (i) an increase
in the market demand for not-from-concentrate juice driven by the increasing health awareness of
consumers; (ii) further penetration of our juice sales channels; and (iii) the successful launch of several
new flavours for our not-from-concentrate juice products between 2017 and 2019 and the successful
launch of our Farmer’s Orchard (& % [&) products containing 50% fruit juice in 2019. Revenue from
juice beverage products in the five months ended May 31, 2020 decreased by 13.6% as compared with
that in the five months ended May 31, 2019, primarily due to (i) the impact of the COVID-19 outbreak and
(ii) the 2020 Chinese New Year holiday arrived earlier as compared with 2019 and distributors made
procurement in advance at the end of 2019.

Comparison between the five months ended May 31, 2020 and 2019: Revenue from juice beverage
products decreased by 13.6% from RMB870 million in the five months ended May 31, 2019 to RMB752
million in the five months ended May 31, 2020. The sales volume decreased by 18.5% from 184 thousand
tons in the five months ended May 31, 2019 to 150 thousand tons in the five months ended May 31, 2020.
The average selling price per ton in the five months ended May 31, 2020 increased by 6.0% as compared
with that in the five months ended May 31, 2019, primarily due to an increase in the proportion of revenue
from medium and high concentration juice in revenue from juice products, as medium and high
concentration juice had relatively high average selling prices per ton among juice beverage products.

Comparison between 2019 and 2018: Revenue from juice beverage products increased by 24.6%
from RMB 1,855 million in 2018 to RMB2,311 million in 2019. The sales volume increased by 21.6%
from 421 thousand tons in 2018 to 512 thousand tons in 2019, primarily due to the successful launch of
our Farmer’s Orchard (J& KR [H) products containing 50% fruit juice and of new flavours for our
not-from-concentrate juice products in 2019. The average selling price per ton increased by 2.5% from
2018 to 2019, primarily due to an increase in the proportion of revenue from medium and high
concentration juice in revenue from juice products, as medium and high concentration juice had relatively
high average selling prices per ton among juice beverage products. Such increase was partially offset by
the increase in discounts offered to customers for the promotion of our juice beverage products in 2019.

Comparison between 2018 and 2017: Revenue from juice beverage products increased by 26.4%
from RMB 1,468 million in 2017 to RMB1,855 million in 2018. The sales volume increased by 25.3%
from 336 thousand tons in 2017 to 421 thousand tons in 2018, primarily due to an increase in the sales
volume of not-from-concentrate juice products. The average selling prices per ton remained relatively
stable in 2017 and 2018.
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Other Products

Other products primarily include other beverage products such as coffee beverage, soda water
beverage, sparkling flavored beverage and plant-based yogurt products, and agricultural products such as
fresh fruits. In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue from
other products accounted for 2.1%, 2.4%, 1.9%, 1.3% and 3.4% of our total revenue, respectively. In
2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, revenue from other beverage
products were RMB 188 million, RMBS81 million, RMB86 million, RMB 16 million and RMB 168 million,
respectively, accounting for 1.1%, 0.4%, 0.4%, 0.2% and 1.9% of our total revenue, respectively.

Comparison between the five months ended May 31, 2020 and 2019: Revenue from other products
increased by 133.3% from RMB129 million in the five months ended May 31, 2019 to RMB301 million
in the five months ended May 31, 2020, primarily due to the launch of new beverage products in 2019.

Comparison between 2019 and 2018: Revenue from other products decreased by 7.3% from
RMB482 million in 2018 to RMB447 million in 2019, primarily due to a reduction in the sales volume of
our 17.5° fresh oranges as the output of fresh oranges in Jiangxi, which met our product standards,
decreased in 2019.

Comparison between 2018 and 2017: Revenue from other products increased by 30.3% from
RMB370 million in 2017 to RMB482 million in 2018, primarily due to an increase in the sales volume of
our 17.5° fresh oranges produced in Jiangxi.

Cost of Sales

The table below sets forth a breakdown of the components of our cost of sales and as percentages
of our total revenue for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

Raw materials 4,660 26.7% 5,819 28.4% 6,613 27.6% 2,774 28.0% 2,055 23.7%

Including: PET 2,228 12.7% 3,044 14.9% 3,382 14.1% 1,423 14.3% 998 11.5%
Packaging materials 1,037 5.9% 1,341 6.5% 1,390 5.8% 564 5.7% 519 6.0%
Manufacturing overheads 1,505 8.5% 1,845 9.2% 2,045 8.5% 792 8.0% 770 8.9%
Salaries 364 2.1% 418 2.0% 527 2.1% 162 1.6% 147 1.7%
Water gathering and

treatment costs'" 116 0.7% 131 0.6% 135 0.6% 49 0.5% 54 0.6%
Total 7,682 43.9% 9,554 46.7% 10,710 44.6% 4,341 43.8% 3,545 40.9%

Note:

