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8th Floor, Prince’s Building

10 Chater Road

Central, Hong Kong
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Unit 4, Unit 102 :

No. 3, Xiangming Road

Xiamen Torch High-tech Zone (Xiang'an)

Industrial Zone

Xiamen City, Fujian Province, the PRC
(The registered address of the Company is proposed to be amended as
“Unit 1, Unit 301, No. 3, Xiangming Road, Xiamen Torch High-tech Zone
(Xiang an), Industrial Zone’, subject to the approval of Shareholders at the
AGM)
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A new year begins/vvith all things coming to life. In 2023, the beauty and
wellness industry witnessed a thriving trend, with all Chinese people exerting
concerted efforts to recover the economy and boost development and a
new development pattern forming in the country. China has broad cultural
foundations and a long history of consumption of EBN. Driven by the
rising living standards and the growing health awareness among Chinese
consumers, EBN has become a synonym for the pursuit of beauty, wellness
and pleasure among many Chinese consumers. Oriented to consumers’
needs for beauty and wellness, Yan Palace proposed a five-year development
strategy in 2023. To execute this strategy, we will stay committed to basing
our development on EBN and cultivate our presence in the beauty and
wellness industry; from scientific research on EBN to raw material selection,
from product research and development to process iteration, and from
channel building to member services, we will continue to seek breakthroughs
and innovation through our huge retail network and the pragmatism and
diligence of our talents, thus seeking progress while maintaining stability
and our leadership position in the ever-changing environment; we will drive
the Company forward steadily with clear strategic objectives and rigorous

scientific strategies and initiatives.
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Holding that the continual high-quality growth of a brand is driven by
innovation, we bring consumers high-quality products and constantly
enhance our emotional value to consumers by leveraging technology
innovation, product innovation, service innovation, etc. By increasing people’s
awareness and the exposure of our brand via social media interactions,
we create a professional, unique and premium brand image which deeply
impresses consumers and cement the leading position of Yan Palace in the
global bird's nest industry. Step by step, we have built a comprehensive
marketing communications matrix. In particular, we have established
platforms for communications matrices on recognized media, social media
and vertical media and collaborated with research scientists, experts, and
key opinion leaders (KOL)/key opinion customers (KOC) with high popularity
to build a key opinion sales (KOS) matrix for tiered publicity, word-of-mouth
marketing, and refined content operation to further reach the target

consumer groups.

CHAIRMAN'S LETTER
ooood

guooooood

OO oooDoooooooogooogao
OO0 oooooooooooooag

oooOoOooooD0no
cooOoOooooooao
cooOoooooooo
oooOoOooooD0no
cooOoOooooooao
cooOoooooooo
oooOoOooooD0no
cooOoOooooooao
oosoococoooooo
oooOoOooooD0no
cooOoOooooooao
cooOoooocoooo
oooOoOooooD0no
cooOoOooooooao
cooOoooocoooo

Ooo0ooQgooooao

O o0ooogood

OoDooooboooooogod
OO0 oo oob0oooooogooga g

oooo
oooo
oooo
oooo
oooo
oooo
oooo
oooo
oooao
oooo
oooo
cooo
oooo
oooo
cooo

goobobobbboodgooaon
HEN

Ooo0oo0oooogoog
Ooo0oo0oooogooao

O

O

cooOoOooooooao
cooOoooocoooo
ocoooooooobooo
cooOoOooooooao
cooO0oooooooo
ocooOoooooobooo
ocoooO0oOoooDOoOo
coooooooooo
ocooooooooo0nono

