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Hong Kong Exchanges and Clearing Limited, The Stock Exchange of Hong Kong Limited and Hong Kong Securities Clearing Company Limited
take no responsibility for the contents of this prospectus, make no representation as to its accuracy or completeness and expressly disclaim any
liability whatsoever for any loss howsoever arising from or in reliance upon the whole or any part of the contents of this prospectus. A copy of
this prospectus, having attached thereto the documents specified in “Documents Delivered to the Registrar of Companies and Available for
Inspection” in Appendix V to this prospectus, has been registered by the Registrar of Companies in Hong Kong as required by section 342C of
the Companies (Winding up and Miscellaneous Provisions) Ordinance. The Securities and Futures Commission of Hong Kong and the Registrar
of Companies in Hong Kong take no responsibility for the contents of this prospectus.

The Offer Price is expected to be fixed by agreement between the Joint Global Coordinators, on behalf of the Underwriters, and our Company
on or before Monday, July 7, 2014 or such later time as may be agreed between the parties, but in any event, no later than Friday, July 11, 2014.
If, for any reason, the Joint Global Coordinators, on behalf of the Underwriters, and our Company are unable to reach an agreement on the Offer
Price by Friday, July 11, 2014, the Global Offering will not become unconditional and will lapse immediately. The Offer Price will be not more
than HK$2.95 per Share and is expected to be not less than HK$2.39 per Share although the Joint Global Coordinators, on behalf of the
Underwriters, and our Company may agree to a lower price. The Joint Global Coordinators, on behalf of the Underwriters, may, with the consent
of our Company, reduce the indicative Offer Price range below that stated in this prospectus (being HK$2.39 per Share to HK$2.95 per Share)
at any time on or prior to the morning of the last date for lodging applications under the Hong Kong Public Offering. In such a case, notices of
the reduction in the number of Hong Kong Public Offer Shares and/or the indicative Offer Price range will be published in the South China
Morning Post (in English) and the Hong Kong Economic Times (in Chinese) and on the websites of the Stock Exchange at www.hkexnews.hk
and our Company at www.youjimilk.com as soon as practicable but in any event not later than the morning of the day which is the latest day for
lodging applications under the Hong Kong Public Offering. For further information, see the sections headed “Structure and Conditions of the
Global Offering” and “How to Apply for Hong Kong Public Offer Shares” in this prospectus.

Prior to making an investment decision, prospective investors should carefully consider all of the information set out in this prospectus, and in
particular, the risk factors set out in the section headed “Risk Factors”.

Pursuant to the termination provisions contained in the Hong Kong Underwriting Agreement in respect of the Hong Kong Public Offer Shares,
the Joint Global Coordinators, on behalf of the Hong Kong Underwriters, have the right in certain circumstances, in their absolute discretion, to
terminate the obligation of the Hong Kong Underwriters pursuant to the Hong Kong Underwriting Agreement at any time prior to 8:00 a.m. on
the Listing Date. Further details of the terms of the termination provisions are set out in the section headed “Underwriting — Grounds for
Termination.” It is important that you refer to that section for further details.

The Offer Shares have not been and will not be registered under the U.S. Securities Act, as amended (“U.S. Securities Act”) or any state
securities laws in the United States, and may not be offered, sold, pledged or transferred, except pursuant to an exemption from, or in
a transaction not subject to, the registration requirements of the U.S. Securities Act and in accordance with any applicable U.S. state
securities laws. The Offer Shares are being offered and sold only (i) in the United States to QIBs in reliance on Rule 144A or another
exemption from registration under the U.S. Securities Act and (ii) outside of the United States in offshore transactions in reliance on
Regulation S under the U.S. Securities Act.

June 30, 2014



EXPECTED TIMETABLE®

Latest time to complete electronic applications under

HK eIPO White Form service through the

designated website www.hkeipo.hk® . ... .. .. .. ... .. .. 11:30 a.m. on Monday, July 7, 2014

Application lists open® . ... .. ... ... ... .. ... ... 11:45 a.m. on Monday, July 7, 2014

Latest time to lodge WHITE and YELLOW
Application Forms . ....... ... ... ... ... .. .. ... ... 12:00 noon on Monday, July 7, 2014

Latest time to give electronic application instructions to
HKSCC ™ 12:00 noon on Monday, July 7, 2014

Latest time to complete payment of HK eIPO White
Form applications by effecting internet banking

transfer(s) or PPS payment transfer(s) ................ 12:00 noon on Monday, July 7, 2014
Application lists close . ........... ... .. .. .. .. .. .... 12:00 noon on Monday, July 7, 2014
Expected Price Determination Date .. ........... ... ... ... ......... Monday, July 7, 2014
Announcement of the Offer Price ............ ... .. .. .. .. .. ....... Monday, July 14, 2014

Announcement of:

° the level of application in the Hong Kong Public Offering;

° the level of indication of interest in the International Offering; and

° the basis of allocation of the Hong Kong Public Offer Shares to be published

(a) in the South China Morning Post (in English) and
Hong Kong Economic Times (in Chinese); and

(b) on our website at www.youjimilk.com® and
the website of the Hong Kong Exchange and
Clearing Limited at www.hkexnews.hk'® on
or before . .. ... e Monday, July 14, 2014

Results of allocations in the Hong Kong Public Offering
(with successful applicants’ identification document
numbers where appropriate) to be available through a
variety of channels (see “How to Apply for Hong
Kong Public Offer Shares — 11. Publication of
Results™) from . ... ... . Monday, July 14, 2014
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Result of allocations in the Hong Kong Public Offering
(with successful applicants’ identification document
numbers where appropriate) will be available at
www.tricor.com.hk/ipo/result with a “search by ID”
fUnCtion . .. . . .. Monday, July 14, 2014

Share certificates in respect of wholly or partially
successful applications to be dispatched or deposited
into CCASS on or before” . .. . . . . . Monday, July 14, 2014

HK eIPO White Form e-Auto Refund payment
instructions/refund cheques in respect of wholly or
partially unsuccessful applications to be dispatched
on or before® O Monday, July 14, 2014

Dealings in Shares on the Hong Kong Stock Exchange
expected to commence at 9:00 am. on .......... ... ... Tuesday, July 15, 2014

Notes:
(1)  All times refer to Hong Kong local time, except as otherwise stated. Details of the structure and conditions of the Global
Offering, including conditions of the Hong Kong Public Offering, are set forth in “Structure and Conditions of the Global

Offering” in this prospectus.

(2) If you have already submitted your application through the designated website at www.hkeipo.hk and obtained a
payment reference number from the designated website prior to 11:30 a.m., you will be permitted to continue the
application process (by completing payment of application monies) until 12:00 noon on the last day for submitting
applications, when the application lists close. You will not be permitted to submit your application through the designated
website at www.hkeipo.hk after 11:30 a.m. on the last day for submitting applications.

(3)  If there is a tropical cyclone warning signal number 8 or above, or a “black” rainstorm warning in force in Hong Kong
at any time between 9:00 a.m. and 12:00 noon on Monday, July 7, 2014, the application lists will not open on that day.
See “How to Apply for Hong Kong Public Offer Shares — 10. Effect of Bad Weather on the Opening of the Application
Lists” in this prospectus.

(4)  Applicants who apply for the Hong Kong Public Offer Shares by giving electronic application instructions to HKSCC
should refer to “How to Apply for Hong Kong Public Offer Shares — 6. Applying by Giving Electronic Application
Instructions to HKSCC via CCASS” in this prospectus.

(5)  None of the website or any of the information contained on the website forms part of this prospectus.
(6)  The announcement will be available for viewing on the Hong Kong Stock Exchange’s website at www.hkexnews.hk.

(7)  Applicants who apply for 1,000,000 or more Hong Kong Public Offer Shares and have provided all information required
by their Application Forms may collect refund cheques (where applicable) and Hong Kong share certificates (where
applicable) in person from our Hong Kong Share Registrar, Tricor Investor Services Limited at Level 22, Hopewell
Centre, 183 Queen’s Road East, Hong Kong from 9:00 a.m. to 1:00 p.m. on Monday, July 14, 2014. Applicants being
individuals who opt for personal collection must not authorise any other person to make collection on their behalf.
Applicants being corporations who opt for personal collection must attend by their authorised representatives each

bearing a letter of authorisation from their corporation stamped with the corporation’s chop. Both individuals and
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(8)

9

authorised representatives (if applicable) must produce, at the time of collection, evidence of identity acceptable to
Tricor Investor Services Limited. Uncollected refund cheques and share certificates will be dispatched promptly by
ordinary post to the addresses as specified in the applicants’ Application Forms at the applicants’ own risk. Details of

the arrangements are set out in “How to Apply for Hong Kong Public Offer Shares” in this prospectus.

Applicants who apply through the HK eIPO White Form service and paid their applications monies through single bank
accounts may have refund monies (if any) dispatched to their application payment bank account, in the form of e-Auto
Refund payment instructions. Applicants who apply through the HK eIPO White Form service and paid their application
monies through multiple bank accounts may have refund monies (if any) dispatched to the address as specified in their
application instructions to the HK eIPO White Form Service Provider, in the form of refund cheques, by ordinary post

at their own risk.

Refund cheques will be issued in respect of wholly or partially unsuccessful applications and in respect of successful

applications if the Offer Price is less than the price payable on application.

The Share certificates will only become valid certificates of title provided that the Global

Offering has become unconditional in all respects and neither of the Hong Kong Underwriting

Agreement nor the International Underwriting Agreement is terminated in accordance with its

respective terms prior to 8:00 a.m. on the Listing Date. The Listing Date is expected to be on or about

Tuesday, July 15, 2014. Investors who trade the Shares on the basis of publicly available allocation

details prior to the receipt of share certificates or prior to the share certificates becoming valid

certificates of title do so entirely at their own risk.

— iii —
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SUMMARY

OVERVIEW

Shengmu is the largest organic dairy company in China and the only vertically integrated organic
dairy company in China that meets E.U. organic standards, according to the F&S Report. We had a
54.2% market share in China based on 2013 organic raw milk production volume, according to the
F&S Report. Together with our associate, Shengmu Forage, our unique vertically integrated
“grass-to-glass” organic (“ZFEH #”) production model covers the entire dairy industry value chain,
meeting E.U. organic standards for all major stages of the dairy production process: forage growing,
dairy farming to produce raw milk, and processing to produce high-end liquid milk products.
According to the F&S Report, we are a major producer of organic liquid milk with a market share of
25.3% in terms of retail sales value of organic liquid milk in China in 2013. In addition, we are also
among the top eight producers of premium non-organic raw milk (which refers to the raw milk that
meets certain nutrition and safety standards) in China with a market share of 2.6% based on 2013

production volume, according to the F&S Report.

China’s organic raw milk market accounted for 0.5% of the overall raw milk market in China in
terms of production volume in 2013, and is expected to grow at a CAGR of 53.5%, reaching 3.2% of
China’s total raw milk production volume in 2018, according to the F&S Report. The total retail sales
value of organic liquid milk in China was RMB1.9 billion in 2013, accounting for 1.3% of the total
liquid milk market in China. In addition, China’s high-end liquid milk market accounted for 28.8% of
the overall liquid milk product market in China in terms of retail sales value in 2013, according to the
F&S Report.

Our business consists of the dairy farming business and the liquid milk business. We commenced
our dairy farming operations in 2010 by engaging in the premium non-organic raw milk production
in Hohhot, Inner Mongolia, and in 2011 expanded into the production of organic raw milk in
Bayannur, Inner Mongolia. In 2012, we further expanded into the liquid milk business under which
we produce and sell packaged organic liquid milk products under our “Shengmu E#(” brand. All of
our liquid milk products are produced from organic raw milk produced internally by our organic dairy
farms. We are the only dairy company in China that offers branded organic dairy products that are
100% processed from raw milk produced by self-owned certified organic dairy farms, according to the
F&S Report. We expect that our future growth will primarily be driven by the growth of our organic
dairy farming and liquid milk businesses.
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The following table sets forth the components of our revenue by operating segment for the period

indicated.

Dairy farming business

Liquid milk business

Total
revenue
(after
External External elimination
For the year Inter- sales as % Inter- sales as %  of inter-
ended Segment segment External of total Segment segment External of total segment
December 31, revenue sales® sales revenue revenue salesV sales revenue sales)
(RMB in thousands, except percentages)
2011 o, 389,417 — 389,417 100.0% — — — — 389,417
2012 i 682,179 15,345 666,834 95.2% 33,929 — 33,929 4.8% 700,763
2013 e 972,308 131,561 840,747 73.5% 302,962 — 302,962 26.5% 1,143,709
(I)  Represents internally produced organic raw milk sold to our liquid milk business.

The following table sets forth the sales volume of our organic and premium non-organic raw milk

for the period indicated.

Organic raw milk

External sales .............coeeueeni.
Inter-segment sales”
Subtotal

Premium non-organic raw

(1)

For the year ended December 31,

2011 2012 2013
Tonnes % of total Tonnes % of total Tonnes % of total
21,484  20.9% 33,397 21.2% 68,518 33.6%
— — 2,708 1.7% 23,813 11.7%
21,484 20.9% 36,105 22.9% 92,331 45.3%
81,165 79.1% 121,300 77.1% 111,465 54.7%
102,649 100.0% 157,405 100.0% 203,796 100.0%

Represents internally produced organic raw milk sold to the liquid milk business.
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The following table sets forth our gross profit and gross margin for each of our segments both

before and after elimination of internal profit from inter-segment sales for the period indicated.

For the year ended December 31,

2011 2012 2013
Cost of Gross Gross Cost of Gross Gross Cost of Gross Gross
sales profit margin sales profit margin sales profit margin
Amount Amount % Amount Amount % Amount Amount %
(RMB in thousands, except percentages)
Dairy farming business
Organic raw milk
Before elimination 64,829 17,945 21.7% 125,144 58,297 31.8% 271,176 213,303 44.0%
After elimination" 64,829 17,945 21.7% 115,758 52,338 31.1% 201,237 151,681 43.0%
Premium non-organic raw milk ...... 209,987 96,656 31.5% 331,712 167,026 33.5% 312,670 175,160 35.9%
Subtotal:
Before elimination ..........cccoevevevicnncns 274816 114,601 29.4% 456,856 225,323 33.0% 583,846 388,462 40.0%
After elimination™ .............cococoeennnn. 274,816 114,601 29.4% 447,470 219,364 32.9% 513,907 326,841 38.9%
Liquid milk business
Before elimination ..........ccoecveverncncs — — N/A 25,193 8,736 25.7% 200,998 101,964 33.7%
After elimination® ............cc.cooovvinnnn — — N/A 19,235 14,694 43.3% 139,377 163,585 54.0%

(D

Represents gross profit after elimination of internal profit attributable to inter-segment sales of organic raw milk. Such

internal profit is calculated as the difference of (i) the inter-segment sales of organic raw milk used in our liquid milk

business and (ii) the production costs for such organic raw milk calculated as the product of (a) total cost of sales of

organic raw milk and (b) the volume of organic raw milk sold to our liquid milk business divided by total sales volume

of organic raw milk.

)

Represents gross profit after adding back the internal profit attributable to inter-segment sales of organic raw milk. Such

internal profit is calculated as the difference of (i) the inter-segment sales of organic raw milk used in this segment and

(ii) the production costs for such organic raw milk calculated using the formula in note (1) above.

As of December 31, 2013, we owned the largest herd of organic dairy cows in China, with a
58.0% market share in terms of herd size, and the third largest herd of dairy cows overall in China,
according to the F&S Report. As of that date, all of our 13 organic dairy farms were located in the

Ulan Buh desert while all of our 12 non-organic dairy farms were located in Hohhot, Inner Mongolia,

with a majority of our dairy farms having the capacity to house between 2,500 to 4,500 cows. Our

average annual milk yield in 2013 was 8.5 tonnes. The following table sets forth the number of our

dairy farms and dairy cows as of the date indicated.

Organic Non-organic
Calves Dairy Calves Dairy Total
As of Dairy and Milkable coOws Dairy and Milkable cOws dairy
December 31, farms heifers cOws subtotal farms heifers cOws subtotal cows
2001 3,423 5,559 8,982 13 8,405 17,729 26,134 35,116
2012 i 5,557 8,554 14,111 14 16,190 19,082 35,272 49,383
2013 ... 13 13,796 16,825 30,621 12 10,811 19,025 29,836 60,457
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The table below sets forth the sales amount, sales volume and average selling price of our

products by product segment for the period indicated.

For the year

ended December 31,

2011 2012 2013

Average Average Average

Sales Sales selling Sales Sales selling Sales Sales selling

amount  volume price amount  volume price amount  volume price

RMB/ RMB/ RMB/

RMB Tonnes tonne RMB Tonnes tonne RMB Tonnes tonne

(In thousands except sales volume and average selling price)
Raw milk®

Organic ......ccoeeeeeeeennnn 82,774 21,484 3,853 168,096 33,397 5,033 352,918 68,518 5,151
Premium non-organic .. 306,643 81,165 3,778 498,738 121,300 4,112 487,829 111,465 4,377
Subtotal .......oeveieeeiiinn. 389,417 102,649 3,794 666,834 154,697 4,311 840,747 179,983 4,671
Liquid milk products........ — — — 33,929 2,246 15,106 302,962 20,715 14,625

@) Represents sales to external customers.

Our Business Model

Our organic business model

We stringently control each major step of the production process under our “grass-to-glass”

organic milk production model, which focuses on the following aspects:

Organic environment. The Ulan Buh desert, where both Shengmu Forage’s growing fields
and our organic dairy farms are located, offers a number of benefits compared to
conventional farming environments in China. These benefits include cool and dry weather
preferred by dairy cows, limited human activity, little pollution as well as very low levels
of bacteria, viruses and pests. In addition, according to F&S Report, there is abundant water
resources and rich soil underneath the sandy surface.

Organic forage planting. Currently we source our organic forages substantially from
Shengmu Forage, which grows, among others, corn and alfalfa in the Ulan Buh desert
without using any agricultural chemicals or chemical synthetic fertilizers. Shengmu Forage
currently grows organic forages on parcels of land with a total area of approximately
115,000 mu (76.7 square kilometers) in the Ulan Buh desert; by 2020, Shengmu Forage
expects to develop a total of approximately 560,000 mu (373.3 square kilometers) of
growing fields for organic forages.

Organic dairy farming. We are committed to cattle welfare as part of the culture of organic
dairy farming, which we believe also contributes to our product quality. We raise our
organic dairy cows in a low density environment with organic feed using no growth
hormones.
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° Organic processing. All of the raw milk we use to produce our liquid milk products is
supplied internally by our organic dairy farms. No preservatives, artificial coloring or
artificial flavoring is added during the production process.

° Organic milk origin tracing. Each unit of our organic milk product is given a code
recognized by PRC Certification and Accreditation Administration (H [B] [B 5 52 75 58 o] Bs &
I Z B ) to trace the origin of production of each product as a quality control measure.

Our non-organic business model

We also operate non-organic free-stall dairy farms with rationalized herd size, uniform farm
designs and layout, standardized operating procedures and automated equipment. We currently
implement substantially the same procedures in our premium non-organic raw milk production process
as in our organic raw milk production process, including farm management, feeding management,
milking process and disease control. The major differences between our non-organic production
process and organic production process include the following:

° Location. All of our non-organic dairy farms are located in Hohhot, Inner Mongolia.
Hohhot has a cool and dry weather similar to that of the Ulan Buh desert that is favorable
to dairy farming.

° Average space per cow. Our non-organic dairy farms are free-stall farms designed similarly
to our organic dairy farms except that the average space per cow is approximately 30 square
meters as compared to 60 to 80 square meters for our organic dairy farms. As with our
organic dairy farms, our non-organic dairy farms have easy access to food and water, clean,
comfortable, dry sand bedding and sport fields that allow our dairy cows to eat, drink and
relax freely.

° Conventional feed. We feed our non-organic dairy cows with the same types of feed as our
organic cows, including corn silage, guinea grass, alfalfa and concentrated feed purchased
from third party suppliers; however, we do not require them to be organic. In addition,
unlike our organic cows which drink purified water, our non-organic dairy cows drink
underground water from wells on our farms. We inspect the water quality regularly to
ensure that it is clean and safe.

Customer Base and Distribution Network

Our customer base may be largely categorized into industrial customers and distributors. In 2013,
sales of raw milk accounted for 73.5% of our revenue (consisting of 30.9% from organic raw milk and
42.6% from premium non-organic raw milk). Our premium non-organic raw milk is sold to a limited
number of leading dairy companies in China, including primarily Mengniu Group and Yili Group. In
the first quarter of 2014, we also entered into annual raw milk supply agreements with Want Want. A
portion of our organic raw milk is sold to these industrial customers, but increasingly sold after
processing as liquid milk products under our “Shengmu 544" brand. Our liquid milk products are
primarily sold to distributors, which in turn sell to supermarket chains, department stores, convenience
store chains and other points of sales. In 2013, sale of liquid milk products accounted for 26.5% of
our revenue. As of December 31, 2013, we had 316 distributors with over 50,000 points of sale. A
minimal amount of our liquid milk products is also sold directly to consumers.
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The table below sets forth certain information about our customers.

Major
Product type customers Points of sale Use of our products
Raw milk......ccooooiiiiiiin. Mengniu Group  N/A Production of end
Yili Group products
Want Want
Liquid milk products .............. Distributors Supermarket chains, Sale to sub-distributors or
department stores, points of sale
convenience store chains
and specialty channels”
Consumers VIP card membership, Consumption

corporate wholesale

(I)  Our specialty channels include restaurants, gas stations, fitness centers and e-commerce platforms.

Suppliers and Procurement

The principal raw materials that we use are dairy cow feed, primarily including forages (such as
corn silage, alfalfa and guinea grass) and concentrated feed. Currently we source feed for organic
dairy cows primarily from Shengmu Forage, and purchase various feed for non-organic dairy cows
from multiple third-party suppliers. The packaging materials for our liquid milk products are primarily
purchased from Tetra Pak. We have historically grown our herd size primarily through purchases of
dairy cows from local farmers in China and organic growth. We source frozen semen from suppliers

in North America.

Relationship with Shengmu Forage

Shareholding history

Shengmu Forage was established in April 2010, with Shengmu Holding (our onshore holding
company) and Mr. WU lJianye (our president and executive Director) among the founding
shareholders. Since its establishment, Shengmu Forage has required significant capital to expand. As
our dairy farming business was also in its early development stage and required significant capital and
other resources, we chose to allocate our resources to our dairy farming business and helped obtain

funding for Shengmu Forage from third-party investors.
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Shengmu Holding owned 65.02% equity interests in Shengmu Forage at the beginning of 2011.
By December 26, 2011, among certain other investors, Mr. WU and Ms. GAO Lingfeng (our vice
president and executive Director) had contributed additional capital to Shengmu Forage, as a result of
which Mr. WU and Ms. GAO held 20.32% and 15.49%, respectively, and Shengmu Holding held
23.77%. As a result, we consolidated the statement of profit or loss and other comprehensive income
of Shengmu Forage for the period from January 1, 2011 to December 26, 2011, but did not consolidate
its statement of financial position as of December 31, 2011, as our equity interest and voting right in
Shengmu Forage decreased to 23.77% due to such capital contributions. For accounting purposes,
Shengmu Forage has been accounted for as an associate of our Group since the end of 2011 as we have
had more than 20% effective voting power. In 2012 and 2013, Shengmu Forage obtained additional
capital injections from third party investors, and our shareholding in Shengmu Forage further
decreased to 8.60%. Nonetheless, Shengmu Forage remained as an associate of our Group as Shengmu
Holding, Mr. WU and Ms. GAO, who are two of our Ultimate Controlling Shareholders, entered into
an acting-in-concert arrangement which became effective on June 25, 2012 after the completion of
further capital investments in Shengmu Forage by other investors. As a result of the foregoing,
Shengmu Holding, Mr. WU and Ms. GAO held an aggregate of 48.35% equity interests in Shengmu
Forage. For details, see “Relationship with Controlling Shareholders — Major Retained Businesses of
Our Ultimate Controlling Shareholders — Shengmu Forage.” See “Relationship with Controlling
Shareholders™ for further details about our relationship with Shengmu Forage. For more details on
Shengmu Forage’s history, see “History, Reorganization and Group Structure — History and

Development — Shengmu Forage.”

Agreements with Shengmu Forage

Shengmu Forage currently supplies organic forage exclusively to our organic dairy farms. In
March 2014, we entered into the Long-term Strategic Cooperation Agreement with Shengmu Forage
for a term of 20 years, under which Shengmu Forage undertakes to continue its exclusive supply
arrangement for organic forages with us and support our future expansion plans. In addition, Shengmu
Forage and its shareholders (except Shengmu Holding) entered into letters of undertaking in April
2014 and agree not to issue, sell, transfer or otherwise dispose of any equity interests in Shengmu
Forage to any third party (other than to existing shareholders) without our prior written consent for
a term of 20 years unless all the equity interests in Shengmu Forage have been transferred to us prior
to the expiration of the 20-year term.

Furthermore, in order to carry out the purchase of organic forage from Shengmu Forage based
on the principles under the Long-term Strategic Cooperation Agreement and in accordance with the
relevant requirements under the Listing Rules, In April 2014, we entered into the Forage Supply
Framework Agreement with Shengmu Forage to further set out certain specific terms for the purchase
of forage by our Group from Shengmu Forage and its subsidiaries for a three-year term from January
1, 2014 to December 31, 2016. For further details of the Forage Supply Framework Agreement, see
“Continuing Connected Transactions — Non-Exempt Continuing Connected Transactions —
Continuing Connected Transactions with Shengmu Forage — Purchase of Forage.” Our purchase of
organic forage from Shengmu Forage under the Long-term Strategic Cooperation Agreement and the

Forage Supply Framework Agreement constitutes a continuing connected transaction of our Group.
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Upon expiration of the Forage Supply Framework Agreement, we will enter into new framework
agreements for the remaining term of the Long-term Strategic Cooperation Agreement based on the
principles under the Long-term Strategic Cooperation Agreement and in accordance with the relevant

requirements under the Listing Rules then in effect.

The principal terms under both the Long-term Strategic Cooperation Agreement and the Forage
Supply Framework Agreement include the exclusive supply arrangement as set out above and the
terms relating to the determination of our purchase price. Our purchase price of organic forage from
Shengmu Forage shall be determined with reference to (a) the prevailing market prices for organic
forage if there is a readily available market price, or (b) the prevailing market prices of imported
premium non-organic forage (excluding transportation cost) or domestic premium non-organic forage
plus a mark-up rate which will be not more than the lower of (i) the percentage difference in the
average selling prices between our organic raw milk and premium non-organic raw milk, and (ii) the
percentage difference in the average selling prices between organic raw milk and premium
non-organic raw milk in the comparable segments of PRC market (if available), in the 12 months
before the determination of the prices for the relevant forage crops.

Relationship with Mengniu Group

Our founders, Mr. YAO Tongshan together with 21 other parties, founded Shengmu Holding, our
PRC holding company, in October 2009. Before our establishment, Mr. YAO had spent eight years
with Mengniu Group, a leading PRC dairy company, and served as its chief financial officer before
he left. A majority of our founders, like Mr. YAO, had become acquainted with each other through
employment, investment or business dealings related to Mengniu Group. Our business relationship

with Mengniu Group continued after we were founded, and included the following aspects:

° Business partnership. In March 2010, we entered into a framework cooperation agreement
with Mengniu Group, pursuant to which Mengniu Group agreed to lease dairy-farming
facilities and equipment to our dairy farms located in Hohhot and Bayannur as well as their
established dairy farms in Hohhot. As of December 31, 2013, four of our 12 non-organic
dairy farms in Hohhot were leased from Mengniu Group. Mengniu Group agreed to
purchase on a priority basis and we agreed to meet certain milk supply volume requirements
and supply all of our raw milk outputs that meet its quality standards from the leased dairy
farms. Mengniu Group also provided guarantees on certain of our bank loans in 2011 and
2012 to assist the early development of our dairy farming business, which had been fully
repaid as of December 31, 2013.

° Early investment. In May 2011, Mengniu Investment, an investment company wholly owned
by Mengniu Group, subscribed for a 5.44% equity interest in Shengmu Holding for a
consideration of RMB104.4 million. Following the completion of the Global Offering and
assuming none of the Over-allotment Option and options that have been granted under the
Pre-IPO Share Option Scheme or may be granted under the Share Option Scheme has been
exercised, Mengniu Group will own 4.25% of the then issued share capital of our Company,

which is subject to a six-month lock-up period from the date of Listing.
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° Major customer. Mengniu Group was our largest customer during the Track Record Period,
accounting for RMB340.4 million, RMB662.8 million and RMB666.6 million in revenue in
2011, 2012 and 2013, respectively, or 87.4%, 94.6%, and 58.3% of our total revenue,
respectively. We also sold raw milk to Mengniu Group through two individuals in 2011,
which accounted for RMB46.8 million in revenue, or 12.0% of our total revenue in 2011.
The material decrease of percentage revenue contribution from Mengniu Group from 2012
to 2013 was mainly due to the major increase in sales from our organic liquid milk products
and the introduction of another industrial customer in 2013, which diversified our revenue

sources.

° Competition. We sell a portion of our organic raw milk to industrial customers such as
Mengniu Group who process it into liquid milk products and market and distribute these
products under their own brands. In addition, we sell organic liquid milk products produced
from our organic raw milk under our “Shengmu 44" brand. As such, industrial customers
of our organic raw milk such as Mengniu Group are also our competitors in the liquid milk
product markets. As we expand our organic liquid milk business, we expect competition
with our organic raw milk industrial customers to intensify in terms of both their organic

liquid milk products and premium non-organic liquid milk products.

For more information, see “Relationship with Mengniu Group.”

Continuing Connected Transactions

We expect to continue certain transactions with certain connected persons after the Listing,
which will therefore constitute continuing connected transactions of our Group under Chapter 14A of
the Listing Rules. Such transactions are (a) purchase of forage from Shengmu Forage (our associate);
(b) purchase of organic raw milk from Shengmu Pangu and Shengmu Xiwang (our non-wholly owned
subsidiaries); (c) sales of pregnant heifers to Shengmu Pangu and Shengmu Xiwang; (d) purchase of
calves and heifers from Shengmu Pangu and Shengmu Xiwang; and (e) provision of financial
assistance (in the form of guarantee) to Shengmu Pangu and Shengmu Xiwang. As our business
continues to expand in the near future, we expect to incur significant amounts of transactions with the
aforementioned connected parties. Based on the respective size of such transactions, we expect that
they will be subject to announcement, reporting, annual review and shareholders’ approval
requirements under Chapter 14A of the Listing Rules. We have received from the Stock Exchange a
waiver from strict compliance with the relevant requirement set out in Chapter 14A of the Listing

Rules for such continuing connected transactions.

For more information, see “Continuing Connected Transactions.”
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Financial Track Record

We have experienced significant growth during the Track Record Period. The following table sets
forth selected combined statements of profit or loss and other comprehensive income items for the

period indicated.

For the year ended December 31,

2011 2012 2013

% of % of % of

Amount revenue Amount revenue Amount revenue

(RMB in thousands, except percentages)

Revenue............oo 389,417 100.0% 700,763  100.0% 1,143,709 100.0%
Gross profit .....cceveeveiiiiiineiiinnennnn.. 114,601 29.4% 234,059 33.4% 490,425 42.9%

Gain/(loss) arising from changes

in fair value less costs to sell of

biological assets ............c.coen..n.. 117,139 30.1% 4,406 0.6% 9,484 0.8%
Profit before tax ........cooceovevnneennnnn. 223,241 57.3% 198,903 28.4% 375,350 32.8%
Profit and total comprehensive

income for the year ................... 223,241 57.3% 198,903 28.4% 374,498 32.7%
Attributable to:

Owners of parent ...................... 223,268 57.3% 195,782 27.9% 327,309 28.6%

Other financial data:
Adjusted EBITDA‘"/Adjusted
EBITDA margin® .................. 113,669 29.2% 218,458 31.2% 427,590 37.4%

Profit and total comprehensive

income for the year before

biological asset fair value
adjustments® ... 106,102 27.2% 194,497 27.8% 365,014 31.9%

(1)

(2)
(3)

Adjusted EBITDA refers to our profit and total comprehensive income for the year before income tax expense,
finance costs, depreciation of items of property, plant and equipment, amortisation of prepaid land lease payments,
amortisation of other intangible assets and gain arising from changes in fair value less costs to sell of biological
assets. Adjusted EBITDA is not a standard measure under IFRS. Adjusted EBITDA is a widely used financial
indicator of a company’s ability to service and incur debt. Adjusted EBITDA should not be considered in isolation
or construed as an alternative to cash flows, net income or any other measure of financial performance or as an
indicator of our operating performance, liquidity, profitability or cash flows generated by operating, investing or
financing activities. In evaluating adjusted EBITDA, we believe that investors should consider, among other
things, the components of adjusted EBITDA such as selling and distribution expenses and administrative expenses
and the amount by which adjusted EBITDA exceeds capital expenditures and other charges. We have included
adjusted EBITDA because we believe it is a useful supplement to cash flow data as a measure of our performance
and our ability to generate cash flow from operations to cover debt service and taxes. Adjusted EBITDA presented
herein may not be comparable to similarly titled measures presented by other companies. Investors should not
compare our adjusted EBITDA to adjusted EBITDA presented by other companies because not all companies use
the same definition. See “Financial Information — Principal Statements of Profit or Loss and Other
Comprehensive Income Components” for a reconciliation of our profit and other comprehensive income for the
year under IFRS to our definition of adjusted EDITDA.

Adjusted EBITDA margin is calculated by dividing adjusted EBITDA by revenue.

Represents profit and total comprehensive income for the year minus gain/(loss) arising from changes in the fair
value less costs to sell of biological assets, which is not a standard measure under IFRS.
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The following table sets forth selected combined statements of financial position items as of the
date indicated.

As of December 31,

2011 2012 2013

(RMB in thousands)

Non-current assets ....o.veveiriiiririniiiinineneennnes 952,579 1,515,310 2,477,454
CUITENT ASSELS 1irininiieiii et eeeeeeanes 228,591 301,418 635,154
Current liabilitieS.......coooiviiiiiiiiiiiiiiinnes, 256,904 598,259 1,404,716
Net current liabilities............ccooevviineennnnn.. (28,313) (296,841) (769,562)
Total assets less current liabilities.............. 924,266 1,218,469 1,707,892
Total non-current liabilities........................ 49,000 — —
LA A T 875,266 1,218,469 1,707,892

The following table sets forth selected combined statements of cash flows items for the period

indicated.

For the Year Ended December 31,

2011 2012 2013

(RMB in thousands)

Net cash generated from operating

ACTIVITI®S tuuiitei e 141,204 177,942 363,630
Net cash used in investing activities .......... (408,376) (535,215) (934,299)
Net cash generated from financing

ACHIVITICS tuuieteiei e 269,550 317,427 667,890
Net (decrease)/increase in cash and cash

equUIvalents ....oovveiiiiiii e 2,378 (39,8406) 97,221
Cash and cash equivalents at the beginning

of the year......cooooviiiiiiiiiiin, 67,980 69,550 29,838
Effect of foreign exchange rate changes..... (808) 134 —

Cash and cash equivalents at the end of
the year .....oooviiiiiiii 69,550 29,838 127,059
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Biological Assets

Our biological assets represent our dairy cows, which were independently valued by Jones Lang
LaSalle, a firm of independent qualified professional valuers not connected with us, which has
appropriate qualifications and experiences in valuation of biological assets. The following table sets

forth the fair value of our dairy cow herd as of the date indicated.

As of December 31,

2011 2012 2013

(RMB in thousands, except percentages)

Calves and heifers ...........cc........ 185,125 25.9% 353,443 343% 424,699 28.1%
Milkable cows........ccoocceeiiiin. 528,701 74.1% 676,098 65.7% 1,085,461 71.9%
Total.................... 713,826 100.0% 1,029,541 100.0% 1,510,160 100.0%

The fair value of our biological assets accounted for 81.6%, 84.5% and 88.4% of our net assets
as of December 31, 2011, 2012 and 2013, respectively. We recorded gain arising from changes in fair
value less costs to sell of biological assets in the amount of RMB117.1 million, RMB4.4 million and
RMBO9.5 million in 2011, 2012 and 2013, respectively, representing 52.5%, 2.2% and 2.5% of our
profit for the year during the same periods, respectively. Our net profit margin of 57.3%, 28.4% and
32.7% in 2011, 2012 and 2013, respectively, would have been 27.2%, 27.8% and 31.9%, respectively,

if the impact of biological asset fair value adjustments were excluded from the corresponding period.

See “Financial Information — Valuation of Biological Assets” for more information about key
assumptions and inputs used for valuation of our biological assets. See “Financial Information —
Valuation of Biological Assets — Sensitive Analysis” for more information about the sensitivity

analysis on the estimated value of milkable cows.

RECENT DEVELOPMENTS

For the three months ended March 31, 2014, our revenue increased by 98.8% from RMB208.7
million for the three months ended March 31, 2013 to RMB414.9 million during the same period in
2014. Our gross profit increased by 172.7% from RMB73.3 million for the three months ended March
31, 2013 to RMB199.9 million during the same period in 2014. Our gross margin increased from
35.1% for the three months ended March 31, 2013 to 48.2% for the same period in 2014.
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Revenue

Dairy farming business

Revenue of our dairy farming business increased by 91.3% from RMB157.0 million for the three
months ended March 31, 2013 to RMB300.3 million for the same period in 2014, primarily reflecting
the following:

° Organic raw milk. Total revenue from sales of organic raw milk increased from RMB&0.3
million for the three months ended March 31, 2013 to RMB195.8 million for the same
period in 2014, consisting of (i) a 155.0% increase in external sales from RMB55.8 million
to RMB142.3 million; and (ii) a 118.4% increase in inter-segment sales to our liquid milk
business from RMB24.5 million to RMB53.5 million. The increase in our revenue was
primarily due to an increase in sales volume as a result of an increase in herd size. In
addition, the average selling price of organic raw milk increased from RMB4,850 for the
three months ended March 31, 2013 to RMBS5,610 for the same period in 2014.

° Premium non-organic raw milk. Revenue of premium non-organic raw milk increased by
56.1% from RMB101.2 million for the three months ended March 31, 2013 to RMB158.0
million during the same period in 2014. The increase was primarily due to a combination
of (i) an increase in sales volume as a result of an increase in herd size; and (ii) an increase
in average selling price of premium non-organic raw milk which increased from RMB3,920
for the three months ended March 31, 2013 to RMB4,820 for the same period in 2014.

Liquid milk business

Revenue of our liquid milk business increased by 121.7% from RMBS51.7 million for the three
months ended March 31, 2013 to RMB114.6 million during the same period in 2014. The increase
primarily reflected a combination of (i) our expanding distribution network and (ii) rising market
demand. In addition, the average selling price of our liquid milk products increased from RMB 14,300
for the three months ended March 31, 2013 to RMB14,960 for the same period in 2014.

Gross Profit and Gross Margin

Dairy farming business

Gross profit (before elimination of internal profit from inter-segment) and gross profit (after
elimination of internal profit from inter-segment sales) of our dairy farming business increased by
183.7% and 192.0%, respectively, from RMBS56.5 million and RMB46.0 million for the three months
ended March 31, 2013 to RMB160.3 million and RMB134.3 million for the same period in 2014.

° Organic raw milk. Gross profit (before elimination of internal profit from inter-segment
sales) and gross profit (after elimination of internal profit from inter-segment sales)
increased by 232.0% and 281.6%, respectively, from RMB28.4 million and RMB17.9
million for the three months ended March 31, 2013 to RMB94.3 million and RMB68.3
million during the same period in 2014. For the three months ended March 31, 2014, the

— 13 —
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gross margin (before elimination of internal profit from inter-segment sales) and gross
margin (after elimination of internal profit from inter-segment sales) was 48.2% and 48.0%,
respectively, as compared to 35.4% and 32.0%, respectively, during the same period in
2013. The increase in our gross margin was also primarily due to (i) increased production

scale and efficiency and (ii) increased average selling price.

° Premium non-organic raw milk. Gross profit of premium non-organic raw milk increased by
134.5% from RMB28.1 million for the three months ended March 31, 2013 to RMB65.9
million during the same period in 2014. The gross margin increased from 27.8% for the
three months ended March 31, 2013 to 41.7% during the same period in 2014. The increase
in our gross margin was also primarily due to (i) increased production scale and efficiency

and (ii) increased average selling price.

Liquid milk business

Gross profit of our liquid milk business (before elimination of internal profit from inter-segment
sales) increased significantly from RMB16.8 million for the three months ended March 31, 2013 to
RMB39.6 million during the same period in 2014. By comparison, after elimination of internal profit
from inter-segment sales, our gross profit of liquid milk business increased by 140.3% from RMB27.3
million for the three months ended March 31, 2013 to RMB65.6 million during the same period in
2014. The gross margin of our liquid milk business (before elimination of internal profit from
inter-segment sales) was 32.5% and 34.6% for the three months ended March 31, 2013 and 2014,
respectively. By comparison, after elimination of internal profit from inter-segment sales, our gross
margin was 52.8% and 57.2% during the same periods. The increase in our gross margin was primarily

due to increased average selling price of our liquid milk products.

The financial information as mentioned above was extracted from the unaudited condensed
consolidated financial statements for the three months ended March 31, 2014 prepared by our
Directors in accordance with International Accounting Standard 34 “Interim Financial Reporting” (the
“IAS 34”) issued by the International Accounting Standards Board (the “IASB”), and reviewed by
Ernst & Young, our reporting accountant in accordance with Hong Kong Standard on Review
Engagements 2410 “Review of Interim Financial Information Performed by the Independent Auditor
of the Entity,” and from the unaudited condensed consolidated financial statements for the three
months ended March 31, 2013 prepared by our Directors in accordance with IAS 34 issued by the
IASB.

As of the Latest Practicable Date, we had credit facilities of an aggregate amount of RMB1,317.0
million, for RMB1,272.0 million of which we have obtained pre-approval letters from the relevant
banks (stating that the banks will grant new facilities to us upon expiration of the current term and
repayment of existing facilities), and of which RMB428.0 million have not been utilized. In addition,
we were approved in March 2014 to issue short-term notes of up to RMB200 million and we have not

issued any such notes as of the Latest Practicable Date.
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Our Directors confirm that since our most recent audited financial statements dated December
31, 2013, the movements in our revenue and gross profits are in line with our expectations. Our
Directors confirm that there has been no material adverse change in the financial trading position,
indebtedness or prospects of our Group since December 31, 2013 up to the date of this prospectus. To
our knowledge, there has been no material change in the general regulatory, economic and market
conditions in China or the industry in which we operate that materially and adversely affected our
business, results of operations or financial condition since December 31, 2013 up to the date of this

prospectus.
STRENGTHS AND STRATEGY

Our most important achievements to date and the factors that we believe distinguish us from our
competitors include: (i) our market leadership well-positioned to benefit from China’s fast-growing
organic dairy market; (ii) our unique vertically integrated “grass-to-glass” organic production model
ensuring product safety and quality; (iii) our strategic desert location providing the ideal environment
to raise organic dairy cows; (iv) our farm management system and commitment to promoting cattle
welfare contributing to industry leading milk quality; (v) the premium and trusted brand of “Shengmu
XM recognized for its quality and safety; (vi) our vertically integrated model and portfolio of
premium non-organic and organic milk products offering flexibility that allow us to achieve attractive

returns; and (vii) our visionary management team with a proven track record of successful execution.

Our long-term objective is to become a leading organic dairy company in the world. To achieve
this goal, we plan to implement a business strategy with the following components: (i) expanding our
organic dairy farming operation and ensure our product safety and quality; (ii) increasing our liquid
milk processing capacity; and (iii) expanding our premium organic product portfolio; and (iv) building

an extensive nationwide distribution network and strengthen brand recognition.
RISK FACTORS

We face a number of risks and uncertainties in our business and industry as set out in “Risk
Factors.” In particular, we have a limited operating history and may be unable to adequately manage
our future expansion of operations and growth or achieve our growth plan within our desired
timeframe or at all. We also rely on a limited number of industrial customers, and in particular
Mengniu Group, for the sale of our raw milk. Furthermore, we do not have direct control over our
associate, Shengmu Forage, our primary organic feed supplier, and certain operating risks applicable
to us also apply to Shengmu Forage. We had net current liabilities as of December 31, 2011, 2012 and
2013 and may not be able to have net current assets in the future. In addition, we may lose or be unable

to obtain or renew our organic certifications, which could materially and adversely affect our business.
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OUR SHAREHOLDERS

We trace our history back to the establishment of Shengmu Holding, our PRC holding company,
in Inner Mongolia in October 2009. Our lead founder, Mr. YAO Tongshan (k[ 111), together with 21
other parties, were the initial shareholders of Shengmu Holding. Twelve of the founding shareholders,
as well as Mr. WU Jianye (our president) and Mr. CUI Ruicheng (our chief financial officer), who
subsequently joined Shengmu Holding, entered into an acting-in-concert agreement on October 18,
2010 and a supplemental agreement on March 24, 2014 to extend the acting-in-concert arrangement
to our Group upon completion of the Reorganization. These are our ultimate Controlling Shareholders,
who will control, through World Shining 56.56% of our issued and outstanding share capital
immediately upon completion of the Global Offering (assuming no exercise of the Over-allotment
Option or any option which has been granted under the Pre-IPO Share Option Scheme or may be
granted under the Share Option Scheme).

As part of our Reorganization, we have introduced a number of pre-IPO investors, including
Goldman Sachs, Baring, BOCI, Sequoia and King Capital. These investors collectively will own
approximately 24.10% of our issued and outstanding share capital immediately upon completion of the
Global Offering (assuming no exercise of the Over-allotment Option or any option which has been
granted under the Pre-IPO Share Option Scheme or may be granted under the Share Option Scheme)
and their Shares are subject to a six-month lock-up period.

SHARE OPTION SCHEMES

Pursuant to the resolutions of our Shareholders passed on April 30, 2014 and June 18, 2014, we
have conditionally adopted the Pre-IPO Share Option Scheme and the Share Option Scheme,

respectively.

The principal terms of these share option schemes are set out in the sections headed ‘‘Pre-IPO
Share Option Scheme’ and ‘‘Share Option Scheme’’ respectively in Appendix IV to this prospectus.
As of the Latest Practicable Date, options to subscribe for an aggregate of 504,480,000 Shares have
been conditionally granted under the Pre-IPO Share Option Scheme by our Company, and remained
outstanding as of the Latest Practicable Date. The subscription price in respect of each option granted
under the Pre-IPO Share Option Scheme is HK$1.56.

The Shares subject to the options granted under the Pre-IPO Share Option Scheme represent (i)
approximately 7.94% of our issued share capital immediately after completion of the Global Offering
(excluding all Shares which may be allotted and issued upon the exercise of any options granted under
the Pre-IPO Share Option Scheme or to be granted under the Share Option Scheme or the exercise of
the Over-allotment Option); and (ii) approximately 7.36% of our issued share capital immediately
after completion of the Global Offering, assuming that all options granted under the Pre-IPO Share
Option Scheme are exercised, but without taking into account any Shares which may be allotted and
issued upon the exercise of any options which may be granted under the Share Option Scheme or the

exercise of the Over-allotment Option.
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Further, assuming that (i) our Company had been listed on the Stock Exchange since January 1,
2013 with 6,354,400,000 Shares in issue; and (ii) all the options granted under the Pre-IPO Share
Option Scheme in respect of 504,480,000 Shares were exercised in full on January 1, 2013, the
earnings per Share on a pro forma diluted basis would have been diluted from approximately
RMBO0.052 (unaudited) to approximately RMBO0.044 (unaudited) for the year ended December 31,
2013.

LISTING EXPENSES

We incurred listing expenses (excluding underwriting commissions) of RMB2.1 million during
the Track Record Period, of which RMB1.8 million was recognized as administrative expenses and
RMBO0.3 million was capitalized as deferred listing expenses that are expected to be charged against
equity upon successful listing under the relevant accounting standards. We expect to incur further
listing expenses (excluding underwriting commissions) of approximately RMB28.3 million, of which
RMB22.8 million will be recognized as administrative expenses and RMBS5.5 million will be charged
against equity. We do not believe the remaining expenses will have a material impact on our results

of operations for 2014.

OFFERING STATISTICS

Offering size: 444,800,000 Shares, representing 7.0% of the enlarged share
capital of the Company (subject to the Over-allotment Option)

Offering structure: 44,480,000 Shares, representing approximately 10% Hong
Kong Public Offering (subject to adjustment) and
400,320,000 Shares, representing approximately 90%
International  Offering (subject to adjustment and
Over-allotment Option)

Over-allotment Option: Up to 15% of the number of Offer Shares initially available
under the Global Offering

Offer Price per Share: HK$2.39 to HK$2.95 per Offer Share

Market capitalization upon HK$15,187 million based on the Offer Price of HK$2.39 per
completion of the Global Share, or HK$18,745 million based on the Offer Price of
Offering (assuming the HK$2.95 per Share

Over-allotment Option, the
options that may be granted
under the Pre-IPO Share
Option Scheme and Share
Option Scheme are not
exercised)
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Unaudited pro forma adjusted net HK$0.452 based on the Offer Price of HK$2.39 per Share, or
tangible assets per Share HK$0.490 based on the Offer Price of HK$2.95 per Share
(assuming the Over-allotment
Option and the options which
have been granted under the
Pre-IPO Share Option Scheme
or may be granted under the
Share Option Scheme are not

exercised):

Use of proceeds (assuming an Net proceeds to our Company from the offer of new Shares —
Offer Price of HK$2.67 per HKS$1,121 million, after deduction of underwriting fees and
Share, being the mid-point of commissions and estimated expenses payable by us in
the indicative Offer Price connection with the Global Offering:
range): o approximately 25% of the net proceeds, or HK$281

million, for constructing 6 new dairy farms from 2014 to
2015;

° approximately 30% of the net proceeds, or HK$336
million, for acquiring no less than 15,000 dairy cows
from 2014 to 2015;

° approximately 5% of the net proceeds, or HK$56
million, for sales and marketing activities and expansion
of our distribution network from 2014 to 2015;

° approximately 15% of the net proceeds, or HK$168
million, for expanding our liquid milk production
capacity;

o approximately 15% of the net proceeds, or HK$168
million, for the repayment of loans; and

° approximately 10% of the net proceeds, or HK$112
million, for additional working capital and other general
corporate purposes.

See “Future Plans and Use of Proceeds” for more details.

DIVIDENDS

We did not declare any dividends during the Track Record Period. Our Board at its discretion
may declare dividends in the future after taking into account our operations, earnings, financial
condition, cash requirements and availability and other factors as it may deem relevant at such time.
The payment of any dividends will also be subject to our articles of association, the Companies Law,

applicable laws and other relevant factors.
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prospectus.

