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BRIFRKHERAS NONGFU SPRING CO., LTD.

REWF,

emixmsne 9507

Established in 1996, Nongfu Springs Co., Ltd. is a leader in the
packaged drinking water and beverage industry in the PRC. Our
major products include packaged drinking water, tea beverage,
functional beverage and juice beverage. The Company was
transformed from a limited liability company into a joint stock
company with limited liabilities in June 2001 and listed on the Main
Board of the Hong Kong Stock Exchange in September 2020 (stock
code: 9633. HK).

We believe in offering natural and healthy products and insist on
using high quality raw materials. All of our packaged drinking water
products are sourced from quality natural water sources containing
natural mineral elements. We possess industry-leading equipment,
manufacturing capabilities, strong supply chain management
capabilities and rigorous quality assurance systems.

We have established dual growth engines, packaged drinking water
and beverage and set up a nationwide sales network covering all
provinces, municipalities and prefecture-level administrative divisions
across China. We implement a multi-brand strategy, have long-term
visions for our brands and strong brand communication capabilities,
and have built a super brand in the PRC soft beverage market.

4 2020 Annual Report



B=

DEFINITIONS

[FERRAS
“AGM”

[RRIER R ER
“Articles of Association
or “Articles”

[ L 78 T 25 T 0B AR S
HE2R % |

“Basic R&D and Test
Framework Agreement”

=34

“Board”

(el
“China” or “PRC”

”»

[AARIHMBEBRLE]
“Company” or “Nongfu
Spring”

[ARE ISk FE D =% ]
“Company Law” or
“PRC Company Law”

[HEIRAR R
“Controlling Shareholder(s)”

[{EERTA)]
“Corporate Governance
Code”

[E=E]

“Director(s)”

&R

“Domestic Shares”

[ZIRBE ]
“Global Offering”

[ A& E k[ #1M
“Group”, “the Group”,
“we” or “us”

[HA ]
“H Share(s)”

[HiH &8 ]

“Hangzhou Youfu”

[&E]
“Hong Kong” or “HK”

“F Rz 2020 Annual Report

RNAFER2021466 A25H (2B R ) BRMNFERRAS
the annual general meeting of the Company to be held on Friday, June 25, 2021

RRATER LT BEERN AR ER(EERT)
the articles of association of the Company, as amended, which was effective on the Listing Date

RATIR20205F8 A 12 B BE A% K B 2 F I8 A 713 4 2 RABYRF TP R] S A0 E0EAR25 s Bl IR TG HE SR
the basic R&D and test framework agreement entered into by the Company with Yangshengtang and its
wholly-owned subsidiary, YST Natural Medicine Research on August 12, 2020

RARERE

the board of Directors of the Company

REARKNE  pAFEREMNS @ TEEEE  BFRAE

the People’s Republic of China, excluding, for the purpose of this annual report, Hong Kong, Macau and
Taiwan

BRINRBMDARRAT - 199649 A26 BIREF BUAREKR Y 2 ID AR AR
Nongfu Spring Co., Ltd. (BX LI R ZHD AR A7), a joint stock company with limited liabilities established
under the laws of the PRC on September 26, 1996

FEARAFBIARDE - &KTRHER] » s A5 B
Company Law of the People’s Republic of China (12 A R M E A 7])%), as amended, supplemented or
otherwise modified from time to time

BACETRADFE TORE - EERBEERELEY
has the meaning ascribed under the Listing Rules and refers to Mr. Zhong Shanshan and Yangshengtang

CEMAR DRI EERFRDR(BEERRE)
Corporate Governance Code and Corporate Governance Report in Appendix 14 to the Listing Rules

RARES

director(s) of the Company

RRARBRAHEREEARBOATHEER - UARBRELHE
ordinary Shares in the share capital of the Company with a nominal value of RMBO.1 each, which are
subscribed for and paid up in Renminbi

EELFRELEREE
the Hong Kong Public Offering and the International Offering

RRFIREMBRR (AR XEMT - BARAREEA—HKAZKMBLRF]) - HHXEAE - AIBAR
BRI RIRENTE A BEIER A A AT H BRI T 5 M EM B AR - MnEREERE AR A RNHE AR

the Company and its subsidiaries (or the Company and any one or more of its subsidiaries, as the content
may require), or where the context so requires, in respect of the periods before the Company became the
holding company of its present subsidiaries, such subsidiaries as if they were subsidiaries of the Company at
the relevant time

RAFRAHBREEARKATHRII EHINER - AETEE - WHREBMZMM EH
overseas listed foreign Shares in the share capital of the Company with a nominal value of RMBO.1 each,
which are traded in HK dollars and are listed on the Hong Kong Stock Exchange

MMRBEEERFR AR - R2009F 12 A 14ARBFBEERZRIZAREMERR  BEZRAITTEY
REEENRRIHERRTCELERE

Hangzhou Youfu Enterprise Management Company Limited (1)1 & i@ 2 & 8 AR 2 ), a limited

liability company established under the laws of the PRC on December 14, 2009, which is a shareholder of
Yangshengtang and wholly owned by Mr. Zhong Shanshan as of the Latest Practicable Date

P EEBRITTEHE
the Hong Kong Special Administrative Region of the PRC

RXIWRBHHRAS NONGFUSPRING CO., LTD. / 3



= DEFINITIONS

[(&#& LRI K
[{EmRAN]

“Hong Kong Listing Rules”
or “Listing Rules”

[ &R A ISR B 32 AT
“Hong Kong Stock
Exchange” or “Stock
Exchange”

[ByE=7

“independent third party(ies)”

[TERRRBERTZ
“IT Product and Service
Framework Agreement”

[R&EATAM]

“Latest Practicable Date”

[k
“Listing”
[EWmBEH]
“Listing Date”

[<1r2E<p Al |
“Model Code”

[ B AR

“Over-allotment Option”

r4J

“province”

[BRER ]
“Prospectus”

[ BREBHELR 17575
“Purchasing Framework
Agreement”

[ R4 RaBH |
“Rainbow Fish Technology”

[RE R ]
“Reporting Period”

[AR¥]
“RMB?” or “Renminbi”

B4 ]
“Share(s)”

4 / BRIREHHERAE NONGFU SPRING CO., LTD.

BBMERFMBRARES FHHRA - ETRERT - iz AR MR B
the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong Limited, as amended,
supplemented or otherwise modified from time to time

EABARSAERAT
The Stock Exchange of Hong Kong Limited

BIEH— 6 BERBMESHA - WHEARRBEALTHAL
party(ies) who are not connected persons of the Company as far as our Directors are aware after having
made all reasonable enquiries

RNAFR2020F8 A 120 BB A = R B 2 B KB A TR ML AR AT S HITE f R IRSIE SR ik
the IT product and service framework agreement entered into by the Company with Yangshengtang and its wholly-
owned subsidiary, Rainbow Fish Technology on August 12, 2020

20215F4 198 » BIARF|AT EN AT ph#ETE AN F ¥R PrElE T E R RZAI1TH

April 19, 2021, being the latest practicable date for the purpose of ascertaining certain information contained
in this annual report prior to its publication

HARPA BB E S P =R B

listing of the H Shares on the Main Board of the Hong Kong Stock Exchange

RAFHRNE BB AT E R &R B BN B - £2020F9A8H (28 =)

Tuesday, September 8, 2020, the date on which our H Shares are listed and from which dealings therein are
permitted to take place on the Hong Kong Stock Exchange

CETRADMESEH( EMBEITAERETER X ZHRESTR)

the Model Code for Securities Transactions by Directors of Listed Issuers under Appendix 10 to the Listing Rules

RAFIRTERDHEMEAEERE - AEE2RHAA (RKREREHE)RIEER 0 HHETE - BIEARF)
BIRE BB E 31714 $£58,234,600i FEINHAR - SA(H A BIF) W2 BB EENBES R (nE) (BR
ERFTER)

option granted by the Company to the International Underwriters, exercisable by the Joint Global Coordinators
(on behalf of the International Underwriters) pursuant to the International Underwriting Agreement, pursuant to
which the Company may be required to allot and issue up to an aggregate of 58,234,600 additional H Shares
at the Offer Price to, among other things, cover over-allocations in the International Offering, if any (as defined
in the Prospectus)

7 HIAXEME - AREARITEP AR EREENEED
a province or, where the context requires, a provincial level autonomous region or municipality, under the direct
supervision of the central government of the PRC

RARIGREARFRE MM 202058 A25 B FIBHBRETE

the prospectus issued by the Company on August 25, 2020 in connection with the Hong Kong Public Offering
RNRARHR2020F8 A 120 S A ZRT T HRIBIER 2

the purchasing framework agreement entered into by the Company with Yangshengtang on August 12, 2020

LR Hﬁaﬂ&“ﬁﬁﬁé A - 7200354 F10BIRIBFBEEER I 2 ERBERR - BEKEA
EERENBA

Zhejiang Rainbow Fish Technology Company Limited (47T # 41 & &H% AR A &), a limited liability company
established under the laws of the PRC on April 10, 2003, which was a wholly-owned subsidiary of
Yangshengtang as of the Latest Practicable Date

20201 A1AE2020%12 A31 B4
the period from January 1, 2020 to December 31, 2020

FEDETEBE AR
Renminbi, the lawful currency of the PRC

ARREAHFHREAEAREITHERRK

ordinary shares in the share capital of the Company with a nominal value of RMBO0.1 each

TEH - BE

4 2020 Annual Report



&

“Shareholder(s)”

(KB AT ]
“subsidiary(ies)”

[EE=]

“Supervisor(s)”

[EEg ]

“Supervisory Committee”

[EEE |
“Yangshengtang”

[BEZEH
“Yangshengtang Group”

[BEZRAEYHRH]
“YST Natural Medicine
Research”

(%]
e

“F Rz 2020 Annual Report

2 DEFINITIONS

A A

holder(s) of the Shares

BEREBENE22B( R AHEPIDFRAPTERE

has the meaning ascribed to it in Schedule 1 of the Companies Ordinance (Chapter 622 of the law of Hong Kong)
NARIESE

supervisor(s) of the Company

ARREFE

supervisory committee of the Company

BHEEFRAT - M1993F3A12BRBPBIEEKR L BEREEAR - HERKEATHE - SRR
HEMMRE AR ERA (BIEEEEZ8.38% EBMMNKIE(RERMKEEHESE ) BB NHEER1.62%)
Yangshengtang Co., Ltd. (B4 & AR A 7)), a limited liability company established under the laws of the PRC
on March 12, 1993, which was a Controlling Shareholder and wholly owned by Mr. Zhong Shanshan (including
98.38% direct interest and 1.62% indirect interest through Hangzhou Youfu, which is wholly owned by Mr.
Zhong Shanshan) as of the Latest Practicable Date

BEERAMBAR
Yangshengtang and its subsidiaries

AT A ERAEMRARAMARAR - K1999F10 A28 AIRIEFBIERK L 2 AR EERR - BHEREA
TEH  REEENZENRBAR

Zhejiang Yangshengtang Natural Medicine Research Company Limited (#7154 2 KA BEYFRIEFT AR A 7)),
a limited liability company established under the laws of the PRC on October 28, 1999, which was a wholly-
owned subsidiary of Yangshengtang as of the Latest Practicable Date

Ak

percentage

RXIWRBHHRAS NONGFUSPRINGCO.,LTD. / 5
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BRIFRKHERAS NONGFU SPRING CO., LTD.

SHARE LISTING

The Stock Exchange of Hong Kong Limited
(Stock Code: 9633)

LISTING DATE
September 8, 2020

REGISTERED OFFICE AND HEAD OFFICE

No.181 Geyazhuang
Xihu District
Hangzhou, Zhejiang
PRC

PRINCIPAL PLACE OF BUSINESS IN HONG KONG

Room F, 6/F, CNT Tower
338 Hennessy Road
Wan Chai

Hong Kong

COMPANY’S WEBSITE

www.nongfuspring.com

BOARD OF DIRECTORS

EXECUTIVE DIRECTORS

Mr. Zhong Shanshan (Chairman and General Manager)
Mr. Guo Zhen

Mr. Zhou Li

Ms. Zhou Zhenhua

Mr. Liao Yuan

NON-EXECUTIVE DIRECTOR
Mr. Zhong Shu Zi

INDEPENDENT NON-EXECUTIVE DIRECTORS
Mr. Stanley Yi Chang

Mr. Yang, Lei Bob

Mr. Lu Yuan

SUPERVISOR COMMITTEE

Ms. Qiu Hongying (Chairman)
Mr. Liu Xiyue
Mr. Rao Minghong

JOINT COMPANY SECRETARIES

Ms. Han Linyou
Ms. Mak Po Man Cherie
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AF]EF CORPORATE INFORMATION

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

AUTHORISED REPRESENTATIVES

Ms. Han Linyou
Ms. Zhou Zhenhua

PRINCIPAL BANKERS

Industrial and Commercial Bank of China Hangzhou Yangbatou Branch
Agricultural Bank of China Hangzhou Branch

Bank of China Zhejiang Branch

China Construction Bank Zhijiang Branch

China Everbright Bank Hangzhou Branch

HONG KONG LEGAL ADVISOR

William Ji & Co. LLP in Association
with

Tian Yuan Law Firm Hong Kong Office
Room 3304-3309, 33/F Jardine House
One Connaught Place

Central

Hong Kong

PRC LEGAL ADVISOR

Tian Yuan Law Firm

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

Xicheng District

Beijing

PRC
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COMPLIANCE ADVISER

Somerley Capital Limited
20/F, China Building

29 Queen’s Road Central
Hong Kong

OVERSEAS AUDITOR

Ernst & Young

Certified Public Accountants
Registered Public Interest Entity Auditor
22/F, CITIC Tower

1 Tim Mei Avenue

Central

Hong Kong

DOMESTIC AUDITOR

Pan-China Certified Public Accountants LLP

Tower B, China Resources Building, 1366 Qianjiang Road
Jianggan District

Hangzhou, Zhejiang

PRC

H SHARE REGISTRAR

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

183 Queen’s Road East

Wan Chai

Hong Kong
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MBHE

HZ12A31BLEE
Year Ended December 31,
20174 20184 20194
2017 2018 2019
ARBEEL AREBBEL AREBEER
RMB million RMB million RMB million
Wes REVENUE 17,491 20,475 24,021 22,877
EF| GROSS PROFIT 9,809 10,921 13,311 13,508
Ry =y PROFIT BEFORE INCOME TAX 4,435 4,763 6,499 6,986
FriefiY Income tax expense (1,049) (1,151) (1,545) (1,709)
FERF PROFIT FOR THE YEAR 3,386 3,612 4,954 5,277
NEVEB AFEEEF Profit attributable to owners
of the parent 3,379 3,606 4,949 5,277
AR ARETT AREETT AR¥R
RMB RMB RMB RMB
FREREF Earnings per share 0.31 0.33 0.46 0.48
g EF BR T 88 AE R
REVENUE GROSS PROFIT PROFIT BEFORE
INCOME TAX
AREBETT AREBETT AREBET
RMB million RMB million RMB million
24,021
22,877
13,311 13,508 6,986
20,475 6,499
10,921
17,491 9,809
4,435 4,763
2017 2018 2019 2020 2017 2018 2019 2020 2017 2018 2019 2020

“F Rz 2020 Annual Report
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B #%# 2 FINANCIAL HIGHLIGHTS

M12A318
As at December 31,

20174 20184 20194F

2017 2018 2019

ARBEEL AREBBEL AREBEER

RMB million RMB million RMB million
WEE Total assets 16,623 20,950 17,796 25,859
waEE Total liabilities 5,458 6,534 7,914 10,367
BB Total equity 11,165 14,416 9,882 15,492
ReEMREEEY Cash and cash equivalents 2,563 1,764 1,083 9,119
mB&E (BfE)%5  Current assets/(iabilities), net 1,660 2,678 (3,069) 2,367

10 / BXWRKHHRAS NONGFU SPRING CO., LTD.
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CHAIRMAN’S STATEMENT

EHHEULRE :

2020%F - FIWEBHEHEEFHEEMS
BREEHE - BISHHE - o EBISAHTHE
B AR TESMET - BEEIERE
NBE  HEEFEIERBEROEE
BB R TEBSHEE - =BT
FBES2019F T7.97%  EREEMR
FIKEETE10.44% « ABTHEER 7%
AT BRIE FYE Bg o

NEE2020F Az B AR #22877H
BT A2019F T [£4.8% - EARKH
TRRIE TERITNAEREE N - 2020F A&
E&AREB ABGEREB019FMAR
40408 BB NEARKS277TEE T
(I —RrmEgEmENEREAARK
5577TEETL) - AK - EEESMAKA
RIFEHRE - 2020F M2 /EFRSRE L
2019FHE112.8% E ARKEB,420F & JT ©

ERAEE2020F ML EIFN - ERAE
EMAEG  BEFBSHKL  UREATH
£ SFREBRAQRRERITHNFERE
RKEREZRBEEHE2020F12 A31H ILF
ERBESREGHRARE0A7IT (A
BARBE1912H87T) °

“F Rz 2020 Annual Report

Dear shareholders,

In 2020, the COVID-19 outbreak significantly impacted the global
economy and the consumer sector. Due to the pandemic, some
consumption venues were shut down, people cut back on exercises
and travels, and wearing masks became a daily routine, all of which
directly affected the consumption of beverage products. According
to the China Beverage Industry Association, the production volume
of the nation’s beverage industry fell by 7.97% as compared to 2019,
and the production volume of packaged drinking water decreased by
10.44%. The beverage industry has experienced an unprecedented
profound challenge.