Oo0o0o0oooogoaog
Oo0oo0oooogogoog
Oo0oo0oooogogaoao

O

O

oooo
cooo
oooo
oooo
cooo
oooo
ocooo
cooo
oooo

go0ogokowkoCcOookosOoooOoOOoO
cob0oO0o0ooocoOOOoOoooOobOOOoOooanO
gbooooad

0000000 OANNUALREPORT 2023 5



CHAIRMAN'S LETTER
googon

<
SA‘IS |uuﬂq D‘ L\‘Auu‘sA‘ VIR Y

A uniﬁs RS (1SS, gl <
u'ARp us uui-ﬁ A s

We have deve\oped an extensive and geographically diverse brick-and-mortar
sales network, including 96 self-managed stores and 647 distributor-operated
stores. To tap into the rapid growth of e-commerce in recent years, we
have also expanded our online presence on major e-commerce or social
media platforms, such as Tmall, JD.com, Douyin and Xiaohongshu, through
27 self-operated online stores, 18 distributor-operated online stores and
15 customers who are e-commerce platforms. Our broad and stable
sales network enables us to reach more consumers. We stay close to our
consumers thanks to our omnichannel sales network. Through the Yan Palace
membership mini program, the Golden Yan Club (O O O) membership
program, and other membership programs on major e-commerce platforms,
we have cultivated a loyal membership network of customers with a tiered
membership system. We organize various interactive events to maintain
direct engagement with our customers. Going deep into consumer demand
in various scenarios, we have centered around users’ pain points to create
product value and bring users a more enjoyable experience in beauty and

wellness, thus improving customer stickiness and repeat purchase rate.
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/

Consumer experience is our top priority. We Ieverage modern technology
to continually drive product innovation that elevates consumer experience.
During the year, we entered the breakfast market by launching a series of EBN
porridge products, which has further broadened EBN consumption scenarios.
Leveraging our extensive research of active ingredients extraction from EBN,
we have developed EBN peptides skincare products to extend the value
chain of the EBN industry. No longer exclusive to high-net-worth individuals,
EBN has become a beauty and wellness product increasingly popular with
young people, which resonates with one line in a Chinese poem, “swallows
that nested under the eaves of the upper class in bygone days are now living
under the same roof with common people (D 000000, 0000000
0)"
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During this year, all the Yan Palace employees moved forward with tenacity
and confidence developed over years of work at the Company and gathered
strength to achieve higher success, which demonstrates the resilience
generated by our steady and high-quality development. We recorded a
revenue of RMB1,964.2 million for the year ended December 31, 2023,
representing a year-on-year increase of 13.5% from 2022. The Group's
profitability continued to improve with a net profit of RMB211.6 million
in 2023 and an adjusted net profit of RMB244.4 million, representing a

year-on-year increase of 15.8% from 2022.

Based on the Group’s operation in 2023, the Board of Directors will
recommend a final cash dividend of RMB2.15 (inclusive of tax) for every 10
Shares (representing an aggregate amount of RMB100,082,500 (inclusive of
tax) based on the total issued share capital of the Company as of December
31, 2023) at the forthcoming AGM of the Company.

The term of office of the first session of the Board of Directors and the
supervisory committee of the Company has expired and the Board of
Directors has announced the list of the candidates for the second session
of the Board of Directors and the supervisory committee of the Company.
For details, please refer to the circular of the Company dated April 25, 2024
published on the websites of the Stock Exchange (www.hkexnews.hk)
and the Company (www.yanzhiwu.com). The determination of this list of
candidates has fully taken into account the stability and continuity of the
Company's operations. The appointment of the second session of Directors
and Supervisors is subject to the approval by the Shareholders’ general
meeting. Until then, all current Directors and Supervisors will continue to

perform their duties and do their best in all aspects of corporate governance.

On December 12, 2023, Yan Palace was listed on the Stock Exchange,
becoming the first stock listed on the Stock Exchange in the bird’s nest
industry. On behalf of the Board of Directors, | would like to express our
heartfelt gratitude to our new and old shareholders for their long-term
support and my high respect to all the employees and business partners
who have been with us along the way. In 2024, may we have the fighting
spirit to march forward and overcome the difficulties ahead; may we seize
opportunities to scale up and go beyond ourselves. All Yan Palace employees
have the confidence and ability to accomplish more brilliant goals and create

greater value for our shareholders.

'PA N| udg n

Chairman of the Board
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RESULTS HIGHLIGHTS AND FINANCIAL SUMMARY
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Our revenue increased by 13.5% from RMB1,729.9 million for the year
ended December 31, 2022 to RMB1,964.2 million for the year ended
December 31, 2023.

Our gross profit increased by 13.3% from RMB878.3 million for the year
ended December 31, 2022 to RMB994.9 million for the year ended
December 31, 2023.

