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How Chinese Consumers See The World
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Breakdown of Consumption Expenditure, China, Korea, Japan and USA

China Korea Japan us
0%
Clathes and footwesr {ex- Clothas and footwear {ex- Clalhes and faatwear |ei.apariswear) Clalhes and faatwear |ex-spartswear)
spartswear) sportswear) i Cosmelics and persanal cane
Cosmatics and personal care f——
10% - Cosmetics and personal care Cosmetice and personal care Packeged food
Frash food
Sewadry (inel. 50% e gabd] Packaged food Packegad food
!.I':Ilr::l."!l:“'\:
Packaged food . . ;
20% 4 1 Erash food Fresh food Financial services
r = Utilitiaa
Heo-als AECRINgE Hoe-gicabolic beviatip
%‘_ﬂ;" Akcohalic drinks
30% 4 . - e Other household goods
Fresh food Financial services Financial services
Automabiles
Utilities il
Uilities Ground transportation incl.
4 - - — ST afro
40% [u] henru:;l.osde:ﬁ:a?;u — P trol
Homalcanalic be . - - Other housahold goods i
e Automobilas Handset and telecam services
lsohalc gricks hutnmnhilas
Tobacea . B
- - - Ground transportation incl. Food sarvices
50% Financial services patral o
Ground t’nn:ﬁz:tatlnn incl. Tl o Town Tips
Utilitias Hendset and felecom services P
G0% Household appliances Others (mainly gaming, madia
i Handset and telecom servicas and sparts)
Other househald goods Food services
LIEN LTS - Food servicas
20% Ground fransportation incl. Qut of town frips
petral Out of town trips
K Others {mainly gaming,. media
Handsat and telecom sarvices and sparts) . . )
Othera (mainly gaming, madia
0% Food services and sporis) Healthcare
Cul of iowm Iries Healthcare
Dihess {mainky gaming, madia and
spoils) Healthcare
90% Educatian F—
4 ucation
Healthcare Eduzation
- Insurance and gocial pratection Insurance and social protection
Education Insurance and social protection
nsurance and sacial prelection
100% 2l Others Others Tilfrs

Source: Euramonitar, CEIC, Galdman Sachs Global Investment Research

Alibaba
- MEERP

high- & middle-end products:
2012: 26.2% 2016: 34.4%
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75% of Chlna s 280 mlihon éffluent éonsumers
Will live in ‘smaller cities” by 2020
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Average Price of Liquid Milk Online

e

Foreign Brand: ¥11.63/ litre
Domestic Brand: ¥16.01/ litre
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Value-Added Occasions/Segments

Liquid Milk Sold Online by Type

Domestic Foreign

UHT Yoghurt

Flavoured Milk 86%  14%

Children's Mik
Plain Mik
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Mengniu Pure Milk Milk Deluxe Pure Milk
o B w@e G

mﬁ‘ ' = MILK

il ﬂﬁ“’,“ i/ DELUXE

¥43.20 ¥81.70

16 x 250ml 16 x 250ml

53%

more gallons

189%

more revenue
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Packaging relevant to the Consumer

Liquid Milk Sold Online by Size

Domestic Foreign

300-999mils

1 litre+
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Packaging relevant to the Channel & Region
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Perception of Premium
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Perceived Uses of Products
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Online Shoppers Purchase Behaviour

Purchased in Average
|ast 3 manths purchases/year
0% 40

50%

FMCG Online
2016: 5%
' 2020: 13%

30%
5
20%

*
I I I I I | © $260 billion
% 1 1.1

Packaged Games e-Tickets FreshFood Mum&  Apparel Household Books& Skincare®&  Travel Consumer  Small  Insurance  Luxury Large
Food Baby Care AN Cosmetics Products Electronics Appliances Appliances
Products Products

h;.:'::.zcl,:in ¥360 ¥1,125 (¥1,080 ) ¥2,250 ¥2,700 ¥840 ¥630 ¥1,500  ¥3,750 ¥1,875 ¥515 ¥675  ¥1,250  ¥1,875

[

-

B Purchased in last 3 months
@ Average purchases/year

Source: McKinsey 2015 iConsumer, Goldman
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Tapping into China’s Exciting Innovations
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> Thinking beyond traditional food channels

