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Annual Report Summary

SECTION | IMPORTANT NOTICE

1 This summary of annual report is from the full text of the annual report. To fully
understand the business performance, financial condition and future development
planning of the Company, investors should read the full text of the annual report for
details, which is also published on http://www.sse.com.cn/.

2 The board of directors (the “Board”), the supervisory committee, the directors, the
supervisors and senior management of the Company warrant that there are no false
representations or misleading statements contained in, or material omissions from,
this report; and jointly and severally accept full responsibility for the truthfulness,
accuracy and completeness of the information contained in this report.

All members of the Board attended the Board meeting.

4 Reanda Certified Public Accountants LLP (FIRZX&iTHESFr SFHEESN)) issued
a standard unqualified opinion on the audited report of the Company.

5 Proposal for profit distribution or proposal for conversion of common reserve fund
into share capital during the reporting period considered by the Board

As the Company recorded negative undistributed profit under the combined statements and the statements
of the parent company for 2022, the Company proposes not to distribute cash bonus or bonus issue, nor
convert capital reserve into share capital.

SECTION 1l COMPANY PROFILE
1 Company Profile

Stock profile

Stock type Stock exchange Share abbreviation Stock code Stock abbreviation
before change
A Share Shanghai Stock Milkground 600882 Groundshare
Exchange
Contact person and
means of contact Secretary to the Board Securities affairs representative
Name Xie Yi Luo Zaigiang
Office address 10/F, Jintai Building, No. 1398, Jingiao | 10/F, Jintai Building, No. 1398, Jingiao
Road, Pudong New Area, Shanghai Road, Pudong New Area, Shanghai
Telephone 021-50188700 021-50188700
Mailbox ir@milkland.com.cn ir@milkland.com.cn
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(1)

Main Businesses of the Company during the Reporting Period

Discussion and analysis on operation

In 2022, affected by external environment, restraint population movement, poor freight logistics, weak
consumer environment and pressure on offline business, coupled with the rising global inflation and
raw material cost, all sectors have suffered impacts to varying degrees.

During the reporting period, the Company took the initiative to adjust its business strategy to
overcome the unfavorable impact of the marco-economic environment. It has adopted a series of
measures to ensure the steady operation and production, against the odds in active response to the
market changes in a variety of ways. In 2022, the Company maintained steady growth in revenue from
core business and recorded operating income of RMB4,829.54 million, representing an increase of
7.84% as compared with that in the same period of the previous year; in particular, the revenue from
cheese segment amounted to RMB3,868.73 million, a year-on-year increase of 16.01%. The results of
operation maintained sound resilience and the market share was further increased, ranking first in the
industry steadily. However, due to the poor logistics, rising raw material price, fierce competition and
weak consumption, the net profit attributable to shareholders of the Company amounted to
RMB135.40 million in 2022, a year-on-year decrease of 12.32%.

In 2028, the Company will pay close attention to market change to seize opportunities from market
recovery and focus on cheese business adhering to the operation policy of “consistent high growth
with high quality and sustainable development”, and maintain first mover advantage to further
consolidate its leading position in cheese segment.

Operating income maintained steady growth Net profit attributable to parent company

from 2020 to 2022 maintained steady growth from 2020 to 2022
600,000 18,000
15,442.85
500,000 482,953.80 16,000

447,830.56 14,000 13,540.25
400,000 12,000
10,000
300,000 284,680.72
8,000
200,000 6,000 92580
4,000
100,000
2,000
0 0
2020 2021 2022 2020 2021 2022
B QOperating income (in RMB0’000) B Net profit attributable to the parent company

(in RMB0’000)
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(@  Operation of main business during the reporting period
The operations of the main business of the Company by products during the reporting period are as
follows:

Unit: RMBO0’000

2022 2021
Increase or | Increase or
Gross Gross | decrease in | decrease
Product Operating Gross profit | - Operating Gross profit | operating | in gross
category revenue | Percentage profit | Percentage margin revenue | Percentage profit | Percentage margin revenue | profit margin
Cheese 386,872.88 80.30% | 157,579.51 95.94% 40.73% | 333.487.27 74.62% | 161,780.34 94.93% 48.51% 16.01% | Decrease by 7.78
percentage points
Commoity trade 59,997.49 1245% | 3,661.20 2.23% 6.10% | 70,399.29 16.76% | 2744.06 161% 390% | -14.78% | Increase by 220
percentage points
Liquid milk 34,889.52 7.24% | 3,003.60 1.83% 861% | 4300078 962% | 590342 3.46% 18.73% |  -18.86% | Decrease by 5.12
percentage points
Total 481,750.89 |  100.00% | 16424432 |  100.00% 34.09% | 446,887.29 |  100.00% | 170,427.82 |  100.00% 38.14% 7.80% | Decrease by 4.04
percentage points