The total revenue of the Group in 2020 was RMB22,877 million,
representing a year-on-year decrease of 4.8% as compared to 2019.
Nonetheless, the Group still managed to achieve good profitability.
Profit attributable to the owners of the parent in 2020 recorded
an increase from RMB4,949 million in 2019 to RMB5,277 million
(RMB5,577 million if after deducting one-time non-operating gains
and losses). Meanwhile, our working capital level remained stable,
and cash flow from operating activities in 2020 increased by 12.8% as
compared to 2019, to RMB8,429 million.

In light of the Group’s operations in 2020 and taking into account
earnings, overall financial condition and capital expenditures of the
Group, the Board has recommended the distribution of a cash
dividend of RMBO0.17 per share for the year ended December 31,
2020 at the forthcoming annual general meeting of the Company (total
dividends will amount to RMB1,912 million).

RXIWRBHHRAS NONGFU SPRING CO., LTD.  / 11



EER3E CHAIRMAN’S STATEMENT

BERFIE B HEE B R AR ES)
ERRORE  BBRSHRAKERNORE
BEXR  BERFKABNE ENRGER
BRI FEZRAPRAMMERRERILR
S H - BPSIEERPFRAT - R
RHBEEFRRNELERNER - ERHER
FREEETS MR - LSEENAR
BEREONRTNEY  BEERRLET
ERENAARN - E—FIRFBEEE LR
HRHERNRBHNZE °

BAIRRBE R RRERIT BT REE A
i BRAREPIRBE - I H5RIE
EE RBYHHERENMETE  RBeD
KEMEHMRENE - pnoR R ¢ BB R
TEEEBNES - A AT BEERH
BA - REEBREHRE

Ri&R - AAREZEFE  BHENHESY
BRIRHEBANIE - B ERHNE
BOANERET - REAHRE A RRILRERA -

BRHEHEBERAMBENENAE
Ef |

EBER

REAREME - M
202143 A25H

BRIFRKHERAS NONGFU SPRING CO., LTD.

We will continue to advance of the dual-engine development
strategy underpinned by packaged drinking water and beverage, to
improve the household penetration rate of drinking water products,
and to attract more customers to recognize and choose Nongfu
Spring through the promotion of healthy water knowledge and the
improvement of service experience. At the same time, based on
fundamental research and development, we will launch high-quality
new beverage products to address consumer’s ever-developing
needs. In terms of beverage promotion, we will continue to
implement a multi-brand strategy, convey the connotation and spirit
of the brand through high-quality contents, and flexibly utilize various
online and offline media channels and tools, so as to further enhance
consumers’ recognition and preference of our beverage products.

By leveraging advanced information systems, we will integrate data
from various dimensions, establish connections among different
departments, and provide accelerated responses to the market by
streamlining internal protocols and procedures, we will enhance
corporate management standards and strengthen risk control
mechanisms; through elevated promotion of corporate values and
increased investment in internal talent pools, the development of the
Company can be sustained.

Last but not least, on behalf of the Board, | would like to extend
my sincere gratitude to consumers for their trusts and supports to
Nongfu Spring, to our partners for their assistance, to our investors
for their recognition, and especially to all Nongfu Spring’s staff for
their commitments and contributions.

Zhong Shanshan
Chairman

Hangzhou, the People’s Republic of China
March 25, 2021

4 2020 Annual Report
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MANAGEMENT DISCUSSION AND ANALYSIS

RERITERE

2020F EHF - MIEERBEERER  HWa
HEBEMEEBMGEXNERETE - RIEF
HERG RS 20202 Hit el
BT EHEEE391,981(87T © LL2019F T %
3.9% o NHF - PEHEZ G RLE
HEBRRIGEINR  ©E2FEREN
058 © 20204 2 G R BB N A E 42 {E(GDP)
L 201918 R2.3% - B A B ETHER -

RIEBEAR  HEEHRENERZEE
— i - RIEMIL T HEBF(LMBBIL
MZEZEMENE - BRBZHEEEEE
EEBYHE - BEBYERNEEHERED
BEEMHEE L RBBERT -

fe2020F FRMM - REXBERARE
R—UERER - RISHIEF RSN E T
T—% - HRAZSHEMRRARESHN
2021 F 81T BN T 2RBBHERED
Bh - AREK -ERYVIRELERE
Ao - TS HEGRRE - BRI E
BB o
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MACRO AND INDUSTRY ENVIRONMENT

In the first half of 2020, a concentrated outbreak of the COVID-19
pandemic caused a serious shock on the global economy and
consumer market. According to the National Bureau of Statistics of
China, total retail sales of consumer goods in China in 2020 reached
RMB39,198.1 billion, representing a decrease of 3.9% as compared
to 2019. In the second half of the year, China has achieved effective
results in the overall planning of pandemic prevention and control
and economic and social development, and the economy shows a
trend featuring continuous recovery. The gross domestic product
(GDP) of China for 2020 increased by 2.3% as compared to 2019,
reaching a new level of RMB ten billion.

Since the outbreak of the pandemic, consumers have paid more
attention to health. The pandemic has catalyzed the acceptance
and popularity of digitalized and self-service-based consumption
and an increasing number of consumers choose to shop online. The
conversion rate of views and sales of online live-stream shopping
and online promotion has also increased significantly.

Since the end of 2020, vaccination has been launched in China and
some countries around the world, and the fight against the pandemic
moves one step closer to victory. The International Olympic
Games also announced that the Tokyo Olympics will be held in
2021, showing the world’s confidence in defeating the COVID-19
pandemic. The Group will keep close attention to the macroeconomic
environment, adjust its business strategies accordingly, and make
every endeavor to enhance its competitiveness.

RXIWRBHHRAS NONGFUSPRING CO.,LTD. / 13
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2020F  AEBEHBE2FUREARE
22877TE BT B2019F T FE4.8% ° iE—
PR [E2020F & 26 H30 A Mz Bk 18 6.2%
ML BT E - 2020F EXFHERIE KL
2020F 7 A B % {4 (BB &R ol HyK
$ - HERNBMRETL T ERUNERER
MERBE  wESHHISEMU YT
e IR ERE T HEERNHITERR - B
B RBEFETNSHBFEEE T EARS
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T RREMRNEE - HARKBE20204F
PEMKEEEEKT —EMNAATE -
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WE2 5 HT MANAGEMENT DISCUSSION AND ANALYSIS

BUSINESS REVIEW

In 2020, the Group recorded annual revenue of RMB22,877 million,
representing a decrease of 4.8% as compared to 2019. Such
decrease has narrowed as compared to the decline of 6.2% in
earnings as of June 30, 2020. The COVID-19 pandemic in the first
half of 2020 and the floods caused by heavy rainfall across several
provinces in China in July 2020 affected the delivery of our products
to, and sales of our products in, some retail points of sale, and also
caused temporary close of some retail points of sale. The COVID-19
pandemic has frustrated consumers’ willingness to travel. In addition,
under the influence of the pandemic, local governments have
advocated the prevention and control measure of wearing masks in
public places, which has partially restrained the sales of ready-to-
drink products and has adversely affected results of operations of
the Group throughout 2020 to some extent.

The proportion of revenue from packaged drinking water products
to total revenue in 2020 was 61.0%, representing an increase
as compared to 59.7% in 2019. The proportion of revenue from
beverage product to total revenue decreased from 38.8% in 2019
to 37.3%. Such change was mainly due to the fact that packaged
drinking water, as a consumption necessity, addresses consumers’
basic drinking needs under the COVID-19 pandemic. The following
table sets out the breakdown of the Group’s revenue and the
percentage of total revenue for each product category during the
period indicated:
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Year Ended December 31,
2019
AR
RMB
EmER iR EmER (BB7) HENEESIT
Percentage of
Product Category Brand logo Product Image (million)  total revenue
BESAKER ) 13,966 61.0% 14,346 59.7%
Packaged drinking RELUE S I g
water products HUES SRR @l
AR EM 3,088 13.5% 3,138 13.1%
Tea beverage products F‘J‘im ﬂ‘l‘ '1 HQ
ke

+.4

A~

=l
R EmR YT 2,792 12.2% 3,779 15.7%
Functional beverage

products
THHER 1,977 8.7% 2,311 9.6%
Juice beverage products
HitzEm (aE) 1,054 4.6% 447 1.9%
Other products (note)
g QJZ ’

>IN F_.@_.

TANBING o

BiEew;
AtTotal 22,877 100.0% 24,021 100.0%
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Note: Other products primarily include other beverage products such as soda
water beverage, sparkling flavored beverage, coffee beverage, and plant-
based yogurt products, and agricultural products such as fresh fruits.

BXRIFRHBERLSE NONGFU SPRING CO., LTD.
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Packaged drinking water products

The revenue of packaged drinking water products in 2020 was
RMB13,966 million, representing a decrease of 2.6% as compared
to 2019 and accounting for 61.0% of our total revenue for the year.

The floods caused by heavy rainfall across several provinces in China
in July 2020 affected the delivery to and the sales of our products at
some retail points of sale, and caused temporary close of some retail
points, casting a negative impact on the sales of packaged drinking
water in the second half of the year.

After the outbreak of the pandemic in 2020, consumers tend to
increase their purchase of medium- to large-size packaged drinking
water products in preparation for potential mobility restrictions.
The pandemic has also raised consumers’ attention to drinking
water healthily. We promote healthy drinking water knowledge
to consumers through multiple online and offline platforms. The
association between Nongfu Spring and the concepts that*Good
Water Makes Delicious Soup” and “Only Good Water Can Cook
Tasty Rice” has been gradually accepted and recognized by
consumers. For Chinese New Year festival in 2020, we continued
our tradition of launching an annual Chinese zodiac edition of
“Nongfu Spring” natural mineral water (glass bottled), which was
supplemented by “Golden Rat Back Home” advertising video, to
celebrate the harmonious reunion of families.
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From August to September 2020, we joined hands with China
UnionPay and launched “Children in the Mountains” program. We
printed more than 30 poems written by children from remote mountain
areas on 100 million bottles of packaged drinking water of Nongfu
Spring. Most of the children who wrote these poems had never been
out of the mountains, and a large number of them were left behind by
their parents working in the cities. They relied on their pure minds to
feel the world and family affections, and imbedded their emotions into
the poems, which were filled with imagination of nature and the desire
to be accompanied by families. Through the bottles of Nongfu Spring,
these poems raised public attention on the education of literature and
art and the companionship of family members regarding those left-
behind children in mountainous areas, causing an astonishing surge
of related online searches. Our program received nearly 400 million
accesses and exposures. More than 100 media and public accounts
took the initiative to report this event. Inspired by our charity, a number
of celebrities, including Zhu Yilong, Tan Songyun, Huang Junjie, Yuan
Bingyan, and Yao Chen, volunteered to record videos of reading the
poems to encourage these children, further enabling more people to
see the talents of the children in the mountains.
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Tea beverage products
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The revenue from our tea beverage products in 2020 was RMB3,088
million, representing a decrease of 1.6% as compared to 2019,
accounting for 13.5% of the total revenue for the year. In April 2020,
we reunited with the brand ambassador Kwon Ji-yong (GD) for Tea
T (%) once again, his first endorsement deal since the comeback.
We launched on our e-commerce platform three new Tea 1 products
in cups, namely, lemon tea, mango jasmine tea, and passion fruit
oolong tea. Coupled with online promotion campaigns including “Tea
m fantasy” (%5 7 & 7 ¥) etc., they enriched the “Tea n” product
lines and attracted new consumer groups. In the winter of 2020,
we carried out a promotion campaign for Oriental Leaf (5 7515 &)
warm tea, which accurately accessed more than 2 million target
consumers.

Functional beverage products

BE00)

The revenue from our functional beverage products in 2020 was
RMB2,792 million, representing a decrease of 26.1% as compared
to 2019, accounting for 12.2% of the total revenue for the year.
During the COVID-19 outbreaks, places for consumption such as
schools and sports facilities were closed, which casted a material
impact on the demand for functional beverage products such as
Scream and Vitamin Water. In the second half of the year, sales
of functional beverage products managed to recover to a certain
extent.

4 2020 Annual Report
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2 #T MANAGEMENT DISCUSSION AND ANALYSIS

Juice beverage products

The revenue from our juice beverage products in 2020 was
RMB1,977 million, representing a decrease of 14.5% as compared
to 2019, accounting for 8.7% of the total revenue of the year.

Our juice beverage products include Water Soluble C100 (7K/&
C100) series, medium concentration juice Farmer’s Orchard (&
KR E) series, and not-from-concentrate pure juice NFC series
and 17.5°series. We adhere to the source-focused strategy that
“Good Juice is Grown” (“4F T2 H 2 8”), and conduct in-depth
cooperation with high-quality orchards to ensure fruit quality, and
continue to enhance brand trust in the pure juice market. However,
the COVID-19 pandemic has caused a negative impact on the sales
of juice beverage products.

Other products

HivZEmE ZREHITKEE - SRERER
B mnsEgrl - BB E RS E MR E
W MERZEEES - 2020F EAME SIS
2EWRFABARE1,054EE T B20194F
F+135.8% * 12020F 42U 25 H94.6% ©
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Other products primarily include other beverage products such as
soda water beverage, sparkling flavored beverage, coffee beverage
and plant-based yogurts etc., as well as agricultural products such as
fresh fruits etc. In 2020, revenue from other products increased by
135.8% to RMB1,054 million as compared to 2019, accounted for
4.6% of our total revenue for the year.
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[ SODA | ZAERIT RIAKER G - A E XL  The “SODA” series soda natural water beverage is made from
RELRARNEELRANKEREL - £ premium natural water from Nongfu Spring’s high-quality natural
BITKmSTRAGEZ8E(EBIES - 2020 water sources, demonstrating a competitive advantage in
FEWHIBRER IFTOK - 202058 - ¥ differentiation in the soda water market. A new flavor “Summer
I TITOT S RAEREL 8RR EESR - 1  Sunny Tangerine” was launched in 2020. In May 2020, we launched
BAIE - MF SR FKE =R AR - 2020 a new product series of sparkling beverage called “TOT”, with three
FOARMELEEFRAIMEMSE - b flavors including lemon black tea, grapefruit green tea and rice wine.
[ IR I Z5 - AR EST - 8liET  In June 2020, we launched new “Tan Bing” (“ikR”) cup-packaged
FHIIBEOR « BRIt BEHRELESTZ  coffee beverage, in which “Tan Bing Coconut Coffee (A 5N)”
HEIEI17.5° JBEE - [17.5° |32 MEJLEH  created a new coffee flavor by replacing milk with coconut milk.
Ko 2020 EERAYIHE T17.5°%BH  We also continued to promote our agricultural products, including
B AEREE  ©EEE - FIEMABIAM  17.5° fresh oranges, 17.5° fresh apples and rice from northeast
ZEEHTEU 18 - China. In 2020, we expanded our agricultural product offerings by
launching 17.5° lane late navel orange, Newhall navel orange, golden
crown apple, Xinjiang hanging tree apricots and Tunisian soft seed
pomegranates.
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Information system buildup

In 2020, to support our strategic development and goals, the
Group continued to upgrade our marketing information system and
strengthened the foundation of digitized marketing. By upgrading
the frameworks for application, data and technology, we have
achieved high reusability and scalability in terms of information
system functions. We have further built a digitized marketing platform
unifying manufacturers, distributors and end stores, so as to manage
our distributor network and sales team in real time on the Nongfu
Cooperative Partner System (NCP system). Through this system,
we have effectively improved sales efficiency and strictly controlled
operational risk exposure. In the future, we will continue to improve
the level of informatization at our end stores to maximize the
effectiveness of digitized marketing.