/5
Good food, wine, local cuisine oduce
A A 4

Respondents who have
All respondents visited Australia

France : 0 T -

Italy - France

Australia _ Italy

= United States
Brazil (excluding Hawaii)

) Hawaii
Mexico

United States
(excluding Hawaii) Mexico

Brazil

Spain ] Germany
Cermany Argentina

Argentina Canada

f

2,6 millionichineseWVisited the USA i 20159

A >
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To sum up

Chinese consumers often perceive foreign attributes differently

Chinese consumers spend a high share of their incomes on food, with
affluent consumer spending growing rapidly as they trade up

Brands are increasingly localising by city/region

Domestic brands are usually quicker serving key trends that meet
consumer needs:

— Value added products

— Segment specific products

— Package sizing to appeal to Chinese consumer needs

Perceptions of premium is often different in China than other markets
Uses for products can often surprise

Ecommerce is showing great hope for food & beverage — particularly
Imported

There are some exciting less traditional digital channels
Thinking beyond traditional channels can be productive
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Panel 3
Food Fraud and Compliance

Presented by
David Ettinger, Keller and Heckman LLP

Brian Marterer, PwC

Leon Zheng, Starbucks
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Figure 1: What Is Food Fraud?



Fraud in China

Jdin 2008, China
Investigated 76,500
fake food cases

din 2012, China closed
147,000 fake food and
drug sites

dBusiness fraud is a
universal problem in
China

food

echnology

UHIEN Advancing Food & Health Through Sound Scienc
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Fake news in China

BREAKING NEWS
FDA RAIDS KFC CHICKEN FARM now SNEWS

First in News




KFC sues Chinese companies
for online rumors about its food

Monday, 1 Jun 2015 | 11:58 AM ET




 \What Is the difference
between food fraud and
food safety?



Simple definition of food fraud

intentional deception,
using food,
for economic gain.



7 types of food fraud
Most acts of food fraud include one or more of these

Dilution Unapproved enhancements

Mixing a liquid of high value with a A Adding unknown and undeclared

liquid of lower value. materials to food products to enhance
the quality attributes.

Substitution

Replacing a high-value ingredient ot

with a lower value ingredient . .
Copying the brand name, packaging

concept, recipe, processing method
etc. of food products for economic
gain.

Concealment

Hiding the low quality of food
ingredients or product.

. . Grey market
Mislabeling production/theft/diversion
Placing false claims on packaging for Sale of stolen or excess unreported

economic gain. product.




Food safety management and food fraud
prevention

« Food safety management

e Prevent unintentional or
accidental contamination of

food by known pathogens or
substances « Food fraud vulnerability mitigation

« Prevent intentional acts
perpetrated for economic gain



What Is your perspective regarding
the scope of food fraud in China?
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» Economically Motivated Adulteration
(EMA) R REREFF RN MR
B{R

 Food Counterfeiting&B fAi&E1R

« Misleading Information BBRE{E

 Product FraudrF=GRERiE

» Food Production &Operation Fraud
BREFEETHENE

« Label & Specification Fraudfr&sitBEBERE

+ Food Publicity FraudBGRE{EEE

« Information Fraud {SEHWE A Replacement

7 Adding
W1 Blending
REABUR 5 b7 25 A R Misleading

* Food Test & Authentication Fraud
Bmieie. IAEENE

« License Application FraudifFa] ERiSERE

+ Registration FraudgZ =S EEE

* Report FraudiR {52 HE

Report False Supervision Information

EREERER

R ERIETBELM A (1ERELRE ) )



 How can companies
assess their vulnerability
to food fraud?



Food fraud vulnerability assessment

Think like a criminal.