1) The cheese business maintained steady growth and the share of revenue and gross profit were improving
In line with China’s dairy consumption upgrade and rapid development trend of domestic cheese output, the
Company has always adhered to the mission of “we bring cheese to every family”, firmly implemented the
overall strategy of “focusing on cheese”, and developed and expanded the cheese business. During the
reporting period, the Company’s cheese business continued to expand, and the cheese segment recorded
revenue of RMB3,868.73 million, an increase of 16.01% over the same period of the previous year; the
revenue from cheese products accounted for 80.30% of the revenue generated from the Company’s main
business, an increase of 5.68 percentage points over the same period of the previous year; and the gross
profit of the cheese products accounted for 95.94% of the gross profit generated from the Company’s main
business, an increase of 1.01 percentage points over the same period of the previous year. Due to the poor
logistics and the rising prices of international commodities, costs of raw and auxiliary materials and logistics
increased heavily which led to a decline in the gross profit margin of the cheese segment. As the Company
further optimized business structure, both the revenue and gross profit contributions from the cheese
business increased over that of the same period of the previous year. The growth rate, quality and structure
of the core cheese business continued to improve due to the highlighted operating resilience of the
Company.

Shanghai Milkground Food Tech Co., Ltd. 2022 Annual Report Summary
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YoY change of revenue of YoY change of gross profit of
businesses in 2022 businesses in 2022
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Rising share of revenue from the cheese segment Rising share of gross profit contributed by

from the first half of 2022 to the second half cheese segment from the first half of 2022
of 2022 to the second half of 2022
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2)  The trading business structure continued to optimize and formed sound synergies with core cheese
business

The Company’s trading business involves only raw and auxiliary material trading in relation to dairy products
production process of the Company. During the reporting period, the Company strategically adjusted and
merged its trading business with raw material procurement, and shifted its business focus towards cheese
and butter segments. In 2022, the Company recorded revenue from trading business of RMB599.97 million,
accounting for 12.45% of the Company’s revenue from principal business. The percentage figures were
15.75% and 12.56% in the corresponding periods in 2021 and 2020, respectively. The proportion of revenue
from trading business maintained stable. Meanwhile, the Company further optimized the category structure of
the trading segment with gross profit margin of this segment year-on-year increasing by 2.20 percentage
points to 6.10%.

3) The share of liquid milk segment decreased year by year in line with the Company’s strategic development
goal

Under the overall strategic planning of “focusing on cheese”, the Company further enriched the variety of
cheese products and expanded the production capacity of cheese products, and both the shares of
operating income and gross profit from liquid milk segment have been decreased. In 2022, the Company’s
liquid milk segment recorded revenue of RMB348.90 million, a year-on-year decrease of 18.86%, and the
gross profit margin of the liquid milk segment decreased by 5.12 percentage points to 8.61% on a year-on-
year basis. During the reporting period, the operating income from the Company’s liquid milk segment
accounted for 7.24% of the revenue from the Company’s main business, a year-on-year decrease of 2.38
percentage points; the gross profit from liquid milk product accounted for 1.83% of the gross profit from the
Company’s main business, a year-on-year decrease of 1.63 percentage points.

Shanghai Milkground Food Tech Co., Ltd. 2022 Annual Report Summary
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@  Major operating measures during the reporting period

In order to promote its sustainable development, the Company continued to focus on leading-edge
development of product, increased investment in brand building, continued to promote channel expansion
and cultivation and further drove management upgrading, keeping in close up with the four core strategies
of “product leadership, brand occupation, extensive channel cultivation and management upgrading”. Due to
right strategies and resolute implementation, the Company’s market share continued to rise, which
strengthened the Company’s leading advantages in the cheese segment in China.

1) Product leadership

Upholding the business philosophy of “consumer-orientation, craftsman spirit, and producing best-in-class
product”, the Company constantly enhanced investment in research and development and maintained
research and development capacity improvement. During the reporting period, the newly upgraded
Milkground R&D Center, which has various functions such as basic research, applied research, product
testing, and international exchanges, was put into operation and became the state-of-the-art cheese R&D
center in China. From a global perspective, the Company engaged senior experts at home and abroad to
form a research and development team led by industry experts, and prospectively arranged the introduction
of world-class production equipment to conduct cooperation with cheese manufacturers from Europe and
Australia, and introduce advanced production technology. Meanwhile, the Company constantly expanded the
research and development business focusing on the deep processing of dairy products, and has established
the Cheese Nutrition and Innovation Research Center with Chinese Nutrition Society. The continuous
improvement of research and development capabilities of the Company has laid a solid foundation for
“product leadership”. The Company has attached great importance on product quality by implementing strict
full-process quality management on the entire chain from raw material procurement, production and
processing, product transportation to terminal display, with an aim to earning consumers’ trust with quality.