Research & Development

In 2020, the Group launched several innovative products through
R&D: “SODA” series soda natural water beverage by way of technical
innovation successfully solved the problem of the industry that zero
sugar beverages generally tastes poorly for sweetness; “Summer
Sunny Tangerine” beverage led the industry in trend setting in terms
of new flavors; “TOT” sparkling flavored beverage, where through in-
depth technical research we innovatively utilized aseptic carbonic
acid production line without adding preservatives, created a new
technology pathway to perfectly blend carbonic acid and natural
raw materials; and cup coffee “Tan Bing Coconut Coffee (JxR
HpmN)” seamlessly blended the natural tastes of coffee and coconut
by replacing milk with coconut milk. In future and in anticipation of
market trends, we will continue to refresh our offerings by launching
high quality and healthier innovative products, so as to meet
consumers’ ever-upgrading demand in terms of product quality.

RXIWRBHHRAS NONGFU SPRING CO.,LTD.  / 2]
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WE2 5 HT MANAGEMENT DISCUSSION AND ANALYSIS

FINANCIAL REVIEW

The following financial results are extracted from the financial report
of the Group prepared in accordance with the IFRS during the
Reporting Period:

Revenue and Gross Profit

Due to the impact of the COVID-19 outbreak, the Group recorded a
revenue of RMB22,877 million in 2020, representing a decrease of
4.8% as compared with RMB24,021 million in 2019. In 2020, gross
profit of the Group was RMB13,508 million, representing an increase
of 1.56% as compared with RMB13,311 million in 2019. Benefiting
from the decline in the purchase price of polyethylene terephthalate,
the gross profit margin of the Group increased by 3.6% to 59.0% in
2020 from 55.4% in the same period last year. Such slight increase
in gross profit margin of the Company was also promoted by the
social security relief policy implemented by the Chinese government.

Selling and Distribution Expenses

In 2020, sales and distribution expenses of the Group were
RMB5,511 million, representing a decrease of 5.2% as compared
with RMB5,816 million in 2019. In 2020, sales and distribution
expenses of the Group accounted for 24.1% of the total revenue,
essentially maintaining at the level in 2019.

Administrative Expenses

In 2020, administrative expenses of the Group were RMB1,324
million, representing a decrease of 4.3% as compared with
RMB1,383 million in 2019. In 2020, administrative expenses of
the Group accounted for 5.8% of our total revenue, essentially
maintaining at the level in 2019.

Other Expenses

Other expenses of the Group in 2020 were RMB249 million,
accounting for 1.1% of the total revenue, which decreased by 32.9%
from RMB371 million in 2019. In 2020, the other expenses of the
Group were mainly due to the exchange losses of RMB240 million
caused by the significant depreciation of foreign currencies obtained
from funds raising in the fourth quarter. As of December 31, 2020,
the Group held HK$1,537 million, US$563 million and a small
amount of other foreign currencies.

Finance Costs

The finance costs of the Group increased from RMB16 million in
2019 to RMB79 million in 2020, mainly due to the increase in interest
expenses on interest-bearing borrowings as we obtained interest-
bearing borrowings of RMB2,414 million in 2020.

4 2020 Annual Report
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Profit for the Year

As a result of the foregoing, profit of the Group for the year increased
by 6.5% from RMB4,954 million in 2019 to RMB5,277 million in
2020.

Dividends

Having accounted for, including but not limited to, the Group’s
overall performance, surplus, overall financial condition, capital
expenditures in 2020, the Board proposed to declare a final cash
dividend of RMBO0.17 per share (inclusive of tax, amounting to a total
dividend of approximately RMB1,912 million) for the year ended
December 31, 2020 at the forthcoming annual general meeting of
the Company.

Cash and Borrowings

Benefiting from the initial public offering in September 2020, as of
December 31, 2020, the total cash and bank balances of the Group
amounted to RMB9,119 million, representing an increase of 742%
as compare with RMB1,083 million on December 31, 2019. The
total credit facility of the Group was RMB13,000 million and interest-
bearing borrowings amounted to RMB2,414 million as of December
31, 2020, representing an increase of 141% as compare with
RMB1,000 million as of December 31, 2019, with due repayment
of a total amount of RMB2,850 million. All of the borrowings are
denominated in RMB. Among the total borrowings as of December
31, 2020, the borrowings of RMB1,300 million were charged at
a fixed interest rate, and the remaining were charged at a floating
interest rate. The Group does not have any interest rate hedging
policy.

Inventories

Inventories of the Group increased by 2.4% from RMB1,762 million
as at December 31, 2019 to RMB1,805 million as at December 31,
2020. Due to the lower production volume caused by the COVID-19
outbreak, inventory turnover days increased from 62.5 days as at
December 31, 2019 to 69.5 days as at December 31, 2020.

RXIWRBHHRAS NONGFU SPRING CO.,LTD. / 23
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Trade and Bills Receivables

Trade and bills receivables of the Group increased from RMB306
million as of December 31, 2019 to RMB358 million as of December
31, 2020. The turnover days of trade receivables and bills receivable
increased from 4.0 days as of December 31, 2019 to 5.3 days as of
December 31, 2020.

Trade and Bills Payables

Trade and bills payables of the Group increased from RMB791
million as at December 31, 2019 to RMB882 million as at December
31, 2020. The turnover days of trade payables and bills payable
increased from 27.7 days as of December 31, 2019 to 32.6 days as
of December 31, 2020.

Gearing Ratio

As at December 31, 2020, the gearing ratio of the Group (equaling
(interest-bearing borrowings + lease liabilities)/equity) was 15.9%
(during the Reporting Period, the Group has no minority equity). As
at December 31, 2019, the gearing ratio of the Group was 10.5%.
The increase in the gearing ratio is mainly due to an increase in the
interest-bearing borrowings of RMB1,414 million in 2020, which
outpaced the equity in the same period.

Treasury Policy

The Group adopts a prudent financial management approach for
its treasury policy to ensure that the Group’s liquidity structure
comprising assets, liabilities and other commitments is able to
always meet its capital requirements.

FOREIGN EXCHANGE RISK

As of December 31, 2020, the Group held HK$1,537 million,
US$563 million and a small amount of other foreign currencies. As
of the Latest Practicable Date, the exchange rates of the U.S. dollar
and the Hong Kong dollar have both rebounded, and we need
to monitor the further trends in the foreign exchange market. The
Group will closely monitor our foreign exchange risks and will utilize
appropriate financial tools for hedging purposes when necessary to
help reduce foreign exchange risks.

4 2020 Annual Report
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CONTINGENT LIABILITIES

As of December 31, 2020, the Group did not have any significant
contingent liabilities.

CAPITAL COMMITMENTS

Capital commitments of the Group amounted to approximately
RMB1,102 million as of December 31, 2020, mainly used for
construction of production plants and purchase of production
equipment.

PLEDGE OF ASSETS

As at December 31, 2020, the Group did not pledge any group
assets.

SIGNIFICANT INVESTMENT, MATERIAL
ACQUISITION AND DISPOSAL

In March 2020, Zhejiang Nongfu Industrial Development Company
Limited (4L R XE R BR A F]), a wholly-owned subsidiary
of the Company, transferred its 100% interest in Xinjiang
Yangshengtang Base Fruit Industry Company Limited (¥ris& 4 &
i BEHTR A F], “Yangshengtang Fruit”) to YST Natural Medicine
Research (B4 £ XA EEYHIITFT) 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.

In March 2020, the Company transferred its 100% interest in Nongfu
Spring Greater Khingan Range Forest Products Company Limited
(BRILRABZ sEHERBR A7, “Nongfu GKR Forest Products”)
to Yangshengtang Cosmetic (Anji) Company Limited (B4 % (&%
=) LA A R A F]), a wholly-owned subsidiary of Yangshengtang,
a controlling shareholder of the Company, at a total consideration
of RMB1. Such consideration was determined after arm’s length
negotiation with reference to the net asset value of Nongfu GKR
Forest Products as of December 31, 2019 (which was negative) and
was fully settled on March 12, 2020.

The foregoing was disclosed in “History and Corporate Structure”
in the Prospectus of the Company dated August 25, 2020. Except
for these, the Group did not have any significant investments held,
or any material acquisition or disposal of any relevant subsidiaries,
associates and joint ventures during the Reporting Period.
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FUTURE PLAN FOR MATERIAL INVESTMENTS OR
CAPITAL ASSETS

As of the Latest Practicable Date, save for the “Future Plans and Use
of Proceeds” disclosed in the Prospectus, the Group did not have
any existing plan for acquiring other material investments or capital
assets.

GOING CONCERN

On the basis of current financial projections and facilities available,
the Group has adequate financial resources to continue its operation
in the foreseeable future. Accordingly, the financial statements are
prepared on a going concern basis.

HUMAN RESOURCES AND REMUNERATION
POLICY

As at December 31, 2020, the total number of employees of the
Group was 19,079. In 2020, the Group strengthened corporate
culture training and grassroots management training. According
to the development needs of employees at different stages and
positions, the Group has designed and developed differentiated
learning programs. Combining theoretical learning with practical
operations, the Group has built a compressive training system
to ensure the overall training effect of employees. Through the
implementation and promotion of training plans at multiple levels,
the training system has been continuously improved. We always
firmly believe that the long-term growth of the Group depends on the
professional knowledge, ability and development of employees. The
remuneration and benefit level of the employees of the Group are
determined with reference to the market and personal qualifications
and abilities, and incentive mechanisms such as performance-based
bonuses have been established. Performance-based bonuses will be
issued based on the revenue and profit goals achieved by the Group,
the performance of the organization where employees belong to, and
individual performance appraisal, and organizations and employees
that have made outstanding contributions to the Group’s business
will be recognised and encouraged. The overall salary policy is
competitive.

In 2020, the total employee benefit expenses (including directors’

remuneration) amounted to RMB2,010 million. The Group does not
have an employee share option plan.

4 2020 Annual Report
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BT EE D 4T MANAGEMENT DISCUSSION AND ANALYSIS

ENVIRONMENT, SOCIAL AND GOVERNANCE

Environment, Social and Governance (ESG) is an important
area of our corporate governance framework. Before the listing
of the Company, the Group has established Office of Public
Policy & Sustainable Development under the Board of Directors
through referencing domestic and foreign advanced management
experiences, to provide strategic guidance for the sustainable
development of the Group in accordance with the management
needs of the Group.

The Group is gradually establishing and implementing its ESG
management system, comprehensively streamlining the major risk
exposures in ESG and its risk management measures. In 2020, the
Group has:

o formulated terms of reference for Sustainable Development
of Office of Public Policy & Sustainable Development, which
has been issued upon the review and approval of the board of
Directors, establishing a framework for future ESG work.

o developed a series of ESG-related institutional documents,
including the Sustainable Public Policy, improving the ESG
institutional framework.

° organized a series of ESG training and awareness-raising
activities, including a climate change workshop for the
Company.
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WE2 5 HT MANAGEMENT DISCUSSION AND ANALYSIS

evaluated various ESG key issues, conducted communication
and materiality analysis for various stakeholders, and identified
key ESG issues that are important to the Company.

designed and consolidated our ESG data indicator system
based on the Group’s industry and its own specialties, and
regularly conducted data collection and assessment.

set up and gradually implemented our sustainable development
goal and roadmap.

HMBEROTAEEK  BMPREAEA  We adhered to the idea of “We are not manufacturers of water. We

HWGET IIEB S - BT REEMREM TR are porters of nature” ([HFINAEEK - HFIREABAKNBET]),

APER NSRRI YE R TRITISHFZME  complied with various legal and regulatory standards in our places

AR EEE I o of operations and satisfied the expectations and demands of the
stakeholders in different markets.
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Regarding business ethics, we have formulated policies such
as the “Code of Business Conduct for Employees of Nongfu
Spring ((BXRILEE TEETAZER)”, the “Anti-Corruption
Policy ((RRE5H %)) and the “Whistleblower Policy ( (%2
) )", which clearly define the channels and investigation
process for relevant complaints and protect the privacy of
complainants. To ensure the implementation of our policy, we
conduct regular internal audits and training. In addition, we
have extended the scope of our business ethics review to the
supply chain by signing the Supplier Code of Conduct Pledge
(R 1T ASTRIEGEE) ) with our suppliers.

Regarding environmental protection, in order to protect
environment of the water source and be in harmony with
natural ecology of water source, we deployed our overall
design, construction and operation of each factory in Nongfu
Spring to reduce the impact on the surrounding environment,
and strived to integrate the natural environment into the design.
We monitor and manage the use of resources and energy in
production and operations, as well as the use of sewage:

4 2020 Annual Report
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Regarding water resources, we follow the laws and regulations
for natural water resources, mineral water resources and
the beverage manufacturing industry, and formulate internal
policies such as the “Water Source Management Regulations
(OKBEEIEHHEY ) and “Water Consumption Management
Regulations (CKFEREEHE))". By formulating water
intensity targets, water intensity management plans, and
developing a water recycling program, we are improving our
water intensity and water reclamation performance year by
year, thereby ensuring that we achieve our water resource
goals and vision. At the same time, we pay attention to the
impact of the production and operation process on the water
source, and actively carry out ecological protection work
around the water source.

Regarding carbon footprint, we have developed internal
policies such as the Environmental Climate Change Policy ({I&
BRIEE(LEE)) and the Energy and Power Management
Standards ({BEJR®) I EIE#R&T) ). We have conducting the
construction of a factory energy management system and
progressively developing energy consumption reduction
plans for each stage of production and manufacturing. We
implement and regularly review the results to gradually reduce
carbon emissions in production and operation. Meanwhile, we
are gradually assessing our carbon impact from key upstream
and downstream supply chains, and gradually reducing carbon
emission in the transportation and logistics stages through low-
carbon logistics methods such as direct rail source distribution.
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#WEL ) HT MANAGEMENT DISCUSSION AND ANALYSIS

Regarding pollutant emission management, we continuously
strengthen our responsibility management and compliance
control for the emission of wastes during the process of
production and operation, and regularly test the emission
concentration of pollutants such as waste gas and waste water
to ensure that they meet the national environmental protection
standards. We have also taken active steps to reduce the
impact of our operations on the surrounding environment
through waste minimization and resource recovery.

Regarding packaging materials, we pay close attention to and
actively respond to national and local laws and regulations
related to the recycling and disposal of plastic waste. We have
developed and are continuously improving our Sustainable
Packaging Materials Policy({BEME A HEZHREKE)).
Apart from carrying out the design of plastic reduction at the
source of products, we also explore the end package recycling
mechanism. We also participate in promoting the recycling
and disposal of plastic waste, cultivating new industries and
new models conducive to standardized recovery and recycling,
reducing plastic pollution. We are actively promoting the
recycling and reuse of plastic packaging materials through an
interactive consumer model to create a positive atmosphere for
community participation.

4 2020 Annual Report
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829 4 MANAGEMENT DISCUSSION AND ANALYSIS

Regarding production quality, Nongfu Spring adheres to the
brand spirit of “natural, healthy” and established a closed loop
product quality guarantee system covering raw materials,
research and development, manufacturing and sales channel,
and we keep innovating new products to form a diversified
product matrix. We do not use city tap water to produce
bottled drinking water and we insist on filling at the water
source, nevertheless, we have already developed a product
offering covering tea drinks, functional drinks, juice drinks,
coffee drinks and vegetable protein drinks for satisfying the
demand of people for healthy products with low sugar, low fat
and no extra additives.

