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To become a leading infant
formula supplier in the world as well as
the most trustworthy nutrition product

supplier and nutritional and

health adviser in the PRC
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(RMB'M) 2012 2013 2014 2015 2016
Revenue 1,351.0 1,687.8 1,966.0 2,103.5 2,740.3
Gross profit 326.2 471.8 567.2 590.0 1,124.9
Gross profit (in %) 241 28.0 28.9 28.0 411
EBITDA 106.9 178.3 168.3 334 333.3
Profit before tax 85.4 157.8 137.3 3.8 297.8
Profit attributable to Shareholders 66.5 120.7 90.2 50.6 212.7
EPS (in RMB cent) 6.7 12.2 9.1 49 17.0
Cash inflows/(outflow) from
operating activities 168.1 82.6 85.9 (45.4) 294.4
Net assets 1,063.8 1,194.5 1,214.9 1,327.5 1,589.7
Total assets 1,588.4 2,002.7 2,433.3 3,030.5 3,923.6
Net cash 568.2 573.6 391.2 3171 112.3
Revenue by Segment
Others Own-branded cow Others f Own-branded cow
29.6%1 31.6% 16.5%1 37.2%
Year \ 7 Year
1 2015 & ? | 2016
-\ > ' \
Private IaluelsJ 1 Own-branded goat L Private labels l Own-branded goat
13.1% 25.7% 17.2% 29.1%

Own-branded Cow Infant Formula
Own-branded Goat Infant Formula

Private Labels
Others

‘ i Total

Key own-branded products increased from 57.3% to 66.3% of total revenue

2016 Changes
RMB'M RMB'M RMB'M
1,018.9 353.0
798.9 259.0
1,205.8 1,817.8 612.0
4721 197.5
450.4 (172.7)
2,103.5 2,740.3 636.8

%

53.0% e
48.0% I
50.8%

71.9% o
27.7%)

30.3% L7
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Qur Establishment and
Sales Network
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Our Future

(m] Australia: The Nutrition Business

e acquired during the Year 2016
e TGA certified, well established factory

(A] The Netherlands: The Green Factory

® to be completed in the 2" half of 2017
e budget investment over EUR100.0 million

* highest quality standard, state of the art

(] New Zealand: The NZ Joint Venture

e establishment of a new plant to be completed in the
2" half of 2017

e flagship in The Association of Southeast Asian Nations

e strategic alliance with Westland, second largest dairy
co-operative in New Zealand

(@) The PRC: The Mornring Project

* in the process of finalising the detail business plan

e land with an area of 1,500 square meters which is
adjacent to the Group's existing factory in Changsha,
the PRC

—_
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Chairman’s

Statement

DEAR SHAREHOLDERS,

ANNUAL REPORT 2016

On behalf of Ausnutria Dairy Corporation Ltd (the “Company”) and its subsidiaries (collectively, the “Group”),
| am pleased to present the annual report of the Company for the year ended 31 December 2016 (the “Year
2016").

AUSNUTRIA DAIRY CORPORATION LTD

For the Year 2016, the Group recorded a revenue of RMB2,740.3 million, representing an increase of RMB636.8
million, or 30.3%, when compared with the year ended 31 December 2015 (the “Year 2015"). In particular, the
revenue of the Group's key products, own-branded goat milk-based and cow milk-based infant formula, in the
People’s Republic of China (the “PRC") increased by 49.3% to RMB1,682.4 million and accounted for 61.4% of
the total revenue of the Group. The Group's profit attributable to ordinary equity holders of the parent increased
by 320.4% to RMB212.7 million for the Year 2016.

Year 2016 is the first year of the “Golden Decade” strategic plan which was announced by the Company at
the end of 2015. During the Year 2016, the Company continued to adjust its business structure and strategies,
increase its effort on the building of the global supply chain on infant formula and establish the overseas
nutritional business to cater for the industry change and accommodate the long-term vision of the Group. The
above steps have contributed promising results in terms of operation performance, product diversification as
well as strengthened the business chain of the Group. In addition, the Group has achieved satisfactory results in
developing its market network and enhancing consumer services during the year.

Sustainable Growth in Multiple Brands

In the Year 2016, Kabrita and Hyproca 1897 were listed among the top 10 most influential brands for infant
formula in the PRC at the CBME AWARDS, which is considered as the Oscars in the children, baby and maternity
industry in the PRC. Allnutria, with a strong presence in the 27-, 3<- and 4t-tier markets in the PRC, was awarded
as the “Consumers’ Most Favoured Brand” presented by mama.cn, the leading web portal for baby and
maternity information in the PRC. Puredo and Mygood, which focus in the 3% to 4"- and 4- to 5"-tier markets
respectively in the PRC, also showed a remarkable growth. Apart from the business of infant formula, the Group
also launched a functional liquid milk under a new brand Globl/ait in December 2016 which targets the children’s
market in the PRC.

The Group's own-brand Kabrita maintains its leading position in the imported goat milk-based infant formula
sector in the PRC and accounted for approximately 53.5% of the market share of the total imported goat milk-
based infant formula in the PRC in the Year 2016. Sales of Kabrita overseas has also increased by over 70% as
compared with the Year 2015 with sales network extended to cover more of the major foreign countries and
regions in the world.
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Chairman’s Statement

In addition to the development of own brands, the Group's operation in the Netherlands (the “Ausnutria
Hyproca Group”) also produces infant formula for other worldwide customers on an OEM basis (the "Private
Label”) so as to fully utilise its production capacity and enhance its overall efficiency. As the plant in the
Netherlands completed its technical and facility upgrade in 2015, the production capacity of the Ausnutria
Hyproca Group resumed to normal, while the sales, operation and financial performances were picking up in the
Year 2016 accordingly. Additional production capacity has been allocated to the Private Label customers in the
Year 2016. Sales of the Private Label business had surged by over 70% in the Year 2016 as compared with the
Year 2015.

Well-Established International Presence
The Company set its corporate vision as “To become a leading infant formula supplier in the world as well as
the most trustworthy nutrition product supplier and nutritional and health adviser in the PRC” in 2015. This was
for the first time the Group includes nutrition product business to be one of its strategic business development
arms. To achieve this vision, in August 2016, the Group entered into business and land sale agreements with
the owner of Nutrition Care (a professional high-end nutritional product brand with production facilities based
in Australia) to acquire the 75% effective interest in the business and assets as well as its properties at a total
consideration of AUD31.6 million (equivalent to approximately RMB161.2 million). This acquisition kicked off
the co-operation between the Company ~—

and Nutrition Care to expand in the rapidly
growing international nutritional product
market. This acquisition is part of the
Company’s plan to enlarge its product
lines and expand its global presence and
an important milestone for the Company SR
to achieve its medium- to long-term vision
to become a comprehensive high-value

nutrition product enterprise.

Moreover, in September 2016, the Group co-invested, by way of capital and shareholders’ loan, with the second
largest dairy co-operative in New Zealand (“Westland”) to form a joint venture for the establishment of a new
plant in Rolleston, New Zealand for a total investment cost up to NZD36.5 million (equivalent to approximately
RMB177.0 million). The principal activities of the new joint venture are the production and sale of infant formula
and other dairy based powder products, thus enlarging the Group's strategic presence in the top-notch milk
sources around the globe. The formation of the new joint venture will enhance the Company's infant formula
and adult nutrition product production capacities, and allow the Company to further expand in the PRC and
international markets by capitalising on the milk source in New Zealand and the technical edge of Westland,
while laying the foundation for its future strategic development in the Southeast Asian markets.



Chairman’s Statement

Furthermore, the Group approved and commenced the construction of a new factory in Heerenveen, the
Netherlands (the “"Green Factory”) in 2014 to improve the blending and packaging capacity as well as the
quality standards of the Group. Following completion of the Green Factory, the blending and packaging
capacity of the Group in the Netherlands will gradually increase from approximately 30,000 tons to 90,000
tons by 2019. The Green Factory is now in the final stage of installing the product lines and equipment and
is expected to commence operation in 2017. Furthermore, the Group has also invested in upstream organic
related resources in order to secure a reliable and stable supply of organic infant formula required ingredients to
support the development of the Group's two organic brands (Organic Allnutria and Organic Neolac) and achieve
brand differentiation.

Improved Quality System, Upheld Product Quality and Carried on Technological
Innovation

In 2014, all of the Group's factories in the PRC and overseas were among those first batch of factories that had
been granted with the National Infant Formula Enterprise Production Permit and Overseas Accreditations ( 24}
TR M EEETT A E KB INEMERE) of the PRC. During the Year 2016, in addition to the research and
development projects carried out by the Group both in the PRC and the Netherlands, the Group in collaboration
with the Peking University, the PRC, continues to carry out intensive research work in the Maternal and Child
Nutrition Research Centre (£} 22 £ & 8T /1)) that was set up in 2012 together with the set up of the breast
milk bank to support future continuous scientific research and studies. Although regulations in the PRC are now
more stringent than ever, the Group successfully achieved a 100% passing rate in the monthly random inspection
conducted by the China Food and Drug Administration (R Em#EmESEEEMESE), thereby reaffirming
the quality of the Group's products that are sold in the PRC. Since 2014 and after the Group's research center
in the PRC being accredited as a "“Provincial Grade Enterprise Technology Centre” by the Hunan Economic
and Information Technology Commission (J#F & & EFM{EE/LZE®), in November 2016, the Company
succeeded in applying as an entrepreneurial technology centre (& B FFfiTH L3 ) from the Development and
Reform Commission of Human Province (& R MM EZEE ), and a post-doctoral research workshop
(L& TYERENLL) was approved to be set up, thus allowing the Company to attract a group of national
experts to join the Company as research, development and technological consultants. Besides, the Company
was also among one of the first batch of enterprises to be reaffirmed as “Hi-tech Enterprises (= #THfi7{&
%) ", and one of the research and development results was awarded the Second-Class Hunan Patent Award
(HFEEEF ZF4) by Hunan Province, the PRC. Furthermore, the Group also rigorously fostered the reform
and upgrade of the infant formula industry by organizing the Fourth-Generation Infant Formula Technology
and Development Summit (£ R B2 ZIHH R ER S ERIE) and the 2016 International Goat Milk
Development Summit (ZZ—REIERFIERSERE) .

As part of the long-term strategy of Kabrita, being the Group's key international brand, the Group approved
clinical trials in 2014 to apply for the approval by the US Food and Drug Administration (the "FDA") to sell
Kabrita in the United States. Both the clinical trials and the application for the sale of Kabrita in the United States
are proceeding as scheduled, and the FDA approval is expected to be granted in 2018.

-
(6]
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Chairman’s Statement

Committed to Social Responsibilities

In 2016, the Group offered over 2,600 job opportunities across the world, formed partnerships with Changsha
Social Welfare Institute (& M4 & & FIPT ) and other organisations and actively participated in charity affairs.
In 2013, under the setup of a charity project named "Kabrita U Love Plan (f2E178)) " with the join hands of
employees, consumers, distributors and industry practitioners across the nation, the Group delivered free infant
and child supplies such as Kabrita to the underprivileged communities. In January 2017, in the " China Charity
Festival (R B2 %0 ) held in Beijing, Kabrita was awarded the “Charity Practice Award 2016 ( ZZF —/<XFE
N EEITHE) " for its excellent reputation and commitment to social responsibilities, while the “Kabrita U Love
Plan” was awarded the “Charity Project Award 2016 (ZZ—XFE R @B H ) ". Since the establishment
of the "Kabrita U Love Plan” three years ago, the plan has donated supplies amounting to approximately
RMB20.0 million to underprivileged families, social welfare institutes, orphanages and rehabilitation hospitals in
27 provinces and municipalities including Inner Mongolia, Xinjiang, Shandong, Shanxi, Hebei, Sichuan, Guizhou,
Yunnan, Hunan, Hubei, Guangxi, Guangdong and Fujian.

The “Mother Love 800g (£} E800g) ” of Allnutria, which was a caring children in poverty program launched
since 2015, was accredited as the outstanding unit ({BEF5I2 E &) by Hunan Charity Federation (il & &=
#2& ) in 2016. There has been more than 100 events organized or participated since the launch of the “Mother
Love 800g”, with donation of material supplies like milk powder which worth over RMB10.0 million.

The Group is optimistic that the Green Factory will be fully completed and commence its production
in 2017 and position the plant in New Zealand as the flagship for the production in Australia and New
Zealand. The Company will continue to improve its product quality by further enhancing its research
and development capabilities, production and testing capacities, and to have its brands timely
registered under the Administrative Measures for the Registration of Formulas for Infant formula Powder
( (BRI FIMERR S FMEERIE) ) promulgated by the China Food and Drug Administration in 2016.

APPRECIATION

I would like to take this opportunity to thank the Group's customers, suppliers, distributors, business associates
and shareholders of the Company for their continuous support and trust. In addition, my heartfelt appreciation
goes to the board of directors, senior management and all the staff of the Company for their contributions and
hard work throughout the year.

Yan Weibin
Chairman

Changsha City, the PRC
14 March 2017



OVERVIEW OF 2016

Business overview

Business Review

and Outlook

During the Year 2016, the dairy industry, in particular, in the PRC which is the Group's principal market, continued

to be challenging. While it is anticipated that the PRC market will continue to grow steadily due to the relaxation

of the one-child policy and the rising living standards in the PRC, the continuous launch of new policies by the

PRC government is bringing uncertainties to the development of the dairy industry.

However, given the infrastructure which the Company has established in the past, including i) the solid wholly-

owned production base in the Netherlands; ii) the anticipated completion of the construction of the Green

Factory and the new plant in New Zealand in 2017; and iii) the extensive distribution network in the PRC and

overseas, the Group will benefit from the industry reforms in the medium- to long-run.

Infant Formula Business

(A)  Own-branded “Cow milk-based”

The Group commenced its business of the
marketing and distribution of cow milk-based infant
formula in the PRC with its milk source principally
based in Australia and under the brand names
of Allnutria, A-Choice and Best-Choice in 2003.
In order to secure the long-term growth of the
Group, the Group acquired 51% and 49% equity
interests in Ausnutria Hyproca B.V. (“Ausnutria
Hyproca”), which together with its subsidiaries,
owned the dairy-related production facilities in the
Netherlands, in 2011 and 2015, respectively. In 2013
and 2014, in order to further integrate the business
of the Ausnutria Hyproca Group and support the
future own-branded infant formula development
of the Group, the Group made significant capital
investment aiming to increase and improve the
productivity and the quality standards of the
Ausnutria Hyproca Group. The production facilities
upgrading plan of the Ausnutria Hyproca Group was
completed at the end of 2015. The supply of own-

L Private labels
17.2%

Own-
branded
cow

Year

2016 KYMVAS

T—Own-branded goat
29.1%

Sales increased by 53.0%
to RMB1,018.9M

branded cow milk-based infant formula from the Ausnutria Hyproca Group to the PRC increased by 142.9%
from RMB97.5 million for the Year 2015 to RMB236.8 million for the Year 2016.
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Business Review and Outlook

(B)

Besides, in order to meet the continuous growth in demand for infant formula in the PRC and cater for the
different needs of the wide range of consumers in the PRC, apart from the continuous development of
the Company'’s original brand Allnutria, the Group has also launched a number of other brands, including
Puredo, Hyproca 1897, Neolac, Mygood and Eurlate in recent years. For marketing and strategic reasons,
these brands are managed and operated by different business units of the Group. Further, in order to
ensure stable and sufficient infant formula supply and mitigate the concentration risk of milk source, the
Group diversified its infant formula supply to a number of countries in recent years. For the Year 2016, the
infant formula sold by the Group in the PRC are supplied by different manufacturers which are located in
New Zealand, Australia, France as well as the Group'’s own factories in the Netherlands. The board (the
"Board") of directors (the “Directors”) of the Company believes that the above strategies will facilitate the
long-term continuous growth of the Group.

For the Year 2016, sales of own-branded cow milk-based infant formula increased by 53.0% to RMB1,018.9
million. The continuous growth was mainly driven by (i) the continuous increase in demand for infant
formula in the PRC; (i) the increasing recognition of the high quality standards of infant formula
manufactured by the Group; (iii) the clear brand positioning and the adjusted business strategies
implemented by the Group; and (iv) the high industry entry barrier as a result of the raising industry
regulatory standards implemented by the PRC government.

Own-branded “Goat milk-based”

The Group introduced Kabrita in the PRC in 2011
and thereafter in Russia and the Commonwealth of
Independent States (the "CIS”), Europe, the Middle
East, the United States, Canada, Brazil and South
Africa.

Others Own-branded cow
16.5%—1 37.2%

During the Year 2016, sales of Kabrita continued to
be promising and has become one of the Group's
key profit contributors. For the Year 2016, sales of
Kabrita in the PRC amounted to RMB663.5 million,
representing an increase of RMB202.5 million, or n-branded goa
43.9%, when compared with the Year 2015. According
to the data obtained from the PRC customs, the
market share of Kabrita has been ranked as the

— Private labels

number one imported goat milk-based infant formula 17.2%

in the PRC for three consecutive years since 2014. The

development and performance on the sale of Kabrita Sales increased by 48.0%
overseas also improved significantly for the Year 2016 to RMB798.9M

and amounted to RMB135.4 million, representing an
increase of RMB56.5 million, or 71.6%, when compared with the Year 2015.



