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China Modern Dairy Holdings Ltd. (the “Company” or “Modern Dairy”) was established
in September 2005, specializing in dairy farming and milk production with headquarters
located in the Economic and Technological Development Zone in Ma’anshan City, Anhui
Province. Modern Dairy (stock code: 01117-HK) was successfully listed on the Hong Kong
Stock Exchange on 26 November 2010, making itself the world’s first company listed using
dairy farming resources. The Company is the largest dairy farming company and raw milk
producer in China in term of herd size and supply of raw milk. The Company initiated the
production model of “zero-distance integration of forage grass planting, cow breeding and
milk processing within two hours” which is the first and only enterprise at present in China that
qualified with SGS certification. Up to early of 2018, the Company has been awarded with the
gold price for five consecutive years at Monde Selection, which is generally regarded as “Nobel
Prize in food quality” in the food industry.
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HIGHLIGHTS
e

Revenue for the year ended 31 December 2017 amounted
to approximately RMB4,784 million, representing a slight
decrease of approximately 1.6% (2016: RMB4,862 million).

Sales volume of raw milk (totalling external and internal sales)
amounted to approximately 1.15 million tons, representing a
year-on-year 13.8% increase.

Reduced in the cash cost of raw milk to RMB2.43/kg for the
year ended 31 December 2017 (2016: RMB2.53/kg), as a
result of effective cost control of the Group’s farms.

Increased in the average annual milk yield to 9.8 tons
per milkable cow for the year ended 31 December 2017,
representing an uplift of 0.4 tons or 4.3% (2016: 9.4 tons per
milkable cow), attributable to the efficient operation of dairy
farming.

Subsequent to the reporting period, pure milk of the Group
was, for the fifth consecutive year, awarded the gold prize of
Monde Selection, a honor generally regarded as “Nobel Prize”
in the food and beverage industry, signifying the Group’s
products have already been well recognized globally.

Disposal of interest in milk production business units to
Mengniu Group to form joint venture was approved by
shareholders in early of 2018. By leveraging on Mengniu’s
Group’s solid distribution network and marketing team, the
Group could focus on upstream dairy farm business with
secure robust income while strategically exploit new products.

Launch of “Fresh” ([##7&]), the Group’s new pure milk
product which made its debut in July 2017, is well recognized
by the retail market. In late 2017, “Fresh” has been awarded
the title of “Official Milk of the 2018 FIFA World Cup™,
marking a big leap forward made by Modern Dairy onto the
international stage.

Synergies with Mengniu Group are emerging along with the
completion of the mandatory cash offer by Mengniu which
increased its interest in the Company. Positive synergistic
effect was reflected on areas of procurement, financing, sales
and marketing, production capacity and brand development.
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CEO’S STATEMENT

BRAREE

“Lay a solid foundation,
integrate innovation and
start with a better self

FEEE BSAN

HEEIFRIE C L&

Ms. GAO Lina
BEHzt

Chief Executive Officer
A
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CEQ’s Statement AFKEE

In 2017, the domestic dairy farming industry was still confronted
with severe challenges, even though raw milk prices had already
bottomed out and now rebounced. As a pioneer in large-scale
farming in mainland China and the world’s first listed company
with dairy farming resources, the Group initiated the production
model of “zero-distance integration of forage grass planting, cow
breeding and milk processing within two hours”. Large-scale farms
in upstream and modern processing plants in downstream formed
linkages to realise the organic integration and zero-distance and
seamless connection between primary, secondary and tertiary
industry.

The Group's milk quality having achieved international dairy
standards has won a widespread recognition worldwide.
In March 2018, at Monde Selection, which is generally regarded as
“Nobel Prize” in food quality in food industry, the Group’s pure milk
product was awarded with gold prize for five years consecutively,
reaching a record high in the world’s pure milk category. The room-
temperature yogurt of the Group was awarded with silver prize for
the first time in 2017 at the same event, which symbolised the milk
quality of the Group had been consistently ahead of the world-class
standards. On 20 June 2017, the Group became the first and only
enterprise in China that qualified with SGS certification, indicating
that our innovative production model of “integration of forage
grass planting, cow breeding and milk processing” has passed the
stringent inspection conducted by an international authoritative
inspection institution and achieved the world-class standards. On
5 July 2017, the Group was awarded “Health Leader Award” for
Seven-Star Convention Alliance Award, proving that the Group’s
products and enterprise quality have been well recognised.

In December 2017, Ms. Gao Lina, the executive Director and
CEO of the Group, was awarded with “China Financing Grand
Prize — Award for Best Business Leader of The Year”. The award
aimed at recognising the outstanding management personnel in
the industry, and was also a recognition to the operation model
of the Group. In December 2017, the Group was named “the
Most Socially Responsible Listed Company in 2017 Golden
Hong Kong Stock Awards” which was selected by a committee
of experts, and accompanied with corresponding public voting
weights, demonstrating that the Group has upheld the concept of
environmental protection development and proactively fulfills its
corporate social responsibilities to build up its initial aspiration of
manufacturing good milk with the craftsmanship spirit in China.
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Since Mengniu completed the mandatory cash offer for the Group
in March 2017, business collaboration between the Group and
Mengniu had been further fortified. Mengniu owns 60.76% of the
issued share capital of the Group as at the date of this report. A
closer cooperation with Mengniu, a leading enterprise dairy industry
in mainland China, will not only lay a solid base for the Group’s
sale of high quality raw milk, but also help deliver our brand milk
with “purity, genuineness, freshness and vitality” to thousands of
families by leveraging on Mengniu’s all-rounded sales networks.
On 11 July 2017, the “Fresh” room-temperature pure milk, which
is jointly launched by the Group and Mengniu, made its debut. Its
innovative design with the silver "refrigerator" concept symbolized
keeping milk fresh as a refrigerator does and highlighted the
unique advantages of "only two hours from milking to processing”
of the Group. Afterward, the “Fresh” became the title sponsor in
a popular internet variety talk show named Rock & Roast, which
brought huge attention to the brand via web-based marketing and
promotion events continuously. On the Valentine's Day in 2018, the
Group launched a European style yogurt “L’ Amour”, for which we
mix Modern Dairy’s high-quality milk sources with finely selected
European imports of bacteria, and from milking to processing
it takes less than two hours. We provided consumers with dual
tastes of true love rose and romantic cranberry. The expansion of
downstream brands helped the Group develop its market, enhance
its brand awareness and create more development opportunities.
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CEQ’'s Statement A& REE

PROSPECTS

Looking ahead, the operation standard of dairy industry in China
is constantly improving, and fast industry transformation and
consumption and production upgrades have brought great
potential for the development of dairy industry. The consumption
of dairy products is expected to enter into a new stage due to the
wealth effect and mounting consumption stimulated by the uplift of
national economy and the gradual shattering of binary economic
structure. The central government in recent years has successively
promulgated a number of policies to strengthen its supports and
guidances to dairy industry. At the beginning of 2017, the National
Dairy Industry Development Plan (2016-2020) (“Plan”) jointly
promulgated by the Ministry of Agriculture, National Development
and Reform Commission, Ministry of Industry and Information
Technology, Ministry of Commerce and China Food and Drug
Administration was officially released. The Plan outlined eleven
tasks including “Developing Standardized Dairy Farming in Large-
scale”, “Accelerating Industrial Integration”, “Building Domestic
Dairy Brands” and etc. As the largest dairy farming company and
raw milk supplier in China, the Group believes that a sound and
sustainable development of dairy industry is rooted on an effective
link and synergistic collaboration of each element within the industry
chain. Through the ever-created green and cyclic economy model
of zero-distance integration of forage grass planting, cow breeding
and milk processing and only two hours from milking to processing,
the Group is committed to establishing a national brand and a
world-class modern farming enterprise. The Group will capitalise on
the opportunity, ride on the trend and continue to stand out in the
historic opportunity of the dairy industry's transformation.

Stepping into 2018, with the supply and demand of raw milk
reaching equilibrium in China, the price of raw milk is expected
to pick up modestly, and the Group’s profit margin would be
significantly improved. The Group commits to building a world
class and most sophisticated farms, producing the best quality
milk and focusing our devotion, profession and endeavour into
the development of China’s dairy industry, so as to provide the
most nutritious milk for consumers and maximize the value for
shareholders of the Company.
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The Group will resolutely adhere to the basic principle of quality first,
promote scientific breeding and feeding technologies proactively,
increase milk yield and quality, enhance competitiveness,
and achieve transformation from product to brand and from
manufacturing to creation.

As a Chinese saying goes, “The majestic pass and endless odyssey
were clad in iron. Conquering them and beginning a new journey
we carry on”. Looking back on 2017, despite the complicated
conditions, the Group completed its epic self-transformation.
As the Chinese always believe “Achievement of success lies
in great determination and completion of achievement, in hard
work”. Looking ahead to 2018, the Group will always strive for a
sustainable and healthy development, continue to leverage on its
own milk resources and advanced management advantages, and
take the lead in transformation and upgrade in dairy industry.

ACKNOWLEDGEMENT

On behalf of the Board, | would like to take this opportunity to
express our gratitude to all our staff for their dedicated service
and contribution over the year, and also extend our thanks to our
shareholders, customers and business partners for their trust and
support.

GAO Lina
Chief Executive Officer
Hong Kong, 26 March 2018
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AWARDS AND SIGNIFICANT EVENTS
RIER KB

Award Summary for 2017

2017FERER
ERERE REEE BRI Date of Remark
(#/8) (HX) (h30) award Name of award Awarding body e
201838  [HREMAE tRRmmE Mar-18 Gold Prize of “Monde Monde Selection
qERE |28 JERE Selection” (Room-
(ERE) temperature pure milk)
2017564  [HARGmE tRRmmE Jun-17 Gold Prize of “Monde Monde Selection
JERE |28k JERE Selection” (Room-
(EREM) temperature pure milk)
2017568  [tRAMRETNE tRRmmE Jun-17 Silver Prize of “Monde Monde Selection
gl JERE Selection” (Room-
(EREED) temperature yogurt)
2017%66R  [BENI-BtE HIBRALET Jun-17 Production mode of Swiss SGS certification
EEAESGSHRE  SGSRE “integration of planting,
breeding and processing”
recognized by SGS
201767H  [RERSIER FRETHERM Ju-17 Health Leader Award The 6th China Seven-Star
EEtE% Convention Alliance Award
2017108 2017HERS FRESHE Oct-17 The Advertiser Award of ~ China Advertising
RERES TR The Greatwall Award of Association
China 2017
2017511 RIERmEEIH RIEER A& Nov-17 Gold Prize of Brand Creative International
&% Innovation Innovation Festival
2017128 2017 BRE HBHEELHERE  Dec-17 Attitude Boldness Award ~ NetEase Attitude
EIRAEREE of NetEase Attitude Marketing Award
PR Marketing Award 2017
0175128 FERELEER  REREAR Dec-17 Best Business Leader of ~ China Financing Grand
The Year Prize
2017512 HEMEEMAE EER Dec-17 Award for the Most Golden Hong Kong Stock
iVACIYN: Social Responsible Listed

J J
AWARD AWARD

Company

OLD GOLD GC
AWARD AWARD AWARD

g
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Awards and Significant Events #8188 & K=

Significant Events for 2017

2017TFERERLER
Date Events
HE =
February 2017

20 February 2017

14 February 2017

2017524
20172 A20H

20172 14H

March 2017
21 March 2017
201743 A
201793 H21H

May 2017
29 May 2017

201755A4
201745H29H

Mr. Wang Yang, the Vice Premier of the State Council by then, Mr. Lu Weifung, the Vice-
governor of Heilongjiang Province and Mr. Song Xibin, the Mayor of Harbin conducted site
visit and research to Shuangcheng Farm of Modern Dairy. Our management, Mr. Han Chunlin,
accompanied them on the visit.

Mengniu made a conditional mandatory cash offer to acquire the entire issued shares of the
Company.

RERKREAIETIFEE  REIAIEARGBESLEL  BREETHRRBEALEF 171
R AREERBS B E AN BEMCESHBREARRZE -
STRMBRIFRFMEREBHRBAR R 2D HITRMD

Conditional mandatory cash offer made by Mengniu completed.

STRMMERTRBIER S BTN

Pure milk of Modern Dairy won the gold prize of Monde Selection, renowned as “Nobel Prize”
in the food industry, for the fourth consecutive year, whereas the yogurt of Modern Dairy was
awarded with the silver prize for the first time. They represented that the quality of Modern Dairy
milk is now able to meet the high requirement on evaluation benchmark of international food
continuously.

B AN TR EERRE HAME 2 BO[ RARREFEAR] DI - AH
BARM R E RSB AR - BRBRRUEFDORE DR T AR RRTE
HENBHER -
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Awards and Significant Events #8188 & KE:0

Date Events

B =4

June 2017

16 June 2017 Hosted by China Dairy Association, the 8th Dairy Conference of China & 2017 China Dairy

Exhibition was convened in Nanjing International Expo Center. As one of the top 20 enterprises
in China dairy industry, Modern Dairy attended the exhibition and shared advanced models with
high-quality products such as pure milk, which won the international gold prize for the fourth
consecutive year.

20 June 2017 On 20 June, Modern Dairy’s production mode of “integration of planting, breeding and
processing” officially passed the Swiss SGS certification, becoming the first and only enterprise
in China whose integration production model passed SGS certification.
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Awards and Significant Events #8188 & K=

Events

=4

July 2017
5 July 2017

11 July 2017

20 July 2017

27 July 2017

2017578
201747 H5H

2017F7H11H

201747 H20H
20177 H27H

August 2017
9 August 2017

201748AH
201798 A9H

China Seven-Star Convention Alliance held an award ceremony of the 6th China Seven-Star
Convention Alliance Award in Beijing. Modern Dairy was award with “Health Leader Award”.

The press conference of Modern Dairy winning the world gold prize for four consecutive years
and achievement reports of high-quality dairy was convened in Beijing. “Fresh”, the new
products of Modern Dairy, made its debut in the press conference.

“Quality Report of China Dairy Industry (2017)” revealed that the leading enterprises of dairy
industry in China such as Modern Dairy had an outstanding performance.