Regarding service quality, Nongfu Spring has formulated a
“Product Responsibility and Publicity Policy({EmEENREE
HZE))”, and has established comprehensive nationwide sales
channels and relied on the big data system to continuously
upgrade the analysis system for managing distributor inventory
and strictly controlling age of inventory of the products at
the sale points. We value the communication and promotion
of our philosophy, natural and humanistic care, and we
take responsibility for communicating information about
our products to consumers and managing product labels
and logos. We also have established a “95077” national
service hotline to accept and handle consumer feedback in a
centralized manner to guarantee product and service quality.

Regarding staff employment, Nongfu Spring fully respects
and protects the basic rights and interests of every employee
and is dedicated to creating an equal and fair employment
environment as well as a safe and healthy workplace for
employees. We have established employment policies and
codes of conduct that include requirements for diversity,
equality, anti-discrimination, prohibition of child labor, and
prevention of forced labor. Also, Nongfu Spring has established
a completed talent cultivation system, paying attention to the
growth of employees, encouraging them to work hard together
with the Company, and providing them with various benefits
and care. In addition, we have established an organizational
structure for occupational health and safety management and
provided a safe and healthy workplace for our employees
through a comprehensive occupational health and safety
system to reduce the occurrence of work-related accidents.
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o Regarding social welfare, Nongfu Spring, being a corporate
citizen, insists on expanding exchanges among the industry
and driving mutual development of the industry, suppliers,
growers and other related parties. As “porters of nature”,
Nongfu Spring actively carries out activities to feed back
water sources to promote education and alleviate poverty
in the mountain areas, enabling children in the mountains
demonstrate their talents. During the Covid-19 pandemic
and other emergencies, we also tried our best to solve the
livelihood difficulties of those people affected and ensured the
supply of emergency drinking water. At the meantime, we are
actively carrying out healthy water advocacy activities in various
regions, passing on the concept of healthy living to the society
and influencing a generation of people to achieve the goal of
“Healthy China ([ 2+ E )"

The perseverance of each employee has given rise to the unwavering
quality of Nongfu Spring over the past several decades. In the future,
Nongfu Spring will continue to fully integrate ESG into its corporate
strategy as well as daily operation and management, and promote
and facilitate sustainability in various sectors along the entire industry
chain.

The Group plans to release its first Sustainability (ESG) Report in the
second quarter of 2021, please refer to the report on the website
of the Hong Kong Stock Exchange (www.hkexnews.hk) and the
website of the Company (www.nongfuspring.com) for more details.
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Bt 2 4T MANAGEMENT DISCUSSION AND ANALYSIS

IMPACT OF THE COVID-19 OUTBREAK

The COVID-19 pandemic has affected the retail industry in various
degrees. Specialty channels and catering channels were affected
most significantly. Traditional channels were also significantly
affected, and most stores were temporarily closed. Modern
channels, including supermarkets and hypermarkets, were affected
less significantly, compared to other channels, because consumers
preferred such channels for one-stop shopping of multiple
household items when facing movement restrictions. Meanwhile,
in consideration of the pandemic, local governments have been
promoting disease prevention and control measures such as wearing
masks in public places, partially leading to constrained sales of
packaged ready-to-drink products.
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During the outbreak of the pandemic, we increased the supply of
packaged drinking water products in modern channels. We also set
up unmanned convenient water supply points in various residential
areas, where consumers could purchase our products after paying
by mobile phones. This measure partially offset the impact of the
decline in sales of our products at retail points of sale. After the
outbreak, consumers increased their purchase- of medium- to
large-sized packaged drinking water products in case of further
mobility restrictions. The pandemic has also raised consumers’
awareness to healthy drinking water.

We had always implemented the “Payment before Delivery” policy
with our distributors. However, during the COVID-19 outbreak, we
provided temporary credit periods to certain distributors to help
them better cope with cash flow difficulties caused by the pandemic.
This measure resulted in a 1.3-day increase of our trade and bills
receivables turnover days in 2020 compared to 2019. The credit
relief measure was terminated as the pandemic has been under
control and the situation of the distributors has been improved, but as
this episode was over, our distributors increased the confidence in us
and strengthened their cooperative relationship with us.
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The Company is committed to upholding high standards of corporate
governance which, it believes, is crucial to the development of the
Company and safeguarding the interests of the shareholders of
the Company. The Company has adopted sound governance and
disclosure practices, and will continuously improve these practices
and establish an highly ethical corporate culture.

COMPLIANCE WITH THE CORPORATE GOVERNANCE
CODE

The Company is committed to the best practices on corporate
governance, and had complied with all the code provisions as set
out in the Corporate Governance Code of the Company during
the period from the Listing Date to December 31, 2020, save for
the deviations from the code provision A.2.1 under the Corporate
Governance Code disclosed below.

Pursuant to code provision A.2.1 under the Corporate Governance
Code, the roles of chairman of the board and chief executive officer
should be separated and should not be performed by the same
individual. The division of responsibilities between the chairman
and chief executive officer should be clearly established and set out
in writing. Mr. Zhong Shanshan is the Chairman of the Board and
General Manager of the Company. As the founder of the Group, Mr.
Zhong Shanshan has extensive experience in the drinking water and
soft beverage industry and is responsible for the overall management
of the Company’s business strategies and operations. He has been
mainstay to the growth and business expansion of the Group since
the Company’s establishment in 1996. The Board is of the view that
vesting both roles of Chairman and General Manager in Mr. Zhong
Shanshan is beneficial to the management of the Company.

In addition, the balance of power and authority is ensured by
the operation of the senior management and the Board, which
comprises experienced and high-caliber individuals. The Board
currently consists of five executive Directors (including Mr. Zhong
Shanshan), one non-executive Director and three independent non-
executive Directors. Therefore, we consider that the Board has a
fairly strong independence element in its composition.
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The Board shall review the structure from time to time to ensure that
the structure facilitates the execution of the business strategies of
the Group and maximizes effectiveness of its operation.

SECURITIES TRANSACTIONS BY DIRECTORS AND
SUPERVISORS

The Company works out the Regulations on Securities Transactions
by Directors, Supervisors and Related Employees by applying the
Model Code. The Company has made specific enquires with the
directors and supervisors and all of them confirmed that they had
been in compliance with the requirements for securities transactions
of directors and supervisors set out in the Model Code during the
Reporting Period.

COMPOSITION OF THE BOARD

As of December 31, 2020 and up to the Latest Practicable Date, the
Board currently consists of nine Directors, including five executive
Directors (namely, Mr. Zhong Shanshan (Chairman), Mr. Guo Zhen,
Mr. Zhou Li, Ms. Zhou Zhenhua and Mr. Liao Yuan), one non-
executive Director (namely, Mr. Zhong Shu Zi) and three independent
non-executive Directors (namely, Mr. Stanley Yi Chang, Mr. Yang,
Lei Bob and Mr. Lu Yuan). As far as the Company is aware, except
for the non-executive Director Mr. Zhong Shu Zi, who is the son of
Mr. Zhong Shanshan, the Chairman and General Manager, there
is neither financial, business, family or material/related relationship
between other members of the Board and the General Manager, nor
significant relationships between Directors, Supervisors and senior
management that need to be disclosed.

The biographical details of the Directors are set out in the section

headed “Biographies of Directors, Supervisors and Senior
Management” in this annual report.
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MAJOR RESPONSIBILITIES OF THE BOARD

The Board is responsible for and has the general power over the
management and operation of our business, including determining
our business strategies and investment plans, implementing
resolutions passed at our Shareholders’ general meetings, and
exercising other powers, functions and duties as conferred by the
Articles of Association. The Board also assumes the responsibilities
for developing and reviewing the policies and practices of the
Company on corporate governance, risk management and internal
control and compliance with legal and regulatory requirements.

The Board shall represent the long-term interest of the Company
and the interest of shareholders and related parties when making
scientific and strategic decisions, be effectively supervised and
evaluated when controlling corporate resources and conducting
operation management and maintain effective stimulation and
supervision over the senior management when duly delegating its
power to the senior management. The Board is the core of the
Company’s corporate governance framework and its role is clearly
separated from that of senior management. The Company clearly
defines the responsibilities of the general meeting, the Board,
the Supervisor Committee, and senior management. The general
meeting is the highest authority of the Company, and the Board
is responsible to the general meeting. The Board has established
three specialized committees that operate under the leadership of
the Board and offer advices on the Board’s decision-making. The
Supervisor Committee supervises the performance of duties by the
Board and senior management as well as the financial activities,
risk management, and internal control of the Company. Under the
leadership of the Board, senior management is responsible for
implementing the resolutions of the Board and for daily business and
management of the Company, and reports to the Board and the
Supervisor Committee.
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The Company has a general manager (the “General Manager”). The
roles of the Chairman of the Board and General Manager of the
Company are performed by Mr. Zhong Shanshan. The Chairman of
the Board is responsible for ensuring that the Directors perform their
duties properly and ensuring discussions on material matters take
place on a timely basis. The power and authority to carry out daily
operations and implementation of the strategies and directions set by
the Board are delegated to the management team of the Company
(the “Management”). The Management assumes accountability to
the Board for the operation of the Group.

The Board has established an audit committee, a remuneration
committee and a nomination committee. Please see below for the
composition and responsibilities of each committee. Each committee
shall provide its recommendations to the Board based on its
respective terms of reference. The decisions of the Board on such
recommendations shall be final, unless otherwise clearly stated in the
terms of reference of these committees.

During the Reporting Period, the Board made a lot of efforts in
improving the corporate governance system of the Company and
enhancing the corporate governance standards, including developing
and amending relevant internal management rules in accordance
with the requirements of relevant laws, regulations and regulatory
rules as amended from time to time, as well as the practice of the
Company; monitoring and organizing the Directors and company
secretary to participate in relevant training courses; regularly
reviewing the Company’s compliance with the domestic and
overseas regulatory requirements and its implementation of various
internal corporate governance rules and policies, and reviewing the
Company’s compliance with the Corporate Governance Code and
the disclosures in the Corporate Governance Report.
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CHANGES OF DIRECTORS, SUPERVISORS AND SENIOR
MANAGEMENT

On April 16, 2021, Ms. Qiu Hongying tendered her resignation
to the Supervisory Committee and will resign as the shareholder
representative Supervisor of the Company and the chairman of the
Supervisory Committee as she has attained the age of retirement.
Ms. Qiu Hongying's resignation will take effect only after the next
Supervisor fills in the vacancy arising from her resignation. During
the period before her resignation takes effect, Ms. Qiu Hongying
shall continue to perform her duties in accordance with relevant
laws, administrative regulations and the Articles of Association. The
Supervisory Committee resolved on April 16, 2021 to propose the
appointment of Mr. Zhong Jigang as the shareholder representative
Supervisor of the Company. According to the Articles of Association,
the term of office of Mr. Zhong Jigang as shareholder representative
Supervisor will commence from the date of approval on his
appointment by the Shareholders and end on the date of expiry
of the term of office of the seventh session of the Supervisory
Committee, and he shall be eligible for re-election after the expiry
of his term of office. The proposed appointment is subject to the
approval by the Shareholders at the AGM.

From the Listing Date to the Latest Practicable Date, there is no
changes in Directors, Supervisors and senior management.
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ESEERRREAE BOARD MEETINGS AND GENERAL MEETINGS
R EEIRE - ARRIHEEITTENEETEE  During the Reporting Period, the Company held 6 Board meetings
ERYNEVN - and 4 general meetings.

RMEHR - SESNEES@BMKREA  The attendance record of each Director at the Board meetings and

R EREINT ¢ general meetings is as follows:
HERE,BTEBRE (M)
Attendance/No. of
Meetings held (Note)
EESEE BRAE
Board General
== Directors meetings meetings
HITES Executive Directors
EMI A Mr. Zhong Shanshan 6/6 4/4
BIRFTHE Mr. Guo Zhen 6/6 4/4
BhEE Mr. Zhou Li 6/6 4/4
BAEELL Ms. Zhou Zhenhua 6/6 4/4
B R4 Mr. Liao Yuan 6/6 4/4
FHITES Non-executive Director
Zhong Shu Zist 4 Mr. Zhong Shu Zi 6/6 4/4
BAHITES Independent Non-executive Directors
Stanley Yi Changt 4 Mr. Stanley Yi Chang 5/5 3/3
BEEE Mr. Yang, Lei Bob 6/6 4/4
BRI E Mr. Lu Yuan 6/6 4/4

MieE  BITGRABARLESWHEMTAESEMAT  Note: The number of meetings held is the number of meetings held after the
BREFIRNE - Director has been appointed as a director.

REESSZHE  AATSREIERELE At Board meetings, the senior management of the Company reported
MEUEFRERER TE‘]%HW/E@J&%JEZQ the information regarding business activities and development of the
B MITEBNREFHRIFRNITEERIR - Company to all Directors on a timely basis. The executive Directors
%%HX?&%%TQ?%%%%}?&&M%%%ﬂzﬁ also often communicate with the non-executive directors for their
B IMESEEEEHE TIUEENEMZE  opinions on the Company’s business development and operations.
EhFENRER  BIZESNEMELZ  If any Director has conflict of interests in any proposed resolution to
HRENIEE - be considered at the Board meeting, such Director shall abstain from
voting on such resolution.
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TRAINING FOR DIRECTORS

The Company is responsible for arranging and funding suitable
training for the Directors. All Directors have been given relevant
guideline materials regarding the roles, duties and responsibilities
of being a Director, the relevant laws and regulations applicable to
them, duty of disclosure of interests and business of the Group.
They have also been updated on the latest development regarding
the Listing Rules and other applicable regulatory requirements to
ensure compliance and enhance their awareness of good corporate
governance practices. The Board ensures the Directors, upon
reasonable request, to seek independent professional advice
in appropriate circumstance, at the Company’s expenses. The
Directors confirmed that they have complied with Code Provision
A.6.5 of the Corporate Governance Code on directors’ training.
During the Reporting Period, all of the Directors have participated

HAERELE IR 8 in continuous professional development by attending seminars/in-
house briefing and/or reading materials on the following topics to
develop and refresh their knowledge and skills and provided relevant
records of training to the Company.

P2 BaE | (FIEE)
Training
participated in

EENE Name of Directors (Note)

HITES Executive Directors

SEST A Mr. Zhong Shanshan a,b,c

SRIR T Mr. Guo Zhen a,b,c

BhiE Mr. Zhou Li a,b,c

BEEL+ Ms. Zhou Zhenhua ab,c

BR%HE Mr. Liao Yuan ab,c

FHITES Non-executive Director

Zhong Shu Zist 4 Mr. Zhong Shu Zi a,b,c

BAFHITES Independent Non-executive Directors

Stanley Yi Changt 4 Mr. Stanley Yi Chang ab,c

BT E Mr. Yang, Lei Bob ab,c

EIREAE Mr. Lu Yuan ab,c

M5E - Note:

a: (ERVEBAE a: Law firm training

b:  REREINRSEEER S SEHEL S KimiE b: Internal training and/or seminars and/or conferences and/or forums

c: MENBEESEMR NEEEAR &ﬁ{ﬁ*ﬁ c Reading or watching documents or information regarding Directors'

BARENENRERE
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responsibilities and/or corporate governance and other related topics
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AUDIT COMMITTEE

As of December 31, 2020 and up to the Latest Practicable Date,
the Audit Committee of the Company consists of three Directors,
including two independent non-executive Directors, namely Mr.
Stanley Yi Chang, Mr. Yang, Lei Bob and one non-executive Director,
namely Mr. Zhong Shu Zi with Mr. Stanley Yi Chang currently serving
as the chairman. The primary responsibilities of the Audit Committee
are to inspect, review and supervise the Company’s financial
information and reporting procedure for financial information. These
responsibilities include, among others:

o advising the Board on the appointment, renewal or
replacement, dismissal of the external audit agency;

o reviewing and supervising the independence and objectivity of
the external auditor agency and the effectiveness of the audit
procedures in accordance with applicable standards;

° formulating and implementing policies of non-audit services
provided by the external audit agency (if any);

° serving as the main representative between the Company and
the external audit agency to monitor their relationship;

o reviewing and monitoring the completeness of the Company’s
financial statements, annual reports and accounts, interim
reports and quarterly reports (if they are prepared for
publication), and reviewing significant financial reporting
opinions contained in the financial statements and financial
reports;

° reviewing the Company’s financial control system, and risk
management and internal control systems;

° having discussions on the risk management and internal control
systems with management to ensure that the management has
performed their duty to establish effective systems;
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reviewing and reflecting major investigations findings on risk
management and internal control matters on its initiative or as
delegated by the Board and management’s response to these
findings;

ensuring coordination between the internal audit department
and the external audit agency;

reviewing the Company’s policies and practices on financing
and accounting;

reviewing the Explanatory Letter on Audit submitted by the
external audit agency to the management, any material
questions raised by the external audit agency to the
management in relation to accounting records, financial
accounts or internal control system and the management’s
responses on these material questions;

ensuring proper channels have been established by the
Company for the employees to report or raise concerns on
potential improprieties in financial reporting, internal controls or
other matters in a confidential manner, and reviewing relevant
arrangements from time to time to ensure fair and independent
investigations and appropriate follow-up actions have been
taken by the Company to address these matters;

reporting to the Board on relevant matters within the scope of
the Audit Committee’s duties;

reflecting the Company’s extent of compliance with the
Corporate Governance Code and disclosures in the Corporate
Governance Report; and

other duties and powers authorized by the Board of the
Company.
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During the Reporting Period, two meetings were held by the Audit
Committee. The attendance record of the committee members at
the meeting during the Reporting Period is as follows:

HERE

BITEBRH

Attendance/No. of

== Directors Meetings held
Stanley Yi Changst & (£ /&) Mr. Stanley Yi Chang (chairman) 2/2
BT E Mr. Yang, Lei Bob 2/2
Zhong Shu Zi%t 4 Mr. Zhong Shu Zi 2/2
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During the Reporting Period, the Audit Committee had reviewed the
Company’s interim report for the six months ended June 30, 2020,
and confirmed that the applicable accounting principles, standards
and requirements have been complied with, and that adequate
disclosures have been made.