In 2022, the Company’s non-public offering projects were steadily proceeding and after all the fundraising
projects are completed, the Company will form a production capacity deployment of 6 factories in 4 cities,
being Shanghai, Tianjin, Jilin and Changchun. The Company will further consolidate its production capacity
advantages to meet market demand.

I
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Jinshan Cheese Dream Plant —Outside Jinshan Cheese Dream Plant —Inside
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With the improvement of R&D capabilities and production capacity allocation, and guided by consumer
demand, the Company continuously expanded the customer base and application scenarios and continued
to improve the portfolio of cheese products to facilitate the rapid growth of business performance.

In terms of instant nutrition cheese segment, the Company’s low temperature cheese products keep
upgrading iteratively while maintaining the leading position among basic products. During the reporting
period, the Company launched new organic cheese stick with 66% cheese content, 9.0g high quality milk
protein, original high and easy absorption calcium, and boutique cheese lollipop with 55% cheese content,
specially adding with 1 billion proprietary probiotics and fortified with pure cow milk to satisfy needs of
consumers at difference levels with a rich product portfolio. In terms of room-temperature products, the
Company firstly launched a room-temperature cheese lollipop with extensive technology content in the
industry. As a healthy food for children, room-temperature cheese lollipop achieved the expansion of
application scenarios, satisfying the needs of children in multiple scenarios. The Company further enriched
the categories of room-temperature cheese products, and launched room-temperature product “daily
sucking cheese (& HWIIEL)” and “Miaotongxue (#[E%F)” room-temperature cheese stick, thus the
customer base was expanded. The Company also launched online room-temperature cheese sticks under
Gaiduoduo (#5% %) series during the reporting period, achieving omni-channel coverage online and offline.
Its room-temperature products were widely acclaimed soon after their launch. As the expansion of channel
of room-temperature product, it quickly become the second fastest growing product under the instant
nutritious cheese series of the Company, which has driven the Company’s core cheese lollipop series to
maintain the leading position in the industry with a market share of more than 40%.
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In terms of family consumption cheese, the Company maintained innovation and upgrading in application in
the baking and the breakfast scenarios. The “baking trinity” comprising mozzarella, butter and cream cheese
is widely recognized by the market. The Chinese Dietary Guidelines (2022) was officially published on 26
April 2022, and cheese slices as one of the dairy products, have been included in the Guideline for the first
time as an essential part of daily diet. In 2022, the Company initiated the nutritious breakfast plan with a
focus on cheese breakfast application scenarios. The Company launched a number of products that fit the
breakfast scenarios, including the boutique cheese slice with 60% cheese content and New Zealand AQ
Grass-fed certification. Besides, the Company enriched typical cheese slices portfolio to include sweet milk
and hazelnut peanut butter flavors, with an expectation to introduce more cheese products to consumers
and build a new growth curve of the Company on this basis. During the reporting period, all the Company’s
family consumption cheese products including mozzarella and cheese slice achieved rapid growth, and
obtained the support from many households. In particular, operating revenue from cheese slices multiplied.
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In terms of catering industry cheese segment, the Company maintained its leading position in domestic
large-package mozzarella cheese segment, and customized products for many catering terminals relying on
its leading technology and advantage in production capacity. Large-package cheese slice products with core
equipment strength have also been acclaimed from large-scale chain terminals and achieved rapid growth
during the reporting period. In addition, the Company has also achieved remarkable results in light cream,
industrial diced cheese, cheese sauce, cheese bars, among others. Its cheese products have been widely
used in Western food, baking, tea, industrial and Chinese food channels.
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The operating income and gross profit margin of each product series of the Company’s cheese segment
during the reporting period are as follows:

Unit: RMBO0’000

2022 2001
Increase or | Increase or
Gross (Gross | decrease in | decrease in
Operating Gross profit Operating Gross profit operating | gross profit
tem income | Percentage profit | Percentage margin income | Percentage profit | Percentage margin income | margin

Instant nutrition 249,968.59 64.61% | 128,056.16 81.26% 51.23% | 25134742 7537% | 139,346.58 86.13% 5.44% -0.50% | Decrease by 4.21
series percentage points