Our net profit increased by 2.8% from RMB205.9 million for the year
ended December 31, 2022 to RMB211.6 million for the year ended
December 31, 2023.

Our adjusted net profit (non-IFRS measure)” increased by 15.8% from
RMB211.1 million for the year ended December 31, 2022 to RMB244.4

million for the year ended December 31, 2023.

Note:

Q)

Adjusted net profit (non-IFRS measure) represents profit and total comprehensive
income for the year, adjusted to add back equity-settled share-based payment
expenses and listing expenses that is recognised in the consolidated statement of
profit or loss and other comprehensive income during the year less related income
tax. Equity-settled share-based payment expenses are adjusted for as they are
non-cash in nature and were not expected to result in future cash payments. The
Directors believe that the non-IFRS measure facilitates comparisons of operating
performance from year to year and company to company by eliminating potential
impacts of certain items.
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RESULTS HIGHLIGHTS AND FINANCIAL SUMMARY
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2020 2021 2022 QB‘!
ooood ooood goood gooono
RMB'000 RMB'000 RMB'000 RB‘ ’“6
ooooo gooooag ooooo ooooo
Revenue od 1,301,157 1,506,997 1,729,945 .04, 3
Gross Profit oo 555,709 555,709 878,252 %9 6
Profit before taxation goooo 159,826 230,173 264,566 33 _,f
Income tax ooo (36,401) (57,814) (58,688) (-6 ,;3/17
Profit and total oopooOooooodg
comprehensive
income for the year 123,425 172,359 205,878 ] ,5/;'1’
Profit attributable to Equity gooOooboooooo
shareholders of the
Company 122,017 167,353 191,840 5 0 «_'}i’
Earnings per share opooo O N ()5 O 0.44 64,5
Total assets ooo 649,774 796,726 978,354 4899
Total Liabilities ooo 438,009 443,589 506,344 ,6,3 ,&55
Total Equity ooo 211,765 353,137 472,010 ;969 o
Cash and cash equivalents gooooooag 150,573 169,495 350,818 3 ;,593
Net current assets ooooo 160,118 181,322 280,178 3&3/1,‘

Note:

The earnings per share for the years ended December 31, 2020 and 2021 are presented
with the assumption that the Share subdivision was completed at that time for the
purpose of comparison. The sub-division of the Shares by the Company was approved
on May 25, 2023 and effective upon the Listing, where the Company subdivided its
Share from one Share of RMB1.0 each into five Shares of RMBO0.2 each. For details, please

refer to the Prospectus.

ooo

goo0ooO0oO0ooO0ooO0oO0oO0oO0ooOoO0oOoOooOooO
0000000000000 000000000O0
00000000 00O00O000O0000O00O0O0
goo0ooO0oO0ooO0oo0o0o0oO0oOoO0o0oOoOooOooo
oooocoO01o0000O0O0O0BO00O0B0000O

o2000000000O00000O0

0000000 OANNUALREPORT 2023 9



MANAGEMENT DISCUSSION AND ANALYSIS
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The overall national economy in China rebounded favorably. China's GDP
exceeded RMB126 trillion in 2023, increasing by 5.2% from 2022, which
recorded a growth rate that ranked among the top of the global major
economies. China promulgated a series of economic stimulus policies to
boost consumption during 2023, including the Measures on Restoring and
Expanding Consumption issued by the National Development and Reform
Commission. The total retail sales of consumer goods in China reached
RMB4,714.95 billion representing an increase of 7.2% from 2022. In addition,
national per-capita disposable income in China increased by 6.1%. This

reflects that social consumption has gradually returned to normal.