As of the Latest Practicable Date, the Audit Committee has reviewed
the annual result announcement of the Group for the year ended
December 31, 2020 and believes that the Company has complied
with all applicable accounting standards and regulations and made
sufficient disclosures. The Audit Committee has reviewed all material
internal control rules, including the financial and operational and
compliance controls, as well as risk management of the Group in
2020. The Audit Committee was satisfied with the effectiveness and
sufficiency of the internal control mechanism in its operations. In
addition, the Audit Committee has also reviewed the adequacy of
resources, qualification and experiences of employees in relation to
the accounting and financial reporting function of the Company and
the adequacy of training courses taken by the employees and the
relevant budgets.

The Audit Committee has reviewed the remuneration of the auditors
for 2020 and recommended the Board to re-appoint Pan-China
Certified Public Accountants LLP as the domestic auditors of the
Company for 2021 in the PRC and Emst & Young as the overseas
auditors of the Company for 2021, subject to the approval of
shareholders at the forthcoming annual general meeting.
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NOMINATION COMMITTEE

As of December 31, 2020 and up to the Latest Practicable Date, the
Nomination Committee of the Company comprised three Directors,
including one executive Director, namely Mr. Zhong Shanshan; two
independent non-executive Directors, namely Mr. Lu Yuan and Mr.
Stanley Yi Chang, with Mr. Zhong Shanshan currently serving as the
chairman. The primary responsibilities of the Nomination Committee
are to formulate the nomination procedures and standards for
candidates for Directors. These responsibilities include, among
others:

o reviewing the structure, size and composition (including skills,
knowledge and experience) of the Board at least once a year
and making recommendations on any proposed changes to
the Board in line with the Company’s corporate strategies;

° conducting researches and making recommendations on the
criteria, procedures and methods for selection of directors and
senior management members;

° identifying qualified candidates for directors and senior
management members;

o evaluating candidates for directors and senior management
members and making suggestions on the evaluation and
recommendations on appointment to the Board;

o assessing the independence of independent non-executive
directors;

° making recommendations to the Board on matters related to
the appointment and reappointment as well as succession
planning of directors and senior management members, in
particular, chairman of the Board and the general manager;

o reporting to the Board on its decisions or recommendations,

unless otherwise restricted by laws or regulations; and

° other duties and powers granted by the Board.
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The nomination procedures of the Directors are as follows: the
Nomination Committee shall firstly propose and consider a list of
candidates for Directors, which shall then be submitted by the
Committee to the Board for review; the Board shall then submit the
relevant proposal to the general meeting for shareholders’ approval.

The examination procedures of the candidates for Directors are: (1)
conducting researches based on the demand of the Company for
new directors and senior management members and formulating
written materials; (2) identifying candidates for directors and senior
management members within the Company and its wholly-owned
and holding (joint-stock) enterprises as well as in the talent market;
(3) collecting information about the candidates, such as occupation,
educational background, professional titles, detailed work experience
and all part-time experience, and forming written materials; (4)
seeking consent from each candidate before nominating him/her
as a candidate for director or senior management members; (5)
convening the Nomination Committee meeting and conducting
qualification review on the primary candidates based on requirements
for directors and senior management members; (6) providing
suggestions and related materials of the candidates for directors
and senior management members to the Board prior to the election
of new directors and appointment of new senior management
members; (7) carrying out additional follow-up works in accordance
with decisions and feedbacks of the Board.
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In order to ensure a diversity on the Board members and
improve the Company’s corporate governance, the Board has
approved the Board diversity policy formulated by the Nomination
Committee, which summarized as: other than complying with
relevant requirements under the relevant laws, regulations and
rules (including but not limited to the Company Law, the Listing
Rules and the Articles of Association), the Company should also
consider various diversity factors, including but not limited to
gender, age, culture and education background, professional
experience, skills, knowledge and/or length of service, etc. when
designing the Board’s composition. The Nomination Committee
shall make final recommendation on the appointment to the Board
based on the merits of the candidates and contribution they may
bring to the Board. Meanwhile, the Company’s diversity policy also
includes monitoring, reporting and reviewing system to ensure the
effectiveness and successful implementation of the policy.

During the Reporting Period, one meeting was held by the
Nomination Committee. The attendance record of the committee
members at the meeting during the Reporting Period is as follows:

HERE,

BITGERE

Attendance/No.

o Directors of Meetings held
SEM I E(EE) Mr. Zhong Shanshan (chairman) 1/1
BIRSTE Mr. Lu Yuan 1/1
Stanley Yi Changt 4 Mr. Stanley Yi Chang 1/1
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During the Reporting Period, the Nomination Committee has
assessed the independence of independent non-executive
Directors at relevant meetings and reviewed the structure, number,
composition and diversity of the Board. Please refer to the relevant
disclosures under "Report of The Directors-Confirmation of
Independence by Independent Non-Executive Directors".
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REMUNERATION COMMITTEE

As of December 31, 2020 and up to the Latest Practicable Date,
the Remuneration Committee consists of three Directors, including
one executive Director, namely Mr. Zhong Shanshan and two
independent non-executive Directors, namely Mr. Lu Yuan and Mr.
Yang, Lei Bob, with Mr. Lu Yuan currently serving as the chairman.
The primary responsibilities of the Remuneration Committee of the
Company are to formulate and review the remuneration policies and
schemes for the Directors and senior management of the Company.
These responsibilities include, among others:

o advising the Board on the overall remuneration policy and
framework for directors and senior management members,
and the establishment of a standardized and transparent
remuneration policy formulation procedures;

° formulating and advising the Board on the remuneration
packages for directors and senior management members of
the Company;

o reviewing and approving the compensation payable for
the loss or termination of the office or appointment of the
executive directors and senior management members, and
the compensation arrangements with regard to the dismissal
or removal of directors due to their misconduct, to ensure the
compensation shall be fair, reasonable and not excessive;

° examining assessment criteria, performance evaluation
procedures, remuneration and rewards and punishment
policies for directors and senior management members and
submitting these policies and procedures for the Board’s
approval;
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making recommendations to the Board on the remuneration
packages of individual executive directors and senior
management members, including benefits in kind, pension
rights and compensation payments (such as any compensation
payable for loss or termination of their office or appointment);

making recommendations to the Board on the remuneration of
non-executive directors;

examining the performance of duties by directors and
senior management members and conducting performance
appraisals and evaluations;

ensuring that no director or any of his/her associates (as
required by the Hong Kong Listing Rules) is involved in

deciding his/her remuneration;

studying and advising on the Company’s equity incentive plan
at the request of the chairman;

reporting to the Board on its decisions or recommendations,
unless otherwise restricted by laws or regulations; and

other matters authorized by the Board.

During the Reporting Period, one meeting was held by the
Remuneration Committee. The attendance record of the committee
members at the meeting during the Reporting Period was as follows:

HERE,

BITERRY

Attendance/No.

E= Directors of Meetings held
EREE(EE) Mr. Lu Yuan (chairman) 1/
FEAiN it Mr. Zhong Shanshan 11
lEatas Mr. Yang, Lei Bob 11

RBEHE  FHZEeCEREe=E R

A ARBOFIBOR R RE - AREERS

MERENFM T BMARAHMARRE

I8 o
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During the Reporting Period, the Remuneration Committee reviewed
the remuneration policy and structure of the Company at relevant
meetings, as well as the remuneration packages of Directors and
senior management and other related matters of the Company.
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FHITESHNEDS TERM OF OFFICE OF NON-EXECUTIVE DIRECTORS
HE Bz Bk A &% B 5

Name Position Starting date Expiry date

Zhong Shu Zi%e & FEITES 201756 A21H 20233 A5H

Mr. Zhong Shu Zi Non-executive Directors June 21, 2017 March 5, 2023

BER S Remuneration of Auditors

ARATHERNBIMERESHMSEBM(4E  The Company’s domestic audit agency, Pan-China Certified Public
REBEY) RIBIINET B Z Kk &5HEIE  Accountants LLP and overseas audit agency, Emnst & Young have
TR AREEE T INERZEED - ANEET T served as the independent external auditors of the Group. The
REMNTRESHMERAEGRTESE) remuneration paid and payable by the Group to Pan-China Certified
RZoxestiM S5 Ee MRS M rIRMHEAR  Public Accountants LLP and Ernst & Young in respect of the services

BERemT - provided during the Reporting Period is as follows:
FriRfit =z BR#% ENRERER
Fees paid
Services provided and payable
2020 [E)ATE R BURTS AREEBZ7. 78T
Statutory audit service provided for 2020 RMB5,377,000
FERZBARTS (P ET) AR 1688 T
Non-audit service (note) RMB11,580,000

fisk : IR EURIE T 2R R SRR EENEHA F AR Note: Non-audit services mainly include the professional services rendered as the
BB KRESGREHARBE - reporting accountant in relation to listing and consultancy services for ESG
reporting.
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DIRECTORS’ RESPONSIBILITIES FOR FINANCIAL
REPORTING IN RESPECT OF FINANCIAL STATEMENTS

The Directors are responsible for supervising the preparation of
annual accounts in order to give a true and fair view of the financial
position, operating results and cash flow of the Company during the
year. For the purpose of the preparation of the financial statements
for the Reporting Period, the Directors have selected appropriate
accounting policies, adopted applicable accounting principles, made
judgments and assessments that are prudent and reasonable and
ensured the financial statements were prepared on a going concern
basis. The Directors have confirmed that the Group’s financial
statements were prepared in accordance with the requirements of
laws and applicable accounting principles.

The Directors have reviewed the effectiveness of the internal control
system of the Group. The review covered all the material aspects
of its internal controls, including the supervision of the financial and
operational and compliance affairs, as well as risk management.

The Directors are not aware of any material uncertainties relating
to events or conditions that may cast doubt upon the ability of the
Company to operate as a going concern. The statement of auditors
about their reporting responsibilities on the financial statements is
set out in the section headed “Independent Auditor’s Report” of this
Report.
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SHAREHOLDERS’ RIGHTS

The Company shall convene an extraordinary general meeting at
the request of shareholders who individually or collectively hold
more than 10% of the Company’s shares. However, prior to the
announcement of the resolutions approved at the general meeting,
the number of the Company’s shares individually or jointly held by the
above shareholders shall not be lower than 10% of the total number
of the Company’s shares with voting rights; should the shareholding
is less than 10%, resolutions passed at the extraordinary general
meeting would become invalid.

When the Company convenes a shareholders’ general meeting, the
shareholders who individually or jointly, hold more than 3% of the
total number of voting shares of the Company, have the right to put
forward a new proposal in written form to the Company and submit
it to the convener not less than 10 days before the shareholders’
general meeting is held. The convener of the shareholders’ general
meeting shall, within 2 days after receiving the proposal, issue a
supplementary notice of the shareholders’ general meeting to inform
other shareholders and include the matters which are within the
scope of responsibilities of the shareholders’ general meeting in the
agenda of the meeting and submitted to the shareholders’ general
meeting for deliberation.

The shareholders may put enquiries to the investor relations
working team of the Company or the Office of the Board via email
(ir@mail.nfsq.com.cn) or telephone (86-571-26699096) as stated in
this annual report.

AMENDMENTS TO THE ARTICLES OF ASSOCIATION

To reflect the changes in the total issued share capital of the
Company after the completion of the Global Offering and the full
exercise of the Over-allotment Option, pursuant to the authorization
granted by the extraordinary general meeting held on 6 March
2020, the Board has resolved and approved at the fifth meeting of
the seventh session of the Board held on December 4, 2020, the
corresponding change in the registered capital and paid-up stock of
the Company and the amendments to the Articles of Association of
the Company.

4 2020 Annual Report
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On December 14, 2020, the Company has completed the
registration and filing procedures with Zhejiang Provincial
Administration for Market Regulation (47L& % EBEER) with
respect to the change in the registered capital of the Company and
the amendments to the Articles of Association, and has been issued
a new Business License. The registered capital of the Company has

been changed from RMB1,080 million to RMB1,124,646,640.

NAERETHBWT

follows:

5+ AIRE R

Article 19, which originally reads as:

Particulars of the amendments to the Articles of Association are as

FHAKIET R

Article 19, which is amended as:

[NEE R E ST EHEIE - AJITIRINETHINE
%~ #81,380,000,000% © FXEEOCITTARE » &
HEEBE -

KEBREBATEREIE  SEEERQFGERE
BATFINIE LT RERIMN1,303,252,41 0% 838 A 1EHN
FHINER(HEY)  BELEZEER AT I EMETEI
B BEAFAARNIELTRMDEBER AR ET
INERL (HAZ) °

“Subject to the approval by the securities regulatory
authorities of the State Council, the Company may issue
up to 1,380,000,000 overseas listed foreign shares, all
being common shares with par value of RMBO0.1 each.

As approved by the security regulatory authority of
the State Council, Yangshengtang Co., Ltd. converts
1,303,252,410 non-listed domestic shares held by it
in the Company into overseas listed foreign shares (H
shares), and all shareholders other than Yangshengtang
Co., Ltd. convert non-listed shares held by them in the
Company into overseas listed foreign shares (H shares).

[R R BIEPTE 5 B E - A ITIRIN ETINE
%~ 838 1,380,000,0000% © FREXEIEOITTARE - &
AEEBER -

KEGREBESTERBIE  SEERRAAGEA
B ARINIE T RBE RN 1,303,252,4100% i A 155N
FHINER(HE) - BELEHRATINYEMTA I
R BEHFBAERARNIELTROEDEHR AR LT
HNE B (HAR) »

“Subject to the approval by the securities regulatory
authorities of the State Council, the Company may issue
up to 1,380,000,000 overseas listed foreign shares, all
being common shares with par value of RMBO0.1 each.