Business Review and Outlook

All Kabrita products are manufactured by the Ausnutria Hyproca Group in the Netherlands since their
launch in 2011. The continuous success in Kabrita is mainly attributable to () the effective marketing
strategy launched by the Group; (i) the unique formula; and (i) the unique position and business model of
the Ausnutria Hyproca Group (the upstream) which facilitates the development and manufacture of Kabrita.

As part of the long-term strategy of the Group to launch Kabrita worldwide, in 2014, the Group approved
clinical trials to apply for approval by the FDA for the sale of Stage 1 Kabrita in the United States. The
clinical trials and the application of the import approval to the United States of Stage 1 Kabrita has been
carried out as scheduled. In particular, the Group received the Generally Recognised as Safe "GRAS”
status (GRN No. 644) for the non-fat dry goat milk and goat whey protein concentrate for use in the goat
milk-based infant formula, i.e. confirming that these ingredients are recognised as safe and permitted to be
used as the source of protein in infant formula in the United States, during the Year 2016.

The Group will continue to launch Kabrita in other major countries and aim to become a global market
leader in goat milk-based infant nutrition products. This ambition will be leveraged by the studies and
clinical trials conducted by (i) the medical school of Peking University; (i) the clinical studies in Europe; and
(ili) the in-house research and development team in the Netherlands and North America during the course
of applying for FDA approval.

=y
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Business Review and Outlook

(C) Private Label business

Other than the development of its own-branded
business, the Ausnutria Hyrpoca Group also
produces infant formula for the Private Label.
In view that the facilities upgrading plans were
completed in 2015, the Ausnutria Hyproca Group
has allocated more of its production capacity in
the Year 2016 to serve the Private Label customers.
For the Year 2016, sales of the Private Label
business increased by 71.9% to RMB472.1 million,
and represented 17.2% of the total revenue of the
Group.

Own-branded cow

Others
16.5%1 37.2%

Private l

labels Year

17.2% N

o’

T—Own-branded goat
29.1%

Sales increased by 71.9%
to RMB472.1M

An analysis of the Private Label business by geographical region is as follow:

Europe

Africa
[55
12.5%

Middle East
17.0%1

i

(other than the PRC)

14.7%

The PRC
27.9%

America

18.6%

Total RMB274.6M

Africa
{ 5.3%

Middle East
13.2%1

Europe
[ 27.5%

= Asia
(other than the PRC)

13.9%

[ America

15.4%

The PRC
24.7%

Total RMB472.1M



Business Review and Outlook

Nutrition Business

The Group commenced the business in the manufacture and distribution of nutrition products through the
acquisition of the nutrition business, namely the development, manufacturing, packaging and distribution of
complementary medicine, nutritional and health care products (the “Nutrition Business”), and the marketing
and distribution of import functional milk under the Group’s own brand name “Glob/ait” in the PRC since the
fourth quarter of the Year 2016. As these new businesses commenced in the fourth quarter of the Year 2016 and
there were certain one-off expenses incurred, including but not limited to, the legal and professional fees and
stamp duty paid, in relation to the acquisition of the Nutrition Business and marketing related costs, including
but not limited to, market researches and brand positioning related costs incurred during the start-up stage, sale
and operating performance derived from this sector amounted to RMB12.3 million and loss of RMB35.6 million,
respectively, for the Year 2016.

The Group has already commenced the launch of its nutrition products under the brand name “Nutrition Care"
(which was principally sold in Australia and New Zealand prior to the acquisition of the Nutrition Business) in the
PRC, where it is considered to be the future principal market of these products, since the end of 2016.

In anticipation of the continuous increase in the demand for the products produced by the Group, in particular,
the infant formula, and to meet the long-term strategies of the Group to become a nutrition service provider, the
Group has undertaken the following steps during the Year 2016.

Acquisition of the entire equity interests in Hunan Mornring Foodstuff Co., Ltd.

On 11 July 2016, Ausnutria Dairy (China) Co., Ltd. (“Ausnutria China”), a wholly-owned subsidiary of the
Company, entered into a share transfer agreement with Hunan XinDaXin Company Limited # 5 ¥ AFT AR DB
% 72 7] (“Hunan XinDaXin"), a connected person as defined under the Rules Governing the Listing of Securities
(the “Listing Rules”) of The Stock Exchange of Hong Kong Limited (the “Stock Exchange”). Pursuant to the
agreement, Ausnutria China agreed to acquire and Hunan XinDaXin agreed to sell the entire equity interests
in Hunan Mornring Foodstuff Co., Ltd. #EAMIRAK R MAR A A (the "Mornring Acquisition”), the principal
activity of which is the holding of a plot of land and building (the “Changsha Properties”) that is adjacent to the
Group's existing production facility in Changsha city, the PRC, at a consideration of RMB28.5 million.

The purpose of the Mornring Acquisition is to facilitate the future expansion of the Group's production and
storage facilities in Changsha city, the PRC. The consideration was determined after arm’s length negotiation
between Ausnutria China and Hunan XinDaXin based on the appraised value of the Changsha Properties
reported under a valuation report produced by an independent qualified appraisal company in Hong Kong.

The Group is finalising a detail business plan for the future development of the Changsha Properties. Further
details regarding the Mornring Acquisition are set out in the announcement of the Company dated 11 July 2016.
The Mornring Acquisition was completed on 11 July 2016.
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Acquisition in the Nutrition Business and the NCP Properties in Australia

On 24 August 2016, the Group, through Nutrition Care Pharmaceuticals Pty Ltd (formerly known as Nutrition
Care Holding Pty Ltd) ("NCP"), entered into agreements with two independent parties (the “NCP Vendors”)
for the purchase of the Nutrition Business together with the land and buildings (the “NCP Properties”) that was
used in conducting the Nutrition Business in Australia. Pursuant to the respective agreements (the “Nutrition
Business Agreements”), the consideration for the purchase of the Nutrition Business and the NCP Properties
amounted to AUD26.4 million (equivalent to approximately RMB134.7 million) and AUD5.2 million (equivalent to
approximately RMB26.5 million), respectively. Upon completion of the Nutrition Business Agreements, the Group
will own the Nutrition Business (which are manufactured under the Therapeutic Goods Administration (the
“TGA") licensed and meet the Goods Manufacturing Practice requirements), the assets purchased thereunder
and the NCP Properties would immediately be able to continue and develop the Nutrition Business that was
previously carried out by the NCP Vendors.

The Group has been principally engaged in the dairy business where it has established a strong foundation
over the years. In view of the increasing health awareness of the general public, particularly in the PRC, on the
one hand, the Group will continue to expand its production capability and distribution network in the dairy
industry sector, on the other hand, the Company has been actively seeking investment opportunities to extend
its existing product range and to utilise its strong distribution and customer network and innovative marketing
models to meet the demand of the customers in related segment.

The Group considers that, given the increasing health awareness globally and particularly in the PRC where the
living standards has been improving, the nutrition business segment has a potential of high future growth. The
Group believes that the acquisition of the Nutrition Business, which includes a factory that is TGA licensed, is
highly complementary to its existing product portfolio and can create synergies with the existing businesses of
the Group and is in line with the long-term strategy of the Group.

After the Nutrition Business Agreements completed on 5 October 2016, the Group indirectly owns 75% of the
equity interests in NCP while the NCP Vendors are beneficially interested in 25.0% of the Nutrition Business
and has through a consultant company been acting as the consultant for the Nutrition Business. Besides, most
of the employees that were previously involved in the Nutrition Business have already transferred to the Group
upon completion of the Nutrition Business Agreements. The Company believes such arrangement will facilitate
a smooth transition as well as to expedite the development of the Group into the Nutrition Business sector
by leveraging on the expertise of the consultant and the management team and the strong distribution and
customer network of the Group.

Further details regarding the acquisition of the Nutrition Business are set out in the announcement of the
Company dated 24 August 2016.
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Formation of a joint venture with Westland Co-operative Dairy Company Limited in New
Zealand

On 29 September 2016, the Group and Westland entered into an agreement (the “NZ Agreement”) for the
purpose of establishing a manufacturing plant in New Zealand for the production and sale of dairy based
powder products, including infant formula milk powder, follow-up formulation and other nutrition products
for kids and adults. According to the NZ Agreement, the Group injected NZD4.5 million (equivalent to
approximately RMB21.8 million) in cash and Westland transferred the ownership of the a plot of land (the “NZ
Land”) with an appraised value of NZD3.0 million (equivalent to approximately RMB14.6 million) reported
under a valuation report as produced by an independent qualified appraisal company to the newly formed
joint venture company established in New Zealand (the "NZ Joint Venture”). The NZ Land, which is adjacent
to an existing manufacturing plant of Westland and located at Rolleston in New Zealand has a site area of
approximately 2.5 hectares. The NZ Joint Venture is owned as to 60% and 40% by the Group and Westland,
respectively, and accordingly is accounted for as a subsidiary of the Group.

Westland, a co-operative dairy company established in New Zealand, is the second largest dairy co-operative
in New Zealand and has become one of the major suppliers of the Group since 2013. The principal business
activities of Westland include the manufacture and sale of dairy products (including yoghurt) derived from milk
sourced from the co-operative, who are also the shareholders of Westland from its production facilities in New
Zealand.

Further, to support the operation of the NZ Joint Venture in the start-up stage, the NZ Joint Venture also entered
into a shareholder loan agreement, pursuant to which the Group, as the lender, granted a facility of NZD32.0
million (equivalent to approximately RMB155.2 million) to the NZ Joint Venture, as the borrower, for the start-up
of the business in New Zealand, including among other things, the construction of a manufacturing plant and the
purchase of machinery and equipment.

The purpose for the investment in the NZ Joint Venture is to further develop and diversify the milk source and to
enhance the production capabilities of infant formula of the Group so as to cater for the anticipated continuous
growth in sale of infant formula of the Group in the PRC as well as overseas countries. In addition, the Group
can also leverage on Westland's expertise and resources through the establishment of the NZ Joint Venture.
Pursuant to the agreements respectively entered into with the NZ Joint Venture by Westland and Ausnutria
China, Westland shall supply its dairy based nutritional powder products with milk source in New Zealand as the
base for the NZ Joint Venture to produce the infant formula and adult nutritional products. The products will
then be sold to the Group under the Group's own brand name for sale to customers in the PRC as well as to the
Private Label customers.

The total investment costs in the NZ Joint Venture by the Group amounted up to a total of NZD36.5 million
(equivalent to approximately RMB177.0 million). Further details regarding the investment in New Zealand are set
out in the announcement of the Company dated 29 September 2016.
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Industry overview

Currently, there are over 2,500 brands of infant formula in the PRC manufactured by about 108 and 77 factories
in the PRC and overseas, respectively, which are registered with Certification and Accreditation Administration of
the PRC. As a result of the increasing public health awareness and the demand for higher food quality and safety
standards worldwide, in particular for infant nutrition products, new regulations and policies have been proposed
from time to time in order to maintain the related industry’s healthy growth and improve the quality and safety
standards.

Following the implementation of a number of new policies in the PRC in recent years which impose stringent
quality controls of infant formula in the PRC, on é June 2016, the China Food and Drug Administration further
promulgated the Administrative Measures for the Registration of Formulas for Infant Formula Powder ( (824%)
FET I E MBS AMEEPIE) ) (the "Measures”). The purposes of implementing the Measures are to
strengthen the supervision over the research and development and the formulation of the infant milk powder by
enterprises and improve their research and development, production and inspection capabilities with an aim to
further enhance the quality and safety standards of infant formula in the PRC. The Measures are considered to be
one of the most stringent regulations on infant milk powder in the world and will come into effect on 1 January
2018.

Firstly, the Measures specify that domestic and imported infant formula sold in the PRC will be subject to
the registration system which is designed with reference to the more stringent quality control system in the
pharmaceutical sector in the PRC. Registration for infant formula shall be approved only if the manufacturer
possesses the required research and development, production and inspection capabilities, and can meet the
relevant regulatory requirements for the production of infant food formula according to the relevant laws and
regulations and the national food safety requirements in the PRC.

Secondly, the number of formula to be manufactured by each enterprise is limited in order to facilitate
consumers’ evaluation of different formulae in the market. The Measures stipulate that each enterprise shall, in
principle, own not more than three brands.

Thirdly, labeling and advertising of infant formula will be regulated to avoid delivering misleading information to
the consumers. The Measures require industry participants to submit supporting materials for the functions set
forth in the labels of their products during their registration process.

Fourthly, the regulatory requirements and the legal liability of market participants will be clearly stated under the
Measures.

With the implementation of the Measures, it is believed that the infant formula market in the PRC will grow in a
more healthy and positive direction in the long run. Given the solid foundation that the Group has established
over the years, the stringent and high quality controls and research and development capabilities of the Group,
the Board believes that the Group will benefit from the implementation of the Measures.
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OUTLOOK

According to the National Bureau of Statistics of the PRC, the number of newborn in the PRC increased by 7.9%
from 16.6 million for the Year 2015 to 17.9 million for the Year 2016. The Company believes the increase was
the result of the relaxation of the one-child policy as well as the increasing household income in the PRC which
enables more families to consider a second child. The Company believes that the number of newborn, and
hence the demand for infant formula, will continue to increase in the future.

In order to support the Group's continuous expansion of the market position in infant formula products sector
for cow own-brands in the PRC and the goat own-brands as well as the Private Label business worldwide and
to realise the long-term business strategies of the Group of serving consumers with a full range of nutrition
products, other than the continuous adjustments on or launch of effective marketing strategies to cope with the
rapid change in market conditions, the Group will focus on the followings:

Complete the construction of the new manufacturing plants in the Netherlands and New
Zealand

In order to support the anticipated continuous growth in the demand for infant formula products of the Group,
in 2014 and 2016, the Group has approved the construction of new factories in the Netherlands and New
Zealand. The purpose of investing in new factories is to improve the blending and packaging capacity as well as
to diversify the milk source of the Group. According to the current status of the two projects, the construction of
both new factories will be completed in 2017.

As at 31 December 2016, the Group has already invested a total of EUR71.8 million (equivalent to approximately
RMB527.1 million) (2015: EUR46.4 million) (equivalent to approximately RMB341.7 million) and NZD4.9 million
(equivalent to approximately RMB23.5 million) (2015: Nil) in the Netherlands and New Zealand factories,
respectively. Upon completion of the construction of the two new factories, the blending and packaging capacity
of the Group in the Netherlands will increase progressively from approximately 30,000 tons to 90,000 tons by
2019 and there will be an additional capacity in New Zealand for approximately 15,000 tons.

The Board believes that the Group's productivity and quality standards and hence the turnover and profitability
of the Group will be greatly enhanced when the operations of the new factories commence in 2017.

Extension into the Nutrition Business sector

The Group realises the business potentials and the importance to continue the supply of quality nutrition
products and serve the infants in their future life. In order to meet the needs of the consumers, the Group has
commenced the business in the marketing and distribution of imported functional liquid milk in the PRC and
has, through the acquisition of the Nutrition Business, commenced the launch of the nutrition products in the
PRC that are produced by NCP. The Group will continue to strengthen its marketing and business strategies in
the nutrition sector by leveraging on the resources of NCP, the network of the Group and the strong demand for
quality nutrition products worldwide, particularly in the PRC.
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Save for the above, the Group has been exploring investment opportunities that help diversifying the Group’s
milk supply and also the Group's product mix. In particular, the Company is in negotiation with independent
parties for the possible co-operations in the related business (the “Possible Co-operations”).

The Board wishes to emphasise that the Possible Co-operations may or may not proceed. In the event that
any definitive agreement is entered into, the Possible Co-operations may or may not constitute a notifiable
transaction for the Company under the Listing Rules. The Company will make further announcement as and
when appropriate.

The Group will continue to make use of its internal resources and global network to explore potential investment
opportunities in upstream dairy and/or nutrition related assets and operations to broaden the Group’s milk
powder supply sources and related dairy and/or nutrition related products to meet the growing global
demand, particularly in the PRC, for quality health products. Meanwhile, the Group will continue to focus on the
development of its core infant formula business.
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Analysis on Consolidated Statement of Profit or Loss and Other Comprehensive Income

AUSNUTRIA DAIRY CORPORATION LTD

Revenue
2016 2015 Change
Notes RMB'M RMB'M %
Own-branded infant formula:
Cow milk-based in the PRC (i) 1,018.9 665.9 53.0
Goat milk-based in the PRC (i) 663.5 461.0 439
Goat milk-based
(elsewhere other than in the PRC) (i) 135.4 78.9 71.6
1,817.8 1,205.8 50.8
Private labels (ii) 4721 274.6 71.9
Milk powder (iii) 2235 366.6 (39.0)
Butter (iv) 108.5 108.2 0.3
Nutrition products* (v) 12.3 - -
Others (vi) 106.1 148.3 (28.5)
Total 2,740.3 2,103.5 30.3
* New businesses commenced during the Year 2016.
Notes:
(i) Represented the sale of own-branded cow milk-based infant formula in the PRC and own-branded goat milk-based infant
formula Kabrita in the PRC, Russia and the CIS, Europe, United States, Canada, the Middle East countries, Brazil and South
Africa.