ﬂs'n A "'n‘ss.-’ e. ""' g% ‘|m‘n1 oomn_
f nd\/v‘n'ss’ f'd e 9 o 9

According to Frost & Sullivan, China’s beauty and wellness product market,
in terms of retail value, increased from RMB630.3 billion in 2017 to RMB865.8
billion in 2022, at a CAGR of 6.6%, and is expected to reach RMB1,173.9 billion
in 2027, at a CAGR of 6.3% from 2022 to 2027. The beauty and health industry

has ushered in ample development opportunities.
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According to the 2022 Report on Values and Lifestyles of High Net Worth
Individuals (0000000000000 O0O0OOOOO0OO0) released
by Hurun Report (O O O O), the penetration rate of EBN among high net
worth individuals ranked second within the healthcare product category,
second only to vitamins, and ahead of other Chinese tonic products. EBN
is considered as a gift product that meets high-end social and healthcare
needs. The steady increase of premium demand provides a solid foundation
for the industry’s sustainable growth. China’s EBN market, in terms of retail
value, is expected to grow from RMB43.0 billion in 2022 to RMB92.1 billion in
2027, at a CAGR of 16.5%. Building on the high-end positioning and gifting
consumption scenarios of EBN products, these products are answering to the
public's demand for self-care and hospitality, and the demand and supply of
EBN products in the relevant scenarios have become increasingly diversified,
ushering in a broad prospect for such products from pure EBN products to
“EBN+" products and “+EBN" products.

MANAGEMENT DISCUSSION AND ANALYSIS
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MANAGEMENT DISCUSSION AND ANALYSIS
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According to the Company'’s brand health tracking report conducted by
Ipsos (O O O) in 2023, our brand awareness and top-of-mind awareness
rank leading in the EBN industry. On the China Brand Power Index
(C-BPI) EBN brand ranking, the Company has been ranked the first in
the industry for four consecutive years, leading the industry in terms of
brand power. Meanwhile, the Company has once again become the only
brand within the EBN industry selected in the 2023 China Brand Value
Evaluation Information Release (D 0 OO OO OOOOOO).

/) /': ,fnd.Aﬂ‘? s§ y &S'l,;t,pnﬂ,ny ,f,ndﬂ,fl ¢g!
After partnering with Ms. Zhao Liying (O O O), actress with
national influence, as our brand ambassador, in October 2023, we
announced the young actress and dancer Ms. Jin Chen (O O) as
a new ambassador of the Company, which presents consumers
with a healthier, more energetic and diversified lifestyle, to
accurately reach out to a wider young consumer group through
a communication style that accords with their youthfulness and
fashion trend. This strategy enables us to break through the youth

marketing boundaries and reach a wider consumer group.

1 529" 50 ¥y 51 e

We uphold the notion of sustainable development and firmly
implement the multi-brand strategy by promoting the “master
brand + sub-brand” in a clear manner, steadily implementing
layouts and expanding business, and striving to create more value
for customers. During the year of 2023, we launched the EBN
porridge series under the sub-brand Xiao Yan Nong (O 0O 0O),
making a strong entrance into the breakfast market. As one of the
sub-brands of the Company, Xiao Yan Nong has quickly emerged in
the market with its Real Bird’s Nest (O O O ) and Real Nourishment
(OO 0O) features. In addition, we have actively expanded the
“+EBN" product categories. Positioned as EBN skincare expert, Yan
Palace — Yan Bao Shi (O O O) launched a series of EBN skincare
products focused on “repair and anti-aging” (0 O 0 0O) to better

meet consumers’ needs for beauty and wellness.
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With the goal of promoting cultural confidence and self-
strengthening, and stimulating innovation and creativity, at the
beginning of 2023, we partnered with Mr. Guo Xiao (O 0O), a
young actor from the National Peking Opera Company, to pay a
tribute to the quintessence of Chinese culture with the making of
a microfilm. Through broadcasting on CCTV, we spread the culture
of Peking Opera, enriched cultural sentiments, and allowed more
audiences to witness the unique charm of the quintessence of
Peking Opera. By integrating the inheritance of traditional culture
into the development process of the enterprise, we expressed our
tribute, inheritance, and guardianship of Chinese traditional culture.
We leveraged the cultural intellectual property of Peking Opera to
produce high-quality content, interact with users, and achieve an

efficient outreach.

22 nne g g .gtlml.nl

In 2023, as the notion of health and wellness became more popular,
the EBN industry ushered in new development opportunities. We have
achieved satisfactory operating results by relying on our strategy of

synergistic development across all channels.