As approved by the security regulatory authority of
the State Council, Yangshengtang Co., Ltd. converts
1,303,252,410 non-listed domestic shares held by it
in the Company into overseas listed foreign shares (H
shares), and all shareholders other than Yangshengtang
Co., Ltd. convert non-listed shares held by them in the
Company into overseas listed foreign shares (H shares).
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5+ AIRE R

Article 19, which originally reads as:

FHAFRIET R

Article 19, which is amended as:

fELMIBIN ETHINERR B/ THIE LA ERRHER
BIEIN ETINE IR (HIR) SEA & - a0 Bl ABABEITHY
BN ETINERAE AR BT T RRBENLL AL A
3.47% (TITEBEBERRE) - ARRAEER  TBR
11,188,231,800% * A ' HRABEEZERAAIFA
6,211,800,000 W& I 1,303,252,4100% 45 1 & A% &2 #a
HIESN ETHONERR - BRI E T SNEA%3,673,179,390
1% (53,284,947 ,590 f% & N & IR 82 35 48 E T o &
f%) o

LA RFETORI EMINERAE R R A HITHE R
BB A5 @% (TT{E 2RI B R AE) - ARK
AEwrn BBRRON  HRHEAREEERAFR
EORNER  @BKEANERBERIIRIN EHINER -
HAFEIN ETSNE RS @K (2 @& A E B R H IR
ETINER) - |

If the overseas listed foreign shares public offered by
the Company account for approximately 3.47% of the
total number of issuable ordinary shares of the Company
upon the completion of the issuance of the above
overseas listed foreign shares and the conversion of non-
listed domestic shares into overseas listed foreign shares
(H shares) (without the exercise of the over-allotment
option), the share capital structure of the Company
is as follows: there are 11,188,231,800 ordinary
shares, including 6,211,800,000 domestic shares and
1,303,252,410 overseas listed foreign shares converted
from domestic shares, which are held by Yangshengtang
Co., Ltd., the promoter; and 3,673,179,390 overseas
listed foreign shares (including 3,284,947,590 overseas
listed foreign shares converted from domestic shares).

If the overseas listed foreign shares public offered by the
Company account for approximately [eee]% of the total
number of issuable ordinary shares of the Company (with
the full exercise of the overallotment option), the share
capital structure of the Company is as follows: there are
[eee] ordinary shares, including [eee] domestic shares and
overseas listed foreign shares converted from domestic
shares, which are held by Yangshengtang Co., Ltd.,
the promoter, and [eee] overseas listed foreign shares
(including overseas listed foreign shares converted from
domestic shares).”

£ EaisEoh EoNE BR B 1T (FTE B RE L IR i 18 ) B 3E
AR &R AR ETINE IR (HAR) 2 3B FERK
% REIRAEER - TiBAK11,246,466,400/% - E
FERASAEEBRARKFEEG211,800,0000% A&
f% + 1,303,252,4 100 A& W& B8 B389 T ANERR
H A3 FTINEAR3,731,413,9900% (£3,284,947,590
RN E R B BN ETANERR) - |

Upon the completion of the issuance of the above
overseas listed foreign shares (after the exercise of the
over-allotment option) and the conversion of non-listed
domestic shares into overseas listed foreign shares (H
shares), the share capital structure of the Company
is as follows: there are 11,246,466,400 ordinary
shares, including 6,211,800,000 domestic shares and
1,303,252,410 overseas listed foreign shares converted
from domestic shares, which are held by Yangshengtang
Co., Ltd., the promoter, and 3,731,413,990 overseas
listed foreign shares (including 3,284,947,590 overseas
listed foreign shares converted from domestic shares).”

BRIFRKHERAS NONGFU SPRING CO., LTD.
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5= HRE R

Article 20, which originally reads as:

FEZHRIETT R

Article 20, which is amended as:

[BIEHAETT 281 ARIMEMEAR R ARE108,000
87 BHBRBEITERR(TTEBELEER) - A7
EMEARRARKE111,882.3188 T - B TEBEREAE
# - ARFANEMERARARKOET -

“Immediately before the issue of H shares, the
Company’s registered capital is RMB1,080,000,000.
Upon completion of the aforesaid issue of H shares, the
registered capital of the Company is RMB1,118,823,180
(without exercising the over-allotment option). If the over-
allotment option is exercised, the registered capital of the
Company is RMB[eee].”

[ARIE R E AR A ARE,124,646,6407T © |

“the Company’s registered capital is RMB1,124,646,640.”

BREERNEE

EFFECTIVE COMMUNICATIONS WITH INVESTORS

2020F AEEMBREERETIFEESS
REEERENAENIF TAMRRA -
AEHERBINT HIHREE DNERZXR
g REEGRBREEFRDETS  UEEXR
NAERRMEEA T ZERER - SERA
REL KA RS - FEREEME
MR BA MR ARG E T A BIREER
FREAMABR -

The Group had made effective improvements in investor relations
in 2020 under the leadership and support of the Board and
management. The Group has participated in a number of investor/
analyst communication meetings, investment forums and investor
events, etc., to promote the Company’s communications with
shareholders and investors. In the future, the Company will maintain
on-going and effective communications with shareholders of the
Company and investors through road shows after the issuance of

interim results, annual results as well as through general meetings.
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PERFORMANCE OF NON-COMPETITION
UNDERTAKING

The independent non-executive Directors have reviewed the
compliance by Mr. Zhong Shanshan and Yangshengtang of the
Non-competition Undertaking and confirmed that Mr. Zhong
Shanshan and Yangshengtang have complied with the terms of such
undertaking during the year ended December 31, 2020. Mr. Zhong
Shanshan and Yangshengtang also confirmed to the Company
that they have complied with the terms of the Non-Competition
Undertaking.

The independent non-executive Directors were not aware of any
breach of the terms of the Non-Competition Undertaking by Mr.
Zhong Shanshan and Yangshengtang and therefore, no remedy
action was taken by the Company during the year ended December
31, 2020.

In accordance with the Non-Competition Undertaking entered
into between the Company and Mr. Zhong Shanshan and
Yangshengtang, if any of Mr. Zhong Shanshan and Yangshengtang
or their subsidiaries (excluding their listed subsidiaries and the
Group) are recommended or provided with business opportunities
which directly or indirectly compete with the Restricted Business in
the PRC during the term of the Non-competition Undertaking, the
New Business Opportunities should be recommended or introduced
to the Group. For details, please refer to the "Non-Competition
Undertaking" and "New Business Opportunities" mentioned in the
section headed "Relationship with the Controlling Shareholders" in
the Prospectus.

During the Reporting Period, the Directors of the Company (including
the independent non-executive Directors) did not make any decisions
in relation to the exercise or termination of the option or the right of
first refusal or take up or waive any Business Opportunities.

4 2020 Annual Report
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RISK MANAGEMENT AND INTERNAL CONTROL

The Board has established a risk management and internal control
system in accordance with the requirements of paragraph C.2 of the
Corporate Governance Code, which is responsible for independently
reviewing the adequacy and effectiveness of the risk management
and internal control system of the Company, and continuously
monitoring and reviewing the effectiveness of its operation once a
year. The system aims to manage rather than eliminate the risk of
failure to achieve business objectives, promote effective and efficient
operations, reasonably ensure the reliability of financial reports and
comply with applicable laws and regulations and protect the assets
of the Group. The Board can only give reasonable but not absolute
assurance that there will be no material misrepresentation or loss.

Characteristics of the Risk Management and Internal Control
Organization System

In accordance with the requirements of code provision C.2.2 of the
Corporate Governance Code, the Group has established a sound risk
management and internal control organization system which includes
the Board, the Audit Committee, the Supervisory Committee, the
management of the Group, the office of the Board, the audit and
inspection center, the legal department and other departments
to ensure that the Group has sufficient resources, qualified and
experienced staffs, training courses and related budget for risk
management and internal audit. The various departments of the
Group are the first line of defense for risk management and internal
control; the office of the Board and the management of the Group
are the second line of defense; while the audit and inspection center,
the legal department, the Audit Committee and the Supervisory
Committee are the third line of defense. The Board bears the ultimate
responsibility for the establishment and improvement of the Group’s
risk management and internal control system as well as the effective
implementation of the risk management work, and serves as the
highest decision maker for the Group's risk management and internal
control.
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Implementation of Risk Management and Internal Control

The Group reviews the effectiveness of the risk management and
internal control systems every year and assesses all important
monitoring aspects including supervision on financial, operation and
compliance affairs, etc. based on the elements of internal control
such as the internal environment, risk assessment, control activities,
information and communication as well as internal supervision.

After risk assessment, the Company’s major risks in 2020 mainly
involve business risks, financial risks, compliance risks, inside
information and internal control risks.

Business risks: The business risks the Group mainly faces include
reputation risks, investment and acquisition risks, and corporate
responsibility and sustainability risks. The Board regularly reviews
the development strategies, business plans, financial results, and
key performance indicators of the Group to ensure that the business
risks are controlled and managed, and potential risks can be
identified.

Financial risks: The Group has adopted financial risk management
policies to control the Group’s financial risk exposure, such as
taxation risks, currency risks and financial reporting risks. Also, the
Board monitors the financial results and key operating statistics
with the assistance of the Group’s internal finance department on a
regular basis.

Compliance risks: The Group has adopted internal procedures to
monitor the Group’s compliance risks to ensure that the Group
has complied with the laws and regulations of the regions where
the Group conducts business. In addition, the Group engages
professional advisers from time to time to keep the Group updated
with the latest development in the regulatory environments.

Inside information and internal control risks: The Group attaches
utmost importance to the proper handling and dissemination of
inside information. Internal policies are put in place to ensure that
inside information is properly controlled. The Group has implemented
information management system control to prevent the leakage of
sensitive information.
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Formation of a Long-term Mechanism for Risk Management
and Internal Control

We have formulated risk management policies and procedures,
specified the risk management structure and responsibilities,
established three lines of defense for risk management and control.
We identify major risks that hinder the achievement of objectives and
control them within acceptable levels to ensure the achievement of
business objectives, the improvement of operational efficiency, the
reliability of financial reports and compliance with national regulations
and other compliance requirements.

We evaluate and check the effectiveness of our risk management
and internal control systems through channels such as the
management, business units in the risk management system, audit
and inspection teams of the Group and external auditors to improve
risk response measures. Meanwhile, in order to ensure the effective
operation of the risk management system, we have established the
Audit Committee to conduct review and supervision.

According to the authorization of the Board, the audit and
inspection team of the Group focuses on business risks, financial
risks and compliance risks. Through agile audits, it achieves more
comprehensive and accurate risk control, identifies potential risks
more quickly, and promotes the improvement in management and
system processes to support the achievement of the mid- to long-
term vision and strategic goals of the Company.

The Group’s management procedures for financial reporting
and information disclosure, etc. are in strict compliance with the
requirements of the Listing Rules. Office of the Board formulated
the Rules on the Information Disclosure Management, which was
approved by the Board, and has set up controlling procedures for
information reporting, reviewing and disclosure. Prior to disclosing
relevant information to the public, the Group will ensure that
such information is kept confidential properly and will perform the
obligation to inform and supervise the insiders of inside information as
required.

The Board reviewed the risk management and internal control
during the Reporting Period and concluded that there had been no
deficiency in material risk control nor any weakness in material risk
control based on the outcome of the risk management and internal
control work implemented by the Group as of the Latest Practicable
Date. The Board was of the view that the risk management and
internal control system of the Group is effective and sufficient.
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JOINT COMPANY SECRETARIES

Ms. Han Linyou (E8#k{#, former name: Han Yang (§845)), age 40,
has been the Secretary to the Board of the Company since February
2020 and concurrently a joint company secretary since January
2020. She is responsible for our corporate governance, information
disclosure and investor relations management. For the biographical
details of Ms. Han Linyou, please refer to the biography of "Senior
Management" below.

Ms. Mak Po Man Cherie (2% X)) has served as a joint company
secretary of the Company since September 8, 2020. During the term
of office of Ms. Mak, Ms. Han Linyou was the main contact person
between the Company and Ms. Mak. For the biographical details
of Ms. Mak Po Man Cherie, please refer to the biography of "Joint
Company Secretaries " below.

The Company will ensure that Ms. Han and Ms. Mak continue to
have access to the relevant training and support in relation to the
Listing Rules and the duties required for a company secretary of
an issuer listed on the Hong Kong Stock Exchange. Ms. Han and
Ms. Mak have taken no less than 15 hours of relevant professional
training in last financial year, which is in compliance with the Rule 3.29
of the Listing Rules.
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DIRECTORS

Mr. Zhong Shanshan ($E8fX), age 66, is the founder, Chairman
of the Board, an executive Director and the General Manager
of the Company. He founded Zhejiang Thousand-Island Lake
Yangshengtang Drinking Water Company Limited ()T F&#H&E 4
EEAKAR A R]), the predecessor of the Company, in September
1996. Mr. Zhong was appointed as the Chairman of the Board
and an executive Director in June 2001 and the General Manager
of the Company in May 2005. Mr. Zhong Shanshan has also been
serving as the director of all subsidiaries of the Company since their
establishment. Mr. Zhong is responsible for our overall development
strategies, business plans and major operational decisions and direct
management of our brands, sales and human resources. Under the
guidance of Mr. Zhong Shanshan, the Group has taken the dual-
engine development approach underpinned by drinking water and
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beverage, and become a leading company in the PRC soft beverage
industry. Prior to the establishment of the Company, Mr. Zhong
Shanshan founded Yangshengtang in March 1993 and has served
successively as a director, the general manager and the chairman
of the board of directors of Yangshengtang since March 1993. Mr.
Zhong Shanshan had been the chairman of Beijing Wantai Biological
Pharmaceutical Enterprise Co., Ltd. Jt REBTEWEEXERMDBR A
7)) (listed on the Shanghai Stock Exchange, stock code: 603392)
from November 2001 to January 2021. Mr. Zhong Shanshan has
nearly 30 years of extensive experience in the food and soft beverage
industry Mr. Zhong Shanshan is the father of Mr. Zhong Shu Zi, the
non-executive Director.

Mr. Guo Zhen ($[#R) (alias: Mr. Guo Zhen (38%E)), age 63, was
appointed as an executive Director in December 2019 and a Deputy
General Manager of the Company in March 2020 and is responsible
for our overall production and operation. Mr. Guo Zhen served
as a Supervisor of the Company from September to December
2019. Upon joining the Group in June 2003, Mr. Guo Zhen was
successively the manager of Danjiangkou plant, the Regional
Production Director of east China, north China regions and the
deputy general manager of the production and operation center
of the Group. Currently, Mr. Guo Zhen is the manager of several
subsidiaries of the Company. Prior to joining the Group, Mr. Guo
Zhen held several management positions in Hangzhou Tingjin Food
Co., Ltd. (M TERE SBR A7) from September 1994 to March
2001.

Mr. Guo Zhen obtained a master’'s degree in law from Northeast
Normal University in December 1992, and a bachelor’s degree in
politics from Northeast Normal University in August 1982.

Mr. Zhou Li (& 77), age 49, was appointed as an executive
Director in September 2019 and the Deputy General Manager of
the Company since July 2019 and is responsible for our product
research and development, quality management, technology-related
regulations and legal affairs. Mr. Zhou Li served as the secretary to
the Board from April 2008 to February 2020. In addition, Mr. Zhou
Li concurrently serves as the manager of several subsidiaries of
the Company. In addition, Mr. Zhou Li was the general manager of
Yangshengtang Zhejiang Food Company Limited (&4 E¥ T8 &
AR A7) from May 2004 to March 2008. Mr. Zhou Li served as a
researcher and a deputy director of YST Natural Medicine Research
from March 1998 to May 2004, and concurrently as the production
technology director of Yangshengtang from November 2002 to May
2004.
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Mr. Zhou Li obtained a PhD in chemical engineering and a bachelor’s
degree in chemical engineering from Zhejiang University in May 1998
and July 19983, respectively. Mr. Zhou Li is a professor-level senior
engineer.

Ms. Zhou Zhenhua (] Z%£), age 44, was appointed as an executive
Director in September 2019 and as the Chief Financial Officer in
November 2007, is responsible for our financial matters and external
investment. Ms. Zhou Zhenhua has been assisting Mr. Zhong
Shanshan in managing the overall operations of the Company as
an assistant to the General Manager since March 2014 and was
concurrently in charge of the branding and marketing of the Group
from April 2015 to September 2016. After joining the Group in
July 2007, Ms. Zhou Zhenhua, being the Chief Financial Officer of
the Group, successively served as the chief financial officer and
general manager of the financial center of the Company until July
2012. Ms. Zhou Zhenhua was a Supervisor from June 2014 to
September 2019. Ms. Zhou Zhenhua also served as a consultant of
Yangshengtang from July 2012 to March 2014. Prior to joining the
Group, Ms. Zhou Zhenhua successively served as a consultant at
Deloitte Consulting (Shanghai Pudong) Co., Ltd. (EE>2EE R
# (HEEE) ARATF) and an investment banking associate at
HSBC Markets (Asia) Limited from March 2000 to June 2007.