(i) Represented the sale of milk powder (including infant formula) under the customers’ own brands in the Netherlands and other

overseas countries, such as the PRC, other European and the Middle East countries.
(i) Represented the sale of semi-finished and finished cow and goat milk powder to the worldwide customers.
(iv)  Represented the sale of butter which is a by-product produced during the milk treatment process.

(v) Mainly represented the sale of nutrition products in the PRC, Australia and New Zealand that were produced by NCP and the
sale of functional milk in the PRC.

(vi)  Mainly represented the processing of condensed milk and the trading of fresh milk, etc.
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For the Year 2016, the Group recorded revenue of RMB2,740.3 million, representing an increase of RMB636.8
million, or 30.3%, from RMB2,103.5 million for the Year 2015. Despite the competition of the infant formula
market in the PRC continues to be intense during the Year 2016, revenue of the Group continues to increase and
this was mainly attributable to (i) the continuous increase in sale of own-branded business which has been driven
by the clear brand positioning and the adjusted marketing strategies of the Group; and (i) the increase in sale
of the Private Label business following the completion of the Group's production facilities upgrading plan in the
Netherlands in 2015.

As a higher portion of the Group's production capacity in the Netherlands has been allocated to own-branded
and the Private Label businesses, the sales of other businesses, which their revenue were derived from the

operations in the Netherlands and with comparatively lower margin contributions, decreased for the Year 2016.

Gross profit and gross profit margin

Gross profit Gross profit margin

2016 2015 2016 2015
RMB'M RMB'M % %

Own-branded infant formula:
Cow milk-based 559.2 3294 54.9 495
Goat milk-based 437.2 291.7 54.7 54.0
Own-branded infant formula 996.4 6211 54.8 51.5
Others 183.6 68.7 19.9 7.7
1,180.0 689.8 43.1 32.8
Less: provision for inventories (55.1) (99.8) (2.0) (4.8)
Total 1,124.9 590.0 41.1 28.0

The Group's gross profit for the Year 2016 was RMB1,124.9 million, representing an increase of RMB534.9 million,
or 90.7%, when compared with the Year 2015. The increase in the gross profit margin of the Group from 28.0%
for the Year 2015 to 41.1% for the Year 2016 was mainly attributable to the proportionate increase in the sales of
the higher profit margin own-branded business as compared with the other business sectors.

Overall contribution to revenue by own-branded business increased to 66.3% for the Year 2016 (Year 2015:
57.3%).
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Other income and gains
An analysis of other income and gains is as follows:

2016 2015
Notes RMB'M RMB'M
Interest income on bank and other deposits (i) 37.3 31.6
Foreign exchange gain (if) 11.7 3.4
Government grants (iii) 3.7 2.9
Compensation income/insurance claim for
business interruption 2.5 3.2
Others 7.4 4.6
62.6 45.7
Notes:
i) Balance mainly represented the interest income derived from the bank deposits that were placed with banks in the PRC. The

increase in interest income was a result of the continuous improvements in the average bank balances.

(i) Balance mainly represented exchange gain derived from the translation of the bank loans of the Group that were denominated
in EUR as at 31 December 2016.

(iii)  Balance mainly represented incentive income received from the government of the Hunan province for the contribution made
by Ausnutria China in the Hunan province during the Year 2016.

Selling and distribution expenses

Selling and distribution expenses, which mainly comprised advertising and promotion expense, rebates to
distributors and customers, exhibition and trade show expenses, salaries and travelling costs of the sales and
marketing staff and delivery costs, remained fairly stable and represented 23.6% (Year 2015: 23.7%) of the
revenue for the Year 2016.

Administrative expenses

Administrative expenses mainly comprised staff costs, travelling expenses, auditors’ remuneration, professional
fees, depreciation and research and development costs. The increase in the administrative expenses was
primarily attributed to the continuous increase in the scale of operations of the Group. Besides, the issue of a
total of approximately 46.8 million (Year 2015: Nil) share options of the Company during the year which resulted
in an increase in non-cash expense of RMB11.8 million (Year 2015: Nil) also contributed for the increase in
administrative expenses during the Year 2016.

The administrative expenses accounted for 7.9% (Year 2015: 5.5%) of the revenue of the Group for the Year 2016.

Other expenses

Other expenses mainly comprised the legal and professional fees incurred for the various acquisitions
completed during the year of a total of RMB8.2 million (Year 2015: RMB2.5 million); the write-off of trade
receivables of RMBO0.7 million (Year 2015: RMB3.2 million); and loss on disposal of property, plant and equipment
and other intangible assets of a total of RMB2.7 million (Year 2015: RMB1.3 million).
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Finance costs

The finance costs of the Group for the Year 2016 amounted to RMB17.8 million (Year 2015: RMB16.0 million),
representing the interest on bank loans and other borrowings raised principally for the financing of the working
capital and the capital expenditure plans of the Group's operations in the Netherlands.

The increase in finance costs was mainly attributable to the drawdown of additional bank loans for the financing
of the construction of the Green Factory in the Netherlands.

Share of profit of an associate

Balance mainly represented the share of profits of Farmel Holding B.V. (the “Farmel Group”), which is principally
engaged in the collection and trading of milk in Europe, for the Year 2016. The purpose for the investment in the
Farmel Group is to secure the long-term milk supply for the Group's operations in the Netherlands.

Income tax expenses

The profits generated by the Group for the Year 2016 were mainly derived from operations in the PRC and the
Netherlands. Under the PRC income tax laws, enterprises are subject to corporate income tax (the “CIT") at a
rate of 25%. Ausnutria China was designated as a High-tech Enterprise and was granted a preferential CIT rate of
15% for the Year 2016. All other subsidiaries established in the PRC are subject to the standard CIT rate of 25%.
The standard CIT rate in the Netherlands was applied at 20% for the first EUR200,000 taxable profits and 25% for
the taxable profits exceeding EUR200,000.

An analysis of the effective income tax rate by jurisdiction is as follows:

Mainland China The Netherlands Others The Group
2016 2015 2016 2015 2016 2015 2016 2015

Profit/(loss) before tax (RMB'M) 329.2 1704 31.8 (116.3) (63.2) (50.3) 297.8 38
Income tax expense/(credit) (RMB'M) 66.2 378 36 (27.5) (6.0) (9.6) 63.8 0.7
Effective income tax rate (%) 20.1 222 11.3 23.6 9.5 19.1 21.4 179

The increase in the Group's effective tax rate from 17.9% for the Year 2015 to 21.4% for the Year 2016 was mainly
due to the turnaround in the operating performance in the Netherlands.

Profit attributable to equity holders of the Company
The Group's profit attributable to equity owners of the Company for the Year 2016 amounted to RMB212.7
million, representing an increase of RMB162.1 million, or 320.4% when compared with the Year 2015.

The improvement in the Group's financial performance which results from the continuous growth in the sales
of own-branded cow and goat milk-based infant formula was driven by the clear brand positioning and the
adjusted business strategy and the increasing market demands for the products of the Group.
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Analysis on Consolidated Statement of Financial Position

As at 31 December 2016, the total assets and net asset value of the Group amounted to RMB3,923.6 million
(31 December 2015: RMB3,030.5 million) and RMB1,589.7 million (31 December 2015: RMB1,327.5 million),
respectively.

The increase in total assets of the Group as at 31 December 2016 was mainly contributed by:

(vi)

the acquisition of the Nutrition Business and the NCP Properties which resulted to an increase in property,
plant and equipment, goodwill and other intangible assets of RMB31.7 million, RMB61.8 million and
RMB76.9 million, respectively;

the increase in prepaid land lease payment as a result of the Mornring Acquisition of RMB28.0 million;

the increase in construction in progress as a result of the investment in the Green Factory made during the
year of RMB185.4 million (Year 2015: RMB134.1 million);

the increase in land and buildings by NZD3.0 million (equivalent to approximately RMB14.6 million) as a
result of the formation of the NZ Joint Venture;

the increase in inventories of RMB248.6 million (Year 2015: RMB177.9 million); and

the net increase in cash and cash equivalent, time deposits and pledged deposits of a total of RMB61.6
million (Year 2015: RMB303.1 million).

The increase in total assets of the Group as at 31 December 2016 was mainly financed by the drawdown of

new bank loans, internal working capital and the cash flows generated from operating activities of the Group of
RMB294.4 million (Year 2015: outflows of RMB45.4 million) during the year.

The increase in net assets of the Group as at 31 December 2016 was mainly contributed by the net profit
generated for the year of RMB234.0 million (Year 2015: RMB3.1 million).
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Working Capital Cycle
As at 31 December 2016, the current assets to current liabilities ratio of the Group was 1.4 times (2015: 1.5 times)
which remained stable when compared with last year.

An analysis of key working capital cycle is as follows:

2016 2015 Change

Number Number Number

of days of days of days

Debtors’ turnover days 29 32 ©))
Inventory turnover days 181 140 41

Creditors’ turnover days 34 42 8)

The increase in inventory turnover days of the Group for the Year 2016 was mainly attributed to (i) the Group's
strategies to increase the focus on the development of own-branded business which requires longer lead time
for both the production and sale of the products to end customers; and (i) the implementation of a more
stringent quality controls procedures for the Year 2016.

The turnover days of the Group's trade and bills receivables and trade payables for the Year 2016 remained fairly
stable when compared with last year.

Analysis on Consolidated Statement of Cash Flows

2016 2015

RMB'M RMB'M

Net cash flows from/(used in) operating activities 294.4 (45.5)
Net cash flows used in investing activities (362.8) (435.6)
Net cash flows from financing activities 256.4 515.8
Net increase in cash and cash equivalents 188.0 347

Net cash flows from/(used in) operating activities

The net cash flows from operating activities of the Group for the Year 2016 amounted to RMB294.4 million (Year
2015: outflows of RMB45.5 million). The improvement in cash flows from operating activities of the Group for the
Year 2016 was mainly contributed by the increase in profit before tax generated for the Year 2016 of RMB297.8
million (Year 2015: RMB3.8 million).
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Net cash flows used in investing activities

The net cash flows used in investing activities of the Group for the Year 2016 of RMB362.8 million (Year 2015:
RMB435.6 million) mainly represented (i) the investments in the Nutrition Business and the Mornring Acquisition
of a total of RMB143.1 million (Year 2015: Nil); (ii) the purchase of property, plant and equipment of RMB248.1
million (Year 2015: RMB157.2 million) mainly for the construction of the Green Factory; and (i) the decrease
in time deposits of RMB79.0 million (Year 2015: increase of RMB273.7 million) as part of the Group's treasury
arrangement.

Net cash flows from financing activities

The net cash flows from financing activities of the Group for the Year 2016 of RMB256.4 million (Year 2015:
RMB515.8 million) was primarily contributed by the net drawdown of the additional bank loans and other
borrowings of a total balance of RMB258.7 million (Year 2015: RMB392.0 million) for the financing of the investing
activities mentioned above.

The net cash flows from financing activities for the Year 2015 also included the net cash inflows from the receipt
of the net proceeds from the Open Offer (as defined below) of approximately RMB206.4 million and the cash
outflow for the settlement of the cash consideration for the acquisition of the residual 49.0% equity interest in
Ausnutria Hyproca of approximately RMB82.3 million.

MATERIAL INVESTMENTS AND ACQUISITIONS AND DISPOSALS

Save for the acquisition of the Nutrition Business, the Mornring Acquisition and formation of the NZ Joint
Venture as detailed in the section headed “Business Review and QOutlook”, there were no material investments,
acquisitions or disposals of subsidiaries and associated companies during the Year 2016.

TREASURY POLICY

The Group has adopted a prudent treasury policy in respect of investments in financial products. Any surplus
funds of the Group will only be invested in time deposits or low risk financial instruments from reputable
commercial banks that can be redeemed within a short notice period, including primary bank-sponsored wealth
management products, money market funds and interbank deposits.
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FINANCIAL RESOURCES, LIQUIDITY AND PLEDGED OF ASSETS

The Group adopts conservative financial management policies. A summary of liquidity and financial resources is
set out below:

As at 31 December

2016 2015

RMB'M RMB'M
Interest-bearing bank loans and borrowings (1,212.6) (946.2)
Less: Pledged deposits " 778.4 769.7
Time deposits @ 98.3 186.0

Cash and cash equivalents @ 448.2 307.6

112.3 317.1

Total assets 3,923.6 3,030.5
Shareholders’ equity 1,468.1 1,312.7
Gearing ratio © N/A N/A
Solvency ratio @ 37.4 433

Notes:

(1) All denominated in RMB.

2) 69.7% (2015: 60.5%) of which are denominated in RMB.

(3)  Calculated as a percentage of net bank loans and other borrowings over total assets.

(4)  Calculated as a percentage of shareholders’ equity over total assets.

The Group is dedicated to improving banking facilities to reserve funding to support its business development,
in particular in the overseas. As at 31 December 2016, the Group had outstanding borrowings of RMB1,212.6
million (2015: RMB946.2 million), of which RMB761.5 million (2015: RMB757.0 million) was due within one year
and the remaining RMB451.1 million (2015: RMB189.2 million) due over one year. As at 31 December 2016,
except for two bank loans of a total of RMB48.7 million which are denominated in RMB (2015: bank loans of a
total of HK$244.4 million which were denominated in HK$) and bore interest at 5.0% per annum, all the bank
borrowings of the Group were denominated in EUR and bear interest at floating rates with reference to London
Interbank Offered Rate or The Euro Interbank Offered Rate.
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As at 31 December 2016, the Group had pledged the land and buildings, plant and machineries, inventories
and trade receivables that were attributable to the operations in the Netherlands with a total carrying value of
approximately EUR146.8 million, equivalent to approximately RMB1,072.4 million (2015: approximately EUR111.4
million, equivalent to approximately RMB790.7 million) and the time deposits that were placed in the PRC of
RMB778.4 million (2015: RMB769.7 million) for the banking facilities granted to the Group for the financing of the
daily working capital and capital expenditure plans of the Group's operations in the Netherlands.

FOREIGN EXCHANGE RISK

The operations of the Group are mainly carried out in the PRC, the Netherlands and Australia. During the Year
2016, revenue, cost of sales and operating expenses of the Group are mainly denominated in Renminbi (“RMB”),
Hong Kong dollars ("HK$"), United States dollars (“US$"), Australian dollars (“AUD") or EURO ("EUR") and
RMB is the Group's presentation currency. Besides, most of the bank deposits and bank loans of the Group are
denominated in RMB and EUR, respectively. The Group is exposed to potential foreign exchange risk as a result
of fluctuation of HK$, US$, AUD or EUR against RMB.

Starting from 2016, the Group adopts a hedging policy to actively manage its currency risk exposure concerning
non-RMB denominated indebtedness. Depending on the market circumstances, trend of currency rates and the
cost of hedging, the Group will consider and enter into hedging arrangement to mitigate the impact of RMB
depreciation.

During the Year 2016, the Group entered into a EUR against RMB capped forward contracts of EUR5.0 million
(Year 2015: Nil) to hedge certain of its EUR denominated indebtedness. The management will monitor closely
on its foreign currency exposure to ensure appropriate measures are taken promptly against any significant
potential adverse impact.

INTEREST RATE RISK

The Group has exposure to the risk of change in market interest rate in relation to its interest-bearing bank loans
and other borrowings with a floating interest rate. In order to minimise the impact of the interest rate exposure,
the Group entered into interest rate swap contracts with bank, effective from 1 October 2007 and 30 September
2015, of a notional amount of EUR2.5 million and EUR19.0 million with 3-month floating EURO Interbank Offered
Rate being swapped to a fixed interest rate of 4.45% and 2.77% per annum, respectively. The aforesaid derivative
financial instrument will expire in October 2017 and June 2020, respectively.

CREDIT RISK

The Group seeks to maintain strict control over its outstanding receivables and closely monitors the collection
to minimize credit risk. As the Group's exposure spreads over a diversified portfolio of customers, there is no
significant concentration of credit risk.

The carrying amounts of cash and cash equivalents, trade and bill receivables, deposits and other receivables
represent the Group's maximum exposure to credit risk in relation to the Group's other financial assets.
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COMMITMENTS

As at 31 December 2016, the Group, as lessee, had total future minimum lease payments under non-cancellable
operating leases amounting to RMB19.1 million (2015: RMB16.3 million).

As at 31 December 2016, the Group had contracted, but not provided for, capital commitments mainly in respect
of purchase of plant and machineries and the building of the Green Factory and the plant in New Zealand of a
total of RMB461.3 million (2015: RMB172.9 million).

CONTINGENT LIABILITIES
As at 31 December 2016, the Group did not have any significant contingent liabilities (2015: Nil).