Unless the context otherwise requires, the following expressions have the following meanings
in this prospectus. Certain other terms are explained in the section headed “Glossary” in this

“Alxa Forage”

“Anhui Meilichen”

“Application Form(s)”

“Articles of Association” or
“Articles”

“associate(s)”

“Baring”

“Beijing Shengmu”

“Board of Directors” or “Board”

“B OCI”

Alxa Shengmu High-tech Ecological Forage Co., Ltd. (F$i %
HEME R AR EARAR), a company with limited
liability established under the laws of the PRC on November
6, 2012 and a wholly-owned subsidiary of Shengmu Forage

Anhui Meilichen Trading Co., Ltd. (Z#ERRE Z A RA
A]), a company with limited liability established under the
laws of the PRC on March 12, 2012, which is owned as to
40% by Shengmu Dairy and as to 60% by Independent Third
Parties

WHITE application form(s), YELLOW application form(s)
and GREEN application form(s), individually or collectively,
as the context may require

our articles of association, as adopted on June 18, 2014, and
as amended from time to time, a summary of which is
contained in Appendix III to this prospectus

has the meaning ascribed to it under the Listing Rules; save
for in the context of accounting treatment, referring to those
entities of which we control voting power of 20% to 50%,
including Shengmu Forage, Beijing Shengmu, Shanghai
Saihan, Anhui Meilichen and Tianjin Mengmu

collectively, Greenbelt Global and/or its shareholders, as the
context indicates; Baring is an Independent Third Party

Shengmu High-tech (Beijing) Trading Co., Ltd. (B4 = A+t
OB S AMRAF), a company with limited liability
established under the PRC laws on September 2, 2013, which
is owned as to 30% by Shengmu Dairy and as to 70% by
Independent Third Parties

our board of Directors

collectively, BOCI Investment, BOCIFP, and/or their
respective shareholders, as the context indicates; BOCI is an
Independent Third Party
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DEFINITIONS

“BOCIFP”

“BOCI Investment”

“Broad Street”

“Business Day”

“BVI”

“Capitalization Issue”

“Cayman”
“Cayman Companies Law” or
“Companies Law”

“CCASS”

“CCASS Clearing Participant”

BOCI Financial Products Limited, a company incorporated
under BVI laws on June 15, 2000 and wholly owned by BOC
International Holdings Limited; BOCIFP became an equity
investor in our Group as a result of a share-swap transaction
during the Reorganization

BOCI [Investment Limited (H4REEHEARAA), a
company limited by shares established under the Hong Kong
laws on July 10, 1998 and wholly owned by BOC
International Holdings Limited; BOCI Investment transferred
its investment in our Group to BOCIFP in a share-swap
transaction during the Reorganization

Broad Street (Cayman) Investment Center LP, an exempted
limited partnership registered in the Cayman Islands. Its
general partner is Broad Street (Cayman) GP Limited, a
wholly-owned subsidiary of The Goldman Sachs Group, Inc.,
a company listed on the New York Stock Exchange (ticker
symbol: GS). Its limited partner is Shanghai Broad Street
Investment Center, whose limited partner is Broad Street
(Beijing) 2011 Investment Center (Limited Partnership), an
investment fund managed and controlled by affiliates of The
Goldman Sachs Group, Inc. The Goldman Sachs Group, Inc.
is an Independent Third Party

a day (other than a Saturday or a Sunday) on which banks in
Hong Kong are generally open for normal banking business

the British Virgin Islands

the issue of a total of 5,765,760,980 Shares upon
capitalization of certain sums standing to the credit of the
share premium account of our Company as described in
“Appendix IV — Statutory and General Information” to this
prospectus

the Cayman Islands

the Companies Law (2013 Revision) of the Cayman Islands,
as amended, supplemented or otherwise modified from time to
time

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct clearing
participant or general clearing participant
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DEFINITIONS

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“China” or “PRC”

“Companies Ordinance”

“Companies (Winding up and
Miscellaneous Provisions)
Ordinance”

EEIY3

“Company,” “our Company,”

9% <

“Shengmu,” “Group,” “our

ELINT3

Group,” “we” or “us”

“connected person(s)”

“Controlling Shareholder(s)”

“Credence Global”

“CSRC”

“Director(s)”

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant, who may be an individual or joint individuals or
a corporation

a CCASS Clearing Participant, a CCASS Custodian
Participant or a CCASS Investor Participant

the People’s Republic of China, which for the purpose of this
prospectus and for geographical reference only, excludes
Hong Kong, Macau and Taiwan

the Companies Ordinance (Chapter 622 of the Laws of Hong
Kong), as the same may be amended, supplemented or
otherwise modified from time to time

the Companies (Winding up and Miscellaneous Provisions)
Ordinance, Chapter 32 of the Laws of Hong Kong, as the same
may be amended, supplemented or otherwise modified from
time to time

China Shengmu Organic Milk Limited (% B2 H A I %4
FRZy7]), an exempted company incorporated under the laws
of the Cayman Islands with limited liability on December 11,
2013 and except where the context indicated otherwise (i) our
subsidiaries and (ii) with respect to the period before our
Company became the holding company of our present
subsidiaries, the business operated by our present subsidiaries
or (as the case may be) their predecessors

has the meaning ascribed thereto under the Listing Rules

has the meaning ascribed to it under the Listing Rules and, in
the context of this prospectus, refers to our Ultimate
Controlling Shareholders and World Shining through which
they hold equity interest in our Company

Credence Global Investments Limited, a company
incorporated under BVI laws on November 15, 2013, which
became a wholly-owned subsidiary of our Group as a result of
the Reorganization

China Securities Regulatory Commission (7[5 7 75 B 5 45
ZEW)

the director(s) of our Company or any one of them



DEFINITIONS

“Elite Noble”

“Financial Assistance Framework
Agreement”

“Flourish Treasure”

“Forage Supply Framework
Agreement”

“Fortune Globe”

Elite Noble Investments Limited, a company incorporated
under BVI laws on January 2, 2014, which became a
wholly-owned subsidiary of our Company as a result of the
Reorganization

the financial assistance framework agreement dated June 25,
2014, entered into among Shengmu Pangu, Shengmu Xiwang
and Shengmu Holding in relation to the provision of financial
assistance to be provided by our Group (excluding Shengmu
Pangu and Shengmu Xiwang) to Shengmu Pangu and
Shengmu Xiwang for a three-year term from January 1, 2014
to December 31, 2016, the details of which are set out in the
section headed “Continuing Connected Transactions —
Non-Exempt Continuing Connected Transactions —
Continuing Connected Transactions with Shengmu Pangu and
Shengmu Xiwang — Financial Assistance”

Flourish Treasure Holdings Limited, a company incorporated
under the Hong Kong laws on December 3, 2013 and wholly
owned by Credence Global; Flourish Treasure became an
indirectly wholly-owned subsidiary of our Company as a
result of the Reorganization

the forage supply framework agreement dated June 25, 2014,
entered into between Shengmu Holding and Shengmu Forage
which sets out certain specific terms for the purchase of
forage by our Group from Shengmu Forage and its
subsidiaries for a three-year term from January 1, 2014 to
December 31, 2016, the details of which are set out in the
section headed “Continuing Connected Transactions —
Non-Exempt Continuing Connected Transactions —
Continuing Connected Transactions with Shengmu Forage —
Purchase of Forage”

Fortune Globe Limited, a company incorporated under BVI
laws on January 8, 2014 and wholly owned by Mengniu
Dairy; Fortune Globe became a wholly-owned subsidiary of
our Company as a result of the Reorganization



DEFINITIONS

“Framework Agreement for Sale
and Purchase of Cows”

“Global Offering”

“Goldman Sachs”

“Goldman Sachs (Beijing)”

“Greater Honour”

“Greenbelt Global”

“GREEN Application Form(s)”

“HK$” or “Hong Kong dollars”

“HK eIPO White Form”

the framework agreement for sale and purchase of cows dated
June 25, 2014, entered into among Shengmu Pangu, Shengmu
Xiwang and Shengmu Holding in relation to the sale and
purchase of cows between our Group (excluding Shengmu
Pangu and Shengmu Xiwang) and Shengmu Pangu and
Shengmu Xiwang for a three-year term from January 1, 2014
to December 31, 2016, the details of which are set out in the
section headed “Continuing Connected Transactions —
Non-Exempt Continuing Connected Transactions —
Continuing Connected Transactions with Shengmu Pangu and
Shengmu Xiwang — Sale and Purchase of Cows”

the Hong Kong Public Offering and the International Offering

collectively, Saint Investment (Mauritius), Broad Street,
Goldman Sachs (Beijing) and/or their respective shareholders
or partners, as the context indicates; Goldman Sachs is an
Independent Third Party

Beijing Goldman Sachs Investment Center (Limited
Partnership) (b @ BERKETLEREE)), a limited
partnership organized under the PRC laws on September 15,
2011, whose general partner is Broad Street (Beijing)
Investment Management Center (Limited Partnership) Atz
THHEREEM P OEREY)) and limited partner is
Broad Street (Beijing) 2011 Investment Center (Limited
Partnership) (At R T EHHELZTTSHET LA REE))

Greater Honour International Limited, a company
incorporated under BVI laws on January 3, 2014 and wholly
owned by Mr. JIANG Jinzhi (¥ #7:5), our Shareholder

Greenbelt Global Limited, a company incorporated under BVI
laws on December 6, 2013 and owned as to 99.4% by The
Baring Asia Private Equity Fund V, L.P.; Greenbelt Global is
an equity investor in our Group

the application form(s) to be completed by the HK eIPO
White Form Service Provider

Hong Kong dollars and cents, respectively, the lawful
currency of Hong Kong

the application for Hong Kong Public Offer Shares to be
issued in the applicant’s own name by submitting application
online through the designated website of HK eIPO White

Form at www.hkeipo.hk
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DEFINITIONS

“HK eIPO White Form Service
Provider”

“HKFRS”
“HKSCC”

“HKSCC Nominees”

“Hong Kong” or “HK”

“Hong Kong Public Offer Shares”

s

“Hong Kong Public Offering’

“Hong Kong Share Registrar”

“Hong Kong Underwriter(s)”

“Hong Kong Underwriting
Agreement”

“Horizon King”

“IFRS”

the HK eIPO White Form service provider designated by
our Company, as specified on the designated website of the
HK eIPO White Form at www.hkeipo.hk

Hong Kong Financial Reporting Standards
Hong Kong Securities Clearing Company Limited

HKSCC Nominees Limited, a wholly-owned subsidiary of
HKSCC

the Hong Kong Special Administrative Region of the PRC

the Shares offered for subscription pursuant to the Hong Kong
Public Offering (subject to adjustment as described in
“Structure and Conditions of the Global Offering”)

the offer by our Company of the Hong Kong Public Offer
Shares for subscription by the public in Hong Kong as
described in “Structure and Conditions of the Global
Offering” at the Offer Price (plus brokerage of 1%, SFC
transaction levy of 0.003% and Stock Exchange trading fee of
0.005% of the Offer Price) and on and subject to the terms and
conditions stated herein and in the Application Forms relating
thereto

Tricor Investor Services Limited, the Hong Kong share
registrar of our Company

the underwriter(s) of the Hong Kong Public Offering named
in “Underwriting — Hong Kong Underwriters” of this
prospectus

the conditional Hong Kong underwriting agreement dated
June 27, 2014 relating to the Hong Kong Public Offering
entered into by, among others, our Company, the Joint Global
Coordinators and the Hong Kong Underwriters

Horizon King Investments Limited, a company limited by
shares established under the Hong Kong laws on November
26, 2013 and wholly owned by Elite Noble; Horizon King
became an indirectly wholly-owned subsidiary of our
Company as a result of the Reorganization

International Financial Reporting Standards
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DEFINITIONS

“IMU-Shengmu Dairy”

“Independent Third Party(ies)”

“Initial Controlling Shareholders”

“Inner Mongolia”

“International Offer Shares”

“International Offering”

“International Underwriters”

“International Underwriting
Agreement”

Inner Mongolia IMU-Shengmu High-tech Dairy Co., Ltd. (Al
S NRKEKREEZEARARAFA), a company with limited
liability established under the laws of the PRC on July 5,
2011, owned as to 70% by Shengmu Holding and as to 30% by
Independent Third Parties

an entity or person who is not a connected person within the
meaning ascribed under the Listing Rules

Mr. YAO Tongshan (k[ 111), Mr. WANG Fuzhu (F4&4E), Ms.
SHI Jianhong (&%), Mr. WANG Zhenxi (E#&E), Ms.
YANG Yaping (#8i3), Ms. YANG Yali (#55F]) (sister of
Ms. YANG Yaping (#83#)), Mr. LU Shunyi (EJEZE), Ms.
GUO Yunfeng ($¢#J8), Mr. YUN Jindong (E&H), Ms.
GAO Lingfeng (/= % JBl), Mr. ZHANG Junke (3% %}) and Mr.
WANG Zhen (F ) (formerly known as WANG Yanjin (I e
50))

the Inner Mongolia Autonomous Region of the PRC

the 400,320,000 new Shares initially being offered by our
Company for subscription at the Offer Price under the
International Offering (subject to adjustment as described in
“Structure and Conditions of the Global Offering”) together
with (unless the context otherwise requires) any Shares issued
pursuant to any exercise of the Over-allotment Option

the conditional placing by the International Underwriters of
the International Offer Shares outside the United States
(including to professional, institutional and corporate
investors and excluding retail investors in Hong Kong) in
reliance on Regulation S and to QIBs in the United States for
cash at the Offer Price plus brokerage of 1%, SFC transaction
levy of 0.003% and Stock Exchange trading fee of 0.005% of
the Offer Price, details of which are described in the section
headed “Structure and Conditions of the Global Offering” on
and subject to the terms and conditions stated herein and in
the International Underwriting Agreement

the group of wunderwriters led by the Joint Global
Coordinators, who are expected to enter into the International
Underwriting Agreement

the conditional placing and purchase agreement relating to the
International Offering and expected to be entered into by,
among others, the Company and the Joint Global Coordinators
on behalf of the International Underwriters on or about the
Price Determination Date
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DEFINITIONS

“Jinqiao Investment”

“Joint Bookrunners” and
“Joint Lead Managers”

“Joint Global Coordinators” and
“Joint Sponsors”

“Latest Practicable Date”

“Listing”

“Listing Date”

“Listing Rules”

“Long-term Strategic Cooperation
Agreement”

“King Capital”

“Memorandum of Association” or
“Memorandum”

Inner Mongolia Jinqiao Investment Fund Management Center
(Limited Partnership) (N G HI ER G R GE P LA
FRA5 %)), a limited partnership organized under the PRC laws
on August 17, 2010, and an Independent Third Party

BOCI Asia Limited, Goldman Sachs (Asia) L.L.C., ABCI
Capital Limited (in the capacity as a Joint Bookrunner only),
ABCI Securities Company Limited (in the capacity as a Joint
Lead Manager only), BOCOM International Securities
Limited and China International Capital Corporation Hong
Kong Securities Limited

BOCI Asia Limited and Goldman Sachs (Asia) L.L.C.

June 23, 2014, being the latest practicable date prior to the
publication of this prospectus for the purpose of ascertaining
certain information contained in this prospectus

listing of the Shares on the Main Board of the Stock Exchange

the date expected to be on or about July 15, 2014 on which the
Shares are listed and from which dealings therein are
permitted to take place on the Stock Exchange

the Rules Governing the Listing of Securities on The Stock
Exchange (as amended from time to time)

the long-term strategic cooperation agreement dated March
26, 2014 entered into between Shengmu Holding and
Shengmu Forage, which was subsequently supplemented by a
supplementary long-term strategic cooperation agreement
dated June 25, 2014, the details of which are set out in the
section headed “Business — Suppliers and Procurement —
Organic Feed — Shengmu Forage”

King Capital Holdings Limited, a company incorporated
under BVI laws on August 18, 2003 and wholly owned by Mr.
HAN Jingyuan (##{%), a private investor and an
Independent Third Party; King Capital is an equity investor in
our Group

the amended and restated memorandum of our Company, as
adopted on June 18, 2014, a summary of certain provisions of
which is set out in Appendix III to this prospectus, and as
amended from time to time
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DEFINITIONS

“Mengniu Dairy”

“Mengniu Group”

“Mengniu Investment”

“Milk Supply Framework

2

Agreement

“MOFCOM”

“NDRC”

“Offer Price”

“Offer Shares”

China Mengniu Dairy Company Limited, a company
incorporated under Cayman laws on February 16, 2004,
whose shares are listed and traded on the Stock Exchange
(stock code: 2319); Mengniu Dairy transferred its investment
in our Group to Start Great in a share-swap transaction during
the Reorganization

Mengniu Dairy and/or its subsidiaries, as the context
indicates; Mengniu Group is an Independent Third Party

China Mengniu Investment Company Limited (*'[5 5 4 &
A B/ F]), a company incorporated under the Hong Kong
laws on April 16, 2011 and wholly owned by Fortune Globe;
Mengniu Investment became an indirectly wholly-owned
subsidiary of our Company as a result of the Reorganization

the milk supply framework agreement dated June 25, 2014,
entered into among Shengmu Pangu, Shengmu Xiwang and
Shengmu Holding, in relation to the purchase of organic raw
milk by our Group (excluding Shengmu Pangu and Shengmu
Xiwang) from Shengmu Pangu and Shengmu Xiwang for a
three-year term from January 1, 2014 to December 31, 2016,
the details of which are set out in the section headed
“Continuing Connected Transactions — Non-Exempt
Continuing Connected Transactions — Continuing Connected
Transactions with Shengmu Pangu and Shengmu Xiwang —
Purchase of Organic Raw Milk”

the Ministry of Commerce of the PRC (H & A [ 3 1[5 psi %5
i)

the National Development and Reform Commission of the

PRC (FF 2 N RSN B B 5 55 A0 ol o & B )

the final Hong Kong dollar price per Offer Share (before
brokerage of 1%, SFC transaction levy of 0.003% and Stock
Exchange trading fee of 0.005%) at which Shares are to be
subscribed or purchased pursuant to the Global Offering,
which will be not more than HK$2.95 and is expected to be
not less than HK$2.39, to be determined as described in the
section headed “Structure and Conditions of the Global
Offering — Pricing of the Global Offering”

the Hong Kong Public Offer Shares and the International
Offer Shares
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DEFINITIONS

>

“Over-allotment Option’

“Over-allotment Shares”

“Pangu Group”

“PBOC”

“Pre-IPO Share Option(s)”

“Pre-IPO Share Option Scheme”

“Price Determination Date”

“QIBS”

“Regulation S”

“related parties”

the option to be granted by our Company to the International
Underwriters under the International Underwriting Agreement
pursuant to which our Company may be required by the Joint
Global Coordinators (on behalf of the International
Underwriters), to allot and issue up to 66,720,000 additional
new Shares, representing 15% of the Offer Shares initially
available under the Global Offering, at the Offer Price to,
among other things, cover over-allocations in the
International Offering, if any

up to 66,720,000 Shares which the Company may be required
to issue at the Offer Price pursuant to the Over-allotment
Option

Inner Mongolia Pangu Group Co., Ltd. (A5 8%l 42 8] A R
F{E/2F]), a company with limited liability established under
the laws of the PRC on June 25, 2001, and held as to 33.3%
by Ms. QIN Yuan (Z ), wife of Mr. WU Jianye (B ¥), as
to 33.3% by Mr. QIN Guoging (% [ ), father-in-law of Mr.
WU Jianye, and as to 33.3% by Inner Mongolia Yuangu
Biotechnology Co., Ltd. (AZE & d AW LA R A,
respectively, and a connected person of our Group

the People’s Bank of China (H'[# A [X#R4T), the central bank
of the PRC

Options granted pursuant to the Pre-IPO Share Option
Scheme

the Pre-IPO Share Option Scheme adopted by the Company
with effect from April 30, 2014, the principal terms of which
are summarized in “Appendix IV — Statutory and General
Information — D. Pre-IPO Share Option Scheme”

the date, expected to be on or about July 7, 2014 (Hong Kong
time), when the Offer Price is determined and, in any event,
no later than July 11, 2014

qualified institutional buyers within the meaning of Rule
144A

Regulation S under the U.S. Securities Act

has the meaning as set out in the paragraph headed “Related
parties” under note 2.4 to the accountants’ report set out in
Appendix I to this prospectus
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DEFINITIONS

“Reorganization”

“RMB” or “Renminbi”
“Rule 144A”

“SAFE”

“Saint Investment”

“Saint Investment (Cayman)”

99

“Saint Investment (Mauritius)

“SAT”

“Sequoia”

“Sequoia Capital”

“SFC”

“SFO”

the reorganization of our Group in anticipation of the Listing,
the details of which are set out in the section headed “History,
Reorganization and Group Structure” in this prospectus

the lawful currency of the PRC
Rule 144A under the U.S. Securities Act

the State Administration for Foreign Exchange of the PRC ('
e\ 3 B 4 A )

Saint Investment HK Limited, a company incorporated under
the Hong Kong laws on December 17, 2013 and wholly owned
by Saint Investment (Cayman); Saint Investment became an
indirectly wholly-owned subsidiary of our Company as a
result of the Reorganization

Saint Investment (Cayman) Limited, a company incorporated
under Cayman laws on December 16, 2013, which became a
wholly-owned subsidiary of our Company as a result of the
Reorganization

Saint Investment Holdings, a GBL1 (Global Business License
Category 1) entity registered in Mauritius. Saint Investment
(Mauritius)’s capital derives from funds and monies managed
and/or controlled by subsidiaries of The Goldman Sachs
Group, Inc., an Independent Third Party

the State Administration of Taxation of the PRC (FF % A R It
0 12 R B 4R ) )

collectively, Sequoia Capital and/or its shareholders, as the
context indicates; Sequoia is an Independent Third Party

Sequoia Capital 2010 CGF Holdco, Ltd., a company
incorporated under Cayman laws on April 30, 2010 and owned
as to 85.53% by Sequoia Capital China Growth 2010 Fund,
L.P., as to 7.37% by Sequoia Capital China Growth 2010
Principals Fund, L.P. and as to 7.10% by Sequoia Capital
China Growth 2010 Partners Fund, L.P.; Sequoia Capital is an
equity investor in our Group

the Securities and Futures Commission of Hong Kong

the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong), as amended, supplemented or otherwise
modified from time to time

— 29



DEFINITIONS

“Shanghai Saihan”

“Share(s)”

“Shareholder(s)”

“Share Option Scheme”

“Shengmu Agriculture”

“Shengmu Beidou”

“Shengmu Dairy”

“Shengmu Farming”

Saihan (Shanghai) Industrial Co., Ltd. (BEF (L) HEA R
/3 ¥l), a company with limited liability established under the
laws of the PRC on September 24, 2012, which is owned as to
41.67% by Shengmu Dairy and as to 58.33% by Independent
Third Parties

ordinary share(s) of par value HK$0.00001 each in the issued
share capital of our Company

holder(s) of our Shares

the share option scheme conditionally adopted by our
Company on June 18, 2014, the principal terms of which are
summarized in “Appendix IV — Statutory and General
Information — E. Share Option Scheme”

Inner Mongolia Shengmu Agriculture Technology Co., Ltd.
(N BB BER A BRA R, a company with limited
liability established under the laws of the PRC on March 20,
2012 and an indirectly wholly-owned subsidiary of our
Company

Bayannur Shengmu Beidou Farming Co., Ltd. (E 2 5 #f i 22
WAL EBBRA ), a company with limited liability
established under the laws of the PRC on September 9, 2013,
owned as to 65% by Shengmu Holding and 35% by YANG Bin
(#%), who is the director of Shengmu Dairy and Shengmu
Agriculture, respectively

Inner Mongolia Shengmu High-tech Dairy Co., Ltd.
(NEHTEKEEEARAF), a company with limited
liability established under the laws of the PRC on July 29,
2011 and an indirectly wholly-owned subsidiary of our
Company

Bayannur Shengmu High-tech Farming Co., Ltd. (B2 Z % @ 1
HEHERBEEA /AR, a company with limited liability
established under the laws of the PRC on January 21, 2010
and an indirectly wholly-owned subsidiary of our Company



DEFINITIONS

“Shengmu Forage”

“Shengmu Hateng”

“Shengmu Holding”

“Shengmu Liuhe”

“Shengmu Pangu”

“Shengmu Qixing”

Bayannur Shengmu High-tech Ecological Forage Co., Ltd. (&2
EHWH R A REEARAF), a company with
limited liability established under the laws of the PRC on
April 28, 2010; accounted for as our associate, which is
owned as to 8.60% by Shengmu Holding, as to 33.82% by
certain of our Ultimate Controlling Shareholders and their
associates (including Mr. WU Jianye (X 3¥F) (as to 4.68%)
and Ms. GAO Lingfeng (= #2J8l) (as to 9.75%)), as to 2.96%
by CHEN Qingjun (BREEH.), a connected person, and as to
54.62% by Independent Third Parties; including its
subsidiary/(ies) from time to time to the extent applicable

Bayannur Shengmu Hateng Farming Co., Ltd. (&2 5 #if i 22
W A 2EABR/AF]), a company with limited liability
established under the laws of the PRC on April 16, 2013, and
owned as to 65% by Shengmu Holding and 35% by CHEN
Qingjun (BEEH), respectively

Inner Mongolia Shengmu High-tech Farming Co., Ltd. (N 5¢
wEM R R HEER R /A7), a company with limited liability
established under the laws of the PRC on October 18, 2009,
which became our indirect wholly-owned subsidiary as a
result of the Reorganization

Bayannur Shengmu Liuhe Farming Co., Ltd. (EZ % @8 17 22
WONFIH A BRAT]), a company with limited liability
established under the laws of the PRC on June 26, 2013 and
owned as to 65% by Shengmu Holding and 35% by LI
Yundong (Z##)), a member of our senior management,
respectively

Bayannur Shengmu Pangu Farming Co., Ltd. (&2 5 @7 i 22
MO WEA PR E T4 7)), a company with limited liability
established under the laws of the PRC on June 15, 2012 and
owned as to 55% by Shengmu Holding and 45% by Mr. WU
Jianye (R #¥), one of our Ultimate Controlling
Shareholders, respectively, and a connected person to our
Company

Bayannur Shengmu Qixing Farming Co., Ltd. (&2 5 #f i 22
WEEWEARAF), a company with limited liability
established under the laws of the PRC on November 28, 2013,
and owned as to 65% by Shengmu Holding and 35% by LI
Ruijun (F%i#), respectively
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DEFINITIONS

“Shengmu Sanli”

“Shengmu Shajin”

“Shengmu Taohai”

“Shengmu Weiye”

“Shengmu Wuxing”

“Shengmu Xinhe”

“Shengmu Xintai”

“Shengmu Xiwang”

Bayannur Shengmu Sanli Farming Co., Ltd. (E 2 I 7 17 2244
SHIHMEARAF), a company with limited liability
established under the laws of the PRC on April 2, 2014,
owned as to 65% by Shengmu Holding and 35% by REN
Junming (fE#& W), respectively

Bayannur Shengmu Shajin Farming Co., Ltd.
(B2 WA m R BB EA A A, a company with limited
liability established under the laws of the PRC on May 26,
2014 and owned as to 65% by Shengmu Holding and 35% by
HAO Kaiyun (5B#13E) respectively

Bayannur Shengmu Taohai Farming Co., Ltd. (E 2 577 i 22
WEIHHEARAT), a company with limited liability
established under the laws of the PRC on January 29, 2013
and owned as to 55% by Shengmu Holding and 45% by LI
Yonggiang (Z /K1), respectively

Bayannur Shengmu Weiye Farming Co., Ltd. (I Z {5 #f i 2
WiEEHREARAF), a company with limited liability
established under the laws of the PRC on March 31, 2014,
owned as to 65% by Shengmu Holding and 35% by HOU
Liubin (f% %K), respectively

Alxa Shengmu Wuxing Farming Co., Ltd. (P47 35 ¥ 22 4 7 &
WHEARATH]), a company with limited liability established
under the laws of the PRC on June 20, 2013 and owned as to
65% by Shengmu Holding and 35% by WANG Qiang (F i),
who is the director of Shengmu Wuxing, respectively

Bayannur Shengmu Xinhe Farming Co., Ltd. (&2 5 @ i 22
MO RBEABRA ), a company with limited liability
established under the laws of the PRC on June 7, 2013 and
owned as to 65% by Shengmu Holding and 35% by WANG
Lixin (VE3Z3#T), respectively

Otog Shengmu Xintai Farming Co., Ltd. (984G i 22 HUK %=
W ZEABR/AF]), a company with limited liability established
under the laws of the PRC on August 24, 2012, and owned as
to 55% by Shengmu Holding and 45% by WANG Jinliang
(E4& R), respectively

Bayannur Shengmu Xiwang Farming Co., Ltd. (& 2 5 #if 17 22
WA BHERREILAFA), a company with limited liability
established under the laws of the PRC on August 23, 2013 and
owned as to 65% by Shengmu Holding, 17.5% by WANG
Zhen (Ifeﬁ), one of our Ultimate Controlling Shareholders,
and 17.5% by SUN Xiyao (&5 ##), respectively

- 32 —



DEFINITIONS

“Shengmu Zhaofeng”

“Shengmu Zhenghe”

“Shining Investment”

“Stabilizing Manager”

“Start Great”

“State Council”

“Stock Exchange” or “Hong
Kong Stock Exchange”

“subsidiary”

“Tianjin Mengmu”

“Track Record Period”

“Ultimate Controlling
Shareholders”

Alxa Shengmu Zhaofeng Farming Co., Ltd. (P 735 % 22 MUK
WHZEAHR/AF), a company with limited liability
established under the laws of the PRC on May 5, 2014 and
owned as to 65% by Shengmu Holding and 35% by GUO
Yongfeng ($87K &), respectively

Bayannur Shengmu Zhenghe Farming Co., Ltd. (227 i1
HEHOEMBEAR /A A, a company with limited liability
established under the laws of the PRC on August 23, 2013 and
owned as to 65% by Shengmu Holding and 35% by CHANG
Zhiba (&), respectively

Shining Investment Industry Limited, a company incorporated
under the Hong Kong laws on January 20, 2014 and wholly
owned by our Company

Goldman Sachs (Asia) L.L.C.

Start Great Holdings Limited, a company incorporated under
BVI laws on February 5, 2014 and wholly owned by Mengniu
Dairy; Start Great became an equity investor in our Group as
a result of a share-swap transaction during the Reorganization

the State Council of the PRC (3 A R H A1 B B 75 e )

The Stock Exchange of Hong Kong Limited

has the meaning ascribed to it in the Listing Rules

Tianjin Mengmu Food Co., Ltd. (REZFHE M EA R A
Fl), a company with limited liability established under the
laws of the PRC on September 10, 2012, which is owned as to
30% by Shengmu Dairy and as to 70% by Independent Third
Parties

the period consisting of the three years ended December 31,
2013

Mr. YAO Tongshan (k[ 111), Mr. WANG Fuzhu ( F4#4E), Ms.
SHI Jianhong (&%), Mr. WANG Zhenxi (E#&E), Ms.
YANG Yaping (#57), Ms. YANG Yali (#555F]) (sister of
Ms. YANG Yaping (#853)), Mr. LU Shunyi (EE3%), Ms.
GUO Yunfeng (¥5#EJEl), Mr. YUN Jindong (E4& ), Ms.
GAO Lingfeng (% Bl), Mr. ZHANG Junke (iRf&Fl), Mr.
WANG Zhen (F#) (formerly known as WANG Yanjin (I e
3%)), Mr. CUI Ruicheng (# %) and Mr. WU Jianye (#ZE
)



DEFINITIONS

“Underwriters”

“Underwriting Agreements”

“United States” or “U.S.”
“U.S. Person”

“U.S. Securities Act”

“US$” or “U.S. dollars”

“Want Want”

“WHITE Application Form(s)”

“World Shining”

“YELLOW Application Form(s)”

“Yili Group”

“op”

the Hong Kong Underwriters and the International
Underwriters

the Hong Kong Underwriting Agreement and the International
Underwriting Agreement

the United States, as defined in Regulation S
has the meaning given to it in Regulation S

the United States Securities Act of 1933, as amended, and the
rules and regulations promulgated thereunder

United States dollars, the lawful currency of the United States

Want Want China Holdings Limited (7[5 I I 2 i A FR A 7)),
a company incorporated under Cayman laws on October 3,
2007, whose shares are listed and traded on the Stock
Exchange (stock code: 151), an Independent Third Party,
and/or any of its subsidiaries, as the context indicates

the application form(s) for use by the public who require such
Hong Kong Public Offer Shares to be issued in the applicants’
own names

World Shining Investment Limited, a company incorporated
under BVI laws on December 11, 2013 and owned as to
87.44% by 14 persons acting in concert as our Ultimate
Controlling Shareholders and as to 12.56% by seven other
individual shareholders

the application form(s) for use by the public who require such
Hong Kong Public Offer Shares to be deposited directly in
CCASS

Inner Mongolia Yili Industrial Group Company Limited
(NS R 2L L B A FR/A Fl), a company established
under the PRC laws on June 14, 1993, whose shares are listed
and traded on the Shanghai Stock Exchange (stock code:
600887), an Independent Third Party, and/or any of its
subsidiaries, as the context indicates

per cent.
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Unless otherwise specified, statements contained in this prospectus assume no exercise of the

Over-Allotment Option.

All times refer to Hong Kong time.

If there is any inconsistency between the Chinese name of the PRC laws and regulations or PRC

entities mentioned in this prospectus and their English translation, the Chinese version shall prevail.

Unless otherwise specified, amounts denominated in RMB and US$ have been converted into
Hong Kong dollars in this prospectus for the purpose of illustration only and at the respective rates

set forth below:

RMBO0.79 : HKS$I
US$1 : HK$7.76

No representation is made that any amounts in RMB, US$ or HK$ can be or could have been

converted on the relevant dates at the above rates or at any other rate or at all.

Unless otherwise specified, references to years in this prospectus are to calendar years.

Translated English names of Chinese natural persons, legal persons, governmental authorities,
institutions or other entities for which no official English translation exist are unofficial translations

for identification purposes only.



GLOSSARY

usage.

This glossary contains certain technical terms used in this prospectus in connection with our
Company. Such terms and their meanings may not correspond to standard industry definitions or

“aerobic plate count”

“alfalfa”

“average annual milk yield”

“brucellosis”

“bull”
“CAGR”
“calf” or “calves”

“COFCC”

“concentrated feed”

“dairy cows”

“DHA”

“dry cow(s)”

the count of microbes and bacteria in raw milk, an important
safety indicator of raw milk

a perennial flowering plant cultivated as an important forage
crop in many countries around the world

The annual milk production volume divided by monthly
average number of cows that are producing milk

brucellosis in cattle is a highly contagious disease that is
spread by infected material at time of calving or abortion
which can result in infertility, morbidity and reduced milk
yield

a male bovine animal
compound annual growth rate
a young female cow up to six months of age from birth

China Organic Food Certification Center (" 4k # & A # & 5
R HLr), an  organic certification and management
organization based in the PRC, which is the first organic food
certification organization approved by Certification and
Accreditation Administration of the PRC (" [2 Bl 5K 58 w5 5d v
EEEHERY)

feed for dairy cows that are made by blending various crops,
including corn, soybean meals and cottonseed meals

calves, heifers and milkable cows

docosah exaenoic acid which is a primary structural
component of brain tissue. Research 1is increasingly
recognizing the possibility that it has a crucial influence on
neurotransmitters in the brain, helping brain cells better
communicate with each other. It is actively promoted by the
manufacturers of infant formula products as a food additive

milkable cow(s) that are in the dry period of a lactation cycle,
during which they do not produce any raw milk



GLOSSARY

“ECOCERT S.A.”

6‘E U 9
“forage”

“free stall”

“fructose”

“GDP”

“heifer(s)”

“Holsteins”

“husbandry”

“liquid milk”

“mastitis”

“milkable cow(s)”

“silage”

an organic certification organization based in Europe, which
primarily certifies food and food products; ECOCERT S.A.
conducts inspections in many countries outside of Europe,
making it one of the largest organic certification
organizations in the world

the European Union
plant material eaten by grazing livestock

a type of facility to house dairy cows that provides the
animals with a clean, dry, comfortable resting area and easy
access to food and water. In free-stall farms, cows are not
restrained and are free to enter, lie down, rise and leave the
barn as they desire

a simple sugar that occurs naturally in foods. It gives fruits
their sweet taste

gross domestic product

a female cow older than six months that has not given birth to
a calf or bull

a breed of dairy cows having high milk yield

the management and practice of farming, breeding and raising
livestock with the application of scientific principles,
especially to animal breeding

drinking milk, including white milk, flavored milk drinks and
yogurt

inflammation of the mammary gland that, when infected, can
significantly reduce milk production and, in some
circumstances, fertility, as well as delay the onset of heat
cycles in cattle

female bovine animal(s) that have given birth to a calf,
including dry cows and cows that are producing milk

an area unit used in China, equals to approximately 667
square meters

succulent, moist feed made by storing a green crop in a silo;
the crop most used for silage is corn; others are sorghum,
sunflowers, legumes, and grass; corn silage is old corn that
has been fermented; it is used to feed livestock or to make
biofuel
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“somatic cell count” an indicator of the quality of milk
“tonne” metric ton, representing 1,000 kilograms
“UHT” ultra high temperature



FORWARD-LOOKING STATEMENTS

We have included in this prospectus forward-looking statements. Statements that are not
historical facts, including statements about our intentions, beliefs, expectations or predictions for

the future, are forward-looking statements.

This prospectus contains forward-looking statements that are, by their nature, subject to
significant risks and uncertainties, including the risk factors described in this prospectus.
Forward-looking statements can be identified by words such as “may,” “will,” “should,” “would,”

ELINNTS 9 LR T

anticipate,” “intend,” “plan,

9 9

“could,” “believe,” “expect, continue,” “seek,” “estimate” or the
negative of these terms or other similar terms. Examples of forward-looking statements include, but
are not limited to, statements we make regarding our projections, business strategy and development
activities as well as other capital spending, financing sources, the effects of regulation, expectations
concerning future operations, margins, profitability and competition. The foregoing is not an exclusive

list of all forward-looking statements we make.

Forward-looking statements are based on our current expectations and assumptions regarding our
business, the economy and other future conditions. We give no assurance that these expectations and
assumptions will prove to have been correct. Because forward-looking statements relate to the future,
they are subject to inherent uncertainties, risks and changes in circumstances that are difficult to
predict. Our results may differ materially from those contemplated by the forward-looking statements.
They are neither statements of historical fact nor guarantees or assurances of future performance. We
caution you therefore against placing undue reliance on any of these forward-looking statements.
Important factors that could cause actual results to differ materially from those in the forward-looking
statements include regional, national or global political economic, business, competitive, market and
regulatory conditions and the following:

° our business prospects;

° future developments, trends and conditions in the industry and markets in which we
operate;
o our business strategies and plans to achieve these strategies;

° uncertainties relating to our ability to expand our organic dairy farms and distribution
network;

° changes to the regulatory environment and general outlook in the industry and markets in
which we operate;

° uncertainties relating to our ability to comply with all relevant environmental, health and
safety laws and regulations;

° changes in our planned use of proceeds;

° uncertainties relating to our future prospects, business development, results of operations
and financial condition;



FORWARD-LOOKING STATEMENTS

° changes in our future capital needs and capital expenditure plans;
o the actions and developments of our competitors; and
° fluctuations in general economic and business conditions in China.

Any forward-looking statement made by us in this prospectus speaks only as of the date on which
it is made. Factors or events that could cause our actual results to differ may emerge from time to time,
and it is not possible for us to predict all of them. Subject to the requirements of applicable laws, rules
and regulations, we undertake no obligation to update any forward-looking statement, whether as a
result of new information, future developments or otherwise. All forward-looking statements

contained in this prospectus are qualified by reference to this cautionary statement.
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RISK FACTORS

You should carefully read and consider all of the risks and uncertainties described below
before deciding to make any investment in our Shares. Qur business, financial condition and results
of operations could be materially and adversely affected by any of these risks and uncertainties.
The trading price of our Shares could decline due to any of these risks and uncertainties. As a result

you may lose part or all of your investment.

Our business and operations involve certain risks and uncertainties, many of which are beyond
our control. These risks can be broadly categorized as (i) risks relating to our business; (ii) risks
relating to the PRC dairy industry; (iii) risks relating to conducting business in the PRC; and (iv) risks
relating to the Global Offering.

RISKS RELATING TO OUR BUSINESS

We have a limited operating history, which may make it difficult for evaluating the viability and
sustainability of our business and growth.

We began operations in 2010 as a raw milk producer, and expanded to offering liquid milk
products made from our organic raw milk in June 2012. Accordingly, we have a limited operating
history for evaluating the viability and sustainability of our business and growth. Certain risks
associated with companies with relatively short operating histories include, among others, the ability
to effectively manage a rapidly growing business, diversify revenue sources, respond effectively to
regulatory changes and raise sufficient capital for the expansion and ongoing business operations.

We intend to expand into additional geographic markets in China not currently covered by our
distribution network. We also intend to broaden our liquid milk product portfolio by adding yogurt
products in the third quarter of 2014 and milk beverages products by 2016. As we expand our business
to new regions or with new product lines, we may encounter regulatory, personnel, technological and
other difficulties that may increase our expenses or delay or disrupt our plan to expand our operations
and our distribution network. In addition, our expansion into the downstream business of organic
liquid milk products during the Track Record Period has also changed our risk profile. The intensive
competition in the liquid milk products market may result in downward pricing pressure, thereby
negatively affecting our profitability. Our results of operations may also be more volatile due to the
rapidly changing market and industry conditions. There is also a substantial risk that any new markets,
to which we introduce our organic liquid milk products and/or new products, may not accept, or be
as receptive to, our products as our success depends on our ability to anticipate the tastes and dietary
habits of consumers and market our products in ways that would appeal to the consumers in these new
markets. This may affect our relationship with consumers and could have a material adverse effect on
our business.

We may be unable to adequately manage our future expansion of operations and growth or
achieve our growth plan within our desired timeframe or at all.

We grew rapidly during the Track Record Period. Our revenue totalled RMB389.4 million,
RMB700.8 million, and RMB1,143.7 million, respectively, in 2011, 2012 and 2013, representing a
CAGR of 71.4% over the three years. Our future growth depends on our ability to expand our
operations and place our products in different geographic markets in China. Our expansion plans are
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subject to business, industry, economic, and competitive contingencies and uncertainties, including
the occurrence of labor disputes, economic downturns and implementation of applicable laws and
regulations, any of which could result in a decline in our production efficiency, the sales volume of
our products and delay of the introduction of new products. In the occurrence of any events that could
have a material adverse effect on our business, we may not be able to continue our growth, expand
within our existing markets, enter into additional geographic markets, expand our feed resources,
expand our dairy farms, herd of dairy cows, processing facilities and production capacity of current
products, or introduce new product lines.

Furthermore, expanding our dairy farms and processing facilities requires construction lead time
and significant investment. Our managerial, operational and financial resources may be strained in the
execution of our plans for expansion. We may need to integrate additional operations for the
manufacturing of different product lines, and our management may also find it challenging to procure
and allocate sufficient resources to support our expansion, including raw materials, adequate
production, warehousing and transportation infrastructure, and increased distribution and marketing
channels, for which we may need to obtain third-party financing. In addition, expanding our farming
and processing capacities may also require the corresponding expansion of our distribution network.
We cannot assure you that our personnel, systems, procedures and control measures will be adequate
to support our future growth, or that we will be able to find adequate third-party financing in a timely
manner and on acceptable terms, or at all. As a result, we may not be able to successfully expand our
production capacity and implement our expansion plans in an effective manner within our desired
timeframe, or at all. Delays in the growth of our operations could result in loss of revenue, increase
in financing costs, restrain on working capital or failure to meet profit and earnings projections, any
of which could adversely affect our cash flow, business and results of operations.

We rely on a major customer for the sale of our raw milk, which may adversely affect our
operating results if it terminates its relationship with us or reduces its purchases.

Since we began our operations, a substantial portion of our raw milk produced have been sold
to Mengniu Group, which accounted for an aggregate of 87.4%, 94.6% and 58.3% of our total revenue
in 2011, 2012 and 2013, respectively. We also sold raw milk to Mengniu Group through two
individuals in 2011, which accounted for 12.0% of our total revenue for the same period. We expect
that sales to Mengniu Group will continue to represent a significant portion of our sales of raw milk
in the foreseeable future. We entered into a framework cooperation agreement with Mengniu Group
in March 2010, pursuant to which Mengniu Group agreed to lease dairy-farming facilities and
equipment and dairy farms to us and purchase all of our raw milk outputs from the leased dairy farms
that meet its quality standards on a priority basis.

If for any reason Mengniu Group breaches its contractual obligations to purchase our raw milk,
we may be unable to find an alternative buyer for our raw milk within a reasonable period of time,
which could result in a significant decrease in our sales volume and could materially and adversely
affect our results of operations and financial condition. If Mengniu Group were to become unwilling
or unable to make payments, we may be unable to recover significant amounts of trade receivables and
our cash flows and financial position could be adversely affected. Therefore, we are indirectly subject
to operating risks of Mengniu Group to the extent that those risks could cause it to breach its
contractual obligations with us or discontinue purchasing our raw milk.
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Mengniu Group sells branded organic dairy products made from our raw milk and we sell organic
liquid milk products under our “Shengmu 4" brand, and therefore, it is also our competitor in the
liquid milk product markets. As we expand our liquid milk business, we expect competition with
Mengniu Group, as well as our other organic raw milk industrial customers, to intensify in terms of
both their organic liquid milk products and premium non-organic liquid milk products.

In addition, Mengniu Group is also an equity investor in our Group. Start Great, a subsidiary of
Mengniu Dairy, will beneficially own 4.25% of our Shares immediately upon completion of the Global
Offering, assuming that none of the Over-allotment Option and options that have been granted under
the Pre-IPO Share Option Scheme or may be granted under the Share Option Scheme has been
exercised. For details of its investment in our Group, see “History, Reorganization and Group
Structure — History and Development — Early Investors and Shareholders — Investment by Mengniu
Group.” Any material disposition by Mengniu Dairy of the Shares held by it may adversely affect its
relationship with us.

We do not have direct control over our associate, Shengmu Forage, our primary organic feed
supplier, and certain operating risks applicable to us also apply to Shengmu Forage.

We currently source our organic forages substantially from and are the exclusive customer of our
associate, Shengmu Forage. Pursuant to the Long-term Strategic Cooperation agreement between us
and Shengmu Forage, Shengmu Forage has undertaken to allow our supervision over its forage
growing operations under the relevant organic standards; however, we do not directly manage the
day-to-day operations of Shengmu Forage. Certain operating risks applicable to us also apply to
Shengmu Forage, and we may not be able to effectively respond to the occurrence of any operating
risks to Shengmu Forage by deploying our own management or financial resources. If Shengmu Forage
breaches the long-term exclusive supply arrangements with us due to the occurrence of any operating
risks or otherwise, we may be unable to find alternative third-party suppliers of organic feed other
than Shengmu Forage and obtain sufficient quantities of organic feed in a timely manner and on
acceptable terms, or at all, which in turn could have a material adverse effect on our business,
financial condition and results of operations.

We may encounter difficulty in sustaining the operations of our organic dairy farms and the
growing fields operated by Shengmu Forage if the water resources in the Ulan Buh desert were
depleted or otherwise became unsuitable for organic dairy farming.

Our organic dairy farms and the growing fields operated by our associate, Shengmu Forage, are
located in the Ulan Buh desert, Inner Mongolia. The Ulan Buh desert is the product of alluviation of
the upper reaches of the Yellow River, and the lateral seepage from the Yellow River provides the
water resources suitable for organic dairy farming. The water is naturally clean because it is purified
as it percolates through layers of rock, fine sand and gravel to form shallow underground water and
desert lakes. If the water resources in the Ulan Buh desert were depleted due to exploitation or
geological changes, or became unsuitable for organic dairy farming due to pollution from industrial
activities, we may not be able to find alternative water resources in the Ulan Buh desert in a timely
and cost-effective manner, or at all, which in turn may materially and adversely affect our business
operations and growth prospects.
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Our results of operations are subject to biological asset fair value adjustments, which can be
highly volatile and are subject to a number of assumptions.

Our historical results of operations, particularly our operating profit and profit of the year, have
been affected by biological asset fair value adjustments on our dairy cows. We expect that our results
of operations will continue to be affected by these biological asset fair value adjustments. For details
on the biological asset fair value adjustments, see “Financial Information — Factors Affecting Our

LRI

Results of Operations and Financial Condition — Change in fair value of biological assets,

99 <

Critical Accounting Policies and Estimates,” “— Principal Statements of Profit or Loss and Other
Comprehensive Income Components — Cost of Sales and Gross Margin” and “— Gain Arising from

Changes in Fair Value Less Costs to Sell of Biological Assets.”

The fair value of our biological assets at the end of each reporting period indicated above was
determined by independent professional valuers. In applying these valuation methods, the independent
professional valuers have relied on a number of assumptions. The assumptions used for determining
the fair value of our milkable cows as of each valuation date include:

° an average raw milk price of RMB3.88 per kilogram, RMB4.50 per kilogram and RMB5.00
per kilogram as of December 31, 2011, 2012 and 2013, respectively;

° feed costs for dairy farming of RMB2.22 per kilogram, RMB2.48 per kilogram and
RMB?2.49 per kilogram as of December 31, 2011, 2012 and 2013, respectively;

° culling rate for dairy cows of 20.5%, 20.0% and 20.5% as of December 31, 2011, 2012 and
2013, respectively;

° six lactation periods for dairy cows throughout the Track Record Period;

° milk yield per head per lactation period of six to eight tonnes, six to eight tonnes and seven
to nine tonnes as of December 31, 2011, 2012 and 2013, respectively; and

° discount rate for dairy farming of 15.34%, 14.00% and 14.50% as of December 31, 2011,
2012 and 2013, respectively.

The assumptions used for the fair value of our calves and heifers include:

° per head market price for 14 months old heifers of RMB16,195, RMB17,306 and
RMB18,315 as of December 31, 2011, 2012 and 2013, respectively.

The fair value of the biological assets could be affected by, among others, the accuracy of those
assumptions, as well as the quality of our herd and changes in the dairy industry. Therefore, the
resulting adjustments can be highly volatile. These assumptions may be more favorable than the actual
historical rates. In addition, while these assumptions as adopted in the valuation process have been in
line with the actual results, we cannot assure you that there will be no significant deviation in the
future. For details on the valuation and the application of various assumptions, see “Financial
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Information — Valuation of Biological Assets.” In particular, upward adjustments and gains so
recognized do not generate any cash inflow for our operations. As a result, when evaluating our results
of operations and profitability, you should consider our profits and margins without taking into
account the effects of these biological asset fair value adjustments.

Actual or perceived contamination in our products could result in reduced sales, product
liability, damage to our reputation, and subject us to liability claims and regulatory action.

Our results of operations and financial condition could be materially and adversely affected by
product contamination or our association with any contamination incidents. During the Track Record
Period, our products were not found to have contaminants or reported to be associated with any
contamination incidents, and we were not subject to any product liability claims. However, we cannot
assure you that contamination will not occur during the production or transportation of our products.
Furthermore, the mere publication of information alleging that our products contain or have contained
any contaminants, or adverse publicity about the quality of our products, could damage our reputation
and have a material adverse effect on us, regardless of whether such publication or publicity has any
factual basis.

As part of the raw milk sales process, when our raw milk is delivered to our customers, it
undergoes standard quality and safety inspections. If our raw milk is found to be contaminated during
the inspection process, we could be subject to sales returns or the delivery of our raw milk could be
rejected, which could reduce our sales and damage our relationships with our customers. Following
the delivery of our raw milk to our customers, our raw milk is used in our customers’ downstream
products. If those downstream products are contaminated, and if the contamination can ultimately be
traced back to our raw milk, we could be subject to product liability claims by our customers and end
consumers for damages, including without limitation, medical expenses, disability and wrongful
death. In addition, the contamination of our products may result in product recalls, serious damage to
our reputation and brand name and consumer confidence in our products as well as loss of revenues.

In addition to product liability claims, if our products are found to be contaminated, we may be
subject to regulatory action. If we are found to be in violation of the Food Safety Law of the PRC
(K N RALFIE & 5 %475 )), we could be subject to penalties, including monetary fines,
confiscation of equipment and/or the revocation of licenses needed to conduct our business, which
could materially and adversely affect our results of operations and financial condition.

Loss of or failure to obtain or renew certifications for organic dairy farming and liquid milk
processing and forage growing could materially and adversely affect our business.

We and Shengmu Forage have been granted certifications for organic dairy farming and liquid
milk processing and forage growing from ECOCERT S.A. under the E.U. standards and/or COFCC
under the PRC standards, as applicable, which permit us to use their labels on our liquid milk products
as an indication of organic quality. In addition, Shengmu Forage is currently undergoing conversion
periods under E.U. organic standards which is a pre-requisite for obtaining the relevant certification.
For further details, see “Business — Permits, Approval and Product Certificates.” We consider these
certifications critical to our core business. These certifications are renewed annually. During the
examination process for the application and renewal of these certifications, inspectors from
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ECOCERT S.A. and/or COFCC will audit our farming and production facilities and processes as well
as Shengmu Forage’s plantation operations to ensure strict compliance with the respective organic
standards, as applicable. We and Shengmu Forage may not be able to continue to pass such audits
without incurrence of material expenses to maintain or upgrade the organic practices and procedures,
or in a timely manner, or at all. If we or Shengmu Forage fails to obtain or renew such certifications
in a timely manner or at all, our ability to market our products may be adversely affected and our sales
volume may be reduced.

The outbreak of any major diseases in our dairy farms or Shengmu Forage’s growing fields could
materially and adversely affect our business.

Our business relies heavily on our dairy farming operations as well as the organic feed we source
from the growing fields operated by Shengmu Forage. Major outbreaks of illness or disease on any of
these premises could have a material adverse impact on our milk production capacity, quality and
volume. Although we carry insurance against losses related to cow disease, and we may also be
entitled to receive government compensation in the event of an outbreak of a disease eligible for such
government compensation, we cannot assure you that these will be sufficient to cover all of our losses
in the event of an outbreak. During the Track Record Period, we or Shengmu Forage did not
experience any major outbreak of disease at our dairy farms or Shengmu Forage’s growing fields.
However, we cannot assure you that such incidents will not occur in the future. Any major outbreak
of disease, such as foot and mouth disease as well as bovine tuberculosis (for our dairy cows), or any
other serious disease at our dairy farms or Shengmu Forage’s growing fields, may lead to disruption
of our operations or a significant decline in our milk production volume, which could materially and
adversely affect our results of operations and financial condition.

In addition, the dairy industry is highly sensitive to consumers’ perception of the safety and
quality of dairy products. Any major outbreak of illness or diseases among cows in China or other
safety concerns of the dairy products in China could lead to a significant loss of consumer confidence
in, and demand for, dairy products. Adverse publicity about such concerns, whether valid or not, may
discourage consumers from purchasing dairy products. Therefore, any outbreak among dairy cows in
China or elsewhere could negatively affect our business, results of operations and financial condition.

Increases in feed prices and disruptions of our feed supply could adversely affect our business
and results.

We source organic feed primarily from our associate, Shengmu Forage, for the production of
organic raw milk in our dairy farms located in Bayannur, Inner Mongolia, and non-organic feed from
third-party farmers and producers for the production of premium non-organic raw milk at our dairy
farms located in Hohhot, Inner Mongolia. For organic feed, we have entered into the Long-term
Strategic Cooperation Agreement with Shengmu Forage, pursuant to which Shengmu Forage has
undertaken to continue to supply organic feed exclusively to us. In addition, we have entered into
annual feed supply agreements with suppliers of non-organic feed. We did not experience any major
disruptions or feed shortages during the Track Record Period. We plan to continuously improve our
feed formulae for our dairy cows to receive better nutrition which will lead to an increase in our
average feed costs and may negatively affect our profit margins if the improved feed formulae fail,
or prove to be less effective than we expected, to increase our milk yield or enhance the nutrition
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contents of our raw milk and increase its sales price, and we are unable to pass such increased cost
onto our customers. Our feed costs accounted for 78.4%, 76.3% and 78.4% of the cost of sales of our
dairy farming business, in 2011, 2012 and 2013, respectively. We may be unable to find alternative
third-party suppliers of organic feed other than Shengmu Forage and obtain sufficient quantities of
organic feed on acceptable terms or at all in the future. We also may not be able to find substitute
suppliers of non-organic feed in a timely manner and on acceptable terms, or at all. Any inability to
procure sufficient quantities of feed or to pass on increased costs to our customers could have a
material adverse effect on our business, results of operations and financial condition.

Disruption of operations at our dairy farms and production facilities or Shengmu Forage’s
growing fields could materially and adversely affect our business.

Our ability to efficiently produce dairy products is critical to our success. In particular, we rely
entirely on our centralized production facilities operated by Shengmu Dairy for the production of
liquid milk products, and in turn the production of our liquid milk products relies heavily on the
outsourced feed and our dairy farming operations. Our ability to procure and process feed, manage our
dairy farms, produce raw milk, process and deliver raw milk and produce and deliver organic liquid
milk products to our customers are critical to our business. Damage or disruption to our dairy farms
and production facilities or Shengmu Forage’s growing fields can result from the following factors,
among others:

° utility supply disruptions, terrorism, strikes or other force majeure events;

° forced closing or suspension of our dairy farms or production facilities or Shengmu
Forage’s growing fields;

° inclement weather conditions;

° major disease outbreaks at our dairy farms or Shengmu Forage’s growing fields;

° pollution of underground water resources;

° failure to comply with applicable regulations and quality assurance guidelines;

° interruption of the information technology systems that facilitate the management of our
dairy farms and production facilities or Shengmu Forage’s growing fields;

° accidents in the production facilities, including major equipment failures or fires, which
may result in suspension of operations, property damage, severe personal injuries or even
fatalities; and

° other production or distribution problems, including limitations to production capacity due
to regulatory requirements, changes in the types of products produced or physical
limitations that could impact continuous supply.
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We or Shengmu Forage did not experience any material disruptions to our dairy farms and
production facilities or Shengmu Forage’s growing fields during the Track Record Period. However,
we cannot assure you that the events and factors mentioned above will not occur and result in a
material disruption to the operations at our dairy farms and production facilities or Shengmu Forage’s
growing fields in the future. If we fail to or Shengmu Forage fails to take adequate steps to mitigate
the likelihood or potential impact of such events or factors, or to effectively respond to such events
or factors if they occur or materialize, our business, results of operations and financial condition could
be materially and adversely affected.

Failure to implement our contingency plans and source organic feed sufficient to meet our needs
of forage supply for our organic dairy farming business on a timely basis could adversely affect
our results of operations, financial position and prospects.

We source organic feed primarily from our associate, Shengmu Forage, for our organic dairy
farming business. We did not experience any major disruptions of or shortages in the supply of organic
feed during the Track Record Period. If, however, we are required to seek alternative sources of
organic forages for any reason, we have contingency plans in place to satisfy our needs of organic
dairy farming including developing our own forage business as well as other back-up supply plans.
See “Relationship with Controlling Shareholders — Independence from the Companies Controlled by
Our Controlling Shareholders — Operational Independence” for further details. Our contingency plans
may not succeed or prove to be as effective as we anticipated. For example, we may fail on a timely
and cost-effective basis to produce organic forages from our own organic growing fields sufficient to
meet the needs of forage supply for our organic dairy farming operation, to identify sufficient
immediate alternative source of organic feed supply at a reasonable cost or at all , or to locate other
suitable sites for growing organic forages outside the Ulan Buh desert, which may become unsuitable,
in part or in whole, for organic plantation due to pollution, mass contamination, natural disasters or
any other reason. If our contingency plans fail or prove to be less effective than we anticipated and
we are unable to source organic feed sufficient to meet the needs of forage supply of our organic dairy
farming business in a timely and cost-effective manner, we may be forced to reduce or even
temporarily cease the production of organic raw milk and liquid milk products and sell the raw milk
produced by our organic dairy farms during such temporary cessation period as premium non-organic
raw milk that has a relatively lower price, which may in turn adversely affect our results of operations,
financial position and prospects.

We may face demand decline due to changes in consumer preferences, which may materially and
adversely affect our operating results.

Our success depends on our ability to anticipate, identify, interpret and respond to the evolving
tastes, dietary and nutritional needs of consumers and offer products that appeal to them. Sales of our
products could be affected by nutritional and health-related concerns, such as fat, cholesterol, calorie,
sodium, lactose, fructose, bacteria and other ingredients contained in our products. Consumer trends
in the dairy industry change from time to time and our failure to anticipate, identify, interpret and
respond to these changes, or our failure to generate consumer acceptance or recognition of our new
products, could lead to, among others, reduced demand for and/or price reductions of our products,
which in turn could materially and adversely affect our business, financial condition and results of
operations.
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Even if we do correctly anticipate, identify, interpret and respond to these changes by offering
new products, we cannot assure you that we will be able to successfully compete in these new product
lines, that demand for these new products will grow to the extent that we expect, or that these new
product lines and products will provide the returns that we expect. If we are unable to respond to rapid
changes in consumer preferences in a timely manner, or at all, or if our competitors are able to address
these concerns more effectively or efficiently, our business, financial condition and results of

operations could be materially and adversely affected.

As the dairy industry is highly competitive, we might lose our market share or may not be able

to maintain our pricing.

The dairy industry is highly competitive, especially the markets for liquid milk products, which
are experiencing rapid development and increasing competition. Set forth below are certain aspects of

such development and competition.

° Brand recognition. We compete with large multinational companies as well as regional and
local companies in each of the regions in which we operate. In most product categories, we
compete not only with other widely advertised branded products, but also with private
labels, stores and economy brand products that are generally sold at lower prices. Many of
our competitors have been in this business longer than we have, may have substantially
greater financial and other resources than we have, and/or may have been better established

with more solid brand recognition in the business than we have.

° Certifications. We and Shengmu Forage have been granted certifications for organic dairy
farming and processing and forage growing from ECOCERT S.A. under the E.U. standards
and/or COFCC under the PRC standards, as applicable. In response to the growing public
awareness of food safety and natural health, an increasing number of other dairy or dairy
farming companies are expected to seek to obtain organic certifications, which will
strengthen the competition in the organic dairy industry.

° Aggressive marketing. Some of our competitors may use greater amounts of incentive and
subsidies for distributors and retailers. In addition, our competitors’ significant increase in
their advertising expenditures and promotional activities might induce us to engage in
irrational or predatory price reductions, which could dilute our margins and materially and

adversely affect our business, financial condition and results of operations.

° Industry consolidation. Consolidation among industry participants in China may result in
stronger domestic competitors that are more capable of competing as end-to-end suppliers

as well as competitors who are more specialized in particular areas and geographic markets.

If we are unable to effectively compete, we could lose market share and our pricing may suffer,
which would have a material and adverse effect on our business, results of operations, financial

condition and prospects.
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The quality of our milk and our milk yield are affected by a number of factors, some of which
are beyond our control. If the quality of our milk or our milk yield declines, our sales, reputation
and prospects may be adversely affected.

The quality of our milk and our average annual milk yield are affected by a number of factors
that are beyond our control, including without limitation, the following:

° climatic factors, with dairy cows generally producing more milk in temperate weather as
opposed to cold or hot weather, meaning that extended unseasonally cold or hot weather
could potentially lead to lower-than-expected raw milk production. For example, milk yield
and quality are typically lower in summer months due to higher temperature;

° feed supply factors, with the volume and quality of milk produced by dairy cows being
linked closely to the nutritional quality of the feed consumed; and

° outbreaks of diseases among our dairy cows.

Adverse developments in any of the above factors or other factors that could influence milk
production could result in a decline in the production volume or quality of our raw milk and liquid
milk products, and our sales, reputation and prospects could suffer as a result.

We rely on a limited number of product types. Our growth and operating results may be
adversely affected if the demand for our products declines.

We produce and sell raw milk, including organic and premium non-organic types, as well as a
limited number of liquid milk products made from our organic raw milk under our “Shengmu 4>
brand. A substantial portion of our revenue during the Track Record Period was derived from the sales
of raw milk, which accounted for 100.0%, 95.2% and 73.5% of our revenue in 2011, 2012 and 2013,
respectively. We began sales of liquid milk products made from our organic raw milk under “Shengmu
2% brand in June 2012. The primary source of our revenue has been, and we anticipate in the near
future will continue to be, raw milk, and to an increasing extent, liquid milk products, which use our
organic raw milk as the base ingredient. Our sales volume is highly dependent on and sensitive to
fluctuations in the production volume of demand for and pricing of our raw milk and liquid milk
products. If for any reason the production volume, quality or selling prices of our products decline,
our results of operations would be materially and adversely affected.

Adverse publicity regarding our products, erosion of the reputation of our brand name or failure
to protect our trademarks from counterfeiting or imitation could adversely impact our sales and
results of operations.

Our business is highly sensitive to consumers’ perception of the safety and quality of our dairy
products. The brand name and trademarks under which our products are marketed and sold are crucial
to our business. Any actual or perceived contamination, spoilage or other adulteration, product
misbranding or tampering, or any publicity or news making accusations of the occurrence of any of
these incidents may lead to the loss of consumer’s confidence in our products and/or the erosion of
our brand name, regardless of its merits. Adverse publicity and news about the safety and quality of
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domestically produced dairy products, and counterfeiting and imitation of well-known dairy products
are widespread practices in China. Although we have not experienced counterfeiting or imitation of
our products or trademarks in the past, we cannot assure you that this will not occur in the future. Our
failure to detect counterfeiting and imitation of our products and trademarks and to mitigate the
adverse impact from such activities could result in a decrease in our sales volume or market share as
well as an increase in our administrative costs in respects of detection and protective measures. In
addition, some of our distributors operate under our brand. If these distributors fail to comply with the
law or our company policy, our reputation may be adversely affected.