Ms. Zhou Zhenhua obtained an MBA from Fudan University in June
2004 and completed the International MBA Program of MIT Sloan
School of Management during the same year. She obtained a
bachelor’s degree in electrical engineering from Shanghai Jiao Tong
University in July 1998. Ms. Zhou Zhenhua is a fellow member of
the Chartered Institute of Management Accountants in the UK and a
Chartered Global Management Accountant in the USA.

Mr. Liao Yuan (BZJ&), age 50, was appointed as an executive
Director in March 2020 and is responsible for the management of
our engineering and equipment. Mr. Liao Yuan has been the general
manager of the engineering and equipment center of the Group since
February 2020. After joining the Group in April 2000, Mr. Liao Yuan
successively served as the section chief of the equipment technology
section and deputy manager of the Jiande Plant, manager of
the Chun’an Plant, manager of the Group’s quality assurance
department, production director, director of the engineering and
equipment department and assistant to the general manager of the
production and operation center, etc., and served as the general
manager of the engineering and equipment center of Yangshengtang
from May 2018 to February 2020. Prior to joining the Group, Mr. Liao
Yuan was a technician and the chief of the manufacturing section at
Hangzhou Tingjin Food Co., Ltd. (#1/NTE2 R AR 2 7)) from April
1995 to April 2000, and a technician at Shaoxing Automobile Oil
Pump Factory (47 85 B 5M 3= %) from August 1993 to March 1995.
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Mr. Liao Yuan obtained a bachelor’s degree in technique of
mechanical manufacturing and equipment from Nanchang University
in July 1993.

Mr. Zhong Shu Zi, age 33, was appointed as a non-executive
Director in June 2017 and is responsible for providing advice on our
business plans, major decisions and investment activities. Mr. Zhong
Shu Zi joined the Group in January 2014 and has been the general
manager of Yangshengtang Brand Center since January 2020.

Mr. Zhong Shu Zi obtained a bachelor of arts degree in English from
University of California, Irvine in the United States in December 2011.

Mr. Stanley Yi Chang, age 62, was appointed as an independent
non-executive Director in March 2020 and is responsible for
overseeing and providing independent judgment to the Board, and
offering strategic advice and guidance to our financial management,
internal control and external investment. Mr. Chang is currently a
standing council member of China Institute of Internal Audit, and
a member of Auditing Expert Panel of Asian Development Bank.
Mr. Chang has been a Professor at Shanghai Advance Institute of
Finance of Shanghai Jiaotong University since July 2018. He was a
Professor at National Taiwan University from August 2016 to June
2018. Prior to that, Mr. Chang successively served as the Chief
Operating Officer of MarcumBP where he also led its China Advisory
Services; Managing Partner of China Advisory Services and Global
Business Risk Services Leader for Grant Thornton; and Partner of
Business Risk Services and Asia Pacific Life Sciences Leader for
Emst & Young from September 2007 to October 2016. Mr. Chang
has been serving as an independent director, chairman of each of
the audit committee, the nomination committee and remuneration
committee of DBS Securities (China) Co., Ltd. (ER#&E% (T E) A
[R/AA]) since January 2021.

Mr. Chang received his PhD in Accounting from Texas Tech
University in the United States in August 1987; his Master Degree in
Accounting from University of Missouri-Columbia in the United States
in August 1983; and his Bachelor Degree in Business Administration
from National Taiwan University in June 1980. Mr. Chang is a
Certified Public Accountant of Texas, United States.
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Mr. Yang, Lei Bob (#5#&), age 53, was appointed as an independent
non-executive Director in September 2019 and is responsible for
supervising and providing independent judgement to the Board. Mr.
Yang, Lei Bob was a visiting professor of finance at China Europe
International Business School from January 2012 to December
2012 and from April 2016 to December 2019, and was an adjunct
professor of finance at China Europe International Business School
from April 2013 to March 2016. Mr. Yang, Lei Bob has extensive
experience in corporate finance and financial management. He
worked for The Hongkong and Shanghai Banking Corporation
Limited from July 2004 to March 2010 with his last positions as the
Global Banking and Markets managing director and head of the
China Investment Banking Division, and worked for Goldman Sachs
Asia Limited from August 1999 to June 2004 with his last position
as an executive director of the Investment Bank Division. Mr. Yang,
Lei Bob was an independent director, chairman of the nomination
committee and member of the audit committee of Shanghai Kehua
Bio-Engineering Co., Ltd. (E8RIZEEYWTREBRHER RG], a
company listed on the Shenzhen Stock Exchange, stock code:
002022) from May 2017 to June 2020.

Mr. Yang, Lei Bob obtained an MBA (with a finance concentration)
degree from McGill University in Montreal, Canada in June 1993.

Mr. Lu Yuan (mJR), age 65, was appointed as an independent
non-executive Director in September 2019 and is responsible for
supervising and providing independent judgement to the Board and
offering strategic advice and guidance in relation to the business and
operations of the Group. Mr. Lu Yuan has been a chair professor at
the School of Business Administration of South China University of
Technology since February 2019, an adjunct professor at the School
of Management of Zhejiang University of Technology since August
2018 and an adjunct professor at the Department of Management
of The Chinese University of Hong Kong since December 2013. Mr.
LLu Yuan has been an independent director of Sirio Pharma Co., Ltd.
(L2t ERIE AR AR AT, a company listed on the Shenzhen
Stock Exchange, stock code: 300791) since April 2015. Prior to
that, Mr. Lu Yuan was the Dean of the Business School of Shantou
University from October 2013 to August 2017, and the distinguished
professor there from September 2017 to August 2018, an adjunct
professor, an associate professor and a professor at the Department
of Management of the Chinese University of Hong Kong from August
1996 to September 2013, the Rothmans researcher at Cambridge
Judge Business School (the predecessor of the Judge Institute of
Management Studies) from January 1993 to August 1996 and an
assistant research fellow at Lancaster University Management School
in the UK from 1991 to 1992.
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Mr. Lu Yuan obtained a PhD in management from Aston University
in Birmingham, the UK in July 1991, an MBA from the China-
Europe Management Programme (the predecessor of China Europe
International Business School) in December 1986, and a bachelor’s
degree in engineering from Beijing University of Technology in
January 1982.

SUPERVISORS

Ms. Qiu Hongying (4L %), age 56, has been a shareholder
representative Supervisor of the Company since April 2008 and
the chairman of the Supervisory Committee since December 2019,
responsible for overseeing our operations and financial activities. Ms.
Qiu Hongying has been serving as a vice president of Yangshengtang
since April 2016 and is responsible for auditing and human resources
works. She was the general manager of Hainan Yangshengtang
Pharmaceuticals Co., Ltd. (Bra&£E BEXHR A7) from August
2004 to April 2016 and the head of general office and director of
advertisement center of Yangshengtang successively from April
1995 to August 2004. In addition, Ms. Qiu Hongying served as the
secretary to the Youth League Committee of Hangzhou Hospital of
Traditional Chinese Medicine from May 1989 to October 1995.

Ms. Qiu Hongying graduated from the master’s degree programme
on economic management of Hangzhou University (a predecessor of
Zhejiang University) in September 1998 and obtained an associate’s
degree in Chinese from Hangzhou University in June 1988.

Ms. Qiu Hongying has tendered her resignation to the Supervisory
Committee and will resign as the shareholder representative
Supervisor of the Company and the chairman of the Supervisory
Committee as she has attained the age of retirement. The resignation
of Ms. Qiu Hongying will take effect on the effective date of the
appointment of the new shareholder representative Supervisor of the
Company.
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Mr. Liu Xiyue (2]=1%), age 47, has been a shareholder
representative Supervisor since December 2019 and is responsible
for overseeing our operations and financial activities. Mr. Liu Xiyue
has been the Chief Information Officer of the Group since November
2017. Prior to joining the Company, Mr. Liu Xiyue was a senior
manager at Accenture (China) Co., Ltd. (%% (F ) BR A F)
and a marketing expert at Huawei Technologies Co., Ltd. (£ A&k
R AT AR A F)) successively from May 2005 to November 2017.
Prior to that, Mr. Liu Xiyue worked as a project manager at the
software center of the Ministry of Posts and Telecommunications
of the People’s Republic of China (the predecessor of the Ministry
of Industry and Information Technology of the People’s Republic
of China), a manager of the network planning department of
China Enterprise ICT Solutions Limited and a product manager of
UTStarcom Telecom Co., Ltd. (UTHTE B4 R A 7)) successively
from August 1996 to April 2005.

Mr. Liu Xiyue obtained an MBA degree from the School of
Economics and Management of Tsinghua University in June 2001
and completed the International MBA Program of MIT Sloan School
of Management in the same year. Mr. Liu Xiyue obtained a bachelor’s
degree in computer communication from Beijing University of Posts
and Telecommunications in July 1996.

Mr. Rao Minghong (#BB4T), age 46, has been an employee
representative Supervisor of the Company since December 2019 and
is responsible for overseeing our operations and financial activities.
Mr. Rao Minghong was elected as the president of the labour union
of the Company in April 2020. Since joining the Company in June
1999, Mr. Rao Minghong successively served as a foreman of the
manufacturing section, a mechanical engineer, the section chief of
the manufacturing and equipment maintenance sections, an assistant
to the plant manager, a deputy plant manager and the plant manager
of Chun’an Plant and general manager of the East China Base.
Prior to joining the Group, Mr. Rao Minghong worked at Hangzhou
Creator Machinery Manufacture Co., Ltd. (1751 8l 2 i 8l 5 R A
7]) from January 1995 to June 1999.

Mr. Rao Minghong graduated from Zhejiang Mechanical Industry
College (/I #4% T2 221) (the predecessor of Zhejiang Institute of
Mechanical and Electrical Engineering) in July 1994 with a major in
mechatronics.
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SENIOR MANAGEMENT

For the biographical details of Mr. Zhong Shanshan, Mr. Guo Zhen,
Mr. Zhou Li and Ms. Zhou Zhenhua, see the biographies in the
“Directors” above.

Ms. Han Linyou (##K&, former name: Han Yang (¥815)), age 40,
has been the Secretary to the Board of the Company since February
2020 and concurrently a joint company secretary since January
2020. She is responsible for our corporate governance, information
disclosure and investor relations management. Ms. Han Linyou
joined the Group in November 2019 as the deputy general manager
of Nongfu Spring Drinking Water Hong Kong Company Limited (&
kIR EAKEAB R A T). Prior to joining the Group, Ms. Han
Linyou was an executive director of Tibet Water Resources Ltd. (a
company listed on the Hong Kong Stock Exchange, stock code:
01115) from May 2017 to November 2019 and has been chairman of
the risk management committee of the board since August 2017, an
assistant to the chief executive officer, a legal director and a senior
vice president of the aforesaid company since April 2013. Ms. Han
Linyou worked at Jingtian & Gongcheng from August 2002 to March
2018 and became a partner of such firm in 2009. She concurrently
served as the PRC legal adviser of Chiu & Partners in Hong Kong
from May 2008 to May 2009.

Ms. Han Linyou obtained a bachelor’s degree in law from Peking

University in July 2002 and a PRC Legal Professional Qualification
Certificate in February 2008.
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JOINT COMPANY SECRETARIES

Ms. Han Linyou (88 #K{) is one of our joint company secretaries. For
the biographical details of Ms. Han Linyou, see the biography in the
“Senior Management” above.

Ms. Mak Po Man Cherie (238 X) becomes a joint company secretary
of the Company on September 8, 2021. Ms. Mak Po Man Cherie is
the vice president of SWCS Corporate Services Group (Hong Kong)
Limited. She has worked for various professional firms and listed
companies in Hong Kong, with over 16 years of experience in the
fields of auditing, accounting, corporate finance, compliance and
company secretarial. Ms. Mak has been the vice president of SWCS
Corporate Services Group (Hong Kong) Limited since October
2019 and was the assistant vice president from August 2018 to
September 2019. Ms. Mak also served as a company secretary of
Cosmos Machinery Enterprises Limited (a company listed on the
Hong Kong Stock Exchange, stock code: 0118) from June 2014
to March 2018. Ms. Mak obtained a master degree of corporate
governance from the Hong Kong Polytechnic University in 2017.
She has been admitted as an associate member of The Hong Kong
Institute of Chartered Secretaries and The Institute of Chartered
Secretaries and Administrators in the United Kingdom in 2017, a
member of the Hong Kong Institute of Certified Public Accountants in
2003, and a fellow member of the Association of Chartered Certified
Accountants in 2006.

Save as disclosed in this annual report, as of December 31, 2020,
there was no other information required to be disclosed pursuant to
Rule 13.51B(1) of the Listing Rules.
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The Board is pleased to present its report together with the audited
consolidated financial statements of the Group for the year ended
December 31, 2020.

PRINCIPAL BUSINESS

The Group is a leader in the packaged drinking water and beverage
business in the PRC with devotion to providing consumers with high-
quality products. The Group’s major products include packaged
drinking water, tea beverage, functional beverage and juice
beverage.

Since its establishment in 1996, the Group has adhered to the
principle that “every drop of Nongfu Spring has its source” ([ & —
HEXRIRHETHRE]). The Group sources all of packaged
drinking water products from natural water sources. We have
obtained access to ten quality natural water sources in different
regions of China which cover the entire national market supply. The
ten water sources are all located in excellent ecological environments
and have outstanding water quality. The Group treats the quality
natural water with the necessary process, including filtration
and sterilization. Our packaged drinking water products contain
the natural minerals that are beneficial to human body, such as
potassium, sodium, calcium, magnesium and metasilicate.

4 2020 Annual Report
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The Group has established dual growth engines, packaged drinking
water and beverage, which enhance our competitive advantage
and reduce the risks of fluctuating operating results. The Group
implements a multi-brand strategy, has long-term visions for our
brands and strong brand communication capabilities, and has built a
super brand in the PRC soft beverage market.

Please refer to the sections headed “Chairman’s Statement”,
“Management Discussion and Analysis” and “Corporate Governance
Report” in this annual report for a review and the analysis using
financial key indicators on the Group business, major risks and
uncertainties faced by the Group, and the future development of the
Group’s business.

RELATIONS WITH EMPLOYEES, CUSTOMERS AND
SUPPLIERS

The success of the Group relies on the support of important relations
such as employees, suppliers and customers. The Company
maintains a good relationship with its employees, customers and
suppliers in order to ensure smooth business operation.

SEGMENT INFORMATION

The analysis of the Group’s performance by business segment for
the year is set out in note 4 to the financial statements.

RESULTS

The operating results of the Group during the Reporting Period are
set out in the consolidated statement of profit or loss on page 107 of
this annual report.

ISSUED SHARES

Details of the changes in the share capital of the Company during
the year are set out in note 30 to the financial statements.
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DIVIDENDS

The Board recommended the distribution of a final dividend (the
“Final Dividend”) of RMB0.17 (tax inclusive) per share for the year
ended December 31, 2020, with a total amount of RMB1,912
million. If such profit distribution plan is approved by shareholders
at the annual general meeting to be held on Friday, June 25, 2021,
the Final Dividend will be paid no later than August 31, 2021 to the
shareholders whose names are listed on the register of shareholders
of the Company on Friday, July 2, 2021.

The Company will not be liable for any claim or dispute over the
withholding mechanism arising from any delay in, or inaccurate
determination of the status of the shareholders.

The Board is not aware of any shareholders who have waived or
agreed to waive any dividend.

DIVIDEND POLICY

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

The allocations to the statutory common reserve are currently
determined to be 10% of the Company’s after-tax profit attributable
to equity holders of the Company for the fiscal year determined in
accordance with PRC accounting rules and regulations. When the
accumulated allocations to the statutory common reserve reach 50%
of the registered capital of the Company, it will no longer be required
to make allowances for allocation to the statutory common reserve.