USE OF PROCEEDS FROM OPEN OFFER

In order to finance the future investments and long-term growth of the Group, on 28 October 2015, the
Company proposed to raise approximately HK$249.55 million (before expenses) by way of an open offer of
113,430,230 offer shares (the "Offer Shares”) at the offer price of HK$2.20 per Offer Share on the basis of one
Offer Share for every ten existing shares of the Company (the “Open Offer”). The dealing of the Offer Shares
commenced on 22 December 2015. The gross and net proceeds raised from the Open Offer amounted to
approximately HK$249.55 million and approximately HK$248.37 million, respectively.

The net proceeds from the Open Offer were fully utilised in the Year 2016 as planned, details of which are
disclosed in the circular of the Company dated 27 November 2015.

HUMAN RESOURCES

Number of Mainland The Australia and

full-time employees China  Hong Kong Netherlands New Zealand Others Total
31 December 2016 1,993 4 452 62 120 2,631
31 December 2015 1,455 4 398 - 83 1,940

For the Year 2016, total employee costs, including Directors’ emoluments, amounted to RMB364.5 million (Year
2015: RMB272.2 miillion). The Group determined the remuneration packages of all employees with reference to
individual performance and current market salary scale.

The Group provides a defined contribution mandatory provident fund for retirement benefits of its employees in
Hong Kong and various plans in either defined benefit or defined contribution arrangements for the retirement
benefits of its employees in the Netherlands. The Group also provides various welfare schemes as required by
the applicable local laws and regulations to its employees in the PRC and other countries.



Corporate Governance
Report

The Directors are pleased to present the corporate governance report for the Year 2016.

CORPORATE GOVERNANCE PRACTICES

The Board is committed to raising the standard of corporate governance within the Group at all times and
believes that good corporate governance helps the Group to safeguard the interests of the Shareholders of the
Company (the “Shareholders”) and improve its performance.

The Company has adopted the code provisions set out in the Corporate Governance Code (the "CG Code”)
contained in Appendix 14 of the Listing Rules as its own code of corporate governance practices. The Board also
strives to implement the best practices embodies in the CG Code where feasible and as far as practicable.

In the opinion of the Directors, the Company has complied with the respective code provisions of the CG Code
during the Year 2016 and up to the date of this report.

MODEL CODE FOR SECURITIES TRANSACTIONS

The Company has adopted the Model Code for Securities Transactions by Directors of Listed Issuers (the
“Model Code") as contained in Appendix 10 to the Listing Rules as the standards for the Directors’ dealings in
the securities of the Company. Having made specific enquiry with all Directors, all Directors confirmed that they
have complied with the required standard set out in the Model Code for the Year 2016 and up to the date of this
report.

The Company has established written guidelines on terms no less exacting than the Model Code (the
“Employees Written Guidelines”) for securities transactions by employees who are likely to be in possession of
unpublished inside information of the Company.

No incident of non-compliance with the Employees Written Guidelines by the relevant employees was noted by
the Company for the Year 2016 and up to the date of this report.

BOARD OF DIRECTORS

Board Composition

The Board comprised nine members, including four executive Directors, two non-executive Directors and three
independent non-executive Directors as at the date of this report. Save for Mr. Lin Jung-Chin and Mr. Tsai
Chang-Hai, both being directors of BioEngine Capital Inc., the Board members have no financial, business,
family or other material/relevant relationships with each other. The Board’s composition is formed to be well
balanced to ensure strong independence exists across the Board, with diversity of skills, expertise, experience
and qualifications concerning the Directors. The biographies of the Directors are set out on pages 65 to 72 of
this report.
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The members of the Board during the Year 2016 and up to the date of this report were as follows:

Executive Directors:

Mr. Yan Weibin (Chairman)

Mr. Lin Jung-Chin

Mr. Bartle van der Meer  (Chief Executive Officer)
Ms. Ng Siu Hung

Non-executive Directors:
Mr. Tsai Chang-Hai (Appointed on 19 January 2016)
Mr. Zeng Xiaojun (Appointed on 19 January 2016)

Independent Non-executive Directors:

Ms. Ho Mei-Yueh (Appointed on 19 January 2016)
Mr. Jason Wan

Mr. Lau Chun Fai Douglas

Mr. Qiu Weifa (Resigned on 19 January 2016)

The Board adopted a board diversity policy effective from 1 September 2013 which recognizes and embraces
the benefits of building a diverse and inclusive Board, and agrees to increase diversity at Board level
continuously, in order to achieve and maintain a sustainable development and a competitive advantage. Board
diversity has been considered from a range of diversity perspectives, including but not limited to gender, age,
ethnicity, educational background, professional expertise, industry experience, management function and
length of service. These aspects will be considered in determining the optimum composition of the Board and
should be balanced appropriately when possible and necessary. The Board will annually discuss and establish
measurable objectives for achieving diversity on the Board. At any given time, the Board may seek to improve
one or more aspects of its diversity and measure progress accordingly.

An annual review of the composition of the Board according to the board diversity policy was recently done on
14 March 2017 by the Nomination Committee.

Executive Directors

All the executive Directors have entered into service agreements with the Company for a term of 3 years and are
subject to retirement by rotation and re-election at the annual general meeting of the Company (the "AGM")in
accordance with the provisions of the articles of association of the Company (the “Articles of Association”). Such
emoluments are determined with reference to his/her experience and contributions to the Group, the Group's
performance and profitability, as well as the prevailing market conditions. An executive Director shall not vote on
any Board's resolution regarding the amount of his/her emolument and/or bonus (if any).
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Non-Executive Directors and Independent Non-Executive Directors

The non-executive Directors (the “NEDs”) and independent non-executive Directors (the "INEDs"”) have the
same duties of care and skill and fiduciary duties as the executive Directors. They are expressly identified as such
in all corporate communications that disclose the names of the Directors.

The INEDs are experienced professionals with expertise in respective areas of dairy industry and related
technical know-how, accounting and finance. With their professional knowledge and experience, the INEDs
advise the Company on its operation and management; provide independent opinion on the Company's
connected transactions; and participate in various committees’ meetings of the Board. The INEDs also provide
adequate checks and balance to protect the interests of the Group and the Shareholders as a whole, and to
promote the development of the Group.

All the NEDs and the INEDs have entered into letters of appointment with the Company for a term of 2 years
and are subject to retirement by rotation and eligible for re-election in accordance with the provisions of the
Articles of Association.

The Company has received an annual confirmation of independence from each of the INEDs pursuant to Rule
3.13 of the Listing Rules and considers that all INEDs to be independent in accordance with the definition of the
Listing Rules for the Year 2016.

Chairman of the Board and Chief Executive Officer

The Company has, since the early stage of its incorporation, segregated the duties of the chairman of the
Board (the “Chairman”) and the chief executive officer (the “CEQ"). The Chairman and the CEO are separately
held by different Board members in order to preserve independence and have a balanced judgment of views.
The Chairman has the responsibilities to lead the Board and make sure it works effectively and discharges its
responsibilities and that all key and appropriate issues are discussed by the Board in a timely manner. The CEO
has the responsibilities to manage and execute the Group's overall business directions and corporate operation
decisions. In addition, the Board also comprises INEDs who can provide the Board with independent judgments,
knowledge and experience.

Appointment, Re-election and Removal of Directors

Article 84 of the Articles of Association provides that all the Directors, including the Chairman, are subject to
retirement from office at least once every 3 years at each AGM and shall be eligible for re-election. Under Article
83 of the Articles of Association, the office of a Director is liable to be vacated in certain circumstances and the
Company may remove any Director by an ordinary resolution at a general meeting as prescribed in Article 83 of
the Articles of Association.
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Role and Function

The Board is responsible for the leadership and management of the Group's businesses as well as its strategic
planning and performances. The management of the Company was delegated the authority and responsibility
by the Board for the day-to-day management of the Group. In addition, the Board has also delegated various
responsibilities to the Board committees, namely audit committee (the “Audit Committee”), nomination
committee (the “Nomination Committee”), remuneration committee (the “Remuneration Committee”) and
executive committee (the "Executive Committee”). Details of these committees are set out in this report.

All the Directors shall ensure that they carry out duties in good faith, in compliance with applicable laws and
regulations, and in the interests of the Company and the Shareholders at all times.

Corporate Governance Functions
The Board is responsible for determining the policy for corporate governance of the Company and performing
the corporate governance duties including:

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

(b) to review and monitor the training and continuous professional development of Directors and senior
management;

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

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

(e) to review the Company’s compliance with Appendix 14 to the Listing Rules (the CG Code and Corporate
Governance Report).

Directors’ Responsibilities for Financial Reporting in respect of Financial Statements

The Directors acknowledged their responsibility for preparing consolidated financial statements for each
financial period which give a true and fair view of the state of affairs of the Group and its results and cash
flows for the relevant financial period. In preparing the consolidated financial statements for the Year 2016, the
Directors ensured that the consolidated financial statements have been prepared in accordance with statutory
requirements and applicable accounting standards and have applied them consistently; made judgments and
estimates that are prudent, fair and reasonable; and have prepared the consolidated financial statements on a
going concern basis. The Directors are also responsible for the timely publication of the consolidated financial
statements of the Group.
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The Directors confirm that, having made all reasonable enquiries, that to the best of their knowledge,
information and belief, they are not aware of any material uncertainties relating to events or conditions that may
cast significant doubt upon the Group's ability to continue as a going concern.

The statement made by Ernst & Young, the independent auditors of the Company, about their reporting
responsibilities on the consolidated financial statements of the Group as well as their opinion are set out in the
"Independent Auditors’ Report” of this report.

Board Committees and Other Committee(s)

Audit Committee

The Audit Committee comprises all the three INEDs. Primary duties of the Audit Committee are to assist
the Board in reviewing the financial statements and material advice in respect of financial reporting, internal
control and risk management systems and the effectiveness of internal audit function of the Company,
making recommendations to the Board on the appointment and removal of external auditors, and reviewing
arrangements to enable employees of the Company to raise concerns about possible improprieties in financial
reporting, internal control or other matters of the Company. The written terms of reference of the Audit
Committee are in line with the code provisions of the CG Code.

The Audit Committee has reviewed the Company'’s interim results for the six months ended 30 June 2016,
the annual results for the Year 2016, risk management and internal control systems of the Group as well as
considered and discussed with the external auditors regarding their re-appointment.

Full minutes of the Audit Committee meetings are kept by the Company Secretary. Draft and final versions of
minutes of the Audit Committee meetings were sent to all members of the committee for their comments and
records respectively within a reasonable time after the meeting.

Nomination Committee

The Nomination Committee comprises an executive Director and all the three INEDs. Primary duties of the
Nomination Committee are to review the structure, size and composition of the Board and to review the diversity
policy of the Board or the Nomination Committee on a regular basis and to recommend to the Board suitable
candidates for directorship after consideration of the nominees’ independence and quality in order to ensure the
fairness and transparency of all nominations. The written terms of reference of the Nomination Committee are in
line with the code provisions of the CG Code.

During the Year 2016, the Nomination Committee reviewed the board diversity policy, the structure, size and
composition of the Board, the independence of the INEDs and considered the qualifications of the retiring
Directors standing for re-election at the AGM.

Full minutes of the Nomination Committee meetings are kept by the Company Secretary. Draft and final
versions of minutes of the Nomination Committee meetings were sent to all members of the committee for their
comments and records respectively within a reasonable time after the meeting.
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Remuneration Committee

The Remuneration Committee comprises of an executive Director and all the three INEDs. Primary duties
of the Remuneration Committee are to make recommendations to the Board on the overall remuneration
policy and structure relating to all Directors and senior management of the Group, review performance based
remuneration, and ensure none of the Directors determine their own remuneration. The written terms of
reference of the Remuneration Committee are in line with the code provisions of the CG Code.

The Remuneration Committee has reviewed the remuneration policy and structure of the Company, the
share option plan, the remuneration packages as well as the annual bonuses of the Directors and the senior
management.

Full minutes of Remuneration Committee meetings are kept by the Company Secretary. Draft and final versions
of minutes of the Remuneration Committee meetings were sent to all members of the committee for their
comments and records respectively within a reasonable time after the meeting.

Executive Committee

The Executive Committee was established in 2015 and comprises four members: Mr. Yan Weibin (the Chairman),
Mr. Lin Jung-Chin (executive Director), Mr. Bartle van der Meer (CEO) and Mr. Wong Wei Hua, Derek (Chief
Financial Officer and Company Secretary). It is the organ for making significant business decisions of the
Company. Upon delegation by the Board, the Executive Committee makes decisions regarding major issues as
proposed by the Board through interactive communications from time to time concerning monitoring over the
Group's business objectives, business development plans and major business projects.

Continuous Professional Development

The Listing Rules require directors to understand their responsibilities as directors of listed companies. To
ensure that newly appointed directors have adequate understanding of the responsibilities as directors of listed
companies as well as the operations and business of the Group, the Board has set up an induction system for
new directors. The Company Secretary together with the assistance of the Company’s legal adviser induct to
each of the new Directors following their appointments becoming effective, which includes a description of
directors’ duties, the Listing Rules, introduction of corporate governance structure and the businesses of the
Company.

To ensure that all Directors have regular updates of their knowledge, the Company has established a guideline
on directors’ training, including the carrying out of an annual update on the Listing Rules to be conducted by the
Company's legal/financial adviser. Moreover, all the Directors are briefed and updated from time to time on the
latest legislative and regulatory developments to ensure that they are fully aware of their responsibilities under
the Listing Rules as well as the applicable legal and regulatory requirements in the industry.
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Based on the training records as provided to the Company by the Directors, the Directors have participated in
the following training during the year.

Types of training

Executive Directors:

Mr. Yan Weibin B, C
Mr. Lin Jung-Chin B, C
Mr. Bartle van der Meer B, C
Ms. Ng Siu Hung B, C

Non-executive Directors:
Mr. Tsai Chang-Hai A B, C
Mr. Zeng Xiaojun A B, C

Independent Non-executive Directors:

Ms. Ho Mei-Yueh A B, C

Mr. Jason Wan B,C

Mr. Lau Chun Fai Douglas A B, C

A: attended trainings conducted by the Company'’s legal adviser for newly appointed directors

B: attended seminar conducted by the Company'’s legal adviser

C: read newspapers, journals and updates relating to the Group's business and regulatory requirements, and materials relating to

the Listing Rules and relevant laws

In order to ensure that their duties can be properly discharged, the Directors are entitled to seek advice from
independent professional advisers whenever deemed necessary by them at the Company’s expense.

Board meetings
The Board meets to discuss the overall strategy as well as the operation and financial performance of the Group
from time to time. Directors may participate either in person or through electronic means of communications.

All Directors are provided with relevant materials relating to the matters brought before the meetings. They
have separate and independent access to the senior management and the Company Secretary at all times and
may seek independent professional advice at the Company’s expense. Where queries are raised by Directors,
steps would be taken to respond as promptly and fully as possible. All Directors have the opportunity to include
matters in the agenda for Board meetings.

Board minutes are kept by the Company Secretary, draft and final versions of minutes are sent to the Directors
for their comments and records respectively and are open for inspection by the Directors.
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Attendances of the Directors at various Board meetings, Board committee meetings and
general meetings during the Year 2016

The schedule for the regular meetings of the Board and the Board committees was prepared and approved
by the Board at the end of the previous year. Formal notices were sent to the Directors at least 14 days before
the meeting shall be held officially. In general, the Board agenda and meeting materials were despatched to all
Board or relevant committee members for review at least 3 working days before the meetings. The agenda had
been prepared after sufficient consultation with the Board/Board committee members and was then approved
by the respective chairmen. The Company Secretary is responsible for submitting the papers of the Board
meetings and relevant information to the Directors, who have to capture the related information timely and
further obtain more if necessary or seek independent professional advice accordingly. Individual attendance
records of the Directors in the Year 2016 are as follow:

Audit Nomination Remuneration Year 2015
Committee Committee Committee AGM
Board meetings meetings meetings meeting 2016.05.26
Executive Directors:
Mr. Yan Weibin® 717 N/A 2/2 1/1 11
Mr. Lin Jung-Chin 717 N/A N/A N/A 11
Mr. Bartle van der Meer 6/7 N/A N/A N/A 171
Ms. Ng Siu Hung 7/7 N/A N/A N/A 1/1
Non-executive Directors:
Mr. Tsai Chang-Hai? 717 N/A N/A N/A 1
Mr. Zeng Xiaojun®@ 717 N/A N/A N/A 11
Independent Non-executive
Directors:
Ms. Ho Mei-Yueh® 7/7 3/3 171 N/A 171
Mr. Jason Wan 7/7 3/3 2/2 11 11
Mr. Lau Chun Fai Douglas® 717 3/3 2/2 1/ 11
Mr. Qiu Weifa® N/A N/A 0/1 0/1 N/A
1. Chairman of the Board and the Nomination Committee.
Appointed on 19 January 2016.
3. Appointed on 19 January 2016, therefore did not attend meetings of the Nomination Committee and the Remuneration

Committee that were held on that same day prior to her appointment.
. Chairman of the Audit Committee and the Remuneration Committee.
5. Resigned on 19 January 2016.