Family consumption 54,386.00 14.06% 18,335.35 11.64% 3.71% 35,148.10 10.64% 12,356.34 7.64% 35.15% 54.73% | Decrease by 1.44

series percentage points
Catering industry 82,518.30 21.33% | 11,188.00 7.10% 13.56% | 46,991.76 14.09% 10,078.42 6.23% 21.45% 75.60% | Decrease by 7.89
series percentage points
Total 386,872.88 100.00% | 157,579.51 100.00% 40.13% | 333487.27 100.00% | 161,780.34 100.00% 4851% 16.01% | Decrease by 7.78

percentage points

In 2022, the offline sales of instant nutritional products represented by cheese lollipop were greatly affected
by the external environment. The gross profit margin of the three series declined due to the poor logistics,
rising price in international commodity, sharp rise in the cost of raw and auxiliary material and logistics. The
overall gross profit margin from the cheese segment of the Company also declined to a certain degree as
increased revenue contribution by family consumption series and catering industry series with relatively low
gross profit. However, low temperature cheese lollipop and room-temperature cheese lollipop were further
highly acclaimed by consumers, primarily due to product iteration and upgrading, and channel expansion and
breakthroughs in use scenarios, respectively. The market share of cheese lollipop products of the Company
was further increased, ranking first steadily in segmented cheese lollipop market. Instant nutrition series
recorded revenue of RMB2.5 billion during the reporting period, basically flat from that in the same period of
the previous year, demonstrating the responsive measures taken to address adverse impact from the macro-
economic environment. Except for instant nutrition series, the Company further enhanced family consumption
series and catering industry series. The Company enhanced efforts in publicity and promotion of nutritious
breakfast focused on cheese slices in 2022, and enhanced cheese consumption education through the
conduction of group purchases in communities. The family consumption series significantly increased by
54.73% on a year-on-year basis with an operating revenue of RMB544 million. Leveraging the Company’s
strength in supply chain and the market opportunity from replacement of foreign brands, the catering
industry series achieved revenue of RMB825 million, representing a significant increase of 75.60%.
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YoY change in revenue of various
cheese segments in 2022
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2) Brand occupation

During the reporting period, the Company reinforced brand building and consolidated its position as a No. 1
brand. In terms of large-scale communication, the Company continued to be endorsed by celebrities, and
cooperated with leading media such as CCTV and Focus Media to maintain the volume of brand
communication and build the first brand potential. In the peak marketing seasons such as the Spring
Festival and summer seasons, the Company placed advertisements at Dragon TV and other media with the
launch of such new products as boutique cheese slice and boutique cheese lollipop, to reach consumers at
high frequency and enhance the brand image. During the reporting period, the Company exclusively
sponsored Dragon TV’s “Start Broadcasting! Situation Comedy  (FF1%& ! iE==F!))”, and enriched means of
communication by promoting brand with precise scene implantation. The Company also increased
placements in digital media by marketing vertically and horizontally on multiple platforms such as Weibo and
WeChat, Xiaohongshu, Xiachufang and Tik Tok, and actively interacted with consumers to increase brand
awareness. While maintaining brand influence, the Company endeavored more efforts in promotion offline
such as terminal display and marketing events. Multi-faceted brand investment has made the brand value
appeal of “Milkground, the best cheese choice” profoundly rooted in people’s mind, which further enhanced
its market position as No. 1 cheese brand. In the third-party brand research commissioned by the
Company, Milkground has won the first place in multiple aspects such as “No. 1 for No-Prompt Mention
Rate”, which raised its brand awareness among consumers.

During the reporting period, the Company took the initiative to operate community group purchases and
other businesses. Cheese products of the Company were introduced to thousands of households through
community group purchases, which were popular among consumers. In addition to promoting cheese
category education, community group purchase has further expanded consumers’ awareness of cheese and
empowered our brand building and dissemination.
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During the reporting period, the Company’s contribution to the cheese industry was highly recognized by all
sectors. The Company was listed in “2022 New Agile Growth Leadership Ranking” and “2022 Top 500
Chinese Brands”, which determined the brand value of Milkground for 2022 was RMB7.13 billion. The
Company was also awarded “High-quality Development Enterprise in China Dairy Industry for 2022” and
“Outstanding Dairy Processing Enterprise Award”. Besides, Milkground has not only gained fruitful results in
China, but also made a name for itself internationally. Its boutique cheese slice products were awarded gold
prize in Nantwich Cheese Contest. In addition, Ms. Chai Xiu, the founder of the Company, was selected as
a deputy to the 16th Shanghai Municipal People’s Congress, who focused on the optimization of the
national dietary structure and put forward the proposal of “Increasing Cheese Intake in the Daily Diet of
Children and Adolescents in Shanghai”, making contributions to the development of the cheese industry.
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3) Intensive cultivation of channel