() _./n/n“' Fne

Our online sales network consists of self-operated online stores,
distributor-operated online stores and e-commerce platforms. As
of December 31, 2023, we had 27 self-operated online stores and
18 distributor-operated online stores on mainstream e-commerce
or social media platforms such as JD.com, Tmall and Douyin. As
of December 31, 2023, we had 15 e-commerce platforms as our
customers, including JD.com, Vipshop and Tmall Supermarket,
among others. In 2023, our total revenue from e-commerce
business was RMB1,104.0 million, accounting for 56.2% of the total
revenue of our Group and representing an increase of 17.7% from
2022.

MANAGEMENT DISCUSSION AND ANALYSIS
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MANAGEMENT DISCUSSION AND ANALYSIS
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Private domain channels serve as a crucial bridge for us to establish goooboOoOoOoOoOooooboo
closer and more personalized connections with our customers. We J0ooO00DOOo0oDoDoOOoOoDOOoOoon
invested significant efforts and resources in 2023 to optimize and gooo0oDoDooooOoooooon
expand our private domain channels. Through in-depth mining 0000o00o0o0o0o0o0o0ooooo
and analysis of our membership data, we were able to understand gooOo00DOOo0oDoDoOOoOoDbOoOooD
our customers’ purchase preferences and consumption habits, gob00obOobOOoOooobOoboo
as allowing us to recommend products that better meet their gooo0obOOoOoDOoOooboooD
needs. Such personalized marketing approach not only improves goo0O0ooODoDoOoOOoOoooooo
conversion rates but also enhances customers’ trust in the brand. In gooo0obDoooboocoobooon
the future, we will continue to deepen the development of private 0000DbOOoD0ODOoOooOoDbOOoDoOon
domain channels, continuously optimizing customer experience gooo00DbOOo0oDoDoOOoOobooOoo
and service quality to provide more attentive and tailored exclusive gob00obOobOOoOooobOoboo
services for our customers. In the meantime, we will also actively 0000o00o0o0o0o0o0o0ooooo
explore new private domain marketing strategies and approaches gooo00bOOo0oDoOOoO0oDbooOoo
to continuously enhance the influence and market competitiveness gooooo
of our brand.
) flpe Fnnes ) oooo
' In 2023, the total revenue from the offline business was RMB860.2 0o0oooooooooooood
million, accounting for 43.8% of the Group's total revenue and odogse020 0000000000
representing an increase of 8.6% compared with 2022. As of 0438000000000 8.6%00
December 31, 2023, we had a nationwide offline sales network 0o0oooooooooooooag
consisting of 96 self-operated stores and 229 offline distributors O0DOOOoOoDOoOOoOoooooeen
covering 647 distributor-operated stores in China. The following goo0oD20000b0000000
table sets forth the number of our offline stores by type as of the 000e470000D0DOOOOODO
date indicated. Dooooooboooooooao
oooo
|
se.ign R e g ore
oood
2021 2022 53‘3
ooood ooooad ogoooo
I dlpeq greg gooo
" Self-operated stores oooo 89 89 96
Distributor-operated stores oooono 544 615 &
o oo 633 704 A3
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In 2023, we continued to strengthen our presence in high tier
cities, establish strategic flagship stores in key cities and enhance
coverage in core business districts and shopping centers to achieve
upgrades of channels. For the vertical channels, we explored new
airport stores models and have opened terminal stores at Beijing
Daxing Airport and Xiamen Gaoqi Airport. According to Bird’s Nest
Industry White Paper 20271-2022 (2021-2022 O OD0OOOODOO
) released by the Edible Bird’s Nest Market Committee of China
Agricultural Wholesale Markets Association (CAWA-EBMC) (O
0000000000000 O0DODOO0O0O0), branded offline
stores are the mainstream consumption channel for consumers to
purchase EBN products. Therefore, offline stores have advantages
in consumer education and customer acquisition. Meanwhile, with
consumption penetrates into lower-tier cities, consumers will rely
more on offline channels. The Company will continue to develop
county-level markets through our existing distributorship system,

further refining our terminal presence.