None of the meetings set out above was attended by any alternate Director.
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Delegation by the Board

The Board is responsible for setting the strategic direction and policies of the Group and supervising
the management. Some functions, including but not limited to, the monitoring and approval of material
transactions, reviews and approves annual business plan and financial budget, matters involving a conflict
of interest for a substantial Shareholder or Director, the approval of the interim and final results and other
disclosures to the public or regulators are reserved by the Board for consideration and approval. Matters not
specifically reserved to the Board and necessary for the daily management and operation of the Group are
delegated to the executive committee of the Board and senior management of the Company.

All Directors have full and timely access to all relevant information as well as the advice and services of the
Company Secretary, with a view to ensuring that Board procedures and all applicable laws and regulations are
followed. Each Director is normally able to seek independent professional advice in appropriate circumstances at
the Company's expenses, upon making request to the Board.

Directors’ Liability Insurance

The Company has subscribed appropriate and sufficient insurance coverage on directors’ liabilities in respect of
legal actions taken against the Directors arising out of corporate activities. The coverage and the sum insured
under the policy are reviewed and renewed on an annual basis.

Remuneration of Directors and Senior Management
The remuneration of Directors and the members of the senior management by band for the Year 2016 is set out

below:
Number of
Remuneration bands (HK$) persons
0 - 1,000,000 17
1,000,001 - 1,500,000 5
1,500,001 — 2,000,000 3
2,000,001 - 2,500,000 1
2,500,001 — 3,000,000 3
3,000,001 — 3,500,000 1
3,500,001 — 4,000,000 1
31

Further particulars regarding Directors’ and chief executive’s remuneration and the five highest paid employees
as required to be disclosed pursuant to Appendix 16 to the Listing Rules are set out in notes 8 and 9 to the
financial statements.
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COMPANY SECRETARY

The Company Secretary is a full time employee of the Company and has day-to-day knowledge of the
Company's affairs. The Company Secretary is responsible for facilitating the Board process, as well as
communication among Board members, with the Shareholders and management. For the Year 2016, the
Company Secretary has confirmed that he has taken no less than 15 hours of relevant professional training. The
biography of the Company Secretary is set out on page 69 of this report, with details of his diversity of skills,
expertise, experience and qualifications.

AUDITORS' REMUNERATION
During the Year 2016, the remuneration paid/payable to the Company’s external auditors, Ernst & Young, is set

out below:

Type of Services RMB'000
Annual audit services 3,785
Review of quarterly results and other assurance services 2,790
Non-audit services 540
Total 7,115

RISK MANAGEMENT AND INTERNAL CONTROL

The Board is responsible for the risk management and internal control systems and reviewing their effectiveness.
The risk management and internal control systems are designed to manage rather than eliminate the risk of
failure to achieve business objectives, and can only provide reasonable and not absolute assurance against
material misstatement or loss. The Board, through the Audit Committee, has reviewed the effectiveness of
the Group's risk management and internal control systems on an annual basis covering the Year 2016, among
others, the financial, operational and compliance controls. No material deficiencies have been identified during
the review. The Board has also reviewed the adequacy of resources, staff qualifications and experience, training
programs and budget of the Company’s accounting, internal audit and financial reporting functions.

In respect of the Year 2016, the Board considered the internal control and risk management systems of the
Group are effective and adequate. No significant areas of concern that might affect the Shareholders were
identified during the Year 2016.
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SHAREHOLDERS' AND INVESTOR RELATIONS

The Board recognises the importance of maintaining clear, timely and effective communication with the
Shareholders and investors. To the best belief of the Board, the Company has published all of its announcements
in time in accordance with the Listing Rules. The Company also commenced the publishing of quarterly results
in Year 2016 voluntarily. Besides, the Board maintains regular dialogues with institutional investors and analysts
and participates in media interviews and specialist industry forums to keep Shareholders and investors timely
informed of the Group's strategy, operations, management and plans. The Directors and the members of the
various Board committees would attend and answer questions raised at the AGM, and significant issues will be
put as separate proposed resolutions.

The Directors acknowledge their responsibility for the timely holding of AGMs. The last Shareholders’ meeting
was the AGM held on 26 May 2016 at South Gate, Level B1, Shangri-La’s Far Eastern Plaza Hotel, Taipei, 201
Tun Hwa South Road, Section 2, Taipei, Taiwan for approval of, among other things, the audited consolidated
financial statements and the Report of the Directors and of the Auditors for the Year 2015, the general mandates
to issue shares of the Company (the”Shares”) and repurchase Shares, the re-election of the retiring Directors,
authorizing the Board to fix the Directors’ remuneration and emolument and the payment of a final dividend.
Particulars of the major items considered at the AGM are set out in the circular of the Company dated 21 April
2016. All proposed ordinary resolutions were passed by way of poll at the AGM.

The notice of the forthcoming AGM will be sent to the Shareholders at least 21 clear days and 20 clear business
days before the AGM.

To promote effective communication, the Company maintains a website at www.ausnutria.com.hk where up-to-
date information and updates on the Company's business operations and developments, financial information,
corporate governance practices and other information are posted and available for public access. Investors may
write directly to the Company or via email to info@ausnutria.com for any enquiries.

CONSTITUTIONAL DOCUMENTS

During the Year 2016 and up to the date of this report, there had been no significant change in the Company'’s
constitutional documents.

SHAREHOLDERS' RIGHTS

To safeguard shareholder interests and rights, a separate resolution is proposed for each substantially separate
issue at general meetings, including the election of individual directors. All resolutions put forward at general
meetings will be voted on by poll pursuant to the Listing Rules and the poll results will be posted on the
websites of the Stock Exchange and the Company after each general meeting.
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Convening an Extraordinary General Meeting by Shareholders

Pursuant to Article 58 of the Articles of Association of the Company, any one or more Shareholders holding at
the date of deposit of the requisition not less than one-tenth of the paid up capital of the Company carrying the
right of voting at general meetings of the Company shall at all times have the right, by written requisition to the
Board or the Company Secretary, to require an extraordinary general meeting to be called by the Board for the
transaction of any business specified in such requisition; and such meeting shall be held within two months after
the deposit of such requisition. If within twenty-one days of such deposit the Board fails to proceed to convene
such meeting the requisitionist(s) himself (themselves) may do so in the same manner, and all reasonable
expenses incurred by the requisitionist(s) as a result of the failure of the Board shall be reimbursed to the
requisitionist(s) by the Company.

Putting Forward Proposals at General Meetings

There are no provisions in the Articles of Association for Shareholders to move new resolutions at general
meetings. Shareholders who wish to move a resolution may request the Company to convene a general meeting
in accordance with the procedures set out in the preceding paragraph.

Putting Forward Enquiries to the Board
For putting forward any enquiries to the Board, Shareholders may send written enquiries to the Company. The
Company will not normally deal with verbal or anonymous enquiries.

Contact Details
Shareholders may send their enquiries or requests as mentioned above to the following:

Address: Unit 16, 36/F., China Merchants Tower, Shun Tak Centre, 168-200 Connaught Road Central, H.K.
For the attention of the Board of Directors

Shareholders are encouraged to provide, amongst other things, in particular, their email addresses to the
Company in order to facilitate timely and effective communication.



The Directors hereby present their report and the audited financial statements for the Year 2016.

PRINCIPAL ACTIVITIES

The Company acts as an investment holding company of the Group. The Group is principally engaged in the
dairy industry with activities ranging from research and development, milk collection, processing, production,
packaging, marketing and distribution of infant formula and other dairy products to customers in the PRC, the
Netherlands and other overseas countries. During the Year 2016, the Group also commenced the business in
research and development, production, marketing and distribution of nutrition products to customers principally
located in the PRC, Australia and New Zealand. Details of the principal activities of the Company’s subsidiaries
are set out in note 1 to the financial statements.

An analysis of the Group’s performance for the Year 2016 by operating segment is set out in note 4 to the
financial statements of this report.

BUSINESS REVIEW

A fair review of the business of the Group during the Year 2016 and the Group's future business development are
provided in the section headed “Business Review and Outlook” on pages 17 to 26 of this report. A discussion
of the principal risks and uncertainties facing the Group and an analysis of the Group’s performance using key
performance indicators are included in the section headed “Management Discussion and Analysis” on pages 27
to 36 of this report. In addition, a discussion on relationships with the Company’s stakeholders are included in
the sections headed “Shareholders and Investor Relations” on page 47 of this report. The reviews form part of
this directors’ report.

ENVIRONMENTAL POLICIES AND PERFORMANCE

The Group is highly aware of the importance of environmental protection and has not noted any material
non-compliance with any relevant laws and regulations in relation to its business including health and safety,
workplace conditions, employment and the environment. During the production process, the Group has
implemented environmental protection measures, including procedures related to energy use control, waste
water and waste air discharge management. The Group has also encouraged staff to be environmental friendly
at work by consuming the electricity and paper according to actual needs, so as to reduce energy consumption
and minimize unnecessary waste.

In accordance with Rule 13.91 of the Listing Rules, the Company will publish an Environmental, Social and
Governance Report within three months after the publication of this annual report in compliance with the
provisions set out in the Environmental, Social and Governance Reporting Guide in Appendix 27 to the Listing
Rules.
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RESULTS AND DIVIDENDS

The Group's results for the Year 2016 are set out in the financial statements on pages 79 to 86 of this report.

The Board is pleased to recommend the payment of a final dividend of HK$0.05 (Year 2015: HK$0.03) per Share
for the Year 2016 to be distributed out of the Company’s share premium account, subject to the approval of
the Shareholders at the forthcoming AGM. As at the date of this report, there was no arrangement with any
Shareholders under which he/she/it has waived or agree to waive any dividends.

SUMMARY FINANCIAL INFORMATION

A summary of the published results and assets, liabilities and non-controlling interests of the Group for the last
five financial years is set out on pages 171 to 172 of this report. This summary does not form part of the audited
financial statements.

PROPERTY, PLANT AND EQUIPMENT

Details of movements in the property, plant and equipment of the Group during the Year 2016 are set out in
note 13 to the financial statements.

BANK LOANS AND OTHER BORROWINGS

Details of the bank loans and other borrowings of the Group are set out in note 25 to the financial statements.

SHARE CAPITAL

There was no movements in the Company'’s authorised or issued share capital during the Year 2016.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Articles of Association or the laws of the Cayman Islands
which would oblige the Company to offer new Shares on a pro rata basis to the Shareholders.

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES OF THE COMPANY

Neither the Company nor any of its subsidiaries purchased, redeemed or sold any of the Shares during the Year
2016 and up to the date of this report.

RESERVES

Details of movements in the reserves of the Company and the Group during the Year 2016 are set out in note 42
to the financial statements and in the consolidated statement of changes in equity, respectively.
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DISTRIBUTABLE RESERVES

As at 31 December 2016, the Company's accumulated losses amounted to RMB97,893,000 (31 December 2015:
RMB70,757,000). As at 31 December 2016, the Company’s share premium account available for distribution
under certain conditions amounted to RMB911,574,000 (31 December 2015: RMB945,159,000), of which
RMB55,805,000 (31 December 2015: RMB33,585,000) has been proposed as a final dividend for the year.

MAJOR CUSTOMERS AND SUPPLIERS

During the Year 2016, sales to the Group's five largest customers accounted for approximately 16.5% (Year
2015: 18.7%) of the total sales for the year and sales to the largest customer included therein amounted
to approximately 7.8% (Year 2015: approximately 8.8%). Purchases from the Group's five largest suppliers
accounted for approximately 28.8% (Year 2015: approximately 24.2%) of the total purchases for the year
and purchases from the largest supplier included therein amounted to approximately 14.6% (Year 2015:
approximately 11.7%).

None of the Directors or any of their close associates or any shareholders (which, to the best knowledge of the
Directors, own more than 5% of the Company'’s issued share capital) had any beneficial interest in the Group's
five largest customers or the five largest suppliers.

DIRECTORS

The Directors who were in the office during the Year 2016 and up to the date of this report were as follows:

Executive Directors:

Mr. Yan Weibin (Chairman)

Mr. Lin Jung-Chin

Mr. Bartle van der Meer  (Chief Executive Officer)
Ms. Ng Siu Hung

Non-executive Directors:
Mr. Tsai Chang-Hai (Appointed on 19 January 2016)
Mr. Zeng Xiaojun (Appointed on 19 January 2016)

Independent non-executive Directors:

Ms. Ho Mei-Yueh (Appointed on 19 January 2016)
Mr. Jason Wan

Mr. Lau Chun Fai Douglas

Mr. Qiu Weifa (Resigned on 19 January 2016)

'
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In accordance with Articles 83(3) and 84 of the Articles of Association, Mr. Yan Weibin, Mr. Bartle van der Meer
and Mr. Lau Chun Fai Douglas will retire by rotation at the conclusion of the forthcoming AGM and, being
eligible, offer themselves for re-election. An ordinary resolution approving their re-elections will be proposed at
the forthcoming AGM.

The Company has received confirmations of independence from each of the INEDs in accordance with Rule 3.13
of the Listing Rules for the Year 2016 and up to the date of this report. The Company considers all of the INEDs
to be independent.

DIRECTORS' AND SENIOR MANAGEMENT'S BIOGRAPHIES

Biographical details of the Directors and the senior management of the Group are set out in the section headed
“Management Profiles” of this report.

MANAGEMENT CONTRACTS

No contracts concerning the management and administration of the whole or any substantial part of the
business of the Company were entered into or were in existence during the Year 2016.

DIRECTORS' SERVICE CONTRACTS

Each of the executive Directors, NEDs and INEDs has entered into a service contract with the Company for a
term of 3 years, 2 years and 2 years, respectively, which will continue thereafter unless otherwise terminated in
accordance with the terms of the service contract.

No Director proposed for re-election at the forthcoming AGM has a service contract with the Company which
is not determinable by the Company within one year without payment of compensation, other than statutory
compensation.

DIRECTORS' REMUNERATION

The Directors’ remuneration is determined by the Board, as authorised by the Shareholders at general meeting,
with reference to the recommendation by the Remuneration Committee after taking into consideration the
Directors’ duties, responsibilities and performance and the results of the Group as well as the prevailing market
conditions.

DIRECTORS' AND CONTROLLING SHAREHOLDERS' INTERESTS IN
TRANSACTIONS, ARRANGEMENTS OR CONTRACTS OF SIGNIFICANCE

Save for the transactions as disclosed in the section headed “Connected Transactions” below and the related
party transactions as disclosed in note 38 to the financial statements, no Director or an entity connected with the
Director or the controlling shareholders of the Company had a material interest, either directly or indirectly, in
any transaction, arrangement or contract of significance to the business of the Group to which the Company or
any of its subsidiaries was a party during the Year 2016.
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DIRECTORS' AND CHIEF EXECUTIVE'S INTERESTS AND SHORT POSITIONS IN

SHARES AND UNDERLYING SHARES

As at 31 December 2016, the interests and short positions of the Directors and chief executive of the Company

in the share capital and underlying shares of the Company or its associated corporations (within the meaning

of Part XV of the Securities and Futures Ordinance (the “"SFO")), as recorded in the register required to be kept

by the Company pursuant to Section 352 of the SFO, or as otherwise notified to the Company and the Stock

Exchange pursuant to the Model Code for Securities Transactions by Directors of Listed Issuers, were as follows:

Number of
Shares or

Name underlying Shares

Mr. Yan Weibin (“Mr. Yan") 1,200,000
106,539,085

Mr. Lin Jung-Chin 1,200,000
("Mr. Lin") 551,500
Mr. Bartle van der Meer 1,200,000
("Mr. van der Meer”) 162,205,230
Ms. Ng Siu Hung 1,000,000
Mr. Tsai Chang-Hai 300,000
Mr. Zeng Xiaojun 300,000
Ms. Ho Mei-Yueh 300,000
Mr. Jason Wan 300,000
Mr. Lau Chun Fai Douglas 300,000

Long/Short
Position

Long position
Long position
Long position
Long position
Long position
Long position
Long position
Long position
Long position
Long position
Long position

Long position

Nature of interest
Beneficial owner®
Interest of a controlled

corporation®?

Beneficial owner®”
Interest of spouse®

Beneficial owner®
Interest of a controlled
corporation®
Beneficial owner®
Beneficial owner®
Beneficial owner®
Beneficial owner®

Beneficial owner®

Beneficial owner®

Approximate
percentage of

issued share
capital ®

0.09%
8.54%
0.09%
0.04%
0.09%
13.00%
0.08%
0.02%
0.02%
0.02%
0.02%

0.02%
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Notes:

1. These are the Shares subject to the exercise of the share options granted by the Company to the Directors on 21 January 2016
under the Share Option Scheme (as defined below).

2. The Shares are held by Ausnutria Holding Co Ltd (“Ausnutria BVI”), a company wholly-owned by Mr. Yan. Mr. Yan is therefore
deemed to be interested in 106,539,085 Shares under the SFO.

3. The Shares are held by Ms. Lin O, Li-Chu, the spouse of Mr. Lin. Mr. Lin is therefore deemed to be interested in 551,500 Shares
under the SFO.