4 2020 Annual Report
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COMPLIANCE WITH LAWS AND REGULATIONS AND
LEGAL PROCEEDINGS

The Group’s operations are carried out primarily in the PRC, while
the Shares of the Company are listed on the Hong Kong Stock
Exchange. The businesses operated by the Group are subject to
the laws of relevant jurisdiction in the PRC and Hong Kong. During
the year ended December 31, 2020 and as of the Latest Practicable
Date, the Group has complied with relevant laws and regulations that
have a significant impact on the Group in the applicable jurisdictions.
Specifically, as a manufacturer of packaged water and beverages,
the Group’s operations in China are subject to the applicable food
safety and environmental protection laws and regulations in the PRC.
During the Reporting Period, the Group did not have any material
non-compliance with such laws and regulations.

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 (a company incorporated in New Zealand and mainly
engaged in production and sales of bottled water in New Zealand)
from its then owners (all being independent third parties) (the “New
Zealand Project”). Please refer to “History — Establishment and
Development of the Company — 3. Building up Overseas Operation
Capability” and “Business — Compliance and Legal Proceedings” in
the Prospectus for details.

In June 2018, we obtained the consent from Bay of Plenty Regional
Council (the “Regional Council”) to maintain and increase the bottled
water business operated by Otakiri Springs Limited and increase the
water take volume and the consent from Whakatane District Council
(the “District Council”) (together with the Regional Council, the “Local
Councils”) to expand the water bottling plant.

Since July 2018, some locals and some local indigenous groups (the
“Opposition Group”) had filed appeals against the Local Councils’
decisions in relation to their grant of consents to the Environment
Court of New Zealand (the “Environment Court”) and the High Court.
The Environment Court and the High Court dismissed the appeals
in December 2019 and December 2020, respectively. In February
2021, the Opposition Group submitted an application to the Court of
Appeal to continue the lawsuit. As of the Latest Practicable Date, the
Appeal Court has not yet accepted this case.

BXRIFRHBERLSE NONGFU SPRING CO., LTD.
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We believe the above legal proceedings could not have a material
and adverse effect on our financial condition or results of operations.
We will continuously evaluate the feasibility of the New Zealand
Project based on the progress of the legal proceedings.

PURCHASE, SALE AND REDEMPTION OF LISTED
SECURITIES OF THE COMPANY

From the Listing Date to December 31, 2020, none of the Company
and its subsidiaries had purchased, sold or redeemed any of the
listed securities of the Company.

USE OF PROCEEDS FROM THE LISTING

From the Listing Date to December 31, 2020, the Group has
gradually used the proceeds from the initial public offering for the
intended purposes set out in the Prospectus.

The sum of IPO proceeds from the listing of the shares of the
Company on the Main Board of the Stock Exchange and the
net proceeds from the full exercise of the over-allotment option
(after deducting underwriting fees and other related expenses) is
approximately HK$9,377 million. As of December 31, 2020, the
Group has utilised approximately HK$840 million of the proceeds
for the intended purposes set out in the Prospectus, accounting for
9.0% of all raised funds, and the remaining unutilised proceeds is
approximately HK$8,537 million. See the table below for details:
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Hit Hit
2020 20204
thEL 128310 12A318  HABA
RERTFE BRERTE HADATE FERENEH
(BREE) (BREE) (BREE) FARE

Actual net Unutilised
amount net amount
Net utilised for forthe Expected

proceeds from the year ended year ended timeline for
the Listing December 31, December 31, utilising
available 2020 2020  unutilised
(HKS$ million)  (HK$ million)  (HK$ million)  net amount

mIgER Brand building 2,344 77 2,267 2023%12A31H
December 31, 2023

BEHERB Purchasing sales equipment 2,344 27 2,317 2023F12A31H
December 31, 2023

BELERENTERRE Purchasing production facilities and 1,875 109 1,766  2022412A31H
building new factories December 31, 2022

o -5 Strengthening fundamental 938 21 917 2023F12A31H
capabilities December 31, 2023

BEER Repaying loans 938 340 598 2021%12A31H
December 31, 2021

HRRBEEMN Working capital and other 938 266 672  2021%12A31A
Hi—RERE general corporate purposes December 31, 2021

st Total 9,377 840 8,637

BIRNAFBREMERBLEKIBESEIRIERE  The balance of the proceeds from the Listing will continue to be
BERFE SR AER - unutilised according to the purposes and proportions disclosed in
the Prospectus.

FEMB AT PRINCIPAL SUBSIDIARIES

KAFTTERB AT M - T2%&EH Details of the names, principal places of business, places of
2h SIS R R E BRI A EEE R incorporation and issued share capital of the Company’s principal
BRI RE o subsidiaries are set out in note 1 to the financial statements.

i RESERVES

REBRRERE 7 a2 e 58 A4 Details of movements in reserves of the Group during the Reporting

MEAIEBI12ENGEAEAEE R LAH  Period are set out in the consolidated statement of changes in

HERMFE32 © equity on pages 111 to 112 of this annual report and note 32 to the
financial statements.

43, 2020 Annual Report RXIWRBHHRAS NONGFUSPRING CO.,LTD. / 75



EE2%HE REPORT OF THE DIRECTORS

AR TR 6
RERERAE - RAR AL R RFE
BFeh 5 RAS B (B4R RO B & F B HIRR ()
AEFENRESE - ROBAETRHA
e WR(WE)EBRHAES (BRE
SERRFRASRED) RSB -

REBARER - LT RAIHIRMNEMS -
AR A IRFESERBEO)TEESS
ERIMARA - R()EFREE R LT ES
A ESHBRENBERE R BIEE -

20204 » 12 B BREEHE - ARFAH
DIKFEHEEELORARK4288BETT

M - BERRE
AEEZ MR BERRENRENE 2
B ERR B REN R4 -

BE
REE 2 BEFBHRYHRKM TS -

RITHVERER
RBERA - KRR WARBEITRRES

TEEREFREER

BEM - AAREAEEIAESRE
ABEEZ HEREBAEIIRES 2
=+

MESHA MEESHEBEANTARG
RARB D EITRATHEBE%SEIA LS
MERBRRAEER EAHER - ARE
P E s -

76 / BXIRKRHBERAS NONGFU SPRING CO., LTD.

DISTRIBUTABLE RESERVES

In accordance with the PRC Company Law, the Company may only
distribute dividends out of its distributable profits of the year (i.e., the
Company’s profit after tax after offsetting: (i) the accumulated losses
brought forward from the previous years; and (ii) the allocations to
the statutory surplus reserve and, if any, the discretionary common
reserve (in such order of priorities)).

According to the Articles of Association, for the purpose of
determining distributable profit, the distributable profit of the Company
shall be the lower of its profit after tax determined in accordance
with: (i) the PRC accounting standards and regulations; and (ii) the
international standards or the accounting standards of the place(s)
outside the PRC where the shares of the Company are listed.

In 2020, the distributable reserves of the Company, calculated based
on the above principles, amounted to approximately RMB4,288
million.

PROPERTY, PLANT AND EQUIPMENT

Details of changes in property, plant and equipment of the Group
during the Reporting Period are set out in note 14 to the financial
statements.

BORROWINGS

Details of borrowings of the Group are set out in note 28 to the
financial statements.

ISSUED DEBENTURE

During the Reporting Period, the Company did not issue corporate
bonds.

MAJOR CUSTOMERS AND SUPPLIERS

During the Reporting Period, the Group purchased less than 30%
of its goods and services from its top 5 suppliers and sold less than
30% of its goods to its top 5 customers.

To the best of the directors’ knowledge, none of the Directors or
their associates or any Shareholders who is expected to have 5% or
more of the issued share capital of the Company has any interest in
the top five suppliers and top five customers of the Group.
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PERMITTED INDEMNITY PROVISIONS

The Company has maintained directors’ liability insurance to protect
the Directors of the Company against any potential losses arising
from his/her actual or alleged misconduct. During the Year and up
to the Latest Practicable Date, permitted indemnity provision (as
defined in section 9 of the Companies (Directors’ Report) Regulation
(Chapter 622D of the Laws of Hong Kong)) was and is being in force
for the benefit of the Directors of the Company.

CONNECTED TRANSACTIONS

Pursuant to the requirements of the Listing Rules, the transactions
between the Company and its connected persons (as defined
under the Listing Rules) constitute connected transactions of the
Company. The Company regulates and manages such transactions
in compliance with the Listing Rules. The followings are the non-fully
exempt continuing connected transactions conducted by the Group
during the Reporting Period.

Non-fully Exempt Continuing Connected Transactions

As of December 31, 2020, Mr. Zhong Shanshan held approximately
83.9757% interest in our total share capital, including approximately
17.15483% direct interest and approximately 66.8215% indirect
interest through Yangshengtang (Mr. Zhong Shanshan holds
100% of the total registered capital of Yangshengtang, including
98.38% direct equity and 1.62% indirect equity held by Hangzhou
Youfu, which is wholly-owned by Mr. Zhong Shanshan). Mr. Zhong
Shanshan and Yangshengtang and their respective associates are
our connected persons.

The Group conducted non-fully exempt continuing connected
transactions in 2020. The transactions set out below are made in the
ordinary and usual course of business and on normal commercial
terms where, as our Directors expected, the highest applicable
percentage ratios for the purpose of Chapter 14A of the Listing Rules
would be more than 0.1% but less than 5% on an annual basis.
Accordingly, such transactions are subject to the announcement,
reporting, and annual review requirements under Chapter 14A
of the Listing Rules but are exempted from the circular (including
independent financial advice) and independent shareholders’
approval requirement under Chapter 14A of the Listing Rules.
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Purchase of goods from Yangshengtang and its associates
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100.0 89.8

Basic R&D and test services provided by Yangshengtang and/or

its associates

HIBEL T E

M2020F8 H12H » AR AIHEBEEF VIR
BIEZR % - Bt - B8 £ HEIRRZ=2022
FI2A31B AL EEEREBEARE
HEMALEREBERNEEIAWU ]8R
ERBBASENADREXSRENTE
EXEREREHEEEEERNEMER
HEheERERRS - bitmsE - IREBIERD
EBATEE  MALHRET N ER A
B ETREDHRTE - BEALHZERZ S
HEE  B2EBRERIEERS JHD -

78 / BXIRKRHBERAS NONGFU SPRING CO., LTD.

Purchasing Framework Agreement

On August 12, 2020, the Company entered into the purchasing
framework agreement with Yangshengtang, pursuant to which,
Yangshengtang and its associates have agreed to sell and the Group
has agreed to purchase bottle caps for the production of “Scream
(4=ny)” and other products of Yangshengtang Group (including
snack food and cosmetics products) which are sold through the
Group’s new retail channels represented by vending machines,
with a term commencing from the Listing Date to December 31,
2022. The Purchasing Framework Agreement will be renewable
subject to the negotiation between the parties to the agreement and
compliance with the requirements of the Listing Rules. For details of
this agreement and the transaction, please refer to the “Connected
Transactions” section of the Prospectus.
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Mr. Zhong and Yangshengtang are substantial Shareholders of the
Company and the connected persons of the Company under the
Listing Rules. Therefore, the transactions under the Purchasing
Framework Agreement entered into by the Company and
Yangshengtang constitute the continuing connected transactions of
the Company.

Subject to terms of the Purchasing Framework Agreement, the
Group entered into specific agreements or place purchase orders
with Yangshengtang and its associates to set out specific terms
and conditions in respect of the supply of goods. The consideration
payable by the Group under the Purchasing Framework Agreement
for purchasing goods is paid at the time and according to the
method to be agreed in specific agreements or purchase orders.

The prices of transactions contemplated under the Purchasing
Framework Agreement is determined on an arm’s length basis.
The price for purchasing bottle caps of “Scream (4204)” from
Yangshengtang and/or its associates by the Group is determined
with reference to the fee quote of bottle caps of “Scream (5= 0l)”
that the Group could obtain from the independent third party,
but in any event is not higher than the fee quote provided by
the independent third party; and the price for purchasing other
products of Yangshengtang and its associates, such as snack food
and cosmetics products, is determined with reference to prices
of such products provided to other independent third parties by
Yangshengtang and its associates, but in any event does not exceed
the prices provided to independent third parties by Yangshengtang
and its associates.

The proposed annual cap and the actual amount of the transactions
contemplated under the Purchasing Framework Agreement and
for the year ending December 31, 2020 are RMB215.0 million and
RMB171.5 million, respectively.
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IT Product and Service Framework Agreement

On August 12, 2020, the Company entered into the IT product and
service framework agreement with Yangshengtang and its wholly-
owned subsidiary, Rainbow Fish Technology, pursuant to which,
Yangshengtang and Rainbow Fish Technology have agreed to
provide several types of IT products and services to the Company
with a term commencing from the Listing Date to December 31,
2022. The IT Product and Service Framework Agreement will be
renewable subject to the negotiation between the parties to the
agreement and compliance with the requirements of the Listing
Rules. For details of this agreement and the transaction (including
the types of services, the main terms of the agreement, the basis
for pricing and other main contents), please refer to the “Connected
Transactions” section of the Prospectus.

Mr. Zhong and Yangshengtang are substantial Shareholders of the
Company and the connected persons of the Company under the
Listing Rules. Therefore, the transactions under the IT Product and
Service Framework Agreement entered into by the Company and
Yangshengtang and its wholly-owned subsidiary, Rainbow Fish
Technology constitute the continuing connected transactions of the
Company.

The proposed annual cap and the actual amount of the transactions
contemplated under the IT Product and Service Framework
Agreement and for the year ending December 31, 2020 are
RMB150.0 million and RMB76.5 million, respectively.

Basic R&D and Test Service Framework Agreement

On August 12, 2020, the Company entered into the basic R&D
and test framework agreement with Yangshengtang and its wholly-
owned subsidiary, YST Natural Medicine Research, pursuant to
which, Yangshengtang and/or YST Natural Medicine Research
have/has agreed to provide basic beverage R&D services and test
services of raw material and product to the Company, with a term
commencing from the Listing Date to December 31, 2022. The
Basic R&D and Test Framework Agreement shall be renewable
subject to the negotiation between the parties to the agreement and
compliance with the requirements of the Listing Rules. For details of
this agreement and the transaction, please refer to the “Connected
Transactions” section of the Prospectus.
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Mr. Zhong and Yangshengtang are substantial Shareholders of
the Company and the connected persons of the Company under
the Listing Rules. Therefore, the transactions under the Basic R&D
and Test Framework Agreement entered into by the Company
and Yangshengtang and its wholly-owned subsidiary, YST Natural
Medicine Research constitute the continuing connected transactions
of the Company.

Subject to terms of the Basic R&D and Test Framework Agreement,
the Group enters into specific agreements or place orders with
Yangshengtang and/or its associates to set out specific terms
and conditions in respect of the basic R&D and test services. The
consideration payable by the Group under the Basic R&D and Test
Framework Agreement for accepting such services is paid at the
time and according to the method agreed in specific agreements or
orders. The proprietary rights of all work products and intellectual
property rights and other rights obtained pursuant to the Basic R&D
and Test Framework Agreement are jointly owned by the Group and
Yangshengtang and/or YST Natural Medicine Research. The Group
has the exclusive right of use on such intellectual properties, while
Yangshengtang and/or YST Natural Medicine Research are/is only
able to use them with the consent of the Group. Use of such jointly-
owned intellectual properties by Yangshengtang and/or YST Natural
Medicine Research is free of charge.

Fees of basic R&D services provided by Yangshengtang and/or
YST Natural Medicine Research under the Basic R&D and Test
Framework Agreement are determined with reference to the actual
cost incurred by Yangshengtang and/or YST Natural Medicine
Research with a cost markup of 25% of the actual costs, and in any
event are not higher than the prices of similar services that can be
procured from independent third-party suppliers by the Group. Fees
of test services provided by Yangshengtang and/or YST Natural
Medicine Research under the Basic R&D and Test Framework
Agreement are determined with reference to the prevailing market
prices, and in any event are not higher than the prices of similar
services that can be procured from independent third-party suppliers
by the Group.

The proposed annual cap and the actual amount of the transactions
contemplated under the Basic R&D and Test Service Framework
Agreement and for the year ending December 31, 2020 are
RMB100.0 million and RMB89.8 million, respectively.
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Waiver Application for Non-fully Exempt Continuing
Connected Transactions

Mr. Zhong and Yangshengtang are subs