D20 Summit for Dairy Industry of China 2017 was convened in Qigihar, Heilongjiang. Yu
Kangzhen, the Vice Minister of Agriculture, Mr. Gao Hongbin, the chairman of China Dairy
Association and Mr. Sun Meijun, the Director of Safety Control of the China Food and Drug
Administration, attended the summit. Ms. Gao Lina, attended the summit and gave a speech in
relation to “milking to processing within two hours”.

HTERMEFECEANBBZENE NETERMEF L ERBERABNIL REERT B
AR @S| BER TR -
ARBENEREER S REFLIXNRRENEEMSEILRAR  RARET R EHEIEE
fog EER=MA

(PEIMEEERE2017)EM - HEWRALRESFTFRPFAELERRARS -

2017 BIED0BEEREIERREM AN REMIBETRE  PEPEHEEES
BE ERRGEREEEEARAMAEEEAEREBESTEEHLESS - SERFLLHRE
SR B 2/ S BN RN T IR RORE -

Delivery for Modern Dairy’s “Fresh” pure milk was made for the first time, with package adopting
the innovative design concept of fridge, keeping milk fresh by “milking to processing within two
hours”.

RAMEIERE AT NEE  BRERAEAFREKETE  BAIMENEIMTRF2/ 6 IH
EFPREE -

Innovative Integration of Planting, Breeding AFPEEMNT —E{iEX

and Processing

] Collect milk E iking t
from various Clad o r 2H0urs p:gg‘eg‘s'inéng o
farms JNEE .
- BIEHSRI | ) ! NG mmmIzER

v 244ours 1

>CMD’s integration of Planting, Breeding and > By BEN T EERasE:  BomraEE
Processing, reduce the two heat treatments and maximize TE BARENRE T HHFHOEENENERAD

milk’s bioactive substances and nutrients.

>The only domestic enterprise with integration mode of Planting, > @R —t— - eaut BBSCSREHney
Breeding and Processing recognized by SGS
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Awards and Significant Events #8188 & KE:0

Date Events

B =4

September 2017

September 2017 Modern Dairy successfully raised funds of three-year syndicated loan amounting to USD300

27 September 2017

2017594
20174 9A
20179 H27H

October 2017
19 October 2017

24 October 2017
20175104
201710 A19H

201710 A24H
November 2017
14 November 2017
25 November 2017
2017F118
201711 A14H
2017911 A25H

December 2017

2017412 A

million.

As the designated dairy product of “the Belt and Road” Ecological Agriculture and Food
Safety Forum, Modern Dairy’s “Fresh” pure milk was introduced at the 9th “the Belt and Road”
Ecological Agriculture and Food Safety Forum of Euro-Asia Economic Forum 2017.

BRBERNBHEIBRTIFHREER
RRBERBATDER —F R EREXERR
FNEI—F—RILERERRRLEWERME -

T 2B M5 TE FLaa R 201 7B 50 48 5 v 18

The documentary “China Revealed”, the third season of “China’s Mega Projects IlI” of CCTV
focused on large-scale breeding and “integrated production model with zero distance” practiced
by leading companies in the industry represented by Modern Dairy.

Modern Dairy’s “Fresh” won “The Advertiser Award of The Greatwall Award of China 2017”.
CCTVA A (BRTIE)E= TERLEENREL
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The chairman of Monde Selection visited Bengbu Farm of Modern Dairy.
The work of “Package Design of Modern Dairy’s Fresh” was awarded with Gold Prize of Brand
Innovation at Creative International Innovation Festival 2017.
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“Fresh”, a room-temperature pure milk, has been awarded the title of “Official Milk of the 2018
FIFA World Cup™”, marking a big leap forward made by Modern Dairy onto the international
stage.
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Xian Yu White Milk
of the company
Modern Farming (Group) Co., Ltd

has been granted a
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MANAGEMENT DISCUSSION AND ANALYSIS
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INDUSTRY OVERVIEW: RECOVERED FROM
COLD WINTER

After the Chinese Lunar New Year in 2017, as demand for raw
milk from major dairy enterprises plunged, surplus of raw milk in
the market led to a continuous decrease in raw milk price. For
each summer as a seasonal effect, raw milk production decreases
due to the heat stress of cows caused by the high temperature
and rainy weather throughout the country. The upstream dairy
industry suffered from distressed business environment, with small-
scale farms’ withdrawal from the market and large-scale farms’
decreasing operation profitability.

In the second half of 2017, International Farm Comparison Network
(IFCN) announced at the 18th IFCN Dairy Conference held in Kyle,
Germany that the second global dairy crisis since 2013 has come
to an end and the global milk price was entering a new cycle
in 2018. The supply and demand of raw milk gradually struck
the balance in the second half of 2017 as a result of decline in
domestic dairy herd size. The oversupply situation was eased and
the domestic raw milk price rebounded significantly in the second
half of 2017 comparing with the first half of 2017.

Since dairy industry is an important indicator of a country’s
agricultural modernization level, it is strategically significant to
develop, expand and rejuvenate the industry so as to achieve a
moderately prosperous society. In view of this, the relevant state
departments have taken a series of supportive policies: in early
2017, the “National Development Planning for Dairy Industry (2016-
2020)” jointly formulated by the Ministry of Agriculture, the National
Development and Reform Commission, the Ministry of Industry
and Information Technology, the Ministry of Commerce, and the
Food and Drug Administration was officially promulgated, putting
forward eleven major tasks such as “ Developing Standardized
Dairy Farming in Large-scale”, “Accelerating Industrial Integration”
and “Building Domestic Dairy Brands”; in June, the Dairy Association
of China held the 8th Dairy Conference of China & the 2017 China
Dairy Exhibition; in July, D20 Summit of the Dairy Industry of China
2017 which was themed “Building Brands and Revitalizing Dairy
Industry”, was held; The Dairy Association of China and Milk and
Dairy Products Quality Supervision Inspection and Test Center of
Ministry of Agriculture jointly released “ Quality Report of China
Dairy Industry (2017)”; on 1 January 2018, the most stringent
registration system for infant milk powder formula was officially
implemented. The introduction of these series of policies marked
the state’s determination to lead the reform, reshape the layout in
the dairy industry and become a strong dairy nation.
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With the ongoing upgrades of domestic consumption in the first and
second tier cities, the breaking of urban-rural dualistic structure,
and the wealth effect in the third and fourth tier cities, the domestic
consumption for high-quality dairy products is ready for further
improvements which pose a great potential for the dairy industry.
Currently, China’s dairy industry is under transformation. Only large-
scale farms with intensive, detailed and scientific operation can
fulfill the growing demand for high-quality raw milk. The integration
of upstream and lower stream business helps to build a win-win
situation and has become the trend of dairy industry.

After a three-year low, the international raw milk price has
rebounded in second half of 2017, with domestic supply and
demand reaching equilibrium by the end of 2017. Raw milk price
has entered into a upward trend cycle and the industry is heading
towards a brand-new spring of hope and revival.

BUSINESS REVIEW: FREE FROM BURDEN
AND STRENGTHEN COORDINATION,

FOCUS ON UPSTREAM WITH EXISTING
ADVANTAGES

In 2017, revolution, cooperation and transformation were the three
key words of the Group. During the year, the Group was primarily
engaged in two businesses: (i) dairy farming business, which mainly
involves the production and sales of raw milk to customers for
processing into dairy products; and (ii) the business of branded
liquid milk which mainly involves the production and sales of liquid
milk product. In June 2017, the Group has preliminary entered
into a supply and processing framework agreement with Mengniu
Group, pursuant to which the Group sell the branded liquid milk
products to Mengniu Group by the way of cost plus 3%, and
Mengniu Group would be responsible for the sales and distribution
of the Group’s brand milk products. In January 2018, the Group
announced that Modern Farming (Group) Co., Ltd., the Company’s
subsidiary (“Modern Farming”) and Inner Mongolia Mengniu Dairy
(Group) Company Limited (“Inner Mongolia Mengniu”) entered into
two share transfer agreements, pursuant to which Modern Farming
agreed to sell, and Inner Mongolia Mengniu agreed to acquire
50% of Modern Dairy (Feidong) Co., Ltd. (“Feidong”) and Modern
Dairy (Bengbu) Co., Ltd. (“Bengbu”) which are attributed to two
milk production business units. Feidong and Bengbu will cease to
be subsidiaries of the Company upon completion of the Disposal
which was approved by shareholders of the Company in March
2018.

For the reporting period, the Group has continued in striving for
high standards on raw milk quality and won the market trust by
our high-end products with “purity, genuineness, freshness and
vitality”, the integration of “planting — farming — processing” and the
advanced production model of two-hour milking to processing. The
Group also adheres to the principle of prioritized safety, proactively
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develops and implements modern scientific breeding and feeding
know-how. On cost aspect, the Group has lowered operating costs
by refining management, improving nutrients, and taking measures
to economize expenditure. On income aspect, the Group boosted
core income by optimizing the herd portfolio, scientific farming
and improving the unit production output. Both cost reduction and
unit production dually led the Group’s core business to achieve
sustainable and healthy development.

On 21 March 2017, the Mengniu Group completed a mandatory
cash offer acquisition towards the Group and Mengniu Group owns
60.76% of issued share capital of the Company up to the date of
this report. The synergy between the Group and Mengniu Group
was further strengthened after Mengniu Group has increased
its stake in the Company. As Mengniu is a leading enterprise in
dairy industry in mainland China with solid distribution network,
strengthening the cooperation with Mengniu will not only provide
the Group with stable sale of high-quality raw milk but also helps
to deliver our branded milk of “purity, genuineness, freshness and
vitality” to the mass retail market.

In 2017, the Group has undergone a series of revolutions. Unit
production and cost reduction were implemented and improved
simultaneously in the upstream business. For the lower stream
business, the Group took proactive changes, which strengthened
the synergies with Mengniu Group. After getting rid of the historical
burden, the Group will leverage its existing advantages in resource
and re-focus on its upper stream dairy farming business. As for
the lower stream business, the Group will closely cooperate with
Mengniu to enhance our brand competitiveness.
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In July 2017, “Fresh”, the room-temperature pure milk jointly
developed by the Group and Mengniu Group made its debut. The
packaging of “Fresh” adopts the innovative design concept of
silver/white “fridge”, symbolizing a refrigerator-like freshness, and
highlighting the Group’s unique feature of “two-hour milking to
processing”. “Fresh” sponsored the popular internet entertainment
show “ROCK & ROAST”, and the brand got high exposure in the
internet medias.

On the Valentine’s Day in 2018, the Group launched its European-
style yogurt “L’Amour” which adopts the Company’s high-quality
milk sources with finely selected Europe imported bacteria, which
finishes milking to processing in two hours. It offers consumers
with two combined flavors, Love Rose and Romantic Cranberry.
The Group believes that the series of initiatives will help strengthen
its core competitiveness, reduce operating costs and improve
efficiency, pave the way to maximize the Group’s value.
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As a pioneer in the domestic large-scale dairy farming, the Group
created the production model of “Integration of Planting, Breeding
and Processing, Zero Distance and Two Hours”. With efficient
interaction between large scale farms coupled with advanced milk
processing plant, the Group could achieve organic integration and
seamless connection with zero distance among primary, secondary
and tertiary industry. The Group’s milk quality has consistently
met stringent requirements of international food rating standards,
and thus has won a widespread recognition. On 29 May 2017, at
Monde Selection, which is generally regarded as “Nobel Prize” in
the food industry, the Group’s pure milk was awarded the Gold
Prize for the fourth consecutive year, while the room-temperature
yogurt was also awarded the silver prize on the same event. The
awards of such honor fully prove that the quality of the Group’s raw
milk has been well recognised globally by worldwide authorities and
is well up to international top-notch level. At the D20 Summit held in
July 2017, Modern Dairy has become the focus again and attracted
the interests of both CCTV and News Network. In October 2017,
story about Modern Dairy was broadcasted in the documentary
“China Revealed”, the third season of “China’s Mega Projects”,
introducing large-scale breeding and “integrated production model
with zero distance” in detail.

Subsequent to the reporting year, the Group’s pure milk was
awarded the Gold Prize at the Monde Selection for the fifth
consecutive year creating a new pure milk award-winning record
within the industry.

On 20 June 2017, the Group became the first and only enterprise
in the China with integrated production model recognized by SGS,
a world-leading inspection, verification, testing and certification
company, demonstrating the Group’s innovative “Integration
production model” has passed the stringent inspection performed
by the international authoritative inspection institutions.
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OUR DAIRY FARMS

We are the largest dairy farming company and the largest producer
of raw milk in mainland China in terms of herd size and volume of
production. As at 31 December 2017, the Group operates a total
of 26 dairy farms (within herd size each close to or over 10,000
dairy cows) in mainland China with 233,058 dairy cows in total.
As a nationwide farm, we are endowed with unique geographical
advantages that our farms are adjacent to various processing
plants of dairy products and abundant supply of feed. For the
year ended 31 December 2017, the dairy farming business of the
Group recorded external sales revenue of RMB4,119.2 million,
representing 86.11% of the total revenue of the Group. Total
external sales volume of raw milk amounted to 1,075,538 tons.
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Our financial performance are directly affected by the milk yield per
milkable cow. In general, as milk yield per milkable cow improves,
the unit cash costs of production of milk decreases. Milk yield per
milkable cow is affected by a number of factors, including a cow’s
stage of lactation, breed, genetics and feed mix. For the year ended
31 December 2017, we have recorded an average annual milk yield
of 9.8 tons per milkable cow, representing an increase of 0.4 tons
from 9.4 tons per milkable cow of last year. Cash costs of milk
decreased to RMB2.43/kg this year from RMB2.53/kg of last year.
Proportion of milkable cows increased to 54.4% for the current year
from 52.0% of last year.
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The cash EBITDA" increased to RMB1,081.8 million for the
year ended 31 December 2017 (2016: RMB840.4 million). As a
result of an increase of milk yield from milkable cow, the Group’s
cash EBITDA margin increased to 22.61% for the year ended 31
December 2017 (2016: 17.28%).