Furthermore, we cannot assure you that the use of our brand name and trademarks will not
infringe upon the intellectual property rights of any third party or otherwise violate any applicable
laws. Any liability claim in relation to our use of such brand name or trademarks made or threatened
to be made against us in the future, regardless of its merits, could result in costly litigation and strain
on our administrative and financial resources as well as diversion of our management attention. If we
fail to effectively protect our brand name and trademarks, our reputation could be damaged, which in
turn could have a material adverse effect on our business, financial condition and results of operations.

Any adverse publicity making accusations or casting doubts on the quality of our products, the
authenticity of the organic nature of our products or the PRC dairy industry in general, or any negative
consumer perception thereof could damage consumer’s confidence in our products and accordingly
result in a substantial drop in the demand for our products. For example, there has been some press
on the internet claiming that our dairy farming activities did not meet the relevant organic standards.
Despite that ECOCERT S.A. and the COFCC, having conducted onsite verification of our organic
dairy farms after the release of such news, have not discovered any matter that would affect the
certifications of our organic dairy farms and products, the reputation of our products and our brand
among consumers may be adversely affected. We cannot assure you that there will not be other
negative publicity in the future concerning our products and/or brands, which may have a material
adverse effect on our business, financial conditions and results of operations.

Our insurance coverage and government compensation may not be sufficient to cover all of our
potential losses.

We have obtained insurance policies for all of our eligible dairy cows and heifers against losses
caused by diseases, accidents and natural disasters. Generally, cows and heifers are only eligible for
coverage when they are at or over 12 months old in China. For further information, see “Business —
Insurance.” In addition, in the event that we incur certain types of losses, we may be entitled to
government compensation. Pursuant to the Animal Epidemic Prevention Law of PRC
( CrpdE NRILHAE E P 5% 1%)), when animals are slaughtered and animal products and relevant
goods destroyed through governmental mandatory measures taken to prevent, control or eliminate
epidemics, or animals die due to stress caused by mandatory vaccinations, the government at or above
the county level must provide compensation. However, the amounts of such compensation would be
determined by the PRC government, and may be insufficient to cover all related losses. In addition,
even if we do receive compensation from insurance companies or the PRC government for the
replacement of lost dairy cows, we cannot assure you that any replacement dairy cows would be of
the same genetic quality as the lost dairy cows, which could lower our average annual milk yield.
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We do not currently maintain insurance for our products or production facilities and machinery
units. As a result, we may be required to use our own resources to cover financial and other losses,
damages and liabilities, including those caused by fire, inclement weather, disease, civil strife, strikes,
natural disasters, terrorist incidents, industrial accidents, product contamination or other causes. Also,
any product liability claims may subject us to compensations to be made to the claimants if we are
held liable. Losses incurred or payments we may be required to make may have a material adverse

effect on our business, financial condition and results of operations.

We had net current liabilities as of December 31, 2011, 2012 and 2013. We cannot assure you that
we will have net current assets in the future.

We had net current liabilities of RMB28.3 million, RMB296.8 million and RMB769.6 million as
of December 31, 2011, 2012 and 2013, respectively. See “Financial Information — Working Capital”
for detailed analysis of our net current liabilities position. We cannot assure you that we will be able
to improve our liquidity and record net current assets. If we continue to have net current liabilities,
we may face a shortfall of working capital and may not be able to fully service our short term bank
loans. Any of these events could have a material adverse impact on our financial condition and results
of operations.

Some of our owned or leased properties have title defects or non-compliance, which may
adversely affect our business operations.

We have a number of title defects or incidents of non-compliance with respect to certain
properties that we own or lease. In respect of certain of our buildings under construction, we had not
obtained the land use right certificates and/or construction or environment-related permits as of the
Latest Practicable Date. In respect of certain of our owned or leased dairy farms, we or the lessor had
not completed certain required approval and/or filing procedures for the operation of these farms as
of the Latest Practicable Date. We may be ordered by government authorities to relocate, pay a fine
or cease the on-going operations or construction, as applicable. If any of the foregoing occurs, our
business, financial condition and results of operations may be adversely affected. See “Business —
Properties.”

We may be unable to retain or secure key qualified personnel, key senior management or other
personnel for our operations.

We depend on certain key qualified personnel, key senior management and other employees in
our business, including those personnel set out in “Directors and Senior Management.” In particular,
we depend on the services of Mr. YAO Tongshan, our chairman and chief executive officer, and Mr.
WU lJianye, our president, to further our growth and expansion. The expertise, industry experience and
contributions of our senior management are crucial to our success. We cannot assure you that such
persons will continue to provide services to us or will honor the agreed-upon terms and conditions of
their employment contracts. Any loss of key personnel or failure to recruit and retain personnel for

our future operations and development may have a material adverse effect on our business.
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Our results of operations may be adversely affected if there are failures in our information
systems.

We rely on information systems for the management of our dairy farms. We maintain an
individual profile for each dairy cow, recording its birth date, milk yields and medical history. These
measures allow us to enhance our operating efficiency. We did not experience any major information
system failure during the Track Record Period. However, we cannot assure you that we will not incur
any damage or interruption caused by power outages, computer viruses, hardware and software
failures, telecommunications failures, fires and other similar events relating to our information
technology system in the future. If serious damage or significant interruption occurs, our operations
may be disrupted and as a result our revenue and profitability may be adversely affected.

Any material disputes between us and local dairy farmers with whom we form our dairy-farm
companies may adversely affect the operations of the relevant dairy-farm company and, if
unresolved, could potentially lead to termination of that company.

The majority of our dairy-farm companies are operated through collaborative business
arrangements between us and the local dairy farmers who were the previous owners of family-run
dairy farms. We control the general management of dairy farms and the local dairy farmers attend to
their day-to-day operations. If there is a material dispute between us and the local dairy farmers in
connection with the dairy farming operations, we cannot assure you that we will be able to resolve
such dispute in an amicable manner. In the event that any of the above events occurs, our financial
condition and results of operations may be adversely affected. The local dairy farmers may also
terminate their arrangements with us for financial, family or other reasons. If that occurs, we may be
required to seek replacement of these local dairy farmers, which may not be as experienced or capable
as our previous partners, and the process of such a search may also divert our management’s attention
and resources.

Delivery delays or poor handling by transport operators and distributors may reduce our sales
and profitability and damage our reputation.

Similar to other dairy and consumer product manufacturers in China, we generally rely on
third-party transport operators and wholesale distributors for the delivery of products. Delivery
disruptions for various reasons beyond our control, including without limitation, weather conditions,
political turmoil, social unrest and strikes could lead to delayed or lost deliveries. The perishable
nature of dairy products may also mean that poor handling by transport operators and distributors
could result in contamination of and/or damage to our products, which may in turn lead to loss of our
revenues, and increase in our compensation payments to customers and damage to our reputation.

Our operations may be disrupted by natural disasters, severe weather conditions, acts of war,
terrorism or other factors beyond our control, resulting in lower revenues and unbudgeted costs
for remedying any damages.

Our dairy farms and production facilities, as well as the growing fields operated by Shengmu

Forage, are located in Inner Mongolia, which has historically experienced earthquakes, droughts, dust
storms, as well as other natural disasters and severe weather conditions. Natural disasters and severe
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weather conditions may result in disruptions to our operations, which may lead to loss of revenues.
Similarly, war, terrorist activity, threats of war or terrorist activity, social unrest as well as geopolitical
uncertainty and international conflict and tension could affect international or regional economic
development, which could in turn materially and adversely affect our business, financial condition and
results of operations. In addition, we may not be adequately prepared in terms of contingency planning
or may not have recovery capabilities in place to deal with a major incident or crisis. As a result, our
operational continuity may be adversely and materially affected.

Our Ultimate Controlling Shareholders, acting in concert, have substantial influence over our
Company and their interests may not be aligned with the interests of our other Shareholders.

Our Ultimate Controlling Shareholders, acting in concert, have substantial influence over our
business, including matters relating to our management, policies and decisions regarding mergers,
expansion plans, consolidations and sales of all or substantially all of our assets, election of directors
and other significant corporate actions. Immediately following the completion of the Global Offering
and assuming that none of the Over-allotment Option and options that have been granted under the
Pre-IPO Share Option Scheme or may be granted under the Share Option Scheme has been exercised,
our Ultimate Controlling Shareholders, acting in concert, will control, through World Shining, 56.56%
of the issued share capital of our Company. This concentration of ownership may discourage, delay
or prevent a change in control of our Company, which could deprive other Shareholders of an
opportunity to receive a premium for their Shares as part of a sale of our Company and might reduce
the price of our Shares. These events may occur even if they are opposed by our other Shareholders.
In addition, the interests of our ultimate Controlling Shareholders may differ from the interests of our
other Shareholders. It is possible that our Ultimate Controlling Shareholders, acting in concert, may
exercise their substantial influence over us and cause us to enter into transactions or take, or fail to
take, actions or make decisions that conflict with the best interests of our other Shareholders. For our
Ultimate Controlling Shareholders’ influence over our associate, Shengmu Forage, see “Relationship
with Controlling Shareholders — Major Retained Businesses of Our Ultimate Controlling
Shareholders.”

RISKS RELATING TO THE PRC DAIRY INDUSTRY

The existence of tainted or contaminated milk produced in China could negatively affect the
image of China’s dairy industry.

China’s dairy industry has been subject to product recalls due to product contamination in the
past. For example, in 2008, sales of formula milk powder contaminated with melamine caused the
death of a number of infants as well as illness in hundreds of thousands others. In addition, in 2009
and 2010, further incidents of substandard formula milk powder contaminated with melamine were
also uncovered. We do not produce formula milk powder and none of our raw milk products was
involved in these incidents. In 2008, the PRC Administration of Quality Supervision, Inspection and
Quarantine found that the products of at least 22 Chinese formula milk powder producers were
contaminated with melamine, which caused significant negative publicity for the entire dairy industry
in China. In addition, in August 2010 there was further negative publicity concerning the dairy
industry when three infants in China were reported to have experienced pubescent development, which
was allegedly caused by estrogen hormones found in a particular local brand of formula milk powder.
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Although we do not currently make formula milk powder, the mere publication of information
asserting that our raw milk or liquid milk products contain or might have contained melamine or other
contaminants, whether valid or not, could damage our reputation and have a material adverse effect
on us. In addition, reports of contaminated or tainted dairy products produced by other manufacturers
in China could negatively affect our industry as a whole and our business, even if there is no
association with our products. Such adverse publicity could negatively affect our sales, increase
government oversight of our industry, and have a material adverse effect on our business, results of

operations and financial condition.

In addition, raw milk produced in China is used to make a variety of dairy products. Consumers’
perception of the safety and quality of raw milk could significantly affect the sales volume and
demand of the dairy products produced from raw milk. Any concern with the safety and quality of the
raw milk produced in China, or illegal tampering with the content of raw milk, such as the addition
of unknown or unauthorized elements by third-party agents or suppliers, may render dairy products
susceptible to suspicions of contamination from use of adulterated raw milk. This may negatively
affect consumer perception of our industry and demand for dairy products made in China, including
our products. Furthermore, any adverse publicity about quality concerns relating to domestic sources
of raw milk, whether valid or not, may discourage consumers from purchasing dairy products made

in China and negatively affect our business.

The dairy industry in China could face slower market growth.

China’s dairy industry has experienced significant growth. This growth has been, in part, due to
increasing demand for dairy products in China. The prices at which we sell our products and the
demand for our planned new products could be influenced by the level of consumer demand for dairy
products in China. We cannot assure you that China’s dairy industry will continue to grow in the
future. China’s dairy industry may experience slower growth due to market saturation or competition
from alternative products, such as soy-based beverages and products, which may have an impact upon
the size and growth of the markets for dairy products. If the demand for dairy products in China
declines for any reason, including changing consumer preferences, our results of operations and
expansion plans could be materially and adversely affected.

We may be subject to higher compliance costs if PRC environmental protection laws become

more onerous.

We conduct business in an industry that is subject to stringent PRC environmental protection
laws and regulations. These laws and regulations require enterprises engaged in manufacturing and
construction that may produce environmental waste to adopt measures to effectively control and
properly dispose of waste gases, waste water, industrial waste, dust and other environmental waste
materials, as well as requiring fee payments from producers discharging waste substances. If failure
to comply with such laws or regulations results in environmental pollution, the environmental
protection authorities can levy fines. If the circumstances of the breach are serious, it is at the

discretion of the PRC government to suspend or close any operation failing to comply with such laws
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or regulations. We cannot assure you that the PRC government will not change the existing laws or
regulations or impose additional or more stringent laws or regulations, compliance with which may
cause us to incur significant additional expenditures, which we may be unable to pass on to our

customers by increasing the prices of our products.

We were not involved in any material environmental claims or in violation of any applicable PRC
environmental protection laws and regulations that we believe could have a material adverse effect on
our operating results and financial condition during the Track Record Period. However, we cannot
assure you that we will not be involved in such claims or accused of such violation in the future, which
could subject us to civil remedies or administrative penalties, including fines, injunctions, product
recalls or seizure, as well as potential criminal sanctions. If we are involved in litigation or legal
proceedings due to our involvement in any environmental claims or accusation of any violation of
environmental protection laws and regulations in the future, the outcome of such proceedings could
be uncertain and could result in settlements or results which could adversely affect our financial
condition. Furthermore, any such proceedings could entail substantial legal expenses as well as

significant diversion of our management’s time and attention.
Changes in public health and food safety laws and regulations may adversely affect our business.

Various aspects of our operations are subject to extensive laws and regulations promulgated by
the PRC State Council, the PRC General Administration of Quality Supervision, Inspection and
Quarantine, the PRC Ministry of Agriculture, and other national or local PRC regulatory authorities.
We cannot assure you that we are able to fully comply with future laws and regulations. Any failure
to comply with relevant laws and regulations may have a material adverse effect on our business and

results of operations.

We cannot assure you that the PRC government will not change the existing laws or regulations,
or adopt additional or more stringent laws or regulations applicable to us and our business operations.
We may fail to comply with such laws and regulations if they become more stringent or wider in scope
in the future. Even if we can comply with such laws and regulations in the future, our production and
distribution costs may increase. On September 16, 2010, State Council promulgated the Notice
regarding the Further Strengthening of Measures regarding the Quality and Safety of Dairy Products
(B HE— 20 hn i 2L 5 B & % & TAERYZE A, requiring the strengthening of measures regarding the
quality and safety of dairy products, imposing rigorous regulations on the quality and safety of dairy
products, and raising the standard of quality and safety of dairy products. We cannot predict the nature
of any such future laws and regulations, or the impact on our business operations if and when such
future laws and regulations are promulgated. Such future laws and regulations may require the
reconfiguration or upgrading of methods and procedures for sourcing raw materials, production,
processing and transportation, including without limitation, more onerous food safety, labeling and
packaging requirements, and more stringent compliance requirements for waste management, which
may result in increased transportation costs and greater uncertainty in production and sourcing
estimates. The costs of compliance with current or future legal or regulatory requirements and
obtaining and maintaining regulatory approvals may be significant, and could force us to curtail our

operations or otherwise have a material adverse effect on our cash flow, financial condition and results
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of operations. Failure to comply with any such current and future laws and regulations could subject
us to civil remedies or administrative penalties, including fines, injunctions, product recalls or seizure,
as well as potential criminal sanctions, which could have a material adverse effect on our business,

financial condition and results of operations.

We may not continue to benefit from favorable government policies, particularly, preferential
tax treatment.

Our results of operations have been positively affected by PRC government policies that benefit
China’s dairy farming industry and promote the development of western China in general. The policies
that assist the PRC dairy industry aim to promote, among others, improved industrialization and
specialization levels of the dairy farming industry, accelerate the breeding and promotion of fine
breeds of livestock and increase milk yield of dairy cows. We have received preferential tax treatment
and subsidies as a result of these government policies. If these government policies change, our results

of operations could be materially and adversely affected.

RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Our business, financial condition, results of operations and prospects could be negatively
affected by political, economic and legal developments and changes in government policies in the
PRC.

Substantially all of our business assets are located in the PRC and all of our sales are derived
from the PRC. Accordingly, our results of operations, financial position and prospects are subject, to
a significant degree, to the economic, political and legal developments of the PRC. Political and
economic policies of the PRC government could affect our business and financial performance and
may result in our being unable to sustain our growth. The Chinese economy differs from the economies

of most developed countries in many respects, including that it:

° has a high level of government involvement;
° is in a relatively early stage of development of a market-oriented economy;
° has experienced rapid growth; and

° has a tightly controlled foreign exchange policy.

In recent years, the PRC government implemented a series of new laws, regulations and policies
which imposed more stringent standards with respect to, among others, quality and safety control and
supervision and inspection of enterprises engaged in animal husbandry and breeding, and the
production and sale of raw milk. See “Regulatory Overview — Industry Policies and Regulations.” If
the PRC government continues to impose stricter regulations on the dairy industry, we could face

higher costs in order to comply with those regulations, which could impact our profitability.
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The financial market in China could also be unpredictable. The PBOC’s statutory deposit ratio
and lending guideline imposed on commercial banks may restrain loan market and materially affect
our liquidity and access to capital. Our business, results of operations and financial condition could
also be adversely affected by governmental control over capital investment or changes in

environmental protection, health, labor and tax regulations applicable to us.

The PRC legal system is continuously evolving and has inherent uncertainties that could limit the
legal protection available to us.

Our business and operations are primarily conducted in the PRC and are governed by the PRC
laws and regulations, rules and regulations. The PRC legal system is based on written statutes, and
prior court decisions can only be cited as references. Since 1979, the PRC government has
promulgated laws and regulations in relation to economic matters such as foreign investment,
corporate organization and governance, commerce, taxation and trade, with a view to developing a
comprehensive system of commercial laws. However, due to the fact that these laws and regulations
have not been fully developed, and because of the limited volume of published cases and their
non-binding nature, the interpretation of PRC laws and regulations still involves a significant degree
of uncertainty, and may not be as consistent and predictable as in other jurisdictions. In addition, the
PRC legal system is based in part on government policies and administrative rules that may have a
retroactive effect. As a result, we may not be aware of our violations of these policies and rules until
some time after the violation. Furthermore, the legal protection available to us under these laws, rules
and regulations may be limited. Any litigation or regulatory enforcement action in the PRC may be
protracted and may result in substantial costs and the diversion of resources and management

attention.

Government control of currency conversion and the fluctuation of the Renminbi may materially
and adversely affect our operations and our ability to pay dividends.

All of our revenue is denominated and settled in Renminbi. The PRC government imposes
controls on the convertibility of the Renminbi into foreign currencies and, in certain cases, the
remittance of currency out of China. Under existing PRC foreign exchange regulations, payments of
current account items, including profit distributions, interest payments and expenditures from
trade-related transactions, can be made in foreign currencies without prior approval from SAFE or its
local branch, provided that we satisfy certain procedural requirements. However, capital account
transactions must be approved by or registered with SAFE or its local branch. The PRC government
may also at its discretion restrict access in the future to foreign currencies for current account

transactions.

Since all of our future cash inflows from operations will be denominated in Renminbi, any
fluctuation in exchange rate between RMB and other currencies may limit our ability to purchase
goods and services outside China or otherwise fund our business activities that are conducted in
foreign currencies. In addition, if the foreign exchange control system prevents us from obtaining
sufficient foreign currency to satisfy our currency demands, we may not be able to pay dividends in

foreign currencies to our Shareholders, which would adversely affect the value of your investment.
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We may be deemed to be a PRC tax resident under the EIT Law, and as a result, our PRC-sourced
income, dividends payable by us to our foreign investors and gains on the sale of our Shares may
be subject to PRC withholding tax.

We are a holding company incorporated under the laws of the Cayman Islands and indirectly hold
interests in our PRC operating subsidiaries. Pursuant to the Enterprise Income Tax Law of the PRC
( CH#HENRILFE A ZE 53874 )), or the EIT Law, which took effect on January 1, 2008, dividends
payable by a foreign-invested enterprise to its foreign corporate investors who are not deemed a PRC
resident enterprise are subject to a 10.0% withholding tax, unless such foreign investor’s jurisdiction
of incorporation has a tax treaty with the PRC that provides for a different withholding tax
arrangement.

The EIT Law provides that if an enterprise incorporated outside the PRC has its ‘‘de facto
management bodies’” within the PRC, such enterprise may be deemed a “PRC resident enterprise” for
tax purposes and be subject to an enterprise income tax rate of 25.0% on its global income. “De facto
management body” is defined as the body that has the significant and overall management and control
over the business, personnel, accounts and properties of an enterprise. In April 2009, the SAT
promulgated a circular to clarify the certain criteria for the determination of the “de facto management
bodies” for Chinese-invested companies registered abroad. These criteria include: (i) the enterprise’s
day-to-day operational management is primarily exercised in the PRC; (ii) decisions relating to the
enterprise’s financial and human resource matters are made or subject to approval by organizations or
personnel in the PRC; (iii) the enterprise’s primary assets, accounting books and records, company
seals, and board and shareholders’ meeting minutes are located or maintained in the PRC; and (iv)
50.0% or more of voting board members or senior executives of the enterprise habitually reside in the
PRC.

Meanwhile, the measure of “de facto management bodies” shall apply based on the principle of
substance over form. The SAT further issues administrative rules in July 2011 and January 2014
regarding administrative procedures for recognizing PRC resident enterprise status of a
Chinese-invested company registered abroad. According to the aforesaid SAT circulars, a
Chinese-invested company registered abroad could either apply for PRC resident enterprise status with
the in-charge PRC tax authority in the place where its major Chinese investor is located and the
application will be subject to approval of competent PRC tax authorities, or be recognized as a PRC
resident enterprise by competent PRC tax authorities. In this regard, there are uncertainties that
whether a Chinese-invested company registered abroad would be treated as a PRC resident enterprise
before obtaining the relevant approval from competent PRC tax authorities. However, there have been
no official implementation rules regarding the determination of the “de facto management bodies” for
foreign enterprises which are not controlled by PRC enterprises (including companies like ourselves).
Therefore, it remains unclear how the tax authorities will treat a case such as ours. We cannot assure
you that we will not be considered a PRC resident enterprise for PRC enterprise income tax purposes
and be subject to the uniform 25.0% enterprise income tax on our global incomes. However, there have
been no official implementation rules regarding the determination of the ‘‘de facto management
bodies’ for foreign enterprises which are not controlled by PRC enterprises (including companies like
ourselves). Therefore, it remains unclear how the tax authorities will treat a case such as ours. We
cannot assure you that we will not be considered a PRC resident enterprise for PRC enterprise income
tax purposes and be subject to the uniform 25.0% enterprise income tax on our global incomes. In
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addition, although the EIT Law provides that dividend payments between qualified PRC resident
enterprises are exempt from enterprise income tax, due to the relatively short history of the EIT Law,
it remains unclear as to the detailed qualification requirements for this exemption and whether
dividend payments by our PRC-incorporated subsidiaries to us will meet such qualification
requirements even if we are considered a PRC resident enterprise for tax purposes.

Furthermore, the EIT Law provides that, (i) if the enterprise that distributes dividends is
domiciled in the PRC, or (ii) if gains are realized from transferring equity interest of enterprises
domiciled in the PRC, then such dividends or capital gains are treated as PRC-sourced income. It is
not clear how “domicile” may be interpreted under the EIT Law, and it may be interpreted as the
jurisdiction where the enterprise is a tax resident. Therefore, if we are considered a PRC resident
enterprise for tax purposes, any dividends we pay to our overseas corporate shareholders who are not
deemed a PRC resident enterprise as well as gains realized by such shareholders from the transfer of
our Shares may be regarded as PRC-sourced income and as a result become subject to PRC
withholding tax at a rate of up to 10.0%.

We face uncertainty with respect to PRC tax liabilities in connection with direct and indirect
transfers of equity interests in PRC resident enterprises by their non-PRC holding companies.

Pursuant to the Notice on Strengthening Administration of Enterprise Income Tax for Share
Transfers by Non-PRC Resident Enterprises (B 58 JF i B A 3 i HE e BT 15 4l 36 i 15 B0 48 2L Y
A1), or SAT Circular 698, issued by the SAT on December 10, 2009 with retroactive effect from
January 1, 2008, where a foreign investor transfers its indirect equity interest in a PRC resident
enterprise by disposing of its equity interests in an overseas holding company, or an indirect transfer,
and such overseas holding company is located in a tax jurisdiction that: (i) has an effective tax rate
less than 12.5%; or (ii) does not tax foreign income of its residents, the foreign investor must report
this indirect transfer to the competent tax authority of the PRC resident enterprise. Using a “substance
over form” principle, the PRC tax authority may disregard the existence of the overseas holding
company if it lacks a reasonable commercial purpose and was established for the purpose of avoiding
PRC tax. As a result, gains derived from such indirect transfer may be subject to PRC withholding tax
at a rate of up to 10.0%. SAT Circular 698 also provides that, where a non-PRC resident enterprise
transfers its equity interests in a PRC resident enterprise to its related parties at a price lower than the
fair market value, the relevant tax authority has the power to make a reasonable adjustment to the
taxable income of the transaction.

There is practical uncertainty as to the application of SAT Circular 698. For example, while the
term “Indirect Transfer” is not clearly defined, it is understood that the relevant PRC tax authorities
have jurisdiction regarding requests for information over a wide range of foreign entities having no
direct contact with China. Moreover, the relevant authority has not yet promulgated any formal
provisions or formally declared or stated how to calculate the effective tax rates in foreign tax
jurisdictions, and the process and format of the reporting of an Indirect Transfer to the competent tax
authority of the relevant PRC resident enterprise. In addition, to date there have not been any formal
declarations with regard to how to determine whether a foreign investor has adopted an abusive
arrangement in order to avoid PRC tax. We underwent the Reorganization to prepare for the Listing,
and certain offshore companies now wholly owned by us were transferred by certain investors to us.
Such reorganization steps taken by us may fall into the type of transactions subject to SAT Circular
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698’s regulations. Therefore, we may be liable to assist PRC tax authorities for collecting such tax
from the transferor if the transfer of shares in such companies is deemed to be reported according to
SAT Circular 698. However, it is currently unclear how the relevant PRC tax authorities will
implement or enforce SAT Circular 698 and whether such tax on capital gains will be subject to any

further change resulting in material adverse impact on us.

Failure to comply with the SAFE regulations relating to the establishment of offshore special

purpose companies by PRC residents may adversely affect our business operations.

SAFE regulations require PRC residents to register with the local SAFE branch before
establishing or controlling any company outside China, referred to in the notice as an ‘‘offshore
special purpose company,”’ for the purpose of capital financing with assets or equities of PRC
companies. Any PRC resident that is a shareholder of an offshore special purpose company is required
to amend its SAFE registration within 30 days after any major capital matters of the offshore special
purpose company without any round-trip investment being made, such as any increase or decrease of
capital, stock right assignment or exchange, merger or division, investment with long-term stock

rights or credits, provision of guaranty to a foreign party.

Our PRC legal advisers have advised us that our Shareholders who are PRC residents have duly
completed such registrations as required under SAFE regulations. However, a failure of these PRC
resident individuals to amend their SAFE registrations in a timely manner in the future pursuant to
SAFE regulations or a failure of our future shareholders and beneficial owners who are PRC residents
to comply with the registration procedures set forth in SAFE regulations may subject such
shareholders and beneficial owners to fines and legal sanctions and may also result in restrictions on
our PRC subsidiaries’ ability to distribute profits to us or otherwise materially and adversely affect

our financial position.

Our Company is a holding company that relies on dividend payments from our PRC subsidiaries
for funding, and any limitation on the ability of our PRC subsidiaries to pay dividends to us could
have a material adverse effect on our ability to conduct our business.

Our Company is a holding company incorporated in the Cayman Islands and our operations are
conducted through our subsidiaries in the PRC. Therefore, the availability of funds to pay dividends
to our Shareholders and to service our indebtedness at our Company level depends on dividends
received from these subsidiaries. If our subsidiaries incur any debt or losses, such indebtedness or loss
may impair their ability to pay dividends or other distributions to our Company. As a result, our ability
to pay dividends or other distributions and to service our indebtedness will be restricted. The PRC
laws and regulations require that dividends be paid only out of the net profit calculated according to
the PRC accounting standards, which differ in many aspects from generally accepted accounting
principles in other jurisdictions, including HKFRS and IFRS. The PRC laws and regulations also
require foreign-invested enterprises to set aside part of their net profit as statutory reserves. These
statutory reserves are not available for distribution as cash dividends. In addition, restrictive

covenants in bank credit facilities or other agreements that we or our subsidiaries may enter into in
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the future may also restrict the ability of our subsidiaries to provide capital or declare dividends to
us and our ability to receive distributions. Therefore, these restrictions on the availability and usage
of our major source of funding may impact our ability to pay dividends to our Shareholders and to
service our indebtedness at our Company level.

You may experience difficulties in effecting service of legal process and enforcing judgments
against us and our management.

Our Company was incorporated in the Cayman Islands. Almost all of our assets and some of the
assets of our Directors are located in the PRC. Therefore, it may not be possible for investors to effect
service of process upon us or those persons inside the PRC. The PRC has not entered into treaties or
arrangements providing for the recognition and enforcement of judgments made by courts of most
other jurisdictions. On July 14, 2006, the Supreme People’s Court of the PRC and the Hong Kong
government signed the Arrangement on Reciprocal Recognition and Enforcement of Judgments in
Civil and Commercial Matters by the Courts of the Mainland and of the Hong Kong Special
Administrative Region Pursuant to Choice of Court Agreements between Parties Concerned (I fm A
R 12 I B A7 Al B 7 s A ol A R [ 2 I A L T AR AT B A B A R Y R S SR AR B 22 ) ).
Under such arrangement, where any designated people’s court of the PRC or any designated Hong
Kong court has made an enforceable final judgment requiring payment of money in a civil and
commercial case pursuant to a choice of court agreement in writing by the parties, any party concerned
may apply to the relevant people’s court of the PRC or Hong Kong court for recognition and
enforcement of the judgment. The arrangement came into effect on August 1, 2008, but the outcome
and enforceability of any action brought under the arrangement is still uncertain. In addition, China
is not a party to any treaties providing for the reciprocal recognition and enforcement of judgments
of courts with the United States, the United Kingdom, most other Western countries or Japan, and
therefore enforcement in the PRC of judgments of a court in any of these jurisdictions may be difficult
or impossible.

PRC regulation of direct investment and loans by offshore holding companies to PRC entities
may delay or limit us from using the net proceeds from the Global Offering to make additional
capital contributions or loans to our PRC subsidiaries.

Any capital contributions or loans that our Company, as an offshore entity, make to our PRC
subsidiaries, including from the net proceeds from the Global Offering, are subject to PRC
regulations. For example, any of our loans to our PRC subsidiaries cannot exceed the difference
between the total amount of investment our PRC subsidiaries are approved to make under relevant
PRC laws and the registered capital of these PRC subsidiaries (if applicable), and such loans must be
registered with a local branch of SAFE. In addition, our capital contributions to our PRC subsidiaries
must be approved by MOFCOM or its local counterpart. We cannot assure you that we will be able
to obtain these approvals on a timely basis, or at all. If we fail to obtain such approvals, our ability
to make equity contributions or provide loans to our PRC subsidiaries or to fund their operations may
be negatively affected, which may adversely affect our ability to use the net proceeds from the Global
Offering as planned, our PRC subsidiaries’ liquidity and ability to fund their working capital and
expansion projects and meet their obligations and commitments and would have a material adverse
effect on our overall business, financial condition and results.
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An outbreak of any widespread public health problem, if uncontrolled, could have a negative
impact on our production, sales and distribution operations, as well as affect consumer demand
for dairy products.

An outbreak of any widespread public health problem in China, such as severe acute respiratory
syndrome (also known as SARS), avian influenza or H5N1 influenza, if protracted and uncontrolled,
may result in the contraction of such disease among our employees or those with whom we conduct
business on a regular basis, making it necessary to suspend or close certain parts of our operations to
prevent the spread of the disease. In addition, if there is an outbreak of any widespread public health
problem, we cannot assure you that the World Health Organization or the PRC government will not
recommend, or even impose, travel restrictions and/or restrictions on the flow of goods to and from
areas affected by the virus. For these reasons, an outbreak of any widespread public health problem
could cause significant interruption to our business and have a significant impact upon our sales and
profitability. Furthermore, adverse publicity about any widespread public health problem, whether or
not valid, may discourage consumers from purchasing dairy products or cause production and delivery
disruptions. If consumers generally were to avoid dairy products, our sales would decline substantially
and we could suffer serious losses.

RISKS RELATING TO THE GLOBAL OFFERING

There has been no prior market for our Shares, and the liquidity and market price of our Shares
following the Global Offering may be volatile.

Prior to the Global Offering, there has been no public market for our Shares. The initial price
range disclosed to the public for our Shares was the result of negotiations among us and the Joint
Bookrunners on behalf of the Underwriters, and the Offer Price may differ significantly from the
market price for our Shares following the Global Offering. We have applied to list and deal in the
Shares on the Hong Kong Stock Exchange. We cannot assure you that the Global Offering will result
in the development of an active, liquid public trading market for our Shares. In addition, the price and
trading volumes of our Shares may be volatile. Factors such as variations in our revenue, earnings and
cash flows or any other developments relating to our Company may affect the volume and price at
which our Shares will be traded.

Investors will experience immediate dilution to their attributable net tangible book value as the
Offer Price of our Shares is higher than our net tangible book value per Share.

Potential investors will pay a price per Share that substantially exceeds the per Share value of
the Company’s tangible assets after subtracting the Company’s total liabilities and will therefore
experience immediate dilution when potential purchasers of the Shares offered in the Global Offering.
As a result, if the Company were to distribute its net tangible assets to the Shareholders immediately
following the Global Offering, potential investors would receive less than the amount they paid for
their Shares.

We may need to raise additional funds in the future to finance further expansion or new
developments relating to our existing operations or new acquisitions. If additional funds are raised
through the issuance of new equity or equity-linked securities of our Company other than on a pro-rata
basis to existing Shareholders, the percentage ownership of such Shareholders in our Company may
be reduced and such new securities may confer rights and privileges that take priority over those
conferred by the Shares.
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Any future sales, or perceived sale, of a substantial amount of our Shares in the public market
could have an adverse effect on the prevailing market price of our Shares and our ability to raise

capital in the future.

Future sales of a substantial amount of our Shares by our existing Shareholders, or the possibility
of such sales, could negatively impact the market price of our Shares from time to time. See
“Underwriting — Undertakings” for a more detailed discussion of restrictions that may apply to future
sales of our Shares. After these restrictions lapse, the market price of our Shares may decline as a
result of future sales of a substantial amount of our Shares or other securities relating to our Shares
in the public market, the issuance of new Shares or other securities relating to our Shares, or the
perception that such sales or issuances may occur. This could negatively affect the market price of our

Shares and our ability to raise equity capital in the future.

You may face difficulties in protecting your interests under Cayman Islands laws.

Our corporate affairs are governed by, among others, the Articles of Association, the Cayman
Companies Law and common law of the Cayman Islands. The rights of Shareholders to take action
against our Directors, actions by minority Shareholders and the fiduciary responsibilities of our
Directors to us are to a large extent governed by the common law of the Cayman Islands and the
Articles of Association. The common law of the Cayman Islands is derived in part from comparatively
limited judicial precedent in the Cayman Islands as well as that from English common law, which has
persuasive, but not binding, authority on a court in the Cayman Islands. The laws of the Cayman
Islands relating to the protection of the interests of minority shareholders differ in some respects from
those in Hong Kong and other jurisdictions. The remedies available to the minority shareholders may
be limited compared to the laws of other jurisdictions. See “Summary of the Constitution of Our

Company and Cayman Islands Companies Law” in Appendix III to this prospectus.

We may not be able to pay any dividends on our Shares.

We cannot guarantee when and in what form dividends will be paid on our Shares following the
Global Offering. The declaration of dividends is proposed by the Board and is based on, and limited
by, various factors, including without limitation, our business and financial performance, capital and
regulatory requirements and general business conditions. We may not have sufficient or any profits to
enable us to make dividend distributions to our shareholders in the future, even if our IFRS financial
statements indicate that our operations have been profitable. For further details on our dividend policy,

see “Financial Information — Dividend Policy.”

Certain facts and statistics in this prospectus relating to the PRC, the Chinese economy and the
dairy industry derived from official government publications may not be reliable.

Facts and other statistics in this prospectus relating to PRC, the Chinese economy and the dairy
industry have been derived from various official government publications we generally believe to be

reliable. However, we cannot guarantee the quality or reliability of such source materials. They have
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not been prepared or independently verified by our Company, the Underwriters or any of their
respective affiliates or advisors and, therefore, we make no representation as to the accuracy of such
facts and statistics, which may not be consistent with other information compiled within or outside
China.

We have, however, taken reasonable care in the reproduction or extraction of the official
government publications for the purpose of disclosure in this prospectus. Due to possibly flawed or
ineffective collection methods or discrepancies between published information and market practice,
these facts and statistics in this prospectus may be inaccurate or may not be comparable to facts and
statistics produced with respect to other economies. Further, we cannot assure you that they are stated
or compiled on the same basis or with the same degree of accuracy as the case may be in other
jurisdictions. In all cases, investors should give consideration as to how much weight or importance

they should attach to or place on such facts.



WAIVERS AND EXEMPTION FROM STRICT COMPLIANCE WITH THE LISTING RULES
AND THE COMPANIES (WINDING UP AND MISCELLANEOUS PROVISIONS) ORDINANCE

In preparation for the Listing, our Company has sought the following waivers from strict

compliance with the relevant provision of the Listing Rules:
MANAGEMENT PRESENCE IN HONG KONG

Pursuant to Rule 8.12 of the Listing Rules, we must have sufficient management presence in
Hong Kong. This normally means that at least two of our executive Directors must be ordinarily
resident in Hong Kong. As of the Latest Practicable Date, none of our executive Directors is ordinarily
resident in Hong Kong. Furthermore, the business operations of our Group are located in China. Due
to the business requirements of our Group, none of our Directors has been, is or will be based in Hong
Kong.

We have applied to the Stock Exchange for a waiver from the strict compliance with the

requirement under Rule 8.12 of the Listing Rules on the following grounds:
(a) our Group’s principal business operations are located in the PRC;

(b) members of our Group’s senior management are, and expect to continue to be, based
primarily in the PRC; and

(c) for the purposes of the management and operations of our Group, the appointment of
additional executive Directors who are ordinarily resident in Hong Kong would not only
increase the administrative expenses of our Group, but would also reduce the effectiveness
and responsiveness of the Board in making decisions for our Group, especially when
business decisions are required to be made within a short period of time. In addition, by
appointing new executive Directors, who may not be familiar with the operations of our
Group, to the Board for the sole purpose of satisfying the requirement of Rule 8.12 of the
Listing Rules may not be in the best interest of our Company and our shareholders as a

whole.

We have received from the Stock Exchange a waiver from strict compliance with rule 8.12 of the
Listing Rules subject to the following conditions:

(a) We will appoint two authorized representatives pursuant to Rule 3.05 of the Listing Rules
who will act as our principal communication channel with the Stock Exchange and will
ensure that we comply with the Listing Rules at all times. The two authorized
representatives are Mr. CUI Ruicheng (f£%i)i{), our executive Director and chief financial
officer, and Mr. AU Wai Keung ([®f%7#), a joint company secretary. Mr. AU Wai Keung
(I#1#58) is ordinarily resident in Hong Kong. Each of the authorized representatives will
be available to meet with the Stock Exchange in Hong Kong within a reasonable time frame
upon the request of the Stock Exchange and will be readily contactable by telephone,
facsimile or e-mail;
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(b) Each of the authorized representatives has means to contact all members of the Board
(including the independent non-executive Directors) promptly at all times and as when the
Stock Exchange wishes to contact the members of the Board for any matter. In addition, we
have provided all of our Directors’ mobile phone numbers, office phone numbers, e-mail
addresses and fax numbers to the Stock Exchange;

(c) Each Director who is not ordinarily resident in Hong Kong has confirmed that he/she
possesses or can apply for valid travel documents to visit Hong Kong for business purpose
and will be able to meet with the relevant members of the Stock Exchange in Hong Kong
within reasonable notice; and

(d) In compliance with Rule 3A.19 of the Listing Rules, we retained TC Capital Asia Limited
as our compliance adviser, they will act as an additional channel of communication with the

Stock Exchange.
QUALIFICATION OF JOINT COMPANY SECRETARY

Pursuant to Rules 3.28 and 8.17 of the Listing Rules, the secretary of our Company must be a
person who has the requisite academic or professional qualifications or relevant experience to

discharge the functions of a company secretary.

We have appointed Mr. LI Yundong (Z*#E#)) as one of our joint company secretaries. Mr. LI
Yundong (Z#H)j) does not possess a qualification as stipulated in Rule 3.28 of the Listing Rules, and
therefore he does not meet all the requirements under Rules 3.28 and 8.17 of the Listing Rules. We
have appointed Mr. AU Wai Keung (l@f#5i), who possesses the qualification required under Rule
3.28, to act as another joint company secretary to provide assistance to Mr. LI Yundong (Z#£#))) for
an initial period of three years from the Listing Date so as to fully comply with the requirements set
forth under Rules 3.28 and 8.17 of the Listing Rules.

Mr. AU Wai Keung ([&@ %) will work closely with Mr. LI Yundong (Z#£#)) to jointly discharge
duties and responsibilities as joint company secretaries and assist Mr. LI Yundong (ZX##)) to acquire
the relevant experience as required under Rule 3.28 of the Listing Rules. In addition, we will ensure
Mr. LI Yundong (Z=#£H)) has access to relevant training and support to familiarize himself with the
Listing Rules and the duties required for a company secretary of a company listed on the Stock

Exchange.

We have applied to the Stock Exchange for, and the Stock Exchange has granted, a waiver under
and in respect of Rules 3.28 and 8.17 of the Listing Rules. The waiver is valid for an initial period
of three years from the Listing Date. Upon the expiry of such three year period, the Stock Exchange
will reevaluate the experience of Mr. LI Yundong (Z##)) to consider whether he will then have
acquired the relevant experience within the meaning of Rules 3.28 and 8.17 of the Listing Rules and

decide whether a further waiver will be necessary.
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CONTINUING CONNECTED TRANSACTIONS

We have entered into certain transactions which would constitute continuing connected
transactions under the Listing Rules upon Listing. We have received from the Stock Exchange a waiver
from strict compliance with the relevant requirement set out in Chapter 14A of the Listing Rules for
such continuing connected transactions. Please refer to the section headed “Continuing Connected

Transactions” for details of such continuing connected transactions.

WAIVER AND EXEMPTION IN RELATION TO THE PRE-IPO SHARE OPTION SCHEME

Pursuant to paragraph 10 of Part I of the Third Schedule to Companies (Winding Up and
Miscellaneous Provisions) Ordinance, this prospectus is required to include details of the number,
description and amount of any Shares which any person has, or is entitled to be given, an option to
subscribe for, together with certain particulars of each option, namely the period during which it is
exercisable, the price to be paid for the Shares subscribed for under it, the consideration (if any) given
or to be given for it and the name and address of the person to whom it was given.

Further, pursuant to Rule 17.02(1)(b) of the Listing Rules, a new listing applicant must disclose
in the prospectus full details of all outstanding options. Paragraph 27 of Part A of Appendix 1 to the
Listing Rules also requires the disclosure of particulars of any capital of any member of our Group
which is under option, or agreed conditionally or unconditionally to be put under option, including the
consideration for which the option was or will be granted and the price and duration of the option, and

the name and address of the grantees.

Pursuant to the Pre-IPO Share Option Scheme, an offer of the grant of an option shall be deemed
to have been accepted and such option to which such offer relates shall be deemed to have been
granted and to have taken effect when the duplicate letter comprising acceptance of such offer duly
signed by the grantee, together with a remittance in favour of the Company of HK$1.00 by way of
consideration for each tranche of grant thereof is received by the Company. The subscription price per
Share of the options granted under the Pre-IPO Share Option Scheme is HK$1.56.

As of the Latest Practicable Date, the Company has granted options to a total of 189 grantees
(“Grantees”) under the Pre-IPO Share Option Scheme, including Directors, directors of the
subsidiaries of the Company, senior management of the Company and other employees of the Group
and Shengmu Forage to subscribe for a total of 504,480,000 Shares, representing (i) approximately
7.94% of the issued share capital of the Company immediately upon completion of the Global Offering
(assuming there will be no further allotment or issuance of Shares whether pursuant to the exercise
of the Over-Allotment Option or any option granted under the Pre-IPO Share Option Scheme or any
option that may be granted under the Share Option Scheme), and (ii) approximately 7.36% of the
issued share capital of the Company immediately upon completion of the Global Offering, assuming
that all options granted under the Pre-IPO Share Option Scheme are exercised, but without taking into
account any Shares which may be allotted and issued upon the exercise of the Over-Allotment Option
or the exercise of any options which may be granted under the Share Option Scheme.
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We have applied for (i) a waiver from strict compliance with the requirements under Rule
17.02(1)(b) of the Listing Rules and paragraph 27 of Appendix 1A to the Listing Rules and (ii) an
exemption from strict compliance with paragraph 10(d) of Part I of the Third Schedule to the

Companies (Winding up and Miscellaneous Provisions) Ordinance regarding certain of the options

granted under the Pre-IPO Share Option Scheme on the following grounds:

(1)

(i1)

(ii1)

(iv)

(v)

in light of the large number of Grantees involved, strict compliance with such disclosure
requirements in setting out full details of all grantees under the Pre-IPO Share Option

Scheme would be unduly burdensome for us;

the grant and exercise in full of the options granted under the Pre-IPO Share Option Scheme

would not cause any material adverse impact on our financial position;

non-compliance with the disclosure requirements would not prevent us from providing our
potential investors with an informed assessment of our activities, assets, liabilities,

financial position, management and prospects;

the information contained herein regarding the Pre-IPO Share Option Scheme, including the
dilution effect and impact on earnings per Share upon full exercise of the options granted
under the Pre-IPO Share Option Scheme, provides potential investors with sufficient
information to make a relevant assessment of us in their investment decision making

process; and

the exemption will not prejudice the interest of the investing public.

We have received a waiver from the Stock Exchange from strict compliance with the

requirements under Rule 17.02(1)(b) of the Listing Rules and paragraph 27 of Appendix 1A to the

Listing Rules regarding certain of the options granted under the Pre-IPO Share Option Scheme, subject

to the following conditions:

(1)

(ii)

a certificate of exemption from strict compliance with the relevant Companies (Winding Up
and Miscellaneous Provisions) Ordinance requirements be granted by the SFC and the

particulars of the exemption be disclosed in this prospectus; and

the following information will be clearly disclosed in the Prospectus:

(a) full details of all options granted by the Company under the Pre-IPO Share Option
Scheme to grantees being Directors, directors of the subsidiaries of the Company,
senior management of the Company and all the Grantees who are entitled to subscribe
for not less than 1,636,800 Shares upon full exercise of his option under the Pre-IPO
Share Option Scheme, such details to include all the particulars required under Rule
17.02(1)(b) of and paragraph 27 of Part A of Appendix 1 to the Listing Rules;



WAIVERS AND EXEMPTION FROM STRICT COMPLIANCE WITH THE LISTING RULES
AND THE COMPANIES (WINDING UP AND MISCELLANEOUS PROVISIONS) ORDINANCE

(ii1)

(b) in respect of the options granted by the Company under the Pre-IPO Share Option
Scheme other than those referred to in sub-paragraph (ii)(a) above, (1) the aggregate
number of the grantees and the number of Shares subject to the Pre-IPO Share
Options; (2) the consideration paid for the grant of such Pre-IPO Share Options; and
(3) the exercise period and the exercise price for such Pre-IPO Share Options;

(c) the aggregate number of Shares subject to the outstanding Pre-IPO Share Options and
the percentage to the Company’s total issued share capital represented by such number

of Shares; and

(d) the dilutive effect upon full exercise of the Pre-IPO Share Options, and

a list of all the grantees (including those persons whose details have already been disclosed
in the Prospectus) who have been granted options under the Pre-IPO Share Option Scheme
(including the persons referred to in sub-paragraph (ii)(a) above) containing all the
particulars as required under Rule 17.02(1)(b) and paragraph 27 of Appendix 1A of the
Listing Rules be made available for public inspection in accordance with the section headed
“Documents Delivered to the Registrar of Companies and Available for Inspection” in
Appendix V to the Prospectus.

We have received from the SFC a certificate of exemption from strict compliance with paragraph
10(d) of Part I of the Third Schedule to the Companies (Winding Up and Miscellaneous Provisions)

Ordinance regarding certain of the options granted under the Pre-IPO Share Option Scheme subject

to the following conditions:

(i)

(ii)

full details of all options granted by us under the Pre-IPO Share Option Scheme to grantees
being Directors, directors of the subsidiaries of the Company, senior management of our
Company and all the Grantees who are entitled to subscribe for not less than 1,636,800
Shares upon full exercise of his option under the Pre-IPO Share Option Scheme, are
disclosed in this prospectus, such details to include all the particulars required under
paragraph 10 of Part I of the Third Schedule to the Companies (Winding Up and

Miscellaneous Provisions) Ordinance;

in respect of the options granted by us under the Pre-IPO Share Option Scheme other than
those referred to in paragraph (i) above, (a) the aggregate number of grantees and the
number of Shares subject to the options, (b) the consideration paid for the grant of the
Pre-IPO Share Options and (c) the exercise period and the exercise price for the Pre-IPO
Share Options will be clearly disclosed in this prospectus;
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(ii1) a list of all the grantees (including those persons whose details have already been disclosed
in the Prospectus) who have been granted options under the Pre-IPO Share Option Scheme
(including the persons referred to in paragraph (i) above) containing all the particulars as
required under paragraph 10 of Part 1 of the Third Schedule to the Companies (Winding Up
and Miscellaneous Provisions) Ordinance be made available for public inspection in
accordance with the section headed “Documents Delivered to the Registrar of Companies

and Available for Inspection” in Appendix V to this prospectus; and

(iv) the particulars of such exemption be disclosed in this prospectus.

Further details of the Pre-IPO Share Option Scheme are set forth in the section headed
“Appendix IV — Statutory and General Information — Pre-IPO Share Option Scheme.”
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INFORMATION ABOUT THIS PROSPECTUS AND THE GLOBAL OFFERING

DIRECTORS’ RESPONSIBILITY FOR THE CONTENTS OF THIS PROSPECTUS

This prospectus, for which the Directors collectively and individually accept full responsibility,
includes particulars given in compliance with the Companies (Winding up and Miscellaneous
Provisions) Ordinance, the Securities and Futures (Stock Market Listing) Rules (Cap. 571V of the
Laws of Hong Kong) and the Listing Rules for the purpose of giving information with regard to us.
The Directors, having made all reasonable inquiries, confirm that to the best of their knowledge and
belief, the information contained in this prospectus is accurate and complete in all material respects
and not misleading or deceptive, and there are no other matters the omission of which would make any
statement herein or this prospectus misleading.

UNDERWRITING

This prospectus is published solely in connection with the Hong Kong Public Offering. For
applicants under the Hong Kong Public Offering, this prospectus and the related Application Forms
contain the terms and conditions of the Hong Kong Public Offering.

The Listing is sponsored by the Joint Sponsors. Pursuant to the Hong Kong Underwriting
Agreement, the Hong Kong Public Offering is fully underwritten by the Hong Kong Underwriter on
a conditional basis, with one of the conditions that the Offer Price is agreed between the Joint
Bookrunners (on behalf of the Underwriters) and us. The International Underwriting Agreement is
expected to be entered into on or about the Price Determination Date, subject to agreement on the
Offer Price between the Joint Bookrunners (on behalf of the Underwriters) and us. If, for any reason,
the Offer Price is not agreed between the Joint Bookrunners (on behalf of the Underwriters) and us,
the Global Offering will not proceed. Further details about the Underwriters and the underwriting
arrangements are contained in “Underwriting” in this prospectus.

DETERMINATION OF THE OFFER PRICE

The Offer Shares are being offered at the Offer Price which will be determined by the Joint
Global Coordinators (on behalf of the Underwriters) and us on or around July 7, 2014, and in any event
no later than July 11, 2014.

If the Joint Global Coordinators (on behalf of the Underwriters) and we are unable to reach
an agreement on the Offer Price, the Global Offering will not become unconditional and will
lapse.

RESTRICTIONS ON OFFER AND SALE OF SHARES

No action has been taken to permit a public offer of the Offer Shares other than in Hong Kong
or the general distribution of this prospectus and/or the related Application Forms in any jurisdiction
other than Hong Kong. Accordingly, this prospectus may not be used for the purposes of, and does not
constitute, an offer or invitation in any jurisdiction or in any circumstances in which such an offer or
invitation is not authorized or to any person to whom it is unlawful to make such an offer or invitation.
The distribution of this prospectus and the offering and sales of the Offer Shares in other jurisdictions
are subject to restrictions and may not be made except as permitted under the applicable securities
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laws of such jurisdictions pursuant to registration with or authorization by the relevant securities
regulatory authorities or an exemption therefrom. Each person acquiring the Hong Kong Public Offer
Shares under the Hong Kong Public Offering will be required to confirm, or be deemed by his
acquisition of Hong Kong Public Offer Shares to confirm, that he or she is aware of the restrictions

on offers and sales of the Offer Shares described in this prospectus.

The Offer Shares are offered for subscription solely on the basis of the information contained and
representations made in this prospectus and related Application Forms, and on the terms and subject
to the conditions set out in this prospectus and the Application Forms. No person is authorized in
connection with the Global Offering to give any information or to make any representation not
contained in this prospectus, and any information or representation not contained in this prospectus
must not be relied upon as having been authorized by our Company, the Underwriters, the Joint Global
Coordinators, the Joint Sponsors, the Joint Bookrunners, the Joint Lead Managers, any of their
respective directors, agents, employees or advisers or any other persons or parties involved in the
Global Offering.

APPLICATION FOR LISTING ON THE STOCK EXCHANGE

Application has been made to the Listing Committee for the Listing of, and permission to deal
in, the Shares in issue and the Shares to be issued pursuant to the Global Offering including any Shares
which may fall to be issued upon the exercise of any options that has been and/or may be granted under
the Pre-IPO Share Option Scheme and the Share Option Scheme. Dealings in the Shares on the Stock
Exchange are expected to commence on July 15, 2014.

No part of the share or loan capital of our Company is listed on or dealt in on any other stock
exchange and no such listing or permission to list is being or is proposed to be sought in the near
future.

Under Section 44B(1) of the Companies (Winding up and Miscellaneous Provisions) Ordinance,
any allocation made in respect of any application will be invalid if permission for listing of, or dealing
in, the Offer Shares on the Stock Exchange is refused before the expiration of three weeks from the
date of the closing of the application lists, or such longer period (not exceeding six weeks) as may,
within the three weeks, be notified to our Company by the Stock Exchange.

REGISTER OF MEMBERS AND STAMP DUTY

All Shares issued pursuant to applications made in the Hong Kong Public Offering and the
International Offering will be registered on our Company’s share register of members to be maintained
in Hong Kong by the Hong Kong Share Registrar, Tricor Investor Services Limited. Our Company’s
principal register of members will be maintained by our Company’s principal share registrar in
Cayman Islands by Maples Fund Services (Cayman) Limited.

Dealings in the Shares registered on the register of members of our Company in Hong Kong will
be subject to Hong Kong stamp duty.
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SHARES WILL BE ELIGIBLE FOR ADMISSION INTO CCASS

Subject to the granting of listing of, and permission to deal in, the Shares on the Main Board and
our Company’s compliance with the stock admission requirements of HKSCC, the Shares will be
accepted as eligible securities by HKSCC for deposit, clearance and settlement in CCASS with effect
from the Listing Date or any other date as HKSCC chooses. Settlement of transactions between
participants of the Stock Exchange is required to take place in CCASS on the second Business Day
after any trading day. All activities under CCASS are subject to the General Rules of CCASS and
CCASS Operational Procedures in effect from time to time. All necessary arrangements have been
made for the Shares to be admitted into CCASS.

PROFESSIONAL TAX ADVICE RECOMMENDED

Applicants for the Offer Shares are recommended to consult their professional advisers if they
are in any doubt as to the taxation implications of holding and dealing in the Shares. It is emphasized
that none of our Company, the Underwriters, the Joint Global Coordinators, the Joint Sponsors, the
Joint Bookrunners, the Joint Lead Managers, any of their respective directors, agents, employees or
advisers or any other persons or parties involved in the Global Offering accepts responsibility for any
tax effects or liabilities of holders of Shares resulting from the subscription, purchase, holding or
disposal of Shares.

PROCEDURES FOR APPLICATION FOR SHARES

The procedures for applying for the Hong Kong Public Offer Shares are set out in “How to Apply
for Hong Kong Public Offer Shares” in this prospectus and on the relevant Application Forms.

STRUCTURE AND CONDITIONS OF THE GLOBAL OFFERING

Details of the structure and conditions of the Global Offering, including its conditions, are set

out in “Structure and Conditions of the Global Offering” in this prospectus.