(1) Water gathering and treatment costs include the costs for water access and gathering, transmission and treatment. For four
of our production plants in three production bases in (i) Danjiangkou, Hubei Province, (ii) Mount Changbai, Jilin Province,
and (iii) Manas of Mount Tianshan, Xinjiang Uygur Autonomous Region, we had entered into non-exclusive water supply
agreements with third-party state-owned water supply companies with the water supply cost agreed upon. See “Business —
Water Sources — Water Supply Agreement.”
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Raw materials and packaging materials used in the production of our products are the largest
component of our cost of sales. The costs of raw materials and packaging materials in aggregate were
T4.2%, 74.9%, 74.7%, 76.9% and 72.6% of the cost of sales in 2017, 2018 and 2019 and the five months
ended May 31, 2019 and 2020, respectively. Raw materials were primarily PET for producing bottles,
bottle caps, labels, sugar and juice. The costs of raw materials were 60.7%, 60.9%, 61.7%, 63.9% and
58.0% of our cost of sales in 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020,
respectively. Packaging materials were primarily cardboard boxes and shrink wraps. The costs of
packaging materials accounted for 13.5%, 14.0%, 13.0%, 13.0% and 14.6% of our cost of sales in 2017,
2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively.

The cost of PET is the largest component of our cost of raw materials. In 2017, 2018 and 2019 and
the five months ended May 31, 2019 and 2020, the cost of PET was 29.0%, 31.9%, 31.6%, 32.8% and
28.2% of the cost of sales, respectively, and represented 12.7%, 14.9%, 14.1%, 14.3% and 11.5% of our
total revenue, respectively. See “— Significant Factors Affecting Our Results of Operations — Cost of Raw
Materials and Packaging Materials.”

Comparison between the five months ended May 31, 2020 and 2019: Cost of sales decreased by
18.3% from RMB4,341 million in the five months ended May 31, 2019 to RMB3,545 million in the five
months ended May 31, 2020, primarily due to:

. a decrease in cost of raw materials by 25.9% from RMB2,774 million in the five months
ended May 31, 2019 to RMB2,055 million in the five months ended May 31, 2020, primarily
due to a decrease in the sales volume of our products. The percentage of costs of raw
materials to total revenue decreased from 28.0% in the five months ended May 31, 2019 to
23.7% in the five months ended May 31, 2020, primarily due to a decrease in average
procurement price of PET in the five months ended May 31, 2020 as compared with that in
the five months ended May 31, 2019. The average procurement price of PET decreased by
18.0% from RMB7,283 per ton in the five months ended May 31, 2019 to RMB5,975 per ton
in the five months ended May 31, 2020; and

. a decrease in cost of packaging materials by 8.0% from RMB564 million in the five months
ended May 31, 2019 to RMB519 million in the five months ended May 31, 2020, primarily
due to a decrease in the sales volume of our products. The percentage of costs of packaging
materials to total revenue remained relatively stable.

Comparison between 2019 and 2018: Cost of sales increased by 12.1% from RMB9,554 million in
2018 to RMB10,710 million in 2019, primarily due to:

o an increase in cost of raw materials by 13.6% from RMB5,819 million in 2018 to RMB6,613
million in 2019, primarily due to an increase in the sales volume of our products. The
percentage of costs of raw materials to total revenue decreased from 28.4% in 2018 to 27.6%
in 2019, primarily due to the decreased average procurement price of PET in 2019. The
average procurement price of PET decreased by 12.6% from RMB8,097 per ton in 2018 to
RMB7,074 per ton in 2019;

. an increase in cost of packaging materials by 3.7% from RMB1,341 million in 2018 to
RMB1,390 million in 2019, primarily due to an increase in the sales volume of our products.
The percentage of costs of packaging materials to total revenue decreased from 6.5% in
2018 to 5.8% in 2019, primarily due to the decreased average procurement price of
cardboard in 2019; and
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. a decrease in the percentage of manufacturing overheads to total revenue from 9.2% in 2018
to 8.5% in 2019, primarily due to the improved operation and management efficiency over

our production equipment and the increased capacity utilization rate.

Comparison between 2018 and 2017: Cost of sales increased by 24.4% from RMB7,682 million in
2017 to RMB9,554 million in 2018, primarily due to:

. an increase in cost of raw materials by 24.9% from RMB4,660 million in 2017 to RMBS5,819
million in 2018, primarily due to an increase in the sales volume of our products. The
percentage of costs of raw materials to total revenue increased from 26.7% in 2017 to 28.4%
in 2018, primarily due to the increased average procurement price of PET in 2018. The
average procurement price of PET increased by 26.0% from RMB6,426 per ton in 2017 to
RMB8,097 per ton in 2018; and

. an increase in cost of packaging materials by 29.3% from RMB1,037 million in 2017 to
RMB1,341 million in 2018, primarily due to an increase in the sales volume of our products.
The percentage of costs of packaging materials to total revenue increased from 5.9% in 2017
to 6.5% in 2018, primarily due to the increased average procurement price of cardboard
boxes and labels in 2018.