4. The Shares are held by Dutch Dairy Investments HK Limited, which is in turn wholly-owned by Dutch Dairy Investments B.V.
("DDI"). DDI is owned as to 50.00% by PMH Investments B.V., which is beneficially owned as to 60.10% by Mr. van der Meer
and 39.90% by Mr. Durk Andries van der Meer, being the son of Mr. van der Meer. Mr. van der Meer is therefore deemed to be
interested in 162,205,230 Shares under the SFO.

5. As at 31 December 2016, the total number of the issued Share of the Company was 1,247,732,530.

Save as disclosed above, as at 31 December 2016, none of the Directors and chief executive of the Company
had registered an interest or short position in the Shares, underlying shares or debentures of the Company
or any of its associated corporations that was required to be recorded pursuant to Section 352 of the SFO,
or as otherwise notified to the Company and the Stock Exchange pursuant to the Model Code for Securities
Transactions by Directors of Listed Issuers.

DIRECTORS' RIGHTS TO ACQUIRE SHARES OR DEBENTURES

Save for the grant of share options on 21 January 2016 and 6 July 2016 as set out under the Share Option
Scheme (as defined below), at no time during the year and up to the date of this report were rights to acquire
benefits by means of the acquisition of shares in or debentures of the Company granted to any director or their
respective spouses or minor children, or were any such rights exercised by them; or was the Company or any
of its subsidiaries a party to any arrangement to enable the Directors to acquire such rights in any other body
corporate.
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SUBSTANTIAL SHAREHOLDERS' AND OTHER PERSONS' INTERESTS IN SHARES
AND UNDERLYING SHARES

As at 31 December 2016, according to the register kept by the Company pursuant to Section 336 of the SFO and
so far as was known to, or can be ascertained after reasonable enquiry by the Directors, the following persons
(other than the Directors and chief executive of the Company) had and interest or short position in the shares

and underlying interests of 5% or more of the issued share capital of the Company were as follows:

Approximate
percentage of

Number of issued share
Name ordinary share  Nature of interest capital
Ausnutria BV| Note ) 106,539,085 Beneficial owner 8.54%
BioEngine Capital Inc. 123,355,375 Beneficial owner 9.89%
("BioEngine Capital”) Mote2
Center Laboratories, Inc. 361,738,129 Beneficial owner 28.99%
("Center Lab") Note2 144,193,643 Interest of controlled corporations 11.56%
DD (Notes 3and 4) 162,205,230 Interest of controlled corporation 13.00%
Dutch Dairy Investments HK 162,205,230 Beneficial owner 13.00%
Limited MNote 4
Fan Deming BV (Netes5and7) 162,205,230 Interest of controlled corporation 13.00%
Manids B.V. (Notes 3and ) 162,205,230 Interest of controlled corporation 13.00%
PMH Investments BV (Notes3and?) 162,205,230 Interest of controlled corporation 13.00%
Reditus Holding BV (Notes7and ) 162,205,230 Interest of controlled corporation 13.00%
Ms. Chen Miaoyuan Nete 10 106,539,085 Interest of spouse 8.54%
Mr. Durk Andries van der Meer 162,205,230 Interest of controlled corporation 13.00%
(Notes 8 and 9)
Mr. Ignatius Petrus Jorna Nete® 162,205,230 Interest of controlled corporation 13.00%

(831
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Notes:

10.

Ausnutria BVl is wholly-owned by Mr. Yan. Mr. Yan is therefore deemed to be interested in 106,539,085 Shares under the SFO.
Both BioEngine Capital and BioEngine Technology Development Inc. are non-wholly-owned subsidiaries of Center Lab.
Center Lab is therefore deemed to be interested in 123,355,375 shares and 20,838,268 shares held by BioEngine Capital and
BioEngine Technology Development Inc., respectively under the SFO.

DDl is owned as to 50.00% by each of PMH Investments BV and Manids B.V.

Dutch Dairy Investments HK Limited is wholly-owned by DDI.

Fan Deming BV is wholly-owned by Mr. van der Meer.

Manids B.V. is owned as to 99.84% by Mr. Ignatius Petrus Jorna.

PMH Investments BV is owned as to 60.10% by Fen Deming BV and 39.90% by Reditus Holding BV.

Reditus Holding BV is wholly-owned by Mr. Durk Andries van der Meer.

Mr. Durk Andries van der Meer is the son of Mr. van der Meer.

Ms. Chen Miaoyuan is the spouse of Mr. Yan. Ms. Chen Miaoyuan is therefore deemed to be interested in 106,539,085 Shares
under the SFO.

Save as disclosed above, as at 31 December 2016, no person, other than the Directors, whose interests are set

out in the section headed “Directors’ and chief executive's interests and short positions in shares and underlying

shares” above, had registered an interest or short position in the shares or underlying shares of the Company

that was required to be recorded pursuant to Section 336 of the SFO.

SHARE OPTION SCHEME

Summary of terms
The following is a summary of the principal terms of the share option scheme conditionally approved and

adopted by a written resolution passed by all Shareholders on 19 September 2009 (the “Scheme”):

(a) Purpose

The purpose of the Scheme is to enable the Company to grant options to selected participants as
incentives or rewards for their contribution to the Company.



(b)

(c)

Directors’ Report

The participants

The Directors may, at their absolute discretion, invite any person belonging to any of the following classes
of participants, to take up options to subscribe for the Shares at a price calculated in accordance with
subparagraph (f) below:

any employee or proposed employee (whether full-time or part-time and including any executive
Director), consultants or advisers of or to the Company, any of the subsidiaries or any entity (the
“Invested Entity”) in which the Company holds an equity interest;

ii.  any NEDs (including the INEDs), any of the subsidiaries or any Invested Entity;
iii.  any supplier of goods or services to the Company or any of the subsidiaries or any Invested Entity;
iv.  any customer of the Company or any Invested Entity;

v.  any person or entity that provides research, development or other technological support to the
Company or any Invested Entity; and

vi.  any Shareholder or any of the subsidiaries or any Invested Entity or any holder of any securities issued
by the Company or any of the subsidiaries or any Invested Entity,

and for the purposes of the Scheme, the options may be granted to any company wholly-owned by one
or more persons belonging to any of the above classes of participants. For the avoidance of doubt, the
grant of any options by the Company for the subscription of Shares or other securities of the Company to
any person who falls within any of the above classes of participants shall not, by itself, unless the Directors
otherwise determine, be construed as a grant of option under the Scheme.

The basis of eligibility of any of the above classes of participants to the grant of any options shall be
determined by the Directors from time to time on the basis of the participants’ contribution to the
development and growth of the Company.

Maximum number of Shares

i.  The maximum number of Shares to be issued upon exercise of all outstanding options granted and
yet to be exercised under the Scheme and any other share option schemes of the Company must not
in aggregate exceed 30% of the issued share capital of the Company from time to time. No options
may be granted under any schemes of the Company (or the subsidiary of the Company) if such grant
will result in the maximum number being exceeded.

ii.  The total number of Shares which may be issued upon exercise of all options (excluding, for this
purpose, options which have lapsed in accordance with the terms of the Scheme) to be granted
under the Scheme and any other share option schemes of the Company must not in aggregate
exceed 100,000,000 Shares, being 10% of the total number of Shares in issue at the time dealings
in the Shares first commence on the Stock Exchange (excluding the Shares which may be issued
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(d)

pursuant to the exercise of the Over-allotment Option) as defined in the prospectus of the Company
dated 24 September 2009 (the “"General Mandate Limit”). Since the date of the adoption of the
Scheme and up to the date of this report, options carrying the rights to subscribe for a total of
46,815,000 Shares had been granted under the Scheme and thus the total number of Shares available
for issue under the General Mandate Limit is 9,363,000, representing approximately 0.75% of the total
issued share capital as at the date of this report.

Subject to (i) above and without prejudice to (iv) below, the Company may seek approval of the
Shareholders in general meeting to refresh the General Mandate Limit. However, the total number
of Shares which may be issued upon exercise of all outstanding options to be granted under the
Scheme and any other share option schemes of the Company under the limit as “refreshed” must not
exceed 10% of the Shares in issue as of the date of approval of the refreshed limit. Options previously
granted under the Scheme and any other share option schemes of the Company (including those
outstanding, cancelled or lapsed in accordance with the Scheme and other share option schemes
of the Company or exercised options) will not be counted for the purpose of calculating the limit as
“refreshed”. The Company will send a circular to the Shareholders in compliance with Note (1) to
Rule 17.03(3) and Rule 17.06 of the Listing Rules and/or such other requirements as prescribed in the
Listing Rules.

Subject to (i) above and without prejudice to (iii) above, the Company may seek separate approval
of the Shareholders in general meeting for granting options beyond the General Mandate Limit
provided the options in excess of the limit are granted only to participants specifically identified by
the Company before such approval is sought. The Company will issue a circular to the Shareholders
in compliance with Note (1) to Rule 17.03(3) and Rule 17.06 of the Listing Rules and/or such other
requirements as prescribed in the Listing Rules.

Maximum entitlement of each participant and connected persons

Unless approved by the Shareholders, the total number of Shares issued and to be issued upon
exercise of all outstanding options granted under the Scheme and any other share option schemes of
the Company (including both exercised and outstanding options) to each participant in any 12-month
period must not exceed 1% of the Shares in issue (the “Individual Limit").

Any further grant of options in excess of the Individual Limit in any 12-month period up to and
including the date of such further grant shall be subject to the issue of a circular to the Shareholders
in compliance with the Note to Rule 17.03(4) and Rule 17.06 of the Listing Rules and/or such other
requirements as prescribed in the Listing Rules and the approval of the Shareholders in general
meeting with such participant and his close associates (or his associates if the participant is a
connected person (as defined in the Listing Rules)) abstaining from voting. The number and terms
(including the exercise price) of options to be granted to such participant must be fixed before the
Shareholders’ approval and the date of the Board meeting for proposing such further grant should
be taken as the date of grant for the purpose of calculating the exercise price under Note (1) to Rule
17.03(9) of the Listing Rules.



(e)
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iii.  In addition to the Shareholders’ approval set out in Note (1) to Rule 17.03(3) and Note to Rule 17.03(4)
of the Listing Rules, each grant of options to a Director, chief executive or substantial Shareholder or
any of their respective associates must be approved by the INEDs (excluding any INED who is the
grantee of the options).

iv.  Where any grant of options to a substantial Shareholder or an INED or any of their respective
associates would result in the Shares issued and to be issued upon exercise of all options already
granted and to be granted (including options exercised, cancelled and outstanding) under the
Scheme or any other share option schemes of the Company to such person in the 12-month period
up to and including the date of such grant:

(1) representing in aggregate more than 0.1% of the Shares in issue; and

(2)  bhaving an aggregate value, based on the closing price of the Shares at the date of each grant, in
excess of HK$5 million,

such further grant of options must be approved by the Shareholders. The Company must send a circular
to the Shareholders. The grantee, his associate and all of the connected persons of the Company must
abstain from voting in favour at such general meeting.

Minimum period of holding an option and performance target

The Directors may, at their absolute discretion, fix any minimum period for which an option must be held,
any performance targets that must be achieved and any other conditions that must be fulfilled before the
options can be exercised upon the grant of an option to a participant.

Subscription price for Shares

The subscription price of a Share in respect of any option granted under the Scheme shall be such price
as the Board in its absolute discretion shall determine, provided that such price shall not be less than the
highest of (i) the nominal value of the Shares; (i) the average closing price of the Shares as stated in the
Stock Exchange's daily quotations sheet for the five business days immediately preceding the date of grant
of the option; and (iii) the closing price of the Shares as stated in the Stock Exchange's daily quotations
sheet on the date of grant of the option (which must be a business day). A consideration of HK$1.00 is
payable on acceptance of the offer of the grant of an option.

a
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(h)

Time of exercise of option

An option may be accepted by a participant within 28 days from the date of the offer of grant of the
option.

An option may be exercised in accordance with the terms and conditions of the Scheme at any time during
a period to be determined and notified by the Directors to each grantee, which period may commence on
a day upon which the offer for the grant of the option is accepted but shall end in any event not later than
10 years from the date of grant of the option subject to the provisions for early termination thereof.

Period of the Scheme

Unless terminated by the Company by resolution in general meeting, the Scheme shall be valid and
effective for a period of 10 years commencing on the date on which the Scheme becomes unconditional
(i.e. valid till 20 January 2026).



Present status of the Scheme
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On 21 January 2016 and 6 July 2016, options to subscribe for a total of 46,815,000 Shares of HK$0.10 each were

granted to certain eligible participants pursuant to the Scheme, details as follows:

Number of options

Outstanding Outstanding
Exercise as at Granted ~ Exercised ~ Cancelled Lapsed as at 31
Date of Exercise priceper  1January  duringthe  duringthe  duringthe  duringthe  December
Grantees grant period option 2016 Year2016  Year 2016 Year 2016  Year 2016 2016
Directors
Mr. Yan Weibin 21/01/2016  21/01/2017 - HK$2.45 - 1,200,000 - - - 1,200,000
20/01/2021
Mr. Lin Jung-Chin 21/01/2016  21/01/2017 - HK$2.45 - 1,200,000 - - - 1,200,000
20/01/2021
Mr. Bartle van der Meer 21/01/2016  21/01/2017 - HK$2.45 - 1,200,000 - - - 1,200,000
20/01/2021
Ms. Ng Siu Hung 21/01/2016  21/01/2017 - HK$2.45 - 1,000,000 - - - 1,000,000
20/01/2021
Mr. Tsai Chang-Hai 21/01/2016  21/01/2017 - HK$2.45 - 300,000 - - - 300,000
20/01/2021
Mr. Zeng Xiaojun 21/01/2016  21/01/2017 - HK$2.45 - 300,000 - - - 300,000
20/01/2021
Ms. Ho Mei-Yueh 21/01/2016  21/01/2017 - HK$2.45 - 300,000 - - - 300,000
20/01/2021
Mr. Jason Wan 21/01/2016  21/01/2017 - HK$2.45 - 300,000 - - - 300,000
20/01/2021
Mr. Lau Chun Fai Douglas ~ 21/01/2016  21/01/2017 - HK$2.45 - 300,000 - - - 300,000
20/01/2021
Sub-total - 6,100,000 - - - 6,100,000
Other
Eligible participants 21/01/2016  21/01/2017 - HK$2.45 - 28,700,000 - - (200,000) 28,500,000
20/01/2021
Eligible participants 06/07/2016  06/07/2017 - HK$2.45 - 12,015,000 - - - 12,015,000
20/01/2021
Total - 46,815,000 - - (200,000) 46,615,000
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Note:

On 21 January 2016 and 6 July 2016, options to subscribe respectively for 34,800,000 Shares (the “First Batch of Options Granted”)
and 12,015,000 Shares (the “Second Batch of Options Granted”) of HK$0.10 each were granted to certain eligible participants
pursuant to the Scheme. Further details of the First Batch of Options Granted and the Second Batch of Options Granted are set out

in the announcements of the Company dated 21 January 2016 and 6 July 2016 respectively.

The closing prices of the Shares immediately before the dates of grant were HK$2.32 and HK$2.25 per Share respectively.
All options granted pursuant to the Scheme in 2016 shall vest in the grantees in the following manner:

The First Batch of Options Granted

o One-third was vested on 21 January 2017,
° One-third shall vest on 21 January 2018; and
o One-third shall vest on 21 January 2019.

The Second Batch of Options Granted

° One-third shall vest on 6 July 2017;

J One-third shall vest on 6 July 2018; and
J One-third shall vest on 6 July 2019.
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CONNECTED TRANSACTIONS

Acquisition of the Entire Equity Interest in Hunan Mornring Foodstuff Co., Ltd.

On 11 July 2016, Ausnutria China and Hunan XinDaXin entered into a share transfer agreement (the “Mornring
Agreement”) pursuant to which Ausnutria China agreed to acquire and Hunan XinDaXin agreed to sell the
entire equity interest in Hunan Mornring, the principal activity of which is the holding of the Changsha Properties
that is adjacent to the Group's existing production facility in Changsha city, the PRC, at a consideration of
RMB28.5 million. The purpose of the Mornring Acquisition is to facilitate the future expansion of the Group's
production and storage facilities in Changsha city, the PRC. The consideration was determined after arm’s length
negotiation between Ausnutria China and Hunan XinDaXin based on the appraised value of the Changsha
Properties reported under a valuation report as produced by an independent qualified appraisal company in
Hong Kong.

As at the date of entering into the Mornring Agreement, Mr. Yan Weibin, an executive Director, is a director
of Hunan XinDaXin. Further, Hunan XinDaXin was beneficially owned by Mr. Yan Weibin as to approximately
9.76% and Mr. Wu Yueshi, a former executive Director, as to the remaining of 90.24%. In view of the above,
Hunan XinDaXin is therefore regarded as a connected person of the Company. Accordingly, the Mornring
Acquisition constituted a connected transaction of the Company pursuant to Chapter 14A of the Listing Rules.
As the applicable percentage ratios as defined under the Listing Rules in respect of the Mornring Acquisition
exceed 0.1% but are less than 5%, the Mornring Acquisition is only subject to the reporting and announcement
requirements but exempt from the shareholders’ approval requirements pursuant to Rule 14A.76(2) of the Listing
Rules.