We continued to strengthen our membership service system by
upgrading our Golden Yan Club (O O 0O) membership program
and improving the function of shopping guide assistant. Golden
Yan Club has featured a tiered membership system, and various
online interactive activities were organized under the membership
program for different tiers of customers to promote the growth
of high-tier members. In 2023, we held hundreds of interactive
activities for all types of customers nationwide, and invited VIP
customers to visit our production bases, which effectively drove
customer stickiness. In terms of specific customer segmentation,
we have established four urban women's golf clubs in Beijing,
Shenzhen, Guangzhou and Xiamen, to deepen our interaction with
key customers. In addition, to cope with the change of consumption
habits, we focused on enhancing the exposure of One Nest (0 O )
on online channels through live-streaming promotion on Douyin
and promoting the online platforms exposure on platforms such as
Pupu, Meituan, Dianping, Ele.me, JD Daojia, SF Express and Ali Local
Life, among which promotion on Douyin Local Life has achieved

sound results in the Beijing market.
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In response to China’s "dual carbon” goals, we organized the
New Generation Freshly Stewed Bird's Nest Launch and Annual
Environmental Protection Achievement Reporting Conference (O
0000OD0O0O0O0O0ODOOOO0ODOD0OO0)inBeijing in October
2023, announcing the carbon emission measurement data and
launching the new environmental friendly product of the year - Yan
Palace New Generation Freshly Stewed Bird’s Nest (00 00O 0O O
00 00), and officially launching the Empty Bottle Environmental
Protection Program (0 OO DO OO). Through technological
innovation, we broke through the industry barriers of freshly
stewed EBN products, and took practical actions towards energy
conservation and emission reduction, delivering outstanding annual
results by reducing approximately 2,576.90 tons of carbon dioxide

equivalent and contributing to the “dual carbon”targets.

Our other bottle-canned bird’s nest products have continued to be
well received and loved by the consumers. Revolving around the
theme of “Love Your Nests" ("0 O O "), we launched limited edition
products for Valentine's Day, Mother's Day and Chinese Valentine's
Day, and continuously enriched online festival-specific products to

boost e-commerce sales during non-promotional periods.

In 2023, we launched the Silk Road Yan Dance Dragon Tongue
Dried EBN (D DO OOO0ODODO D), positioned as the top-notched
quality tier of dried EBN products. In the meantime, we launched
pure EBN for instant stewing (DO 00O OO) to cater for the

convenience needs of home cooking.
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Through the innovative combination of bird's nest and other
ingredients, the consumption scenarios and flavors of our EBN+ and

+EBN products have been further expanded.
Xiao Yan Nong EBN Porridge Products

Based on the ancient concept of traditional dietary therapy and
wellness, which is combined with modern consumer trends, we
integrated millennia-old nourishing bird’s nest with nutrient-rich
grains and functional dietary ingredients to develop a variety of
delicious, low-sugar, nutritionally balanced bird's nest porridge
products with certain nourishing effects. This provides consumers
with a convenient and nutritious breakfast option, helping them to
achieve healthy diet and efficient wellness and enabling a lifestyle

of light nourishment anytime, anywhere.

Xiao Yan Nong EBN porridge has been actively exploring various
channels. For example, it cooperated with famous live broadcasting
celebrities. Advertisements on CCTV's music channel, local TV
channels and elevators were placed to further expand the influence
of Xiao Yan Nong EBN porridge. In 2023, the cumulative sales of
Xiao Yan Nong EBN porridge has exceeded 1 million serves across
all platforms, contributing to a revenue of RMB22.9 million, which

has become a new growth point for the Company.

MANAGEMENT DISCUSSION AND ANALYSIS
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Yan Palace — Yan Bao Shi Skincare Products

In March 2023, we commercially launched our skincare product
series featuring small molecule bird's nest peptide under the sub-
brand of “Yan Palace — Yan Bao Shi" (0 O 0O O OO O). With our
proprietary targeted enzymatic hydrolysis technology, we convert
macromolecular protein of EBN into small molecules EBN peptide
with high functional activity, which has the functions of repairing
skin damage, anti-aging, whitening and anti-oxidation, among
others. We are the first mover in the industry that launched skincare
products featuring bird’s nest peptide as core function factor. Our
skincare product series included facial masks, essence mist, facial
cleanser, hand cream and cleanser wipe. In terms of channel layout,
Yan Bao Shi has strengthened traffic operations on official website
and private domains, while has also actively explored new channels.
In 2023, Yan Bao Shi skincare products achieved sales revenue of
RMB17.3 million.