Gross Profit and Gross Profit Margin

The table below sets forth a breakdown of our gross profit and gross profit margin by product

category for the periods indicated.

Year Ended December 31, Five Months Ended May 31,

2017 2018 2019 2019 2020

Gross Gross Gross Gross Gross
Gross Profit Gross Profit Gross Profit Gross Profit Gross Profit
Profit Margin Profit Margin Profit Margin Profit Margin Profit Margin

RMB RMB RMB RMB RMB
(million) % (million) % (million) % (million) % (million) %

Packaged drinking water

products 6,123 60.5% 0,656 56.5% 8,033 60.2% 3413 60.9% 3,366 62.8%
Tea beverage products 1,505 58.0% 1,764 58.1% 1,873 59.7% 901 60.9% 718 61.6%
Functional beverage products 1,528 52.0% 1,655 49.8% 1,922 50.9% 929 50.6% 578 53.3%
Juice beverage products 561 38.2% 762 41.1% 802 34.7% 319 36.7% 307 40.8%
Other products'” 92 24.9% 84 17.4% 81 18.1% 14 10.9% 150 49.8%
Total 9,809 56.1% 10,921 53.3% 13,311 55.4% 5,576 56.2% 5,119 59.1%

Note:

“) Other products primarily include other beverage products such as coffee beverage, soda water beverage, sparkling flavored

beverage and plant-based yogurt products, and agricultural products such as fresh fruits.
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Our gross profit generally increased from 2017 to 2019. Our gross profit increased by 11.3% from
RMB9,809 million in 2017 to RMB10,921 million in 2018, and further increased by 21.9% to
RMB13,311 million in 2019. Packaged drinking water products had the largest contribution to our total
gross profit among all our product categories. The gross profit growth of packaged drinking water
products accounted for 47.9% and 82.7% of our total gross profit growth in 2018 and 2019, respectively.
Due to the impact of the COVID-19 outbreak on our sales revenue, our gross profit decreased by 8.2%
from RMBS5,576 million in the five months ended May 31, 2019 to RMBS5,119 million in the five months
ended May 31, 2020.

Gross profit margin slightly fluctuated during the Track Record Period. Gross profit margin
decreased from 56.1% in 2017 to 53.3% in 2018, then increased by 2.1% to 55.4% in 2019, and further
increased to 59.1% in the five months ended May 31, 2020. Fluctuations in the procurement price of PET
and changes in the product mix were the main factors that affected our gross profit margin.

Packaged Drinking Water Products

Comparison between the five months ended May 31, 2020 and 2019: Gross profit margin of
packaged drinking water products increased from 60.9% in the five months ended May 31, 2019 to 62.8%
in the five months ended May 31, 2020, primarily due to a decrease in the average procurement price of
PET by 18.0% from RMB7,283 per ton in the five months ended May 31, 2019 to RMB5,975 per ton in
the five months ended May 31, 2020. Such increase in the gross profit margin was partially offset by an
increase in the proportion of revenue from medium- to large-sized packaged drinking water products in
revenue from packaged drinking water products, as medium- to large-sized packaged drinking water
products had relatively low gross profit margins.

Comparison between 2019 and 2018: Gross profit margin of packaged drinking water products
increased from 56.5% in 2018 to 60.2% in 2019, primarily due to (i) a decrease in the average
procurement price of PET of 12.6% from RMB&,097 per ton in 2018 to RMB7,074 per ton in 2019; and
(i1) a more rapid increase in the sales volume of packaged drinking water products packed in shrink
wraps, which had relatively low packaging costs, compared with that of packaged drinking water
products packed in cardboard boxes. Such increase in the gross profit margin was partially offset by an
increase in the proportion of revenue from medium- to large-sized packaged drinking water products in
revenue from packaged drinking water products, as medium- to large-sized packaged drinking water
products had relatively low gross profit margins.

Comparison between 2018 and 2017: Gross profit margin of packaged drinking water products
decreased from 60.5% in 2017 to 56.5% in 2018, primarily due to (i) an increase in the average
procurement price of PET of 26.0% from RMB6,426 per ton in 2017 to RMBS&,097 per ton in 2018; and
(ii) an increase in the proportion of revenue from medium- to large-sized packaged drinking water
products in revenue from packaged drinking water products, as medium- to large-sized packaged
drinking water had relatively low gross profit margins.

Tea Beverage Products
Comparison between the five months ended May 31, 2020 and 2019: Gross profit margin of tea

beverage products increased from 60.9% in the five months ended May 31, 2019 to 61.6% in the five
months ended May 31, 2020, primarily due to a decrease in the average procurement price of PET.

- 165 -



FINANCIAL INFORMATION

Comparison between 2019 and 2018: Gross profit margin of tea beverage products increased from
58.1% in 2018 to 59.7% in 2019, primarily due to (i) a decrease in the average procurement price of PET
in 2019; and (ii) a slight increase in the selling price of Tea nt (%) products following the launch of a new
package design.