Further details regarding the Mornring Acquisition are set out in the announcement of the Company dated 11
July 2016. The Mornring Acquisition was completed in July 2016.

Saved as disclosed above, the Directors are not aware any related party transactions disclosed in note 38 to the
financial statements constitute connected transactions of the Group. The Directors are also not aware any other
transactions constitute connected transactions of the Group for the Year 2016, which are subject to reporting,
announcement and independent shareholder’s approval requirements under Chapter 14A of the Listing Rules.
The Directors confirm that the Company has complied with the disclosure requirements of the connected
transactions in accordance with chapter 14A of the Listing Rules.

COMPLIANCE ADVISORS' INTEREST

The Company extended the appointment of Asian Capital (Corporate Finance) Limited ("ACCF”) as the
Company's compliance advisor on an on-going basis for consultation on compliance with the Listing Rules
for a period of one year commencing from 24 August 2016 (which the Company is entitled to terminate the
appointment by serving two months prior notice in writing). During the term of the appointment, ACCF will
be accountable to the Audit Committee. As notified by ACCF, during the Year 2016 and up to the date of this
report, neither ACCF nor any of its directors, employees or associates had any interests in the Shares or shares
of any member of the Group, or any right to subscribe for or to nominate persons to subscribe for the Shares or
shares of any member of the Group.

H
w

AUSNUTRIA DAIRY CORPORATION LTD

ANNUAL REPORT 2016



AUSNUTRIA DAIRY CORPORATION LTD

ANNUAL REPORT 2016

Directors’ Report

SUFFICIENCY OF PUBLIC FLOAT

Based on information that is publicly available to the Company and within the knowledge of the Directors, at
least 25% of the Company's total issued share capital was held by the public as at the date of this report.

CORPORATE GOVERNANCE CODE

The Company’s corporate governance principles and practices are set out in the Corporate Governance Report
on pages 37 to 48 of this report.

PERMITTED INDEMNITY PROVISION

The Company has subscribed appropriate and sufficient insurance coverage on directors’ and officers’ liability
insurance throughout the Year 2016, which provides appropriate cover for the Directors and officers of the
Company.

AUDITORS

Ernst & Young retire and a resolution for their reappointment as auditors of the Company will be proposed at the
forthcoming AGM. There has been no change in the Company’s auditors in the preceding three years.

On behalf of the Board

Yan Weibin
Chairman

Changsha City, the PRC
14 March 2017
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Biographical details of the Directors and the senior management of the Group for the Year 2016 and up to the
date of this report are set out below:

DIRECTORS

Executive Directors

Mr. Yan Weibin (“"Mr. Yan”), Chairman

Mr. Yan, aged 51, was appointed as executive Director on 8 June 2009 and elected as chairman of the Board on
7 June 2013. Mr. Yan is the sole shareholder and director of Ausnutria BVI, one of the substantial Shareholders,
and also a director of a number of the Company's subsidiaries, including Ausnutria China. He joined the
Group in September 2003 when Ausnutria China is established. Mr. Yan is responsible for leading the Board
and ensuring it works effectively and discharges its responsibilities and that all key and appropriate issues
are discussed by the Board in a timely manner. Mr. Yan is also primarily responsible for the overall corporate
strategy, planning and business development of the Group. Mr. Yan graduated from Hunan University with a
bachelor's degree in engineering and a master’s degree in business administration. Mr. Yan was a director of
Yuan Longping High-tech Agriculture Co., Ltd* (R FRESEHEARH BR A7) (“Longping High-tech”), a
company listed on the Shenzhen Stock Exchange, from 2004 to January 2016. At Longping High-tech, he served
as chief executive officer from 2004 to April 2010, vice chairman and chief financial officer from April 2010 to
December 2011, chief executive officer and chief financial officer from December 2011 to June 2012 and vice
president from June 2012 to January 2016. Mr. Yan resigned all his duties in Longping High-tech in January 2016.
Mr. Yan is currently a shareholder and director of Hunan Xin Da Xin Co., Ltd.* CHE T KRN ERAF]) .

Mr. Lin Jung-Chin (“Mr. Lin”)

Mr. Lin, aged 61, was appointed as executive Director on 12 December 2014. Mr. Lin is a shareholder
and director of Center Lab and BioEngine Capital Inc. (“BioEngine Capital”), both being the substantial
Shareholders. Mr. Lin is mainly responsible for the overall corporate strategy, planning and business
development of the Group. Mr. Lin graduated in pharmacy from Taipei Medical University and was awarded
an honorary doctorate in medicine by Taipei Medical University in 2010. He is currently chairman of Center
Lab and holds directorships or serves as a member of the senior management of over ten companies in
the biotechnology industry. Mr. Lin has extensive experience in directing corporate reorganisations and
restructurings and successfully directed the initial public offering for a number of companies. He actively
engages in the investment planning and integration of the biotechnology industry.
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Mr. Bartle van der Meer (“Mr. van der Meer”), Chief Executive Officer

Mr. van der Meer, aged 71, was appointed as the executive Director and CEO of the Company on 7 June
2013. Mr. van der Meer is one of the founders of Ausnutria Hyproca and has been involved in the strategic
management since the establishment of Ausnutria Hyproca in 1994. He was also a member of the board of
directors and chief executive officer of Ausnutria Hyproca since 2012 to April 2015. Mr. van der Meer is primarily
responsible for managing and executing the Group's overall business directions and corporate operation
decisions. He graduated with a business administration degree in the Netherlands with a major in banking in
1966. He worked for Rabobank, a multinational banking and financial services group in the Netherlands for more
than 25 years. He is serving as the executive director of PMH Investments B.V, a private equity which owned
50.0% equity interests in DDI, a substantial Shareholder, and Vegelin Group B.V. since 1994. Mr. van der Meer
has been the chairman of supervisory board of sc Heerenveen NV (a soccer club which plays in the premier
division in the Netherlands) since 1998 to 2012, and a member of Foundation Accell Group (a company listed on
Euronext Amsterdam (formerly known as Amsterdam Stock Exchange) since 1998.

Ms. Ng Siu Hung (“Ms. Ng”)

Ms. Ng, aged 48, was appointed as executive Director on 19 September 2009. Ms. Ng is also an executive
director of Ausnutria China and oversees the brand and public relations division, primarily responsible for the
brand building, investor relations and other public relations affairs of Ausnutria China. She studied applied
English language at Changsha University and graduated at University of Westminster, the United Kingdom with
a master of arts degree in human resource management. She was the representative of a computer network
company and subsequently a manager of a trading company for about 2 years. Ms. Ng has been a director of
Hunan Yukai Real Estate Development Co., Ltd* CHFE FILEHE B R A F]) since 2004.

Non-executive Directors

Mr. Tsai Chang-Hai (“Mr. Tsai”)

Mr. Tsai, aged 67, was appointed as NED on 19 January 2016. Mr. Tsai graduated with a bachelor’s degree in
medicine from China Medical University and holds a doctorate of medical science from The University of Tokyo.
Mr. Tsai has extensive knowledge and expertise in biomedicine. Mr. Tsai is the founder and chairman of Asia
University and its affiliated hospital. He is also a professor and chairman of China Medical University. Mr. Tsai
serves the role of director in Taiwan Fertilizer Co., Ltd., a company listed on the Taiwan Stock Exchange. He is
also chairman of the board of directors of Lumosa Therapeutics Co., Ltd. and a director of Medeon Biodesign,
Inc., both companies are listed on the Taipei Exchange in Taiwan. Mr. Tsai is also a director of BioEngine Capital.
Mr. Tsai was a member of Supervisory Committee (25322 8 & ) of the National Health Insurance Administration
of the Ministry of Health and Welfare of Taiwan, deputy convener of the Central Medical Review Committee ( #
EEEESEZLZBEE), a counselor of the Ministry of Health and Welfare, a director of the board of the National

Health Research Institutes and chairman of Taiwan Hospital Association.
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Mr. Zeng Xiaojun (“Mr. Zeng”)

Mr. Zeng, aged 42, was appointed as NED on 19 January 2016. He graduated in trade economics from the
Department of International Economics and Trade of Jiangxi University of Finance and Economics. Mr. Zeng
is currently a member of the executive management team, chief strategy officer and the managing partner of
Shenzhen GTJA Investment Group Co., Ltd. He is responsible for investment research, investment management,
risk management, branding and public relations and corporate strategies. Mr. Zeng has extensive expertise in
the biotechnology industry. From 1996 to 2014, he served as the senior management of several pharmaceutical
companies, namely China Resources Sanjiu Pharmaceutical Trading Co., Ltd.* CRYIZFEB=NEBEE 5HRAF])
and Zhejiang Conba Pharmaceutical Sales Co., Ltd. where he was mainly responsible for market research and
took an active part in sales, corporate strategies and new product introduction and brand management.

Independent Non-executive Directors

Ms. Ho Mei-Yueh ("Ms. Ho”)

Ms. Ho, aged 66, was appointed as INED on 19 January 2016. She graduated from National Taiwan University
with a bachelor of agricultural chemistry degree. She is currently an independent director of AU Optronics Corp.,
Advanced Semiconductor Engineering Inc., Kinpo Electronics Inc. and Bank of Kaohsiung Ltd., the shares of
which are listed on the Taiwan Stock Exchange. Ms. Ho has over 30 years of working experience as a civil servant
in Taiwan, with a focus on economic affairs. Ms. Ho was the Minister of the Ministry of Economic Affairs, Taiwan
from May 2004 to January 2006 and the chairperson of the Council for Economic Planning and Development
Taiwan from May 2007 to May 2008. During her tenure as a civil servant, Ms. Ho involved in the formulation of
various national policies, including the National Development Plan for Taiwan. From May 2013 to May 2015, Ms.
Ho was also an independent director of Taiwan Pelican Express Co. Ltd., the shares of which are listed on the
Taiwan Stock Exchange.
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Mr. Jason Wan (“Mr. Wan”)

Mr. Wan, aged 53, was appointed as INED on 19 September 2009. Mr. Wan is currently a tenured full
professor, Associate Chair for the Department of Food Science and Nutrition, and Associate Director for
the Institute for Food Safety and Health, Illinois Institute of Technology, the USA. Mr. Wan completed
a PhD at Deakin University, Australia in 1992. Prior to that, he graduated with a bachelor of science
degree from Hunan Agricultural University in 1983 and a master of science degree in dairy science and
processing from Northeast Agricultural University in 1986. Mr. Wan was a lecturer in the Department
of Food Science and Technology at Northeast Agricultural University from 1986 to 1988 and a visiting
scientist at the Food Research Institute of the Department of Agriculture in Victoria, Australia in
1989. Mr. Wan was a post-doctoral researcher in the Department of Biochemistry at the University of
Melbourne from 1992 to 1995 and a senior research scientist at CSIRO Food Science Australia from
1995 to 2009. Prior to his current position, Mr. Wan was a research professor in food microbiology and
biotechnology at lllinois Institute of Technology, the USA from 2009 to 2015. Mr. Wan has extensive
knowledge and expertise in the area of processing technologies for food safety, dairy processing and
the functionality of various ingredients of dairy products. He has written many articles over the years on
various subjects, including microbiology and biotechnology, and continues to develop his expertise in
these subjects. Mr. Wan has also received numerous scholarships and research grants, including those
supporting a number of PhD scholars relating to whey proteins and biological properties, as well as
major research grants for research relating to dairy processing.

Mr. Lau Chun Fai Douglas (“Mr. Lau”)

Mr. Lau, aged 44, was appointed as INED on 2 January 2015. Mr. Lau has over 18 years of experience in auditing,
accounting and financial and corporate management. Mr. Lau graduated from the University of New South
Wales with a bachelor of commerce degree in accounting and finance. He is a fellow member of the Hong
Kong Institute of Certified Public Accountants, a member of the Institute of Chartered Accountants in England
and Wales, Institute of Chartered Accountants in Australia and CPA Australia and a founding member of the
Institute of Accountants Exchange. Before joining the Group, Mr. Lau was a partner at Ernst & Young (Assurance
and Advisory Business Services) Hong Kong and Beijing and a regional director (China and Hong Kong) of the
Institute of Chartered Accountants in English and Wales. Mr. Lau is an independent non-executive director of
Chanijet Information Technology Company Limited (Stock code: 1588) since 2011, and GME Group Holdings
Limited (Stock code: 8188) since February 2017.

Mr. Qiu Weifa (“Mr. Qiu”)

Mr. Qiu, aged 72, was appointed as INED on 19 September 2009 and resigned as INED on 19 January 2016.
Mr. Qiu graduated from the Central Institute of Finance and Banking* (R Ef & B2 Z2Ft ) and has senior
economist qualifications* (/2 &RALERN) . Mr. Qiu was vice general manager of Bank of China (Singapore branch),
alternate general manager of The Kwangtung Provincial Bank (Singapore branch) and head of branch (Hunan
branch) of Bank of China. He has over 33 years of experience in the banking sector, holding management
positions at various banking institutions.
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SENIOR MANAGEMENT

Mr. Wong Wei Hua Derek (“Mr. Wong”)

Mr. Wong, aged 44, is chief financial officer and company secretary of the Company. Mr. Wong joined the Group
as deputy CFO in July 2011 and was appointed as joint Company Secretary (later redesignated as Company
Secretary on 3 December 2012) and CFO on 26 September 2011. Mr. Wong has over 19 years of experience in
auditing and financial and corporate management. Mr. Wong graduated from York University with a bachelor’s
degree in accounting and a bachelor’'s degree in mathematics. He is a member of the Hong Kong Institute
of Certified Public Accountants. Prior to joining the Group in July 2011, he was an audit manager with an
international accounting firm, the financial controller of a manufacturing group of companies and the general
manager of an investment company principally engaged in mining business in Indonesia.

Mr. Liu Yuehui (“Mr. Liu”)

Mr. Liu, aged 52, is an executive director and executive vice president of Ausnutria China. Shortly after the
establishment of Ausnutria China, he joined the Group on 26 December 2003. Mr. Liu studied dairy techniques at
the Inner Mongolia Light Manufacturing School* (RE & 8 T2 24 ) . Mr. Liu has held management positions
in various dairy factories and has over 10 years of experience in the industry. Mr. Liu was the assistant to the
chief executive officer of Hunan Ava Nanshan Dairy Products Company Limited* (J#iFde 2= m IL I o & SH B R
2 d]) ("Hunan Ava Nanshan Dairy"”), whose shares are listed on the Shenzhen Stock Exchange. He is primarily
responsible for administration, back-office functions, human resources, judicial affairs, public relations and new

ventures of Ausnutria China.

Mr. Dai Zhiyong (“Mr. Dai”)

Mr. Dai, aged 42, is an executive director and vice chairman, chief engineer, and general manager of the
upstream supply subsidiary, of Ausnutria China. Shortly after the establishment of Ausnutria China, he joined
the Group on 18 September 2003. Mr. Dai graduated from Xiangtan University with a bachelor of chemistry
degree. Mr. Dai held a management position in a dairy company for a number of years and has almost 20 years
of experience in the industry. Mr. Dai served Hunan Ava Nanshan Dairy as vice factory manager and person in
charge of the research and development department of Inner Mongolia Ya Ke Shi Ru Factory* (A& & F A%
Mg ) and was engaged in milk powder research and development works. Mr. Dai is primarily responsible for the
research and development, quality control and supply chain management of Ausnutria China.
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Mr. Deng Shenhui (“Mr. Deng”)

Mr. Deng, aged 43, is chief operation officer of Ausnutria China. He joined the Group in August 2011. Mr.
Deng graduated from Central South University, majoring in computer science. Mr. Deng held positions at
multiple foreign computer software consulting companies and has over ten years of experience in the industry.
Mr. Deng served as department manager of the China Region of the Asia Pacific Sales Services Department
at Oracle Corp. Mr. Deng is mainly responsible for the daily operation and management of Ausnutria China,
providing technical support to the departments and business units at the headquarters and the affairs relating
the trade union. He also oversees the operation of the information technology and sales management divisions,
trade union, Eurlate, KA and e-commerce, and assists Mr. Liu and Mr. Wang in providing support for the daily
management of human resources and financial affairs.

Ms. Li Yimin (“Ms. Li”)

Ms. Li, aged 42, is vice president of Ausnutria China and general manager of Hyproca Nutrition Co., Ltd.
("Hyproca Nutrition”), a non-wholly-owned subsidiary of the Company. She joined the Group in February 2011.
Ms. Li graduated from Sichuan University with a master’s degree in business administration and held managerial
positions at various enterprises. Ms. Li is mainly responsible for coordinating the strategy, business and other
overseas market affairs of Ausnutria China and the overall operation of Hyproca Nutrition.