Since the decade-old melamine incident, the industry has been
highly attentive to milk quality and safety. After a decade of
industrial upgrading, the Quality Report of China Dairy Industry
(2017) which was released in 2017, pointed out that the quality of
domestic dairy products has increased significantly. As supply-
side reform gradually deepens and, continuous upgrading in the
demand-side consumption catalyse in an increasing demand
for quality milk in the market. The improvement in both quality
and quantity of dairy products and the sound and sustainable
development of the dairy industry are based on the effective link
and synergetic development of every sector in the entire industry
chain. The green development and sustainable economy model of
“Integration of Planting, Breeding and Processing, Zero Distance
and Two Hours Within Milking to Processing” first created by the
Group for its upper stream development, along with the strong and
complementary cooperation between our lower stream brands and
Mengniu Group, have high degree of consistency with the core
philosophy of the “Thirteenth Five-year” Plan for the dairy industry
and conforms to the historical trend of industrial upgrading and
development.

Along with the recovery in milk price and the decline in domestic
dairy herd size, the supply and demand of raw milk in mainland
China has achieved equilibrium by the end of 2017. Some experts
estimated that the price of domestic raw milk will show a moderate
increase in 2018, which indicates that the upper stream farming
industry is recovering from depression. Being the largest dairy
farming enterprise in mainland China, the Group will follow the
trend, increase unit production output, reduce operation cost,
optimize herd structure and improve quality in the upper stream,
and, for lower stream development, seek for cooperation, establish
brands and inject more impetus. Based on our existing upper
stream strengths, we will improve performance through a large-
scale, standardized and integrated breeding model, and regard high
standard, high positioning and high starting point as our corporate
orientations so as to provide consumers with quality dairy products.

Note 1:

Cash EBITDA is defined as loss before finance costs and tax after
having added back: i) depreciation for property plant and equipment;
i) amortization; iii) other gains and losses, net; and iv) loss arising from
changes in fair value less costs to sell of dairy cows.
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FINANCIAL HIGHLIGHTS HBHEE
Herd Size BEAE
As at As at
31 December 31 December
2017 2016
e s RDE—RF
- = = +-A=+—H
Head Head
58 Bl
Dairy cows L4
Milkable cows KL 126,839 119,286
Heifers and calves ANSTe=y s YN 106,219 109,914
Total number of dairy cows R 233,058 229,200

As at 31 December 2017, we are the largest dairy farming company
in terms of herd size as well as the largest raw milk supplier in
mainland China. The current herd size of the Group was 233,058
head of dairy cows compared to 229,200 head of dairy cows as at
31 December 2016.

Milk Yield

As of the year ended 31 December 2017, we recorded an average
annual milk yield of 9.8 tons per milkable cow, representing an
increase of 4.26% as compared to 9.4 tons as of the year ended
31 December 2016. Such results are attributable to effective herd
management, genetic quality improvement of our cows through
generations and increase in the number of cows reaching the peak
stage of lactation.
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FINANCIAL OVERVIEW
Revenue WA

The following table sets forth the breakdown of the consolidated THRABIEHEZE-_ZE—+ER_ZFT—~FE+=-A8
revenue of our two operating segments for the years ended 31 =+—HIFFEMERED S HWABBMADHT -
December 2017 and 2016, respectively:

For the year ended 31 December 2017
BE-Z-tF+-A=+-HLFE

For the year ended 31 December 2016
BE_Z-AE+-A=+-HLEE

External NEE External Internal
Sales Sales Subtotal Sales Sales Subtotal
IEpEE REEE et MEpsEE REEE I
Sl G RMBYO00 RMB'000  RMB'000
ARETTE ARETE ARSTT BUNSSUENG: SoEUN:S: & o
Sales of raw milk business FRMEEEK 4,119,192 280,166 4,399,358 3,383,567 604,476 3,988,043
Sales of liquid milk products business TRE I RS E £ 664,609 - 664,609 1,478,744 - 1478744
Consolidated revenue AHRA 4,783,801 280,166 5,063,967 4,862,311 604,476 5,466,787

AEBMHRAREREIBI%EBRE_T—tF+=
A=+ —HLEFENARK4L7838EHETL(ZF
—NF: AR¥48623E8T) c TERTEHB
ERENTHRENTE -

The Group’s revenue slightly decreased by 1.61% to RMB4,783.8
million for the year ended 31 December 2017 (2016: RMB4,862.3
million), mainly due to the impact of business transition of branded
milk in the market.

BEARENNRAPOHERA  HEERT
HERER TR -

The following table sets forth the details of sales revenue, sales
volume and average selling price (“ASP”) of our raw milk for the
periods indicated:

For the year ended 31 December 2017
BE-S-—tE+-A=t-HLFE

For the year ended 31 December 2016
BE-Z-AET-A=t-ALEE

Sales Sales Sales Sales
revenue volume ASP revenue volume ASP
HEWA HEE THER HEWA HEE THER
RMB’000 tons  RMB/ton RMB'000 tons RMBYton
ARETR B AEET/H NS M ARET/
Raw milk [REH
External sales MEPEE 4,119,192 1,075,538 3,830 3,383,567 855,353 3,956
Internal sales AEEE 280,166 73,235 3,826 604,476 154,501 3912
Subtotal 1N 4,399,358 1,148,773 3,830 3988043 1,009,854 3,949




China Modern Dairy Holdings Ltd. FE RN EZEREGR LT

Management Discussion and Analysis BBzt &k 2

Dairy farming business

Sales revenue of raw milk for the year ended 31 December
2017 (as an aggregate of external and internal sale) increased
by 10.32% from RMB3,988.0 million for the same period of
last year to RMB4,399.4 million.

External sales of raw milk has recorded an 21.74% increase
from last reporting year of RMB3,383.6 million to current
reporting year of RMB4,119.2 million.

Although ASP of raw milk decreased by 3.04% from
RMB3.95/kg for the year ended 31 December 2016 to
RMB3.83/kg for the year ended 31 December 2017, our
sales volume increased by 13.76% from 1.010 million tons
for the same period of last year to 1.149 million tons as at 31
December 2017, mainly due to the increase in annual milk
yield per cow and number of milkable cows.

Liquid milk products business

The business model of downstream business has undergone
repositioning. Starting from mid-2017, the Group started to
sell its liquid milk products by way of cost plus 3% to Mengniu
Group. As result of rebuilding the pricing mechanism, revenue
from our liquid milk products business decreased by 55.06%
from RMB1,478.7 million for the year ended 31 December
2016 to RMB664.6 million for the year ended 31 December
2017. For the years ended 31 December 2016 and 2017,
the revenue from liquid milk products business accounted
for 30.41% and 13.89% of the combined revenue for the
respective year.

Total sales volume of our liquid milk decreased by 50.38%
from 150,313 tons for the year ended 31 December 2016 to
74,584 tons for the year ended 31 December 2017.
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BERADEHEBARE-_S—"F+=
AZ+—RILFEMN3.955T, AT REEE
E-F—+F+-A=+—HIHFER3I.83
TR BRIRES.04% o ERBRFIMEE
HEFRPENI0IOEBEEREHE-F
—tF+ A=+ —BHIEFENI114088
ME - R T713.76% - TERANFHEPF
WFEDNE EF RIS BEIE AT -

WREINE mER
THEBNEBENCETENEN - =
T FFREMSR - AEBFRIE BN
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WAL ZEFES FIRARI0.41% K&
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COST OF SALES BEFORE RAW MILK FAIR
VALUE ADJUSTMENTS

The Group’s cost of sales before raw milk fair value adjustments
primarily consisted of cost of dairy farming and cost of liquid milk
products. The following table sets forth the breakdown of the cost
of sales of our products for the years indicated:

JFCRHE A B 5 B A AV 85 B A AR

AEENRHNAFEARMBEEXNATERRE
P RERARREDEMKA - TRETIRNE
B R PR B E RO SHEE AR BRAR -

R A ERERA R HER A

Cost of sales before raw milk fair value adjustments

e Dairy farming business: o I 4EBBEEK
For the year ended For the year ended
31 December 2017 31 December 2016
BZE-Z-+f BE-2—F
+ZA=+-HLEE +-RA=T-HI%E
RMB’000 % RMB’000 %
ARETR Bk ARETTL BOl
Feed cost SRR R 2,262,827 74.7% 2,083,737 75.4%
Labor cost BT 206,420 6.8% 180,377 6.5%
Utilities NEES S 70,257 2.3% 60,357 2.2%
Depreciation E 239,264 7.9% 203,325 7.4%
Other costs of farms EHREMEY 252,440 8.3% 235,434 8.5%
Subtotal of cost of sales RRIATFERZAM
before raw milk fair value MERBEREERA
adjustments of the dairy INat
farming business 3,031,208 100% 2,763,230 100%
Inter-segment cost bR AR (202,257) (424,201)
Cost of external sales FRIAFERAZAR
before raw milk fair value N EBERINLHEE
adjustments of the dairy B AR
farming business 2,828,951 2,339,029

BE_Z—tHF+-_A=+—RHIFENE
SRR AN (S 5 PO BB SR 40 5 B A B8 3 5 A
AEDAEFHARK2,083.7AETEMNE
AR¥2,262.8B 87T - B1E8/R8.60% - T2
EHRREL A BE ML IR -

Total feed cost (before eliminating cost of sales in relation to
internal supply of raw milk) for the year ended 31 December
2017 increased by 8.60% to RMB2,262.8 million from
RMB2,083.7 million of last year, mainly due to the increase in
number of milkable cows.

FIEF - FAPIE h # B WE R A ) O AR RS (4 85
A BB RFL A ARRE SH E A AR ) (BRI &
SN BEFHARB2BTREZRE
“EEFT AT RLEFENARE
2,4307C © BB R414% T ERHNEHE

Meanwhile, the cost (excluding depreciation) per ton of raw
milk sold (before eliminating cost of sales in relation to internal
supply of raw milk) decreased by 4.14% from RMB2,535 of
last year to RMB2,430 for the year ended 31 December 2017,
mainly due to an increase in annual milk yield per cow.

AFNFEPHEN LT -
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e Liquid milk products business o REPERER
For the year ended For the year ended
31 December 2017 31 December 2016
BZE-Z-+f BE-Z—RF
+ZA=+-HLEE +-A=+—-HLEE
RMB’000 % RMB’000 %
ARETT Bt ARETTL Btk
Raw materials [EA R 481,927 79.7% 908,193 82.6%
Labor cost BTHAR 31,632 5.2% 52,613 4.8%
Depreciation E 41,307 6.8% 55,743 51%
Utilities NEEEER 17,928 3.0% 32,544 3.0%
Other processing costs HE TR 31,835 5.3% 50,034 4.5%
Subtotal of cost of sales ERIAATEAZAH
before raw milk fair value RENMERERHENA
adjustments of the liquid milk /Nt
products business 604,629 100% 1,099,127 100%
Inter-segment cost RE#N (80,623) (180,029)
Cost of external sales [RR A FERZRR
before raw milk fair value R ERERINPHE
adjustments of the liquid milk B
products business 524,006 919,098

In respect of the sales volume of liquid milk, the raw
material cost for the year ended 31 December 2017 (before
eliminating cost of sales in relation to internal supply of raw
milk) decreased by 46.94% from RMB908.2 million of last
year to RMB481.9 million, mainly because total sales volume
of our liquid milk decreased by 50.38% from 150,313 tons
for the year ended 31 December 2016 to 74,584 tons for the
year ended 31 December 2017.

Cash cost (excluding depreciation) per ton of liquid milk sold
(before eliminating cost of sales in relation to internal supply of
raw milk) increased from RMB6,941 for the same period last
year to RMB7,553 for the year ended 31 December 2017,
representing an increase of 8.82% on a year-on-year basis.

RREEEENS  BEZT—tF =
A=+—RHIEFEMRERM B A (5 A5
FERDHEEERN AR ) HEFHARE
908.2HETLHREARKI81.9BETT © K8
546.94% - TE R AR KN IRAED 425
EERHE_T—A"F+-A=Zt+—HUIEHF
E89150,313MAfRK50.38% & E —T—+
F+-—A=Z+—HILFEHT74,5840 o

BRAEHOSERENDIESRA(KRITE
AN ST 58 A B R R Y 4 R B S R AR AT )
HEFREMARECMITHREZEE -
E—+tF+ A=+ BHLEFENARE
7,5537C + A% 08.82% ©




GROSS PROFIT AND GROSS PROFIT MARGIN
The following table sets forth the breakdown of gross profit and
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EFNRERN=E

gross profit margin before raw milk fair value adjustments of two A

operating segments for the years indicated:

TREGE ST HMERS D BRI RFERMY

N EFBATHERNREFRBADIN

For the year ended
31 December 2016
HE-Z—RF
TZA=T—-HLEEE
Gross
Gross profit Profit margin
£ EFI%
RMB’000
ARETTT
Dairy farming business A BEEYR
Before elimination HHA 1,368,150 31.10% 1,224,813 30.71%
After elimination Fafilta 1,290,241 31.32% 1,044,538 30.87%
Liquid milk products business REENE R
Before elimination EREiYeD) 59,980 9.02% 379,617 25.67%
After elimination HiHE 140,603 21.16% 559,646 37.85%
Dairy farming business o  HA4EEEL
Gross profit of our dairy farming business before raw milk fair IFBEEEBNEADAFEEFAZANEF

value adjustments (before eliminating cost of sales in relation
to internal supply of raw milk) increased by 11.71% from
RMB1,224.8 million for the year ended 31 December 2016 to
RMB1,368.2 million for the year ended 31 December 2017,
mainly due to the increase in sales volume of raw milk.

Gross profit margin of our dairy farming business before raw
milk fair value adjustments (before eliminating cost of sales
in relation to internal supply of raw milk) increased by 0.39%
from 30.71% for the year ended 31 December 2016 to
31.10% for the year ended 31 December 2017, primarily due
to, due to the increase in annual milk yield per cow.