Comparison between 2018 and 2017: Gross profit margin of tea beverage products in 2018
remained relatively stable as compared to that in 2017, primarily due to a decrease in the overall gross
profit margin of tea beverage products attributable to an increase in the average procurement price of
PET, offset by an increase in the gross profit margin of our Oriental Leaf (3 77 8 Z£) products, which was

primarily due to the increase of its price in mid-2018.
Functional Beverage Products

Comparison between the five months ended May 31, 2020 and 2019: Gross profit margin of
functional beverage products increased from 50.6% in the five months ended May 31, 2019 to 53.3% in
the five months ended May 31, 2020, primarily due to (i) a decrease in the average procurement price of
PET; and (ii) an increase in the proportion of revenue from Victory Vitamin Water (JJ & #EAth @iy 7K)
products in revenue from functional beverage products, as Victory Vitamin Water (JJ & #EAth iy 7K)

products had relatively high gross profit margins.

Comparison between 2019 and 2018: Gross profit margin of functional beverage products
increased from 49.8% in 2018 to 50.9% in 2019, primarily due to a decrease in the average procurement
price of PET in 2019. Such increase was partially offset by the slight decrease in the selling price of our
Scream (2R") products in 2019.

Comparison between 2018 and 2017: Gross profit margin of functional beverage products
decreased from 52.0% in 2017 to 49.8% in 2018, primarily due to (i) an increase in the average
procurement price of PET in 2018; and (ii) the adoption of an upgraded formula for Victory Vitamin
Water (J] &7 #EAth iy 7K) products since October 2017, which resulted in a slight increase in the costs of

its ingredients.
Juice Beverage Products

Comparison between the five months ended May 31, 2020 and 2019: Gross profit margin of juice
beverage products increased from 36.7% in the five months ended May 31, 2019 to 40.8% in the five
months ended May 31, 2020, primarily due to a decrease in the average procurement price of PET.

Comparison between 2019 and 2018: Gross profit margin of juice beverage products decreased
from 41.1% in 2018 to 34.7% in 2019, primarily due to (i) an increase in depreciation costs of our
production lines after new production lines were in operation; (ii) an increase in the costs of our orange
juice products as more self-squeezed not-from-concentrate orange juice with higher costs was used in
such products in 2019 to improve the taste; and (iii) an increase in the percentage of sales of our juice
products and the launch of Farmer’s Orchard (J& R4 [&) products containing 50% fruit juice in 2019
which had relatively low gross profit margins. Such decrease in the gross profit margin was partially

offset by a decrease in the average procurement price of PET in 2019.
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Comparison between 2018 and 2017: Gross profit margin of juice beverage products in 2018
increased from 38.2% in 2017 to 41.1% in 2018, primarily due to (i) a decrease in the per unit packaging
costs of juice beverage products because some of their packages were changed from 15 bottles per box to
24 bottles per box in 2018; (ii) more imported orange juice was used in the formula for orange juice in
2018; (iii) an increase in the gross profit margin of orange juice products attributable to a slight decrease
in the costs of self-squeezed not-from-concentrate orange juice in 2018; and (iv) a slight increase in the
selling price of juice beverage products from in 2018 as compared with that of 2017. Such increase in

gross profit margin was partially offset by an increase in the average procurement price of PET in 2018.

Other Products

Gross profit margin of other products decreased from 24.9% in 2017 to 17.4% in 2018, then
increased to 18.1% in 2019, and further increased to 49.8% in the five months ended May 31, 2020,
primarily due to an increase in the proportion of revenue from other beverage products with relatively

high gross profit margins.
Other Income and Gains

Other income and gains were RMB402 million, RMB534 million, RMB774 million, RMB277
million and RMB 188 million in 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020,
respectively, which accounted for 2.3%, 2.6%, 3.2%, 2.8% and 2.2% of our total revenue, respectively.

The table below sets forth a breakdown of our other income and gains and as percentages of our

total revenue for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)

Other income
Government grants

Related to income” 194 1.1% 226 1.1% 354 1.5% 109 1.1% 110 1.3%

Related to assets® 20 0.1% 24 0.1% 30 0.1% 7 0.1% 13 0.2%
Interest income 137 0.8% 206 1.0% 217 0.9% 84 0.8% 23 0.3%
Income from compensation 10 0.1% 16 0.1% 16 0.1% 7 0.1% 7 0.1%
Sales of scraps 35 0.2% 55 0.3% 66 0.3% 28 0.3% 29 0.2%
Sub-total 396 2.3% 527 2.6% 683 2.9% 235 2.4% 182 2.1%
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Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)

Other gains
Gains from disposal of

right-of-use assets - - 2 0.0% - - - - - -
Fair value gain on financial

assets at fair value

through profit or loss 2 0.0% - - 36 0.1% 31 0.3% - -
Gains on disposal of

subsidiaries - - - - 2 0.0% - - 2 0.0%
Gains on disposal of

property, plant and

equipment - - - - 36 0.1% - - - -
Foreign exchange gains - - - - - - 3 0.0% 1 0.0%
Others 4 0.0% 5 0.0% 17 0.1% 8 0.1% 3 0.1%

Sub-total 6 0.0% 7 0.0% 91 0.3% 42 0.4% 6 0.1%

Total 402 2.3% 534 2.6% 774 32% 271 2.8% 188 2.2%

Notes:

o Government grants related to income were received as rewards for our contributions to the local economic growth. See Note
6 to “Appendix I — Accountants’ Report.”