With the rich product matrix, in 2023, the total revenue generated
from EBN+ and +EBN products was RMB142.0 million, accounting
for 7.2% of our total revenue and representing an increase of 94.2%

compared with 2022.

4 S'U,p,p’ f’ng,&_gﬂm!m

20

Our philosophy and primary focus are bringing people beauty and
wellness, quality and heritage of EBN products. We implement stringent
supplier selection process, and source natural, high-quality and cruelty-
free EBN from Southeast Asia. In 2023, the volume of CAIQ-certified EBN
imports was 557.1 tonnes, increasing by 23.4% from 2022. Traceable
bird’s nest continued to gain share from non-traceable bird's nest,
driving industry consolidation. Our Company continued to rank No. 1 by
the volume of CAIQ-certified imports in the EBN product market in China
in 2023.
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In terms of manufacturing, in 2023, our Xiamen factory initiated refined
manufacturing improvements and improved production efficiency by
optimizing the One Nest process, switching to a new process for fresh
stewing, and introducing automatic soaking and draining machines,
sieving machines, and visual inspection equipment for packaging. In
the meantime, Xiamen factory carried out a small-scale automation
of the production line in the constrained production sites, which has
achieved preliminary results and accumulated experience for the
efficiency improvement of new factories in the future. In 2023, the
Shanghai factory’s operation gradually returned to normal and released
production capacity, resulting in a considerable increase in production
efficiency and effective reduction of production costs, representing the

realization of the strategic and economic value of our Shanghai factory.

In order to expand our production capacity, we leased an independent
industrial park located in Tongan District, Xiamen to build a new
production base. The new production base will adopt automated
production equipment and introduce information systems such as
Manufacturing Execution System (MES), Warehouse Management
System (WMS) and Warehouse Execution System (WES) to create an
agile management system. The completion of the new production base
is expected to improve production efficiency and lay the manufacturing

foundation for our Company’s next phase of rapid development.

'U{: n R‘;so'u" ‘g g ,gﬂm‘m
A proactive and uplifting corporate culture is the cornerstone of
sustainable and healthy development of enterprises. We have always
adhered to the corporate values of “customer-centric, integrity and
beneficence, innovation and dedication, steady progress” (0 0 00O, O
000,0000,00000000004)inbuilding up ourteam. We
have a clear organizational structure and emphasize the construction of
talent echelons. In 2023, we were awarded the 2023 China Employer of
the Year Award (2023 0 0000000 0) by Zhaopin Ltd. (0O O O)
in conjunction with Peking University and other relevant organizations,
which was a result of our practice of the notion of valuing, respecting,
motivating and fulfilling talents (0O OO, 0000, 0000, O
0 00). As of December 31, 2023, the Company had a total of 1,917
employees. For the year ended December 31, 2023, employee costs,
including directors’ and supervisors’ remuneration and share-based

compensations, amounted to approximately RMB293.5 million.

MANAGEMENT DISCUSSION AND ANALYSIS
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In order to improve the Company’s incentive mechanism, retain
key employees and promote the sustainable development of the
Company'’s business, the Board proposed the H Share Incentive Scheme
to the Shareholders’ general meeting for consideration to incentivize
the management personnel and core technical employees who
play important roles in the Company's operating results and future
development. The H Share Incentive Scheme has been approved by
Shareholders at the EGM. For the details of the H Share Incentive Scheme
and related information, please refer to “Report of the Directors-H Share

Incentive Scheme”in this annual report.

*,

/’ /’ /,

In January 2024, we officially announced Ms. Gong Li (O O) as our global
brand ambassador, unveiling a new brand image to unleash our innovative
spirit and explosive growth potential. We will comprehensively enhance our
brand momentum and build brand barriers to solidify our position as the
leading EBN expert and brand. Through the brand matrix strategy of “focusing
on master brand and expanding sub-brands’, we will continue to elevate the
influence of the master brand Yan Palace, and gradually build up the brand
awareness of our sub-brands, Yan Bao Shi and Xiao Yan Nong. With high-net-
worth consumers as our base and mass consumption as our growth driver,
we will continue to launch new products to satisfy the pursuit of beauty and

wellness of different types of consumers.