Liquid milk products business

Gross profit of our liquid milk products business (before
eliminating cost of sales in relation to internal supply of raw
milk) decreased by 84.2% from RMB379.6 million for the
year ended 31 December 2016 to RMB60.0 million for the
year ended 31 December 2017. The aforesaid decrease was
mainly due to the decrease in sales volume and price of our
branded milk.

Gross profit margin of our liquid milk products business
(before eliminating cost of sales in relation to internal supply
of raw milk) decreased by 16.65% from 25.67% for the year
ended 31 December 2016 to 9.02% for the year ended 31
December 2017, mainly because sales model was changed
to cost plus 3%.

(YA RN EEEEEKAR) B
HE-_Z—R"E+-_A=t+—HILEEHD
AREE1 224 8FE TN 7T1%EEHEZ
T—tF+_A=+—HIEFEHARE
1,3682HEL - TERHARERNEEH
SEINFTEL -

FEBEESNERD AT ERAENENEX
(HEANBRE D EREESKAR) 8
HE-_Z—RXE+_A=1+—"HIEFEHN
30.71%E JN0.39% EHE — T — t¢+_
A=+—BLFEH31.10% ° ERR
EE?WWEEWJ%E@L%%& o

TREENE MER
R BE I EE S ZE TS HY B (5 88 PO S0 R R 4
WEFE%EWMUDEE&_; NE+ =
A=+—BLFEMARKEI79.6BE LM%
K84 2% EHE-_E—+F+_-_A=+—H
FFEEMARKEE00EET - FHiEETE
EHRBRMBETHEEEE RS ERIER
@(o

BENEREBHDEF R (HEAIL R
MHERBEHEENA) BEE T — X~
F+ A=+ —BILEFEMN2567%[EIK
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IEFER02% @ TEREERAEB AKX K
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Losses arising from changes in fair value less costs to
sell of dairy cows

As at 31 December 2017, the biological assets of the Group
were valued at RMB7,751.1 million (As at 31 December 2016:
RMB7,603.0 million) by an independent qualified professional
valuer, Jones Lang LaSalle Corporate Appraisal and Advisory
Limited. Losses arising from changes in the fair value of dairy cows
less costs to sell dairy cows were RMB868.3 million for the year
ended 31 December 2017 (For the year ended 31 December 2016:
RMB1,058.9 million), representing a decrease of 18.00% year-on-
year, mainly due to low death and culling rate of dairy cows and the
decrease in capital inputs to heifers and calves.

Gains arising on initial recognition of raw milk at fair
value less costs to sell at the point of harvest

Our gains arising on initial recognition of raw milk at fair value
less costs to sell at the point of harvest increased by 9.95% from
RMB1,116.9 million for the year ended 31 December 2016 to
RMB1,228.0 million for the year ended 31 December 2017, mainly
due to the increase in sales volume of our raw milk.

International Financial Reporting Standards (IFRS) required that raw
milk harvested was initially measured at fair value less costs to sell,
and the difference between the fair value less costs to sell and the
actual costs incurred was charged to profit or loss.

Other income

For the year ended 31 December 2017, other income amounted
to RMB51.8 million (2016: RMB69.9 million). Other income mainly
consisted of government grants and interest income, of which
interest income for the year ended 31 December 2017 amounted to
RMB8.2 million (2016: RMB15.3 million), and government grants for
the year ended 31 December 2017 amounted to RMB37.6 million
(2016: RMB52.0 million). Government grants mainly consisted
of subsidies for agricultural projects such as “Grain to Fodder”,
“Environmental Protection and Safety” and “Digitalized Breeding”.

AFDFESDRIAFHERNFELENER

R_ZE—tF+_A=+—8 cEENEYPE
EEBYALGKRBELGHEMPEMITOETEHR
BHERAATEAARE77S1ABET(RZ
T-XNE+_A=+—H8: ARB7603.068
T) BEZE—+F+_A=+—HILFE A
SRFEEHRIAFRERATEENEEASA
R¥8e8IEBT(HE—_T—~RE+_-_A=1+—
HIEEE : AR®1,0589BET) © RLLEIE
18.00% - T B R AR ILFAERBER/NILF K
IINFRYE AR AR FTER o
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OPERATING EXPENSES REmx

For the For the

year ended year ended

31 December 31 December
2017 2016
e ot HECT-RHF
=== +ZA=+—H

LFE IEFE

RMB’000 RMB’000

AR¥T R ARBTF T

Selling and distribution costs SHE R HKA 372,602 786,929
Administrative expenses 1TERBA 356,486 274,210
Total operating expenses A g L 729,088 1,061,139

Our operating expenses decreased from RMB1,061.1 million for the HRFIMNELHTHBEE - F+_A=+—
year ended 31 December 2016 to RMB729.1 million for the year HIEFEMARB10611EBEBTTREHE_Z

ended 31 December 2017, of which: —tF T+ A=t —HIEFEMNARKET20158
JC o He
Selling and distribution costs HER 7 HR AR

For the For the year

year ended ended

31 December 31 December
2017 2016
e o BEZDTZ—RHF
UV ELRCN +- A=+~

LFE ILFE
RMB’000 RMB’000
ARET T ARETT
Farm segment H5 2B
Transportation costs BB 149,779 114,299
Liquid milk segment W
Transportation, loading and unloading costs & &) %< 1 & 43,301 108,841
Staff remuneration B T 3 40,044 22,340
Publicity expenses EEE 92,514 507,731
Others HAh, 44,644 32,317
Business tax and surcharge BER S KM 2,320 1,401

Total selling and distribution costs HER DHER AL 372,602 786,929
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Selling and distribution costs mainly consisted of, among other
things, transportation costs for sales of raw milk, transportation
costs for sales of liquid milk products, salaries of sales personnel
and daily expenses.

The amount of raw milk transportation costs included in selling and
distribution costs increased to RMB149.8 million for the year ended
31 December 2017 from RMB114.3 million for the corresponding
period of last year, mainly attributable to an increase in the sales
volume of raw milk.

The amount of liquid milk marketing and promotion expenses
included in selling and distribution costs decreased significantly
to RMB92.5 million for the year ended 31 December 2017 from
RMB507.7 million for the corresponding period of last year, mainly
because our downstream business sales model of selling liquid milk
products to Mengniu Group changed to a new calculation of cost
plus 3% in mid-2017 and that Mengniu Group bore the marketing
and selling fees.

Administrative expenses

The Company recorded RMB356.5 million for the year ended
31 December 2017 (2016: RMB274.2 million), representing an
increase of 30.01%.

Administrative expenses mainly included, remuneration of
management staff (including equity-based share option expenses)
and depreciation charges of office building, staff quarters and
facilities, of which remuneration of management staff (excluding
equity-based share option expenses) increased from RMB103.5
million for the year ended 31 December 2016 to RMB127.5 million
for the year ended 31 December 2017.

During the year ended 31 December 2017, equity-based share
option expenses included in administrative expenses amounted
to RMB96.3 million, as compared to RMB43.1 million for the year
ended 31 December 2016, representing an increase of 123.43%.
[t was mainly due to a one-off amortization of the remaining
unamortized value of options after the staff members’ acceptance
of the offer made by Mengniu in respect of their options during the
period.

HERDHERATEBRRNEENERER
RENHENERERLEEABTENBER
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FFERNARBS07.7EBE TRNEREEZEEE
=— t¢+—ﬂ*+ HIEFENARKREH
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HipWz e g8
BE_Z—+F+-_A=+—HILFE  Htlk
s REEMEENEBERAARESBIABEL(Z
T—REF BB FRARKI1256BET) - X2
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WEeMBEMEENAFEEE(Mm)FRSE -
Hith ozt M BT IRAARANT

Other gains and losses

For the year ended 31 December 2017, losses arising from other
gains and losses amounted to RMB531.1 million (2016: net gain
of RMB125.6 million) mainly consisting of, impairment loss from
receivables, net amount of foreign exchange losses, impairment
provision for fixed assets, impairment loss on goodwill and net loss
(gain) of fair value arising from financial liabilities measured at fair
value through profit or loss (FVTPL). The breakdown of other gains

and losses is as follows:

For the For the year
year ended ended
31 December 31 December
2017 2016
emelas | HECT-REF
szl =N - — A=+—H
IHEE IEFE
RMB’000 RMB’000
AR%T ARKETTT
Other gains and losses: Hith 3 R EsiE
Fair value gain from contingent SAREN AT EKE
considerations - (228,540)
Loss from settlement of Modified HEBRIERTREBEE
Considerations 15,361 -
Loss (gains) arising on deemed disposal of ~ R{EHE —REBL QAT EAR
an associate &8 (e ) 239 (1,462)
Net foreign exchange (gain) loss HNE (Wezm ) B HEF 58 (10,199) 11,424
Loss from disposal of inventories HEFERE 5,134 -
Loss from disposal of property, HEME - BEREEBR
plant and equipment 11,268 7,257
Loss arising from closure of a dairy farm: BB —FrE UG FrE £ R EE
Impairment loss of property, W - BB MEEREEE
plant and equipment - 69,061
Write-down of inventories to WRTEEERFE
net realisable value = 9,701
- 78,762
Impairment loss of trade receivables RN E B ERFORERE 495,271 1,589
Impairment loss of other receivables E At USRI R 18 110 -
Impairment loss of AFS equity investment [t K& AR ER R 12,021 -
Impairment loss of goodwill AEREEE - 16,955
Fair value loss (gain) on foreign HNER BB A FEEE (E)
currency forward 1,949 (11,236)
Gains on derecognition of financial liabilities HEUHMER &R A E ks (57) (303)
531,097 (125,554)
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The Group discontinued its cooperation with other major
distributors as a result of the handover of the liquid milk business
to Mengniu Group during the reporting year. The Group anticipated
the repayment of the trade receivable due from these distributors
would be delayed and the amount of repayment of trade receivables
may not be fully recovered. After taking into account of the present
value of future collection and the security of 318,697,354 ordinary
shares of the Company held by certain individuals who used to be
the non-controlling equity holders of Modern Farming (Anhui) Dairy
Product Sales Co., Ltd., an impairment loss of RMB488.5 million
was recognised in respect of the Group’s trade receivables due
from these distributors.

Other expenses

For the year ended 31 December 2017, the other expenses
amounted to RMB20.4 million (2016: RMB94.3 million), mainly
consisting of, among other things, losses from sales of milk powder
and expenditure of donations.

For the year ended 31 December 2017, losses from sales of milk
powder amounted to RMB9.1 million (2016: RMB72.0 million),
mainly because during early 2017, some of the raw milk was
dehydrated into milk powder which was partly used for feeding
calves, and the remaining was sold to third parties, resulting in a
loss.

For the year ended 31 December 2017, expenditure of donations
amounted to RMB1.7 million (2016: RMB8.5 million) mainly because
we actively communicated with stakeholders around our farms
and included their expectations and demands into our operation
strategy. While devoting to the pursuit of our own development, we
managed to win the trust, understanding and support of community
residents. Besides, we proactively contributed to the local
communities and devoted to public charity and volunteer activities
for the benefit of the society.

RAERED  AREDEKCSHFSTEEE
B AEBRIFEEMEESERENAE A%
EEHZEDIHEHPNERNERE SRR ESTE
BiE mMEKEZEFRNEESTRTRE2EHK
B o TR RMEFIEBHRBEKSE TYE AEAK
E(ZH I RIBEAR AT ZIFERESIZEA
#5318,697,354 8 NN A L BAR IR IR - NEER
JERZE D HmMERE S RAIERRESEA
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Finance costs

Finance costs decreased from RMB368.6 million of last reporting
year to RMB328.4 million for the year ended 31 December 2017,
mainly due to fair value gains on interest rate swap of RMB31.7
million arising from the interest rate of a syndicated loan of principal
amount USD300 million locked for the period.

Profit attributable to owners of the Company

Taking into account of all the above factors, loss attributable to
owners of the Company amounted to RMB975.1 million for the
year ended 31 December 2017, compared with loss of RMB742.1
million for the corresponding period of last year.

Basic loss per Share was RMB16.19 cents (2016: RMB13.99 cents
per Share).

Liquidity, Financial Resources and Gearing ratio

For the year ended 31 December 2017, the amount of net cash
generated from operating activities of the Group was RMB500.9
million, compared with RMB1,137.3 million for the corresponding
period of last year.

The Group’s total equity as at 31 December 2017 was RMB7,088.4
million (As at 31 December 2016: RMB7,122.9 million). Its debt-to-
equity ratio (total amount of bank loans, bonds and notes over total
equity) was 104.75% (As at 31 December 2016: 95.56%).

As at 31 December 2017, the Group’s available and unutilized
bank financing facilities were approximately RMB6,306.5 million (As
at 31 December 2016: RMB6,709.3 million). In the opinion of the
Group’s management, the working capital available to the Group
was sufficient to meet its present needs.
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ST mEFMAREIS6EELREEZHE
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Interest-bearing borrowings BEER
As at 31 December 2017, the total interest-bearing debt was R-ZE—+F+_A=+—H BLBBEHLEAL
RMB?7,425.2 million. AREE7 425 2BH8 7T °
Details are set out as below: PRV ¢
As at
31 December 31 December
2017 2016
—E—tF ZE-RF
TEA=T B Bagey:i=hl=
RMB’000 RMB’000
AR¥T AREFIT
Bank borrowings IRITER 3,477,257 3,885,825
Short-term debentures MHES - 799,425
Medium-term notes T HIZE R 1,798,380 1,796,605
Corporate bonds NEfES 1,045,761 249,020
Other borrowing Hib 1,103,799 75,489
7,425,197 6,806,364
Carrying value repayable: FEEEEREE :
Within one year —ELR 3,866,949 4,116,277
Between one and two years —E 1,364,676 1,367,902
Between two and five years —ERF 2,193,572 1,322,185

7,425,197 6,806,364
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Bank borrowings

For the year ended 31 December 2017, the effective annual interest
rate of bank borrowings varied from 0.9% to 6.4% (2016: from 1.9%
t0 6.4%).