ROUNDING

Certain amounts and percentage figures included in this prospectus have been subject to
rounding adjustments. As a result, any discrepancies in any table or chart between the total shown and
the sum of the amounts listed are due to rounding. Where information is presented in thousands or

millions of units, amounts may have been rounded up or down.
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DIRECTORS AND PARTIES INVOLVED IN THE GLOBAL OFFERING

DIRECTORS

Name Address Nationality

Executive Directors

Mr. YAO Tongshan (Bk[A]111) 2-4-1 Jian She Ting Su She Chinese
Xincheng District
Yishuting Nanjie Hohhot City
Inner Mongolia Autonomous Region
PRC

Mr. WU Jianye (i #) Flat 7 of Unit 1 Chinese
Tower 7 of Fangting Garden
Dongfeng Road
Xincheng District
Hohhot City
Inner Mongolia Autonomous Region
PRC

Ms. GAO Lingfeng (/5 % JBl) Flat 3 of Unit 1 Chinese
Tower 6 of Public Security Bureau
Hailaerdong Road
Xincheng District
Hohhot City
Inner Mongolia Autonomous Region
PRC

Mr. CUI Ruicheng (# i i) Flat 4 of Unit 5 Chinese
Tower 4 of Caoyuanmingzhu
Hailaerxi Road
Huimin District
Hohhot City
Inner Mongolia Autonomous Region

PRC
Non-executive Directors
Mr. WU Jingshui (5% 5K) Flat 10 of Unit 4 Chinese

Inner Mongolia Art Dormitory
Zhaowuda Road

Saihan District

Hohhot City

Inner Mongolia Autonomous Region
PRC
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Name Address Nationality

Mr. FAN Xiang (75F) Flat 10 of Unit 1 Chinese
19 Floor, Fuxing Road No.83 Jia
Haidian District
Beijing
PRC

Mr. CUI Guiyong (#/4:5) 1133A Yosemite Villa Chinese
Shunyi District
Beijing
PRC

Mr. SUN Qian (#&3if) 67 Beili Road Chinese
Luohu District
Shenzhen
Guangdong
PRC

Independent Non-executive Directors

Mr. WONG Kun Kau (F#EEK) 1/F, House A22 Chinese
88 Wong Ma Kok Road
Regalia Bay
Stanley
Hong Kong

Mr. LI Changqing (&) Flat 510 of Unit 1 Chinese
Tower 25 of Engineering Department
Aimin Road
Xincheng District
Hohhot City
Inner Mongolia Autonomous Region
PRC

Ms. GE Xiaoping (5 BE7) Flat 603 Chinese
No.14 of Haixiaquoji Community Phase 2
Huizhanbei Lane
Siming District
Xiamen City
Fujian Province
PRC
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Name Address Nationality

Mr. YUAN Qing (Zi#) Flat 1 of Unit 2 Chinese
Tower 7 of Caoyuansuo Dormitory
Wulanchabudong Road
Saihan District
Hohhot City
Inner Mongolia Autonomous Region

PRC
Senior Management
(other than Directors)
Mr. LI Yundong (Z= 7)) Flat 3 of Unit 1 Chinese

Tower 2 of Dianlier Company Dormitory
Yinxindong Road

Yinxin District

Hohhot City

Inner Monolia Autonomous Region

PRC
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PARTIES INVOLVED IN THE GLOBAL OFFERING

Joint Sponsors, BOCI Asia Limited
Joint Global Coordinators, 26/F, Bank of China Tower
Joint Bookrunners and 1 Garden Road
Joint Lead Managers Central
Hong Kong

Goldman Sachs (Asia) L.L.C.
68th Floor, Cheung Kong Centre
2 Queen’s Road Central

Hong Kong
Joint Bookrunners and ABCI Capital Limited
Joint Lead Managers (in the capacity as a Joint Bookrunner only)
(in alphabetical order) Room 701, 7/F, One Pacific Place

88 Queensway
Hong Kong

ABCI Securities Company Limited

(in the capacity as a Joint Lead Manager only)
Room 701, 7/F, One Pacific Place

88 Queensway

Hong Kong

BOCOM International Securities Limited
9th Floor, Man Yee Building

68 Des Voeux Road Central

Hong Kong

China International Capital Corporation Hong Kong
Securities Limited

29th Floor, One International Finance Centre

1 Harbour View Street

Central

Hong Kong

Legal Advisers to our Company as to Hong Kong law:
Chen & Associates (in association with Wilson Sonsini
Goodrich & Rosati, Professional Corporation)
Unit 1001, 10/F, Henley Building
5 Queen’s Road Central
Hong Kong
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as to U.S. law:

Wilson Sonsini Goodrich & Rosati, Professional
Corporation (in association with Chen & Associates)
Unit 1001, 10/F, Henley Building

5 Queen’s Road Central

Hong Kong

as to PRC law:

Jingtian & Gongcheng

34/F, Tower 3, China Central Place
77 Jianguo Road

Chaoyang District

Beijing 100025, PRC

as to Cayman Islands law:
Maples and Calder

53rd Floor, The Center

99 Queen’s Road Central
Hong Kong

Legal Advisers to the Underwriters as to Hong Kong and U.S. law:
Clifford Chance
27/F, Jardine House
One Connaught Place Central
Hong Kong

as to PRC law:

Commerce & Finance Law Offices
6/F NCI Tower

A12 Jianguomenwai Avenue
Chaoyang District

Beijing, PRC

Reporting Accountant Ernst & Young
22/F, CITIC Tower
1 Tim Mei Avenue
Central, Hong Kong

Independent Biological Asset Valuer Jones Lang LaSalle Corporate Appraisal and
and Consultant Advisory Limited
6/F, Three Pacific Place
1 Queen’s Road East
Hong Kong

Independent Industry Consultant Frost & Sullivan
Suite 2802-2803, Tower A, Dawning Center
500 Hongbaoshi Road
Shanghai, PRC
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Receiving Banks

Bank of China (Hong Kong) Limited
1 Garden Road
Hong Kong

Bank of Communications Co., Ltd. Hong Kong Branch
20 Pedder Street

Central

Hong Kong

Wing Lung Bank, Limited
45 Des Voeux Road Central
Hong Kong



CORPORATE INFORMATION

Registered office PO Box 309
Ugland House
Grand Cayman, KY1-1104
Cayman Islands

Principal place of business in Room 606-607
Hong Kong 6/F, China Merchants Building
152-155 Connaught Road
Central, Hong Kong

Headquarters and principal place of Food Industry Park, Deng Kou County

business in China Bayannur City
Inner Mongolia Autonomous Region
PRC
Joint company secretaries Mr. LI Yundong (%4 #))

Flat 3 of Unit 1

Tower 2 of Dianlier Company Dormitory
Yinxindong Road

Yinxin District, Hohhot City

Inner Mongolia Autonomous Region
PRC

Mr. AU Wai Keung (@& ) (HKICPA)
Flat C, 4/F, Blk 6

Pokfulam Gardens

Pokfulam, Hong Kong

Authorized representative(s) Mr. CUI Ruicheng (£ % h)
Flat 4 of Unit 5
Tower 4 of Caoyuanmingzhu
Hailaerxi Road
Huimin District, Hohhot City
Inner Mongolia Autonomous Region
PRC

Mr. AU Wai Keung (& f#58)
Flat C, 4/F, Blk 6

Pokfulam Gardens
Pokfulam, Hong Kong

Audit committee Ms. GE Xiaoping (& BEM) (Chairman)
Mr. LI Changqing (%)
Mr. CUI Guiyong (#/H:5)

Remuneration committee Mr. WONG Kun Kau (¥ # BR) (Chairman)
Mr. LI Changqing (ZR#)
Mr. SUN Qian (##)
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Nomination committee

Compliance adviser

Principal share registrar and
transfer office

Hong Kong Share Registrar

Principal banker(s)

Company website address

Mr. YAO Tongshan (#k[E 1) (Chairman)
Mr. YUAN Qing (Ei#%)
Mr. WONG Kun Kau (##Ek)

TC Capital Asia Limited

Suite 1904, 19/F, Tower 6

The Gateway Harbour City, Tsimshatsui
Kowloon, Hong Kong

Maples Fund Services (Cayman) Limited
PO Box 1093, Boundary Hall

Cricket Square

Grand Cayman KY1-1112

Cayman Islands

Tricor Investor Services Limited
Level 22, Hopewell Centre

183 Queen’s Road East

Hong Kong

Bank of China Limited
Hohhot Zhongshan Branch
No. 28 Guangming Street
Humin District, Hohhot
Inner Mongolia, PRC

China Merchants Bank Co., Ltd
Hohhot Branch

No. 9, Chilechuan Street
Saihan District, Hohhot

Inner Mongolia, PRC

Bank of Communications Co., Ltd.

Hohhot, Ulan Branch

Building 2, No. 106 Wulanchabu East Street A
Saihan District, Xingan Lijing Area, Hohhot
Inner Mongolia, PRC

Agricultural Bank of China
Tumotezuoqi Branch

No. 24 Renmin Road
Chasuqi Tower, Tumotezuoqi
Inner Mongolia, PRC

http://www.youjimilk.com
(the information on the website does not form part of
this prospectus)
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REGULATORY OVERVIEW

A summary of the main PRC laws, rules and regulations applicable to our current business and

operations is set out below.
INDUSTRY POLICIES AND REGULATIONS
Foreign Investment in Dairy Farming and Production of Dairy Products

Guidance on foreign investment in different industries in the PRC can be found in the Foreign
Investment Industrial Guidance Catalogue ({AMR#REEFEFEEH $)), or the Catalogue, jointly
issued by NDRC and MOFCOM and such Catalogue will be amended and re-promulgated from time
to time by these two government authorities. Industries generally fall into four categories for the
purposes of guiding foreign investment, namely, encouraged, permitted, restricted and prohibited. The
Catalogue only lists out specific industries falling under the encouraged, restricted and prohibited
categories and what is not listed there would fall into the permitted category. The current effective
version of the Catalogue was issued on December 24, 2011 and became effective on January 30, 2012.
According to the 2011 Catalogue, dairy farming and production of dairy products should both belong

to the permitted category.
Modern Husbandry and Dairy Industry

Since 2006, the State Council, the Ministry of Agriculture of the PRC (7 #E A & 3L A1 B 2 2£350),
or MOA, and NDRC have promulgated a series of policies aiming at promoting the development of
modern husbandry and the healthy and sustainable development of the dairy industry. These policies
include the Several Opinions of the State Council Concerning the Promotion of Sustainable and
Healthy Development of Husbandry (<[5 bt B A A 1 78 BOE R A8 (8 R 38 R 1 7 i) ), promulgated
by the State Council in January 2007, the Several Opinions of the State Council Concerning the
Promotion of Sustainable and Healthy Development of the Dairy Industry (<% e B i (2 #E 15 3 K
Ml IR ER)), promulgated by the State Council in September 2007, the Circular of the
General Office of the State Council Regarding the Transmittal of the Outlines of the Restructuring and
Revitalization Plan for the Dairy Industry issued by NDRC and Other Ministries ([ B ## /> 5 #
i B 0 e A 2 A B 1 4 SE RE RN PR B A 2 1 4 R0 ) ), issued by the General Office of the
State Council in November 2008, the Development Plan of Major Dairy Cow Farming Regions
(2008-2015) (€4 B 5 4~ P 2[5 358 A = KL 1) (2008-2015))), promulgated by MOA in January 2009 and
the Several Opinions of MOA Concerning the Acceleration of the Work of Promoting Standardized
Large Scale Raising and Breeding of Livestock and Poultry (<2 & &8 B 7~ Jin D4t &5 &5 1R e L Ji A 22
FEII L)), issued by MOA in January 2010.

On June 26, 2009, the Ministry of Industry and Information Technology of the PRC (H# AR
LA T 26 M5 B {E #8) and NDRC released Dairy Product Industrial Policies (2009 Version) ({FL#
fn L3 £ UK (20094F- 45 %])) ). Investment in dairy products must comply with certain admission
conditions. For example, to engage in dairy products processing and manufacturing, investors shall
have stable and controllable bases of raw milk supply; for new dairy product processing projects, the

supply of raw milk for no lower than 40% of its process capacity shall come from stable and
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controllable supply bases; for rebuilt dairy product processing projects, the proportion should be no
lower than 75%; all raw fresh milk used by liquid milk production enterprises must come from stable
and controllable supply bases; and for formula milk powder production enterprises, the proportion
shall be no lower than 50%.

Large-Scale Animal Raising and Breeding Industry
Recordal of Animal Breeding Farms

The Husbandry Law of the PRC ({3 A\ RALFIE & #i% ) ), or the Husbandry Law, which was
promulgated by the Standing Committee of the National People’s Congress of the PRC
(ﬁa‘)\&ﬁ%@ﬁ@ﬁ%’?%ﬁ@), or the Standing Committee of the NPC, on December 29, 2005 and
became effective on July 1, 2006, stipulates the conditions an animal breeding farm must meet, and
requires the owner of a breeding farm to submit the name of the farm, address, strains of livestock and
poultry as well as scale of breeding for recordal with the administrative department for animal
husbandry and veterinary medicine under the people’s government at the county level where the farm
is located, and to obtain labels and codes for the livestock and poultry.

Disease Prevention

The Law on Animal Epidemic Prevention of the PRC ({H % A &I AN ¥ 05515 )), or the
Law on Animal Epidemic Prevention, which was amended by the Standing Committee of the NPC on
June 29, 2013, and the Measures for the Examination of Animal Epidemic Prevention Conditions (
CEYYI B PE R 35 & 1% ) ), which was promulgated by MOA on January 21, 2010 and became
effective on May 1, 2010, stipulate the conditions for prevention of animal epidemics that an animal
breading farm shall meet and require the operator of an animal breeding farm to apply to the
administrative departments for veterinary medicine under the people’s government at the county level

for a certificate for meeting animal epidemic prevention conditions.

According to the Law on Animal Epidemic Prevention, animal epidemic prevention institutions
shall monitor the arising and spreading of animal epidemic; any entities and individuals engaged in
animal raising, slaughtering, isolation, transportation or operation must report to the local
administrative departments for veterinary medicine, animal health supervision institutions or animal
epidemic prevention and control institutions immediately once they find the animals have got

epidemics or suspect epidemics, and shall take measures to prevent the spread of such epidemics.

Where animals are eradicated and animal products and relevant goods are destroyed through
mandatory measures taken in the course of prevention, control and elimination of animal epidemics,
people’s governments at or above the county level shall provide compensation. The specific rates and
measures for compensation shall be determined and adopted by the department of finance under the
State Council together with the departments concerned.
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Water Resource

Pursuant to the requirements of the “Water Law of the People’s Republic of China” ({1 % AR
FANE 7K )) (promulgated on August 29, 2002 and effective as of October 1, 2002), “Regulation on
the Administration of the License for Water Drawing and the Levy of Water Resource Fees” ) ({Ht/K
FF AT AR & R R O BN 9)) ) (promulgated on February 21, 2006 and effective as of April 15,
2006), “Measures for the Administration of Water Abstraction Licensing” ) (CHUKFF Al 4 B H#E) )
(promulgated and effective as of April 9, 2008) and “Implementation Measures for the Administration
of the License for Water Drawing and the Levy of Water Resource Fees in Inner Mongolia” (N5
B R R UK FF AT AK &R 2 EOCE BB HEL ) ) (promulgated on January 7, 2008 and effective as
of March 1, 2008), any entity or individual that draws water resources must, except for certain
circumstances, apply for a permit for water drawing, and pay water resource fees. The permit for water
drawing should include the term for water drawing, the volume of water for drawing, the purpose of
water drawing, the type of the water source, the location of water drawing and water withdrawal and
the volume of water withdraw. An applicant may not build water drawing engineering structures or
facilities until its application for water drawing has been approved by the approval authority. After the
construction of water drawing engineering structures or facilities is completed and upon satisfactory
inspection, the approval authority will issue the permit for water drawing. For any water drawing by
an entity or individual that exceeds the planned volume, water resource fees shall be charged
progressively on the excessive part. The amount of payment of water resource fees will be determined
according to the levy standard of water resource fee at the locality of the water intake and the actual
volume of water for drawing.

Quality of Dairy Products

According to the Regulation on the Supervision and Administration of the Quality Safety of
Dairy Products (FL&HE & %2 BB B % #])), which was promulgated by the State Council and
became effective on October 9, 2008, dairy animal breeders, raw milk purchasers, dairy products
production enterprises and sellers are the first responsible persons who shall assume responsibility for
the quality safety of the dairy products which they produce, purchase, transport and sell. Fresh milk
and dairy products must comply with the national safety standards governing the quality of dairy
products, which are developed by the competent health department of the State Council and amended
from time to time in accordance with the results of risk monitoring and risk assessments. The addition
of non-edible chemical substances or other substances which may be harmful to human health during

the production process of dairy products is prohibited.

According to the Administrative Measures for Fresh Milk Production and Procurement
( AL AR SO A BUEYS ) ), which was promulgated by MOA and became effective on November
7, 2008, provides that dairy animal breeders, purchasers of raw fresh milk and transporters of raw
fresh milk are the first responsible persons who shall assume responsibility for the quality safety of
the raw fresh milk that they produce, purchase, transport or sell. Raw fresh milk produced, purchased,
stored, transported or sold shall comply with the national quality safety standards for dairy products.
No substance is permitted to be added in during the processes of production, procurement, storage,

transportation and sale of raw fresh milk. Dairy products producers, dairy animal breeders, production
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cooperatives for farmers of dairy animals who wishes to open raw fresh milk purchase stations shall
apply to the administrative department for animal husbandry and veterinary medicine under the
people’s government at the county level where they are located for a raw fresh milk purchase permit.

Such raw fresh milk purchase permits are valid for a period of two years.

The owners of vehicles transporting raw fresh milk must obtain for such vehicles permits for
transportation of raw fresh milk issued by the administrative department for animal husbandry and
veterinary medicine under the people’s government at the county level where they are located.

Prevention and Control of Pollution

The Regulations on the Prevention and Control of Pollution Caused by Large-scale Breeding of
Livestock and Poultry ({7 & BB 5 QLB iAW %) ), issued by the State Council on November 11,
2013 and implemented since January 1, 2014, provide that, livestock and poultry farms and breeding
districts shall be built, reconstructed and expanded to meet the requirements of animal epidemic
prevention and in compliance with the development plan of animal husbandry and pollution prevention
and control plan of livestock and poultry breeding, and such farms and districts must undergo
environmental impact assessment. In the livestock and poultry farms and breeding districts there must
be relevant facilities for feces of livestock and poultry, shunting sewage and rains, storage of feces
and sewage, and comprehensive utilization and harmless treatment facilities for anaerobic digestion
and stack retting of feces, organic fertilizer processing, methane producing, separation and delivery
of dregs and fluid of methane, sewage treatment and corpse treatment. China encourages and supports
comprehensive use of wastes of breeding of livestock and poultry by way of rebuilding farms with
manure, production methane and organic fertilizer, and the like; and China encourages and supports
the disposal and containment of wastes of breeding of livestock and poultry by way of combining
planting and breeding to utilize wastes such as manure of livestock and poultry and sewage nearby;
and China encourages and supports comprehensive utilization such as methane and organic fertilizer
production and construction of facilities for delivery and utilization of dregs and fluid of methane and

methane electricity generation and the like.
Food Industry in General
Food Safety

The Food Safety Law of the PRC ({3 N RILFIE & &% 4 7%)), or the Food Safety Law,
which was adopted by the Standing Committee of the NPC on February 28, 2009 and became effective
on June 1, 2009, and its implementation regulation (<<EP$}\§;¥$H@tﬁ'ﬁfci\%gﬁﬁ%%%, which
was promulgated by the State Council and became effective on July 20, 2009, adopt measures and
requirements in the following aspects to improve food safety and prevent large scale food safety

accidents:

° strengthen the role of local government in the supervision and coordination of food safety

regulation work;
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° strengthen food safety risk monitoring, assessment; early intervention and quick control

over food safety accidents;

° revise the standards for the use of food additives and strengthen regulation of use of food
additives;

° establish a food recall system;

° abolish food safety inspection exemption system; and

° clarify the fundamental principles in formulating food safety standards.
Food Production

In accordance with the Food Safety Law, China implements a licensing system on food

production.

According to the Measures for the Administration of Food Production Licenses (& fh 4= 2 #F rJ
L)), which was issued by the General Administration of Quality Supervision, Inspection and
Quarantine of the PRC ("% A 4t 3] Bl 5 | 2 B B A B A % 48 %)), or AQSIQ, on April 7, 2010 and
became effective on June 1, 2010, food production enterprises must meet the required production
conditions stipulated therein and must obtain food production licenses. An enterprise intending to
produce food shall apply to the local quality and technical supervision department where food will be

produced. The effective period for a food production license is three years.

According to the Inspection and Regulation Rules for Quality and Safety of Dairy Products
( CGALAWEEZ 2 BB EHEEH])), a food production license shall be obtained from the local quality
supervision governmental department for entering into the dairy products production industry, and any

individual or entity shall not produce any dairy products without such a license.
Food Inspection

In accordance with the Food Safety Law, China has implemented an inspection system relating
to food production and operations. The state and local food safety supervision and administrative
departments are required to carry out food inspection and may not exempt any food from inspection.
The quality and technical supervision departments, industry and commerce administrative departments
and food and drug supervision and administration departments at and above the county level shall
carry out food inspections by taking samples on a regular or irregular basis. An enterprise engaging
in the production or operations of food may itself inspect the food it produces, or entrust a qualified

food inspection institution to undertake the inspection.
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Product Quality
The Product Quality Law of the PRC

Products that we manufacture are subject to the laws, rules and regulations in relation to the
product quality in the PRC. The Product Quality Law of the PRC ({H#E A R IAE 2 5 B 815 )), or
the Product Quality Law, which was promulgated by the Standing Committee of the NPC on February
22, 1993 and became effective on September 1, 1993 and amended on July 8, 2000, is the principal
law governing the supervision and administration of product quality.

According to the Product Quality Law, manufacturers are liable for the quality of products they
produce and sellers must take reasonable actions to ensure the quality of the products they sell.

The manufacturer shall be liable to compensate for any bodily harm or damage to property (other
than the defective product itself) caused by the defective products of the manufacturer unless the
manufacturer is able to prove that:

° it has not circulated the product;

° the defect did not exist at the time when the product was circulated; or

° the state of scientific or technological knowledge at the time when the product was
circulated was not such that it allowed the defect to be discovered.

The seller will be liable to compensate for any bodily harm or damage to property (other than
the defective product itself) caused by the defective products it sold if such defect is attributable to
the seller. A person who is harmed or whose property is damaged by the defective product may claim
such loss against the manufacturer or the seller.

Agricultural Products Safety

The Agricultural Products Safety Law of the PRC ("3 A R LA ER B2 2 B & % 225 )), or the
Agricultural Products Safety Law, which was promulgated by the Standing Committee of the NPC on
April 29, 2006 and became effective on November 1, 2006, governs the supervision and administration
of the quality and safety of primary agricultural products, namely plants, animals, microorganisms and
other products obtained in the course of agricultural activities. The Agricultural Products Safety Law
regulates the agricultural products in the following aspects to ensure that they meet the requirements
necessary to protect people’s health and safety, including:

° the quality and safety standards of agricultural products;

° the production places of agricultural products;

° the production of agricultural products; and

° the packaging and labeling of agricultural products.
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According to the Agricultural Products Safety Law, producers of agricultural products shall
reasonably use chemical products in order to avoid contaminating production places of agricultural
products. The agricultural producers shall also ensure that the preservatives, additives and other
chemicals used in the process of production, packaging, preservation, storage and transportation of
agricultural products shall be in conformity with the relevant compulsory technical specifications set
by the State.

Organic Product Certification

According to Measures for the Administration of Organic Product Certification
(CHWEPE SR as & %)), which was promulgated by General Administration of Quality
Supervision, Inspection and Quarantine of the PRC on November 5, 2004, became effective on April
1, 2005 and amended on November 15, 2013, producers of organic products may apply to authorized
certification bodies for organic product certification. The certification bodies shall arrange for
inspectors to carry out on-site inspection of the production or processing facilities
of organic products in accordance with the Implementation Rules for Organic Product
Certification (A WE MFBEEMBII)). The certification bodies will authorize testing agencies
with statutory qualifications to test the products for which certification is applied. Where the
requirements of organic product certification are met, the certification bodies shall issue organic
product certification to the applicant. In addition, the certification bodies shall implement effective
tracking and inspection of the certified products as well as their production and processing processes
in accordance with the Implementation Rules for Organic Product Certification so as to ensure the
ongoing compliance of the certificate holders. Without organic product certification, no products may
be labeled or identified as organic or organically produced which would mislead the public that the

said products are organic products.
Product Liabilities

Pursuant to the General Principles of the Civil Law of the PRC (" #e A R ILANE Rk Al ),
which was promulgated by the National People’s Congress of the PRC on April 12, 1986 and became
effective on January 1, 1987, and the Law on the Protection of Consumers’ Rights and Interests of the
PRC (3 N R LA 5 2 R 45 PR 775 ) ), which was promulgated by the Standing Committee of
the NPC on October 31, 1993 and became effective on January 1, 1994, and further amended by the
Standing Committee of the NPC on August 27, 2009 and October 25, 2013, both manufacturers and
distributors shall be held jointly liable for losses and damage suffered by consumers caused by the

defective products they manufacture or distribute.

The Tort Liability Law ({3 ANRILAMBIZHET (L)), which was promulgated by the
Standing Committee of the NPC on December 26, 2009 and became effective on July 1, 2010, provides
that where a product endangers personal life or property due to its defect, the manufacturers and the

distributors shall bear liability in tort.
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IMPORT RESTRICTIONS TO PREVENT MAD COW DISEASE

MOA and AQSIQ promulgated an announcement regarding Bovine Spongiform Encephalopathy,
or BSE (also known as Mad Cow Disease) on March 1, 2001, which forbids the imports of any cows
and heifers directly or indirectly from countries which had found BSE cases within their territories.
The announcement also provides a list to show the countries which had found BSE cases till then, and
any country which finds BSE cases from then on will be added into the list automatically. Since 2001,
MOA and AQSIQ have promulgated announcements from time to time to forbid imports of cows and
relevant products from the countries which found BSE cases, such as Canada (in 2003) and Brazil (in
2012).

Land Used for Agricultural Facilities

According to the Circular of Ministry of Land and Resources and MOA on Relevant Issues
Concerning Improving the Administration of Land Used for Agricultural Facilities (€[ T & &6 ~ &2
%ﬁ‘ﬁ%ﬁﬁ&%%%&ﬁ@%ﬂ%f@%ﬁﬁ%ﬁFn'ﬂ%ﬂ@ﬁ%u%, which was promulgated and became effective on
September 30, 2010, land used for agricultural facilities is divided into two categories, land for
production facilities and land for ancillary facilities, which in nature are different from land used for

non-agricultural construction project and are treated and administered as agricultural land.
TAXATION
Enterprise Income Tax

According to the Enterprise Income Tax Law of the PRC ({1 % A [ ILAIE {25 r i3 88 1k)), or
the EIT Law, which was promulgated by the National People’s Congress of the PRC on March 16, 2007
and became effective on January 1, 2008, and the Implementation Rules to the EIT Law (R H#EANR
JLHN B A ZE I A5 BLVE B R 91) ), or the Implementation Rules, which was promulgated by the State
Council on December 6, 2007 and became effective on January 1, 2008, enterprises are divided into
resident enterprises and non-resident enterprises. A resident enterprise must pay enterprise income tax
on its income deriving from both inside and outside China at the rate of enterprise income tax of
25.0%. A non-resident enterprise that has an establishment or place of business in the PRC shall pay
enterprise income tax on its income deriving from inside China and obtained by such establishment
or place of business, and on its income which derives from outside China but has actual relationship
with such establishment or place of business, at the rate of enterprise income tax of 25.0%. A
non-resident enterprise that does not have an establishment or place of business in China, or has an
establishment or place of business in China but the income has no actual relationship with such
establishment or place of business, shall pay enterprise income tax on its income deriving from inside

China at the reduced rate of enterprise income tax of 10.0%.

According to the EIT Law and the Implementation Rules, income of an enterprise generated from
farming cattle and poultry or primary process of agricultural products will be exempted from

enterprise income tax.
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Value-Added Tax

Pursuant to the Provisional Regulations on Value-added Tax of the PRC (€ #g A R 441 [ 14 (H
*ﬁﬁéﬁﬁ%%%, or VAT Regulations, which was amended by the State Council on November 5, 2008
and became effective on January 1, 2009, and its implementation rules (€ & A [ 3 1 2] 4 (B B B 17
GBI E AN I ) ), which was amended by the Ministry of Finance of the PRC (H1## A & &A1 ] B B
on October 28, 2011, entities or individuals engaging in sale of goods, provision of processing
services, repairs and replacement services or importation of goods within the territory of the PRC shall
pay value-added tax. Unless provided otherwise, the rate of value-added tax for general value-added
tax payers is 17.0%. Self-produced agricultural products sold by agricultural producers shall be

exempt from value-added tax.
DIVIDEND DISTRIBUTION

Under the Law of the PRC on Wholly Foreign-Owned Enterprises ({3 A R ILAE 4N & 4> 2%
%)), which was amended by the Standing Committee of the NPC on October 31, 2001, and the Law
of the PRC on Sino-foreign Equity Joint Ventures (€13 A\ R ALFIE 1 oh & &R & B2 ), which
was amended by the Standing Committee of the NPC on March 15, 2001, foreign-invested enterprises
may not distribute after-tax profits unless they have contributed to the funds as required by PRC laws

and regulations and have set off financial losses of previous accounting years.

According to the EIT Law and the Implementation Rules, dividends paid to its foreign investors
are subject to a withholding tax rate of 10.0%, unless relevant tax agreements entered into by the PRC

Government provide otherwise.

The PRC and the government of Hong Kong entered into the Arrangement between the Mainland
of the PRC and Hong Kong for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion
with respect to Taxes on Income (A b7 v 450 Il 47 B [ B 7 36 T 15 30 ik o 8 B 400 A B 1L ffi T i
)% PE)), or the Arrangement on August 21, 2006. According to the Arrangement, the withholding tax
rate on dividends paid by a PRC company to a Hong Kong resident is 5.0%, provided that such Hong
Kong resident directly holds at least 25.0% of the equity interests in the PRC company, and 10.0% if
the Hong Kong resident holds less than 25.0% of the equity interests in a PRC company. In order to
claim for the beneficial treatment on the withholding tax rate for dividends at 5% under the
Arrangement on August 21, 2006, a Hong Kong resident is required to be the beneficial owner of
dividends received, which will be subject to the assessment and approval of the competent PRC tax
authorities based on relevant parameters in determining beneficial ownership status under prevailing
PRC tax regulations.

Pursuant to the Circular of the State Administration of Taxation on Relevant Issues relating to
the Implementation of Dividend Clauses in Tax Agreements ([B ZBiH 48 5 B A BUAT B oh 2 I 2.
o2 A B T RE Y48 A1) ), which was promulgated by SAT and became effective on February 2, 2009,
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all of the following requirements are satisfied where a fiscal resident of the other party to a tax
agreement needs to be entitled to such tax agreement treatment as being taxed at a tax rate specified
in the tax agreement for the dividends paid to it by a Chinese resident company:

° such a fiscal resident who obtains dividends should be a company as provided in the tax
agreement;
° owner’s equity interests and voting shares of the Chinese resident company directly owned

by such a fiscal resident reaches a specified percentage; and

° the equity interests of the Chinese resident company directly owned by such a fiscal
resident, at any time during the twelve months prior to the obtainment of the dividends,
reach a percentage specified in the tax agreement.

According to the Administrative Measures for Non-resident Enterprises to Enjoy Treatments
under Tax Treaties (Trial) (<FEJ&EREZBLHEFHBEIIEGITT))), or the Administrative
Measures, which became effective on October 1, 2009, where a non-resident enterprise (as defined
under the PRC tax laws) that receives dividends from a PRC resident enterprise wishes to enjoy the
favorable tax benefits under the tax arrangements, it shall submit an application for approval to the
competent tax authority. Without being approved, the non-resident enterprise may not enjoy the
favorable tax treatments provided in the tax agreements.

ENVIRONMENTAL PROTECTION

The Environmental Protection Law of the PRC ({##E ARILFMBEIRERGELE)), or the
Environmental Protection Law, which was promulgated by the Standing Committee of the NPC and
became effective on December 26, 1989, establishes the legal framework for environmental protection
in the PRC. The environmental protection department of the State Council supervises and administers
the environmental protection work in the PRC, and establishes national standards for the
environmental quality and discharge of pollutants. Local environmental protection bureaus are in turn
responsible for the environmental protection work within their respective jurisdictions.

Prevention and Control of Pollution

The Law of the PRC on Prevention and Control of Water Pollution ({2 A [ 3 E 7K 75 Z% b5
i77%)), which was amended by the Standing Committee of the NPC on February 28, 2008, the Law
of the PRC on Prevention and Control of Atmospheric Pollution ({9 & A R A1 KSR T5 Y B iR is)),
which was amended by the Standing Committee of the NPC on April 29, 2000, and the Law of the PRC
on Prevention and Control of Environmental Noise Pollution (<73 A R 3t A0 B0 BR 3% e 8 v5 L b5 VR
%)), which was promulgated by the Standing Committee of the NPC on October 29, 1996 and became
effective on March 1, 1997, as well as the Law of the PRC on the Prevention and Control of
Environmental Pollution by Solid Wastes ({H#E A & A1 (5[5 88 55 4 15 Y BR BT B iR 7% ) ), which was
amended by the Standing Committee of the NPC December 29, 2004, prescribe the details for the
prevention and control of water pollution, atmospheric pollution, noise pollution and solid waste
pollution.

— 92 —
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Environmental Protection on Construction Projects

The Environmental Impact Appraisal Law (<5 A R AN 3R 45 5% 2557 (1% ) ), which was
promulgated by the Standing Committee of the NPC on October 28, 2002 and became effective on
September 1, 2003, the Administration Rules on Environmental Protection of Construction Projects
( CEERCTH H IR BT R A% 1)), which was promulgated by the State Council and became effective
on November 29, 1998, and the Measures for the Administration of Examination and Approval of
Environmental Protection Facilities of Construction Projects ({F=CIA H % T.5R 5% f 7 By Wi 21 E
%)), which was promulgated by the State Environmental Protection Administration of the PRC (H
FE N RSB B A R B AR # 42J5)) on December 27, 2001 and became effective on February 1,2002,
require enterprises planning construction projects to engage qualified professional institution to
provide assessment reports on the environmental impact of such projects. The assessment report must
be approved by the competent environmental protection authorities prior to commencement of any
construction work. Enterprises must file an application for examination and acceptance of the
environmental protection facilities upon the completion of the construction project. A construction
project may be formally put into production or use only if the corresponding environmental protection
facilities have passed the acceptance examination.

LABOR
Employment Contracts

The Labor Contract Law of the PRC ({#E AN RILAE 45 8) 51774 )), or the Labor Contract
Law, which was promulgated by the Standing Committee of the NPC on June 29, 2007 and became
effective on January 1, 2008 and as amended on December 28, 2012, governs the relationship between
employers and employees and provides for specific provisions in relation to the terms and conditions
of an employment contract. The Labor Contract Law stipulates that employment contracts must be in
writing and signed. It imposes more stringent requirements on employers in relation to entering into
fixed-term employment contracts, hiring of temporary employees and dismissal of employees.

Social Security

Under applicable PRC laws and regulations, including the Social Insurance Law of The PRC (
(e N R ILAEI 41 € PR BR %)), which was promulgated by the Standing Committee of the NPC on
October 28, 2010 and became effective on July 1, 2011, and the Regulations on the Administration of
Housing Accumulation Fund ({ff /5 A& & ¥ 11) ), which was amended by the State Council on
March 24, 2002, employers and/or employees (as the case may be) are required to contribute to a
number of social security funds, including funds for basic pension insurance, unemployment
insurance, basic medical insurance, occupational injury insurance, maternity leave insurance, and to
housing provident funds. These payments are made to local administrative authorities and employers
who fail to contribute may be fined and ordered to rectify within a stipulated time limit.

PRODUCTION SAFETY

Pursuant to the Production Safety Law of the PRC ({1 % AN RILAE L 24 E L)), or the
Production Safety Law, which was promulgated by the Standing Committee of the NPC on June 29,
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2002 and became effective on November 1, 2002, is the principal law governing the supervision and
administration of production safety in the PRC. This law requires production entities to meet the
relevant legal requirements, such as providing its staff with training and a handbook on production
safety and providing safe working conditions in compliance with relevant laws, rules and regulations.
Any production entities unable to provide the required safe working conditions may not engage in
production activities. Violation of the Production Safety Law may result in the imposition of fines and
penalties, the suspension of operations, an order to cease operations, or even criminal liability in
severe cases.

Pursuant to the Regulations on Safety Supervision of Special Equipment (R &M 4 4 B 254k
1)), which was promulgated by the State Council on March 11, 2003 and became effective on June
1, 2003 and amended on January 24, 2009, special equipment, including boilers, pressure vehicles
(including gas cylinders), pressure pipelines, elevators, lifting alliances, passenger ropeways, and
large amusement devices, which relate to safety of human lives or having high risks, shall be
registered with competent departments for safety supervision and administration of special equipment.
The operators of special equipment shall not engage in operation or management of the special
equipment until they have passed the examination organized by the departments for safety supervision
and administration of special equipment.

FOREIGN EXCHANGE REGISTRATION

Pursuant to Circular on Foreign Exchange Issues Related to Equity Finance and Round-Trip
Investments by Domestic Residents through Offshore Special Purpose Vehicles (€[5 %4 i % 3 5 B
A BT A A 263 R B SRR IR B A9 B VS SORFERCE SME S A B A AN)),  or  Circular 75,
which was promulgated by SAFE on October 21, 2005 and became effective on November 1, 2005,
(i) a domestic resident, including a domestic resident natural person or a PRC company, must register
with the local SAFE branch before it establishes or controls a special purpose vehicle, or an SPV for
the purpose of conducting overseas equity financing; (ii) when a domestic resident contributes assets
or equity interests to an overseas SPV, such domestic resident must register its interests in the overseas
SPV or any change to its interest in the overseas SPV with the local SAFE branch; and (iii) when the
overseas SPV undergoes a material change in capital outside the PRC, such as a change in share capital
or merger and acquisition, the domestic resident must register such change with the local SAFE
branch.

MERGERS AND ACQUISITIONS BY FOREIGN INVESTORS

The Provisions on Mergers and Acquisitions of Domestic Enterprises by Foreign Investors ([
AN 5 E SR N R B E ) ), or the M&A Regulation, was promulgated by MOFCOM, the
State Assets Supervision and Administration Commission of the State Council (75 k% Bl A & = B &
EHZ B ), SAT, SAIC, CSRC and SAFE on August 8, 2006 and became effective on September 8,
2006 as amended on June 22, 2009 by MOFCOM. Under the M&A Regulation, the following scenarios
qualify as an acquisition of a domestic enterprise by a foreign investor:

° a foreign investor purchases by agreement the equity interests of a domestic enterprise
without foreign investment or subscribes for the increased capital of a domestic enterprise
without foreign investment, and thus converts the domestic enterprise without foreign
investment into a foreign-invested enterprise;
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° a foreign investor establishes a foreign-invested enterprise and use such foreign-invested
enterprise to purchase by agreement the assets of a domestic enterprise and operates such
assets; or

° a foreign investor purchases by agreement the assets of a domestic enterprise and then
contribute such assets as capital to establish a foreign-invested enterprise and operates such
assets.

SECURITY REVIEW

Pursuant to the Circular of the General Office of the State Council on the Establishment the
Security Review System for Mergers and Acquisitions of Domestic Enterprises by Foreign Investors
(BT B 0 T BRI 2 5 A B 43 5 3 D WA TN A S 2 2 e A i FZ A4 A1) ), which was promulgated
on February 3, 2011 and became effective on March 3, 2011, and the Provisions of MOFCOM on the
Implementation of the Security Review System for Mergers and Acquisitions of Domestic Enterprises
by Foreign Investors (%50 E it S0 450 & & (F 58 0 A L R AR BIED), which was
promulgated on August 25, 2011 and became effective on September 1, 2011, where foreign investors
initiate mergers and acquisitions of domestic military industrial enterprises and supportive military
industrial enterprises, enterprises surrounding major and sensitive military facilities, and other entities
relating to the national defense security; mergers and acquisitions of domestic enterprises relating to
important agricultural products, important energies and resources, important infrastructural facilities,
important transportation services, key technologies, manufacturing of major equipment and other
business related to the national security, which may result in the actual controlling power of foreign
investors over those acquired domestic enterprises, the foreign investors shall apply to MOFCOM for
the security review of the concerned mergers and acquisitions. Whether a foreign investor’ mergers
and acquisitions of a domestic enterprise falls under the scope of mergers and acquisitions security
review or not shall be determined in terms of the substance and actual influence of the mergers and
acquisitions transaction. No foreign investors may substantially evade mergers and acquisitions
security review under any circumstances, including but not limited to by way of holding on behalf of
others, trust, multi-level reinvestment, leasing, loans, variable interest entities, or overseas
transactions.

INTELLECTUAL PROPERTY

China has adopted legislations related to intellectual property rights, including trademarks,
patents and copyrights. China is a signatory party to all major intellectual property conventions,
including the Paris Convention for the Protection of Industrial Property, the Madrid Agreement on the
International Registration of Marks and Madrid Protocol, the Patent Cooperation Treaty, the Budapest
Treaty on the International Recognition of the Deposit of Microorganisms for the Purposes of Patent
Procedure, and the Agreement on Trade-Related Aspects of Intellectual Property Rights.

Regulations on Patents
According to the Patent Law of the PRC (1% A\ R IL A F F A% ) ) promulgated on March 12,

1984 and amended on September 4, 1992, August 25, 2000 and December 27, 2008, with the last
amendment effective on October 1, 2009, patent protection is divided into three categories, namely,
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invention patent, utility patent and design patent. Invention patents are valid for twenty years from the
date of application, while design patents and utility patents are valid for ten years from the date of
application. Once an invention patent, utility patent or a design patent is granted, unless otherwise
permitted by law, no individual or entities are permitted to engage in the manufacture, use, sale, or
import of the product protected by such patent or otherwise engage in the manufacture, use, sale, or
import of the product directly derived from applying the production technology or method protected
by such patent, without consent of the patent holder. The patent application system in China is
different in many ways from that in other countries. The patent system in China uses the “first to file”
principle, which means when more than one person files for a patent application for the same
invention, the patent will be granted to the person who files the application first. In addition, China
requires absolute novelty for an invention to be patentable. Therefore, in general, a patent will be
denied if it is publicly known in or outside of China. Although patent rights are national rights, the
Patent Cooperation Treaty allows an applicant in one country to seek patent protection for an invention
in multiple member countries at the same time by filing an international patent application. However,
the fact that a patent application is pending is not a guarantee that a patent will be granted.
Furthermore, even if a patent application is granted, the scope of a patent may not be as broad as the
applicant requested in the initial application.

Regulations on Trademarks

The Trademark Law of the PRC (" #E NRILFEPGHE1L)), or the Trademark Law, was
promulgated in August 1982, subsequently amended on February 22, 1993 and October 27, 2001, and
Implementation Regulations on the Trademark Law of the PRC (73 A & 3 il [ 7 A% 325 B it e 461 ) )
was promulgated on August 3, 2002 by the State Council. These laws and regulations provide the basic
legal framework for the regulations of trademarks in China. In China, registered trademarks include
commodity trademarks, service trademarks, collective marks and certificate marks. The Trademark
Office under SAIC is responsible for the registration and administration of trademarks throughout the
country. Trademarks are granted on a term of ten years. Six months prior to the expiration of the
ten-year term, an applicant can renewed the application and reapply for trademark protection.

Under the Trademark Law, any of the following acts may be regarded as an infringement of the
exclusive right to use of a registered trademark:

° use of a trademark that is identical with or similar to a registered trademark on the same
or similar kind of commodities of the trademark registrant’s without the authorization of the
trademark registrant;

° sale of commodities infringing upon the exclusive right to use the registered trademark;

° counterfeiting or making, without authorization, representations of a registered trademark,
or sale of such representation of a registered trademark; and

° otherwise infringing upon other person’s exclusive right to use a registered trademark and
cause damages.
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Violation of the Trademark Law may result in the imposition of fines, confiscation and
destruction of the infringing commodities. Trademark license agreements must be filed with the
Trademark Office under SAIC or its regional counterparts. The licensor shall supervise the quality of
the commodities on which the trademark is used, and the licensee shall guarantee the quality of such

commodities.
Regulations on Domain Names

The Measures for the Administration of Domain Names for the Chinese Internet (B 5§43
43845 & AL ) ) were promulgated by the Ministry of Information Industry on November 5, 2004
and became effective on December 20, 2004. These measures regulate the registration of domain
names in Chinese with the Internet country code of “.cn.” The Measures on Domain Names Dispute
Resolution (H B B A5 B b0 34 Fr sk i JLFL (20064F-155%T)))  were promulgated by the
Chinese Internet Network Infrastructure Center on February 14, 2006 and became effective on March
17, 2006. These measures require domain name disputes to be submitted to institutions authorized by

the Chinese Internet Network Information Center for resolution.
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Certain information and statistics relating to our industry provided in this section have been
derived from official government sources. In addition, this section and elsewhere in the prospectus
contains information extracted from a report commissioned by us, or the F&S Report, prepared by
Frost & Sullivan for purposes of this prospectus.””) We believe that the sources of the information
in this “Industry Overview” section are appropriate sources for such information, and we have
taken reasonable care in extracting and reproducing such information. We have no reason to
believe that such information is materially false or misleading, and no fact has been omitted that
would render such information materially false or misleading. Our Directors confirm that, after
taking reasonable care, they are not aware of any adverse change in market information since the
date of the F&S Report which may qualify, contradict or have an adverse impact on the quality of
information in this section. However, the information has not been independently verified by us, the
Joint Sponsors, the Underwriters or any other party involved in the Global Offering and no
representation is given as to its accuracy. Except as otherwise noted, all the data and forecast in
this section are derived from the F&S Report.

ORGANIC FOOD
Why Organic?

During the past decades, the use of synthetic chemicals in agricultural production was promoted
to farmers as a way of enhancing productivity and increasing yield. Today, much uncertainty remains

(I)  This “Industry Overview” section contains information extracted from a commissioned report, or the F&S Report,
prepared by Frost & Sullivan for purposes of this prospectus. The contract sum to Frost & Sullivan is RMB1.09 million
for the preparation and use of the F&S Report, and we believe that such fees reflect the market rate.

Research Methodologies
In compiling and preparing the F&S Report, Frost & Sullivan has also adopted the following methodologies:

. A detailed primary research which involves discussing the status of the industry with leading industry participants
and industry experts.

° The consumer survey on liquid milk was based on 1,200 respondents from 4 cities. Through this consumer survey,
Frost & Sullivan has obtained the information in relation to consumer behavior and attitude towards liquid milk
products as well as organic liquid milk products in these cities.

. A secondary research involved reviewing company reports, independent research reports and data based on Frost
& Sullivan’s own research database.

. Projected data was obtained from historical data analysis plotted against macroeconomic data as well as specific
industry-related drivers.

Forecasting Bases and Assumptions

Frost & Sullivan based the F&S Report on the following bases and assumptions:

. Chinese economy is expected to maintain steady growth in the next decade;
° Chinese social, economic, and political environment is expected to remain stable in the forecast period;
. Key market drivers such as increase in per capita disposable income, rapid urbanization, low per capita

consumption compared to developed countries, rising health awareness, increasing demand for high-end
production, and improved distribution network are expected to boost the development of the Chinese dairy market;

o Key drivers including increasing disposable income of Chinese residents, rising health awareness among
consumers and expanding consuming groups of liquid milk is likely to drive the future growth of China liquid milk
market;

. The market research was completed in June 2014.

About Frost & Sullivan

Frost & Sullivan is an independent global consulting firm, which was founded in 1961 in New York. It offers industry
research and market strategies and provides growth consulting and corporate training. Its industry coverage in China includes
automotive and transportation, chemicals, materials and food, commercial aviation, consumer products, energy and power
systems, environment and building technologies, healthcare, industrial automation and electronics, industrial and machinery,
and technology, media and telecom, and financial services.
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regarding the safety of such chemicals currently used. The use of antibiotics, synthetic hormones, and
genetically modified organisms, or GMO, to intensify production in modern conventional agriculture
practices also presents concerns for human and animal health. In particular, food safety has been a
growing concern of Chinese consumers as result of a series of food contamination incidents in China.
The organic certification standards in E.U., the United States and China primarily adopt the common
principles of prohibiting the use of synthetic pesticides or fertilizers, synthetic hormones, antibiotics,
GMOs and promoting animal welfare. See “— Raw Milk Production in China — Organic Raw Milk
— Organic Dairy Certification” for more details about organic standards in E.U., the United States and
China. These common principles also, to a certain extent, reflect the philosophy of organic production
to minimize any potential harm to the environment, animals and humans and follow the natural laws

of living organisms with emphasis on the interdependence of all life and the value of sustainability.

The following definitions briefly describe the concept of organic food as known today.

° “Organic agriculture”— a whole-system approach based upon a set of processes resulting
in a sustainable ecosystem, safe food, good nutrition and animal welfare. It is based on
minimal use of off-farm inputs and on management practices that restore, maintain and

enhance ecological harmony.

° “Organic food”— food that is produced using methods of organic dairy farming, with
limited modern synthetic inputs such as synthetic pesticides and fertilizers. Organic food
is not processed using irradiation, industrial solvents, or transgenic technology. Antibiotics,
synthetic hormones and other chemical food additives are also prohibited in the process of

making organic food.

China’s Organic Food Market

As the organic concept emerged relatively late in China, organic food is not well penetrated in
the Chinese market. Per capita expenditure on organic food in China was only US$4 in 2013. In
contrast, organic food is more widely accepted by consumers in western countries. In 2013, the per
capita expenditure on organic food was US$118, US$102 and US$88 in Germany, the United States

and France, respectively.

The global organic food retail market increased from US$55.0 billion in 2009 to US$81.7 billion
in 2013, with a CAGR of 10.4%. Organic food was consumed in over 160 countries in 2013. The
United States and European countries such as Germany, France and the United Kingdom were the main
consumption countries of organic food. With the consumers’ increasing awareness of organic food
globally, the global organic food retail market is likely to grow at a CAGR of 14.9% from 2013 and
reach US$163.4 billion in 2018. Organic food is expected to be more popular and become increasingly
available to general consumers at that time. China’s organic food market is experiencing rapid growth.
The organic food retail market in China increased from US$1.6 billion in 2009 to US$5.3 billion in
2013, and is expected to reach US$24.0 billion in 2018. China’s share of the global organic food retail
market is also expected to grow to 14.7% in 2018, compared with 2.8% in 2009 and 6.4% in 2013.
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Future trends and growth drivers

The global organic food market is likely to continue growing in the future, with key growth
drivers coming from both the demand side and the supply side. On the demand side, the global organic
food market has witnessed growth in recent years due to increasing consumer health awareness, which
is likely to continue driving the future growth of this market. The increasing penetration of organic
food is expected to enhance its popularity and availability. Widening retail distribution channels
including more physical stores as well as online channels is likely to support the growth of the market.
On the supply side, in 2013, over 160 countries have produced and consumed organic food. With the
maturity of public policies and government regulations on organic food, more suppliers are likely to
engage in organic food markets. Increased research and development efforts for new products
development provides significant market opportunities for the market players, which is also likely to

promote the organic food market for the demand side.

As a result of these growth drivers, the organic food market in China is expected to exhibit the

following growth trends:

° Rapid market growth. With the increasing disposable income of Chinese consumers, as well
as their increasing health consciousness, China’s organic food market has grown rapidly in
the past several years and is expected to continue the rapid growth in the future. More

consumers are expected to consume organic food.

° Increasing availability. China’s organic food market is still concentrated in large cities.
Distribution channels of organic food are also limited compared to those of traditional food.
In the future, with the development of distribution channels, such as online channels,
organic food is expected to become available in more cities and regions of China, which

will contribute to organic food market growth.

° More product diversity. Compared with western countries, China’s organic food market still
lags behind with limited product categories. The current main organic foods in China are,
among others, organic milk, organic fruit and organic vegetables. Organic meat, such as
beef and pork, and organic poultry are not popular in China. With the development of
organic food market in China, an increasing number of products are likely to emerge to

enrich the organic food portfolio.
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China’s organic food market has experienced a rapid growth stage from 2009 to 2013. The
increasingly broad range of organic food and the rising of the living standard had driven the market
growth. From 2009 to 2013, China’s organic food retail market increased from RMB10.6 billion to
RMB32.7 billion, with a CAGR of 32.5%, and is expected to further increase to RMB144.6 billion in
2018, representing a CAGR of 34.6% from 2013 to 2018. The following chart illustrates the
consumption of organic food in China from 2009 to 2013 and the forecast from 2014 to 2018. In
comparison, China’s food retail market value only grew with a CAGR of 17.2% from 2009 to 2013,
and is likely to expand with a CAGR of 13.8% from 2013 to 2018.

Organic Food Retail Market
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Organic Food Certification

Organic certification is a certification process for producers of organic food and other organic
agricultural products, including organic raw milk and dairy products. It is intended to assure quality
and prevent fraud, and aimed at regulating and facilitating the sale of organic products to consumers.
Certification requirements vary from country to country, and generally involve a set of production
standards for growing, processing, storaging, packaging and shipping. Frequently used certification
standards in China include those of the United States, Japan, E.U., and China.

CHINA’S DAIRY INDUSTRY
Rapid growth in China’s dairy industry began in the 1990s and has continued in recent years. In
2013, China’s dairy products market, including UHT and fresh milk, milk powder, yogurt and other

dairy products, had a total retail sales value of RMB300.4 billion and is expected to further grow at
a CAGR of 11.3% to RMB513.4 billion in 2018.
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Industry Value Chain

The dairy industry supply chain in China includes the growing and processing of feed, dairy
farming, and the production and sale of dairy products. An integrated and traceable supply chain is
recognized as an effective solution for ensuring raw milk quality in the quality control of feed
processing, milking, raw milk production and finished product transportation and storage. This is
because a vertically-integrated business model can align the competing interests among different
participants across critical segments of the dairy industry value chain. Set forth below is a comparison

of the degree of vertical integration among major dairy companies in China.”

Dairy Farming

Dairy Products Market
and Raw Milk Supply Y IR NS

Forage Growing

Shengmu® v
Huishan Group v
Bright

Modern Dairy

New Hope

Weigang

CAOCA8ANR

YuanShengTai
Mengniu Group
Yili Group”

Sanyuan

ANA VA NA N U N0 U WA N N

Wondersun

(1) “¥” indicates that this participant had more than half of its forage supplied by the forage planting areas over which it
had control or significant influences in terms of management and operation of forage growing, more than half of its raw
milk supplied by the milk sources over which it had control or significant influences in terms of management and operation
of dairy farming and raw milk supply, and the dairy products production over which it had control or significant influences
in terms of management and operation of dairy products as of December 31, 2013.

(2) Shengmu and Yili Group were the only two grass-to-glass organic dairy producers in China as of December 31, 2013,
defined as those with control or significant influences over management and operation of organic certified forage growing
fields and ownership of organic certified dairy farms and processing capabilities. As non-organic milk production
constitutes a significant component of Yili Group’s business, and a majority of Yili Group’s overall forage and raw milk

“«

is sourced from third-party suppliers, it is not regarded as a vertically-integrated dairy company. See “— China’s Dairy

Products Market — Increasing Penetration of High-end Market Segment — ‘Grass-to-glass’ Organic Dairy Market” below
for further details.

Source: Frost & Sullivan

Among all the major dairy companies in China, Shengmu was the only vertically integrated
Chinese dairy farming company whose products meet the E.U. organic standards, as of May 31, 2014.

Growth Drivers and Future Trends
Key growth drivers and future trends of China’s dairy industry include the following:
° Increase in per capita disposable income. Per capita annual disposable income of urban
households in China is expected to grow at a CAGR of 10.4% from RMB26,955 in 2013 to
RMB44,150 in 2018, and the per capita annual disposable income of rural households in

China is expected to grow at a CAGR of 12.3% from RMBS,896 in 2013 to RMB15,907 in
2018.
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° Rapid urbanization. China’s urbanization rate will increase from 53.7% in 2013 to 59.9%
in 2018. Accelerating urbanization also affects consumer goods markets in lower-tier cities
and rural areas as the urban mindset and lifestyle are being accepted by an increasing
proportion of the rural population. Various consumer products, such as dairy products,
which used to be found only in urban markets, are now more often displayed in rural
markets, which has helped such products penetrate into broader and more diverse tiers of
markets.

° Increase in per capita consumption. China’s per capita consumption of dairy products is
currently still significantly lower than that of developed countries. In 2013, the per capita
consumption of dairy products was approximately 28.9 kilograms per year in China, as
compared with 84.6 kilograms per annum, 96.2 kilograms per year and 58.0 kilograms per
annum in the European Union, the United States and Japan, respectively.

° Rising health awareness. With the changing dietary habits and increasing health awareness
of Chinese people, dairy products have become a daily diet staple of an increasing number
of consumers. Such a trend is expected to drive further growth of dairy products
consumption in China.

CHINA’S DAIRY FARMING INDUSTRY
Climatic and Geographical Suitability

The dairy farming business is affected by climate. In general, dairy cows prefer cool and dry
weather over hot, humid weather, which is why the herd size of dairy cows in northern areas is
generally larger than that of southern areas. It is generally accepted in the dairy farming industry that
the most suitable cattle raising areas for dairy cows is located in what is known as the Golden Raw
Milk Belt (40° and 47° north latitude). Many global leading dairy giants established their dairy
farming companies around the Golden Raw Milk Belt, which can provide adequate feed with higher
quality and lower transportation costs for dairy farming business. In China, the majority of
northeastern China, Inner Mongolia and Xinjiang are within this area.

In particular, located in Bayannur League and Alxa League of Inner Mongolia with a total area
of 11,000 square kilometers, the Ulan Buh desert is the eighth largest desert in China which has a
number of advantages compared to conventional farming environments, including little pollution, very
low levels of bacteria, viruses and pests, and favorable climatic advantages. Dairy cows prefer
relatively cool temperature and dry weather. The intensity and the long hours of sunlight in the desert
help forage crops grow and dairy cows convert vegetable protein into animal protein and produce
higher levels of calcium in their milk. The following are certain climatic advantages of the Ulan Buh
desert:

° Desirable latitude zone for dairy farming. The Ulan Buh desert is located in the Golden
Raw Milk Belt.

° Cool and dry weather. The temperature range from 0°C to 15°C is a favorable range for
dairy cows, and the Ulan Buh desert has a temperature range generally from -30°C to 39°C
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with an annual average temperature of 7.8°C, and an annual average precipitation of
approximately 103 millimeters. In addition, the temperature difference between day and
night in the desert helps to improve the quality of forage crops. Meanwhile, the temperature
in China generally ranges from -33°C to 43°C, with an annual average temperature of

10.2°C. The annual average precipitation in China is approximately 653.4 millimeters.