However, we should also note that the economic recovery may not be as
strong as expected, and the public's consumption psychology and patterns
have undergone some changes after the epidemic, and the uncertainty of
the external environment has brought continuous pressure and challenges.
We will continue to expand our business based on the principle of adhering
to long-termism and sustainability, continue to build our brands through
fostering in-depth customer relationships, further expand and enchance our
omni-channel sales network, broaden our product portfolio and strengthen
our R&D capabilities, enhance deep collaboration in the supply chain, move
into the new production base to upgrade and expand our production

capacity, and strengthen the digitization of our business processes.
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With the vision of “leading the global bird's nest industry and building
a century-old national brand”" (00000000, 000O0O0ONO),
we adhere to the corporate values of “customer-centric, integrity and
beneficence, innovation and dedication, steady progress”and stay committed
to the strategy of "Healthy China’, fulfilling our corporate social responsibility
and commitment to promoting the compliant, orderly and sustainable
development of the industry, and fully leveraging the Company's industry
leading position in scientific research, to jointly promote the high-quality
development of the beauty and wellness industry and usher in a new chapter

for the global bird’s nest industry.
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The following discussions are based on the financial information and notes
set out in other sections of this announcement and should be read in

conjunction with them.
never'e

Our revenue was mainly derived from sales and distribution of EBN products.

Our revenue increased by 13.5% from RMB1,729.9 million for the year ended
December 31, 2022 to RMB1,964.2 million for the year ended December 31,
2023. The following table set forth a breakdown of our revenues by product

categories for the years ended December 31, 2022 and 2023.

MANAGEMENT DISCUSSION AND ANALYSIS
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ha 2022
goooo ooooo
R[Il w % RMB 000 %
ooooo % ooooo %
Pure EBN products ooooa . 93 1,638,127 94.7
EBN+ and +EBN products oo0+0+000D0 Y ,9//,'5 TN 73,103 4.2
Others™ ooo /‘!’,& . .5 18,715 1.1
. oo - OR, n hh4 1,729,945 100.0
Note: ooo
(1) Include non-EBN products such as moon cakes, snacks and rice dumplings etc. . () ODoOOoOOoOoOOoOOO0DOOoODOOoOOoDOo
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MANAGEMENT DISCUSSION AND ANALYSIS
goooboooo

Pure EBN products. Revenue generated from pure EBN products mainly
represents the revenue generated from sales of pure EBN products
primarily consisting of One Nest (O O ), Freshly Stewed Bird's Nest ([J
0 00), other bottle-canned bird's nest and dried EBN. Our revenue
generated from the sales of pure EBN products increased by 9.5% from
RMB1,638.1 million for the year ended December 31, 2022 to RMB1,794.2
million for the year ended December 31, 2023, primarily due to increase
in sales of Freshly Stewed Bird’'s Nest and other bottle-canned bird’s

nest.

EBN+ and +EBN products. Revenue generated from EBN+ and +EBN
products mainly represents the revenue generated from sales of EBN+
and +EBN products. Our revenue generated from the sales of EBN+
and +EBN products increased by 94.2% from RMB73.1 million for the
year ended December 31, 2022 to RMB142.0 million for the year ended
December 31, 2023, primarily due to (1) significant increase in the sales
of EBN porridge; and (2) newly launched skincare products under our

sub-brand of Yan Palace - Yan Bao Shi.

Others. Our revenue generated from the sales of other products
increased by 49.8% from RMB18.7 million for the year ended December
31, 2022 to RMB28.0 million for the year ended December 31, 2023,
primarily due to expansion of our membership programs that led to the

increase in sales of non-EBN products to members.

o5\ "% <

Our cost of sales primarily consisted of cost of raw materials, employee

benefits expenses, production costs and courier fees.

Our cost of sales increased by 13.8% from RMB851.7 million for the year
ended December 31, 2022 to RMB969.3 million for the year ended December
31,2023, in line with the revenue growth in 2023.
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