The table below sets forth the short-term and long-term bank
borrowings as at 31 December 2017:

|ITHER
BHE-Z—+&+-_A=1+—RHILEER  #17T
ERNBEBRFEFRERB0.9%E6.4%( —F—~
F 1 1.9%%E6.4%) °

TRIER —_T—tF+-_A=T—BNEHK
REBRITHER :

31 December

31 December

2017 2016
—B—tF ZERF
ap=zl=s sl +—A=+—H
RMB’000 RMB’000
AR¥T T ARET T
Bank borrowings IRITER 3,477,257 3,885,825
Unsecured borrowings EEAER 2,603,229 2,000,736
Secured borrowings BEIFER 12,500 404,589
Guaranteed borrowings EERERK 861,528 1,480,500
3,477,257 3,885,825

Carrying amount repayable: JEEEREE
Within one year —FE AR 1,564,228 3,278,325
Between one and two years —FEWF 516,000 133,000
Between two and five years MEERF 1,397,029 474,500
3,477,257 3,885,825

The guaranteed borrowings were guaranteed by group entities
within the Group.

Short-term debentures, medium-term notes and
corporate bonds

On 28 March 2017, the Group issued the first tranche of corporate
bonds of an aggregate principal amount of RMB800 million, bearing
fixed interest rate 5.49% per annum, which maturity of three years.

For the movements of short-term debentures, medium-term notes
and corporate bonds, please refer to Note 27, 28 and 29 to the
consolidated financial statements.

EREREFRAAEENIEEEBRHEER -

EHES - PRRBROAFES

R-ZE—+F=A-+N\H KAEEHETT it
NEMES - AeBEAARESET  3FH - BT
FFR 55.49% °

BREHES  PHREERARESNHEHERN
A MBHAME27 - 2829
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Other borrowing

In June 2016, the Group entered into a financing agreement
with Far Eastern Leasing Co., Ltd, pursuant to which the Group
transferred the legal title of certain equipment to Far Eastern Leasing
Co., Ltd at a net consideration of RMB96,250,000. The Group was
obligated to pay quarterly instalment of RMB11,325,000 from July
2016 to July 2018 and the remaining balance of RMB6,913,000
shall be paid in October 2018. Upon the maturity of the lease, the
Group shall be entitled to purchase back the equipment at cash
consideration of RMB100. Despite the arrangement was associated
with the legal form of a lease, the arrangement was accounted as
collateralised borrowings by the Group at amortized cost using
effective interest method in accordance with the substance of the
arrangement.

In May 2017, the Group entered into two entrusted loan
agreements with Mengniu Group and Agricultural Bank of China
(“ABC”), pursuant to which, Mengniu Group agreed to offer
borrowing facilities of RMB1,500,000,000 to the Group through
ABC. The borrowing facilities will mature in May 2020 and bear
interest at fixed rates determined with reference to the benchmark
interest rate of People’s Bank of China. During the reporting
year, the Group withdrew borrowings of RMB1,105,400,000 and
repaid RMB40,000,000 under the agreements. The outstanding
borrowings at 31 December 2017 will be due within one year and
bear interest at rates ranged from 4.00% to 4.35% per annum. The
breakdown of principal amount is as follows:

H A&

RZZ—RFRH - KREEEFar Eastern Leasing
Co., LIdRTMZ @ E Wik - Bt - NREEDUFR(E
AR #096,250,000 7t [AFar Eastern Leasing Co.,
LidSiE s TREBENEZEER - AEEBEREER
TE-RNFtAE-Z- \FLtAXNEZTSH
FIEAREA11,325,00070 ¢ M F R4S R A REE
6,913,000 BN ZE—\F+AZM - REEE
BN - AEEAENESREARKI100TEE
B BRELTHSAREERERR  NEERE
ZHEEHADEAERN S AR E NG LB
ABR B IRIERR o

RZE—+tFRA AEEERFEERPE
BERTRTDIUMBZTERME - &
It B4 EEREEBEITRAS B HERE
& AR #1,500,000,0007C - fERBEBA_ZF
—ZEFRAARHRATLERRARBITEENERE
TErE - RRERFE  ALEEREFE DS
IREE AR #1,105,400,000 7T & &8 AR
40,000,000 c RZZE—+E+=-A=+—H
KREZEFER —FREEBPIIZFFEL00% 2
4.35%%M 8 o ANERRMEMT ¢

31 December

2016
S ANCS
+=-A=+—8
RMB’000
ARBFT
Principal amount payable: EEERSE
Within one year —FR
— Collateralised borrowing —BHEMER 38,399 38,527
— Borrowings from Mengniu Group — R4 KEEBER 1,065,400 -
1,103,799 38,527
Within a period of more than one year but il —F BB E RN T A H R
not more than two years
— Collateralised borrowing —EEIRER - 36,962
1,103,799 75,489
Less: Amounts due within one year (shown & : FA—% R E|8IH) 28
under current liabilities) (IR REBEET) 1,103,799 38,527
Amounts due after one year R—F 2 & B8R FRIE - 36,962
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Improve unit production output and raw milk quality by
continuous adoption of modern and scientific breeding
and feeding techniques

We keep improving our operation efficiency and average annual
milk yield. At present, our average annual milk yield per milkable
cow is among the highest of all dairy companies in the China. We
believe that the unit production and raw milk quality of our milkable
cows will continue to rise as we improve the genetic mix of our herd
across generations and increase the ratio of milkable cows to total
herd size. In addition, we commit to research and development
to reduce the heat damage to room-temperature milk and further
reduce the content of furosine in milk, subject to eligibility of various
indicators such as microorganisms in the products.

Continue to enhance feed nutrients and optimize the
feed mix by persistent research on feed composition
We will continue to collaborate with local farmers and agricultural
research institutions in pursuing research and planting high quality
feed suitable for our milkable cows. Moreover, according to the
locations of our farms, we will collaborate with local farmers of
particular regions to jointly build a customized and efficient feed
supply chain with the objective to reduce transportation cost of
feed and to ensure the quality, nutrition content and stable supply
of feed.

Measures to tackle heat stress

Heat stress of dairy cow becomes a seasonal problem due to high
temperature in summer. The yield of each milkable cow is generally
slightly lowered by the heat stress. To alleviate the impact of heat
stress, the Group has launched alleviation measures to tackle
heat stress by deploying resources on modification of cowshed
and equipping cowshed with efficient ventilation system, such as
powerful fans. The Group will keep improving and constantly review
the effectiveness of heat stress alleviation measures.

Save for disclosed in this report, during the year under review, there
was no material change in the structure of the Group.

BEARDBEANEZENEENRAERMES T
SEENRRNRE

B TERELEXNY - BT TFHFEESE -
B RAESBANFFEOFENEETEBES
IKHE o HFIEE - BBMR —RE—HKNPTE
HEA  E—FRERARBFEZFEALA - &
PMPFEEMRMNMERBFERT - 1t
Sh - EREREMMMAEMERRIERABIOAIER
T RPAEREERPOBEERRE - E4
TIREAR S ERIRE—PRE -

BEETEANELIWE BEARSTHFHE
HeEERBLERES

B eREEZS R P MERMNEEBESEN
% MEEEARMDTOEERR ot R
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On 25 January 2017, pursuant to the sale and purchase agreement
dated 16 June 2016 in relation to the acquisition of Modern Farming
(Anhui) Dairy Product Sales Co., Ltd (“Modern Farming (Anhui)”)
and poll results of the general meeting held by the Company on 1
August 2016, the Group allotted and issued 338,602,205 ordinary
shares of the Company to the wholly-owned entities of the seller.

On 6 February 2017, pursuant to the supplemental deed dated 12
December 2016 entered into by the Company and Success Dairy |l
Limited (the “Investor”), pursuant to the share purchase agreement
dated 6 July 2015 in relation to the acquisition of 82% of the issued
share capital of the issued share capital in Asia Dairy Holdings
and Asia Dairy Holdings Il and a conditional investor option notice
received on 28 December 2016 from the Investor, the Group
allotted and issued 488,036,618 ordinary shares as consideration
shares accordingly.

As at 31 December 2017, the number of issued ordinary shares of
the Company were 6,131,406,706 Shares.

On 25 January 2017, the Group completed the acquisition of the
remaining 45% equity interest in Modern Farming (Anhui) from five
independent individuals, and Modern Farming (Anhui) is owned
as to 45% by the Company and 55% by Modern Farming. The
acquisition was approved by the Shareholders of the Company on
1 August 2016.

On 4 January 2017, Mengniu announced the acquisition of
965,465,750 additional Shares, representing approximately 15.75%
of the total issued share capital of the Company upon completion
of the relevant share purchase agreement, for a consideration of
approximately HK$1.9 billion. When the transaction was completed,
Mengniu beneficially held approximately 37.7% of the total issued
share capital of the Company, which then triggered a conditional
mandatory cash offer (the “Offer”) to acquire all the issued Shares
in the Company. Mengniu acquired the entire issued Shares in
the Company at HK$1.94 per Share on 14 February 2017 (except
the Shares already owned or agreed to be acquired by Mengniu)
and canceled all outstanding share options of the Company. Upon
completion of the Offer on 21 March 2017, Mengniu held a total of
3,755,769,412 shares of the Company, equivalent to approximately
61.25% of the then issued share capital of the Company.

As at 31 December 2017, Mengniu holds a total of 3,725,769,412
Shares, equivalent to approximately 60.76% of the issued share
capital of the Company.

R-ZZ—+F—A-+HH  ARBREBRE-
E—RFNA+TAABEBWRERRKEZR)
mHEERAR([BERBME(ZR))NEER
FENRARN_E—RENA—HNBRRSREL
R REEBIE KRBT T AR R]338,602,2050% F
BRERMEE T EERANRAR -

RZZE—EF=HNB - BEBEARRFHSuccess
Dairy Il Limited([ & & ) B AT —XRF+=
A+TZHBR#HARE - REBHA-T—AFt
B 7~ B A @Y iEAsia Dairy Holdings & Asia Dairy
Holdings 1B Z 1T AN 2 B 31 TR ZN82% 2 fx 17 B8
BER#EAR - —AF+Z AT N \BKEHEK
BEBHINARGREERERN  AEEEM
fif 5% 2 5577488,036,61 8% L @R ERR D ©

RZE—+F+-A=+—"8  KARND T
LEMEE A6,131,406,7060% °

R-ZE—+F—A-+HR  AEETKERR
BIANTHRBEBRABE (LR BT 46%K4E - M
BRBE(RB) AR RER45% M BB E
(RE)HEBS% - BRAKBR T —R"ENA—
B RRIBCRALE -

—E—+F—ANB  F4EHAL19ESBITIE
BN A F1965,465,750 ik 10 - HHE R B BB
WEERE ARG N BT ALELN15.75% °
RHTEKE  EFERFEARARRDEITRA
HREEHBT. 7% @ BB EMEEFIHERSELN([E
HDBERRBZHEEITZRG - ZE—tF
ZATIEA RFUSE1.94BTREARRE
HEBETRMOD (REEHEAR KR EWEN KRG K
SN REFEHANRIAA MAITENERE RZ=F
—tHF A+ —BBHEKE  KEFE L
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On 22 January 2018, Modern Farming and Inner Mongolia Mengniu
entered into two share transfer agreements, pursuant to which
Modern Farming agreed to sell, and Inner Mongolia Mengniu
agreed to acquire 50% equity of Feidong and Bengbu at an
aggregate cash consideration of RMB56.04 million (the “Disposal”)
and an unaudited gain of approximately RMB7,126 is expected to
be recorded. The Disposal was approved by the shareholders of
the Company at the extraordinary general meeting held on 2 March
2018. The Company believe that the Disposal did provide a good
opportunity for the Group to focus on the operation of dairy farms
and supply of raw milk in the China.

As at 31 December 2017, buildings and equipment and biological
assets with carrying value of RMB93.9 million (as at 31 December
2016: RMB241.5 million) and RMB1,154.2 million (as at 31
December 2016: RMB2,729.9 million) were pledged as security for
the Group’s borrowings.

The Group did not have any significant contingent liabilities as at 31
December 2017 and 2016.

As at 31 December 2017, the Group’s capital commitments
in relation to the acquisition of property, plant and equipment
amounted to RMB41.9 million (as at 31 December 2016:
RMB134.3 million).

As at 31 December 2017, the Group has operating lease
commitments in relation to the operating leased property, plant and
equipment and leased land of RMB11.9 million (as at 31 December
2016: RMB20.7 million).

The Group continued to closely manage financial risks to safeguard
the interest of the shareholders of the Company. The Group applied
its cash flows generated from operations and bank loans to satisfy
its operational and investment needs.

The Group’s management considered that the Group had limited
foreign currency exposure in respect of its operations since our
business was mainly conducted in the China. Sales and purchases
were mainly denominated in Renminbi and the foreign currency risk
associated with concentrated feed and livestock farming facilities
was not material. The Group manages its foreign exchange risk by
performing regular reviews of the Group’s net foreign exchange
exposures and may enter into currency forward contracts, when
necessary. During the year, a interest rate swap had been made by
the Group to mitigate the foreign currency risk of the Group’s bank
loan denominated in US$.
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As at 31 December 2017, the Group had approximately 5,097
employees (as at 31 December 2016: 6,051) in mainland China and
Hong Kong. Total staff costs for the year ended 31 December 2017
(including staff compensation capitalized to biological assets) were
approximately RMB478.8 million (for the year ended 31 December
2016: RMB449.4 million).

The Group values recruiting, training and retaining quality
personnel. We recruit qualified employees from local universities,
vocational schools and other technical schools, and we provide
these employees with various pre-employment and on-the-job
training. The Group also offers remuneration at competitive rates
with the aim of retaining quality personnel.

The quality of China’s dairy products has been upgraded up to
international standard, coupled with the increasing per capita
income of consumers and the enhanced demand for food quality,
it is expected that much room for development will be available
in China’s high-end dairy market. In addition, the “National
Development Play for Dairy Industry (2016-2020)” issued by the
central government of China affirms the strategic positioning of
the development of the dairy industry and highlights that the dairy
industry is indispensable for a healthy China and a strong nation.
The play aims to achieve substantial results in the supply-side
structural reform of the dairy industry by 2020.