Ample sunlight. The Ulan Buh desert has an average of almost 3,200 hours of sunlight
annually with an average solar radiation intensity of 6,280 MJ/square meter, compared to
an average 1,800 to 2,000 hours of sunlight annually with an average solar radiation
intensity of 4,250 to 5,000 MJ/square meter in central and southern China. The intensity
and the long hours of the sunlight in the desert help forage crops grow and dairy cows
convert vegetable protein into animal protein and produce higher levels of calcium in their
milk.

Abundant soil and water. The Ulan Buh desert is the product of alluviation of the upper
reaches of the Yellow River, which has formed a thick layer of rich soil under the sand
surface of the desert conductive to plantation. According to the survey conducted by Inner
Mongolia Hetao Irrigation Administration, the Ulan Buh desert area has an aquifer holding
an aggregate of approximately 5.7 billion cubic meters of water under the sand surface. The
water of the upper reaches of the Yellow River is very clean and is purified as it percolates

through layers of rock, fine sand and gravel to form the desert lakes and aquifers.

RAW MILK PRODUCTION IN CHINA

China’s raw milk demand has been increasing steadily in the last few years, from 40.5 million
tonnes in 2009 to 49.0 million tonnes in 2013, with a CAGR of 4.9%. Driven by the increasing demand

of dairy products by Chinese consumers, China’s raw milk shortage is expected to continue from 2014

to 2018 and the gap between demand and supply will continuously widen at a CAGR of 17.4% from
2009 to 2018, with the demand for raw milk increasing at a CAGR of 7.1% from 2013 to 2018.
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The chart below illustrates the raw milk price trend in China from January 2009 to July 2013.
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Within the raw milk market in China, the production volume of organic raw milk was
approximately 0.17 million tonnes, accounting for 0.5% of total raw milk production volume which
was 35.3 million tonnes in 2013. The market size of organic raw milk in the overall raw milk market
is expected to grow significantly in the future. Organic raw milk production volume is expected to
reach 1.48 million tonnes, equivalent to 3.2% of total raw milk production volume in 2018,
representing a CAGR of 53.5% from 2013 to 2018.

China’s non-organic raw milk market was highly fragmented in 2013. In 2013, the top five
non-organic raw milk producers collectively accounted for only 5.1% of total non-organic raw milk
production volume in China. Modern Dairy, which ranked first in terms of non-organic raw milk
production volume, produced 700.0 thousand tonnes of non-organic raw milk in 2013, or 2.0% of the
total market. Shengmu produced approximately 113.3 thousand tonnes of non-organic raw milk in
2013, ranking eighth in terms of non-organic raw milk production volume in 2013 with a market share
of 0.3%.

Raw milk can be broadly divided into premium raw milk and conventional raw milk based on
certain nutrition and safety criteria. Premium raw milk can be further divided into organic raw milk
and premium non-organic raw milk. See “— Raw Milk Production in China — Premium Raw Milk”
and “ — Raw Milk Production in China — Organic Raw Milk” below for further details on the
classification criteria.

Premium Raw Milk

Premium raw milk refers to the raw milk with protein content above 3.2%, fat content above
3.7%, aerobic plate count below 100,000 CFU/mL and somatic cell below 400,000 CFU/mL.
Medium-to-large-scale dairy farms are typically able to take advantage of advanced dairy farm
management and premium dairy cow breed and generate a majority of premium raw milk. The quality
of premium raw milk significantly exceeds China’s national standards in most cases. China’s premium
raw milk production increased rapidly from 2.4 million tonnes in 2009 to 4.5 million tonnes in 2013,
representing a CAGR of 16.6%. The proportion of premium raw milk in the total raw milk production
also increased to 12.6% in 2013, compared with 6.9% in 2009. Given the increasing popularity of
high-end milk products among Chinese consumers and the rising concentration in China’s dairy
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farming market, the production of premium raw milk is likely to increase to 10.6 million tonnes,
accounting for 22.7% of total raw milk production, in 2018, with a CAGR of 18.9% from 2013 to
2018. The proportion of organic raw milk in total premium raw milk production has been rising in the
recent years. In 2013, organic raw milk accounted for approximately 3.9% of total premium raw milk
production volume, compared to 0.7% in 2009. Organic raw milk production volume is expected to
grow faster than total premium raw milk production volume and is expected to account for 13.9% of
total premium raw milk volume in 2018.

The chart below illustrates the raw milk production volume and breakdown in China from 2009
to 2013 and a forecast from 2014 to 2018.

50 - Conventional Raw Milk Production Premium Raw Milk Production 467 4 60%
g =o=Premium Raw Milk as % of Total Raw Milk 410 43.7
2 38.5 )
G 40 | 350 35.8 36.6 37.4 353 36.5 g~
2 =
£5 30 1 4% é s
5 L
v 325 33.8 so % EL
< g: 20 r 33 3238 33.1 Bl L o B ;,7 17.5% 0% o [ g §
=) . 13. 5% ® 4 20% -2
= oaq  Tow  126%  D9% e o
Z 10 + 69% 8.2% - g
=1
® 10.6
. 6.0 7.2 &y
0 24, 29 . 34 ., 41 ., 45 , 51 . . . 0%
2009 2010 2011 2012 2013 2014E 2015E 2016E 2017E 2018E
Year

Sources: National Bureau of Statistics of China, Frost & Sullivan

The total production volume of premium non-organic raw milk in China was 4.3 million tonnes
in 2013. Shengmu produced 113,300 tonnes premium non-organic raw milk, with a corresponding
market share of 2.6% in the same year, ranking among the top eight producers of premium non-organic
raw milk in China.

Organic Raw Milk

Organic raw milk refers to the pollution-free and additive-free raw milk that meet the organic
standards of third-party certification institutions. Organic certification standards are stringent, and
involve lengthy approval processes, with requirements that focus on, among others, farmland, feed and
breeding of dairy cows. With its high quality, organic raw milk is classified under premium raw milk.

China’s organic raw milk market

Organic raw milk emerged in China only several years ago, and production volume of organic
raw milk, which is also market supply of organic raw milk, had experienced rapid growth from 17,000
tonne in 2009 to 174,000 tonne in 2013, with a CAGR of 79.6%. As the Chinese consumers are
becoming increasingly aware of the organic concept and the associated health and nutrition benefits,
the unmet demand is likely to drive the future growth of the market. Organic raw milk production
volume in China is expected to reach 1.48 million tonnes in 2018, representing a CAGR of 64.6% from
2009 to 2018. Furthermore, China’s organic raw milk market is expected to keep under-supply and the
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gap between supply and demand is likely to increasingly enlarge in the future, representing a CAGR
of 62.4% from 2009 to 2018. The chart below illustrates the supply and demand of organic raw milk
in China from 2009 to 2013 and a forecast from 2014 to 2018.
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China organic raw milk’s demand exceeds its supply. Organic raw milk demand reached 187,000
tonnes in 2013, and is likely to sustain the growing trend to 1.60 million tonnes in 2018, representing
a CAGR of 53.7% from 2013 to 2018. The gap between supply and demand was 13,000 tonnes in 2013,
and is expected to increase to 122,000 tonnes in 2018, as Chinese organic dairy products market will
expand and more organic dairy products such as organic yogurt and organic milk powder are likely

to gain more market share.

Due to the widening gap between the demand and the supply of organic raw milk products,
Shengmu is able to sell its products at a higher average selling price. In 2013, the average selling price
was RMB5,247 per tonne for Shengmu’s organic raw milk, which is substantially higher than the
industry average price for raw milk of RMB3,570 per tonne during the same period.

Competitive Landscape

China’s organic raw milk market was concentrated with only a handful of competitors in 2013.
The market share and ranking of the top three organic raw milk producers in China in 2013 were
introduced in the following charts, which included Shengmu, Yili Group and Inner Mongolia Yunhai
Qiulin Husbandry Co., Ltd. (185 it = Rk & B0 PR/ 7)), or Yunhai Qiulin. As of the end of 2013,
Shengmu was the largest organic dairy farming company in China in terms of herd size of with 30,621

organic dairy cows, reflecting a market share of approximately 58.0% in 2013.
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The following charts and tables illustrate the top three organic raw milk producers in China by

production volume and herd size in 2013.

Source:
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Certification and Accreditation Administration of the PRC, Frost & Sullivan

Yili Group. One of the largest dairy companies in China and has many series of dairy
products. Yili Group’s organic dairy products are sold under its high-end series, “Satine.”

Yunhai Qiulin. Yunhai Qiulin is a domestic participant in upstream organic dairy market in
China, which produces organic forage and organic raw milk. In 2013, Yunhai Qiulin ranked
No.3 in terms of herd size of organic dairy cows and organic raw milk production volume.

Entry Barriers

The following is a brief summary of the entry barriers of the organic raw milk market in China.

Natural resources and conditions. The organic raw milk industry requires a combination of
natural resources conditions to ensure product safety and quality, such as desirable latitude
zone for dairy farming, cool and dry weather, ample sunlight, and abundant water. Those
organic dairy farms that integrate these natural resources and conditions are able to produce
organic raw milk that meet the organic standards. However, such combination is difficult

for new market entrants to integrate in a short period of time.

Certifications. The PRC government has laid out very high standards for organic dairy
farming. For organic raw milk producers, each production process needs to follow
corresponding requirements. Farmlands must be free of pollution, synthetic pesticides or
antibiotics.

Conversion period. Certain conversion periods are needed for organic raw milk. For
example, it takes two years’ conversion period to convert organic feed, and six months’
conversion period to convert organic dairy cows under the corresponding organic
certification requirements.
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° Limited supply of organic feed. As the supply of organic feed for dairy farming is limited
in China, it also sets as an entry barrier for the new market entrants.

° Capital intensity. The organic raw milk industry is a capital-intensive industry, and
significant and continuous capital investment is needed for entering organic raw milk
industry. Investment includes dairy farms development and maintenance as well as
purchasing and raising dairy cows.

° Management team. As high requirements exist on organic raw milk production, rich
experience on organic raw milk industry is needed. However, in China, organic raw milk
industry is still an emerging industry, and there are limited market participants in the
industry, so it is difficult to get an experienced management team. This is another entry
barrier for market newcomers.

Organic Dairy Certification

Set forth below are certain key criteria for organic certification on dairy farming in China, the
European Union, the United States and Japan in 2013.

Farmland Feeding Breeding Production
China GB Far from city, industrial and mining At least 2 years conversion At least 6 months conversion | Use minimum non-organic
area, traffic trunk, polluted area, etc. period (at least 1 year for period ingredients (no more than 5%)
- Soil environment to meet lands that are newly Natural birth with at least 3 No GMO additives
GB15618 cultivated, uncultivated for months suckling period unless
over 3 years, or free from :
- Water quality to meet GB5684 ! emergencies
banned substances for over 3 5. 5 .
- Air quality to meet GB3095 and | y.r) 6m” inside and 4.5m" outside
GB9137 active area per cow

Over 50% feeds from

Buffer zone should be set if potential | (oj¢ ownad or partnered

polluting risks exist nearby organic dairy farms

No chemical synthetic
fertilizer permitted

E.U. Standard No polluting risks exist nearby At least 2 years conversion 6 months conversion period Use minimum non-organic
period before sowing ingredients (no more than 5%)

No GMO additives

6m? inside and 4.5m* outside
At least 60% feed from active area per cow
self-owned or partnered

organic dairy farms

U.S. Standard Buffer zone needed for farm protection | 3 years conversion period 1 year conversion period Organic ingredients should not

100% organic feeds required Year-round access for all be less than 95%

At least 30% feed of dry animals to the outdoors, Only mechanical or biological

matter during grazing season shade, shelter, exercise areas, methods can be used for

) fresh air, clean water for preparing organic products
Grazing area >0.66 acre per o ) .
drinking, and direct sunlight

cow
Japan Pastureland and open-air exercise area | 3 years conversion period At least 6 months conversion | Use minimum non-organic
where cows can grub the ground before the first pasturing period ingredients (no more than 5%)

100% organic feeds required 4m? inside and outside active | Only physical and biological
area per cow method may be used for
manufacturing, processing or
disease control
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Source: GB/T 19630.1-2011, Ecocert Group, United States Department of Agriculture, Japan Ministry of Agriculture, Forestry

and Fisheries

The E.U. standard for organic certification on dairy farming is among the most well-recognized
standards of organic certification in the world. Shengmu was the only vertically integrated dairy

company in China that meets E.U. organic standards as of May 31, 2014.

For certifications under the PRC standard, certification institutions in China are required to be
approved by China Certification and Accreditation Administration before issuing organic

certifications. By May 2014, there were 25 such approved certification institutions, among which
COFCC (b s ac ¥ A HE M8 a8 H.0), OFDC (W & Bl B A B 58 i H0y) and WIT (WU & 28

il A PR/ F]) are most widely recognized for organic milk certification and have certified the
organic milk products of certain major PRC dairy companies. For instance, COFCC has certified
“Shengmu” organic milk of Shengmu and “Deluxe” organic milk of Mengniu Group, and OFDC has

certified “Satine” organic milk of Yili Group.
CHINA’S DAIRY PRODUCTS MARKET
Overall Market Size and Growth

In China, dairy products can be divided into four categories: liquid milk, milk powder, yogurt,
and other dairy products. The entire market of dairy products in China has grown from RMB189.5
billion in 2009 to RMB300.4 billion in 2013 in terms of retail sales value, with a CAGR of 12.2%.
UHT and fresh milk products contributed the major part and the market has been growing steadily
from RMB70.9 billion in 2009 to RMB108.4 billion in 2013, with a CAGR of 11.2%. Yogurt has been
enjoying a fast growth from RMB23.1 billion in 2009 to RMB36.4 billion in 2013, with a CAGR of
12.1%. Milk powder grew from RMB80.6 billion in 2009 to RMB131.8 billion in 2013, with a CAGR
of 13.1%. Other dairy products mainly include cream, cheese, and condensed milk. The retail sales
value increased from RMB14.9 billion to RMB23.8 billion from 2009 to 2013, with a CAGR of 12.4%.

The total retail sales value of dairy products is likely to grow to RMBS513.4 billion in 2018, with
a CAGR of 11.3% from 2013 to 2018. UHT and fresh milk production is expected to grow with a
CAGR of 10.2% to RMB176.4 billion in 2018. Yogurt production is likely to maintain the fast growing
trend with a CAGR of 11.2% to RMB61.9 billion in 2018. Milk powder and other dairy products retail
sales value are likely to reach RMB233.5 billion and RMB41.5 billion, with CAGRs of 12.1% and
11.8%, respectively.

According to the F&S Report, Mengniu Group ranked the first in terms of retail sales value of
liquid milk products in China with a market share of 25.3%, 22.2% and 22.8% in 2011, 2012 and 2013,
respectively. In 2013, Mengniu Group, Yili Group and another leading PRC dairy company were the
three largest producers of liquid milk products with an aggregate market share of 55.4% in terms of

retail sales value.
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Increasing Penetration of High-end Market Segment

High-end liquid milk is defined as the products with a retail price of above RMB12 per liter.
High-end liquid milk is usually made from domestic premium raw milk or imported dairy materials,
and sometimes associated with additional nutritional contents or functions.

The chart below illustrates the breakdown of the liquid milk market in China in terms of retail
sales value from 2009 to 2013 and the forecast from 2014 to 2018. The retail value of China’s liquid
milk market grew with a CAGR of 11.4% from 2009 to 2013 and is expected to further grow with a
CAGR of 10.5% from 2013 to 2018.
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Shengmu is a major producer of organic liquid milk with a market share of 25.3% in terms of
retail sales value of organic liquid milk in China in 2013. The total retail sales value of organic liquid
milk in China was RMB1.9 billion in 2013, accounting for 1.3% of the total liquid milk market in
China.

In 2013, Shengmu’s organic liquid milk average retail sales price was RMB23,211 per tonne,
which was substantially higher than high-end liquid milk industry average of RMB15,840 per tonne,
and higher than the organic liquid milk industry’s average of RMB22,597 per tonne.

“Grass-to-glass” organic dairy market

A grass-to-glass organic dairy product means that the dairy product is organic certified from
feeding, to raw milk production and dairy product processing. A grass-to-glass organic dairy company
is a company that produces both organic certified raw milk and organic certified dairy products. In
addition, the process flows must observe organic standards, and the company must have the ability to
control and track the organic certified feed. Shengmu was the only vertically integrated grass-to-glass
organic dairy company in China that meets E.U. organic standards as of May 31, 2014.

Raw Milk Production Dairy Product Processing

i Dairy product processors should : © Organic raw milk comes from : ' Dairy product processors should ;
3 have control or significant inﬂuencesi 1 organic dairy cows. Dairy product i follow specific process flows i
¢ over management and operations of | ;'  processors must own the > which are certified organic. i
3 organic certified forage growing ‘ 1 organic dairy cows, and the raw ‘ 1 ‘
| fields to produce feed for its dairy + milk must be certified organic. ‘ | ‘

COWS. 1 1 1 1 i
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As of the end of 2013, there were only two grass-to-glass organic dairy producers in China,
Shengmu and Yili Group. There are a limited number of international market participants in China,
such as Arla Foods and Organic Valley. Arla Foods is a global dairy company headquartered in
Denmark. Arla’s grass-to-glass organic dairy products are sold under its brand Arla Harmonie. Arla
Foods has entered China and sells grass-to-glass organic dairy products in China. However, the brand

is not very well penetrated in China and Arla Foods can only be seen in limited cities in China.

According to a consumer survey conducted by Frost & Sullivan, 90.2% of respondents indicated
that they prefer organic milk to non-organic milk, among whom approximately 88.3% indicated that
they prefer grass-to-glass organic milk to non-organic milk and would like to pay a price premium for
grass-to-glass organic milk. With the rising health consciousness and increasing disposable income of
consumers, more and more consumers will pursue grass-to-glass organic dairy products. By
comparison, organic milk products only accounted for 0.6% of entire dairy products in China in terms

of retail market value in 2013.

RAW MATERIAL PRICES

Raw materials for the dairy industry predominantly consist of dairy cow feed and packaging
materials. Dairy cow feed mainly includes forages and concentrated feed, representing approximately

no less than 60% and no more than 40% of a dairy cow’s daily feed, respectively.

° Principal types of forages include corn silage, alfalfa and guinea grass. Corn silage is made
from corns after dough stage through fermentation in a sealed silage cellar at dairy farms.
The average market price of domestic corn silage increased from RMB236.1 per tonne in
2009 to RMB410.0 per tonne in 2013. Alfalfa is a herbaceous legume grown widely across
northern China and is rich in protein and minerals, with high energy and fiber. The average
market price of domestic first-grade alfalfa increased from RMB2,281.6 per tonne in 2009
to RMB2,725.5 per tonne in 2013. The average market price of guinea grass increased from
RMB650.0 per tonne in 2009 to RMB1,190.0 per tonne in 2013.

° Concentrated feed is a low-fiber feed made from blending various crops primarily
consisting of corn, soybean meal and cottonseed meal. Corn and soybean meal are the two
types of commonly used concentrated feed in China. The annual average market price of
corn and soybean meal increased from RMB1,698.6 per tonne and RMB3,701.0 per tonne
in 2009 to RMB2,452.5 per tonne and RMB4,298.2 per tonne in 2013, respectively.

Leading players in packaging materials for liquid milk products market in China include, among
others, Tetra Pak, Greatview, and SIG Combibloc. The industry average market price of 250 mL packs
was stable during the past five years. It has increased slightly from RMB205 per 1,000 packs in 2009
to RMB215 per 1,000 packs in 2013, or a CAGR of 1.2% during such period. The 250 mL packs price
of Tetra Pak is approximately 30% to 40% higher than the industry average market price of 250mL

packs, for its fine quality, good reputation and unique patent technology.
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OVERVIEW

Shengmu is the largest organic milk company in China with a 54.2% market share based on 2013
organic raw milk production volume, according to the F&S Report. We began to offer organic liquid
milk products in June 2012 under the brand “Shengmu 2E#{,” which has been rapidly gaining
recognition in the PRC dairy industry. Set forth below are the key milestones in our history.

° October 2009. Established Inner Mongolia Shengmu High-tech Farming Co., Ltd.
(N BB P EA R A, our PRC holding company.

° May 2011. Received the Gold Medal of BioFach China International Organic Trade Fair and
Conference (' [2 [ F5 47 #% £ 5 B8 & 42 8%) for the first time.

° May — July 2011. Received certification from the COFCC (" 4k 3 H A # & sl i )
under the PRC standard for organic dairy farming and processing for the first time.

° November 2011. Received certification from ECOCERT S.A. under the E.U. standard for
organic dairy farming for the first time.

° June 2012. Launched organic liquid milk products under the brand “Shengmu %4k.”

° December 2013. Established China Shengmu Organic Milk Limited ('3 H G I EA
FR /A F]), our Company and offshore listing vehicle.

° December 2013 — February 2014. Introduced institutional investors, including Goldman
Sachs, Baring, Sequoia and BOCI.

° March 2014. Signed Long-term Strategic Cooperation Agreement with Shengmu Forage to
secure long-term exclusive supplies of organic feed.

° March 2014. Completed the Reorganization in anticipation of the Global Offering.
HISTORY AND DEVELOPMENT
Early Investors and Shareholders
Shengmu Holding and Initial Controlling Shareholders

Our Company was incorporated as an exempted company with limited liability under the laws of
the Cayman Islands on December 11, 2013, and became the offshore holding company of our Group
as a result of the Reorganization. See “— Reorganization.” We trace our history back to the
establishment of Shengmu Holding, our PRC holding company, in Inner Mongolia in October 2009.
Our lead founder, Mr. YAO Tongshan (Bk[F]1l1), together with 21 other parties, were the initial
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shareholders of Shengmu Holding. Mr. YAO Tongshan previously spent eight years with Mengniu
Group, one of the leading PRC dairy companies, and accumulated extensive experience in the PRC
dairy industry. For further details on Mr. YAO Tongshan’s relevant experience, see “Directors and

Senior Management — Directors.”

A majority of the initial shareholders of Shengmu Holding, including Mr. YAO Tongshan,
became acquainted with each other since 2001 through employment by, investment in or business
dealings relating to Mengniu Group and funded their contribution to the initial registered capital of
Shengmu Holding primarily with their personal financial resources and/or proceeds from selling their
equity interests in Mengniu Group. In particular, a group of 12 initial shareholders reached a
consensus among themselves since the founding of Shengmu Holding that each of them (except Mr.
YAO Tongshan) would support Mr. YAO Tongshan’s decisions in relation to the operation and

management of Shengmu Holding.

The table below sets out the shareholding structure of Shengmu Holding and the respective
equity contribution amounts of the founding shareholders immediately after its establishment in
October 2009.

Shareholding percentage Corresponding
in Shengmu Holding as  contribution amount to
of establishment the registered capital
(in percentages) (RMB in thousands)

Initial Controlling Shareholders

WANG Fuzhu (ERME) 10.65% 28,000

YAO Tongshan (WEIF] 1) ..o, 5.71% 15,000

SHI Jianhong (SEEEZL) oo 5.71% 15,000

WANG Zhenxi (EIRE) ..o 4.57% 12,000

GUO Yunfeng (%B@E\‘) ..................................... 4.49% 11,800

YUN Jindong (FEEH) oo 4.19% 11,000

YANG Yaping (BFaET) oo, 3.81% 10,000

YANG Yali ()I%EE*'J) ......................................... 3.81% 10,000

LU Shunyi (EMEFE).......ocoeioiiiiiieecee 3.81% 10,000

GAO Lingfeng (BB coovoveeeeeeeeeeeeeee, 3.81% 10,000

WANG Zhen (Ifﬁ) .......................................... 3.81% 10,000

ZHANG Junke (SREFF) ..o 1.90% 5,000

Subtotal ..o 56.27% 147,800
Others......cooiiiiiii 43.73% 115,000
Total ..o 100 % 262,800
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Joining of Mr. WU Jianye

Mr. YAO Tongshan became acquainted with Mr. WU Jianye (B2 #) through business dealings.
In view of Mr. WU Jianye’s extensive experiences in business management, Mr. YAO Tongshan
invited Mr. WU Jianye to invest in Shengmu Holding and participate in its management. Mr. WU
Jianye accepted the invitation and acquired a 2.98% equity interest in Shengmu Holding by a
combination of cash contribution to the registered capital of Shengmu Holding in the amount of
RMB4.58 million and acquisition of equity interest from certain initial shareholders totaling RMB4
million in September 2010. The consideration of Mr. WU Jianye’s investment in Shengmu Holding
was equal to his corresponding contribution amount in Shengmu Holding’s registered capital. When
Mr. WU Jianye invested in Shengmu Holding, he was aware of the acting-in-concert arrangement
among our Initial Controlling Shareholders and agreed to be bound by the same arrangement in
October 2010.

At the same time, there were certain other capital contributions and transfers of equity interests
based on the corresponding amounts in the registered capital of Shengmu Holding. The table below
sets out the shareholding structure of Shengmu Holding and the respective equity contribution
amounts of its then-existing shareholders immediately after these transactions in September 2010.

Corresponding

Shareholding percentage contribution amount to

in Shengmu Holding the registered capital
(In percentages) (RMB in thousands)
A group of 13 shareholders acting in concert

SHI Jianhong ((REEZZ) oo 9.95% 28,630
WANG Fuzhu (EREFE) 9.74% 28,000
YAO Tongshan (Bk[FI 1) ..o 6.26% 18,000
GUO Yunfeng (ZFAEJ) ooovviiiiiieiiecieee 4.84% 13,910
WANG Zhenxi (EIRE) oo 4.17% 12,000
GAO Lingfeng (FHEB) ooovviieeiieieeeeeee 4.17% 12,000
YUN Jindong (EEH) oo 3.82% 11,000
YANG Yaping (BFEEHE) oo 3.48% 10,000
LU Shunyi BEMEZE) oo 3.48% 10,000
WANG Zhen (FHH) oo 3.48% 10,000
YANG Yali (BFEEA) oo 3.30% 9,500
WU Jianye (BEED) oo, 2.98% 8,580
ZHANG Junke (GREFE) oo 1.74% 5,000
SUDLOLAl ..oeiiiiieiii e 61.41% 176,620
Others..........cc.oooiiiiiie e, 38.59% 111,000
TOtal ..ot 100% 287,620
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Joining of Mr. CUI Ruicheng

Mr. CUI Ruicheng (#Xi/f) has been a senior management of Shengmu Holding since its
establishment in October 2009 and agreed with the Initial Controlling Shareholders that he would
support Mr. YAO Tongshan’s decisions in relation to the operation and management of Shengmu
Holding. On October 18, 2010, the Initial Controlling Shareholders, Mr. CUI Ruicheng and Mr. WU
Jianye entered into a written agreement to confirm the acting-in-concert arrangement among
themselves. In March 2011, Mr. CUI Ruicheng contributed RMB2.96 million to the registered capital
of Shengmu Holding and became a shareholder holding a 1.02% equity interest of Shengmu Holding.

At the same time, Mr. WU Jianye acquired from a then-existing shareholder his equity
contribution of RMB3.5 million in Shengmu Holding. The table below sets out the shareholding
structure of Shengmu Holding and the respective equity contribution amounts of its then-existing

shareholders immediately after these transactions in March 2011.

Corresponding
Shareholding percentage contribution amount to
in Shengmu Holding the registered capital
(In percentages) (RMB in thousands)
A group of 14 shareholders acting in concert
(Ultimate Controlling Shareholders)
SHI Jianhong (EEEZL) oo 9.85% 28,630
WANG Fuzhu (EAEH) oo 9.64% 28,000
YAO Tongshan (BEFEIIL) oo 6.19% 18,000
GUO Yunfeng (FBEB) ..o 4.79% 13,910
WU Jianye (BEEED) oo 4.16% 12,080
WANG Zhenxi (EIRE) oo 4.13% 12,000
GAO Lingfeng (R oooviiieiieieeeeeee 4.13% 12,000
YUN Jindong (EEH) oo 3.79% 11,000
YANG Yaping (BFEEFE) oo, 3.44% 10,000
LU Shunyi GEMEZE) oo 3.44% 10,000
WANG Zhen () oo 3.44% 10,000
YANG Yali (BFEEF) oo 3.27% 9,500
ZHANG Junke (GREERL) oo 1.72% 5,000
CUI Ruicheng (EHGHL) oovovvriieiiieiieeeee 1.02% 2,960
SUBLOLAL .o 63.01% 183,080
Others.........ccooieiiiiie e, 36.99% 107,500
Total ....oocooiiiiiii i 100 % 290,580
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In view of expected change in the structure of our Group as a result of the Reorganization, on
March 24, 2014, these 14 persons who became our Ultimate Controlling Shareholders as a result of
the Reorganization entered into a supplemental agreement to extend the acting-in-concert arrangement
to the management of our Group upon completion of the Reorganization. For further details, see
“Relationship with Controlling Shareholders — Our Ultimate Controlling Shareholders Acting in
Concert.”

Investment by Mengniu Group

In May 2011, Mengniu Investment, a Hong Kong-incorporated investment company wholly
owned by Mengniu Group, an Independent Third Party, was approved by the Bureau of Commerce of
Inner Mongolia Autonomous Region (N5 H A @ P %5 HE) to subscribe for a 5.44% equity interest
in Shengmu Holding for a consideration of RMB104.4 million, based on arm’s length negotiations
between the parties with reference to the net asset value, earnings potential and growth prospects of
our Group at the time of investment. The subscription consideration was irrevocably settled on May
31, 2011. Shengmu Holding was thus restructured into a Sino-foreign joint-venture company. For

113

further details, see “— Pre-IPO Investments — Summary of Pre-IPO Investments.”

Mengniu Group is a large and reputable customer of our raw milk business. Its equity investment
in us at our early development stage helped us finance our fast-growing business and enabled us to
quickly expand into organic dairy farming operations. We entered into a framework cooperation
agreement with Mengniu Group in March 2010, pursuant to which Mengniu Group agreed to lease
dairy-farming facilities and equipment to our dairy farms located in Hohhot and Bayannur as well as
its established dairy farms in Hohhot. Under this framework agreement, Mengniu Group agreed to
support our purchase of dairy cows with credit facilities in the form of guarantee. In return, we agreed
to meet certain milk output volume requirements. Mengniu Group also agreed to purchase all of our
raw milk outputs that met its quality standards on a priority basis. For details of our business
arrangements with Mengniu Group, see “Business — Our Customers — Agreements with Mengniu
Group.”

Investment by Jinqiao Investment

As two of the then-existing shareholders of Shengmu Holding (other than our Ultimate
Controlling Shareholders) sought to exit a portion of their investments, in December 2011, they sold
a total of 0.45% equity interests in Shengmu Holding for an aggregate consideration of RMB14.25
million to Jinqiao Investment, a PRC investment fund and an Independent Third Party. The purchase
price was based on arm’s length negotiations between the parties. Jinqiao Investment subsequently
sold its investment in Shengmu Holding to Mr. CUI Ruicheng in February 2014. For further details,
see “— Reorganization — Pre-IPO Investments — Exit by Jinqiao Investment.”

Further Investments in Shengmu Holding by Its Shareholders

To further finance our operations, in May 2011 and May 2012, the then-existing shareholders of
Shengmu Holding made additional equity contributions to the registered capital of Shengmu Holding.
The subscription consideration was based on arm’s length negotiations among the parties.
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The table below sets out the shareholding structure of Shengmu Holding and the respective
equity contribution amounts of its then-existing shareholders immediately after the capital

contribution in May 2012.

Corresponding
Shareholding percentage contribution amount to

in Shengmu Holding the registered capital

(In percentages) (RMB in thousands)
Ultimate Controlling Shareholders ................... 62.07% 212,280
Mengniu Group ........coooeiviiiiiiiiiiiiiiieiiieiiieeee, 5.26% 18,000
Jinqiao Investment.....................cooeiiiiiniinninn. 0.44% 1,500
Others .. ..o 32.23% 110,300
Total ... 100 % 342,080

PRC Operations

As of the Latest Practicable Date, Shengmu Holding had 19 wholly- or non-wholly-owned PRC
subsidiaries, primarily consisting of companies operating our dairy farms located principally in
Hohhot and Bayannur. For further details of our PRC subsidiaries, see “— History and Development
— Pre-Reorganization Shengmu Holding Structure.” In addition to 15 PRC subsidiaries existing prior
to the Reorganization, we established four PRC subsidiaries following the completion of the
Reorganization in March 2014. As of the Latest Practicable Date, these newly-established PRC
subsidiaries had not commenced operations. For further details of these newly-established PRC

113

subsidiaries, see “ — Our Corporate Structure.”

The majority of our dairy-farm companies are operated through collaborative arrangements with
local dairy farmers. In recent years, with favorable local government support, a number of local dairy
farms emerged in the western part of Inner Mongolia as well as the neighboring areas of the Ulan Buh
desert. Many of these dairy farms ran into financial difficulties during the “melamine incident” in
2008. For further details of the “melamine incident” and its impact on the PRC dairy industry, see
“Risk Factors — Risks Relating to the PRC Dairy Industry — The existence of tainted or contaminated
milk produced in China could negatively affect the image of China’s dairy industry.” Under these
circumstances, we and owners of these dairy farms decided to work together and incorporate
dairy-farm companies. Generally, we contributed cash for 55% to 65% equity interests in the
newly-formed dairy-farm companies, with the owners of the farms subscribing for the remaining 35%
to 45% of these companies’ equity interests in cash. We used such cash to construct new free-stall
farms to raise cows. As the majority equity owner of these companies, we control the operations of
the newly-formed farms and implement our standard dairy farming processes on these farms. The
minority equity owners are primarily responsible for the day-to-day management of such newly-
formed farms. For further details of our dairy-farm companies and their respective shareholding

113

structure, see “ — History and Development — Pre-Reorganization Shengmu Holding Structure.”
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In January 2011, Shengmu Holding entered into a cooperation agreement with an asset
management company affiliated with Inner Mongolia University (N5 7 K&2), or IMU Company, an
Independent Third Party, pursuant to which the parties agreed to incorporate a dairy-farm company,
IMU-Shengmu Dairy, as business partners. IMU-Shengmu Dairy launched a research-oriented dairy
farm by commercializing a proprietary know-how contributed by IMU Company. As of the
establishment of IMU-Shengmu Dairy, Shengmu Holding and IMU Company owned 55% and 45%
equity interests in IMU-Shengmu Dairy, respectively. Pursuant to an agreement dated May 29, 2013
and as confirmed by Inner Mongolia University, IMU Company gave Mr. LI Guangpeng (% J:/), an
Independent Third Party, a 15% equity interest in IMU-Shengmu Dairy at nil consideration. As a
result, Shengmu Holding, IMU Company and Mr. LI Guangpeng owned 55%, 30% and 15% equity
interests in IMU-Shengmu Dairy, respectively. As part of the Reorganization, our shareholding in
IMU-Shengmu Dairy increased to 70%. See “— Reorganization — Capital Contributions to
Dairy-farm Companies.”

Established in 2011, Shengmu Dairy is our wholly-owned subsidiary and is principally engaged
in the production and sale of our liquid milk products under the “Shengmu 44" brand. The
establishment of Shengmu Dairy was part of the strategy to expand our operation into liquid milk
business. Our liquid milk products are fully organic, certified by the COFCC in China and ECOCERT
S.A. in Europe. We sell our liquid milk products to consumers primarily through regional distributors.

In addition, Shengmu Dairy currently owns minority equity interests in four distribution
companies, which are principally engaged in the distribution of dairy products and serve as our
distribution arms in addition to third-party distributors and direct-sale channels. In particular,
Shengmu Dairy owned 41.67% and 30% equity interests in Shanghai Saihan and Beijing Shengmu,
respectively, prior to the Reorganization in December 31, 2013, and acquired minority equity interests
in two other distribution companies, namely, Anhui Meilichen (as to 40%) and Tianjin Mengmu (as
to 30%), in April 2014. Independent Third Parties own the remaining equity interests in these
distribution companies. For further details of these distribution companies, see “— History and
Development — Pre-Reorganization Shengmu Holding Structure” and “— Our Corporate Structure.”
We believe that our investment in these distribution companies could enable us to more closely
monitor and manage their sales activities in certain key markets with great growth potentials, and have
entered into standard distribution agreements with these distribution companies. For the principal
terms, see “Business — Sales, Marketing and Distribution — Distributor Management.”

Shengmu Forage

Established in April 2010, Shengmu Forage has been our primary source of organic feed.
Shengmu Forage supplied substantially all the forage crops organically grown in its growing fields to
us during the Track Record Period and up to the Latest Practicable Date. Shengmu Holding and Mr.
WU Jianye were among the founding shareholders of Shengmu Forage. In 2011, Shengmu Forage and
Pangu Group reached an understanding for the joint development of ecological economy in the Ulan
Buh desert. Pursuant to this understanding, certain individuals associated with Pangu Group acquired
equity interests in Shengmu Forage by making capital injections and also brought on the table their
expertise in converting desert into growing fields. Since 2011, Pangu Group has been controlled by
Ms. QIN Yuan (Z¥#) and Mr. QIN Guoging (Z B &), Mr. WU Jianye’s wife and father-in-law,
respectively, who collectively hold 66.7% of Pangu Group’s equity interests. Mr. WU Jianye has not
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held any directorship or management role in Pangu Group since 2011. The remaining 33.3% equity
interest of Pangu Group is held by Inner Mongolia Yuangu Biotechnology Co., Ltd. (N5 % & 4= 4
THA R HE]), which is, to the best knowledge of our Directors, an Independent Third Party of Mr.
WU and our Group. Pangu Group first came to the Ulan Buh desert to cultivate plantation and improve
its ecological conditions in 1997 and had since accumulated extensive experience and know-how in
growing forage in the desert. Leveraging on Pangu Group’s expertise, Shengmu Forage was able to

quickly convert desert into growing fields for organic forage.

Since its establishment, Shengmu Forage has required significant capital to expand. As our dairy
farming business was also in its early development stage and required significant capital and other
resources, we chose to allocate our resources to our dairy farming business and helped obtain
investments in Shengmu Forage from third-party investors. Shengmu Holding owned 65.02% equity
interests in Shengmu Forage at the beginning of 2011. By December 26, 2011, among certain other
investors, Mr. WU and Ms. GAO Lingfeng (our vice president and executive Director) had contributed
additional capital to Shengmu Forage, as a result of which Mr. WU and Ms. GAO held 20.32% and
15.49%, respectively, and Shengmu Holding held 23.77%. As a result, we consolidated the statement
of profit or loss and other comprehensive income of Shengmu Forage for the period from January 1,
2011 to December 26, 2011, but did not consolidate its statement of financial position as of December
31, 2011, as our equity interest and voting right in Shengmu Forage had already decreased to 23.77%
due to such additional capital contributions.

Although we were no longer the controlling shareholder of Shengmu Forage as a result of our
cooperation with Pangu Group, we and Pangu Group had reached a consensus on the business
objectives of Shengmu Forage in cultivating organic growing fields. In 2012 and 2013, Shengmu
Forage obtained additional capital injections from third party investors, and our shareholding in
Shengmu Forage further decreased to 8.60%. For accounting purposes, Shengmu Forage has been
accounted for as an associate of our Group since the end of 2011 as we have had more than 20%
effective voting power. Shengmu Holding, Mr. WU and Ms. GAO, who are two of our Ultimate
Controlling Shareholders, entered into an acting-in-concert arrangement which became effective on
June 25, 2012 after the completion of further capital investments in Shengmu Forage by other
investors, as a result of which Shengmu Holding, Mr. WU and Ms. GAO held an aggregate of 48.35%
equity interests in Shengmu Forage. For details, please refer to “Relationship with Controlling
Shareholders — Major Retained Businesses of Our Ultimate Controlling Shareholders — Shengmu
Forage.” See “Relationship with Controlling Shareholders” for further details about our relationship

with Shengmu Forage.

To further secure our relationship with Shengmu Forage, in March 2014, we entered into the
Long-term Strategic Cooperation Agreement with Shengmu Forage for a term of 20 years, under which
Shengmu Forage undertakes to continue its exclusive supply arrangement for organic forages with us
and support our future expansion plans. For further details of our business arrangement with Shengmu
Forage, see “Business — Suppliers and Procurement — Organic Feed.” In addition, Shengmu Forage
and its shareholders (except Shengmu Holding) entered into letters of undertaking in April 2014,
pursuant to which they agree not to issue or transfer any equity interests in Shengmu Forage to any

third party without our prior written consent for a term of 20 years unless all the equity interests in
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Shengmu Forage have been transferred to us prior to the expiration of the 20-year term. For further
details of these undertakings, see “Relationship with Controlling Shareholders — Major Retained
Businesses of Our Ultimate Controlling Shareholders — Long-term Strategic Cooperation Agreement

with Shengmu Forage and Undertakings from Shengmu Forage and Its Shareholders.”

Pre-Reorganization Shengmu Holding Structure

The chart below sets forth the shareholding structure of Shengmu Holding immediately prior to

the Reorganization in December 2013.

Mengniu Investment

(HK)
Offshore 5.26%
Onshore Individual -
Shareholders" Jingiao Investment
‘94.3% ‘ 0.44%

Shengmu Holding

lss% lss% lss% lss% iss% iss%

llOO% llOO% ilOO% Lss% lsz%

iss% lss% ls.eo%

3 3
W uIxi®) nwsuays ?
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(41)°USUAYZ nwSudyg [
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W,/(J!Bq nwuays
(onoprRg nwsuayg
(g)[EIIY NWSUYS
(BUeIRH nwsuayg
(on'PUoRL nwsuayg
(1 PUUIXNWEURYS
(@nPunrT nwsuayg
(¢)SUXNA\ NWBURYS
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(oPIMNOUBY nwFuayg
(pduruLre] nusudyg
(9)BUBAMIX NWSUAYS

(onyAIIEQ NWBURYS-NIAT
(11)°Be10,] nWSUAYS

(1)  Consist of 25 individuals, including a group of 14 persons constituting our Ultimate Controlling Shareholders following

the Reorganization and 11 other individuals.

(2)  Inner Mongolia Shengmu Agriculture Technology Co., Ltd. (A5 il B MU BOERH B LA Al), or Shengmu Agriculture,
was established on March 20, 2012 in Hohhot, as a wholly-owned subsidiary of Shengmu Holding. It is principally

engaged in technology development, training, transfer and consultancy.

(3) Bayannur Shengmu High-tech Farming Co., Ltd. (EZ W@ AT EMEFHERMA ), or Shengmu Farming, was
established on January 21, 2010 in Bayannur, as a wholly-owned subsidiary of Shengmu Holding. It is principally

engaged in dairy farming operations.

(4)  Inner Mongolia Shengmu High-tech Dairy Co., Ltd. (A5 7 B m A5 247 BR/A 7)), or Shengmu Dairy, was established
on July 29, 2011 in Bayannur, as a wholly-owned subsidiary of Shengmu Holding. It is principally engaged in dairy
products processing operations. Immediately prior to the Reorganization in December 2013, Shengmu Dairy owned
41.67% and 30% equity interests in Saihan (Shanghai) Industrial Co., Ltd. (££% (L) FEAH KA ), or Shanghai
Saihan, and Shengmu High-tech (Beijing) Trading Co., Ltd. CEHmE (db5) B 5 AR A, or Beijing Shengmu,
respectively, which are principally engaged in the distribution of dairy products. These companies were established on
September 24, 2012 and September 2, 2013, respectively, and Independent Third Parties owned their remaining equity

interests.
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(5)

(6)

)

(&)

9

(10)

(1D

(12)

(13)

(14)

Bayannur Shengmu Beidou Farming Co., Ltd. (2 ¥ #F 77 2 B S| EEH BR/A ), or Shengmu Beidou, was established
on September 9, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu Holding and
YANG Bin (#5#t), who is the director of Shengmu Dairy and Shengmu Agriculture, owned 55% and 45% in Shengmu

Beidou, respectively. It is principally engaged in dairy farming operations.

Bayannur Shengmu Xiwang Farming Co., Ltd. (& Z A7 E4H A BWEGBRFTAEA ), or Shengmu Xiwang, was
established on August 23, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu
Holding, WANG Zhen (F #4), one of our Ultimate Controlling Shareholders, and SUN Xiyao (7 & #) owned 52%, 24%

and 24% equity interests in Shengmu Xiwang, respectively. It is principally engaged in dairy farming operations.

Bayannur Shengmu Qixing Farming Co., Ltd. (2 s #4717 2 ML B M A BR A ), or Shengmu Qixing, was established
on November 28, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu Holding and
LI Ruijun (Z#i %) owned 65% and 35% equity interests in Shengmu Qixing, respectively. It is principally engaged in

dairy farming operations.

Otog Shengmu Xintai Farming Co., Ltd. ($RFE 50t BUKZRMER /A ), or Shengmu Xintai, was established on
August 24, 2012 in Otog Banner, Inner Mongolia. Immediately prior to the Reorganization in December 2013, Shengmu
Holding and WANG Jinliang (F4x[2) owned 55% and 45% equity interests in Shengmu Xintai, respectively. It is

principally engaged in dairy farming operations.

Bayannur Shengmu Hateng Farming Co., Ltd. ([ 2 i 7 17 22 05 3 A BR A ), or Shengmu Hateng, was established
on April 16, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu Holding and CHEN
Qingjun (BEE) owned 55% and 45% equity interests in Shengmu Hateng, respectively. It is principally engaged in

dairy farming operations.

Bayannur Shengmu Taohai Farming Co., Ltd. (I 2 5 47 7 2 BB M HOEEA IR ), or Shengmu Taohai, was established
on January 29, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu Holding and LI
Yongqiang (Z27K i) owned 55% and 45% equity interests in Shengmu Taohai, respectively. It is principally engaged in

dairy farming operations.

Bayannur Shengmu Xinhe Farming Co., Ltd. (&2 BUAT T B HOH R R A), or Shengmu Xinhe, was established
on June 7, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu Holding and WANG
Lixin (JESZ#1) owned 55% and 45% equity interests in Shengmu Xinhe, respectively. It is principally engaged in dairy

farming operations.

Bayannur Shengmu Liuhe Farming Co., Ltd. (&2 s A5 B M A ZEH LA Al), or Shengmu Liuhe, was established
on June 26, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu Holding and LI
Yundong (Z##)), a member of our senior management, owned 55% and 45% equity interests in Shengmu Liuhe,

respectively. It is principally engaged in dairy farming operations.

Alxa Shengmu Wuxing Farming Co., Ltd. (B[4 3% % 35 1R B A ), or Shengmu Wuxing, was established on
June 20, 2013 in Alxa League, Inner Mongolia. Immediately prior to the Reorganization in December 2013, Shengmu
Holding and QIN Shuzhen (Fill2) owned 55% and 45% equity interests in Shengmu Wuxing, respectively. It is

principally engaged in dairy farming operations.

Bayannur Shengmu Zhenghe Farming Co., Ltd. (EZ WA EBOEMBER M A ), or Shengmu Zhenghe, was
established on August 23, 2013 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu
Holding and CHANG Zhiba (% ##%) owned 55% and 45% equity interests in Shengmu Zhenghe, respectively. It is

principally engaged in dairy farming operations.
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(15) Bayannur Shengmu Pangu Farming Co., Ltd. (2778 B8 BEEAREMELA), or Shengmu Pangu, was
established on June 15, 2012 in Bayannur. Immediately prior to the Reorganization in December 2013, Shengmu Holding
and WU Jianye (X & 3#5), one of our Ultimate Controlling Shareholders, owned 55% and 45% equity interests in Shengmu

Pangu, respectively. It is principally engaged in dairy farming operations.

(16) Inner Mongolia IMU-Shengmu High-tech Farming Co., Ltd. (A%l AREH BRI ZER A A]), or IMU-Shengmu
Dairy, was established on July 5, 2011. Immediately prior to the Reorganization in December 2013, Shengmu Holding,
IMU Aodu Asset Management Co., Ltd. (A5 KRR E i L&A R EAEAA)) and LI Guangpeng (ZFJ6ME) owned
55%, 30% and 15% equity interests in IMU-Shengmu Dairy, respectively. It is principally engaged in dairy farming

operations.

(17) Bayannur Shengmu High-tech Ecological Forage Co., Ltd. (EZ W T EK & A AEEEELRAF), or Shengmu
Forage, was established on April 28, 2010. Immediately prior to the Reorganization in December 2013, Shengmu Holding
owned a 8.60% equity interest, certain of our Ultimate Controlling Shareholders and their associates collectively owned
33.82% equity interests, and CHEN Qingjun (B E#%), a connected person, owned a 2.96% equity interest in Shengmu
Forage, respectively. Independent Third Parties owned the remaining equity interests in Shengmu Forage. It is principally
engaged in forage cultivation operations. Shengmu Forage ceased to be a member of our Group in December 2011. Alxa
Shengmu High-tech Ecological Forage Co., Ltd. (B % 58 M Bl A RE R 26 [/ 1), established on November 6,
2012, is a wholly-owned subsidiary of Shengmu Forage.

REORGANIZATION

Beginning in December 2013, we undertook the Reorganization in anticipation of the Global
Offering. The Reorganization consisted of the following principal steps, which were primarily
designed to introduce additional pre-IPO investors, establish the offshore listing structure and inject

additional capital into our PRC dairy-farm companies.

Pre-IPO Investments

As part of the Reorganization, Shengmu Holding introduced additional financial investors in

anticipation of the Global Offering.

Investments by Goldman Sachs and Baring

In December 2013, Goldman Sachs (Beijing) and Saint Investment (investment entities affiliated
with Goldman Sachs) and Flourish Treasure (an investment entity wholly owned by Baring) entered
into a share purchase agreement with certain individual shareholders of Shengmu Holding, pursuant
to which Goldman Sachs (Beijing), Saint Investment and Flourish Treasure agreed to acquire 3.85%,
3.85% and 7.71% equity interests in Shengmu Holding, respectively from these selling shareholders.
The aggregate consideration totaled RMB685.4 million, based on arm’s length negotiations among the
parties with reference to the net asset value, earnings potential and growth prospects of our Group at
the time of the investments. The consideration was irrevocably settled by these investors on January
9, 2014.
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The table below sets forth the shareholding percentage of the selling shareholders before and

after the share transfers in December 2013.

Shareholding
percentage prior Shareholding
to the share percentage after
Selling shareholders transfer the share transfer

(In percentages)

Ultimate Controlling Shareholders

GUO Yunfeng (FBHEEL) .....oooviiiiiieiieeee e 5.53% 5.48%
GAO Lingfeng (R B cooivieeiieeeeeeee e 4.49% 4.00%
YUN Jindong (ZR4 ) coveeieieeeeeee e 3.22% 2.87%
WANG Zhen (FFH) oo 3.22% 2.87%
LU Shunyi EMEZE) ..o 2.95% 2.64%
YANG Yali (BFEEH]) oo, 2.78% 2.48%
ZHANG Junke (GREEFF) oo 1.58% 1.41%
Other selling shareholders ....................coooiiiiiiiinnnn 22.22% 8.8%

Investments by Sequoia, King Capital and BOCI

Sequoia Capital, King Capital and BOCI Investment made their investments in Shengmu Holding
through a single investment entity, Horizon King, a Hong Kong-incorporated company. In January
2014, Horizon King and Shengmu Holding entered into a share subscription agreement, pursuant to
which Horizon King subscribed for a 12.54% equity interest in the increased share capital of Shengmu
Holding for a consideration of RMB648.2 million. The consideration was determined based on arm’s
length negotiations among the parties with reference to the net asset value, earnings potential and
growth prospects of our Group at the time of the investments. The consideration was irrevocably

settled by Horizon King on February 8, 2014.

Sequoia Capital, King Capital and BOCI Investment beneficially owned 51.07%, 30.08% and
18.85% equity interests in Horizon King, respectively. Mr. HAN Jingyuan (¥ #§(#), a private investor
and an Independent Third Party, is the sole shareholder of King Capital.

Exit by Jinqgiao Investment
In February 2014, Jinqiao Investment sold its investment in Shengmu Holding to Mr. CUI
Ruicheng, one of our Ultimate Controlling Shareholders following the Reorganization, for a

consideration of RMB19.68 million, which was determined based on the valuation basis similar to the

institutional investors in our Group during the Reorganization.
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Summary of Pre-IPO Investments

The table below summarizes the details of the pre-IPO investments in our Group.

No. of Shares

subscribed or

Approximate

percentage of

holdi

Approximate

percentage of

holdi

shar
interests held
by pre-IPO

investor in

shar
interests held
by pre-IPO

investor in our

transferred  Cost per Share Shengmu Company
Irrevocable (giving effect paid by each Holding upon upon
settlement to the pre-IPO completion of  completion of
Name of pre-IPO Brief description of Date of Consideration date of Capitalization investor Discount to each pre-IPO Global
investor investment agreementm paid (RMB) consideration Issue) (HK$)‘2) Offer Price'® investment Offering“)
Start Great™ .......  Capital contribution in April 16, 2011 104,400,000 May 31, 2011 269,865,600 0.49 81.6% 5.44% 4.25%
Shengmu Holding, which was
exchanged into our Shares
through a share swap on March
26, 2014
Saint Investment  Share transfers in Shengmu December 20, 171,360,000 January 9, 197,617,600 1.10 58.8% 3.85% 3.11%
(Mauritius).... Holding, which was exchanged 2013 2014
into our Shares through a share
swap on March 26, 2014
Broad Street......... Share transfers in Shengmu December 20, 171,360,000 January 9, 197,617,600 1.10 58.8% 3.85% 3.11%
Holding, which was 2013 2014
restructured into our Shares on
March 24, 2014
Greenbelt Global.. Share transfers in Shengmu December 20, 342,720,000 January 9, 395,235,200 1.10 58.8% 7.71% 6.22%
Holding, which was exchanged 2013 2014
into our Shares through a share
swap on March 26, 2014
Sequoia Capital.... Capital contribution in January 23, 331,030,000 February 8, 378,320,000 111 58.4% 6.40% 5.95%
Shengmu Holding, which was 2014 2014
exchanged into our Shares
through a share swap on March
26, 2014
BOCIFP® ........ Capital contribution in January 23, 122,170,000 February 8, 139,622,856 111 58.4% 2.36% 2.20%
Shengmu Holding, which was 2014 2014
exchanged into our Shares
through a share swap on March
26, 2014
King Capital ........ Capital contribution in January 23, 195,000,000 February 8, 222,857,144 111 58.4% 3.77% 3.51%
Shengmu Holding, which was 2014 2014

()

)

3)

(4)

exchanged into our Shares
through a share swap on March
26,2014

Calculated based on the exchange rate of RMB1 = HK$1.265.

Scheme or may be granted under the Share Option Scheme.
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The agreements were entered into by the initial investment entities with Shengmu Holding at the relevant time.

Assumes no exercise of the Over-allotment Option and options which have been granted under the Pre-IPO Share Option
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(5)  Start Great was designated by Mengniu Dairy to receive the Shares in the share-swap transaction.

(6) BOCIFP was designated by BOCI Investment to receive the Shares in the share-swap transaction.

The proceeds received by Shengmu Holding from Mengniu Group were used in full primarily for
the expansion of our dairy farming business by constructing new dairy farms and purchasing dairy
cows. The proceeds received by Shengmu Holding from Horizon King (investment entity of Sequoia,
BOCI and King Capital) will be used primarily to finance the construction of new dairy farms and

production facilities, purchase of dairy cows and general corporate purposes.

As Goldman Sachs (Beijing), Saint Investment and Flourish Treasure made their investments
through acquisition of shares from Shengmu Holding’s then-existing shareholders, we did not receive

any proceeds from their investments in us.

Principal Terms of Investments

In connection with their investments in Shengmu Holding, the pre-IPO investors, Shengmu
Holding and its then existing shareholders entered into a joint-venture agreement in December 2013
and an amendment thereto in January 2014. Pursuant to this joint-venture agreement, each of Goldman
Sachs (Beijing), Saint Investment, Flourish Treasure and Horizon King was entitled to certain special
shareholder rights. This joint-venture agreement (as amended) was terminated following the
completion of the Reorganization in March 2014. Upon completion of the Reorganization, the pre-IPO
investors entered into a shareholders agreement governing their rights and obligations in our
Company. Pursuant to this shareholders agreement, each of the pre-IPO investors was entitled to
certain special shareholder rights substantially similar to those under the original joint-venture
agreement (as amended). For a summary of these sharcholder rights, see “— Reorganization —

Establishment of Offshore Listing Structure — Shareholders Agreement.”

Establishment of Offshore Listing Structure

Establishment of Our Company

On December 11, 2013, our Company was incorporated as an exempted company with limited
liability under the laws of the Cayman Islands with an authorized share capital of HK$300,000 divided
into 300,000 shares of a par value of HK$1.00 each. On the same day, the initial subscriber share was
transferred to World Shining. On February 14, 2014, the share capital of our Company was sub-divided
into 30,000,000,000 Shares of par value of HK$0.00001 each by sub-dividing every share of par value
HK$1.00 each into 100,000 Shares of par value of HK$0.00001 each.
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On February 14, 2014, World Shining and Greater Honour subscribed for 774,830 and 125,170
Shares at HK$0.00001 each in our Company, respectively, and as a result, World Shining and Greater

Honour owned 87.48% and 12.52% equity interests in our Company, respectively.

World Shining is controlled by our Ultimate Controlling Shareholders. On February 14, 2014, a
group of 14 persons constituting our Ultimate Controlling Shareholders as well as seven other
individual shareholders, all being the remaining individual shareholders of Shengmu Holding
following the pre-IPO investments, became the shareholders of World Shining by subscription of
shares at US$0.0002 each. As a result, our Ultimate Controlling Shareholders collectively owned
87.44% equity interests in World Shining.