@ Government grants related to assets were received in relation to our investments in our production bases, as rewards for our

contributions to the local economic growth. See Note 6 to “Appendix I — Accountants’ Report.”

Comparison between the five months ended May 31, 2020 and 2019: Other income and gains
decreased by 32.1% from RMB277 million in the five months ended May 31, 2019 to RMB 188 million in
the five months ended May 31, 2020, primarily due to (i) a decrease in interest income of RMB61 million
attributable to a decrease in our structured deposits; and (ii) fair value gain on financial assets at fair
value through profit or loss of RMB31 million obtained from sale of securities in which we invested in the
five months ended May 31, 2019, while in the five months ended May 31, 2020 we did not generated such

gain.

Comparison between 2019 and 2018: Other income and gains increased by 44.9% from RMB534
million in 2018 to RMB774 million in 2019, primarily due to (i) government grants from the government
as rewards for our contributions to the local economic growth; and (ii) fair value gain on financial assets
at fair value through profit or loss of RMB36 million obtained from sale of securities in which we

invested.
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Comparison between 2018 and 2017: Other income and gains increased by 32.8% from RMB402
million in 2017 to RMB534 million in 2018, primarily due to (i) an increase in interest income of RMB69
million, attributable to an increase in bank balance; (ii) government grants from the government as
rewards for our contributions to the local economic growth; and (iii) an increase in sales of scraps of
RMB20 million, attributable to the increased amount of scrap as a result of our increased production

volume.

Selling and Distribution Expenses

During the Track Record Period, our selling and distribution expenses primarily included logistics
and storage expenses, advertising and promotion expenses and staff costs. In 2017, 2018 and 2019, our
selling and distribution expenses were RMB4,890 million, RMB5,218 million, RMB5,816 million,
respectively, which accounted for 28.0%, 25.5%, 24.2% of our total revenue, respectively. The
continuous decrease in the percentage of selling and distribution expenses to total revenue from 2017 to
2019 was primarily due to the continuous improvement in the efficiency of our logistics and storage
management and sales personnel. For the five months ended May 31, 2020, due to the impact of
COVID-19 outbreak, our selling and distribution expenses were RMB2,127 million, which accounted for
24.5% of our total revenue. Our selling and distribution expenses in the five months ended May 31, 2020
decreased as compared with the RMB2,252 million in the five months ended May 31, 2019.

The table below sets forth a breakdown of our selling and distribution expenses and as percentages

of our total revenue for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)

Logistics and storage

expenses 2,336 13.4% 2,257 11.0% 2,526 10.5% 999 10.1% 905 10.4%
Advertising and promotion

expenses 982 5.6% 1,234 6.0% 1,219 5.1% 428 4.3% 399 4.6%
Staff costs 1,086 6.2% 1,097 5.4% L177  4.9% 497 5.0% 433 5.0%
Depreciation and

amortization 183 1.0% 251 1.2% 396 1.6% 154 1.6% 181 2.1%
Others'” 303 1.8% 379 1.9% 498 2.1% 174 1.7% 209 2.4%
Total 4,890  28.0% 5218  25.5% 5,816 24.2% 2,252 22.7% 2,127 24.5%

L e———e——e—————————————————

Note:

@ Others primarily include travel expenses and costs of pallets used for loading products.
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Comparison between the five months ended May 31, 2020 and 2019: Selling and distribution
expenses decreased by 5.6% from RMB2,252 million in the five months ended May 31, 2019 to
RMB2,127 million in the five months ended May 31, 2020, primarily due to decreases in our logistics and
storage expenses, advertising and promotion expenses and staff costs attributable to the impact of the
COVID-19 outbreak. Such decreases were partially offset by the increase in depreciation and
amortization, as well as low-value consumables. The proportion of selling and distribution expenses in
total revenue increased from 22.7% in the five months ended May 31, 2019 to 24.5% in the five months
ended May 31, 2020, primarily due to a decrease in our total revenue and increases in the proportion of
depreciation and amortization, logistics and storage expenses in total revenue in the five months ended
May 31, 2020 attributable to the impact of the COVID-19 outbreak.