Dairy industry in China is constantly improving, the industrial
transformation, consumption and production upgrade have
speeded up. The oversupply of raw milk had been almost shaken
off worldwide while the supply-demand approached equilibrium
with the scale down of global dairy herd size as result of low milk
price in the past three years. It provides a solid base for a healthy
recovery of dairy industry.

Stepping into 2018, with the supply and demand of raw milk
reaching equilibrium, the prices of raw milk is expected to pick up
at a modest pace, and the Group’s profit margin can be improved.
In the future, the Group will continue to adhere to the principle
of providing high quality raw milk and maintain its competitive
advantages in each category index, so as to strengthen its leading
position in the industry.
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Ms. GAO Lina, aged 61, is an executive Director, Chief Executive
Officer and Deputy Chairman of the Company. Ms. Gao is one of
the founders of the Group and is currently also a director of Modern
Farming. Ms. Gao has significant experience in cross-border
trading, resource integration and administrative management. Prior
to joining the Group in August 2005, Ms. Gao was the general
manager of Taian Foreign General Trade Corporation between
October 1993 and June 2005. Ms. Gao was the director general
of Taian Municipal Taian Promotion Bureau between October 2003
and June 2005. Ms. Gao developed her experience in managing
dairy farms since joining the Group and was appointed as an
executive Director of the Company on 14 November 2008.

Ms. Gao was awarded “Taian City Excellent Entrepreneur in
Reforming and Enterprising Endeavours” in 2004. Ms. Gao was
awarded the “Scientific and Technological Progress Award (Class 1
of Promotion Category)” by the Ministry of Education of the China
in January 2013, and Ms. Gao was granted the honour of Top 10
Business Leaders in China Economy at the 2014 China Economic
Summit Forum & The 12th Annual Meeting of China Economic
Characters. Ms. Gao was awarded Best CEO in “Institutional
Investors — Survey Report on All Asian Management Team 2016”
and “2017 China Finance Grand Prix - Best Corporate Leader of
the Year”.
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Mr. HAN Chunlin, aged 45, is an executive Director and the Chief
Operation Officer of the Company. Mr. Han is also a director of
Modern Farming and Helingeer Modern Farming Co., Ltd. Mr.
Han has more than 15 years of experience in food and beverage
industry in the China. Prior to joining the Group in September 2008
and his appointment as an executive Director of the Company
on 14 November 2008, Mr. Han worked as the marketing vice
general manager of Nowara Shinnosuke (Fujian) Food Industry
Company from February 2006 to July 2008. From January 1999 to
September 2004, Mr. Han served at the liquid milk department of
Inner Mongolia Mengniu as marketing manager. Prior to that, Mr.
Han was a branch-plant manager at the Milk Powder Department
of Inner Mongolia Yili Industrial Group Company Limited from July
1994 to January 1999. Mr. Han received a bachelor’'s degree in
biology from Inner Mongolia University in China in July 1994.

Mr. LU Minfang, aged 49, was appointed as an non-executive
Director and chairman of the board of Directors of the Company
in March 2017. Mr. Lu is currently the executive director and chief
executive officer of Mengniu and is a member of the strategy and
development committee of Mengniu. Mengniu is the controlling
shareholder of the Company. Mr. Lu is also the chairman and a
non-executive director of Yashili International Holdings Ltd (stock
code: 1230.HK) (“Yashili”), a subsidiary of Mengniu. He was the
executive director and chief executive officer of Yashili before his
appointment as chairman of the board of directors of Yashili. Mr.
Lu has been the vice president (Greater China) of Danone Early
Life Nutrition Greater China and has been with the Danone Group
and Dumex Baby Food Co. Ltd. for over 10 years. During his
tenure at the Danone Group, Mr. Lu demonstrated strong strategic
business and market planning capabilities. With strong leadership,
management skills and in-depth knowledge of markets, Mr. Lu
contributed significantly to the success of the Danone Group’s
baby nutrition business in China. Prior to joining the Danone Group,
Mr. Lu spent nine years with Johnson & Johnson (China) Company
Limited and approximately 4 years with General Electric Company
(China). Mr. Lu has over 18 years of experience in sales and
marketing and has been serving in general manager or executive
level roles for over seven years. Mr. Lu has extensive experience
in the management of fast moving consumer products and dairy
companies and has an excellent grasp and the in-depth knowledge
of the China market. Mr. Lu obtained his bachelor’'s degree from
Fudan University in Shanghai.
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Mr. WOLHARDT Julian Juul, aged 44, is a non-executive
Director of the Company. Mr. Wolhardt joined the Group in July
2008 and was appointed as a non-executive Director of the
Company on 30 July 2008, and has been involved in the corporate
development and strategic planning of the Group. Mr. Wolhardt
was the Chairman of the Company from 17 September 2012 to
28 June 2013. Mr. Wolhardt is currently the chief executive officer
of DCP Advisors Limited since January 2017. Mr. Wolhardt was
a partner of KKR Asia Limited up to January 2017. Mr. Wolhardt
has been actively involved in advising on investments in Yageo
Corporation, a company listed on the Taiwan Stock Exchange
(stock code: 2327), Tianrui Group Cement Company Limited and
International Far Eastern Leasing Company Limited since he joined
KKR Asia Limited in 2006. Mr. Wolhardt is also an independent
non-executive director of Mengniu and a non-executive director of
COFCO Meat Holdings Limited (Stock code: 1610). Mr. Wolhardt
was an independent non-executive director of China Cord Blood
Corporation, a company listed on New York Stock Exchange
(Stock code: CO) from April 2012 to May 2015. Mr. Wolhardt is a
certified public accountant and certified management accountant.
Mr. Wolhardt received a bachelor degree in accounting from the
University of lllinois (Urbana-Champaign) in 1995.
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Mr. ZHANG Ping, aged 53, joined the Group as a non-executive
Director of the Company in March 2016. Mr. Zhang is the chief
financial officer of Mengniu. Mr. Zhang holds several directorships
in certain subsidiaries of Mengniu including the director of Inner
Mongolia Mengniu, Inner Mongolia Mengniu Danone Dairy Co., Ltd.,
Shijiazhuang Junlebao Dairy Co., Ltd. and Aspen Ventures Co.,
Ltd. Mr. Zhang also takes the position of non-executive director in
Yashili since 27 April 2015. Mr. Zhang postgraduated from Beijing
Information Science and Technology University with master degree
in management engineering, and has over 24 years of experience
in the industry of fast-moving consumer goods, specializing in the
management of operation, finance and audit as well as risk control.
He successively worked as manager of internal audit and system
development, finance director in Swire Beverages Co., Ltd, general
manager of its bottler manufacturing company and chief executive
officer in Coca-Cola Bottler Manufacturing Holdings Limited.

Mr. WEN Yongping, aged 43, was appointed as an non-
executive Director of the Company in March 2017. Mr. Wen is the
vice president of Mengniu and the general manager of the milk
sources business department of Mengniu. Mr. Wen graduated
from Inner Mongolia Agricultural University and obtained a Master
Degree of Food Engineering. Mr. Wen once served as the general
manager of production direction centre, operations assistant vice
president, milk sources vice president in Mengniu Group, and he
is experienced in production operational management and milk
sources management.

BEEE B3 R RE=AMAKREH
HEARGNIERTES - REEASTEHREY
e BRAREEETHBARHLAIZEESR
il BREASTERLZLES  REHSFER
IERERAAES  ARFBELEAEERA
RIEERBEMNES(FE)ERARES - REL
B hAFNA-t++tHRBEZTAHELFIE
PITES - RELEZENILEREEREARS - &
SEEIRSBELEF  RNREBHERTERE
BiE2AFKE  SEEE UBEREFCER
R REBESE - READHBAAGTHREERA
A BEARNERERERCE  UHEHE - #0
PRapsciE - RO AR 2R EEZERER AR
BRENITE °

BAP L - 430 R-F—+EZ AREEA
ARFMINTEE RELRAREABHR
SEMEELBGEE R EBENARA A
AP BERSTRELSM  BELEAR
FERE IR LAIGTE - SEREIRE - R
BRGNS EEEELEERNREE
ERERENLR -



Annual Report 2017 —Z&— tF£3§

Biographies of Directors and Senior Management EE; SR EEEERE

Mr. LEE Kong Wai Conway, aged 63, is an independent non-
executive Director of the Company. Mr. Lee graduated from
Kingston University (formerly known as Kingston Polytechnic)
in London with a bachelor’s degree in business studies in July
1980 and further obtained his post graduate diploma in business
at Curtin University of Technology in Australia in February 1988.
Mr. Lee has over 30 years of experience in public accounting and
auditing, corporate finance, merger and acquisition and initial
public offerings. From September 1980 to September 2009, Mr.
Lee served as a partner of Ernst & Young and held key leadership
positions in the development of his firm in China. Mr. Lee is
currently an independent non-executive director of West China
Cement Limited (stock code: 2233), Chaowei Power Holdings
Limited (stock code: 951), GOME Electrical Appliances Holding
Limited (stock code: 493), Tibet 5100 Water Resources Holdings
Ltd (stock code: 1115), NVC Lighting Holding Limited (stock code:
2222), Yashili International Holdings Limited (stock code: 1230),
GCL New Energy Holdings Limited (stock code: 451), WH Group
Limited (stock code: 288), China Rundong Auto Group Limited
(stock code: 1365), companies listed on the Main Board of The
Stock Exchange of Hong Kong Limited (the “Hong Kong Stock
Exchange”), Guotai Junan Securities Limited Co., Ltd (stock code:
2611), a company listed on the Hong Kong Stock Exchange and
Shanghai Stock Exchange. Mr. Lee was a non-executive director
and the deputy chairman of Merry Garden Holdings Limited, a
company listed on the Hong Kong Stock Exchange (stock code:
1237) until 30 September 2015. Mr. Lee was the independent non-
executive director of CITIC Securities Company Limited, a company
listed on the Hong Kong Stock Exchange (stock code: 6030) and
Shanghai Stock Exchange (stock code: 600030) until May 2016.
Mr. Lee is a member of the Institute of Chartered Accountants in
England and Wales, The Chartered Accountants, Australia and New
Zealand, the Association of Chartered Certified Accountants, the
Hong Kong Institute of Certified Public Accountants and the Macau
Society of Certified Practising Accountants. Mr. Lee was a member
of Chinese People’s Political Consultative Conference of Hunan
Province from 2008 to 31 December 2017.
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Mr. LI Shengli, aged 52, is an independent non-executive Director
of the Company. Mr. Li graduated from Shihezi Agricultural College
with a bachelor degree in animal husbandry and veterinary science
in July 1987. He then obtained his doctorate degree in animal
nutrition science from China Agricultural University in July 1996.
Since 2003, Mr. Li has been with China Agricultural University,
working at various times as an assistant professor and professor.
Mr. Li is currently vice-director (Animal Nutrition) of the State Key
Laboratories, director of the Sino-US Dairy Research Center of
China Agricultural University, director of the Sino-Dutch Dairy
Development Center, chief scientist in national dairy products
industry technology system, a specialist to the China School Milk
Programme and a specialist in the Cattle and Poultry Research
Centre of Beijing Sanyuan Breeding Technology Co,. Ltd. Mr.
Li is a specialist to the Working Committee of National Dairy
Herd Improvement Programme (DHI) of the Dairy Association of
China and the chairman of China Institute of Animal Husbandry
and Veterinary Cattle Chapter. In 2007, Mr. Li obtained a patent
on Rubeili (ZLfEF), a type of high-energy and high-protein
supplementary feed for dairy cows. Mr. Li was awarded the second
prize and a prize of the Beijing Science and Technology Award in
2000 and 2007 respectively, and was recognized by the Beijing
Municipal Government as “Top 10 Scientists with Contribution to
the Economic Development in Rural Villages of Beijing” in 2009 and
received the first prize for advancement in science and technology
awarded by the Education Department in 2012 and the first
prize for Chinese Agricultural Science awarded by the Ministry of
Agriculture in 2013 and the second prize of National Scientific and
Technological Progress Award in 2014.

Mr. KANG Yan, aged 42, is an independent non-executive
Director of the Company. Mr. Kang graduated from the Renmin
University of China in 1998. Mr. Kang is a qualified practicing
attorney in China and is currently a partner of Fangda Partners. Mr.
Kang joined Beijing Commerce & Finance Law Offices in 2002 and
was promoted as a partner in 2008. Mr. Kang has over 10 years of
experience in legal corporate advisory on mergers and acquisitions
and initial public offerings.
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Mr. CHEN Hongbo, aged 40, is the deputy president of the
Group. Mr. Chen joined the Group in September 2008 and has
been responsible for equipment operation since then. Prior to
joining the Group, Mr. Chen was with Mengniu from May 2002 to
September 2008 during which period Mr. Chen was in charge of
operation several factories of Inner Mongolia Mengniu and worked
as the manager of the Mengniu (Wuhan) Frealth Dairy Co., Ltd.
Mr. Chen worked for Inner Mongolia Yili Industrial Group Co., Ltd.
as an equipment supervisor from July 1996 to May 2002. Mr.
Chen obtained a master degree in light industry technology and
engineering from Hubei University of Technology in September
2010.

Mr. DONG Xianli, aged 53, Mr. Dong joined the Group as chief
financial officer of the Group in December 2016. Mr. Dong has
extensive experience in financial management with accountant
and valuation qualifications in the People’s Republic of China. Mr.
Dong graduated from Beijing Forestry University with a bachelor
degree in soil and water conservation in July 1985 and from Inner
Mongolia University of Technology with a master degree in project
management in January 2010. Prior to joining the Company, Mr.
Dong was the assistant vice president of Mengniu. During his
tenure of service with Mengniu Group for more than 12 years, Mr.
Dong has developed strong expertise in financial management in
milk industry and was primarily responsible for risk management,
internal audit and project investment of Mengniu Group, including
holding various senior managerial positions and directorships in
certain subsidiaries of Mengniu.