In terms of channel construction, the Company has achieved online and offline collaboration of its retail
channels across all regions, with the catering channel offering professional products and services. During the
reporting period, in terms of retail channel, the Company adhered to the strategy of “refining low
temperature segment, expanding room-temperature segment”, and continuous innovation in e-commerce/
new retail. In terms of channel intension, the Company has continuously increased the display area, enriched
the terminal product portfolios, and continued to intensively cultivate modern channels; in terms of channel
breadth, on the basis of extensive coverage of national chain and regional chain terminals such as RT-Mart,
Yonghui, Wal-Mart, it has strengthened multi-channel development of circulation, special channels and
bakeries, explored new directions and reconstructed “people, goods and fields”, so as to constantly expand
the boundaries of channels. As of 31 December 2022, the Company has established partnership with 5,218
dealers in total, and its sales network covered approximately 800,000 retail terminals.
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In terms of e-commerce business, the “Milkground” brand continued to expand its online leading edge in
cheese-related products. The Company has made extensive deployment on traditional e-commerce platforms
such as Tmall, JD.com, and Pinduoduo, vigorously developed emerging e-commerce platforms such as Tik
Tok, and Kuaishou, and actively expanded instant retail business formats including Taoxianda (& &) and
Meituan. The Company has also formed in-depth partnerships with many leading KOLs and talents. During
the “618” and “Double Elevens” promotion, the Company’s products won the first place in many categories
at Tmall, Pinduoduo, Tik Tok and Kuaishou, with GMV in “Double Elevens” promotion exceeding RMB100
million. In 2022, the Company’s revenue from online sales amounted to RMB571 million, and revenue
contributed by retail operation was further improved. E-commerce has thus become an important
momentum for performance growth of the Company.
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In terms of catering industry series, the Company, taking “occupying terminal and leading Chinese food” as
its core strategy, actively provides one-stop solution for customers leveraging its advantage in research and
development and products as well as its domestic leading customization capability. During the reporting
period, the Company achieved remarkable terminal development effect through the cooperation with many
top-head enterprises in the field of western fast food and baking in China such as Jamo, Saizeriya, top-
head tea drink enterprises such as Nayuki, Goodme, LELECHA as well as well-known Chinese food
companies including Grandma’s diet and others. Also, the Company actively expanded convenience stores
channel, and has conducted extensive cooperation with Lawson and other national convenience systems to
co-develop products and achieve brand synergy. The Company has more than 400 dealers nationwide in
catering industry, serving a wider range of customers.

Shanghai Milkground Food Tech Co., Ltd. 2022 Annual Report Summary



2022

Annual Report Summary

4) Management upgrading

A. Renewing culture to gather people’s heart

Since Milkground’s release of the new version of the “Striver” corporate culture in 2021, its vision, mission
and values have been recognized by the majority of employees. With the culture of cohesion, the
Company’s team power has been greatly improved. During the reporting period, facing the challenges of the
external environment, the Company’s employees at all levels endeavored concerted efforts to promote
sustained and steady growth in our performance.

B. Constantly promoting the construction of “digital Milkground”, and improving operational efficiency

In 2022, the Company continued to promote its work in relation to “digital Milkground”. The Company
successfully launched the first SAP PECDC system in the PRC within the Group, covering production, sales,
finance, warehousing, and quality and other business modules, and achieved centralized management of
orders from all channels and real-time online inventory of all business based on the business center
construction, which raised the level of the Company’s risk management and control and “business and
financial integration” to new heights. With the advancement of fund platform, HELIOS Reimbursement
System (LEXZRIERF), Bl statement platform, human resources platform and other external platforms
construction, the Company will keep deepening its informatization construction to help to achieve digital
transformation.

C. Further deepening the S&OP system to improve efficiency and reduce costs

During the reporting period, the Company has continued to deepen the S&OP system, and further improved
the re-engineering of the process and system of the entire value chain operation from procurement to sales.
According to the characteristics of fast-moving consumer goods enterprises, the Company increased
flexibility while focusing on scale, and established rules when the business becomes increasingly complex.
With the continuous improvement of plan management, the Company’s operational efficiency has been
continuously improved.

D. Improving integrated quality management system, strengthening profession and maintaining quality

As a brand company in food consumption sector, the Company has always attached great importance to
product quality. The Company has formed the “SDS-ACT Quality Management System” based on years of
quality system operation practice and guided by needs of consumer and customers, in combination with
laws and regulations as well as quality management system standards. All five factories under Milkground
have passed the quality management system ISO9001, food safety system certification FSSC22000, Hazard
Analysis and Critical Control Point (HACCP) and other system certifications, among which Shanghai Zhixiang
Factory (E/BZZ T ) has passed the organic product certification. Meanwhile, the Company has
established a quality traceability information system, forming an one-product-one-code traceability system.

E. Implementing incentive plans to ensure the accomplishment of the Company’s long-term business goals
On 16 May 2022, the Company satisfied the unlock conditions in the first unlock period in respect of the
restricted shares granted to grantees in accordance with the 2020 share option and restricted share
incentive plan. On the same day, the Company released the restriction on the restricted shares granted to
relevant grantees under the stipulation and the ownership of relevant restricted shares have been vested to
the grantees.
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On 30 November 2021, the Company held the third meeting of the eleventh session of the Board and the
third meeting of the eleventh session of the supervisory committee, at which the Proposal on Repurchasing
the Company’s Shares by Centralized Bidding Transactions was considered and approved. It was proposed
that during the period from 30 November 2021 to 29 November 2022, the Company repurchase 5 million to
10 million A shares of the Company through centralized bidding transactions. On 23 September 2022, the
Company completed the repurchase of 10 million shares of the Company, accounting for 1.94% of the total
number of shares in issue of the Company. The repurchased shares would be subsequently used to
implement new equity incentive plan or employee ownership scheme.