The table below sets forth the individuals referred to as our Ultimate Controlling Shareholders
through an act-in-concert arrangement. For further details of the act-in-concert arrangement, see

“Relationship with Controlling Shareholders — Our Ultimate Controlling Shareholders Acting in

Concert.”
Shareholding percentage in

Name World Shining

(In percentages)
SHI Jianhong (BEEEZZ) oo, 12.36%
WANG Fuzhu (FEREEE) oo 11.93%
YAO Tongshan (WEIFI L) ..o 11.28%
GUO Yunfeng (FFHEJE) .ovveeieee e 7.56%
YANG Yaping (BFEEIE) ooeiieiie oo, 7.09%
WU Jianye (B FD) . oo 6.24%
GAO Lingfeng(fFBE L) cvooiioeioeeeeeee e 5.71%
WANG Zhenxi (ETRE) oo, 5.38%
YUN lJindong (B ) e 4.10%
WANG Zhen () oo 4.10%
LU Shunyi (BEMEZE) ..o 3.76%
YANG Yali (BFEEF) oo 3.54%
CUI Ruicheng (BEHH ) ..ovveeiiiiee e 2.36%
ZHANG Junke (GRIRBE) oo 2.01%

otal. .. e 87.44 %
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The table below sets forth the individuals owning the remaining 12.56% equity interests in World

Shining.
Shareholding percentage in

Name World Shining

(In percentages)
DONG Runli (BB ... 2.88%
WANG Dongsheng (FH ) .ooioiiiiiiiiiicccceee e, 2.42%
HUANG Xiuying (FEF5HE) oo, 1.86%
SUN Chuan (BRI oo 1.86%
WANG Caixia (EFER) i 1.76%
XIANG Yonghong (FIZKEAL) . c..oiiiii i 1.66%
GUO Yongfeng (FBACHE) e 0.12%
TOAL. ...t 12.56%

Greater Honour is wholly owned by Mr. JIANG Jinzhi (#4#%3i5), who is also a remaining
individual shareholder of Shengmu Holding following the pre-IPO investments.

Acquisition of Shengmu Holding

Following the pre-IPO investments, the 22 remaining individual shareholders in Shengmu
Holding (including our Ultimate Controlling Shareholders) consolidated their interests into our Group
by acquiring their onshore equity interests in Shengmu Holding through our Company. In connection
with this restructuring step, World Shining and Greater Honour, the offshore holding companies of
these individual shareholders, obtained two bridge loans from BOCI Leveraged and Structured
Finance Limited and Wing Lung Bank Limited on February 26, 2014 and applied the loan proceeds
to the pro-rata subscription for 86,608,170 and 12,391,830 Shares in our Company, respectively,
which in turn channeled the funds into Shining Investment, our wholly-owned Hong Kong subsidiary.
Shining Investment used the funds to purchase an aggregate of 69.52% equity interests in Shengmu
Holding from the 22 individual shareholders pursuant to a share purchase agreement dated February
20, 2014. The purchase consideration totaled RMB775,472,580, which was determined based on arm’s

length negotiations among the parties.
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Upon the completion of this restructuring step, Shengmu Holding, together with its PRC
subsidiaries, became part of the listing group. Set forth below is the shareholding structure of our

Group immediately after the acquisition of Shengmu Holding.

21 Sequoia Capital BOCI Investment King Capital
individuals® (Cayman) (HK) BVDH®
[¥)
100% S1.07% 18.85% 30.08%
\ 4 _ Saint
Greater Honour World Shining Mlgr;igrmu Investment Gr(?félt?zﬁh
(BVD® (BVI) (Caymzm) (Mauritius) BV
12.52% 87.48% 100% 100% 100%
100% v v v
Our Company Fortune Globe Saint Investment Credence Global Elite Noble
(Cayman) (BVI) (Cayman) (BVD) (BVD)
l 100% l 100% llOO% l 100% l 100%
Shining Investment Mengniu Investment Saint Investment Flourish Treasure Horizon King
(HK) (HK) (HK) (HK) (HK)
| 69.52% | 4.57% 3.34% | 6.69% | 12.54%
Offshore
Onshore A 4 3.34%
’ Shengmu Holding H Goldman Sachs (Beijing) ‘

100% | 100% 100%| 65% 65% | 65% |55% 65% |55% |65% 65% |65% 65% [55% 55% 8.60%

Ammoudy nwsuaysg
Suruwre,] nwSuayg
(e g nuuayg

noprag nwsuoys
Suemry nwduoys
SurxiQ) nwsuayg
rejury nwsuays
Suorey nwduoyg
TeyoR], NSuoys
ayury nwduayg
aynIT nwsuayg
Surxnpy nusuayg
aySuoyyz nwSuoyg
n3ueq nwSuoys
Areq nwduays-NINT
o5e104 nwSuoyg

(1) Owned by Mr. JIANG Jinzhi (5 8i).

(2)  Consisting of a group of 14 persons constituting our Ultimate Controlling Shareholders following the Reorganization
(87.44%) and seven other individuals (12.56%).

(3) Owned by Mr. HAN Jingyuan (¥ 1{#%), an Independent Third Party.

(4) Shengmu Dairy owned 41.67% and 30% equity interests in Shanghai Saihan and Beijing Shengmu, respectively.

The entire amount of the bridge loan borrowed by Greater Honour and World Shining from BOCI
Leveraged and Structured Finance Limited had been fully repaid before March 31, 2014, the date of
our listing application. As of the Latest Practicable Date, as a result of a series of fund transfers, an

aggregate amount of US$66.8 million remains payable by Greater Honour and World Shining to the
Macau Branch of Bank of China Limited.

— 129 —



HISTORY, REORGANIZATION AND GROUP STRUCTURE

Restructuring of the Investment by Goldman Sachs (Beijing)

Goldman Sachs invested in us through two investment entities, Goldman Sachs (Beijing) and
Saint Investment. Goldman Sachs (Beijing), a limited partnership formed in the PRC, was an onshore
shareholder of Shengmu Holding following its investment. In anticipation of the Global Offering,
Goldman Sachs restructured this onshore investment through an offshore entity (i.e., Broad Street)
such that it was translated into Shares in our Company. Immediately following this restructuring in
March 2014, World Shining, Greater Honour and Broad Street owned 83.47%, 11.94% and 4.59%

equity interests in our Company, respectively.

Share Swap between Our Company and Certain Pre-IPO Investors

In anticipation of the Global Offering, the investments in Shengmu Holding made by Mengniu
Investment, Saint Investment, Flourish Treasure and Horizon King needed to be translated into Shares
in our Company. Accordingly, pursuant to a share exchange agreement dated March 26, 2014, our
Company acquired the entire equity interests in each of Fortune Globe, Saint Investment (Cayman),
Credence Global and Elite Noble from their respective shareholders in exchange for the Shares in our
Company issued and allotted to each of those shareholders or their designees. As a result of this share
swap, Greenbelt Global, Sequoia Capital, Start Great (a wholly-owned subsidiary and designee of
Mengniu Dairy), King Capital, Saint Investment (Mauritius) and BOCIFP (an affiliate and designee
of BOCI Investment) owned 6.69%, 6.40%, 4.57%, 3.77%, 3.34% and 2.36% equity interests in our

Company, respectively.

Shareholders Agreement

Upon completion of the share swap, Saint Investment (Mauritius), Broad Street, Greenbelt
Global, Sequoia Capital, BOCIFP, World Shining, our Company and our Ultimate Controlling
Shareholders entered into a shareholders agreement on March 26, 2014. Pursuant to this shareholders
agreement, each of Saint Investment (Mauritius) and Broad Street as a group, Greenbelt Global,
Sequoia Capital and BOCIFP, or collectively, the Special Right Holders, was granted certain special
shareholder rights (as applicable), which are briefly summarized below.

° Director nomination. Each of the Special Right Holders (except BOCIFP) has the right to
nominate a director to the Board. BOCIFP has the right to appoint a non-voting observer
to the Board. In addition, each of Saint Investment (Mauritius) and Broad Street as a group

and Greenbelt Global has the right to nominate a director to the board of Shengmu Holding.

° Representation right. A quorum of the Board is not constituted unless each of the directors
nominated by each of Saint Investment (Mauritius) and Broad Street as a group and
Greenbelt Global is present. If the required quorum is not present at an adjourned meeting,

the directors present at such adjourned meeting constitutes a quorum.
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° Veto right. Each of Saint Investment (Mauritius) and Broad Street as a group and Greenbelt
Global has a veto right over certain material corporate actions undertaken by our Company,
including without limitation, any material change to the business of any member of our
Group, change of the size of the Board, appointment and removal of independent auditors

of our Company, and certain related party transaction in excess of RMB10 million.

° Pre-emptive right. A proposed issuance of new Shares is subject to a pre-emptive right
exercisable by each of the Special Right Holders and World Shining.

° Anti-dilution right. A proposed issuance of new Shares (other than issuance of Shares
pursuant to an employment incentive plan or the Global Offering) at a price below the
per-share subscription price of the relevant pre-IPO investment in Shengmu Holding
entitles each of the Special Right Holders to require our Company and/or our Ultimate
Controlling Shareholders to take all necessary steps to either (i) issue or cause our
Company to issue additional Share at a nominal price to them or (ii) compensate them in

cash, on a several and joint basis, in order to make them whole.

° Right of first refusal. A proposed third-party transfer of Shares by a Shareholder is subject
to the prior consent of, and a right of first refusal exercisable by, each of the Special Right
Holders and World Shining.

° Tag-along right. A proposed transfer of Shares by World Shining is subject to a tag-along
right exercisable by each of the Special Right Holders not exercising the right of first

refusal.

This shareholders agreement, including any special shareholder rights provided thereunder, will
terminate upon the completion of the Global Offering. Each of our pre-IPO investors and Greater
Honour will hold less than 10% of the shareholding of our Company upon the completion of the Global
Offering and therefore is not a connected person of our Company under the Listing Rules. All the
Shares to be held by them, respectively, following the completion of the Global Offering will be
counted as part of the public float of our Company for the purpose of Rule 8.08 of the Listing Rules.

Furthermore, each of the pre-IPO investors and Greater Honour will provide a six-month lock-up
undertaking to our Company and the Joint Global Coordinators. For details, see “Underwriting —
Underwriting Arrangements and Expenses — Undertakings pursuant to the Hong Kong Underwriting

Agreement — Undertakings by the Other Shareholders”.
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Compliance with Interim Guidance

On the basis that each of the investments by the pre-IPO investors was completed more than 28
clear days before the date of the first submission of the first listing application form in respect of the
Listing, the Joint Sponsors are not aware of any special circumstances or incidences that could lead
to their belief that the pre-IPO investments did not comply with the Interim Guidance on Pre-IPO
Investments announced by the Listing Committee on October 13, 2010 (and updated on January 16,
2012) or that the disclosure in relation to the pre-IPO investment does not comply with the disclosure
requirements set out in the Guidance Letters GL 43-12 and GL 44-12 issued by the Stock Exchange
on October 25, 2012 (and updated in July 2013 with respect to GL 43-12), to the extent applicable.

Capital Contributions to Dairy-farm Companies

As of the Latest Practicable Date, we had injected additional capital into our dairy-farm
companies to support their growth. With respect to Shengmu Taohai and Shengmu Pangu, we
contributed RMB2.2 million and RMBS8.8 million, respectively, on a pro-rata basis with our business
partners. With respect to Shengmu Xiwang, we contributed RMB4.9 million and our shareholding
percentage increased from 52% to 65%. With respect to Shengmu Hateng, Shengmu Xinhe, Shengmu
Liuhe, Shengmu Zhenghe, Shengmu Wuxing and Shengmu Beidou, we contributed RMB19.1 million,
RMB17.9 million, RMB32.9 million and RMBS&.0 million, RMB19.1 million and RMB27.0 million,
respectively, and our shareholding percentage increased from 55% to 65%. The consideration for such
capital contributions in each instance was based on arm’s length negotiations with our business

partners.

In addition to capital contributions, in January 2014, our business partner in Shengmu Wuxing,
QIN Shuzhen (ZiHE), sold the 35% equity interest (equivalent to a RMB24.5 million cash
contribution) in Shengmu Wuxing to WANG Qiang (T5), and as a result, Shengmu Holding and
WANG Qiang owned 65% and 35% equity interests in Shengmu Wuxing, respectively.

In March 2014, Shengmu Holding acquired a 15% equity interest in IMU-Shengmu Dairy from
LI Guangpeng (M) for a consideration of RMB6.7 million based on arm’s length negotiations
between the parties. As a result, Shengmu Holdings’ shareholding in IMU-Shengmu Dairy increased
from 55% to 70%.
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OUR CORPORATE STRUCTURE

The following diagram illustrates our corporate and shareholding structure immediately prior to

the Global Offering.

21
individuals®
lmo%
HGreatc(rI ) W_o:fld Start Great Saint Broad Greenbelt Sequ.om BOCIFP Kl.ngm
onour Shining BVI Investment Street Global Capital (BVD Capital
(BVI) (BVI) ( ) (Mauritius) (Cayman) (BVI) (Cayman) (BVI)
8.70% 60.82% [457% 3.34% 3.34% [6.69% [ 6.40% [ 2.36% 3.77%
| Our Company (Cayman) |
' : ! v
100% Fortune Globe | [Saint Investment| |Credence Global| | Elite Noble
(BVI) (Cayman) (BVI) (BVI)
*100% ¢100% $100%  100%
Shining Mengniu Saint Investment Flourish Horizon
Investment (HK) Investment (HK) (HK) Treasure (HK) King (HK)
72.86% 4.57% 3.34% 6.69% 12.54%
Offshore
Onshore
A 4
| Shengmu Holding |

100% | 100% 100%| 65% 65% |65% 55% |65% 55% |65% 65% |65% |65% 55% 70% 65% |65% |65% |65% |846O%

© =
Ell&||2||&] & : g SEIEIEIIE]|E El1El el |E||&||5||&]]|&

Sl E 20| % ENN ELLE|[E||E|]E|2 || % gl | g ARERRR

& 2 - 3 -

(1) - (3) See footnotes to chart in “— Reorganization — Establishment of Offshore Listing Structure — Acquisition of Shengmu

Holding.”

(4)  Shengmu Dairy owns 41.67% and 30% equity interests in Shanghai Saihan and Beijing Shengmu, respectively. In April
2014, Shengmu Dairy acquired minority equity interests in two other distribution companies, namely, Anhui Meilichen
(as to 40%) and Tianjin Mengmu (as to 30%), which are also principally engaged in the distribution of dairy products.
These companies were established on March 12, 2012 and September 10, 2012, respectively, and Independent Third
Parties own their remaining equity interests.

(5)  Bayannur Shengmu Sanli Farming Co., Ltd. (I 2 i 7 17 22 M = FI B A BR A7), or Shengmu Sanli, was established on
April 2, 2014. As of the Latest Practicable Date, Shengmu Holding and REN Junming ({E%&#) owned 65% and 35%
equity interests in Shengmu Sanli, respectively. Shengmu Sanli is designed to principally engage in dairy farming
operations, and had not commenced operations as of the Latest Practicable Date.

(6)  Bayannur Shengmu Weiye Farming Co., Ltd. ([ Z 5T 17 2 B 2 MEA IR A)), or Shengmu Weiye, was established

on March 31, 2014. As of the Latest Practicable Date, Shengmu Holding and HOU Liubin (% B %) owned 65% and 35%
equity interests in Shengmu Weiye, respectively. Shengmu Weiye is designed to principally engage in dairy farming

operations, and had not commenced operations as of the Latest Practicable Date.
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(7)  Alxa Shengmu Zhaofeng Farming Co., Ltd. (P73 % 3 HOKEH ZEF A A]), or Shengmu Zhaofeng, was established
on May 5, 2014. As of the Latest Practicable Date, Shengmu Holding and GUO Yongfeng (57K %) owned 65% and 35%
equity interests in Shengmu Zhaofeng, respectively. Shengmu Zhaofeng is designed to principally engage in dairy

farming operations, and had not commenced operations as of the Latest Practicable Date.

(8)  Bayannur Shengmu Shajin Farming Co., Ltd. (& Z AT Tl 2 B 5 BEA R A A)), or Shengmu Shajin, was established
on May 26, 2014. As of the Latest Practicable Date, Shengmu Holding and HAO Kaiyun (#f5lZ) owned 65% and 35%
equity interests in Shengmu Shajin, respectively. Shengmu Shajin is designed to principally engage in dairy farming

operations, and had not commenced operations as of the Latest Practicable Date.

The following diagram illustrates our corporate and shareholding structure immediately
following the completion of Global Offering, assuming that none of the Over-allotment Option and
options that have been granted under the Pre-IPO Share Option Scheme or may be granted under the

Share Option Scheme has been exercised.
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(1) - (3) See footnotes to chart in “— Reorganization — Establishment of Offshore Listing Structure — Acquisition of Shengmu

Holding.”
(4)  Shengmu Dairy owns 41.67%, 30%, 40% and 30% equity interests in four distribution companies, namely, Shanghai

Saihan, Beijing Shengmu, Anhui Meilichen and Tianjin Mengmu, respectively.

* The Shares held by these Shareholders are counted as part of the public float of our Company for the purpose of Rule
8.08 of the Listing Rules.
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COMPLIANCE WITH LAWS
Circular 75

On October 21, 2005, SAFE issued Circular 75 which came into force on November 1, 2005,
requiring PRC residents who establish or control offshore companies and inject assets or equity
interests in their PRC entities into offshore companies, or offshore SPVs, for the purposes of overseas
equity financing to register with competent local SAFE branch before establishing or controlling any
company outside China. Under Circular 75, our Ultimate Controlling Shareholders and other
individual shareholders, who are PRC domestic residents, are required to register with the local SAFE
branch their ownership in us. Circular 75 also requires that any PRC resident that is the shareholder
of an offshore SPV shall amend its SAFE registration with the local SAFE branch with respect to that
offshore SPV in connection with any alteration of capital, transfer of shares, share exchange, merger,
division, long-term investment with equity investment, debt investment, external guarantee and other
material capital alteration. Our Ultimate Controlling Shareholders who are PRC residents completed
all required filings (including amendments thereto) under Circular 75 on March 28, 2014.

M&A Regulation

Pursuant to Article 40 of the Provisions on the Acquisition of Domestic Enterprises by Foreign
Investors (BH A M £ & & fF 5 A E R BLE ) ), or the M&A Regulation, promulgated on August
8, 2006 by six PRC governmental agencies, effective on September 8, 2006 and amended by
MOFCOM in June 2009, any offshore SPV established for capital financing purposes and controlled
directly or indirectly by PRC persons, shall obtain MOFCOM approval prior to such offshore SPV
acquiring any related entities or assets in the PRC, as well as CSRC approval prior to the listing and
trading of the securities of such offshore SPV on an overseas stock exchange. Shengmu Holding was
restructured into a Sino-foreign joint-venture company in August 2011 with the investment from
Mengniu Investment, a Hong Kong-incorporated company. Therefore, the acquisition by Shining
Investment of Shengmu Holding was a transfer of equity in a foreign-invested enterprise rather than
a domestic enterprise (A & 3£) as defined in the M&A Regulation, and as such, the M&A Regulation
is not applicable. Instead, the acquisition must comply with the Rules on the Changes of Shareholding

of Foreign-invested Enterprise Investor (/M % & b R EH ML T 14 THUED ).

Our PRC legal advisers have also confirmed that we have obtained all material approvals and
permits required under PRC laws and regulations in connection with each step of the Reorganization
and the Global Offering.

ABOUT OUR PRE-IPO INVESTORS

Our institutional investors have brought management expertise and industry experience to our
Group. Mengniu Group, on the other hand, is a large and reputable customer of our raw milk business,
and its equity investment in us at our early development stage helped us finance our fast-growing

business and enabled us to quickly expand into organic dairy farming operations.
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Mengniu Group

Start Great is wholly owned by Mengniu Dairy, a leading PRC dairy product company, whose
shares are listed and traded on the Hong Kong Stock Exchange (stock code: 2319). Mengniu Dairy is
an Independent Third Party.

Goldman Sachs

Broad Street is an exempted limited partnership registered in the Cayman Islands. Its general
partner is Broad Street (Cayman) GP Limited, a wholly-owned subsidiary of The Goldman Sachs
Group, Inc., a company listed on the New York Stock Exchange (ticker symbol: GS). Its limited
partner is Shanghai Broad Street Investment Center, whose limited partner is Broad Street (Beijing)
2011 Investment Center (Limited Partnership), an investment fund managed and controlled by
affiliates of The Goldman Sachs Group, Inc. The Goldman Sachs Group, Inc. is an Independent Third
Party.

Saint Investment (Mauritius) is a GBL1 (Global Business License Category 1) entity registered
in Mauritius. Saint Investment (Mauritius)’s capital derives from funds and monies managed and/or

controlled by subsidiaries of The Goldman Sachs Group, Inc.

Baring

Greenbelt Global is held as to approximately 99.4% by The Baring Asia Private Equity Fund V,
L.P., an Independent Third Party. Baring Private Equity Asia GP V, L.P., an Independent Third Party,
is the general partner of The Baring Asia Private Equity Fund V, L.P. Jean Eric Salata, an Independent
Third Party, is the sole shareholder of Baring Private Equity Asia GP V Limited (the general partner
of Baring Private Equity Asia GP V, L.P.). Each of Baring Private Equity Asia GP V Limited and Jean
Eric Salata is therefore deemed to be interested in the Shares held by Greenbelt Global. Jean Eric
Salata disclaims beneficial ownership of such Shares, except to the extent of his economic interest in

such entities.

Sequoia

Sequoia Capital is wholly owned by Sequoia Capital China Growth 2010 Fund, L.P., Sequoia
Capital China Growth 2010 Partners Fund, L.P. and Sequoia Capital China Growth 2010 Principals
Fund, L.P., or collectively, SCC 2010 Growth Funds. The SCC 2010 Growth Funds’ general partner
is SC China Growth 2010 Management, L.P., whose general partner is SC China Holding Limited, a
company incorporated in the Cayman Islands. SC China Holding Limited is wholly owned by SNP
China Enterprises Limited, a company wholly owned by Mr. SHEN Nanpeng (3L # ), an Independent
Third Party. Mr. SHEN disclaims beneficial ownership of the Shares held by Sequoia Capital, except

to the extent of his pecuniary interest therein.
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BOCI

BOCIFP is a company incorporated under the laws of BVI and an indirect wholly-owned
subsidiary of Bank of China Limited, whose shares are listed and traded on the Hong Kong Stock
Exchange (stock code: 3988) and the Shanghai Stock Exchange (stock code: 601988). It is principally

engaged in investment activities. Bank of China Limited is an Independent Third Party.

King Capital

King Capital is wholly owned by Mr. HAN Jingyuan (¥#{%), a private investor and an
Independent Third Party.
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OVERVIEW

Shengmu is the largest organic dairy company in China and the only vertically integrated organic
dairy company in China that meets E.U. organic standards, according to the F&S Report. We had a
54.2% market share in China based on 2013 organic raw milk production volume, according to the
F&S Report. Together with our associate, Shengmu Forage, our unique vertically integrated
“grass-to-glass” organic (“ZFEH #) production model covers the entire dairy industry value chain,
meeting E.U. organic standards for all major stages of the dairy production process: forage growing,
dairy farming to produce raw milk, and processing to produce liquid milk products. According to the
F&S Report, we are a major producer of organic liquid milk with a market share of 25.3% in terms
of retail sales value in China in 2013. In addition, we are also among the top eight producers of
premium non-organic raw milk (which refers to the raw milk that meets certain nutrition and safety
standards) in China with a market share of 2.6% based on 2013 production volume, according to the
F&S Report.

China’s organic raw milk market accounted for 0.5% of the overall raw milk market in China in
terms of production volume in 2013, and is expected to grow at a CAGR of 53.5%, reaching 3.2% of
China’s total raw milk production volume in 2018, according to the F&S Report. The total retail sales
value of organic liquid milk in China was RMB1.9 billion in 2013, accounting for 1.3% of the total
liquid milk market in China, according to the same source. In addition, China’s high-end liquid milk
market accounted for 28.8% of the overall liquid milk product market in China in terms of retail sales
value in 2013, according to the F&S Report.

Our business consists of the dairy farming business and the liquid milk business. We began our
dairy farming operations in 2010 by engaging in the premium non-organic raw milk production in
Hohhot, Inner Mongolia, and in 2011 expanded into the production of organic raw milk in Bayannur,
Inner Mongolia. In 2012, we further expanded into the liquid milk business under which we produce
and sell packaged organic liquid milk products under our “Shengmu 44> brand. All of our liquid
milk products are produced from organic raw milk produced internally by our organic dairy farms. We
are the only dairy company in China that offers branded organic dairy products that are 100%
processed from raw milk produced by self-owned certified organic dairy farms, according to the F&S
Report. We expect that our future growth will primarily be driven by the growth of our organic dairy
farming and liquid milk businesses.

We pioneered the unique fully integrated “grass-to-glass” organic production model to ensure
that our production is end-to-end traceable and controllable from raw materials to end retail product
by us and Shengmu Forage. We stringently control each major step of the organic production process
under our “grass-to-glass” organic production model: (i) organic environment — no other agricultural
or industrial activities on the sites of our organic dairy farms located on the Ulan Buh desert, the
eighth largest desert in China; (ii) organic forage planting — effective control over the source and
quality of our dairy cow feed by sourcing our forage substantially from Shengmu Forage, which
primarily grows corn silage and alfalfa in the Ulan Buh desert without using any agricultural
chemicals or chemical synthetic fertilizers; (iii) organic dairy farming — we are committed to raising
our dairy cows in a low density, low stress environment with organic feed using no growth hormones;
(iv) organic dairy product processing — all of the raw milk we use to produce our liquid milk products
is supplied internally by our organic dairy farms, with no preservatives, artificial colorings and
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artificial flavorings added during the production process; (v) organic milk origin tracing — each unit
of our organic milk products is given a code recognized by PRC Certification and Accreditation
Administration (' B % 58 3 58 0] BB 2 B ) to trace the origin of production of each product

as a quality control measure.

The strategic location of our organic dairy farms at the Ulan Buh desert is core to our organic
dairy production model. Pangu Group, controlled by the family of Mr. WU Jianye (our president),
began a large-scale greening effort in 1997, with tens of millions of trees planted over a period of more
than 12 years. Such greening effort has substantially reduced dust storms and improved the quality of
soil and the overall environment, making it possible to grow organic forage in a large scale.
Leveraging on the environmental improvements made by Pangu Group as well as its forage growing
experience, Shengmu Forage began growing forages in 2010, and currently grows organic forages on
approximately 115,000 mu of growing fields, in the Ulan Buh desert and by 2020, Shengmu Forage
expects to develop a total of approximately 560,000 mu of growing fields for organic forages.
Shengmu Forage supplied substantially all the forage crops organically grown in its growing fields to
us during the Track Record Period, and has entered into the Long-term Strategic Cooperation
Agreement with us under which Shengmu Forage agreed to continue its exclusive supply arrangement

and support our future expansion plans.

As of December 31, 2013, we owned the largest herd of organic dairy cows in China, with a
58.0% market share in terms of herd size, and the third largest herd of dairy cows overall, according
to the F&S Report. As of December 31, 2013, we had a total of 30,621 organic dairy cows and 29,836
non-organic dairy cows. As of that date, all of our 13 organic dairy farms were located in the Ulan
Buh desert while all of our 12 non-organic dairy farms were located in Hohhot, Inner Mongolia, with
a majority of our dairy farms having capacity to house between 2,500 to 4,500 cows. Our average
annual milk yield in 2013 was 8.5 tonnes. Mengniu Group, Yili Group and Want Want purchase our

raw milk for the production of their high-end product lines.

Our own “Shengmu ZH(” branded organic liquid milk products are rapidly gaining recognition
as the premium organic liquid milk product in China since its launch in June 2012. We only offer
organic dairy products, comprising of organic whole milk, organic low fat milk, and organic children’s
milk, under our brand. The average retail selling price of our organic liquid milk products has been
significantly higher than the industry average price for high-end liquid milk, according to the F&S
Report.

Since June 2012, our nationwide distribution network has grown rapidly from 108 distributors
as of December 31, 2012 to 316 as of December 31, 2013 covering 31 provinces, municipalities and
autonomous regions in China. For three consecutive years since 2011, we were awarded the Gold
Medal of BioFach China International Organic Trade Fair and Conference (" [5 [5 %A # & 5 14 8 €
4:4%) in recognition of the premium quality of our products.
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The following table sets forth the sales volume of our organic and premium non-organic raw milk

for the period indicated.

For the year ended December 31,

2011 2012 2013
Tonnes % of total Tonnes % of total Tonnes % of total
Organic raw milk
External sales .......cc....ccooeee. 21,484 209% 33,397 21.2% 68,518 33.6%
Inter-segment sales‘"............ — — 2,708 1.7% 23,813 11.7%
Subtotal .......cooooiiiii 21,484 20.9% 36,105 22.9% 92,331 45.3%
Premium non-organic raw
milk.........o 81,165 79.1% 121,300 77.1% 111,465 54.7%
Total ..oooooiiiii 102,649 100.0% 157,405 100.0% 203,796 100.0%

(1)  Represents internally produced organic raw milk sold to the liquid milk business.

We have experienced rapid growth over the Track Record Period. Our revenue increased from
RMB389.4 million in 2011 to RMB1,143.7 million in 2013, or a CAGR of 71.4%. Our profit for the
year before biological asset fair value adjustments increased from RMB106.1 million in 2011 to
RMB365.0 million in 2013, or a CAGR of 85.5%. Our gross margin was 29.4%, 33.4% and 42.9% in
2011, 2012 and 2013, respectively.

COMPETITIVE STRENGTHS

We believe that our achievements to date have given us certain competitive advantages, which
position us well for continued growth to capture the growing organic dairy and premium non-organic

dairy market, and collectively are barriers to entry for new competitors.

Market leader well-positioned to benefit from China’s fast-growing organic dairy market

The organic food retail market in China has grown rapidly in recent years, increasing from
RMB10.6 billion in 2009 to RMB32.7 billion in 2013, representing a CAGR of 32.5%, according to
the F&S Report. Driven by increasing consumer awareness on healthy diet and rising disposable
income, as well as the continuing development of distribution channels, this market is expected to
continue to grow, reaching RMB144.6 billion in 2018, representing a CAGR of 34.6%, also according
to the F&S Report. In particular, the retail market of organic liquid milk products, which grew at a
CAGR of 93.2% from 2009 to 2013, is expected to increase from RMB1.9 billion in 2013 to RMB25.8
billion in 2018, representing a CAGR of 68.5% from 2013 to 2018, according to the same source. The
growth of organic liquid milk product supply, on the other hand, has significantly lagged the growth
of demand. According to the F&S Report, the gap between organic liquid milk supply and demand is
expected to widen, reaching RMB1.14 billion in 2018, in terms of retail market value.
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Due to the high barriers to entry to the organic milk market, the supply of organic raw milk in
China is highly concentrated. According to the F&S Report, the top three organic raw milk producers
accounted for 86.9% of the total organic raw milk produced in China in 2013. We believe that the high
entry barriers primarily include (i) limited availability of large parcels of clean and unpolluted land
with climates suitable for organic dairy farming; (ii) lengthy and stringent organic certification
process; (iii) limited supply of organic feed; (iv) significant initial capital requirement and (v)

experienced management team.

We are an early mover in the PRC organic dairy farming industry and have achieved a leading
position in the organic milk market in China. According to the F&S Report, we are the largest organic
dairy farming company in China based on 2013 organic raw milk production volume, with a 54.2%
market share. As of December 31, 2013, we had 30,621 organic dairy cows, or approximately three
times that of the company with the second largest herd of organic dairy cows in China, according to
the F&S Report. As the market leader in the PRC organic dairy farming industry, we believe we are

well-positioned to continue to capture the rapid growth in demand for organic dairy in China.

Unique vertically integrated ‘“grass-to-glass” organic production model ensuring product safety
and quality

Together with our associate, Shengmu Forage, we are the only organic dairy company in China
that applies a vertically integrated “grass-to-glass” (“2F A #”) organic production model in China
with all major steps of the industry value chain, including forage growing, dairy farming to produce
raw milk and milk processing meeting E.U. organic standards. We stringently control each major step
of the production process under our “grass-to-glass” organic production model, which consists of the

following:

° Organic environment. The Ulan Buh desert offers a number of benefits compared to
conventional farming environments in China. These benefits include cool and dry weather
preferred by dairy cows, as well as limited human activity, little pollution and very low
levels of bacteria, viruses and pests. In addition, the land underneath Ulan Buh desert is
formed as a result of the alluviation of the Yellow River, the second longest river in Asia,
and there is rich soil and abundant water resources underneath the sandy surface, according
to the F&S Report.

° Organic forage planting. Effective control over the source and quality of our dairy cow feed
is the first step of our “grass-to-glass” organic production process. We currently source our
organic forage substantially from Shengmu Forage, which grows, among others, corn and
alfalfa in the Ulan Buh desert without using any agricultural chemicals or chemical
synthetic fertilizers.

° Organic dairy farming. We are committed to cattle welfare as part of the culture of organic
dairy farming, which we believe contributes to our product quality. We raise our dairy cows

in a low density environment with organic feed without using any growth hormones.
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° Organic milk processing. All of our liquid milk products are produced from organic raw
milk supplied internally by our organic dairy farms. No preservatives, and artificial
coloring and artificial flavorings are added during the production process.

° Organic milk origin tracing. Each unit of our organic liquid milk products is given a code
recognized by PRC Certification and Accreditation Administration (' [5] [2] ¢ 58 % 58 v] B B

EHLZ B ) to trace the origin of production of each product as a quality control measure.
Strategic desert location providing the ideal environment to raise organic dairy cows

We consider our strategic location in the Ulan Buh desert, where Shengmu Forage plants forage
crops and where we operate our organic dairy farms, core to our “grass-to-glass” organic production
model. We believe, based on the F&S Report, that our Ulan Buh desert location is ideal for operating
organic dairy farms because of its following features:

° Clean environment. There is little pollution and very low levels of bacteria, viruses and
pests.

° Sand and sunlight. The soft and permeable desert sand provides comfortable lying ground
for our cows to rest and reduce their chances of common cow diseases. The intensity and
the long hours of the sunlight in the desert help forage crops grow and our cows produce
higher levels of calcium in their milk, according to the F&S Report.

° Preferred climate. Cows prefer relatively cool temperature and dry weather. The Ulan Buh
desert is located in a region which is generally considered the ideal geographic region for
dairy farming known as the Golden Raw Milk Belt. According to the F&S report, the
temperature range from 0°C to 15°C is a favorable range for dairy cows and the Ulan Buh
desert has an annual average temperature of 7.8°C and an annual average precipitation of
approximately 103 millimeters. Compared to some cold and humid regions in China, the
climatic environment in the Ulan Buh desert is more suitable for dairy farming.

° Sufficient room for growth. Shengmu Forage currently grows organic forages on
approximately 115,000 mu (76.7 square kilometers) of growing fields in the Ulan Buh
desert. By 2020, Shengmu Forage expects to develop a total of approximately 560,000 mu
(373.3 square kilometers) of growing fields for organic forages to support our cow herd
expansion. Shengmu Forage supplied substantially all the forage crops organically grown
in its growing fields to us during the Track Record Period, and has recently entered into the
Long-term Strategic Cooperation Agreement with us under which Shengmu Forage agreed
to continue its exclusive supply arrangement and support our future expansion plans.

° Convenient transportation. Our organic dairy farms are all located within 100 kilometers
from our processing plant by local highways. Because of the dry desert weather of the Ulan
Buh desert, we are less susceptible to transportation delays due to severe weather
conditions than many other regions in China.
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Based on our experience, it would require significant efforts, costs, time and expertise to convert
a sand desert area of a similar size into arable land. Therefore, we believe that our unique location for
our organic dairy farms provides us with a significant competitive advantage that is highly difficult

to replicate by other dairy companies in China.

Farm management system and commitment to promoting cattle welfare contributing to industry

leading milk quality

We believe that cattle welfare contributes to milk quality, and seek to provide our dairy cows
with a relatively comfortable, low stress environment and nutritious feed. In particular, our organic

dairy cows enjoy superior living conditions, including the following:

° The environment. The natural conditions of the Ulan Buh desert are ideal for organic dairy

farming.

° Farm management. Our dairy farms are designed with an aim to provide organic dairy cows
with the maximum comfort. Our organic dairy cows have an average living space of 60 to
80 square meters per cow. All of our farms are free stall farms with easy access to food and
water, clean and comfortable dry sand bedding and spacious outdoor sand sport fields that
allow our dairy cows to eat, drink, and relax freely. Dairy cows are ruminants and prefer
to lie down to digest food. The bedding and sport fields covered with the fine dry sand from
the Ulan Buh desert are aimed to provide our dairy cows with a comfortable place to lie on

and reduce their chance of developing mastitis and limping diseases.

° Food and water. To promote cow health and improve milk yield, we feed our organic dairy
cows with customized nutritious organic forages based on their development stage,
lactation stage and milk yield. We purify drinking water for dairy cows on our organic dairy

farms to meet the health standards for human consumption in China.

° Physical and mental health. We have implemented a strict and effective disease control
policy at our farms. Each of our dairy farms has five to eight veterinarians and assistants

onsite, depending on its herd size.
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We believe our efforts to promote the welfare of our dairy cows have contributed to the superior
quality of our milk products. Set forth below are comparisons of certain key quality indicators between
our raw milk, both organic and premium non-organic, raw milk by certain other leading PRC raw milk
producers and certain government standards.

Nutrition Standard Safety Standard
Protein Fat Aerobic Plate Somatic Cell
Content™ Content™ Count® Count®
(%) (CFU/mL)

Our products®®
- Organic raw milk ..., 3.4 4.3 28,000 110,000
- Premium non-organic raw milk ............ 3.3 4.1 30,000 130,000
Huishan Dairy™ ... >3.2 >4.1 <50,000  <200,000“"
Modern Dairy™ ..., >3.1 >3.7 <50,000 <250,000
YuanShengTai™® ..., 3.4 4.2 4,000 162,000
PRC Standard ..........ccoocoeveieieieiiiainnnn >2.8 >3.1 <2,000,000 N/A®
E.U. Standard ..........cooeviiiiiiiins N/A N/A <100,000 <400,000
U.S. Standard .........cooeviiiiiiiiiieens >3.2 >3.5 <100,000 <750,000

(1)  Protein content and fat content are two major indicators used to determine the nutritional value of raw milk. Generally
a higher protein and fat content indicates higher quality. The E.U. Standard does not provide for a minimum protein or

fat requirement.

(2)  Aerobic plate count and somatic cell count are two major indicators used to determine safety quality of raw milk.
Generally a lower aerobic plate count indicates improved sanitation and a lower somatic cell count indicates better
animal health. The PRC Standard does not provide for a maximum somatic cell count requirement.

(3) Information on protein content, fat content and aerobic plate count based tests of our raw milk sample by SGS - CSTC
Standards Technical Services Co., Ltd., a leading testing lab, and information on somatic cell count based on tests of our
raw milk sample by a testing laboratory operated by Mengniu Group and accredited by China National Accreditation

Service for Conformity Assessment.

“4) Based on the data for 2013 in the F&S Report.
Premium and trusted brand recognized for its quality and safety

The quality of our upstream raw milk is well-recognized by branded dairy players in China. Our
industrial customers primarily include Mengniu Group and Yili Group, which are the leading dairy
companies in China, and purchase our raw milk only for the production of their high-end product lines.
In addition, Want Want, a leading maker of rice crackers, dairy products and beverages in China,
purchases our raw milk for their dairy products.

In the downstream branded liquid milk market, our “Shengmu 24> brand is rapidly gaining
recognition as a premium organic dairy brand. Since we began to market our own organic liquid milk
products under the “Shengmu £#” brand in June 2012, our distribution network has grown rapidly
from 108 distributors as of December 31, 2012 to 316 as of December 31, 2013, with sales increasing
from RMB33.9 million in 2012 to RMB303.0 million in 2013. For three consecutive years since 2011,
we were awarded the Gold Medal of BioFach China International Organic Trade Fair and Conference
(I R PR A B L TR 42 8%) in recognition of the premium quality of our products.
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Chinese consumers are increasingly focused on health and food safety. According to the
consumer survey in the F&S Report, Chinese consumers consider “grass-to-glass” organic milk
products to be healthier and safer than conventional organic milk products, which in turn are
considered healthier and safer than non-organic milk products, and are willing to pay a premium for
“grass-to-glass” organic milk products over conventional organic milk. In 2013, the average retail
sales price for our liquid milk products was RMB23,211 per tonne, substantially higher than the
industry average of RMB15,840 per tonne for high-end liquid milk products, according to the F&S
Report. As Chinese consumers increasingly recognize the benefits of our “grass-to-glass” organic milk
products and of organic milk products in general and the disposable income of Chinese consumers
continues to grow, we expect that consumer trust in organic milk products will help increase our brand
recognition, drive our business growth and enhance our profit margins.

Vertically integrated model and portfolio of premium non-organic and organic milk products
offering flexibility that allow us to achieve attractive returns

We began operations in 2010 with a dairy farming business of supplying premium non-organic
raw milk to industrial customers. That business ramped up quickly, generating RMB487.8 million in
sales of premium non-organic raw milk in 2013. Our non-organic dairy farming business has helped
us fund our investments into our organic dairy farming business, which we began in 2011, and our
organic liquid milk products business, which began generating sales in 2012. As a result of these
efforts, by 2013, we have a diverse revenue mix from premium non-organic raw milk, organic raw
milk and organic liquid milk products. This diverse revenue mix, together with our vertically
integrated model of combining dairy farming businesses with the manufacturing and sales of liquid
milk products business allows us to:

° continue to benefit from a stable cash flow provided by our premium non-organic raw milk
business;
° capture higher profit margins resulting from the growing revenue stream from our organic

dairy farming and liquid milk products businesses; and

° respond timely to changes in the supply-demand dynamics in the market of raw milk
vis-a-vis organic liquid milk products and premium non-organic milk vis-a-vis organic milk
by adjusting our business focus and revenue mix.

Benefiting from this one-of-a-kind vertically integrated “grass-to-glass” organic production
model, we have been able to price our organic raw milk and liquid milk products at a premium to
achieve higher profit margins and returns. In 2013, we generated a gross profit margin of 35.9% for
premium non-organic raw milk, 44.0% (before elimination of internal profit from inter-segment sales)
for organic raw milk and 33.7% (before elimination of internal profit from inter-segment sales) for
liquid milk products, and our overall gross profit margin was 42.9%. Our return on equity and return
on assets were 21.9% and 12.0% in 2013, respectively.

As we continue to shift our revenue mix towards organic milk in the next phase of our expansion,
and as our production scale for liquid milk products continues to expand, we will be well-positioned
to continue growing our revenue while improving our overall profitability.
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Visionary management team with a proven track record of successful execution

Less than six years ago, Mr. YAO Tongshan, our chairman and founder, had a vision of building
an organic dairy company based on the proposition of offering to the consumer a wholesome product
that is “grass-to-glass” organic and played a key management and leadership role in our development.
Today, under Mr. YAO’s leadership, our business has grown rapidly, and we have become the largest
organic dairy company in China based on organic raw milk production volume and organic herd size
in 2013, according to the F&S Report. We believe that our rapid growth over such a short period of
time would not have been possible without the cohesive collaboration of an experienced management
team led by Mr. YAO. Mr. YAO is in charge of our overall business operations and strategic direction
and personally oversees our sales and marketing function. Mr. YAO had accumulated extensive
experience and in-depth knowledge about the dairy industry from his prior working experience at
Mengniu Group. He served as vice president of finance and chief financial officer at Mengniu Group
for eight years before founding our Group, and led the development of an advanced finance
management system for enhancing the coordination among different business departments and
improving employee performance through effective employee performance review. The Chief
Financial Officer magazine, a third party publication in China, credited Mengniu Group’s stable
business operations during its rapid growth partly to its highly recognized internal control system
developed under Mr. YAO’s leadership. In 2008, Mr. YAO became an executive director at Mengniu
Group, and since then he had participated increasingly more in its management and business decisions.
Leveraging on his expertise and experience in the dairy industry, Mr. YAO has implemented a similar
management system tailored to our company’s needs, which has been instrumental in our development.
In addition, Mr. YAO also brought together this experienced management team, including:

° Feed and crops. Mr. WU Jianye, our president, whose family controls the Pangu Group,
which planted tens of millions of trees in the Ulan Buh desert, co-founded Shengmu Forage
with Shengmu Holding to hold the land that supplies feed to our dairy cows. Although we
no longer control Shengmu Forage, Mr. WU continues to be instrumental in coordinating
its development plans to meet our development requirements. In addition, Mr. WU is
primarily in charge of formulating our organic business value chain development plan and
the implementation of the related budget.

° Production. Ms. GAO Lingfeng, our vice president, also joined from Mengniu Group. With
15 years of management experience in milk production and product quality, Ms. GAO is
primarily responsible for the operations of our liquid milk business, as well as the setting
up and implementing key performance indicators for various business units, production
chain’s quality management and organic certification management.

° Dairy farms operations. Our vice president of operations, Mr. LI Yundong, with 11 years
of management experience in business operations at Mengniu, is in charge of our dairy farm
operations.

In addition, Mr. CUI Ruicheng, our chief financial officer, has over 10 years of experience in
financial accounting and business management, including six years of related work experience at
Mengniu Group, and significant knowledge in dairy farming related financial accounting system. He

— 146 —



BUSINESS

has been instrumental in the establishment and strengthening of our financial accounting system,
providing strong accounting and budgeting support for our rapid business expansion. We believe that
this management team will continue its successful record of execution and lead us to our next phase
of expansion.

BUSINESS STRATEGY

Our long-term objective is to become a leading organic dairy company in the world. We intend
to continue to be headquartered in Bayannur, Inner Mongolia, where we and the local government aim
to build a world-class organic raw milk production base. To achieve this goal, we plan to implement
a business strategy with the following components.

Expand our organic dairy farming operations and ensure our product safety and quality

As of December 31, 2013, we operated 13 organic dairy farms with 30,621 dairy cows, including
16,825 milkable cows, in the Ulan Buh desert. According to the F&S Report, the organic liquid milk
retail market in China is expected to increase at a CAGR of 68.5% from 2013 to 2018. To meet the
increasing market demand, we plan to significantly expand our organic dairy farming operation and
increase milk yield with the following initiatives:

° Expand organic dairy farms. We currently have three organic dairy farms under
construction, which are expected to commence operation by September 2014. We plan to
invest RMB700 million to build an additional 18 organic dairy farms by the end of 2016.

° Increase herd size of dairy cows. We plan to grow our herd of organic dairy cows to
approximately 120,000 organic dairy cows by 2016. We expand our herd primarily by
breeding calves and heifers using imported frozen semen, supplemented by purchasing
heifers from domestic dairy farmers and from overseas markets. We expect to invest
RMB480 million to purchase no less than 28,000 additional organic dairy cows by the end
of 2016.

° Improve milk yield. We plan to improve the physical conditions and average milk yield of
purchased dairy cows and our herd in general and our operating efficiency through various
measures, including feeding our dairy cows with customized feed that we developed
in-house, fine tuning and implementing our standardized organic dairy farming process in
new dairy farms, and cooperating with leading national and international research
institutions and animal care and breeding companies.

° Further strengthen relationship with Shengmu Forage. We will seek to further strengthen
our relationship with Shengmu Forage to ensure that they develop additional organic
growing fields to meet our increasing requirements for organic forages.

The expansion of our organic dairy farms and herd size will allow us to capitalize on the rising
demand for organic milk products in China. In addition, we believe that our expanded operation will
allow us to enjoy economies of scale, improve our operating efficiency and consolidate our position
as the leading organic dairy company in China. We will also continue to invest in quality control and
product safety to support growth.
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Increase our liquid milk processing capacity

We plan to further expand our “Shengmu 244" branded liquid milk business to capture
additional margin along the value chain. We currently have three production lines in our organic milk
processing facilities with a maximum daily processing capacity of 330 tonnes of organic liquid milk.
As we continue to expand organic dairy farming operation and dairy cow herd, we expect that our
organic raw milk production capacity will increase to 1,800 tonnes per day by the end of 2016.
Accordingly, we plan to invest a total of approximately RMB360 million to increase our daily liquid
milk processing capacity to 1,150 tonnes per day by the end of 2016, with the remaining organic raw
milk to be sold to our industrial customers. Specifically, we are in the process of assembling our new
production line for organic yogurt products and expect to commence operation in the third quarter of
2014 with a daily production capacity of 30 tonnes of organic yogurt, which we plan to increase to
200 tonnes by the end of 2015 and further to 380 tonnes by the end of 2016. We plan to install
additional production lines to achieve an expected daily processing capacity of 440 tonnes per day of

other organic liquid milk products by the end of 2016.
Expand our premium organic product portfolio

We currently offer organic liquid milk products under our “Shengmu 44" brand, including
organic whole milk, organic low-fat milk and organic milk for children, all made from our organic raw
milk. We aim to continue to develop new products which can leverage our increasing raw organic milk
production, share our existing processing, marketing and distribution platforms, as well as benefit
from our increasingly recognized brand. We plan to develop additional organic milk products to cater
to capture demand for organic dairy products, cater to customer preferences, and expand our revenue
sources. We expect to market yogurt and milk beverage products, all made from our organic milk, by
the third quarter of 2014 and the end of 2016, respectively. By expanding our organic milk based
product portfolio, we believe we will be able to capture the increasing market demand for safe and
high-quality dairy products in China, broaden our revenue sources and increase our profitability.

Build an extensive nationwide distribution network and strengthen brand recognition

We currently sell our liquid milk products through distributors. As of December 31, 2013, we had
approximately 316 distributors covering 31 provinces, municipalities and autonomous regions in
China. We plan to expand our distribution network to over 400 distributors by the end of 2014. We
intend to increase efforts in engaging additional distributors in tier three and tier four cities. In terms
of points of sale, we intend to continue to increase our product presence in department stores and large
supermarket chains in order to promote our brand recognition. We also plan to focus on expanding
convenience store chains as a key future revenue source. Furthermore, in addition to our direct sales
to consumers via VIP membership cards and corporate wholesale, we plan to develop online-to-offline
(020) sales channels by setting up an Internet direct sales portal to reach a wider customer base. To
ensure prompt delivery of products to our rapidly growing customers, we plan to set up regional
distribution centers by leasing warehouse facilities close to regional transportation hubs throughout

China and purchase trucks to establish our own delivery fleet to support our sales growth.
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We also intend to increase our brand recognition and solidify our high-end image in our target

markets through the following initiatives:

° developing and implementing a uniform marketing strategy and coordinating nationwide
advertising and marketing campaigns, including online advertising, to promote the benefits

of organic milk as well as our own brand;

° promoting the establishment of more specialty shops which, in addition to their sales
function, will serve to educate consumers about our “grass-to-glass” organic production

model and the benefits of our organic milk and promote our brand image; and

° demonstrating our “grass-to-glass” organic concept through more open-house events at our

dairy farms and production facilities.
OUR BUSINESS

Our business consists of dairy farming business and liquid milk business. We began our operation
in 2010 by engaging in the premium non-organic raw milk production in Hohhot with our own dairy
farms. We expanded into organic dairy farming business in 2011. In 2012, we further expanded into
liquid milk products business under which we produce and sell packaged liquid milk products under
the “Shengmu £44” brand. All of the raw milk we use to produce our liquid milk products is supplied
internally by our organic dairy farms. We expect that our future growth will primarily come from the

growth of our organic raw milk and liquid milk products businesses.

The following table sets forth the components of our revenue by operating segment for the period

indicated.
Dairy farming business Liquid milk business
Total revenue
External External (after
Inter- sales as % Inter- sales as % elimination of

For the year ended  Segment segment External of total Segment segment External of total  inter-segment
December 31, revenue sales™® sales revenue revenue sales sales revenue sales")

(RMB in thousands, except percentages)

2011 e 389,417 — 389,417 100.0% — — — — 389,417
2012 i 682,179 15,345 666,834 95.2% 33,929 — 33,929 4.8% 700,763
2013 e 972,308 131,561 840,747 73.5% 302,962 — 302,962 26.5% 1,143,709

(I)  Represents internally produced organic raw milk sold to our liquid milk business.
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The following table sets forth the sales volume of organic and premium non-organic raw milk for

the period indicated.

For the year ended December 31,

2011 2012 2013
Tonnes % of total Tonnes % of total Tonnes % of total
Organic raw milk
External sales....................... 21,484 20.9% 33,397 21.2% 68,518 33.6%
Inter-segment sales™ ........... — — 2,708 1.7% 23,813 11.7%
Subtotal .....coveviiiiiiii 21,484 20.9% 36,105 22.9% 92,331 45.3%
Premium non-organic raw
milk.......ooo 81,165 79.1% 121,300 77.1% 111,465 54.7%
Total .oooviiiiii 102,649 100.0% 157,405 100.0% 203,796 100.0%

(1)  Represents internally produced organic raw milk sold to our liquid milk business.

As of December 31, 2013, all of our 13 organic dairy farms were located at the Ulan Buh desert
while all of our 12 non-organic dairy farms were located in Hohhot, Inner Mongolia. The following
table sets forth the number of our dairy farms and dairy cows as of the date indicated.

Organic Non-organic
Calves Calves
Dairy and Milkable Dairy and Milkable Total
As of December 31, farms heifers coOws Subtotal farms heifers cows Subtotal COwS
2011 e 4 3,423 5,559 8,982 13 8,405 17,729 26,134 35,116
2012 i 7 5,557 8,554 14,111 14 16,190 19,082 35,272 49,383
2013 o 13 13,796 16,825 30,621 12 10,811 19,025 29,836 60,457

The table below sets forth the movement in the number of our organic and non-organic dairy

cows as of the date indicated.

2011 2012 2013
Non- Non- Non-
Organic  organic Organic  organic Organic  organic
COWS COwWS Total COWS cows Total COWS cows Total

As of January 1. 4,032 12,706 16,738 8,982 26,134 35,116 14,111 35,272 49,383
Addition‘? ......... 7,201 18,381 25,582 9,654 14,535 24,189 25,895 15,372 41,267
Reduction® ....... (2,251) (4,953) (7,204) (4,525) (5,397) (9,922) (9,385) (20,808) (30,193)

3l 8,982 26,134 35,116 14,111 35,272 49,383 30,621 29,836 60,457
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(1) Includes primarily births and purchases of cows, of which the addition of organic cows also includes nil, 286 and 8,278
organic cows in 2011, 2012 and 2013, respectively, converted from non-organic cows following a six-month transition

period.

(2)  Includes primarily deaths, culling and sales of cows, of which the reduction of non-organic cows also includes a

corresponding number of non-organic cows converted into organic cows following a six-month transition period as

mentioned in Note (1) above.

The following map illustrates the location and number of our dairy farms in Inner Mongolia as
of December 31, 2013.
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We are the largest organic dairy company in China in terms of 2013 production volume,

Dairy Farming Business

according to the F&S Report. In 2013, we produced an aggregate 94,152 tonnes of organic raw milk,
representing a 54.2% market share in China in terms of 2013 production volume, according to the F&S
Report. As of May 31, 2014, we were the only vertically integrated Chinese dairy farming company
that meets E.U. organic standards, according to the F&S Report.
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The diagram below illustrates our “grass-to-glass” organic production process.

Shengmu Forage

Third party suppliers

Organic forage and

Organic fertilizer production .
& P other organic feed

Organic concentrated
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Organic concentrated feed

|
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OUR GROUP ¢

Organic raw milk

l

v

Liquid milk processing

v

Liquid milk products

_____ ¢__________________

Industrial customers

Distributors and
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(1) Since 2013, we have processed organic concentrated feed based on our own feed formulae from raw materials purchased

primarily from Shengmu Forage.

Organic environment

Core to our “grass-to-glass” organic production model is our Ulan Buh desert location in which
Shengmu Forage plants forage crops and where we operate our organic dairy farms. Located in

Bayannur League and Alxa League of Inner Mongolia with a total area of approximately 11,000 square

kilometers, the Ulan Buh desert is the eighth largest desert in China.
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The following map illustrates the location of our organic dairy farms (including three farms

currently under construction) in the Ulan Buh desert.
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We believe that our Ulan Buh desert location is the ideal location to plant forage crops and
operate organic dairy farms because of its following features:

° Clean environment. As of the Latest Practicable Date, we are not aware of any chemical or
industrial plants within the close vicinity of our organic dairy farms that could lead to the
suspension or revocation of our organic certifications. The absence of industrial activities
coupled with the desert weather conditions means that there is little pollution and very low
levels of bacteria, viruses and pests. The desert sand also provides comfortable lying
ground for our cows to rest and reduce their chances of developing mastitis.

° Sand and sunlight. The soft and breathable desert sand provides comfortable lying ground
for our cows to rest and reduce their chances of developing limping disease. According to
the F&S Report, the Ulan Buh desert has an average of almost 3,200 hours of sunlight
annually with an average solar radiation intensity of 6,280 MJ/square meter, compared to
an average 1,800 to 2,000 hours of sunlight annually with an average solar radiation
intensity of 4,250 to 5,000 MJ/square meter in central and southern China. The intensity
and the long hours of sunlight in the desert help forage crops grow and our cows produce
higher levels of calcium in their milk, according to the F&S Report.

° Preferred climate. Cows prefer relatively cool temperature and dry weather. The Ulan Buh
desert is located within the latitude zone generally considered ideal for dairy farming and
known as the Golden Raw Milk Belt. According to the F&S report, the temperature range
from 0°C to 15°C is a favorable range for dairy cows and the Ulan Buh desert has an annual
average temperature of 7.8°C, and an annual average precipitation of approximately 103
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millimeters. Compared to some cold and humid regions in China, the climatic environment
in Ulan Buh desert is more suitable for dairy farming. In addition, the temperature

difference between day and night in the desert helps to improve the quality of forage crops.

° Rich soil and abundance of water. Unlike other large deserts in China, the Ulan Buh desert
is the product of alluviation of the upper reaches of the Yellow River, the second longest
river in Asia, which has formed a thick layer of rich soil under the sand surface of the desert
conductive to plantation. The lateral seepage of the upper reaches of the Yellow River also
provides abundant shallow underground water. According to the survey conducted by Inner
Mongolia Hetao Irrigation Administration, the Ulan Buh desert area has an aquifer holding
an aggregate of approximately 5.7 billion cubic meters of water under the sand surface. The
water of the upper reaches of the Yellow River is very clean and is purified as it percolates

through layers of rock, fine sand and gravel to form the desert lakes and aquifers.