Comparison between 2019 and 2018: Selling and distribution expenses increased by 11.5% from
RMBS5,218 million in 2018 to RMBS5,816 million in 2019, primarily due to an increase in logistics and
storage expenses, staff costs and depreciation and amortization. Such increase was partially offset by a
decrease in advertising and promotion expenses. The percentage of selling and distribution expenses to
total revenue decreased from 25.5% in 2018 to 24.2% in 2019, primarily due to (i) a decrease in the
percentage of advertising and promotion expenses to total revenue from 6.0% in 2018 to 5.1% in 2019,
primarily because we put significant efforts in promoting the brand of our Victory Vitamin Water (JJ &7
#EAh @ 7K) in 2018 through frequent product placements in variety shows while we had fewer
advertisements in 2019; (ii) a decrease in the percentage of logistics and storage expenses to total revenue
from 11.0% in 2018 to 10.5% in 2019, primarily due to an increase in operational efficiency upon
optimization of logistics and storage management; and (iii) a decrease in the percentage of staff costs to
total revenue from 5.4% in 2018 to 4.9% in 2019, primarily due to the improvement in efficiency of our
sales personnel. Such decrease was partially offset by an increase in the percentage of depreciation and
amortization to total revenue. The percentage of depreciation and amortization to total revenue increased
from 1.2% in 2018 to 1.6% in 2019, primarily because we increased investment in retail points of sale by

deploying more sales equipment such as refrigerators and vending machines.

Comparison between 2018 and 2017: Selling and distribution expenses increased by 6.7% from
RMB4,890 million in 2017 to RMB5,218 million in 2018, primarily due to the increase in advertising and
promotion expenses and depreciation and amortization in connection with equipment for sales and
distribution attributable to our enhancement of brand promotion. Such increase was partially offset by a
decrease in storage and logistics expenses. The percentage of selling and distribution expenses to total
revenue decreased from 28.0% in 2017 to 25.5% in 2018, primarily due to (i) a decrease in the percentage
of our logistics and storage expenses to total revenue from 13.4% in 2017 to 11.0% in 2018, primarily
attributable to the enhancement of our logistics and storage management; and (ii) the decrease in the
percentage of staff costs to total revenue from 6.2% in 2018 to 5.4% in 2019, primarily attributable to the
improved efficiency of our sales personnel. Such decrease was partially offset by an increase in
advertising and promotion expenses, primarily because we placed more advertisements for the brand of our
Victory Vitamin Water (J] &7 4E{thfir/K), particularly through frequent product placement in variety
shows. The percentage of our advertising and promotion expenses to total revenue increased from 5.6% in
2017 to 6.0% in 2018.
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Administrative Expenses

In 2017, 2018 and 2019, our administrative expenses were RMB859 million, RMB 1,065 million,
RMB1,383 million, respectively, which accounted for 4.9%, 5.2%, 5.8% of our total revenue,
respectively. During the Track Record Period, our administrative expenses primarily included
management staff costs and depreciation and amortization of equipment and office buildings. The
percentage of management staff costs to total revenue remained relatively stable, while the increase in
depreciation and amortization and the one-off equity-settled share award expenses made in 2019 were the
main reasons for the increase in the percentage of administrative expenses to total revenue. In the five
months ended May 31, 2020, our administrative expenses were RMB595 million, which accounted for
6.9% of total revenue. Our administrative expenses in the five months ended May 31, 2020 increased as
compared with the RMB523 million in the five months ended May 31, 2019.

The table below sets forth a breakdown of our administrative expenses and as percentages of our

total revenue for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)
Staff costs 339 1.9% 361 1.8% 428 1.8% 188 1.9% 180 2.1%
Depreciation and
amortization 154 0.9% 216 1.1% 279 1.2% 132 1.3% 148 1.7%
Research and development
costs 47 0.3% 107 0.5% 115 0.5% 45 0.5% 60 0.7%
Office and travel expenses 116 0.7% 164 0.8% 142 0.6% 61 0.6% 48 0.6%

System and equipment

repair and maintenance

expenses 100 0.6% 80 0.4% 147 0.6% 45 0.5% 74 0.9%
Equity-settled share award

expenses - - - - 157 0.7% - - - -
Listing expenses - - - - 7 0.0% - - 22 0.3%
Others 103 0.5% 137 0.6% 108 0.4% 52 0.5% 63 0.6%
Total 859 4.9% 1,065 5.2% 1,383 5.8% 523 5.3% 595 6.9%

Comparison between the five months ended May 31, 2020 and 2019: Administrative expenses
increased by 13.8% from RMB523 million in the five months ended May 31, 2019 to RMB595 million in
the five months ended May 31, 2020, primarily due to (i) an increase in expenses incurred by the
development of our information system; (ii) the listing expenses of RMB22 million; (iii) an increase in
depreciation and amortization included in administrative expenses during the shutdown during the

COVID-19 outbreak; and (iv) an increase in research and development expenses of new products.
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Comparison between 2019 and 2018: Administrative expenses increased by 29.9% from
RMB1,065 million in 2018 to RMB 1,383 million in 2019, primarily due to (i) our equity-settled share
award expenses of RMB157 million incurred in 2019, which was a one-off payment and represented the
share incentives given to employees in 2019; (ii) an increase in the system and equipment repair and
maintenance expenses, primarily attributable to IT service fee paid to Rainbow Fish Technology for the
development of our operational, financial and management information systems; (iii) an increase in staff
costs, primarily attributable to the Company’s employment of certain employees with profound
management experience or enormous growth potential as well as the provision of more bonus to
employees in 2019; and (iv) an increase in depreciation of equipment.