Through equity incentives, the Company built a long-term incentive and restraint mechanism for the
management and core backbone employees to provide guarantees for the accomplishment of its long-term
business goals and promote the overall value of the Company.

(2) Overview of the industry in which the Company operated during the reporting period

(@  Development status of domestic dairy industry

After decades of development, China’s dairy industry has been relatively matured, and its output has
substantially maintained steady growth. From the perspective of the macro environment, China’s
urbanization will be further comprehensively advanced in the next few years, and the proportion of urban
population will be further increased, which will help drive the increase of national consumption. Additionally,
the per capita disposable income of urban residents and the per capita net income of rural residents will
continue to grow in the future, and the consumption demand for dairy products suppressed by income
factors in some areas of China will gradually be released, driving the continuous and steady growth of the
dairy industry. According to the National Bureau of Statistics, the output of national dairy product from
January to December 2022 was 31.177 million tons, a year-on-year increase of 2.84%.

In the past two decades, with the continuous improvement of people’s living standards and healthy diet
awareness, the consumption of domestic dairy products has experienced a consumption upgrade from
flavored beverage milk, to liquid fresh milk, and then to yogurt, and China is still in the stage of liquid milk
consumption at present. With the improvement of the consumption level of Chinese residents, the
consumption of dairy products market will show the development trend of paying equal attention to function
and taste, nutrition and health. The market needs more multi-level and diversified products for different
consumer groups. In addition, in recent years, national policies have also actively supported the optimization
of the structure of dairy products to meet residents’ upgrading needs for consumption. In June 2018, the
General Office of the State Council issued the Opinions on Promoting the Revitalization of the Dairy Industry
and Ensuring the Quality and Safety of Dairy Products {(x TH#H M WIRMREEILSHRELZEHNEN)),
which clearly pointed out that the structure of dairy products should be optimized, the development of liquid
dairy products and dry dairy products should be coordinated, and liquid dairy products such as sterilized
milk, pasteurized milk, and fermented milk should be developed based on local conditions. The Opinions
also encourage the development of dry dairy products such as cheese, whey powder, and butter.
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Share of Sales by Product Category in China’s Dairy Retail Market
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Source: latest data statistics from Euromonitor

@ Development status of domestic cheese industry

After years of development, segment markets such as liquid milk and yogurt in China has become relatively
mature, and cheese has been benefited from the upgrading of dairy consumption and is in the early stage of
rapid growth. It is expected that cheese will become the main growth point of the dairy industry in the
future. China’s cheese industry has entered a period of rapid development.

On 16 February 2022, the Ministry of Agriculture and Rural Affairs issued the “14th Five-Year” Action Plan
for Improving the Competitiveness of the Dairy Industry, proposing to “encourage enterprises to carry out
cheese processing technology research, speed up the upgrading of cheese production technology and
equipment, improve the production of domestic cheese and develop cheese products that suit the tastes of
Chinese consumers.” With the gradual deepening of consumer education, the market size of domestic
cheese is expected to further expand. The newly revised National Food Safety Standard — Reprocessed
Cheese and Cheese Products took effect on 30 December 2022. Under the provisions of the new national
standard, cheese content of “reprocessed cheese” is adjusted from more than 15% to more than 50%, and
products with cheese content ranging from 15% to 50% are referred as “cheese products”. This puts
forward higher requirements for reprocessed cheese manufactures, and the quality of reprocessed cheese
products is expected to be further improved. In September 2022, Milkground hosted the third Cheese
Development Summit Forum, during which, Dairy Association of China released the Three-Year Action Plan
on Innovative Development of the Cheese Industry to Promote Competitiveness Enhancement of Dairy
Industry ({EhE&EI¥T & BB Db\ 5 1R F = F 17805 Z)). According to the Three-Year Action Plan, by
2025, the national cheese product capacity will reach 500,000 tonnes, and the national cheese retail market
size will exceed RMB30 billion.
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Cheese Retail Market Size in China (RMB100 million)
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Source: latest data statistics from Euromonitor

As an A-share listed company with cheese as its core business, the Company’s market share in the cheese
industry has grown rapidly in recent years relying on its core competitiveness in products, channels and
brands. According to Kantar Worldpanel’s household sample group, in terms of China’s cheese brand sales
in 2022, Milkground occupied more than 35% cheese market share and more than 40% cheese lollipop
market share. It maintained first ranking steadily in the industry with leading advantage in continuous

expansion.