Mr. HAI Tao, aged 48, is the assistant to the chief executive
officer of the Group. Mr. Hai joined the Group in October 2008 and
has since been responsible for the planning and management of
the farm. Prior to joining the Group, Mr. Hai worked as a deputy
general manager for Shenzhen True Color Industrial Co., Ltd.
from August 2001 to September 2008. Mr. Hai was the customer
representative for the Beijing region of Shanghai Sangon Biological
Engineering Technology & Services Company between September
1998 and June 2001. Mr. Hai served as a member of the epidemic
division of the Daxing Anling Hygiene and Prevention Quarantine of
Disease from August 1994 to May 1998. Mr. Hai graduated from
Inner Mongolia University in July 1994, majoring in biology.
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Mr. WANG Chun Jiang, aged 35, is the assistant to chief
executive officer of the Group. Mr. Wang joined the Group in May
2009 and has since been responsible for cattle breeding. Prior to
joining the Group, Mr. Wang worked for Inner Mongolia Mengniu
AustAsian Model Dairy Farm Co., Ltd. from August 2004 to May
2009, and has served as head of farms since March 2008. Mr.
Wang graduated from Inner Mongolia Agricultural University in July
2004, and has graduated with a postgraduate course for student
under employment at Inner Mongolia Agricultural University in
December 2013.

Mr. ZHAO Zunyang, aged 39, is the assistant to chief executive
officer of the Group and head of the nutrition center. Mr. Zhao
joined the Group in April 2010 and was responsible for the
production management for two years in the Group’s ranches.
From April 2013, Mr. Zhao was in charge of the nutrition of the
herd. Prior to joining the Group, Mr. Zhao had work experiences in
the dairy industry at state-owned enterprises, foreign companies
and American ranches. Mr. Zhao obtained a bachelor’s degree in
animal husbandry from China Agricultural University in July 2000
and a master’s degree in animal nutrition from China Agricultural
University in June 2003. In May 2008, he was awarded a master’s
degree from Virginia Polytechnic Institute University in cow nutrition
professional doctorate.

Mr. YANG Wenhai, aged 44, is the assistant to chief executive
officer of the Group. Mr. Yang joined the Group in July 2017 and
has been responsible for procurement and party work of the Group
since then. Prior to joining the Group, from July 1996 to June 2017,
Mr. Yang worked at COFCO QOil of China National Cereals, Oils and
Foodstuffs Corporation including, the deputy general manager of
the packaging and marketing department of COFCO OQil, general
manager of COFCO Cereals And QOils Industry (Chaohu) Co., Ltd.,
general manager and deputy general manager of the oil marketing
department of the Nantong Branch of Chinese Vegetable QOil
Company and the manager of the operation department of eastern
China region for the soybean and oil department of the Chinese
Vegetable Oil Company. Mr. Yang obtained a bachelor’s degree in
grain and oil storage from Zhengzhou Grain Institute in July 1996
and a master’s degree in business administration from Renmin
University of China in July 2002.
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The board (the “Board”) of directors (the “Directors”) of China
Modern Dairy Holdings Ltd. (the “Company”) and the management
of the Company and its subsidiaries (collectively the “Group”) are
committed to upholding a high standard of corporate governance
to safeguard the interests of the shareholders of the Company (the
“Shareholder(s)”) and the Company as a whole.

The Company has adopted the code provisions set out in the
Corporate Governance Code and Corporate Governance Report
(“CG Code”) as set out in Appendix 14 to the Rules Governing the
Listing of Securities on the Stock Exchange of Hong Kong Limited
(the “Listing Rules”). The Company has, throughout the year ended
31 December 2017 and up to the date of this report, complied with
the code provisions set out in the CG Code except for the deviation
from code provisions A.6.7.

Code provision A.6.7 of the CG Code provides that non-executive
Directors should attend general meetings and develop a balanced
understanding of the views of the Shareholders. One non-executive
Directors and one independent non — executive Director were not
able to attend the annual general meeting (“AGM”) of the Company
held on 30 June 2017 (“AGM 2016”) due to other business
engagements.

The Company is headed by the Board which assumes the
responsibility for leadership and control and be collectively
responsible for promoting the success of the Company by directing
and supervising the Company’s affairs. The Board is accountable
to the Shareholders for managing the Company in a responsible
and effective manner. Every Director is committed to act in the
best interest of the Company and to contribute their expertise
and knowledge to the Company. The Board decides on overall
strategies and monitors the Group’s performance on behalf of the
Shareholders.

The Board determines the objectives, strategies and policies of the
Group. In addition, the Board monitors and controls operating and
financial performance in pursuit of the Group’s strategic objectives.
The day-to-day management of the Group’s business is delegated
to the chief executive officer and the management of the Group
under the supervision of the executive Directors of the Company.
In addition, the Board has also delegated various responsibilities to
the board committees of the Company (the “Board Committees”).
Matters reserved for the Board and Board Committees are those
affecting the Group’s overall strategic policies, financial objectives,
dividend policy, changes in accounting policies, material acquisition
and disposal of assets, investments and other significant matters.
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As at 31 December 2017, the Board comprised nine Directors,
including two executive Directors, namely Ms. Gao Lina, Mr. Han
Chunlin, four non-executive Directors, namely, Mr. Lu Minfang, Mr.
Wolhardt Julian Juul, Mr. Zhang Ping and Mr. Wen Yongping, and
three independent non-executive Directors, namely, Mr. Li Shengli,
Mr. Lee Kong Wai, Conway, and Mr. Kang Yan. The Chairman of
the Board is Mr. Lu Minfang. Ms. Gao Lina is the deputy Chairman
of the Board and the Chief Executive Officer of the Group. Mr. Han
Chunlin is the Chief Operation Officer of the Group.

The biographical details of the Board members are set out in the
“Biographies of Directors and Senior Management” on pages 41 to
48 of this annual report.

All Directors are aware of their collective and individual
responsibilities to the Shareholders and have exercised their duties
of care, skill and diligence. Comprehensive directors and officers
liability insurance coverage is in place to provide protection to the
Company, the Directors and senior management.

The non-executive Directors and the independent non-executive
Directors give the Board the benefit of their skills, expertise, varied
background and experiences. Through active participation in Board
meetings and serving on various Board Committees, the non-
executive Directors and the independent non-executive Directors
bring in independent judgment and make valuable contributions to
the effective direction and strategic decision making of the Group.

Each of the non-executive Directors is appointed for a specific term
of 3 years, subject to retirement by rotation under the articles of
association of the Company (“Articles of Association”).

Each of the independent non-executive Directors is appointed for
a specific term of 3 years, subject to retirement by rotation under
the Articles of Association. Mr. Lee Kong Wai, Conway, one of
the independent non-executive Directors, has the appropriate
accounting or related financial management expertise as required
under Rule 3.10(2) of the Listing Rules. The Board has received
from each independent non-executive Director a written annual
confirmation of their independence and is satisfied with their
independence in accordance with the Listing Rules. The Company
considers that all independent non-executive Directors meet
the independence guidelines set out in Rule 3.13 of the Listing
Rules. The number of independent non-executive Directors of the
Company is three and represents at least one-third of the Board as
required under Rule 3.10(1) and 3.10A of the Listing Rules.
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The Board is responsible for determining the policies for corporate
governance of the Company and performing the corporate
governance duties including:

(@)  to develop and review the Company’s policies and practices
on corporate governance;

(b)  to review and monitor the Company’s policies and practices
on compliance with legal and regulatory requirements;

(c)  toreview and monitor the training and continuous professional
development of Directors and senior management;

(d) to develop, review and monitor the code of conduct and
compliance manual (if any) applicable to employees and
Directors;

(e) to review the existing share option scheme and share award
scheme of the Company; and

(f)  to review the Company’s compliance with Appendix 14 to the
Listing Rules.

During the year, the Board has fulfilled the corporate governance
functions by reviewing the Company’s corporate governance
practices.

The Chairman is responsible for ensuring that the Board is
functioning properly, with good corporate governance practices and
procedures. He also steers the Board and the Company towards
its corporate goals. The Chief Executive Officer is responsible for
the effective implementation of the overall strategies and initiatives
adopted by the Board as well as the daily operation of the Group.
For the current reporting year, the Chairman of the Board is Mr. Lu
Minfang (since 29 March 2017) and Mr. Yu Xubo (up to 29 March
2017), each an non-executive Director. The Chief Executive Officer
of the Company is Ms. Gao Lina, an executive Director.

With the support of the Chief Executive Officer and the Company
Secretary, the Chairman seeks to ensure that all Directors are
properly briefed on issues brought up at Board meetings and that
they receive adequate and reliable information in relation to matters
discussed at Board meetings and also other affairs of the Group
on a monthly basis in order to enable the Directors to assess the
Group’s performance, position and prospects in sufficient details.
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BOARD PROCEDURES
During the year ended 31 December 2017, the Board has
held eleven meetings to discuss the overall strategy as well as
the operations and financial performance of the Group. The
Directors participated in person or through electronic means of
communication. Details of the Directors’ attendance at the Board
and Board Committee meetings and the AGM 2016 are set out as

follows:

Name of Director

Executive Directors

Ms. GAO Lina (Deputy Chairman and

Chief Executive Officer)
Mr. HAN Chunlin

Non-executive Directors
Mr. LU Minfang (Chairman)
(appointed on 29 March 2017)

Mr. YU Xubo (resigned on
29 March 2017)
Mr. WOLHARDT Julian Juul

Mr. Zhang Ping

Mr. WEN Yongping (appointed on

29 March 2017)

Mr. HUI Chi Kin, Max (resigned on

29 March 2017
Mr. SUN Yugang (resigned on
29 March 2017

Independent Non-executive Directors

Mr. LI Shengli
Mr. LEE Kong Wai, Conway
Mr. KANG Yan

Mr. ZOU Fei (resigned on
29 March 2017)
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General
Meeting

it
AFAE

01

1/
NA
iR
NA
ki

7
N/A
Oyl

General
Meeting

e
TN

N/A
Tih
N/A
Tih

N/A
TR
N/A
TR
N/A
TR
N/A
TR
N/A
Bl
N/A
TR
N/A
TR

N/A
T
N/A
T
N/A
T
N/A
T

EEgRF
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BT+ —REH TREERRILRAEE Y
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—AFBRRBFAREROFERIIWT

Number of Board meetings,
Board Committee meetings and General meetings attended/held
LE/BESEeH ESZEEEHRRRAENY

Annual Extraordinary

Strategy and

Development

Nomination ~ Committee
Committee ~ BHRER
R#zEe z88

Audit  Remuneration
Committee ~ Committee
EhZEE  HMZES

N/A N/A N/A N/A
A1 ol TER TEA Mg
N/A N/A N/A N/A

A1 ol TER TEA Mg

N/A N/A NA N/A

78 iR TER TER TNER

N/A N/A N/A N/A

2 ol TER TEA Mg

N/A N/A

/11 111 11 T@R Byilii
N/A N/A N/A

1411 ailid 11 TR Mg
N/A N/A N/A

8 17 ail TEA il

NA N/A N/A

Wl 111 TR TR TNER

N/A N/A N/A N/A

ol ol TER TEA Mg

N/A

il

N/A

MNER

N/A N/A

A1 ol 202 17 TR
N/A N/A

A1 202 TER 17 TR
NA N/A

1A il 1 17 TER
N/A N/A

10 111 11 TER Byilii




The Board and each Director have separate and independent
access to the Company’s senior management for information and
may make inquiries if necessary. Directors of the Company who
considers it necessary to seek independent professional advice in
order to perform his/her duties as a Director of the Company may
convene, or request the Company Secretary to convene, a meeting
of the Board to approve the consultation of independent legal or
other professional advisor for advice at Company’s expenses.
For regular Board meetings, an agenda and accompanying board
papers of the meeting are sent to all Directors before the proposed
date of a meeting. Additional Board meetings, if necessary, are
arranged and held as and when required. During the reporting year
review, the Chairman met with the non-executive Directors and the
independent non-executive Directors without the presence of other
executive Directors to exchange views on matters concerning the
business development, management and corporate governance of
the Group.

Every Director is entitled to access the advice and services of
the Company Secretary with a view to ensuring that the Board
procedures, and all applicable rules and regulations, are complied
with. All minutes are kept by the Company Secretary and are open
for inspection by any Director during normal office hours with
reasonable advance notice.
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In accordance with the CG Code and the Articles of Association,
all Directors (including independent non-executive Directors)
are subject to retirement by rotation once every three years.
Each Director has entered into a letter of appointment with the
Company for a term of three years. The Directors are subject
to retirement by rotation and re-election at each AGM of the
Company in accordance with article 17.18 of the Articles of
Association. Directors appointed as an addition to the Board or to
fill a casual vacancy on the Board will be subject to re-election by
the Shareholders at the next following AGM or the next following
general meeting of the Company respectively after the appointment.
Also, when an independent non-executive Director proposed for
re-election has served the Company for more than nine years, his
or her re-election will be subject to a separate resolution to be
approved at the AGM.

The Board has adopted diversity policy, which sets out the
approach to diversity of Board members. In determining the
Board’s composition, the Company considers a range of diversity
elements, including but not limited to gender, age, cultural
and education background, professional experience, skills and
knowledge. All appointments of the Board will be made based
on merit and objective criteria while taking into full account of the
interest of Board’s diversity.