° A long history of greening. In a large-scale greening effort that began in 1997, Pangu
Group, controlled by the family of Mr. WU Jianye, our president, had continuously planted
trees on the Ulan Buh desert to improve its ecological conditions, with tens of million trees
planted. Such greening effort has substantially reduced dust storms, improved the quality
of soil and the overall environment and, coupled with the abundant water and land

resources, has made it possible to grow organic forage in a large scale.

° Sufficient room for growth. The desert provides sufficient land resource for us to build new
farms and our associate, Shengmu Forage, to grow organic forages. Shengmu Forage
currently grows organic forages on approximately 115,000 mu of growing fields in the Ulan
Buh desert. In addition, Shengmu Forage has obtained the right, through cooperation with
local governments and third parties, to further develop an additional 400,000 mu of growing
fields for organic forages. By 2020, Shengmu Forage expects to develop a total of
approximately 520,000 mu of growing fields in the Ulan Buh desert to grow organic
forages. Shengmu Forage supplied substantially all the forage crops organically grown in
its growing fields to us during the Track Record Period, and has entered into the Long-term
Strategic Cooperation Agreement with us recently under which Shengmu Forage agreed to

continue its exclusive supply arrangement and support our future expansion plans.

° Convenient transportation. Our organic dairy farms are all located within 100 kilometers
from our processing plant by local highways. Given the close proximity between our
organic dairy farms and processing plant, we are able to deliver the raw milk to our
processing plant within an average of 1.5 hours to maintain the freshness of raw milk.
Because of the dry desert weather of the Ulan Buh desert, we are less susceptible to
transportation delays due to severe weather conditions than many other regions in China.

We estimate that it would require significant efforts, costs, time and expertise to convert a sand
desert area of a similar size into fertile land. Therefore, we believe the unique location of the Ulan

Buh desert makes our operations highly difficult to replicate by other dairy companies in China.
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Organic feed

Shengmu Forage

As of the Latest Practicable Date, Shengmu Forage had developed approximately 115,000 mu of
growing fields in the Ulan Buh desert to grow forage crops for our dairy cows. Because of the
favorable ecological conditions, climatic advantages and unique desert characteristics of the Ulan Buh

113

desert (see “— Organic Environment” above), Shengmu Forage has grown the forages without using
any synthetic pesticides. To protect the organic environment and maintain and enhance the soil
conditions in the Ulan Buh desert, Shengmu Forage does not use chemical synthetic fertilizers but
organic fertilizers produced from the cow dung generated on our organic dairy farms. In this
connection, Shengmu Forage has adopted a production method of using biologic germ and cow dung
to produce organic fertilizers through high temperature fermentation. Shengmu Forage established and
began the operation of four modern processing facilities of organic fertilizers in 2013 in close
proximity to many of our organic dairy farms and plans to build similar facilities close to our other
organic dairy farms in the future. As a result, we believe we are able to establish a self-sustained

ecological cycle in a cost-efficient manner.

All of the growing fields developed by Shengmu Forage meet the E.U. organic standards and are
certified organic under the PRC organic standards by the COFCC. See “— Permits, Approval and
Product Certificates.” ECOCERT SA inspectors audit its operation each year. The scope of audit
generally covers air quality, water quality, risk of pollution, use of chemical synthetic fertilizer, use
of genetically modified organisms, use of antibiotics and use of synthetic pesticide. Shengmu Forage
expects that it will have a total of approximately 180,000 mu of growing fields in the Ulan Buh desert
that meet the E.U. organic standards by December 2014 which are able to supply the principal organic
forages for approximately 53,000 dairy cows. In addition, Shengmu Forage has also obtained the right,
through cooperation with local governments and other parties, to develop an additional 400,000 mu
of desert land. It is expected that Shengmu Forage will have approximately 280,000 mu and 380,000
mu of growing fields by the end of 2015 and 2016, respectively. By 2020, Shengmu Forage expects
to develop a total of approximately 560,000 mu of growing fields to grow organic forages to support

our cow herd expansion.

In March 2014, we entered into the Long-term Strategic Cooperation Agreement with Shengmu
Forage, under which Shengmu Forage has undertaken to continue the exclusive supply of organic
forages to us and formulate its expansion plan according to our expansion plans. For further details

113

of the Long-term Strategic Cooperation Agreement, see “— Suppliers and Procurement — Organic
Feed — Shengmu Forage.” For accounting purposes, Shengmu Forage has been accounted for as an
associate of our Group since the end of 2011 as we have had more than 20% effective voting power.
Shengmu Holding (our PRC holding company), Mr. WU Jianye and Ms. GAO Lingfeng, who are two
of our Ultimate Controlling Shareholders, entered into an acting-in-concert arrangement which
became effective on June 25, 2012 after the completion of further capital investments in Shengmu
Forage by other investors, as a result of which Shengmu Holding, Mr. WU and Ms. GAO held an

aggregate of 48.35% equity interests in Shengmu Forage. We are able to exercise significant
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influences over the management and operations of Shengmu Forage through our active involvement

in the following aspects:

° Active participation in management and operations. We controlled the management and

operations of Shengmu Forage as our subsidiary until the end of 2011, after which time we

continued to be involved in its day-to-day management and operations. We typically have

approximately 12 to 18 employees participating in the monitoring, supervision and

management of Shengmu Forage’s production process, in addition to Shengmu Forage’s

approximately 30 full-time operation-related employees (i.e., excluding management and

administrative personnel). Since the establishment of Shengmu Forage, our employees have

worked onsite in each stage of Shengmu Forage’s forage growing process. Set forth below

are the details of Shengmu Forage’s production process and quality control policy

measures, which have been formulated under our supervision:

O

Seed procurement. Our employees and Shengmu Forage jointly formulate

procurement plans for seeds, select qualified seed suppliers according to such
procurement plans and conduct on-site inspections to assess the reliability of the
organic certifications held by prospective suppliers.

Fertilizing management. Our employees conduct on-site inspections to verify the type

and quantity of fertilizers, participate in the testing of the composition of fertilizers
and provide guidance on the application of fertilizers. Shengmu Forage’s organic
fertilizers are primarily derived from the organic biowaste from our organic dairy
farms.

Sowing management. Our employees participate in the inspection of the sowing

procedures to ensure that the use of seeds and the sowing process are proper and meet
the relevant organic standards.

Irrigation management. Our employees participate in the inspection of the irrigation

procedures to ensure that the combined utilization of drip irrigation system and
sprinkler irrigation system meets both forage growing needs and water conservation
requirements.

Weed control. Our employees and Shengmu Forage jointly formulate weed control
plans and schedules, and the purchase of suitable weed control machinery. We also
engage in on-site supervision of the implementation of such weed control plans and
schedules, including the restriction on the use of chemical synthetic herbicides.

Pest control. Our employees participate in the inspection of the pest control
procedures and enforce the restriction on the use of synthetic pesticides to ensure the
quality of organic forages.

Harvesting management. Our employees assist Shengmu Forage with the inspection of

each step of forage harvesting and supervise the harvesting process. We and Shengmu
Forage assign a number to each plat of land and establish traceability system based on
such batch numbering for harvesting, storage and transportation to our organic dairy
farms.
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o Organic certification. Our employees also engage in on-site coordination with the
audits conducted by the COFCC and ECOCERT S.A., including initial testing,
conversion period inspection, acceptance testing and follow-on inspections. Through

such involvement, we supervise Shengmu Forage’s production process to ensure that
it meets the relevant organic standards.

Shareholding overlap. As of the Latest Practicable Date, we and our Ultimate Controlling
Shareholders (together with their associates) held 8.60% and 33.82% of equity interests,
respectively, in Shengmu Forage (although we are not aware of any acting-in-concert
arrangements among the shareholders of Shengmu Forage other than the one among
Shengmu Holding, Mr. WU and Ms. GAO holding an aggregate equity interest of 23.03%
as of the Latest Practicable Date), which we believe will have significant influence in
aligning the interests of Shengmu Forage with our Group’s interests. In addition, as of the
Latest Practicable Date, other shareholders of Shengmu Forage with more than 5% equity
interest include LIU Wenguang (%/3(3%) (19.39%), CHENG Yongli (F£27Kfl) (7.35%) and
CHANG Pengfei (HHEM) (5.93%). To the best knowledge of our Directors,
notwithstanding that CHENG Yongli is the head of Hateng Farm (M HE4¥5), which is
operated by Shengmu Hateng, all of them are Independent Third Parties.

Influence on board of directors. Although we do not control Shengmu Forage in terms of
shareholding, our Directors, Mr. WU and Ms. GAO, are also directors of Shengmu Forage,
giving us two out of three seats on its board of directors, and as a result, we have significant
influence over its development strategy, management and operations. Mr. WU is
responsible for coordinating with Shengmu Forage’s business development, and Ms. GAO
is also responsible for Shengmu Forage’s quality control efforts.

Full support for our expansion plan. Because we are Shengmu Forage’s only customer, its
expansion plan has been prepared specifically to support the requirements of our expansion
plan, which is also explicitly provided for in the Long-term Strategic Cooperation
Agreement. Particularly, Shengmu Forage has undertaken to (i) not change its current
business direction as an organic forage company, (ii) not change its development plans as
the organic feed supplier for our organic dairy farms, (iii) follow our supervision over its
forage growing operations under the relevant organic standards and (iv) continue to supply
its forage crops exclusively to us on normal commercial terms.

Exclusive customer. We are currently Shengmu Forage’s only customer for its organic
forages. As its only customer, we provide to Shengmu Forage our annual forage
procurement plans, pursuant to which Shengmu Forage formulates its own forage growing
plans to ensure its supplies meet our production requirements. Such arrangement has also
been reduced to writing under the Long-term Strategic Cooperation Agreement. Under this
agreement, Shengmu Forage has agreed to supply to us on an exclusive basis, i.e. we would
be its only customer. We, however, are permitted to seek alternative suppliers of organic
forages. As a result, although currently an exclusive relationship for both sides, Shengmu
Forage is, as a result of the agreement, more reliant on our Group than is the case vice

versa.
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° Major supplier. We are a major raw material supplier of Shengmu Forage, supplying cow
dung required for producing organic fertilizers necessary for its forage growing operations.
Shengmu Forage uses cow dung generated on our organic dairy farms, which are adjacent

to its growing fields, to process organic fertilizers to be used on its organic growing fields.

° Prepayment. Shengmu Forage depends significantly on our prepayment, which we use to
secure the supply of organic forage, to support its operations. As of December 31, 2013, our
prepayment to Shengmu Forage totaled RMBS57.5 million, which will be settled

subsequently through purchases. We expect such prepayment to continue in the future.

In addition, Shengmu Forage and its shareholders (except Shengmu Holding) have provided us
with undertakings not to issue or transfer any equity interest of Shengmu Forage to any third party
without our prior written consent for a term of 20 years unless all the equity interests in Shengmu
Forage have been transferred to us prior to the expiration of this 20-year term. For details, please see

“— Suppliers and Procurement — Organic Feed — Shengmu Forage.”

At its early development stage, Shengmu Forage required significant financial and human
resources for its organic forage growing business. On one hand, it sought capital injections from
third-party investors, and on the other, it enlisted the assistance of local farmers to grow primarily
corn for processing into corn silage. Shengmu Forage entered into leasing agreements with these local
farmers in 2011, 2012 and 2013. Pursuant to these agreements, these local farmers were contracted to
grow specified types of forages on the leased growing fields owned by Shengmu Forage. Pursuant to
these agreements, Shengmu Forage monitored and supervised the growing process to ensure that the
forage crops grown by the local farmers met our organic and quality standards, including the following
aspects: (i) local farmers were required to use seeds obtained from qualified suppliers designated by
Shengmu Forage; (ii) local farmers were required to apply organic fertilizers obtained from Shengmu
Forage and should not use chemical synthetic fertilizers; (iii) local farmers were required to strictly
follow Shengmu Forage’s organic dairy farming protocols, and Shengmu Forage could unilaterally
terminate the leasing agreements for breach of this requirement; and (iv) Shengmu Forage supervised
and managed every step of the local farmers’ field activities and conducted sampling tests on the soil
quality. The local farmers were required to sell all the forage crops harvested from the leased growing
fields to us if they met our organic and quality standards, and Shengmu Forage agreed to waive an
annual management fee, which would otherwise be payable by the local farmers, if they were able to
supply sufficient amount of organic forage crops to us. To the best knowledge of our Directors, each
of these local farmers is, except for his/her leasing arrangements with Shengmu Forage, an
Independent Third Party and has not held any equity interest in any company of our Group since the
commencement of such leasing arrangements up to and including the Latest Practicable Date.

Shengmu Forage does not currently lease any of its growing fields to local farmers. To the
understanding of our Directors, however, we cannot exclude the possibility that Shengmu Forage will
in the future decide to lease a portion of its growing fields to local farmers, if necessary, to grow
organic forages in accordance with its own organic dairy farming protocols to supplement its
operations in order to enhance flexibility in its resources allocation and ensure the fulfillment of

applicable organic standards.
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Organic forages

We feed our organic dairy cows forages, including primarily corn silage and alfalfa, that
Shengmu Forage grows organically in its growing fields in the Ulan Buh desert. Shengmu Forage
supplied substantially all the forage crops organically grown in its growing field to us during the Track
Record Period and pursuant to the Long-term Strategic Cooperation Agreement, Shengmu Forage has
undertaken to continue to supply its forage crops exclusively to us on normal commercial terms.
Below is a brief description of the forages that we purchased from Shengmu Forage.

° Corn silage. Corn silage is the principal type of feed for our dairy cows. It is made from
corn after dough stage through fermentation in a sealed silage cellar at our dairy farms. The
corn silage we feed our cows generally has more than 20% of starch, more than 7% of crude
protein and other nutritional elements that can provide sufficient energy for the cows.

° Alfalfa. Alfalfa, a perennial leguminous plant, is a primary source of protein for dairy cows,
and is essential for high protein content in raw milk. The high fiber content in alfalfa also
helps improve milk yield.

In addition to corn silage and alfalfa, our cows’ feed includes a small portion of guinea grass
supplied by third-party suppliers. We obtained organic certification by the COFCC for 310,000 mu of
wild growing fields of guinea grass in December 2013. See “— Suppliers and Procurement” and “—
Permits, Approval and Product Certificates.”

Organic concentrated feed

In addition to organic forages, our organic cow feed includes organic concentrated feed, which
is lower-fiber feed primarily consisting of processed corn kernels and oil sunflower. We began
purchasing corn kernels and oil sunflower primarily from Shengmu Forage in 2012 and 2014,
respectively. Organic concentrated feed accounts for approximately no more than 40% of a dairy cow’s
aggregate daily feed consumption in terms of volume. In 2013, we set up a new processing plant within
approximately 80 kilometers from our organic dairy farms to process concentrated feed. We process
all of our organic concentrated feed at this processing plant to meet the needs of our organic dairy
farms. As of December 31, 2013, our processing plant had an aggregate annual production capacity
of approximately 50,000 tonnes organic concentrated feed and a maximum annual production capacity
of 200,000 tonnes, sufficient to meet the requirements of 120,000 dairy cows.

Feeding management

To promote cow health and ensure sufficient nourishment, we use different feed formulae
developed in-house employing the total mixed ration, or TMR, concept based on the cow’s
development stage, lactation stage and milk yield. We plan to continuously improve our feed formulae
for our dairy cows to receive better nutrition. Such improvement will lead to an increase in our
average feed costs, which may negatively affect our profit margins if the improved feed formulae fail,
or prove to be less effective than we expected, to increase our milk yield or enhance the nutrition
contents of our raw milk and increase its sales price, and we are unable to pass such increased cost
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onto our customers. See “Risk Factors — Risks Relating to Our Business — Increases in feed prices
and disruptions of our feed supply could adversely affect our business and results.” We have installed
feed-mixing equipment on the feeding trucks at our dairy farms to mix forages and concentrated feed

based on such formulae to reduce cost and better control feed quality.

Organic dairy farming

Overview

We are the largest organic dairy farming company in China in terms of organic raw milk
production and organic herd size, according to the F&S Report. As of December 31, 2013, we owned
and operated 13 organic dairy farms with approximately 30,621 dairy cows and the capacity of housing
a maximum number of 45,100 dairy cows. Our organic dairy farms are located in the Ulan Buh desert
with an aggregate gross land area of approximately 7.7 million square meters. All of our milk
producing organic dairy farms have obtained organic certification under the E.U. organic standards by
ECOCERT S.A. and under the PRC organic standards by the COFCC.

Herd size and growth

All of our dairy cows are Holsteins, which generally have higher milk yield than other types of
dairy cows, according to the F&S Report. Historically, we have grown our herd primarily by
purchasing dairy cows domestically and breeding dairy cows by ourselves. As our herd has grown
sufficiently large, we intend to grow our herd primarily by breeding our own dairy cows using
imported frozen semen, supplemented by purchasing dairy cows from domestic dairy farmers as well

as from overseas.

Historically, we have grown our herd primarily by purchasing dairy cows domestically, which are
less expensive than imported dairy cows. In particular, when we began operations in 2010, our dairy
cows were purchased at particularly low prices after the PRC dairy market was negatively impacted
by the melamine incident in 2008 as a result of which dairy farmers were eager to dispose of their
dairy cows. We require dairy cows purchased from our suppliers to receive various health
certifications to ensure that they do not carry diseases. In addition, purchased dairy cows are
vaccinated for foot-and-mouth disease and quarantined for at least 21 days before receiving clearance

to enter into our farms.

We also grew our herd size by cooperating with local experienced dairy farmers operating
medium sized farms. We generally selected one or more such local farmers to form a new subsidiary
company with us. We are the majority shareholder of these companies and control the operations of
the newly formed farms and implement our standard dairy farming process on these farms. The
farmers, as minority shareholders, are primarily responsible for the day-to-day management of such

newly formed farms.
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Purchased cows are non-organic cows and require a six-month transition period to be converted
into organic cows based on E.U. and China GB standards, during which time such cows are kept
according to our organic production standards. For information about organic dairy certification, see
“Industry Overview — Raw Milk Production in China — Organic Raw Milk — Organic Dairy
Certification.”

The following diagram illustrates a typical birth cycle of dairy cows:

Three months

Milk Feeding
Ends

Three months

Artificial
Insemination
Eight months
Artificial Raw Milk
Insemination
285 days
Milking Period
Ends
285 days
Dry Period 60 days

° Calves normally refer to dairy cows of up to six months old. We keep the new born calves
and sell all male new-borns. Calves are typically fed by milk for three months, and then fed

by dairy cow feed afterwards.

° Heifers normally refer to dairy cows aged between seven months and the date of giving
birth. Heifers are typically artificially inseminated at approximately 14 months old, and the
pregnancy period is approximately 285 days. As of December 31, 2013, we had 13,796
organic calves and heifers.
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° After giving birth to a calf, the cow can be milked and therefore becomes a milkable cow.
Milking starts immediately after the birth of the calf. Therefore, heifers typically become
milkable cows as early as at the age of 24 months. As of December 31, 2013, we had 16,825
organic milkable cows.

° After giving birth to a calf, a milkable cow will rest for 60 days (commonly referred to as
“resting period”) before being artificially inseminated again. Therefore, it typically takes
65 days to 90 days for a milkable cow to get pregnant again after giving birth to its calf.
Milking starts immediately after giving birth and continues during the resting period.

° We stop milking a pregnant milkable cow 60 days before its due date to ensure a higher milk
yield for the subsequent lactation period. This period is called the dry period and a cow
during the dry period is normally referred to as a dry cow.

° Typically, a milkable cow can be milked for approximately 305 days before the start of the
60-day dry period ahead of giving birth to another calf.

We determine whether to stop milking and sell a milkable cow based on its health condition and
milk yield. Typically, a milkable cow can be milked for five lactation periods. To maintain the quality
of our milk products, we typically stop milking cows older than eight years, equivalent to five
lactation periods.

As of December 31, 2013, approximately 48.1%, 28.9%, 18.9% and 4.1% of our organic milkable
cows were in the first, second, third and fourth lactation period and beyond, respectively.

Farm management

We are committed to cattle welfare as part of the culture of organic dairy farming, which we
believe contributes to our product quality. Our dairy farms are designed with an aim to provide dairy
cows with the maximum comfort. Our organic dairy cows have an average living space of 60 to 80
square meters per cow. All of our farms are free stall farms with easy access to food and water, clean
and comfortable dry sand bedding and spacious sport fields that allow our dairy cows to eat, drink and
relax freely. A majority of our dairy farms have a capacity to house between 2,500 to 4,500 dairy cows.
We believe that the size of our farms enables us to enjoy economies of scale without over-burdening
the environment.

We have adequate access to water supply to support the operation of both our organic and
non-organic dairy farms. The water supply for our dairy farms primarily consists of underground water
underneath the farm land. All of our dairy farms have obtained necessary permit to draw underground
water to feed our dairy cows and support the daily operation of the farm. The volume of underground
water to be drawn as stated in the permits obtained by our dairy farms ranges from 10,000 cubic meters
to 220,000 cubic meters annually depending on the actual need of each farm. Each of our dairy farms
is also required to pay water resource fees for the consumption of underground water that is obtained
through the aforementioned permit. In 2011, 2012 and 2013, we paid RMB46,000, RMB57,000 and
RMB73,000, respectively, for such water resource fees. In accordance with applicable PRC laws, we
are required to pay additional water resource fees if the actual volume of underground water used by
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our dairy farms exceeds the volume as stated in the relevant permit. See “Regulatory Overview” for
more information about the permit to draw underground water. During the Track Record Period, we
have not experienced any shortage of water supply for our organic and non-organic dairy farms and

there has been no third party claims with respect to the water sources used by us.

We operate our dairy farms in accordance with standardized operational procedures, including a
special set of organic procedures primarily related to organic feeding, breeding and medical treatment.
We feed our organic cows with organic feed, and do not treat our organic cows with growth hormones.
These standardized design and procedures enable us to devise unified supplying and feeding plans and
operate our farms under uniform protocols. Therefore, we are able to apply a uniform benchmark to
evaluate the performance of each of our dairy farms and improve our operational efficiency. Such
standardized processes also allow us to replicate our experiences amongst our dairy farms through the
sharing of management techniques and operational best-practices. In addition, we believe that the
scale of our dairy farms enables us to better control certain diseases as compared with super
large-scale dairy farms. We use a variety of feed formulae developed in-house based on the cow’s
development stage, lactation stage and milk yield to promote cow health and ensure sufficient

nourishment.

Milking process

We generally milk our dairy cows two or three times a day depending on a particular cow’s
lactation stage, physical and health conditions. We believe that the design and size of our dairy farms
also help reduce the fatigue of pregnant milkable cows in the milking process by reducing their
walking distance, and thereby maintaining a high milk yield and raw milk quality. We milk our dairy
cows primarily using imported automatic milking systems, which are automated and require low
involvement of individual workers during the milking process. We follow strict hygiene standards at
all of our milking facilities as well as during the milking process. Before milking, the udders and teats
of cows are sprayed with sanitizing fluids. We also clean and sterilize the teat cups before milking.
The udders and teats of cows are wiped dry with dry towels after sterilization. After finishing the
above procedures, our dairy workers will attach the teat cups, which are connected directly to an
automatic pump and a temperature-controlled central milk tank, to our cows’ udders. After completion
of the milking process, raw milk will be cooled to 3°C and will flow to the central milk tank before
delivery to our industrial customers or our milk processing plants. In addition, we carry out further

testing and inspection before the raw milk leaves our central milk tanks.

We continuously monitor our milking process through closed circuit television systems in our
control room and our computer systems that record data from our dairy farms. We carry out
inspections at systematic intervals throughout the process to ensure consistency in the quality of our

raw milk and compliance with applicable milk safety and organic processing standards.
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The following diagram illustrates our milking process.
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Disease control

We have implemented a strict and effective disease control policy at all of our organic and
non-organic dairy farms, which primarily consists of these aspects:

° Prevention. We have set up stringent protocols for any personnel and vehicles and dairy
cows entering our dairy farms. To minimize the possible spread of any contagious disease,
our milk transport trucks and drivers are assigned to a specific dairy farm exclusively, and
are prohibited from transporting the milk of other farms. In addition, we disinfect our staff
living quarters, barns, milking halls, trucks, machines and equipment, and the veterinary
hospitals on a regular basis. We require dairy cows purchased from our suppliers to receive
standard health certifications to ensure that they do not carry diseases, including
foot-and-mouth disease, tuberculosis and brucellosis. In addition, purchased dairy cows are
vaccinated for foot-and-mouth disease and quarantined for at least 21 days before receiving
clearance to enter into our dairy farms.

° Immunization. Our dairy cows are vaccinated regularly throughout their lives, receiving
with foot-and-mouth disease vaccines twice a year. We only use vaccines that meet E.U. and
PRC organic standards. Moreover, we conduct annual checks for tuberculosis and
brucellosis and carry out routine health inspections based on, among other things, the
movement and rumination of dairy cows. Those cows with disease symptoms and are
suspected to come in heat wear pedometers to facilitate observation and detection of illness
and heat.

° Treatment and containment. Upon detection of any sign of sickness, the relevant dairy cows
will be immediately quarantined in a separate zone and examined by our professional
veterinarians. We seek to avoid the use of antibiotics in treating sick cows and instead treat
them with herbal remedies to the extent appropriate. Where medical treatment is not
cost-effective or not feasible, the diseased dairy cows will be culled, their bodies will be
sterilized and disposed of, and the immediate areas will be disinfected. Where there is a
concern of substantial risk of infection, we carry out farm-wide disinfection and

— 164 —



BUSINESS

immunization to prevent the spread of the disease. We are required to make relevant filings
to government authorities for outbreak of certain classified diseases. See “Regulatory
Overview” for further details. During the Track Record Period and up to the Latest

Practicable Date, there had been no outbreak of any disease in our farms.

Milk produced by any cow during the period it is under medical treatment and for an additional
“withdrawal period” is discarded. We generally milk the recently recovered dairy cows after the
withdrawal period in a separate zone, where the milk produced is discarded until it passes all of our
quality tests. The length of the withdrawal period varies depending on the medical treatment received
by the cow and generally is twice as long as the recommended withdrawal period for non-organic

COWS.

Non-organic Dairy Farming

Overview

We are among the top eight producers of premium non-organic raw milk in China with a total
production volume of approximately 113,300 tonnes in 2013, according to the F&S Report. As of
December 31, 2013, we operated 12 non-organic dairy farms in Hohhot, Inner Mongolia with a total
of 29,836 dairy cows. We seek to provide our non-organic cows with a comfortable, low stress
environment and with nutritious feed to promote their health and productivity. We feed our dairy cows
at these non-organic dairy farms with the same types of forages and concentrated feed as our organic
dairy cows purchased from third-party suppliers, but we do not require them to be organically grown
or processed. During the Track Record Period, substantially all of our premium non-organic raw milk

was sold to Mengniu Group and Yili Group for their further processing into high-end dairy products.

The following diagram illustrates the production process of our non-organic dairy farming

operation.
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Non-organic dairy farms

In addition to our organic dairy farms in the Ulan Buh desert, we operated 12 non-organic dairy
farms, including eight farms owned by us and four farms leased from Mengniu Group, with a total
number of 29,836 dairy cows as of December 31, 2013 and the capacity to house up to 41,700 dairy
cows. All of our non-organic dairy farms are located in the rural area of Hohhot, Inner Mongolia. We
leased the farms from Mengniu Group in 2010 and 2011 for a period of six years. We own all the dairy
cows and Mengniu Group owns all the facilities and equipment, and we have agreed to sell all the raw
milk produced on such farms to Mengniu Group. For details on our lease arrangements with Mengniu

113

Group, see “— Our Customers — Agreements with Mengniu Group.”

All of our non-organic dairy cows are Holsteins which generally have higher milk yield than
other types of dairy cows, according to the F&S report. Historically, we have grown our herd primarily
by purchasing dairy cows domestically and breeding dairy cows by ourselves. Like our organic dairy
farms, we require dairy cows purchased from our suppliers to receive various health certifications to
ensure that they do not carry diseases. The birth cycle of non-organic dairy cows is the same as our

organic cows, see “— Organic Dairy Farming — Herd size and growth” for details.

As of December 31, 2013, approximately 41.8%, 30.8%, 22.2% and 5.2% of our non-organic

milkable cows were in the first, second, third and fourth lactation period and beyond, respectively.

Farm Management

We are committed to the welfare of dairy cows at our non-organic dairy farms. Our non-organic
dairy farms are free stall farms with an average space per cow of approximately 30 square meters. A
majority of our non-organic dairy farms have a capacity to house between 2,500 and 4,500 dairy cows.
We believe that the size of our farms enables us to achieve greater economies of scale and optimal
cost-benefit ratio. Same as our organic dairy farms, our non-organic dairy farms have easy access to
food and water, clean, comfortable, dry sand bedding and sport fields that allow our dairy cows to eat,
drink and relax freely. We generally follow the same milking process as our organic dairy farms with
substantially the same types of equipment as used on our organic dairy farms. See “— Organic Dairy

Farming — Milking process” for details.

We feed our non-organic dairy cows with the same types of feed as our organic cows, including
corn silage, guinea grass, alfalfa and concentrated feed purchased from third-party suppliers; however,
we do not require them to be organic. To ensure sufficient protein intake, we primarily feed our dairy
cows with alfalfa imported from the United States. In addition, we sourced corn silage and guinea
grass, as well as concentrated feed, locally, during the Track Record Period, and require our suppliers
to meet our internal quality standards. We use different feed formulae developed in-house employing
the total mixed ration, or TMR, concept based on the cow’s development stage, lactation stage and

milk yield. We have also installed feed-mixing equipment on the feeding trucks at our non-organic
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dairy farms to mix forages and concentrated feed based on such formulae to reduce cost and better
control feed quality. In addition, unlike our organic dairy cows which drink purified water, our
non-organic dairy cows drink groundwater from wells on our farms. We inspect the water quality

regularly to ensure that it is clean and safe.
Environmental impact

Biowaste and wastewater are the primary wastes from our non-organic dairy farming operation.
We supply biowaste generated from our non-organic dairy farms to our local feed suppliers and charge
a fee for the provision of processing services with our own facilities. We have also installed
anti-pollution equipment in our farms to minimize the impact to surrounding environment caused by

113

our farming operation. See “— Environmental, Health and Safety Matters” for further details.

Future plans

Although we began our operation in 2010 by engaging in premium non-organic raw milk
production, we have shifted our focus to organic dairy farming business following our expansion into
organic raw milk and liquid milk businesses in 2011 and 2012 respectively. We expect that our future
growth will primarily be driven by the growth of our organic raw milk and liquid milk businesses. In
comparison, our premium non-organic raw milk business is expected to maintain a relatively steady

growth in the future.
Liquid Milk Business

We began to produce and sell liquid milk products made from our internally produced organic
raw milk by launching our organic whole milk under “Shengmu “£%4” brand in June 2012. In 2013,
we further expanded our product portfolio by offering organic low-fat milk and organic milk for
children. We also have developed an e-commerce pack for sale through leading e-commerce operators
such as JD.com (“X3#”) and Tmall (“K5%”). In addition, we recently launched our organic whole
milk and organic low-fat milk in business pack in May 2014. Our liquid milk products are fully
organic, certified by the COFCC in China and ECOCERT S.A. in Europe.
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Products

Our organic whole milk products are made directly from our organic raw milk through UHT
process. We believe that the protein and fat content of our organic whole milk contributes to its smooth
and rich taste. Our organic low-fat milk products are made from our organic raw milk with reduced
fat content. Our organic milk products for children are made from our organic raw milk with the

addition of ingredients appealing to children or beneficial to their health, such as fructose and DHA.

Set forth below is certain information about our organic milk products by product type.

Product type

Commercial

launch date Packaging

Organic whole milk
Gift pack

i

(mL per carton x
cartons per pack)

June 2012 250 mL x 12 RMB98
May 2014 250 mL x 12 RMBS80
December 2012 250 mL x 12 RMB78
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Product type

Commercial
launch date

Packaging

Suggested retail
price per pack

E-commerce pack .....c.occoveeviiiiiiiinnennn. August 2013

ﬁﬂéﬁ

e
ORGANIC MILK y
ks

Organic low-fat milk

Gift pack ...cooeiiiii January 2013

May 2014
‘;‘-;w W -
EIJ'%jﬁ

Environmentally friendly pack ............. September 2013

- | ORGANIC

= MILK
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250 mL x 12
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Commercial Suggested retail
Product type launch date Packaging price per pack

(mL per carton x
cartons per pack)

Organic milk for children (whole milk). January 2013 190 mL x 12 RMB68

Set forth below is certain information about our liquid milk products as of December 31, 2013.

Protein Calcium Other
Product type content Fat content content ingredients Shelf life
¢/100mL g/100mL mg/100mL Days
Organic whole milk (gift pack, 3.5 4.1 115 — 180
business pack and
environmentally friendly pack) ..
Organic whole milk (e-commerce 3.4 4.1 115 — 180
PACK) teii
Organic low-fat milk...................... 3.4 1.4 110 — 180
Organic milk for children............... 3.2 3.7 115 Fructose; 180
DHA

Processing and facilities
Our organic milk processing plants are located in Dengkou Food Industry Zone, which is within
100 kilometers from our organic dairy farms. Our processing plants encompass approximately 12,000

square meters of office, processing, and warehouse space.

The following diagram illustrates how organic raw milk is processed into liquid milk products.

Organic raw milk Cooling —»| Pre-treatment —¥| Homogenization

Liquid milk

products Packaging — UHT
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° Cooling. Raw milk is cooled to 3°C to ensure the freshness of the milk.
o Pre-treatment. Raw milk is treated to achieve the uniform content standard that is required
for sale.

° Homogenization. Raw milk is treated to prevent separation of fat and liquid and to improve
texture and taste.

° UHT. Raw milk is heated to a temperature of approximately 137°C to 139°C for
approximately four to six seconds. UHT eliminates bacteria and microbes from the raw milk

and significantly extend the shelf life of liquid milk.

Our liquid milk processing uses advanced equipment and machinery purchased from
well-recognized manufacturers, including Tetra Pak (Sweden). Particularly, we have purchased aseptic
treatment, homogenization, UHT treatment and filling machines from Tetra Pak, an industry-leading
supplier of food packaging equipment and materials. All of our major machinery units were purchased

around three years ago and are in good condition for sustainable operation.

We perform all these processes in our liquid milk processing plants, and we closely monitor each
production step to ensure the safety and quality of liquid milk products. We do not use any artificial
colorings, preservatives and flavorings in the course of processing other than fructose and DHA for
our organic milk for children. We use packaging materials for milk cartons produced by Tetra Pak
(Sweden).

During the Track Record Period, our utilization rate was 10.4% and 38.1% in 2012 and 2013
respectively. Our utilization rate was relatively low in 2012 since we launched our liquid milk
products in June 2012. Our utilization rate rose significantly from 10.4% in 2012 to 38.1% in 2013
primarily because we ramped up our production and our products became more recognized by the
market. The following table sets forth the designed production capacity, production volume and

utilization rate of our milk processing plants as of the date or for the period indicated.

As of or for the year ended December 31,

2011 2012 2013

Production Production Utilization Production Production Utilization Production Production Utilization

1) @ €

capacity volume rate capacity volume rate capacity volume rate

(In tonnes, except percentages)

— — — 21,600 2,246 10.4% 54,828 20,885 38.1%

(1) Calculated as the sum of the monthly production capacity of each of our production lines multiplied by the respective

number of months during which such production line was in operation.
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QUALITY CONTROL
Quality Control Function

Quality control is one of our core values and vital to our business. We implement stringent
quality control and production safety measures throughout our production process, including the
procurement and storage of feed, dairy farming, milking and raw milk processing, storage and

transportation of raw milk and finished products.

As of December 31, 2013, we had approximately 33 employees dedicated to product safety and
quality control. These employees are all specialized in food inspection, many of whom had an average
of five years of relevant experience from Mengniu Group. At the group level, our vice president and
our executive Director, Ms. GAO Lingfeng (= J8.), is primarily responsible for the evaluation,
improvement and monitoring of our quality control system. She also audits product quality, formulates
quality control targets, supervises their implementation and reports directly to our president. Ms. GAO
Lingfeng previously held various management positions with Mengniu Group, including head of
quality control department, and had over 10 years of management experience in food quality control
systems. Our quality control team also serves research and development functions. For more details,

113

see “— Research and Development” below.
Quality Control Management

Our comprehensive quality control system consists of the following elements: (i) control over the
quality of feed, (ii) control over the quality of dairy cows, (iii) control over the milking process and
storage of raw milk, (iv) control during delivery of raw milk, (v) control over raw materials and
suppliers, (vi) control over production process, and (vii) control over storage and delivery of finished

products.

Quality of feed

We have implemented stringent quality control standards and monitoring mechanism for the feed
used at our dairy farms. The feed for our dairy cows consists of primarily corn silage, alfalfa and
concentrated feed. We have adopted a comprehensive set of standards for each type of forage crops
and raw materials used in our feed. Such standards generally include color, odor, moisture,
appearance, texture and chemical composition, as well as hygiene standards for certain types of feed.
The quality control staff at each farm is required to inspect the feed on a sampling basis in accordance

with our feed quality control manual.

After receipt of the feed at each farm, the responsible feed manager conducts initial inspection
in accordance with the applicable quality standards. If there is any material defect, we will return the
entire batch of feed delivered to us and notify the quality management department as well as other
farms. After passing the initial sensory inspection, the feed manager conducts at least five random

sensory inspections during the unloading process to ensure there is no unqualified feed.
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After passing the random sensory inspections, our quality control staff located at each farm will
take samples for chemical indicators testing. We have established a feed inspection laboratory to
conduct inspections and experiments on numerous indicators that are crucial to the quality of feed and
to provide feedback to our dairy farms. If the testing results satisfy each and every indicator, we will
accept the relevant batch of feed delivered to us. The quality management department compiles
monthly quality control reports for all the feed inspected which include the results of inspection.

Quality of dairy cows

We have implemented a strict and effective disease control policy at all of our organic and
non-organic dairy farms. For details, see “— Organic Dairy Farming — Disease Control.” We require
the frozen semen imported from North America to be accompanied by a quarantine report of each
supplying bull before the frozen semen is accepted.

Milking process and storage of raw milk

We milk our dairy cows in our dairy farms primarily using imported automatic milking systems.
We have adopted strict hygiene standards for all of our milking facilities and procedures to ensure the
quality and safety of raw milk, including, among other things, sanitizing the teats of our dairy cows,
the apparel and gloves of milking personnel and towels before milking commences, discarding the first
three squeezes of raw milk from the dairy cows and dipping the dairy cows’ teats with disinfectant

after milking.

The hygiene of the milking facilities is crucial to the safety and quality of raw milk. We have
implemented strict cleaning standards for our milking facilities, including the frequency of cleaning,
among other things, to ensure high hygiene level of our milking facilities. For example, we clean the
milking equipment, including the milking cups, on a daily basis and conduct a thorough clean-up of
the entire milking facilities on a weekly basis. We also sterilize the milking facilities and all passages

to the milking facility with disinfectant solutions.

After completion of the milking process, raw milk will be cooled-off and then transported to a
temperature-controlled milk tank before delivery to our industrial customers or our milk processing
plants. We carry out rigorous testing and inspection before the raw milk leaves our farms. After each
milking shift of a given day, our milking personnel conduct temperature tests, sensory tests, odor tests,
antibiotic tests, foreign substance tests and grain alcohol tests before the milk tanks are sealed. These
tests are designed to ensure the raw milk does not contain any forbidden substances.

As a preventive measure, we conduct antibiotic tests on milk produced by cows that are in their
first lactation period or are receiving or have recently received medication before milking them with
our automatic milking systems together with other cows. The purpose of the tests is to ensure that our
raw milk does not get contaminated with milk containing antibiotics. We also conduct chemical tests
of the water source of our farms on a quarterly basis and tests for recessive mastitis of our cows on

a monthly basis to ensure the quality and safety of our raw milk.
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Delivery of raw milk

We primarily engage third-party logistics companies to deliver and transport our raw milk. We
have implemented a stringent safety and quality control policy throughout the transportation process.
Each logistics company is required to maintain a certain number of trucks including back-up trucks
with specifications strictly in accordance with its contract with us. We require the logistics companies
to maintain the sanitary conditions of the trucks and conduct random inspections to ensure
compliance. In addition, we prohibit any cross-use of delivery trucks that are used to transport milk
with antibiotic residuals. If any antibiotic residuals are detected in the milk delivered, the delivery

truck must be thoroughly sanitized and tested by our laboratory before next delivery.

We require each delivery truck to deliver the raw milk within the pre-determined timeframe
without any delay. The logistics company will be responsible for any loss in the quantity and quality
of milk caused by any delivery delay. The delivery trucks are also required to leave our farms within
one hour after each milking shift to ensure the freshness of our raw milk. If we detect certain conduct
of a third-party logistics company that is in material breach of our contract, we will immediately
terminate the contract with such logistics company. During the Track Record Period and up to the
Latest Practicable Date, we did not discover any conduct of a third-party logistics company that is in

breach of our contract.

Raw materials and suppliers

We implement stringent quality control standards with respect to the raw materials we source
from third-party suppliers and stringent evaluation and engagement policies for new suppliers. Before
engaging a new supplier, our procurement team will first review the qualifications of the supplier and
then conduct thorough on-site inspection. A supplier will only be qualified if it passes the
qualifications review and on-site inspections. Both the qualified suppliers and our current suppliers
remain subject to periodic review and evaluation, covering the quality of the raw materials we
procured, the timeliness of delivery, compliance with our quality control protocols and their
production facilities. We conduct inspection on raw materials upon delivery in compliance with the

raw material acceptance standards set by our quality management department.

Production process

We implement stringent safety and quality standards at each stage of our production process. Our
major production equipment was purchased from national and international manufacturers, including
Tetra Pak, an international supplier of food packaging materials. We enforce strict hygiene standards
for our personnel involved in production activities. Our quality control staff members conduct sample
tests on our products at each stage of our production process, to ensure the appearance, color, odor,

taste and nutrients of our products comply with our safety and quality standard.

— 174 —



BUSINESS

Storage and delivery of finished products

We perform quality inspection on our products by batch before delivery to ensure compliance
with national food safety standards. Each unit of our organic milk products is given a code recognized
by PRC Certification and Accreditation Administration (4B B KR8 nl BB EHZ B ®) to trace
the origin of production of each product as a quality control measure. We have implemented stringent
internal control protocols to ensure that each product meets the relevant quality and safety standards
by conducting strict sample tests on our products. Our warehousing facilities have designated zones
for the storage of finished products by product type and batch, with identification cards recording the
production time and batch number for tracking purposes. A batch of products is allowed for delivery
only after we complete our tests and issue a quality inspection report for such batch.

Compliance with organic certifications

113

See “— Permits, Approval and Product Certificates.”

Record of Quality Control

As of the Latest Practicable Date, our brand and products had never been associated with any
food safety incidents. In addition, we have received various certifications from government authorities
or recognized organizations including the IS09001 quality management system certification and

HACCEP certification, food safety management system certification.
AWARDS

The table below sets forth the major awards that we received since 2011.

Time Award Awarding Organization

May 2011............ Gold Medal of BioFach China International Organizing Committee of BioFach China
Organic Trade Fair and Conference ('] International Organic Trade Fair and Conference
PR AT T B oy < %) O T v B A T B AL 2R )

May 2012............ Gold Medal of BioFach China International Organizing Committee of BioFach China
Organic Trade Fair and Conference (/] International Organic Trade Fair and Conference
PR AT TR 1 oy < %) (RN v 0 2 A 1 T BE i AL 22 )

May 2013............ Gold Medal of BioFach China International Organizing Committee of BioFach China
Organic Trade Fair and Conference ("'l International Organic Trade Fair and Conference
WA R B o %) (i -E o A A e AL R )

August 2013 ...... 2013 Hohhot Excellent Local Private Hohhot Municipal Government (WA HETH A BB
Enterprise (2013FF AR T FA L RE® )
%)

December 2013 ... Mayor’s Medal of Quality (71 {&/2 & 4%) Bayannur Municipal Government (2 ¥ fF T BUfT)

December 2013 .. Key Leading Enterprise for Industrialization People’s Government of Inner Mongolia
of Animal Husbandry in Inner Mongolia (Al Autonomous Region (N5 B A @ A R EU)
S IR I P i e AL R A 2K
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OUR CUSTOMERS

Our customer base may be categorized into industrial customers and distributors. Our premium
non-organic raw milk is sold to a limited number of leading dairy companies in China, including
primarily Mengniu Group and Yili Group. In January 2014, we also entered into an annual raw milk
supply agreement with Want Want. For reliance risks, see “Risk Factors — Risks Relating to Our
Business — We rely on a major customer for the sale of our raw milk, which may adversely affect our
operating results if it terminates its relationship with us or reduces its purchases.” A portion of our
organic milk is also sold as raw milk to these industrial customers, but increasingly sold after
processing as liquid milk products under our “Shengmu 544" brand. Our liquid milk products are
primarily sold to distributors, which then distribute them to retail chains such as supermarket chains
and department stores. A very small portion of our liquid milk products are sold directly to

13

end-consumers mainly via VIP card membership and corporate wholesale. See “— Sales, Marketing

and Distribution — Distribution Network” for further details.

The table below set forth certain information about our customers.

Product type Major customers Point of sale Use of our products
Raw milk ....ooooooii . Mengniu Group N/A Production of end products
Yili Group
Want Want
Liquid milk products .................... Distributors Supermarket chains, Sale to sub-distributors or
department stores, points of sale

convenience store chains and

specialty channels‘"

Consumers VIP card membership, Consumption
corporate wholesale

(1) Our specialty channels include restaurants, gas stations, fitness centers and e-commerce platforms.

Our largest customer, Mengniu Group, accounted for 87.4%, 94.6% and 58.3% of our total
revenue in 2011, 2012 and 2013, respectively. We also sold raw milk to Mengniu Group through two
individuals who were the then directors of Shengmu Holding in 2011, which accounted for 12.0% of
our total revenue for the same period. In 2011, 2012 and 2013, our five largest customers contributed
in aggregate 99.7%, 95.6% and 77.0% of our total revenue, respectively. Mengniu Investment, an
investment company wholly owned by Mengniu Group, subscribed for a 5.44% equity interest in
Shengmu Holding in May 2011. See “History, Reorganization and Group Structure — History and
Development — Early Investors and Shareholders — Investment by Mengniu Group” for further
details. Following the completion of the Global Offering and assuming none of the Over-allotment
Option and options that have been granted under the Pre-IPO Share Option Scheme or may be granted

under the Share Option Scheme has been exercised, Mengniu Group will own 4.25% of the then
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issued share capital of our Company. Other than disclosed above, during the Track Record Period, our
Directors confirm that the remainder of our five largest customers were Independent Third Parties and
none of our Directors and their respective associates or any of our Shareholders (which, to the
knowledge of our Directors, owned more than 5% of our issued share capital) held any interest in any

of our five largest customers.

Mengniu Group is a leading dairy company in China, with which we have had a business
relationship since we began producing raw milk. We elected to sell substantially all of our products
to Mengniu in 2011 and 2012 because a number of our founders and shareholders were employees at
Mengniu Group. In addition, as a leading dairy company in China, and in light of the growing demand
for premium milk, Mengniu Group had sufficient demand to agree to offtake all our production of raw

113

milk. See “— Agreements with Mengniu Group.” As our business operations expanded and as our
reputation grew, other leading dairy companies such as Yili Group and other food companies such as
Want Want also became our customers. Our entry into the liquid milk business in 2012 further

diversified our customer base and revenue stream.

Due to their organic quality and high-end image, we believe that our liquid milk products are
suitable as gifts during traditional Chinese holidays, such as the Mid-Autumn Festival and the Spring
Festival. Seasonality has no impact on the pricing of our liquid milk products as we impose a uniform

13

suggested retail price on all of our liquid milk products. See “— Sales, Marketing and Distribution
— Distribution Network — Distributor Management” for further details. During the Track Record
Period, we did not experience any material fluctuation of product pricing that had an adverse impact

on our business and results of operations.

Agreements with Mengniu Group

Prior to June 2013, we had sold all of our raw milk primarily to Mengniu Group, a single
large-scale nationwide dairy product manufacturer in China. Sales to this single customer accounted
for approximately 87.4%, 99.4% and 79.3% of our sales of raw milk in 2011, 2012 and 2013,

respectively.

We entered into a framework cooperation agreement with Mengniu Group in March 2010,
pursuant to which Mengniu Group agreed to lease dairy-farming facilities and equipment to our dairy
farms located in Hohhot and Bayannur as well as their established dairy farms in Hohhot. Mengniu
Group agreed to purchase on a priority basis and we agreed to meet certain milk output volume
requirements and supply all of our raw milk outputs that meet its quality standards from the leased
dairy farms. In addition, as contemplated under the framework agreement, we also entered into a series
of dairy farm lease and equipment lease agreements. For more information, see “Relationship with

Mengniu Group — Current Relationship with Mengniu Group — Business Partnership.”
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Supply Agreements with Yili Group

In July 2013, we entered into raw milk supply agreements with Yili Group, pursuant to which we

sell our raw milk to Yili Group. Set forth below are certain key aspects of these supply agreements.

° Term. These supply agreements have a term of one year. The parties may negotiate renewal
upon expiration with a 30-day prior written notice.

° Minimum quantity requirement. We are committed to minimum supply requirement
specified in the relevant supply agreements with exceptions of disease outbreaks or
seasonal changes, in which case we will supply raw milk based on our actual output. In
return, Yili Group agreed to purchase all the raw milk we are able to supply that meets its

quality requirements.

° Quality. The raw milk sold to Yili Group is required to meet all the applicable national
quality requirements as well as certain quality standards stated in the supply agreements.
We are also required to meet Yili Group’s policies relating to raw milk procurement,
including as sanitary and quality control requirements, which must be provided to and
confirmed by us. During the contract term, Yili Group has the right to conduct periodical
on-site inspections of our premises and make recommendations on rectifications of any
quality control deficiencies or defects. We will be held responsible for any substandard raw
milk if we fail to rectify such deficiencies or defects. In addition, we are subject to

liquidated damages for each occasion of contamination in the raw milk committed by us.

° Pricing. The supply price will be based on market prices of raw milk of the same quality
determined based on a pre-agreed scale included in the agreements, adjustable in the case

of market or seasonal changes.

o Payment terms. Yili Group is required to pay in the following month for all the raw milk

purchased in the previous month.

° Inspection. Yili Group is required to complete the inspection and other procedures for
acceptance of our raw milk within eight hours upon our delivery to the designated location,
and bear any loss resulting from the prolonged waiting period. Yili Group has the right to
reject any raw milk from us if it is tested to be substandard by Yili Group. The parties may
submit samples to third-party laboratories for additional inspections to resolve any quality

disputes.

° Return policy. Yili Group is entitled to reject the delivery of any substandard or spoiled

products.
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° Termination. Except in general, neither party may unilaterally terminate the supply
agreements. We are entitled to unilaterally terminate the supply agreements if Yili Group
(i) refuses to purchase the raw milk that meets its quality requirements on a timely basis
or at all or arbitrarily changes the quality requirements, and repeatedly fails to rectify such
breach upon our written notice, or (ii) fails to make payments pursuant to the agreements

for up to a set time limit.

Supply Agreements with Want Want

In the first quarter of 2014, we entered into raw milk supply agreements with Want Want,
pursuant to which we sell our premium non-organic and organic raw milk to Want Want. Set forth

below are certain key aspects of these supply agreements.

° Term. These supply agreements have a term of one year. The party intending to renew these
agreements upon the expiration must give a 10-day prior notice to the other party.

° Minimum quantity requirement. Want Want is committed to purchasing and we are
committed to supplying a minimum daily quantity of raw milk from certain designated
dairy farms. We are also obligated to submit to Want Want a monthly report on the number
of milkable cows and the estimated milk output for the following month, and Want Want is
entitled to conduct periodic on-site inspections to verify our number of dairy cows and

daily quantity of supply.

° Quality. The raw milk sold to Want Want is required to meet all the applicable national
quality requirements as well as certain quality standards stated in the relevant agreements
and supplemental agreements, as applicable.

° Pricing. The supply price is fixed by the relevant agreements, adjustable in the case of local
market price rise. If the parties cannot agree on the price adjustment, either party may
unilaterally terminate the agreement without any liability. In addition, for any price
adjustment proposed by Want Want, it must obtain our prior written consent. Otherwise we
are entitled to discontinue the supply of raw milk at the adjusted price.

° Payment terms. Want Want is required to pay in the following month for all the raw milk

purchased in the previous month.

° Inspection. Want Want may conduct sampling inspection of our raw milk, and has the right
to reject any raw milk from us if it is tested to be substandard by Want Want. The parties
may submit samples to third-party laboratories for additional inspections to resolve any
quality disputes.

° Return policy. Want Want is entitled to reject the delivery of substandard or spoiled

products.
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° Termination. Except as otherwise allowed thereunder, neither party may unilaterally
terminate the supply agreements. Want Want is entitled to unilaterally terminate the supply
agreements if (i) we decline its entry into our premises for on-site inspections, or (ii) our
supply of raw milk is sourced outside the designated dairy farms. In addition, we will be
deemed to have unilaterally terminated the supply agreements without cause if we
repeatedly fail to supply raw milk to Want Want, and as a result, we will be subject to
liquidated damages.

SALES, MARKETING AND DISTRIBUTION
Sales and Marketing

We sell raw milk directly to our industrial customers. For our sales of liquid milk products to
retail customers, we market our organic liquid milk products exclusively under the brand “Shengmu
X4 We or our distributors also engage in a variety of marketing and promotional campaigns
tailored to different consumers groups to promote brand recognition of our products, including the
following:

° Undertaking image advertising, which includes placing advertisements on the television
and in inflight media. In 2013, we entered into advertisement placement agreements with
advertising agent, to promote our organic concept and organic products on CCTYV, the
official and leading television station in China. In 2013, we also entered into advertisement
placement arrangements with an advertisement agency to display promotional videos at
certain airports and on Air China flights.

° Organizing open-house events at our dairy farms and production facilities to demonstrate
our stringent safety control and advanced production processes.

° Establishing specialty shops to educate consumers about our “grass-to-glass” organic
production model and the benefits of our organic milk and promote our brand image.

° Promoting our brand image and consumer loyalty through the Internet.

° Actively participating in philanthropic and public interest activities to further develop trust
in our brand.

We continuously seek to develop our brand and product portfolio to meet evolving consumer
preferences and target key growth markets. Our dedicated sales and marketing teams are regularly in
contact with our customers and distributors to understand consumers’ needs and market trends.

Distribution Network
We sell our liquid milk products to consumers primarily through regional distributors. We
believe that our distributor-based model provides us with the following benefits: (i) contributing to a

faster expansion to markets nationwide and market penetration; (ii) enabling us to reach a wide range
of points of sale, including department stores, supermarket chains and convenience stores; and (iii)
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allowing us to focus our management resources and attention on our core businesses. We believe that
the use of distributors is generally in line with the industry practice in China. We have built a retail
distribution network that now covers major cities in China. Sales to distributors accounted for
substantially all of our total revenue of liquid milk business in 2012 and 2013. Our distribution
network is structured to facilitate the sales of our liquid milk products in different geographic markets.
Particularly, we use regional distributors to enter into new geographic markets in order to benefit from
their established relationships with the local sales channels. We also sell a very small portion of our
liquid milk products directly to end-consumers via VIP card membership and corporate wholesale in

13

Hohhot and Beijing. See also “— Our Customers.”

Distribution coverage

Geographically, we divide our distribution network into nine regions. The table below sets forth

the geographic distribution of our distributors as of the date indicated.

For the year ended December 31,

2011V 2012 2013
Southwest China™ ..., — 2 31
Northeast China™ ...........ccocoviiviiiii, — 16 35
North China™..........ccoooiiiiiiiiiiiee — 12 27
East China™ .......ocooiviiiiiiiciic e — 19 68
South China®.......ccooiiiiiiiiiee — 8 26
Central China'” ..ol — 13 27
Shandong, Henan and Anhui ...................... — 26 69
Northwest China® ............cccccoviiiiiiiiii — 8 26
Beijing..cooouviiiiiiiii — 1 3
E-commerce channels® ............................ — 3 4
Total v 108 316

(I)  We began selling liquid milk products to distributors in 2012.
(2)  Consisting of Sichuan, Tibet, Chongqing, Guizhou and Yunnan.
(3)  Consisting of Heilongjiang, Jilin, Liaoning and Inner Mongolia.
(4)  Consisting of Hebei, Shanxi and Tianjin.

(5)  Consisting of Jiangsu, Shanghai and Zhejiang.

(6)  Consisting of Fujian, Guangdong, Guangxi and Hainan.

(7)  Consisting of Hunan, Hubei and Jiangxi.

(8) Consisting of Gansu, Ningxia, Qinghai, Xinjiang and Shaanxi.

(9)  Represent distributors engaging in e-commerce sales.
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The following map illustrates the number of distributors in our distribution network as of
December 31, 2013.

Northwest China

Distributors

4

Distributors 68

Southwest China

Distributors

Central China
Distributors 27
South China
Distributors 26

As of December 31, 2013, our distribution network covered over 50,000 points of sale in China,
growing from over 12,000 outlets as of December 31, 2012. Our distributors either sell the products
directly to end-consumers or points of sale, or to their sub-distributors which in turn sell to
end-consumers or points of sale. We believe that our distributors engage sub-distributors primarily to
supplement and expand their sales networks in regions not covered by their own sales and marketing
teams. We have no contractual relationship with and do not directly supervise or manage these

sub-distributors.

We currently own minority equity interests in four distribution companies. We believe that our
investment in these distribution companies could enable us to more closely monitor and manage their
sales activities in certain key markets with great growth potentials. We have entered into standard

13

distribution agreements with these distribution companies. For the principal terms, see “— Sales,

Marketing and Distribution — Distributor Management.”

Distributor management

We select regional distributors for our liquid milk products based on a number of criteria. We
primarily choose candidates with established distribution network and regional expertise. We also
require candidates to have adequate warehousing and transportation capabilities, as well as

management capabilities.
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We generally enter into standard distribution agreements with our distributors. Set forth below

are certain key aspects of management of our distributors.

° Term. Our distribution agreements generally have a term of one year with a three-month
probation period. We are entitled to immediately terminate the distribution agreements if
the distributors’ performance did not measure up to our expectations during the
probationary period. Upon expiration of the contractual term, we may grant preference right
of renewal to distributors who were in good standing and achieved satisfactory sales
records during the previous term. Typically, our distributors will place purchase orders in

accordance with their sales and inventory level.