Comparison between 2018 and 2017: Administrative expenses increased by 24.0% from RMB859
million in 2017 to RMB1,065 million in 2018, primarily due to (i) an increase in depreciation of
equipment; (ii) an increase in research and development costs attributable to our investment in research
and development of new products and design of new packages; and (iii) an increase in office and travel
expenses, resulting from more frequent visits to frontline business locations.

Other Expenses

In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, other expenses were
RMB 19 million, RMB405 million, RMB371 million, RMB7 million and RMB3 million, respectively,
which accounted for 0.1%, 2.0%, 1.5%, 0.1% and 0.0% of our revenue, respectively. Our other expenses
in 2018 and 2019 were primarily the donations of RMB360 million and RMB360 million, respectively,
which were made to Zhongziyi Education Fund. Zhongziyi Education Fund was initiated and founded by
Mr. Zhong Shanshan to support educational development and was controlled by Mr. Zhong Shanshan, one
of our Controlling Shareholders. Zhongziyi Education Fund, as an associate of Mr. Zhong Shanshan, will
become our connected person within the meaning of the Listing Rules upon the Listing. For all connected
transactions (including connected transactions in relation to the Zhongziyi Education Fund), the
Company will strictly comply with applicable regulations in relation to connected transactions under the
Listing Rules upon Listing. During the Track Record Period, Mr. Zhong Shanshan or his associates did
not receive any benefits, whether monetary or non-monetary, from Zhongziyi Education Fund. Zhongziyi
Education Fund upholds the objectives of “funding private education initiatives, improving basic
education, cultivating talents specialized in engineering and scientific technologies, and creating the
environment and conditions for talent cultivation.” It funds the establishment of private universities,
secondary schools, primary schools and kindergartens, cultivation of outstanding talents, educational and
scientific research activities as well as other educational initiatives in line with the objectives of the fund.
We have been paying attention to and supporting poor regions, natural disaster-stricken or
epidemic-stricken areas, educational and scientific researches, and sports. Zhongziyi Education Fund
echoes the philosophy of our Company to support educational initiatives. Therefore, we made two
donations to it during the Track Record Period, and looked into the specific details of projects that the
fund intended to support when deciding the donation amount. It is expected that such donations will not
be made on a recurring basis in the future.

Zhongziyi Education Fund is a non-for-profit legal entity established under the Regulations for the
Management of Foundations ({F&4 &% HEH])) promulgated by the State Council and holds the
“Certificate of Registration as a Legal Entity for Foundation (Charitable Organization)” ({Z& 4 &% A&
Flas i (25 414%) )) issued by the Xihu Civil Affairs Bureau of Hangzhou City, and is subject to the
governance of the relevant competent business authority, Xihu District Education Bureau of Hangzhou
City. In accordance with the Regulations for the Management of Foundations and the constitution of
Zhongziyi Education Fund, the council is the decision-making body of the fund. There are five council
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members, with Mr. Zhong Shanshan, a Controlling Shareholder and a director of Yangshengtang, serving
as the vice president of the fund, who may, through attending council meetings, make decisions and
determine major business plans of the fund, together with the other four council members, including
plans on raising fund, the management and use of fund, reviewing annual estimates of income and
expenditure and final accounts of the fund. According to the constitution of Zhongziyi Education Fund,
ordinary resolutions shall be approved by more than half of the council members present at the meeting,
while special resolutions, including but not limited to the fundraising and investment, shall be approved
by more than two-thirds of the council members present at the meeting. Except for Mr. Zhong Shanshan,
no other person from the Controlling Shareholders or their associates were members of the council. In
addition, each council member has the rights and obligations to monitor the operations of the fund. In
accordance with the Regulations for the Management of Foundations, Xihu District Education Bureau of
Hangzhou City, the competent business authority of the fund, is responsible for guiding and monitoring
the public welfare activities of the fund and conducting annual preliminary reviews on the fund; Xihu
Civil Affairs Bureau of Hangzhou City, which is the registration management authority of the fund,
conducts regular supervision and annual inspections of the fund. Every year, upon passing the annual
inspection of the registration management authority, the fund shall publish its annual report reviewed and
approved by the competent business authority on the designated media channel and shall be subject to the
monitoring of the public. The annual report shall include: a financial and accounting report, an audit
report by certified public accountant, details about the fundraising activities, acceptance of donations and
provision of subsidies, as well as staff movements and organizational changes. The Company mainly
monitors the use of donations by Zhongziyi Education Fund through the annual reports published by the
fund. In addition, in accordance with the Regulations for the Management of Foundations and the
constitution of Zhongziyi Education fund, upon donations to the fund, the Company, as a donor, has the
right to make enquiries to the fund regarding the use and management of the donations and provide
suggestions and advice, and the fund shall reply in a timely and candid manner.