As at date of this report, the Board comprises nine Directors
with both gender, three of which are independent non-executive
Directors, thereby promoting critical review and control of the
management process. The Board is also characterised by
significant diversity, whether considered in terms of gender,
nationality, professional background and skills.
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According to the code provision A.6.5 of the CG Code, all directors
should participate in continuous professional development to
develop and refresh their knowledge and skills to ensure that their
contribution to the board remains informed and relevant. The
Company shall be responsible for arranging suitable training for
all Directors at the Company’s expense. The Group continuously
updates the Directors on the latest development regarding the
Listing Rules and other applicable regulatory requirements, to
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ensure compliance and enhance their awareness of good corporate 53| » LA EE{%Ei\ BTMAEBE I KE  EE R
governance practices. For newly appointed Director a induction & 8H R
package will be given to ensure that he has a proper understanding
of the operations, business and governance policies of the Group.
A summary of training received by the Directors during the year RIEBESRIEHMNLE  EENHE-_Z—+F
ended to 31 December 2017 according to the records provided by +—=A=+—HItFEMREHEIEM@MT -
the Directors is as follows:
Executive Directors BITES
Ms. GAO Lina =B+ A B
Mr. HAN Chunlin BWEREMEL A B
Non-executive Directors FHITES
Mr. LU Minfang (Chairman) ESBRSTE(ER)
(appointed on 29 March 2017) (RZE—tF=HA=Z+NLBEZE) A, B,C
Mr. YU Xubo ThEREE
(resigned on 29 March 2017) (R=—Z—+F=A -+ NLBET) A B
Mr. WOLHARDT Julian Juul WOLHARDT Julian Juul 5t4& A B C
Mr. ZHANG Ping RFEEAE A, B
Mr. WEN Yongping oK A
(appointed on 29 March 2017) (RZE—tEF=HZ+NLBEZE) A, B
Mr. HUI Chi Kin, Max (resigned on 29 March 2017) fFEBAEE(R_Z—+tF = A -+ L HEIT) A B
Mr. SUN Yugang FEEMI ST E
(resigned 29 March 2017) (R=—Z—+F=ZA -+ NBET) A, B
Independent Non-executive Directors BAFHTES
Mr. LI Shengli ey b A B
Mr. LEE Kong Wai, Conway FAREE AB,C
Mr. KANG Yan FRERSEAE A B
Mr. ZOU Fei ML
(resigned on 29 March 2017) (RZE—tF =A==+ NLBEE) A, B

A: Reading materials, journals and updates relating to the business and
industry development

B: Reading materials relevant to the latest development of the Listing
Rules and other applicable regulatory requirement

C: Attending or delivering seminars and/or conferences and/or forums

A HEBREBRITEER
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In order to oversee particular aspects of the Group, the Board has
established a Remuneration Committee, an Audit Committee a
Nomination Committee and a Strategy and Development Committee
with the defined terms of reference in line with the CG Code. The
terms of reference are published on the respective websites of
the Hong Kong Stock Exchange and the Company. The Board
Committees are provided with sufficient resources to discharge
their duties and are able to seek independent professional advice
in appropriate circumstances upon request. Details of these Board
committees including their composition, major responsibilities and
functions and work performed are as follows:

The chairman of the Remuneration Committee is Mr. Li Shengli
and other members are Mr. Zhang Ping and Mr. Kang Yan.
The Remuneration Committee is chaired by an independent
non-executive Director and the majority being independent
non-executive Directors of the Company. Mr. Zou Fei and Mr.
Wolhardt Julian Juul ceased to be members of the Remuneration
Committee on 29 March 2017.

The primary functions of the Remuneration Committee are to
make recommendations to the Board on the Company’s policy
and structure for the remuneration for all the Directors and senior
management of the Group, and make recommendations of the
remuneration for all the executive Directors, non-executive Directors
and the senior management packages to the Board.

The Company’s emolument policy is to ensure that the
remuneration offered to employees including executive Directors
and senior management of the Group is based on the skills,
knowledge, responsibilities and involvement in the Company’s
and the Group’s affairs. The remuneration packages are also
determined by reference to the Company’s performance and
profitability, remuneration level in the industry and the prevailing
market conditions. The emolument policy for independent non-
executive Directors, mainly comprising Directors’ fees, is subject
to annual assessment with reference to the market standard.
Individual Directors and senior management would not be involved
in deciding their own remuneration. The Remuneration Committee
has been provided with sufficient resources to discharge its duties.

During the year ended 31 December 2017, the Remuneration
Committee reviewed, discussed and approved the remuneration
for the executive Directors and senior management of the Group,
reviewed the remuneration policy and made recommendation to the
Board for the remuneration for the non-executive Directors for its
approval. Remuneration Committee has also reviewed the existing
share award scheme and share option scheme.
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The remuneration of the members of the senior management by
band for the year ended 31 December 2017 is set out below:

Remuneration bands (RMB)

el (AR¥T)
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Number of persons

BEAB

0-1,000,000

1,000,001-2,000,000
2,000,001-3,000,000
3,000,001-4,000,000
4,000,001-5,000,000
5,000,001-6,000,000
6,000,001-7,000,000

—_ A 0O =N O =

The above remuneration included equity-based payment in relation
to the cancellation of outstanding options of the Company during
the mandatory cash offer by Mengniu which was completed on 21
March 2017.

Further particulars regarding Directors’ remuneration and the five
highest paid employees as required to be disclosed pursuant to
Appendix 16 to the Listing Rules are set out in notes 10 and 11 to
the financial statements.

Audit Committee

As at 31 December 2017, the Audit Committee comprised two
independent non-executive Directors, namely, Mr. Lee Kong Wai,
Conway and Mr. Kang Yan and one non-executive Director, Mr.
Wolhardt Julian Juul. Mr. Lee Kong Wai, Conway and Mr. Wolhardt
Julian Juul posses the relevant professional qualifications required
under the Listing rules. The Chairman of the Audit Committee is
Mr. Lee Kong Wai, Conway. Mr. Hui Chi Kin Max and Mr. Zou Fei
ceased to be members of the Audit Committee on 29 March 2017.

The primary responsibilities of the Audit Committee are to oversee
the Group’s financial reporting system, risk management system
and internal control procedures, and to review and monitor
the external auditors’ independence and objectivity and the
effectiveness of the audit process in accordance with the applicable
standard. The Audit Committee has been provided with sufficient
resources to discharge its duties.
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The Audit Committee held two meetings during the year ended 31
December 2017. Major work completed by the Audit Committee
during the year includes:

° reviewed the Group’s annual report, interim financial
information and annual financial statements;

° reviewed significant accounting and audit issues;

° reviewed the external auditor’s qualifications, independence
and performance;

° reviewed the external auditor’'s management letter and the
management’s response;

° reported to the Board on matters relating to the Audit
Committee under the CG Code;

° assisted the Board to evaluate on the effectiveness of financial
reporting procedures and internal control system;

° reviewed the adequacy and effectiveness of the Group’s
systems of internal control and risk management and the
effectiveness of the internal audit function; and

° reviewed/continuing connected transactions entered into by
the Group or subsisting during the year.

The Nomination Committee comprised two independent non-
executive Directors, namely Mr. Lee Kong Wai, Conway and Mr.
Kang Yan, and one non-executive Director Mr. Lu Minfang. The
Chairman of Nomination Committee is Mr. Lu Minfang (since
29 March 2017) Mr. Kang Yan was the chairman of Nomination
Committee up to 29 March 2017.

The primary duties of the Nomination Committee are to review the
structure, size and composition (including the skills, knowledge
and experience) of the Board at least annually and make
recommendations on any proposed changes to the board to
complement the Company’s corporate strategy; identify individuals
suitably qualified to become Board members and select or make
recommendations to the Board on the selection of, individuals
nominated for directorships; assess the independence of
independent non-executive directors; and make recommendations
to the Board on the appointment or re-appointment of directors
and succession planning for directors, in particular the chairman
and the chief executive. The Nomination Committee has been
provided with sufficient resources to discharge its duties.
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During the year ended 31 December 2017, the Nomination
Committee reviewed and recommended the structure, size and
composition (including skills, knowledge and experience) of the
Board. It reviewed the independence of the independent non-
executive Directors. It also made recommendations to the Board
on retiring Directors for re-election at the AGM 2016.

The Company has established a Strategy and Development
Committee on 11 December 2014. As at 31 December 2017,
the Strategy and Development Committee comprised executive
Director, Ms. Gao Lina, two non-executive Director, Mr. Wolhardt
Julian Juul and Mr. Wen Yongping and one independent non-
executive Directors, Mr. Li Shengli. The Strategy and Development
Committee is chaired by Ms. Gao Lina. Mr. Zou Fei ceased to be
a member of the Strategy and Development Committee on 29
March 2017. Mr. Li Shengli was the Chairman of the Strategy and
Development Committee up to 29 March 2017.

The principal duties of the Strategy and Development Committee
include drawing up long-term development strategies and
significant investments on financing plans of the Company,
proposing significant capital investment for operation projects, and
conducting studies and making recommendations on important
matters that would affect the development of the Company.

The Company Secretary is responsible for facilitating the Board
process, as well as communication among Board members, with
Shareholders and management. All Directors have access to the
advice and service of the Company Secretary to ensure that board
procedures, all applicable rules and regulations are followed.
The Company Secretary complied with the professional training
requirement with Rule 3.29 of the Listing Rules during the year
under review.

The Group’s external auditors are Deloitte Touche Tohmatsu. The
Audit Committee is responsible for the appointment of external
auditors and reviewing the non-audit services (including any
potential conflict of interest) performed by the external auditors.
The amount of fees charged by the auditor generally depends on
the scope and volume of the auditor’s work. For the year ended 31
December 2017, the remuneration to the auditor of the Company
were approximately RMB2.7 million (2016: RMB4.4 million) for audit
services and RMBO0.15 million (2016: RMBO0.6 million) for non-audit
services.
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The Directors acknowledge their responsibility to prepare the
financial statements that give a true and fair view of the state of
affairs of the Group. Meanwhile, the Directors are responsible for
ensuring that appropriate accounting policies are selected and
applied consistently; and that judgments and estimates made
are prudent and reasonable. In preparing the financial statements
for the year ended 31 December 2017, the requirements of
the International Financial Reporting Standards, International
Accounting Standards and Interpretations (collectively “IFRSs”)
issued by the International Accounting Standards Board and the
applicable laws were complied with.

The Board was not aware of any material uncertainties relating
to events or conditions that might cast significant doubt upon
the Group’s ability to continue as going concern. The Board has
prepared the financial statements on a going concern basis.

The reporting responsibilities of external auditors of the Company
are disclosed in “Independent Auditor’s Report” on pages 121 to
129 of this annual report.

Pursuant to code provision C.1.2 of the CG Code, the management
of the Company should provide all members with monthly updates
giving a fair and understandable assessment of the Company’s
performance, financial position and prospects in sufficient detail to
enable the Board as a whole and each Director to discharge his
duties under Rule 3.08 and Chapter 13 of the Listing Rules. Monthly
updates such as condensed monthly managements accounts and
updated information have been provided to all members of the
Board for the year under review.

During the year, there is no significant change in the Company’s
constitutional documents.

The Board is responsible for reviewing the effectiveness of the
risk management and internal control system of the Group. The
scope of the review is determined and recommended by the Audit
Committee. The review covers all material controls, including
financial, operational and compliance controls and risk management
functions. Such review also considers the adequacy of resources,
qualifications and experience of the staff of the Company in relation
to its accounting and financial reporting function, and their training
programmes and budget. Risk management and internal control
review reports are circulated to the Audit Committee members and
the Board in accordance with the approved scope.
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During the year under review, the Group has complied with Code
Provision C.2 of the CG Code by establishing appropriate and
effective risk management and internal control systems. The major
features of the risk management and internal control systems are
set out as below:

The Group adopts a risk management system which manages
the risk associated with its business and operations. The system
comprises the following phases:

° Identification: |dentify ownership of risks, business objectives
and risks that could affect the achievement of objectives.

° Evaluation: Analyze the likelihood and impact of risks and
evaluate the risk portfolio accordingly.

o Management: Consider the risk responses, ensure effective
communication to the Board and on-going monitoring of the
residual risks.

The Board together with senior management monitor and assess
risk regularly, boost related management standards and evaluate
investment projects. Based on the risk assessments conducted for
the year under review, no significant risk was identified.

The Company has in place an internal control system. The
framework of the system enables the Group to achieve objectives
regarding effectiveness and efficiency of operations, reliability
of financial reporting and compliance with applicable laws and
regulations. The components of the framework are shown as follow:

° Control Environment: A set of standards, processes and
structures that provide the basis for carrying out internal
control across the Group.

° Risk Assessment: A dynamic and iterative process for
identifying and analyzing risks to achieve the Group’s
objectives, forming a basis for determining how risks should
be managed.

° Control Activities: Action established by policies and
procedures to help ensure that management directives to
mitigate risks to the achievement of objectives are carried out.

° Information and Communication: Internal and external
communication to provide the Group with the information
needed to carry out day-to-day controls.

° Monitoring: Ongoing and separate evaluations to ascertain
whether each components of internal control is present and
functioning.
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With aim to enhance the Group’s system of handling inside
information, and to ensure the truthfulness, accuracy, completeness
and timeliness of its public disclosures, the Group also adopts and
implements an inside information policy and procedures. Certain
reasonable measures have been taken from time to time to ensure
that proper safeguards exist to prevent a breach of a disclosure
requirement in relation to the Group, which include:

° The access of information is restricted to a limited number of
employees on a need-to-know basis. Employees who are in
possession of inside information are fully conversant with their
obligations to preserve confidentiality.

° Confidentiality agreements are in place when the Group
enters into significant negotiations.

° The executive Directors are designated persons who speak
on behalf of the Company when communicating with external
parties such as the media, analysts or investors.

Based on the internal control reviews conducted for the year under
review, no significant control deficiency was identified.

The Audit Committee is satisfied that the risk management system
and internal control system maintained by the Group is sufficient to
provide reasonable, but not absolute, assurance that the Group’s
assets are safeguarded against loss from unauthorized use or
disposition, and that transactions are properly authorized and
proper accounting records are properly maintained.

Internal audit is an independent function reporting to the Audit
Committee and senior management of the Group. It provides an
independent and objective assurance to safeguard the Group’s
operations. It effectuates a systematic and disciplined approach to
evaluate and improve the Group’s process on risk management,
internal control and governance. The risk based audit plans ensure
that high risk areas of the Group’s operations and resources are
specifically attended to Ad hoc reviews are conducted on areas of
concern where necessary.

The Board, through the Audit Committee, reviews the adequacy
of resources, training programmes, budget, qualifications and
experience of the accounting, internal audit and financial reporting
staff in accordance with the requirements of the Listing Rules. The
Audit Committee and the Board review the effectiveness of the risk
management and internal control systems of the Group and fulffill
the requirement of the CG Code regarding risk management and
internal control systems in general. During the reporting year, the
internal audit department has conduct audit at different farms of the
Group and reported to the senior management.
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