In addition, according to Euromonitor, in the market share of brands in the Chinese cheese retail market,
Milkground ranked first with 32.7% in 2022. The combined market share of the top five brands has
continued to grow to 67.7% in the past five years, and the industry concentration has continued to

increase.
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Market Share of Brands in the Chinese Cheese Retail Market
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(8) Principal business and core products

The Company is committed to “bringing cheese into every family”, and has established a certain leading
edge in the industry after rapid development in recent years. The Company’s principal business is the
research and development, production and sales of special dairy products with cheese as the core. In
particular, the cheese products can be further subdivided into instant nutrition series, family consumption
series and catering industry series. Besides, the Company is also engaged in the research and development,
production and sales of liquid milk, as well as dairy products trading business. The Company will firmly
implement the strategy of “focusing on cheese” and concentrate resources to develop the cheese product
segment with more growth prospects.

The Company’s products include cheese lollipop, shredded cheese bars for adults, growing cups for
children, “daily sucking cheese (& HWIES)” and others under the instant nutrition series, mozzarella
cheese, cheese slices, cream cheese, butter, halloumi cheese and others under family consumption series,
mozzarella cheese, cheese slices, light cream, cheese sauce and others under the catering industry series.
Liquid milk products comprise pasteurized milk, fermented milk, room-temperature liquid milk and the like, of
which cheese lollipop, cheese slices and mozzarella cheese were the core products during the reporting
period, which were the major driving factors for the steady growth of the Company’s performance, and in
line with the rapid development of the cheese industry. From category creator to category leader, the
Company has its product strength tested by the market.
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During the reporting period, there was no material change in the principal business of the Company.

(4) Business model

The business model of the Company’s self-operated business is mainly the research and development,
production and sales of specialty dairy products. The Company purchases cheese, fresh milk and other raw
materials to produce and process dairy products, and sells them through distributors, self-operated
e-commerce, large shopping malls, supermarkets, and major catering customers.

The business model of the Company’s trading segment is to purchase products from domestic and foreign
dairy suppliers and sell the same to domestic customers. The development of dairy products trading
business, on the one hand, will help the Company to expand the procurement channels of raw and auxiliary
materials, while ensuring the supply and price stability of raw and auxiliary materials based on the needs of
inventory management; on the other hand, it enables the Company to extensively participate in the
competition in the dairy industry, form its product base and accumulate customer resources, which is
conducive to the sustainable development of the Company’s dairy business in the future.
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3 Major Accounting Data and Financial Indicators of the Company

3.1 Major accounting data and financial indicators in the past 3 years
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Unit: Yuan Currency: RMB

Increase or
decrease over
that of the
previous year
2022 2021 (%) 2020
Total assets 7,436,787,754.92 | 6,696,792,433.17 11.05 | 3,092,175,507.59
Net assets attributable to shareholders of the
Company 4,446,209,845.25 | 4,511,600,990.82 -1.45 | 1,485,566,761.15
Operating income 4,829,537,951.87 4,478,305,561.69 7.84 2,846,807,171.16
Net profit attributable to shareholders of the
Company 135,402,501.09 154,428,501.16 -12.32 59,257,984.09
Net profit attributable to shareholders of the
Company after deducting non-recurring
profit or loss 66,923,967.41 121,995,310.42 -45.14 44,570,007.01
Net cash flow from the operating activities -204,840,831.98 437,028,199.29 -146.87 267,063,446.67
Decrease by 1.906
Weighted average retumn on net assets (%) 3.067 4973 | percentage points 4.545
Basic earnings per share (RMB/share) 0.267 0.332 -19.58 0.145
Diluted earnings per share (RMB/share) 0.267 0.330 -19.09 0.145

3.2 Major accounting data by quarters during the reporting period

Unit: Yuan Currency: RMB

Major accounting data

First quarter
(January to March)

Second quarter
(April to June)

Third quarter
(July to September)

Fourth quarter
(October to December)

Operating income

1,285,991,540.08

1,307,969,466.98

1,235,301,738.27

1,000,275,206.54

Net profit attributable to
shareholders of the Company

73,523,741.76

58,488,524.65

11,647,180.11

-8,256,945.43

Net profit attributable to
shareholders of the Company
after deducting non-recurring
profit or loss

68,765,152.85

47,084,169.60

~27,443,409.89

-21,481,9456.15

Net cash flow from the
operating activities

-131,961,886.19

-42,751,779.62

-129,765,442.15

99,638,275.98
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Explanation:

The decrease in net profit attributable to shareholders of the Company in the fourth quarter compared to
that of the previous three quarters was primarily due to the decrease in the operating income and the
increase in cost of raw materials arising from the changes in external environment.

The increase in net cash flow from operating activities in the fourth quarter compared to that of the previous
three quarters was primarily due to: 1. the increase in prepayments in the fourth quarter compared to that of
the previous three quarters; 2. the issuance of one-year bank acceptance bill to suppliers for settlement of
trade payable; 3. the decrease in the advertising expenses in the fourth quarter as compared to that of the
previous three quarters.