Mr. Qu Zhishao (“"Mr. Qu”)

Mr. Qu, aged 39, is vice president of Ausnutria China, general manager of Puredo Health Service (Changsha) Co.,
Ltd.* (EMZEEFERS (K2)BBR2A7F]) and chairman of Globlait Nutrition (Changsha) Co., Ltd.* (“Globlait
Nutrition”) CREREZE M (KY) AR A A), both companies are non-wholly-owned subsidiaries of
Ausnutria China. He joined the Group upon the establishment of Ausnutria China and was head of the marketing
department, regional manager, assistant to the chief executive officer and sales director for the southern region,
chief marketing officer and general manager of the marketing department. Mr. Qu holds a bachelor’s degree in
arts from Xiangtan University and has engaged in dairy advertising strategy, sales planning, and marketing and
sales management since 2001. He has over 16 years of experience in the industry.

Mr. Liu Yubiao (“Mr. Liu”)

Mr. Liu, aged 44, is vice president of Ausnutria China and general manager of Hyproca Bioscience Co., Ltd.* (/&
LI EWEE AR AR, a non-wholly-owned subsidiary of the Company. He joined the Group upon the
establishment of Ausnutria China and served as regional manager of Hunan province, manager of the Central
China region (covering five provinces) and deputy general manager of the Allnutria division. Mr. Liu has over 15
years of experience in sales management in the dairy industry. He is mainly responsible for the overall operations
of Hyproca Bioscience Co., Ltd.
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Mr. Zhao Li (“"Mr. Zhao”)

Mr. Zhao, aged 48, joined the Group in April 2016 as general manager of BN E&BEHEHR AR A A, He
became vice president of Ausnutria China on 9 December 2016 and is responsible for overseeing the Allnutria
division and continues to fulfill his duties as general manager of E/NEE A E B BR A F]. Mr. Zhao worked
at Biostime Inc. (Guangzhou)* (“Biostime”) (EM M &£ TEYM R MmAR A F) during the period between
October 2004 and February 2016 and held various positions including general manager of the sales centre of
the Biostime group from October 2004 to December 2013, group chief sales officer of the brand development
division of the Biostime group from January to September 2014, general manager and group vice president of
the brand development division of the Biostime group from October 2014 to March 2015 and chief executive
officer and chief experience officer of the Mama100 office of the Biostime group from April 2015 to February
2016 when he resigned all his positions in Biostime. Mr. Zhao obtained a bachelor’s degree in Chinese medicine
from J#AE R B 2Bt in July 1991 and has studied the Executive Master of Business Administration programme
of South China University of Technology since December 2009. He has extensive experience in sales and
marketing.

Ms. Hong Haoru (“Ms. Hong”)

Ms. Hong, aged 35, is secretary of the board of directors of Ausnutria China. Ms. Hong joined the Group in
2011 as supervisor of the secretarial department of Ausnutria China and was later appointed as secretary of the
board of directors of Ausnutria China in January 2016. Prior to joining the Group in 2011, she served as secretary
to president at Longping High-tech. Ms. Hong graduated from Hunan Agricultural University with a bachelor of
arts degree. Ms. Hong is mainly responsible for the investment and development, supervision of branches and
subsidiaries and compliance work of Ausnutria China.

Mr. Chen Tiejun (“Mr. Chen”)

Mr. Chen, aged 46, is vice president of Ausnutria China and general manager of Globait Nutrition and is mainly
responsible for the overall operations of Globait Nutrition. He joined the Group in September 2015. Mr. Chen
graduated from Université du Québec in Canada with a master’s degree in business administration. Mr. Chen
held various positions in sales management at Nestlé (China) Ltd. for almost 10 years, and subsequently served
the liquid milk division of Yili Group for 4 years as assistant to general manager of the marketing department
(East China) and nationwide senior training manager. Mr. Chen was also deputy marketing director of the A-share
listed Kingenta Ecological Engineering Group Co and was responsible for the affairs of the business college of
the corporation. Subsequent to 2012, he worked at It REHITIHE B A AR A 7], a well-known marketing
consultancy in China, as executive president and shareholder partner, focusing on corporate consulting and
training. Mr. Chen has over 20 years of experience in the dairy industry.

-
—_

AUSNUTRIA DAIRY CORPORATION LTD

ANNUAL REPORT 2016



~N
N

AUSNUTRIA DAIRY CORPORATION LTD

ANNUAL REPORT 2016

Management Profiles

Mr. Xiao Guoxiong (“Mr. Xiao”)

Mr. Xiao, aged 43, is vice chairman of Ausnutria China and general manager of the Allnutria division. He joined
the Group upon the establishment of Ausnutria China and served as market project manager, sales director of
the northern China region and membership promotion director of the marketing department. He later took up
the role of general manager of the Allnutria division in 2013. Mr. Xiao has qualifications in marketing, and has
held positions in relation to the market development, marketing and promotion and sales management for
liquid milk and high-end nutritional products since 1998. Mr. Xiao has over 10 years of experience in the industry
in relation to budget management and team performance management.

Ms. Froukje Dijkstra (“Ms. Dijkstra”)

Ms. Dijkstra, aged 47, is the chief operational officer of Ausnutria Hyproca. She joined the Ausnutria Hyproca
Group since 2012. Ms. Dijkstra graduated in business administration. Before joining Ausnutria Hyproca, Ms.
Dijkstra had over 20 years of experience in the chemical industry with different positions.

Mr. Evert Schilstra (“Mr. Schilstra”)

Mr. Schilstra, aged 57, is the managing director of Hyproca Dairy B.V. and Hyproca Goat Milk B.V. He joined the
Ausnutria Hyproca Group in 1996. Mr. Schilstra graduated from the Bolsward Food Technology College in the
Netherlands with a bachelor in food technology, specialized in the dairy industry. He has more than 33 years of
experience in the dairy industry. Before joining Ausnutria Hyproca, he was engaged in the field of R&D, quality
assurance, investment plans and operations and has worked for engineering, multinational and dairy companies
in the Netherlands.

Dr. Alfred Haandrikman (“Dr. Haandrikman”)

Dr. Haandrikman, aged 59, is the director of the research and development department in Ausnutria Hyproca.
He joined Ausnutria Hyproca in November 2012. Dr. Haandrikman graduated with a doctorate degree in
molecular biology from the Rijksuniversiteit Groningen in the Netherlands. From 1994 to 2006, he worked
as a senior scientist and research and development manager in Hercules European Research Centre, the
Netherlands. From 2006 onwards and before joining the Group, he was appointed as the global research and
development director in Lipid Nutrition B.V. and IOI-Loders Croklaan group, a leading company in development
of lipids for infant nutrition.

Ms. Susan van Nuland (“Ms. van Nuland”)

Ms. van Nuland, aged 47, is the director of marketing of Hyproca Nutrition B.V. She joined Hyproca Nutrition
B.V. since 2016. Ms. van Nuland graduated business economics at the Erasmus University of Rotterdam. Ms.
van Nuland had over 20 years' experience in marketing and worked at several fast-moving consumer goods

companies.

Mr. Johan Westhoff (“Mr. Westhoff”)

Mr. Westhoff, aged 37, is the finance manager of Ausnutria Hyproca. He joined the Ausnutria Hyproca Group
since 2009. Mr. Westhoff graduated in financial controlling at the Open University in Amsterdam. Before joining
Ausnutria Hyproca, Mr. Westhoff has worked at Ventus Group and Ernst & Young.

* For identification purposes only
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To the shareholders of Ausnutria Dairy Corporation Ltd
(Incorporated in the Cayman Islands with limited liability)

OPINION

We have audited the consolidated financial statements of Ausnutria Dairy Corporation Ltd (the “Company”) and
its subsidiaries (the "Group”) set out on pages 79 to 170, which comprise the consolidated statement of financial
position as at 31 December 2016, and the consolidated statement of profit or loss and other comprehensive
income, the consolidated statement of changes in equity and the consolidated statement of cash flows for
the year then ended, and notes to the consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial
position of the Group as at 31 December 2016, and of its consolidated financial performance and its
consolidated cash flows for the year then ended in accordance with International Financial Reporting Standards
("IFRSs") issued by the International Accounting Standards Board ("IASB”) and have been properly prepared in
compliance with the disclosure requirements of the Hong Kong Companies Ordinance.

BASIS FOR OPINION

We conducted our audit in accordance with Hong Kong Standards on Auditing ("HKSAs") issued by the Hong
Kong Institute of Certified Public Accountants (“HKICPA"). Our responsibilities under those standards are further
described in the Auditor’s responsibilities for the audit of the consolidated financial statements section of our
report. We are independent of the Group in accordance with the HKICPA's Code of Ethics for Professional
Accountants (the “Code”), and we have fulfilled our other ethical responsibilities in accordance with the Code.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

KEY AUDIT MATTERS

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit
of the consolidated financial statements of the current period. These matters were addressed in the context of
our audit of the consolidated financial statements as a whole, and in forming our opinion thereon, and we do not
provide a separate opinion on these matters. For each matter below, our description of how our audit addressed
the matter is provided in that context.
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KEY AUDIT MATTERS (continued)

We have fulfilled the responsibilities described in the Auditor’s responsibilities for the audit of the consolidated

financial statements section of our report, including in relation to these matters. Accordingly, our audit included

the performance of procedures designed to respond to our assessment of the risks of material misstatement of

the consolidated financial statements. The results of our audit procedures, including the procedures performed

to address the matters below, provide the basis for our audit opinion on the accompanying consolidated

financial statements.
Key audit matter

Impairment testing of goodwill

Under IFRSs, the Group is required to at least annually
perform the impairment test for goodwill. The carrying
value of goodwill amounted to approximately RMB135
million as at 31 December 2016. The impairment test is
based on the recoverable values of the respective cash-
generating units (the "CGU(s)") to which the goodwill
is assigned. Management's assessment process is
complex and highly judgemental, including the degree
of subjectivity of expected future cash flow forecasts,
associated growth rates and discount rate.

The Company's disclosures about goodwill are included
in notes 2.4 and 15 to the financial statements.

Accounting for revenue recognition

The Group awards end-customers points for their
consumptions, and grants distributors incentives
based on their fulfilment of purchase target. The end-
customers then can exchange the award points for
free products within one year, and the distributors can
redeem free products in the next purchase. Under both
programs, management allocates the revenue into
two parts, the current sales and the deferred income
for award points and incentives. The allocation and
measurement of revenue is complex and requires
significant management judgement and estimates of
relevant fair values.

The Company's disclosures about revenue recognition
are included in notes 2.4 and 5 to the financial
statements.

How our audit addressed the key audit matter

Our audit procedures included, among others,
evaluating the assumptions and methodologies used
by the Group, in particular, discount rate and long
term growth rate, with the assistance of our valuation
specialists. We paid specific attention to the forecasts
used with respect to future revenues and operating
results by comparing the forecasts with the historic
performance of the respective CGUs and the business
development plan. We also focused on the adequacy
of the Group's disclosures of goodwill.

We assessed and tested the design and operation
of the controls over revenue allocation including
the quality of underlying data and systems. We
obtained the computation schedule, checked the
calculation, and evaluated the allocation based
on the relative fair values, and the key estimates,
such as values of free products, with a reference to
the historical information, market practice and the
subsequent settlement of award points and incentives
as at 31 December 2016. We also compared the
actual purchase with the target amount for selected
distributors to assess the calculation of incentives was
in accordance with the incentive scheme.
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Key audit matter

Accounting for business combination

In connection with the acquisition of the nutritional and
healthcare business (the “Business”), management
performed a valuation for the identifiable assets
and liabilities of the Business and a purchase price
allocation, resulting in a goodwill of RMB12.1 million.
The valuation of the assets and liabilities identified in
the purchase price allocation was significant to our
audit, and the estimation process is complex and based
on an external valuation report.

The Company's disclosures about the business
combination are included in notes 2.4 and 33 to the
financial statements.

Independent auditor’s report

How our audit addressed the key audit matter

Our audit procedures included, amongst others,
evaluating the competency, independence and
objectivity of the valuation experts, and evaluating
the assumptions used by the Company and the
valuation experts in the preparation of the valuation
report with the assistance of our valuation specialists.
We particularly focused on the assumptions used in
the valuation of intangible assets and property, plant
and equipment. We focused on the disclosures in the
consolidated financial statements that relate to the
acquisition of the Business and the accompanying
fair values of the assets and liabilities. We assessed
whether those disclosures are compliant with the
requirements set forth in IFRS 3, are comprehensive
and provide sufficient information concerning the
business combination as at the acquisition date.

OTHER INFORMATION INCLUDED IN THE ANNUAL REPORT

The directors of the Company are responsible for the other information. The other information comprises the

information included in the Annual Report, other than the consolidated financial statements and our auditor’s

report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not

express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other

information and, in doing so, consider whether the other information is materially inconsistent with the

consolidated financial statements or our knowledge obtained in the audit or otherwise appears to be materially

misstated. If, based on the work we have performed, we conclude that there is a material misstatement of this

other information, we are required to report that fact. We have nothing to report in this regard.

~
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Independent auditor’s report

RESPONSIBILITIES OF THE DIRECTORS FOR THE CONSOLIDATED FINANCIAL
STATEMENTS

The directors of the Company are responsible for the preparation of consolidated financial statements that give
a true and fair view in accordance with IFRSs issued by the IASB and the disclosure requirements of the Hong
Kong Companies Ordinance, and for such internal control as the directors determine is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement, whether due to fraud
or error.

In preparing the consolidated financial statements, the directors of the Company are responsible for assessing
the Group's ability to continue as a going concern, disclosing, as applicable, matters related to going concern
and using the going concern basis of accounting unless the directors of the Company either intend to liquidate
the Group or to cease operations or have no realistic alternative but to do so.

The directors of the Company are assisted by the Audit Committee in discharging their responsibilities for
overseeing the Group's financial reporting process.

AUDITOR'S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Our report is made solely to you, as a body and for no other purpose. We do not assume
responsibility towards or accept liability to any other person for the contents of this report.

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance
with HKSAs will always detect a material misstatement when it exists. Misstatements can arise from fraud or error
and are considered material if, individually or in the aggregate, they could reasonably be expected to influence
the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with HKSAs, we exercise professional judgement and maintain professional
skepticism throughout the audit. We also:

e Identify and assess the risks of material misstatement of the consolidated financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence
that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,

forgery, intentional omissions, misrepresentations, or the override of internal control.



Independent auditor’s report

AUDITOR'S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS (continued)

Obtain an understanding of internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Group's internal control.

Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by the directors.

Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or conditions
that may cast significant doubt on the Group's ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw attention in our auditor’s report to the related
disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause the Group to cease to continue as a going concern.

Evaluate the overall presentation, structure and content of the consolidated financial statements, including
the disclosures, and whether the consolidated financial statements represent the underlying transactions

and events in a manner that achieves fair presentation.

Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements. We
are responsible for the direction, supervision and performance of the group audit. We remain solely
responsible for our audit opinion.

We communicate with the Audit Committee regarding, among other matters, the planned scope and timing of

the audit and significant audit findings, including any significant deficiencies in internal control that we identify

during our audit.

We also provide the Audit Committee with a statement that we have complied with relevant ethical

requirements regarding independence and to communicate with them all relationships and other matters that

may reasonably be thought to bear on our independence, and where applicable, related safeguards.
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Independent auditor’s report

AUDITOR'S RESPONSIBILITIES FOR THE AUDIT OF THE CONSOLIDATED
FINANCIAL STATEMENTS (continued)

From the matters communicated with the Audit Committee, we determine those matters that were of most
significance in the audit of the consolidated financial statements of the current period and are therefore the
key audit matters. We describe these matters in our auditor’s report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to
outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Yee Chung Man.

Ernst & Young

Certified Public Accountants
Hong Kong

14 March 2017



Consolidated Statement of Profit or Loss
and Other Comprehensive Income
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Notes RMB'000 RMB’000 &<
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REVENUE 5 2,740,262 2,103,534 'ﬂ__ﬁ
Cost of sales (1,615,403) (1,513,568) >
E
Gross profit 1,124,859 589,966
Other income and gains 5 62,631 45,652
Selling and distribution expenses (646,411) (497,613)
Administrative expenses (215,656) (116,281)
Other expenses (14,055) (8,907)
Finance costs 7 (17,849) (16,045)
Share of profits of associates 4,233 7,019
Profit before tax 1) 297,752 3,791
Income tax expense 10 (63,756) (680)
PROFIT FOR THE YEAR 233,996 3,111
Attributable to:
Owners of the parent 212,672 50,645
Non-controlling interests 21,324 (47,534)
233,996 3,111
EARNINGS PER SHARE ATTRIBUTABLE TO
ORDINARY EQUITY HOLDERS OF THE PARENT
— basic and diluted 12
Basic
— For profit for the year (RMB cents) 17.04 490
Diluted
— For profit for the year (RMB cents) 17.01 4.90
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Consolidated Statement of Profit or Loss and Other Comprehensive Income

Year ended 31 December 2016

PROFIT FOR THE YEAR
OTHER COMPREHENSIVE INCOME/(LOSS)

Other comprehensive loss to be reclassified to
profit or loss in subsequent periods:
Exchange differences:
Exchange differences on translation of foreign operations

Net other comprehensive loss to be reclassified to
profit or loss in subsequent periods

Other comprehensive income not to be reclassified to

pr