Opportunity + Control Food fraud

measures vulnerability




Food fraud vulnerablility assessment

» Physical characteristics and composition

» Detectability of fraud

« Technical difficulty of adulteration or modification
» Accessibility to production lines

« Complexity and transparency of the supply chain

Opportunity

Solid Powders
Granular substances

Lower technical - Higher technical
opportunity opportunity

Sipgle ingre_dient Multiple ingredients Multiple ingredients
Primary agricultural products Complex food




Food fraud vulnerability assessment

Al characteristics and fraud %

. o
Opportunity | ?
* / @

Fish powder

Fish balls

Frozen fish

L blocks —
Fish fillets Mislabelling

Substitution
- non-fish materials

_ Mislabeling
Whole fish Substitution

- species

Concealment
- flavor additives

- coloring additives
Concealment

- coloring
- preservatives

Enhancement

- protein content
Counterfeiting

- label & packaging

Mislabelling

- wild caught

Dilution
- added water




Economic and market factors
* Intense price competition

» Few buyers (monopsony)

* Supply disruption

* Special attributes that determine value

 Financial strains for suppliers

» Competitive strategy
Cultural & behavioural factors

« Economic health or conditions
 Personal gains or desperation
* Ethical business culture

» Corruption level

* Victimization

» Blackmail




Food fraud vulnerability assessment

Control

Measures

Tracking & traceability systems
Mass balance control
Contractual requirements

Whistleblowing guidelines & protections
Ethical codes of conduct

Legal / regulatory framework

Law enforcement

Employee integrity screening

Fraud monitoring and verification systems



New GFSI food fraud requirements

" GFSI Guidelines Version 7 (March 2017)

GFSI compliance will require

1.

A documented food fraud
vulnerability assessment
procedure to identify potential
vulnerability and prioritize food
fraud mitigation measures.

A documented plan that
specifies the measures the
organisation has implemented
to mitigate the public health
risks from the identified food
fraud vulnerabilities.

SQF (GRMS) canavrcars
Global
Aquaculture GLOBALG.A.P. GLOBALG.A.P.
Alliance ‘
) L) L)
s IFS s IFS IFS
Food Logistics p—:csecune' ‘

v

BRC

PACKAGING
CERTIFICATED

Food Safety System
Certification 22000

.............................................................................................................................................................................



From a regulatory perspective, how
Is China Dealing with Food Fraud?




Practice and
(( Strategy ))
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Legislation
AfireE BN R mT R REE LR INRY

AR ( "BBE" )
Non Food Black List

BT R A IFENE mENERR
Whistle Blower

EY P NEHNERIEEEERE | S
Efr e RE R R EIIRE S R

Data Base and International Sharing
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* What results have you seen after companies implement
food fraud vulnerability assessments ?



Food fraud vuln
result pportunity

10. Historical evidence fraud raw
materials

9. Transparency chain network

Motivation

12. Supply and pricing raw
materials

13. Valuable components or

attributes raw materials
14. Economic conditions own

company

31. Price asymmetries
30. Level of competition branch of
industry

29. Historical evidence branch of

15. Organizational strategy own
industry

company

28. Ethical business culture branch

16. Ethical business culture own
of industry

company

P 17. Criminal offences own
27. Criminal offences customer

company

26. Economic conditiens branch of

18. Corruption level country own
industry

company

25. Corruption level country 19. Financial strains supplier
supplier

24, Victimization of supplier 20. Econ. conditions supplier

. Organizational strategy
supplier

23. Criminal offences supplier

22. Ethical business culture
supplier

11. Historical evidence fraud final

8. Interference processing lines

1. Complexity of adulteration raw
materials

2. Availability technology and
knowledge to adulterate raw
materials

products

3. Detectability adulteration raw
materials

4. Availability technology and
knowledge to adulterate final
products

5. Detectahility adulteration final
products

7. Detectability of counferfeiting 6. Complexity of counterfeiting

Controls

32. Fraud monitoring system raw
materials

33, Verification of fraud mon.

system raw materials
34, Fraud monitoring system

final products

50. Contingency

49. Law enforcement chain

network
5 35. Verification of fraud

48. Law enforcement local chain -
menitoring system final products
47, National food policy 36. Information system own
company

37. Tracki d traci t
46. Fraud control industry recking and tracing sysiem

own company
38. Integrity screening own
45. Social control chain network erity d
employees
44, Tracking and tracing system

9. Ethical code of conduct own
supplier

company
6. whistle bl
43. Mass bal. contr. supplier stie blowing own

- company
42. Fraud control system supplier 41. Contractual requir. suppliers