° Designated distribution channels and areas; competition. The distribution agreements
specify the designated distribution channels and areas for each of our distributors. We do
not permit our distributors to market or sell our products outside their designated
distribution channels and areas. Under the distribution agreements, we are entitled to
terminate the distributorship for non-compliance with this term. We generally allow our

distributors to carry competing products in line with market practice.

° Pricing mechanism. We generally price products based on a number of factors including the
prices of competing products, high-end positioning strategy, as well as our cost of
production. We supply our products at a uniform suggested retail price as specified in the
purchase orders placed by distributors. Our distributors sell the products to end-consumers
or points of sale, such as supermarkets and department stores. We have no contractual
relationship with these points of sale. In addition, we require our distributors not to sell our
products below cost which in turn may adversely affect our brand image and positioning.
We have not discovered any instances of failure by our distributors to comply with our
pricing policies. Our local manager periodically make on-site visits to points of sale to
collect pricing information from our distributors as part of our sales and marketing

activities.

° Sales targets. We generally have pre-set annual sales targets for our distributors. Failure to
meet our sales targets may result in non-renewal of the distribution agreements and, in

serious cases, immediate termination of the distributorship.

° Retail and promotional campaigns. The distributors are generally responsible for any entry
fees, display fees, and/or marketplace management fees associated with the points of sale
to which they on-sell our products. We will provide for any nationwide advertisement or
large-scale regional promotional campaigns. We will also provide product logos and
shop-front designs for promotional purposes.

° Payment terms. We generally dispatch shipment upon receiving the payment in full, and do
not extend credit to distributors. We occasionally grant credit limits to distributors, which

is negotiated on a case-by-case basis and approved by us.
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Delivery and revenue recognition. We are generally responsible for arranging delivery of
products from our warehousing facilities in Dengkou, Inner Mongolia, to locations
designated by our regional distributors. Third-party logistic providers are entirely
responsible for products damaged in transit. We recognize revenue from sales to our
distributors when we deliver our products and the significant risk and rewards of ownership
of our products are transferred to them.

Returns and exchanges. We do not allow returns or exchanges except for quality defects or
spoilage. In practice, we require our distributors to sell out a batch of order within three
months. During the Track Record Period, our distributors were generally able to comply
with this requirement and we did not experience any product returns or exchanges from our
distributors that had a material impact on our operations.

Product liability claims and after-sales services. We are primarily responsible for any
quality defects of our products and require our distributors to cooperate with us in resolving
any product liability claims. Our distributors are responsible for the provision of after-sales
services, and are entirely responsible for any escalation of claims or any other loss due to
poor after-sales services.

Inventory management. Our local managers periodically visit these points of sale and
supervise promotional campaigns carried out by our distributors. The on-going active
monitoring of our distributors and the points of sale enables us to efficiently manage their
inventory levels. We generally allow our distributors and the points of sale to maintain
inventories of up to three months.

Non-compliance with contractual requirements. We generally require our distributors to
post a performance bond. We are entitled to unilaterally deduct fines from the bond for sales
outside its designated distribution area. We may terminate the distribution agreements for
repeated breaches of these contractual requirements. During the Track Record Period, all of
our regional distributors complied with the distribution agreements in all material aspects
and the salient reason for non-renewal or termination of a distribution agreement is failure
to meet our sales targets.

No agency and no liability. The distribution agreements specify that the distributors are not
the agents of our Company. The distributors are not authorized to enter into any agreement
with any other parties in the name of our Company, nor is our Company liable for any
dispute arising from such agreement between the distributors and such other parties.

Use of our “Shengmu =4{” brand. The names of our distributors cannot include “Shengmu
M without our authorization. We may authorize our distributors to include our brand in
their corporate names at our discretion. Our sales and marketing department and legal
department are responsible for reviewing, approving and/or rejecting related applications
by distributors. An authorization will expire upon the expiration of the relevant
distributor’s distribution agreement with us. If the distribution agreement is not renewed
upon expiration, the distributor is required to remove our brand from its corporate name
within three months.
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As of December 31, 2013, we had approximately 316 distributors covering 31 provinces,
municipalities and autonomous regions in China. Except for Beijing Shengmu and Shanghai Saihan,
in which we held equity interests, all the other distributors as of December 31, 2013 were Independent
Third Parties. We also acquired minority equity interests in two other distribution companies (i.e.,
Anhui Meilichen and Tianjin Mengmu) in April 2014. The following table sets forth the changes in
the number of our regional distributors during the Track Record Period.

20119 2012 2013
As of January 1 ....oooooviiiiiiiiii — — 108
Addition of new distributors ...................... — 132 252
Termination of distributors® ................... — 24 44
Net change in distributors.........c...ccoeeeuneen. — 108 208
As of December 31 .....ccccoviviiiiiiiiinininnn. — 108 316

(I)  We began selling liquid milk products to distributors in 2012.

(2)  The termination was primarily due to our replacement of distributors with poor track records or voluntary

termination of business dealings with us by the distributors.

SUPPLIERS AND PROCUREMENT

The principal raw materials that we use are dairy cow feed, primarily including corn silage,
alfalfa and concentrated feed. Currently we source organic feed primarily from our associate,
Shengmu Forage and purchase various non-organic feed from multiple third-party suppliers. We have

had generally three to four years of business relationships with our major feed suppliers.

Except for organic forage which is sourced substantially from Shengmu Forage, we typically
maintain multiple suppliers for each type of our major raw materials to minimize any potential
disruption of our operations, maintain sourcing stability and secure competitive prices from suppliers.
We did not experience any raw material supply shortages and prices of our major raw materials were
relatively stable during the Track Record Period.
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The table below sets forth certain information of our raw materials and their respective external

suppliers.

Raw materials Principal sources

Organic feed

- Corn silage and alfalfa ....................... Shengmu Forage
- GUINEA @IaSS.c.uieuniiiiiieiieiieiieiieeenneen, Multiple local suppliers
- Concentrated feed™ ............................ Shengmu Forage and multiple local suppliers

Non-organic feed

- Corn silage, alfalfa and guinea grass... Multiple local suppliers and one supplier from the
United States

- Concentrated feed....................ooe. Multiple local suppliers

Other raw materials

- Packaging materials....................... Tetra Pak (Sweden) and multiple domestic suppliers

- Frozen semen ..............coooiiiiiiinininnnn. North America

(1) Since 2013, we have processed organic concentrated feed based on our own feed formulae from raw materials

purchased primarily from Shengmu Forage.

Organic Feed

Shengmu Forage

Shengmu Forage has historically supplied substantially all the forage crops organically grown in
its growing fields to us. Our transactions with Shengmu Forage were based on normal commercial
terms and we were required to make prepayments on the orders. Our purchase from Shengmu Forage
amounted to RMBO0.7 million, RMB27.3 million and RMB111.8 million in 2011, 2012 and 2013,
respectively.

Established in April 2010, Shengmu Forage is a company specialized in growing organic forage
crops in the Ulan Buh desert without using any synthetic pesticides or synthetic fertilizers. Shengmu
Holding, our PRC holding company, and Mr. WU Jianye were among the founding shareholders of
Shengmu Forage. Our shareholding in Shengmu Forage decreased to 23.77% by the end of 2011 as a
result of capital injections from certain individuals associated with Pangu Group, a company based in
Inner Mongolia and controlled by Mr. WU Jianye’s family. Shengmu Forage subsequently obtained
additional equity investments from third-party investors to support its growth and, as a result, our
shareholding in Shengmu Forage further decreased to 8.60% by the end of 2013. In December 2011,
Shengmu Forage ceased to be a member of our Group. For further details, see “History, Reorganization

and Group Structure — History and Development — Shengmu Forage.”
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As organic feed is an essential raw material in the production of organic milk, we sought to
secure a stable supply of organic forages from Shengmu Forage through a long-term agreement. In
March 2014, we entered into the Long-term Strategic Cooperation Agreement with Shengmu Forage
for a term of 20 years, under which Shengmu Forage undertakes to continue its exclusive supply
arrangement for organic forages with us and support our future expansion plans. We were able to enter
into a long-term agreement with Shengmu Forage because, among other reasons, (i) we have
significant influence in Shengmu Forage; and (ii) our relationship with Shengmu Forage is one of
mutual reliance as we are its exclusive customer. For further details, see “— Our Business — Dairy
Farming Business — Organic Feed — Shengmu Forage” above. Our Directors believe that the
Long-term Strategic Cooperation Agreement is necessary for securing us a stable supply of organic
forages for years to come, which is mutually beneficial to both us and Shengmu Forage. The Joint
Sponsors concur with the view of our Directors and are of the view that taking into account the
business of our Company, the duration of the Long-term Strategic Cooperation Agreement entered into
by our Company with Shengmu Forage is fair and reasonable and is in the interests of our Company

and Shareholders as a whole.

Pursuant to the Long-term Strategic Cooperation Agreement, the price of Shengmu Forage’s
forage crops will be determined with reference to (a) the prevailing market prices for organic forage
if there is a readily available market price, or (b) the prevailing market prices of imported premium
non-organic forage (excluding transportation cost) or domestic premium non-organic forage plus a
mark-up rate which will be not more than the lower of (i) the percentage difference in the average
selling prices between our organic raw milk and premium non-organic raw milk, and (ii) the
percentage difference in the average selling prices between organic raw milk and premium
non-organic raw milk in the comparable segments of PRC market (if available), in the 12 months
before the determination of the prices for the relevant forage crops. We do not have any profit sharing
arrangements with Shengmu Forage. Furthermore, Shengmu Forage has covenanted not to operate
dairy farms in competition with us without our prior written consent. Neither we nor Shengmu Forage
may terminate the Long-term Strategic Cooperation Agreement, save in the case of, among others,

compliance with applicable laws, regulations or the Listing Rules.

Shengmu Forage is expected to be able to increase its supply of organic forages to us in
accordance with our expansion plan. Shengmu Forage currently grows organic forages on
approximately 115,000 mu of growing fields in the Ulan Buh desert, which meet the E.U. organic
standards and are certified organic under the PRC standards by the COFCC. By December 2014,
Shengmu Forage expects to increase its growing fields in the Ulan Buh desert to approximately
180,000 mu which are able to supply the principal organic forages for approximately 53,000 dairy
cows. In addition, Shengmu Forage has obtained the right, through cooperation with local government
and other parties, to further develop an additional approximately 400,000 mu of growing fields for
organic forages. By 2020, Shengmu Forage expects to develop a total of approximately 560,000 mu
of growing fields to grow organic forages to support our cow herd growth. Shengmu Forage has
received the local governments’ support for its expansion plans, which are consistent with the

government policies to develop a self-sustainable ecological economy.
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We believe that Shengmu Forage will have sufficient funding to support our expansion plan

taking into account the following:

° Increasing forage production. After the initial investment period, Shengmu Forage has
significantly ramped up its production of organic forages since 2012. Our total purchases
of organic forage from Shengmu Forage increased from RMBO0.7 million in 2011 to
RMB27.3 million in 2012, and to RMB111.8 million in 2013, and are expected to continue

to increase in the future with the growth of our organic dairy farming business.

° Continuing prepayment. In 2013, we made prepayments of RMB57.5 million to Shengmu
Forage to secure the supply of organic forages and support Shengmu Forage’s operations.
We expect such prepayments to continue in the near future.

° Availability of bank financing. As Shengmu Forage’s expansion continues, it becomes
better-positioned to obtain bank financing. In April 2014, Shengmu Forage obtained credit
facilities totaling RMB100 million.

° Additional capital contribution. Shengmu Forage received significant capital contribution
from its shareholders during the Track Record Period, with an aggregate of RMB146.4
million from 2011 to the Latest Practicable Date. We believe that a number of its major
shareholders, including our Company and shareholders also holding Shares of our
Company, would be willing to contribute further capital into Shengmu Forage to support its

expansion, subject to the requirements under the letters of undertaking described below.

To establish a self-sustainable ecological cycle, in 2013, Shengmu Forage established and began
the operation of modern organic fertilizer production facilities adjacent to our organic dairy farms to
produce organic fertilizers. We supply the cow dung produced on our organic dairy farms free of
charge to Shengmu Forage, which is responsible for collecting, transporting and processing the dung
into organic fertilizers to be used on its growing fields.

In addition to the Long-term Strategic Cooperation Agreement, Shengmu Forage and its
shareholders (except Shengmu Holding) have also undertaken to us not to issue, sell, transfer or
otherwise dispose any equity interests in Shengmu Forage to any third party without our prior written
consent for a term of 20 years unless all the equity interests in Shengmu Forage have been transferred
to us prior to the expiration of this 20-year term. Furthermore, the existing shareholders of Shengmu
Forage (except Shengmu Holding) have also undertaken to cause Shengmu Forage to perform all of
its obligations under the Long-term Strategic Cooperation Agreement, including the obligation to
continuously execute its own business plans to support our future expansion plans. For further details
of these undertakings, see “Relationship with Controlling Shareholders — Major Retained Businesses
of Our Ultimate Controlling Shareholders — Long-term Strategic Cooperation Agreement with

Shengmu Forage and Undertakings from Shengmu Forage and Its Shareholders.”
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Further, in 2011, 2012 and 2013, Shengmu Forage leased a portion of its organic growing fields
to local farmers to grow organic forages in accordance with its own organic dairy farming protocols
and in compliance with applicable organic standards. These local farmers were required to supply all
such organic forages that met our organic and quality requirements to us. For further details, see “—
Our Business — Dairy Farming Business — Organic Feed — Shengmu Forage” above.

Other Organic Feed Suppliers

We also purchase organic feed from other qualified suppliers, which are Independent Third
Parties to the best knowledge of our Directors. We purchase a small portion of guinea grass from
qualified third-party suppliers to supplement our purchases of organic alfalfa and corn silage.

In 2011, we purchased organic forages primarily from other qualified suppliers as Shengmu
Forage was in the early stage of its development and was only able to supply us with a limited amount
of alfalfa. As Shengmu Forage expanded its operation, including the area of its growing fields and
quantity of forages it grew, our purchases of feed for our organic dairy farming business from
suppliers other than Shengmu Forage decreased as a percentage of our total purchases. In 2011 and
2012, we purchased a small amount of concentrated feed from qualified local suppliers in addition to
Shengmu Forage. We started to purchase corn kernels and oil sunflower primarily from Shengmu
Forage in 2012 and 2014, respectively and process concentrated feed based on our own feed formulae
in our processing plant.

Non-organic Feed

We generally purchase non-organic feed for our non-organic dairy farms in Hohhot from multiple
third-party suppliers in close proximity to our farms. In particular, we purchase alfalfa imported from
the United States through both overseas sellers and domestic traders and concentrated feed from
multiple local suppliers.

Our supply agreements impose specific quality requirements on the outsourced feed and allow
us to reject or return a delivery if it fails to meet our quality requirements. We also impose minimum
supply requirements on our suppliers under the penalty of liquidated damages. We are generally
entitled to terminate the relevant supply agreement for a supplier’s repeated failure to meet our quality
requirements and/or prolonged delay of delivery. We generally make payments on the invoices when
the aggregate batches of delivery exceed a certain amount specified in the supply agreements.

Top Suppliers

In 2011, 2012 and 2013, purchases from our largest supplier accounted for 12.2%, 11.2% and
10.7% of our total purchase, respectively, and purchases from our five largest suppliers together
accounted for 37.2%, 31.0% and 24.6% of our total purchases, respectively. During the Track Record
Period, our Directors confirm that other than Shengmu Forage, our five largest suppliers were
Independent Third Parties and none of our Directors or their respective associates or our existing
Shareholders (who, to the knowledge of our Directors, owned more than 5% of our issued share
capital) held any interest in any of our five largest suppliers other than Shengmu Forage as disclosed
above.
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LOGISTICS PROVIDERS

We primarily use third-party logistics providers to deliver our products. We select logistics
providers via a competitive bidding process. We first send bidding invitations to qualified logistic
providers. Upon receipt of bidding documents from each of the qualified logistics providers, our
bidding committee will evaluate such bidding documents based on qualification verification,
commercial review, technology review and price review. We then enter into contract with logistics
providers that meet our bidding requirements. We have stringent criteria for the selection of logistics
providers, such as price, scale, industry experience and track record. We require them to have a
distribution network that is compatible with ours and implement a set of strict quality control
standards for them to follow. For further details of our quality control over the delivery of raw milk,

3

see “— Quality Control — Quality Control Management — Delivery of Raw Milk.”

We require our logistics providers for raw milk delivery to have at least two insulation trucks to
meet our output volume of raw milk on a timely basis and complete delivery within a pre-set
timeframe. The logistics providers are entirely responsible for any quality or quantity-related issues
due to the transportation. Our logistics providers for liquid milk product delivery are required to
arrange loading with an eight-hour prior notice and dispatch within 24 hours; otherwise, we have the
right to arrange substituting transportation services and the defaulting logistics providers must
compensate us for any additional cost so incurred. We evaluate the performance of our liquid milk
product logistics providers on a semi-annual basis. All of our logistics providers are required to make
a deposit with us, from which we may make deductions for breach of contract terms. Their payment

is calculated based on the actual transportation volume and settled on a monthly basis.

During the Track Record Period, we did not experience any material disruption or delay in the
delivery of our products. We believe this outsourcing arrangement allows us to focus our resources on
our core business and reduce our capital requirements and risk of liability for transportation accidents,
delivery delays or losses. We also believe that alternative qualified logistics providers are readily
available in the market, and we may substitute our current logistics providers with alternative logistics

providers without causing material disruptions to our operations.

INVENTORY MANAGEMENT

Our inventory comprises of raw materials we procure and produce, packaging materials and
finished products. In accordance with our inventory policy, we typically keep three months of raw
materials, except certain perishable raw materials such as raw milk, which is processed or delivered
on the day of milking, and we typically maintain approximately seven days of concentrated feed. In
addition, we typically make purchase for corn silage once a year to meet our annual needs and
maintain six-month inventory of alfalfa. For finished products, our local managers periodically
monitor the inventory level and performance of our distributors and the points of sale. Our distributors
normally submit their purchase plans on a monthly basis, designed based on their inventory levels of
the current month and confirmed by the inspection of our local managers. Due to the short shelf life
of our liquid milk products, we generally allow our distributors and the points of sale to maintain

inventories of up to three months.
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RESEARCH AND DEVELOPMENT

Since our establishment, we have focused our research and development efforts on organic dairy
farming, enhancing milk yield and offering new products. In particular, we have been focusing our
research and development efforts on feed formulae, dairy cows breeding, herd management and
disease control. We have also devoted substantial efforts in developing new products to address the
evolving consumer preferences and also to improve profitability. As of December 31, 2013, our
research and development team consisted of 33 members, led by Ms. GAO Lingfeng, who has over 10
years of relevant experience with Mengniu Group. Our research and development team also serves
quality control functions. For more details, see “— Quality Control” above. We incurred
approximately RMBO0.8 million, RMB1.1 million and RMB1.2 million as research and development
expenses for the three years ended December 31, 2013.

We have also entered into a number of cooperation or joint development agreements with local
universities and research companies, including the following:

° Inner Mongolia University. In January 2011, we entered into a cooperation agreement with
an asset management company affiliated with Inner Mongolia University (N5 K£), or
IMU Company, pursuant to which the parties agreed to incorporate a dairy-farm company,
IMU-Shengmu Dairy, as business partners. IMU-Shengmu Dairy launched a
research-oriented dairy farm by commercializing a proprietary know-how contributed by
IMU Company and became the legal owner of such intellectual property rights. We are
responsible for the day-to-day operations of IMU-Shengmu Dairy and our business partner
is responsible for formulating development plans and providing technical support. As of its
establishment, IMU-Shengmu Dairy was held as to 55% by Shengmu Holding and as to 45%
by IMU Company. In March 2014, Shengmu Holding acquired a 15% equity interest in
IMU-Shengmu Dairy from a then-existing shareholder. Subsequently, our shareholding in
IMU-Shengmu Dairy increased to 70% while IMU Company’s shareholding decreased to
30%.

° Baolai-Leelai. In November 2013, we entered into a joint development agreement with
Baolai-Leelai Bio-tech Co., Ltd. (I FRE R A5 ALY TR A R H), or Baolai-Leelai.
Pursuant to this agreement, Baolai-Leelai agreed to help us set up a microbiology workshop
and train technicians. This workshop focuses on the development and production of
bio-fermented cow feed with the yeast strain and fermentation know-how provided by
Baolai-Leelai. Bio-fermented feed with specially-designed supplements can support cow
health and lower feed costs. For internal production and consumption, we are permitted to
use for free Baolai-Leelai’s intellectual property rights involved in this joint development
program. Baolai-Leelai is a PRC-based high-tech company focused on ecological feeding
and animal nutrition. For the production of such bio-fermented feed, we purchase yeasts
and other ingredients from Baolai-Leelai at agreed-upon prices.
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COMPETITION

Competitive landscapes vary from segment to segment of the dairy market in China. We are the
largest organic milk company in China with a 54.2% market share based on 2013 organic raw milk
production volume, more than twice the market share of the second largest organic raw milk producer
in China, according to the F&S Report. In addition, we were the only vertically integrated Chinese
dairy farming company meeting E.U. organic standards as of May 31, 2014, which is among the
highest standards in the world, according to the F&S Report. Together with our associate, Shengmu
Forage, we are the only dairy company in China that applies a “grass-to-glass” organic (“ZF2 A #”)
production model in China, with all major steps of the industry value chain, including forage, dairy
farming and milk processing, meeting E.U. standards and PRC standards. Therefore, we believe that
we are well positioned to successfully compete in the submarkets of organic raw milk and liquid milk
products by capitalizing our market leadership and first mover advantages.

As a portion of our organic raw milk is sold to industrial customers, such as Mengniu Group, to
be processed into liquid milk products and marketed and distributed under their respective brands and
we sell organic liquid milk products under our “Shengmu 544> brand, these industrial customers are
also our competitors in the liquid milk product markets. As we expand our organic liquid milk

business, we expect competition with our organic raw milk industrial customers to intensify.

MANAGEMENT OF GROWTH

We plan to significantly expand our organic dairy farming operation to meet the increasing
market demand. The market demand for organic raw milk is primarily driven by the demand for
organic milk products which are produced solely or principally from organic raw milk. According to
the F&S Report, market demand for organic milk products continues to increase rapidly as a result of
growing concern for food safety and rising disposable incomes in China. As a result, demand for
organic raw milk increased from 18,000 tonnes in 2009 to 187,000 tonnes in 2013 and is expected to
reach 1.602 million tonnes in 2018. Although organic raw milk production volume experienced rapid
growth from 17,000 tonnes in 2009 to 174,000 tonnes in 2013, with a CAGR of 79.6%, demand for
organic raw milk has been under-served and the gap between demand and supply is expected to
continue to increase from 13,000 tonnes in 2013 to 122,000 tonnes in 2018. In 2013, the top three
organic raw milk producers, including us, accounted for 86.9% of the total organic raw milk
production volume in China, according to the F&S Report. The total production volume of organic raw
milk is expected to reach 1.48 million tonnes in 2018. Despite the comparatively small market size
of organic milk in the overall raw milk market, we are well positioned to leverage on our market
leadership in this niche segment to capitalize on the increasing shortage for organic milk through
active expansion. Based on the foregoing, we believe that it is critical to expand our organic dairy
farming operation to narrow the supply-demand gap for organic milk and further increase our market

share.
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Aside from the measures designed to expand our organic dairy farming operation in “— Business
Strategy — Expand our organic dairy farming operations and ensure our product safety and quality,”
we also intend to focus our expansion efforts on the following areas to support and manage our
growth.

° Land resources. We will continue to build more organic dairy farms to support our
expansion plan and to increase our organic raw milk output. We have sufficient vacant land
area near our existing organic dairy farms to build approximately nine additional farms. In
addition, Shengmu Forage has obtained the right to develop approximately 400,000 mu of
growing fields in the Ulan Buh desert. To further integrate our dairy farming operation with
Shengmu Forage’s forage growing operation, we may enter into leasing arrangements with
Shengmu Forage to use the aforementioned land resources to build organic dairy farms in
accordance with the applicable laws, regulations and the Listing Rules.

° Production capacity. We will continue to ramp up our utilization rate of the liquid milk
production capacity as well as increase our daily liquid milk processing capacity to meet
the increasing market demand for organic milk products. Our utilization rate for the
production of liquid milk products increased significantly from 10.4% in 2012 to 38.1% in
2013, primarily due to production ramp-up and improved brand recognition.

° Raw materials. We will continue to closely coordinate with Shengmu Forage, our primary
source of organic feed, to support our expansion plans. To this end, we and Shengmu Forage
entered into the Long-term Strategic Cooperation Agreement for a term of 20 years,
pursuant to which Shengmu Forage undertakes to continue its exclusive supply of organic
forages to us and support our future expansion plans. In addition, Shengmu Forage expects
to increase its growing fields in the Ulan Buh desert from approximately 115,000 mu at
present to approximately 180,000 mu by December 2014 and has obtained the right, through
cooperation with local government and other parties, to further develop approximately
400,000 mu of growing fields. By 2020, Shengmu Forage expects to develop a total of
approximately 560,000 mu of growing fields to grow organic forages to support our cow
herd growth through 2020.

° Labor. We will continue to expand through, among others, collaboration with local
experienced dairy farmers and leverage on their experience in managing and operating
dairy farms through the establishment of dairy-farm companies with these farmers being the
minority shareholders. We will also continue to offer competitive compensation packages
in order to maintain a sustainable workforce to support our growth.

° Quality control. We will continue to implement our quality control system across our
existing and new dairy farms. In the second half of 2013, we established an organic
production management center, which is charged with the responsibility of (i) designing
organic certification protocols and procedures as internal guidance, (ii) managing and
monitoring production quality and (iii) providing relevant trainings to new farm managers
and quality control personnel. In respect of new organic dairy farms, we will assign
experienced personnel and clone from our existing organic certification procedures so as to
obtain organic certifications from the COFCC and ECOCERT S.A. as soon as practicable.
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° Distributors and consumers. We will continue to devote marketing and promotional efforts
designed to enhance our brand recognition and ultimately boost our sales, leveraging on the
growing consumer preference on the “grass-to-glass” organic products. We also seek to
expand our distribution network by adding new distributors and further explore direct-sales
opportunities. Our distributors increased significantly from 108 as of December 31, 2012
to 316 as of December 31, 2013, and plan to further increase to over 400 by the end of 2014.
As our current distribution network reaches mostly tier one and tier two cities, we seek to

penetrate further into lower-tier cities.

° Industrial customers. We entered into long-term agreements with Mengniu Group in 2010
and 2011, and developed additional industrial customers, namely, Yili Group in 2013 and
Want Want in 2014. These industrial customers are committed to minimum order
requirements. We will continue to seek strategic cooperation opportunities with reputable

industrial customers.

PERMITS, APPROVAL AND PRODUCT CERTIFICATES

Permits and Approval for Dairy Farming Activities

In addition to the usual licences, permits and approvals in relation to the operation of business
on our properties, the undertaking of our dairy farming activities also require the animal epidemic
prevention permit and raw milk permit. As advised by our PRC legal advisers, as of the Latest
Practicable Date, all of our organic dairy farms and non-organic dairy farms which are required to
obtain these two permits have obtained them to support their dairy farming operations. For details of
the status of certain licences, permits and approvals in relation to the operation of business on our
properties, see “— Properties” and “— Legal Proceedings and Compliance— Non-compliance
Incidents” of this section.

Product Certificates

For our organic dairy farming and liquid milk production operations, we have obtained organic
certifications from ECOCERT S.A. under E.U. standards and/or the COFCC under the PRC standards.
Our associate, Shengmu Forage, has obtained PRC organic certifications from the COFCC for its
forage growing operations and is currently undergoing conversion periods for organic certification
under E.U. standards.
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The following table sets forth certain information about the ECOCERT S.A. organic certificates

held by us.

Certificate No.

Company

Product

Category of
certificate

Issue date

Expiry date

22119CN1300z2ec (EOS)

Shengmu Dairy

Liquid milk —

Organic product

January 27, 2014

September 30,

organic milk for 2014

children

Liquid milk —  Organic product January 27, 2014 September 30,

organic low-fat 2014
milk
Liquid milk —  Organic product January 27, 2014  September 30,
organic whole 2014
milk
22349CN1300zlec (EOS) Shengmu Pangu Raw milk Organic product December 10, September 30,
2013 2014
22282CN1300zlec (EOS) Shengmu Xintai Raw milk Organic product November 20, October 25, 2014
2013
9010CN1300zlec (EOS) Shengmu Farming'" Raw milk Organic product November 20,  October 23, 2014
2013
9010CN1400zlec (EOS) Shengmu Farming Raw milk Organic product  March 21, 2014 April 27, 2015
22358CN1400z1ec (EOS) Shengmu Liuhe Raw milk Organic product  March 24, 2014 April 27, 2015
22357CN1400z1ec (EOS) Shengmu Hateng Raw milk Organic product  March 24, 2014 May 1, 2015
22359CN1400z1ec (EOS) Shengmu Taohai Raw milk Organic product  March 24, 2014 April 25, 2015
22371CN1400zlec (EOS) Shengmu Wuxing Raw milk Organic product  March 21, 2014 April 24, 2015
22372CN1400zlec (EOS) Shengmu Xinhe Raw milk Organic product  March 21, 2014 April 26, 2015

(1)  Shengmu Farming currently operates five organic dairy farms.

Shengmu Forage first applied to ECOCERT S.A. for organic certification under the E.U.
standards in 2012 and is currently undergoing conversion periods under E.U. organic standards. Such
conversion periods are two years for growing fields for forages that live for one year (e.g. corn) and
three years for forages that live for more than one year (e.g. alfalfa). If Shengmu Forage continues to
comply with E.U. organic standards through the remainders of the conversion periods, it is expected
to receive organic certification by ECOCERT S.A. upon the end of the conversion periods. According
to ECOCERT S.A., forages produced by Shengmu Forage during the conversion periods meet E.U.
organic standards.
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The following table sets forth certain information about the COFCC organic certificates held by
us and Shengmu Forage.

Category of

Certificate No. Company Product certificate Issue date Expiry date
1000P1300114 Shengmu Dairy  Liquid milk — organic Milk processing January 15, 2014 January 14, 2015
whole milk

Liquid milk — organic
low-fat milk
Liquid milk — organic
milk for children

1000P1200139 Shengmu Raw milk Dairy farming July 21, 2013 July 20, 2014
Farming‘"
1000P1200140 Shengmu Farming Raw milk Dairy farming July 21, 2013 July 20, 2014
1000P1200235 Shengmu Farming Raw milk Dairy farming  October 27, 2013 October 26, 2014
1000P1300941 Shengmu Farming Cows Dairy farming  October 31, 2013 October 30, 2014
1000P1301016 Shengmu Farming Guinea grass Forage December 10, December 09,
processing 2013 2014
1000P1300950 Shengmu Xintai Corn silage Forage October 24, 2013 October 23, 2014
processing
1000P1300800 Shengmu Xintai Raw milk Dairy farming August 4, 2013 August 3, 2014
1000P1300801 Shengmu Pangu Raw milk Dairy farming August 4, 2013 August 3, 2014
1000P1400235 Shengmu Taohai Raw milk Dairy farming June 6, 2014 June 5, 2015
1000P1400236 Shengmu Liuhe Raw milk Dairy farming June 6, 2014 June 5, 2015
1000P1400237 Shengmu Hateng Raw milk Dairy farming June 6, 2014 June 5, 2015
1000P1400238 Shengmu Wuxing Raw milk Dairy farming June 6, 2014 June 5, 2015
1000P1400239 Shengmu Xinhe Raw milk Dairy farming June 6, 2014 June 5, 2015
1000P1300894 Shengmu Forage Forage Forage growing August 1, 2013 July 31, 2014
1000P1200214 Shengmu Forage Forage Forage growing August 1, 2013 July 31, 2014
1000P1200215 Shengmu Forage Forage Forage growing  October 10, 2013  October 9, 2014
1000P1300932 Alxa Forage Forage Forage growing  October 12, 2013 October 11, 2014

(I)  Shengmu Farming currently operates five organic dairy farms.

The organic certificates from ECOCERT S.A. and the COFCC are generally valid for one year.
The certificate holder must apply for renewal with all necessary supporting documents three months
prior to the expiration date, and the certification agency will arrange for on-site annual audit to
determine whether the applicant’s operation is in continued compliance with the relevant organic
standards. During such annual audit, inspectors from these agencies will examine Shengmu Forage’s
growing fields and our dairy farms and production facilities and the scope of such examinations
generally covers substantially all aspects of our operations, including the air quality, the water quality,
the usage of synthetic fertilizers, the usage of GMOs, as well as the usage of antibiotics, synthetic

pesticides and chemical detergent. These certificates are critical to our operations. We did not
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experience any material difficulty in obtaining or renewing our organic certificates and have not been
admonished or penalized by the certificate-granting agencies for any material non-compliance. We
cannot, however, assure you that we will be able to obtain or renew such certificates in the future. See
“Risk Factors — Risks Relating to Our Business — Loss of or failure to obtain or renew certifications

for organic dairy farming and processing could materially and adversely affect our business.”

INSURANCE

In general, insurance companies in the PRC could provide insurance coverage for dairy cows and
heifers that are aged at or over 12 months and the amount of the insurance premiums would depend
on factors such as the type, age and milk yield of the cows and heifers, as applicable. We have
maintained insurance policies for all our milkable cows against losses caused by certain diseases,
illnesses, accidents and natural disasters. The diseases covered by the insurance policies for our dairy
cows and heifers, include foot-and-mouth disease, mad cow disease, bovine ephemeral fever,
tuberculosis and brucellosis. Upon the occurrence of an insurable event, the maximum compensation
under the insurance policies would generally cover some of our costs to purchase a replacement heifer.
The insurance policies we purchased are renewable on an annual basis. Our Directors believe that our
insurance coverage is in line with what is usual and common practice in the industry in China,
including with respect to the terms of and the coverage provided by such insurance. As of the Latest

Practicable Date, no significant claims have been made by us under these insurance policies.

We do not currently maintain insurance coverage for our products or production facilities and
machinery units. During the Track Record Period and up to the Latest Practicable Date, we had not
experienced any material product liability claims or material disruption to our business as a result of
major equipment failures or other workplace accidents. Additionally, we maintain mandatory social
insurance contribution plans for our employees in China pursuant to PRC laws. Our Directors believe
that our insurance coverage currently in place is adequate and is in line with customary industry

practice.

INTELLECTUAL PROPERTY

We rely primarily on a combination of patents, copyrights, trademarks and trade secrets, as well
as employee and third-party confidentiality agreements to protect our intellectual property.

As of the Latest Practicable Date, we had received a total of seven patents in China. With respect
to, among others, proprietary know-how that is not patentable and processes for which patents are
difficult to enforce, we rely on trade secret protection and confidentiality agreements to safeguard our
interests. We believe that certain elements in our operations are not covered by patents or copyrights,
and we have taken security measures to protect these elements. All of our research and development
personnel have entered into confidentiality and proprietary information agreements with us. These
agreements address intellectual property protection issues. In addition, under the PRC laws, we are the
owner of all of the patentable inventions, utility models and designs developed by our employees

during the course of their employment.
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As of the Latest Practicable Date, we had 13 registered trademarks in China, including “34%,”
and had 19 trademark applications in China. As our brand name is rapidly gaining recognition, we are
working to increase, maintain and enforce our rights in our trademark portfolio, the protection of
which is important to our reputation and branding.

As of the Latest Practicable Date, we were the registered owner of three domain names, including
our corporate website, www.youjimilk.com.

During the Track Record Period and as of the Latest Practicable Date, we had not been subject
to any material infringement of our intellectual property rights or allegation of infringements by third
parties.

PROPERTIES

Our PRC principal executive offices are located in Bayannur, Inner Mongolia. We occupy certain
properties in China in connection with our business operations. These properties are used for
non-property activities as defined under Rule 5.01(2) of the Listing Rules. They mainly include
premises for our dairy farms, processing plants, offices, warehouses and employee dormitories.

As of December 31, 2013, each of our properties had a carrying amount below 15% of our
combined total assets. On this basis, no property valuation report in respect of our Group’s property
interests is required in reliance upon the exemption provided by Rule 5.01A of the Listing Rules and
Section 6(2) of the Companies (Exemption of Companies and Prospectuses from Compliance with
Provisions) Notice (Chapter 32L of the Laws of Hong Kong). Therefore, this prospectus is exempted
from compliance with the requirements of Section 342(1)(b) of the Companies (Winding up and
Miscellaneous Provisions) Ordinance in relation to paragraph 34(2) of the Third Schedule to the
Companies (Winding up and Miscellaneous Provisions) Ordinance, which requires a valuation report
with respect to all of our interests in land or buildings.

Owned Properties

As of December 31, 2013, we had obtained the land use right for a parcel of land with a site area
of 54,696 square meters, the land contract use right (K 148 #E) for approximately 15 parcels of land
with a total area of approximately 3,980,000 square meters (5,973 mu), and building ownership right
for buildings and units with a total gross floor area of 12,354 square meters. Except as otherwise
disclosed below and elsewhere in this prospectus we have obtained land use right, land contract use

right or building ownership right for all of our land or buildings and units.

We had not obtained the title certificate of two parcels of land, operated by Shengmu Agriculture
and Shengmu Dairy respectively, with a site area of approximately 17,500 square meters (26 mu) in
Hohhot and approximately 30,671 square meters in Bayannur, respectively, as of the Latest Practicable
Date.

Shengmu Agriculture

° Title defects. We had commenced construction on a parcel of land in Hohhot, Inner
Mongolia, operated by Shengmu Agriculture, without first obtaining the land use right
certificate and the planning and construction permits. We intend to use this land as office
space designed for research and development purposes upon completion of construction.
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° Potential legal consequences. As advised by our PRC legal advisers, the competent
government authorities may order us to pay fines of up to 10% of the construction fees,
cease construction and/or return the land if deemed illegally occupied if we cannot obtain
the required permit and title certificate.

° Latest status. We entered into a binding agreement with Management Committee of Hohhot
Economic and Technological Development Zone Ruyi Industrial Park (W78 4 48 75 5 fiif
PEslw NS TERWBEIZEE) in April 2012 and made a prepayment totaling
RMB262,550 to purchase this land. In addition, we obtained a no-action confirmation from
Hohhot Economic and Technological Development Zone Ruyi Industrial Park Bureau of
Land Planning, Construction and Environmental Protection (TR0 ol 468 75 il Bl o Lo o
[ 453 1 1 i B IR PR J5) on March 25, 2014. This confirmation acknowledges the fact that
Shengmu Agriculture is currently undergoing the procedures for obtaining the required
planning and construction permits and therefore it is not subject to any administrative
penalties. As advised by our PRC legal advisers, this bureau is a competent authority for
purpose of issuing such confirmation. We are currently in the process of completing the
public auction procedures to obtain the land use right certificate. We expect to expend a
total of RMBO.1 million in connection with our applications and obtain the relevant permits
and title certificates by the end of 2014. Our Directors believe that they do not expect any
material legal impediment to obtaining such permits and title certificates. We currently
have no intention to occupy the buildings under construction before obtaining the required
permits and title certificates. Because we intend to use such office space under construction
primarily for non-production purposes and comparable premises are readily available in
close proximity, our Directors are of the view that this construction site is not crucial to our
operations.

Shengmu Dairy

° Title defects. We had commenced construction on a parcel of land in Bayannur, Inner
Mongolia, operated by Shengmu Dairy, we had commenced construction on this site
without first obtaining the land use right certificate. We intend to use this land to expand
our production facilities for organic yogurt upon completion of construction.

° Potential legal consequences. As advised by our PRC legal advisers, if we cannot obtain the
land use right certificate, the competent government authorities may order us to return the
land if deemed illegally occupied.

° Latest status. We are currently in the process of completing the land purchase procedures
and expect to expend a total of RMB1.3 million for obtaining the land use right certificate.
We obtained a no-action confirmation from Dengkou County State Land Resources Bureau
(W5 1 82B - & VR )%) on February 25, 2014, which stated that the local government had
approved this construction site and acknowledged the fact that Shengmu Dairy was
undergoing the required public auction procedures to purchase this land and therefore it was
not subject to any administrative penalties. As advised by our PRC legal advisers, this
bureau is a competent authority for purpose of issuing such confirmation. We currently have
no intention to occupy the buildings under construction before obtaining the required title
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certificate. Based on the foregoing, our Directors believe that there is no material
impediment to completing the land purchase procedures and obtaining the land use right
certificate by the end of July 2014. Because we have not yet commenced operations at our
existing production facilities for processing yogurt products and comparable premises are
readily available in close proximity, our Directors are of the view that this construction site
is not crucial to our operations.

For details on other incidents of non-compliance relating to our owned properties, see “Legal
Proceedings and Compliance — Non-compliance Incidents” below.

Except for the land and buildings with title defects disclosed above and elsewhere in this
prospectus, as confirmed by our PRC legal advisers, we are entitled to use all of our land and we
legally own all of our buildings. Our PRC legal advisers have also advised us that we do not have
proper ownership right in the two parcels of land mentioned above due to the existence of title defects,
which will also prevent the relevant parcel of land from being sold or accepted by banks as securities
for mortgages.

Leased Properties

As of December 31, 2013, we leased eight parcels of state-owned land with a total area of
approximately 3,460,000 square meters and eight parcels of collectively-owned land with a total area
of approximately 2,980,000 square meters for dairy farming. The lessor had not completed the relevant
facility agricultural use land approval procedures (&Jifij2 HHLFE%TF4) and the large-scale
husbandry use land filing procedures (Bl & & #5185 % F Hufi 5 T%48) from the competent land
administration authorities with respect to three parcels of land with a total area of approximately
470,000 square meters in Hohhot. We operate Hohhot Farm No.10, Hohhot Farm No.11 and Hohhot
Farm No.13 on these three parcels of land pursuant to certain lease agreements. The lessor is the entity
required by law to obtain such approvals and filings. If the lessor fails to rectify these title defects,
we may be ordered by the competent government authorities to cease operations and restore the
conditions of the land. If we are required to cease operations at these farms, we intend to relocate the
cows on these farms to our other non-organic dairy farms in Hohhot.

In March 2014, we received compliance confirmations from the county governments where we
operate these leased farms. According to these confirmations, the local governments acknowledged
that we, as the lessee, are in full compliance with the relevant legal and regulatory requirements with
our operations of the leased farms and are not subject to any administrative penalties. As advised by
our PRC legal advisers, these county governments are competent authorities to issue such
confirmations. However, if we were required to cease operations on these three parcels of land, our
Directors believe that the relocation costs would be immaterial and such relocation would not result
in any material disruption in our operations as our other non-organic dairy farms have sufficient
excess capacity. In 2011, 2012 and 2013, the aggregate revenue generated on these farms amounted
to RMB72.2 million, RMB141.2 million and RMB160.0 million, respectively, representing 18.5%,
20.1% and 14.0% of the total revenue, respectively. As of December 31, 2013, there were
approximately 7,000 dairy cows on these farms with an aggregate maximum capacity to house 9,000
dairy cows. As of December 31, 2013, these farms had an aggregate carrying amount of RMB14.3
million in terms of facilities and equipment.
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EMPLOYEES

We had 1,055, 1,596, 1,858 and 2,439 employees as of December 31, 2011, 2012 and 2013 and
the Latest Practicable Date, respectively. The following table sets forth the number of employees

categorized by function as of the Latest Practicable Date.

Number of Percentage of

Function employees total

MaANAZEIMICNE . .eeuteetiitiit ettt e 120 4.9%
Farm personnel ... 1,801 73.8%
Production ........ccooooiiiiiiiiiii 86 3.5%
Sales and Marketing .......c.cooeuviiiiiiiiniinii 120 4.9%
Quality CONtrol......oooeiiiiii e 55 2.3%
AdmINISTIation ..o..oiuuiiiiiii i 150 6.2%
Information management........c..couuveuiiiniiiniiniiiniiniiieiecenee, 49 2.0%
(01101 3 PPN 58 2.4%
Total. ... 2,439 100.0%

The following table sets forth the number of employees categorized by geographic location as

of the Latest Practicable Date.

Number of Percentage of
Geographic Location employees total
Inner Mongolia ....oooueiiniiiii e 2,341 96.0%
Other 10CatiONS ...oouiitiiiiii e 98 4.0%
Total... .o 2,439 100.0%

We provide management personnel and employees with on-the-job education, training and other
opportunities to improve their skills and knowledge. The compensation we offer to our employees
primarily includes base salary and bonuses. In general, we determine employee compensation based
on each employee’s performance, qualifications, position and seniority. We are subject to social
insurance contribution plans organized by PRC local governments. We have paid, on behalf of our
employees, monthly social insurance premiums covering pension insurance, medical insurance,
unemployment insurance and housing reserve fund in accordance with the relevant national and local

labor and social welfare laws and regulations.

We believe we have maintained good relationships with our employees. Our employees do not
negotiate their terms of employment through any labor union or by way of collective bargaining
agreements. We have not experienced significant labor disputes which have had or are likely to have

a material adverse effect on our business operations.
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ENVIRONMENTAL, HEALTH AND SAFETY MATTERS

We are subject to extensive PRC national and local environmental laws and regulations where we
operate concerning, among others, emissions to the air, discharges to land, surface water and
subsurface water, the generation, handling, storage, transportation, treatment and disposal of waste
and other materials, and the remediation of environmental pollution relating to our properties and
operations. Such environmental laws and regulations levy fees for the discharge of waste substances
above prescribed levels and impose fines for serious violations. Environmental protection authorities
may at their own discretion close or suspend the operation of any facility that fails to comply with
orders requiring it to cease or remedy operations causing environmental damage. See “Regulatory
Overview” for additional information.

Environmental Protection Facilities

Biowaste and wastewater are the primary wastes from our operations. Our associate, Shengmu
Forage, cleans and collects the biowaste from our organic dairy farms and stores it in its organic
fertilizer processing facilities adjacent to our dairy farms to allow the biowaste composting into
organic fertilizers. Shengmu Forage uses these fertilizers on its growing fields only. Such biowaste
processing facilities were sufficient to contain all the biowaste produced at our organic dairy farms
during the Track Record Period. In respect to our non-organic dairy farms, we supply biowaste
produced on these farms for free to our local feed suppliers that have the capabilities of collecting and
processing the biowaste into fertilizers, and charge a fee for our provision of collection and processing
services on the biowaste supplied to third-party feed suppliers without such capabilities.

We have installed various types of anti-pollution equipment in all our farms in operation to
reduce, treat, and where feasible, recycle the wastes generated in our manufacturing process. We have
also built appropriate facilities to filter and treat waste water and recycle it into our manufacturing
process, as well as treat liquid waste to reduce contaminant levels to below the applicable
environmental protection standard before emission. Our equipment and facilities for treatment of
biowaste and sewage primarily consist of solid-fluid separator, solid-fluid separation tank, biowaste
storage tank, sedimentation tank and oxidation pond. The biowaste generated by our dairy cows is
generally kept at the storage tanks located at each of our dairy farms, then sent to the solid-fluid
separation tank to be processed by the solid-fluid separator. After such processing, the solid biowaste
is collected by Shengmu Forage if generated from our organic dairy farms or primarily by local feed
suppliers if generated from our non-organic dairy farms. The fluid biowaste, together with our sewage,
is drained into sedimentation tank for purification treatment and further placed in the oxidation pond
for decomposition and fermentation.

Except as otherwise disclosed in this prospectus, according to written confirmations issued by
local environmental protection bureaus, the environmental protection measures adopted by our dairy
farms have complied with the relevant laws and regulations in all material aspects and there were no
circumstances that would lead to administrative penalties. In addition, ECOCERT S.A. and the
COFCC conducted on-site inspection on, among others, the environment within the close vicinity of
our certified organic dairy farms annually according to their respective organic certification standards
for the purpose of renewing the respective organic certificates. Neither ECOCERT S.A. nor the
COFCC was aware of any circumstances that constituted material non-compliance or breach of any
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relevant organic certification standards that could lead to revocation or suspension of any of our
organic certificates based on their respective annual inspections. We also obtained a certification from
Inner Mongolia Department of Agriculture (N5 B 6 1% 2 £ H8) on May 12, 2014, which confirmed
the legality of the organic certificates issued to us by the COFCC. According to this certification since
the establishment of the companies operating our dairy farms and up to the date of this certification,
there had been no penalty imposed on us due to non-compliance or breach of any relevant rules and
regulations applicable to such organic certificates, and there were no circumstances that could lead to
revocation of such organic certificates. As advised by our PRC legal advisers, Inner Mongolia

Department of Agriculture is a competent authority for the purpose of issuing such certification.

Our annual cost of compliance with environmental protection rules and regulations was
approximately RMB6.1 million, RMB6.5 million and RMB16.0 million for 2011, 2012 and 2013,
respectively. We expect our annual cost of compliance with environmental protection rules and
regulations for 2014 to be 30.0 million.

Health and Safety Law Compliance

We are also subject to the PRC laws and regulations regarding labor, safety and work-related
incidents. We provide our employees working on our dairy farms and in our processing facilities with
adequate safety equipment and precautionary measures. In addition, we provide safety-related
education to our employees to increase workplace safety awareness. During the Track Record Period
and up to the Latest Practicable Date, there had not been any material workplace injury or fatality on

our premises or our production facilities.

As advised by our PRC legal advisers, we have obtained all material environmental and work
safety permits necessary to conduct our business and are currently in compliance with applicable
environmental and work safety laws and regulations in all material respects except as disclosed in “—
Legal Proceedings and Compliance” below. During the Track Record Period, no administrative
sanctions or penalties that had a material and adverse effect on our financial condition or business
operations had been imposed upon us for the violation of environmental protection or safety laws or

regulations.
RISK MANAGEMENT

We are exposed to various risks during our operation. For more details, see “Risk Factors.” We
have implemented various policies and procedures to ensure effective risk management at each aspect
of our operations, including the production and sales of products, administration of daily operations,
financial reporting and recording, fund management, compliance with applicable laws and regulations
on environmental protection, production safety and product safety. Our Board oversees and manages
the overall risks associated with our operations. We have established an audit committee to review and
supervise the financial reporting process and internal control system of our Group. Please refer to
“Directors and Senior Management — Board Committees — Audit Committee” for the qualifications
and experience of these committee members as well as a detailed description of the responsibility of
our audit committee.
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We have prepared written terms of reference in compliance with Rule 3.21 of the Listing Rules
and the Corporate Governance Code and Corporate Governance Report as set out in Appendix 14 to
the Listing Rules.

LEGAL PROCEEDINGS AND COMPLIANCE

We are subject to legal proceedings, investigations and claims incidental to the conduct of our
business from time to time. Except as otherwise disclosed in this prospectus, as of the Latest
Practicable Date, we were not involved in any material litigation or arbitration proceedings pending
or, to our knowledge, threatened against us or any of our Directors that could have a material adverse

effect on our business, financial condition or results of operations.
Non-compliance Incidents

We are subject to a number of regulatory requirements and guidelines issued by the regulatory
authorities in the PRC. We have, from time to time, been involved in regulatory non-compliance
incidents. We set out below the details of our non-compliance incidents relating to Bayannur Farm No.

6 and the primary rectification measures we adopted in response to these incidents.

° Non-compliance. Shengmu Farming had failed to complete the following procedures before
commencing operations on Bayannur Farm No.6 with a site area of 380,000 square meters,
namely, (i) the facility agricultural use land approval procedures (#¥Jfi /2 F Hh 4% F4),
and (ii) the environmental completion approval procedures (JRPRE TEgULTF-4). These
incidents of non-compliance were primarily due to employee oversight and our lack of
communication with local regulatory authorities with respect to the regulatory requirements
for setting up a dairy farm.

° Potential legal consequences. We may be ordered to (i) restore the conditions of the land
if our operations do not conform to the regulatory requirements on facility agricultural use
land and/or (ii) cease operations and complete the environmental impact assessment
procedures within a time limit or pay a fine of up to RMB100,000 for failure to rectify such
non-compliance within such time limit. As our Directors believe that the risk of
administrative penalties would be immaterial, we did not make any provision for potential

economic losses as a result of these incidents of non-compliance.

° Latest status and rectification measures. To the best of our knowledge, the local
government may approve the establishment of a chemical plant close to Bayannur Farm No.
6, which could negatively affect its suitability for organic dairy farming. We are currently
applying for the permits and certificates for the construction of a new farm at another
location in the Ulan Buh desert and plan to relocate the dairy cows and other properties on
Bayannur Farm No.6 to this new location in November 2014. We expect to expend

approximately RMB36 million and RMB1 million on the construction of and relocation to
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the new farm, respectively. If we are required to suspend our operations at Bayannur Farm
No. 6 before the construction of the new farm is completed, we intend to relocate the cows
on this farm to our other organic dairy farms. We estimate the costs required for the
relocation could be immaterial and such relocation would not result in any material
disruption in our operations as our other organic dairy farms have sufficient excess
capacity. In 2011, 2012 and 2013, the revenue generated from Bayannur Farm No.6
amounted to RMB24.1 million, RMB74.9 million and RMB97.0 million, respectively,
representing 6.2%, 10.7% and 8.5% of the total revenue, respectively. As of December 31,
2013, there were approximately 3,400 dairy cows on this farm with a maximum capacity to
house 3,500 dairy cows. As of December 31, 2013, this farm had a carrying amount of
RMB35.0 million in terms of facilities and equipment. We obtained a no-action
confirmation from the county government on March 18, 2014, which stated that the type,
scope and scale of our use of this farm is in full compliance with the relevant land
administrative rules and therefore we were not subject to any administrative penalties for
non-compliance. As advised by our PRC legal advisers, the county government is a
competent government authority for purpose of issuing such confirmation. We had not been
subject to any material administrative penalties due to the non-compliance during the Track
Record Period and up to the Latest Practicable Date. Since the respective dates of the
issuance of the organic certificates of our dairy farms up to and including the Latest
Practicable Date, there had been no chemical plants, industrial plants or any other potential
sources of pollutants within the close vicinity of the Group’s organic dairy farms that would
lead to the revocation or suspension of any of our organic certificates. ECOCERT S.A. and
the COFCC conducted on-site inspection on, among others, the environment within the
close vicinity of our certified organic dairy farms annually according to their respective
organic certification standards for the purpose of renewing the respective organic
certificates. Neither ECOCERT S.A. nor the COFCC was aware of any circumstances that
constituted material non-compliance or breach of any relevant organic certification
standards that would lead to revocation or suspension of any of our organic certificates
based on their respective annual inspections. The planned relocation of the dairy cows in
Bayannur Farm No.6 was our proactive measure in anticipation for the possible approval
of establishment for a chemical plant near that farm.

Inspection report. At our request, the Inner Mongolia Green Food Development Center
(NS BRI A O 3B H.0) conducted on-site inspections of certain of our organic
dairy farms, including Bayannur Farm No.6, and concluded its findings in an inspection
report dated October 15, 2013. According to this inspection report, (i) to the knowledge of
the Inner Mongolia Green Food Development Center, we had not used any chemical
fertilizer; (ii) we had developed and maintained a comprehensive quality management
system and had been managing our organic dairy farms in accordance with the relevant
standards applicable to organic dairy farming; and (iii) the relevant organic dairy farms met
all the bio-safety disposal requirements and pollutant discharge standards for large-scale
dairy farming set by the relevant environmental protection authorities. As advised by our
PRC legal advisers, the Inner Mongolia Green Food Development Center is a provincial
arm of the China Green Food Development Center ([ %k {0 & f % 2 #.0>), the latter of
which is a specialized agency designated by PRC Ministry of Agriculture (J22£#B) to
develop and manage green food in China.
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Internal Controls

Our Directors are responsible for monitoring our internal control system and for reviewing its
effectiveness. In accordance with the applicable PRC and Hong Kong laws and regulations, we have
implemented internal procedures. Particularly, in view of the above issues in respect of the licenses
and filings of our dairy farms and production sites, we will implement the following internal control
procedures to reduce our exposure to risk of penalties from the PRC regulatory authorities in respect

of dairy farms and production plants that we operate in the future:

° We have maintained a list of licenses and filings that are required in order for us to
commence operation of a dairy farm and production plant and will update this list from time
to time based on our experience with local authorities and advice from our external

advisers.

° In determining the development plan and timetable for the development of a new dairy farm
and production plant, we will prescribe specific timelines within which the various licenses
and filings should be applied for and should be obtained so that our operation team will
follow such timelines to make the necessary applications. A management personnel will be

designated to review and monitor the progress of the license and permit applications.

° As an internal control measure, we will monitor the attainment of licenses and filings
against the list referred to above and ensure that all relevant licenses and filings are
obtained prior to the formal operation of any dairy farm or production plant.

° Before the commencement of formal operation of any dairy farm and production plant, a
designated management personnel will perform an examination on the licenses and filings
and ensure that all of the relevant licenses and filings are obtained and report the status to
the farm manager or plant manager, as the case may be. The farm manager or plant manager,
as the case may be, cannot approve the commencement of formal operation until all of the
relevant licenses and filings have been obtained.

We have appointed an internal compliance officer, Mr. LI Tiejun (Z# ), a certified public
accountant in China with eight-year relevant experience with Mengniu Group in respect of financial
system monitoring, management and evaluation. Mr. LI Tiejun directly reports to our chief executive
officer, Mr. YAO Tongshan, and oversees the application and maintenance of required registrations,
licenses, permits, filings and approvals for our operations.

In addition, we will continue to engage external professional advisers as necessary and work with
our internal audit and legal teams to conduct regular review to ensure that all registrations, licenses,
permits, filings and approvals are valid and that the renewals of such documents are made in a timely
manner. We have also appointed TC Capital Asia Limited as our external compliance adviser with
effect from the date of the Listing to advise on on-going compliance with the Listing Rules and other
applicable securities laws and regulations in Hong Kong. During the Track Record Period, our
Directors did not identify any material internal control weaknesses or failures.
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In light of the nature of, and reasons for, the incidents of non-compliance, and on the basis of
the rectification measures taken, our Directors believe, and the Joint Sponsors have no reason to
doubt, that the enhanced internal control measures are adequate an