Explanation of the difference between quarterly data and disclosed periodic report data
L] Applicable v Not applicable

4 Information on Shareholders

4.1 Total number of holders of ordinary shares, total number of holders of preference shares with
voting rights restored, total number of shareholders holding shares with special voting rights
and top ten shareholders at the end of the reporting period and a month before the annual
report disclosure

Unit: Share

Total number of holders of ordinary shares as at the end of the reporting period (individual) 52,364
Total number of holders of ordinary shares at the end of the previous month before the date of

publishing the annual report (individual) 51,130
Total number of holders of preference shares with voting rights restored as at the end of the

reporting period (individual) 0
Total number of holders of preference shares with voting rights restored at the end of the

previous month before the date of publishing the annual report (individual) 0
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Increase or Number of
decrease during | shares held at Number of
the reporting the end | Percentage restricted | Pledged, marked or frozen | yay e of
Full name of shareholders period | of the period (%) shares held Status Number | shareholders
Inner Mongolia Mengniu Dairy (Group) 33,717,708 180,671,963 35.01 100,976,102 Nil 0 | Domestic non-state-
Company Limited owned legal person
Chai Xiu 0 76,103,632 14.75 0 Pledged 76,100,000 | Domestic natural
person
Jilin Province RongYue Equity Investment -332,802 6,844,807 1.33 0 Nil 0 | Other
Fund Management Co., Ltd.—Rongyue Baina
Innovation-driven Private Securities Investment
Fund (E &R RAR A
EeERERLF -RNBACHER
RBESREES)
Hong Kong Securities Clearing Company Ltd. 4,476,504 6,608,074 1.28 0 Nil 0 | Overseas legal
person
Collective Assets Management Center in 0 6,539,943 1.27 0 Nil 0 | Other
Dongli Town of Yiyuan County
(TEEREEERRTLEERHD)
Jilin Dongxiu Trade Co., Ltd. 0 5,280,000 1.02 0 Pledged 5,280,000 | Domestic non-state-
EMEREERERLT) owned legal person
Ordinary (Shanghai) Investment Management Co., -3,856,300 4,783,854 0.93 0 Nil 0 | Other
Ltd. —Huiju No. 3 Private Securities
Investment Fund (3 & (L)) RAEE
BRAT-CHSHBIESRAES)
Qi Ying 2,710,665 4,413,665 0.86 0 Nil 0 | Domestic natural
person
Hangzhou Wufeng Investment Management Co., -3,505,400 3,793,900 0.74 0 Nil 0 | Other
Ltd. —Wufeng Counter-current Private
Securities Investment Fund (N EIERAEE
BRAFT-FEEERABTFREER)
Jilin Province RongYue Equity Investment -153,345 3,596,655 0.70 0 Nil 0 | Other
Fund Management Co., Ltd. —RongYue
Consumption Upgrade Private Securities
Investment Fund (% # & B 13 AR 5
EEERERLA-REEEARLE
E5RAES)

Explanation of associations or actions in concert among the above

shareholders

Dongxiu Trade is actually controlled by Ms. Chai Xiu. Save as the aforementioned connection, the Company

is not aware of the existence of any connections of the top ten shareholder.

Explanation on holders of preference shares with voting rights restored

and their shareholding

N/A
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4.2 Diagram of the equity and controlling relationship between the Company and the controlling
shareholder
v Applicable [ Not applicable

Inner Mongolia Mengniu

35.01%

Milkground

4.3 Diagram of the equity and controlling relationship between the Company and the de facto
controller
L] Applicable v Not applicable

4.4 Total number of holders of preference shares and top ten shareholders at the end of the
reporting period
[] Applicable v Not applicable

5 Corporate bond
[] Applicable v Not applicable

SECTION Il SIGNIFICANT EVENTS

1 The Company shall, based on the principle of materiality, disclose the material changes in the Company’s
operating conditions during the reporting period, as well as matters that have had a significant impact
on the Company’s operations during the reporting period and are expected to have a significant
impact in the future.

Although the Company has been greatly affected by the macro environment, during the reporting period, its
revenue from core business increased steadily and it recorded operating revenue of RMB4.83 billion
throughout the year, a year-on-year increase of 7.84%, reflecting resilient results of operation. However,
under multiple pressures, such as poor logistics, rising raw material price, fierce competition and weak
consumption, the Company recorded net profit attributable to shareholders of the Company of RMB135.40
million, a year-on-year decrease of 12.32%.

2 If there is a delisting risk warning or circumstance where the listing is terminated within the Company
after the annual report is disclosed, the Company should disclose the reasons for the delisting risk

warning or listing termination.

[] Applicable v Not applicable
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