The table below sets forth a breakdown of our other expenses and as percentages of our total
revenue for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)

Donations 4 0.0% 366 1.8% 362 1.5% 1 0.0% 2 0.0%
Foreign exchange loss, net 2 0.0% 11 0.1% 6 0.0% - - - -
Loss on disposal of

property, plant and

equipment 1 0.0% 1 0.0% - - 6 0.1% 1 0.0%
Fair value change loss on

financial assets at fair

value through profit or

loss - - 14 0.1% - - - - - -
Others 6 0.0% 7 0.0% 3 0.0% - - - -
Total 19 0.1% 405 2.0% n 1.5% 7 0.1% 3 0.0%
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Finance Costs

Finance costs amounted to RMBS8 million, RMB4 million, RMB16 million, RMB1 million and
RMB23 million in 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, respectively.
Our finance costs included interest expenses on interest-bearing borrowings and interest expenses on

lease liabilities.

The table below sets forth a breakdown of our finance costs and as percentages of our total revenue

for the periods indicated.

Year Ended December 31, Five Months Ended May 31,
2017 2018 2019 2019 2020
Percentage Percentage Percentage Percentage Percentage

RMB of total RMB of total RMB of total RMB of total RMB of total
(million) revenue (million) revenue (million) revenue (million) revenue (million) revenue

(Unaudited)
Interest expenses on
interest-bearing
borrowings 5 0.0% 1 0.0% 13 0.1% - - 22 0.3%
Interests expenses on lease
liabilities 3 0.0% 3 0.0% 3 0.0% 1 0.0% 1 0.0%
Total 8 0.0% 4 0.0% 16 0.1% 1 0.0% 23 0.3%

Comparison between the five months ended May 31, 2020 and 2019: Finance costs increased
significantly from RMB1 million in the five months ended May 31, 2019 to RMB23 million in the five
months ended May 31, 2020, primarily due to an increase in interest expenses on interest-bearing
borrowings as we increased interest-bearing borrowings in the five months ended May 31, 2020. See “—

Indebtedness.”

Comparison between 2019 and 2018: Finance costs increased significantly from RMB4 million in
2018 to RMB16 million in 2019, primarily due to an increase in interest expenses on interest-bearing

borrowings as we took out interest-bearing borrowings of RMB1,000 million in 2019. See “—

Indebtedness.”
Comparison between 2018 and 2017: Finance costs decreased by 50.0% from RMBS8 million in

2017 to RMB4 million in 2018, primarily due to a decrease in interest expenses on interest-bearing

borrowings as we paid off all our interest-bearing borrowings in 2018.

174 -



FINANCIAL INFORMATION

Income Tax Expense

The table below sets forth a breakdown of our income tax expense for the periods indicated.

Five Months Ended

Year Ended December 31, May 31,
2017 2018 2019 2019 2020
RMB RMB RMB RMB RMB
(million) (million) (million) (million) (million)
(Unaudited)
Current — PRC
Charge for the year 1,098 1,134 1,529 731 653
(Over)/under provision in
prior year (5) (0) (D (D 4
Current — other jurisdiction 0 0 0) 0) 0
Deferred (44) 17 17 (20) (29)
Income tax expense 1,049 1,151 1,545 710 628
Effective tax rate 23.7% 24.2% 23.8% 23.1% 24.5%
I I I I

In 2017, 2018 and 2019 and the five months ended May 31, 2019 and 2020, our effective tax rates
were 23.7%, 24.2%, 23.8%, 23.1% and 24.5%, respectively, which were lower than the 25% statutory rate
primarily because we had certain subsidiaries which enjoyed preferential tax treatments. As of May 31,
2020 we had (i) three subsidiaries which were entitled to an income tax rate of 15% under the Western
Development Strategy; and (ii) four subsidiaries engaged in agricultural projects that were exempt from
income tax. Our effective tax rates during the Track Record Period fluctuated primarily due to the
unrecognised tax losses arising from two entities established by us in New Zealand. See Note 11 to

“Appendix I — Accountants’ Report.”

The above-mentioned unrecognised tax losses were primarily professional fees, such as
construction consulting fees, public relationship fees and legal fees related to the acquisitions of Otakiri
Springs Limited in New Zealand during the Track Record Period. Such acquisitions have not been
completed as of the Latest Practicable Date and they are still subject to the local proceedings in New
Zealand. We believe there are uncertainties surrounding our business in New Zealand. As a result, there
may not be sufficient taxable pro