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YASHILI INTERNATIONAL HOLDINGS LTD (THE “COMPANY” OR “YASHILI")
(STOCK CODE: 01230) and its subsidiaries (collectively the “Group”) as a whole
is a domestically leading professional infant formula producer with international
presence.

The Group has factories in Guangdong, Shanghai, Shanxi, Inner Mongolia and
New Zealand. It sells infant formula products through widely recognized brands
such as Yashily, Reeborne, Dumex, Doraler, Arla and Scient, as well as various
nutrition products including adult milk powder and dissolvable products.
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Corporate Information
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As at 29 August 2018 2018 H8 H29H

BOARD OF DIRECTORS

Non-executive directors

Mr. Jeffrey, Minfang Lu (Chairman)
Mr. Qin Peng

Mr. Zhang Ping

Ms. Lam Pik Po

Executive director

Mr. Chopin Zhang (Chief Executive Officer)

Independent non-executive directors

Mr. Mok Wai Bun Ben
Mr. Cheng Shoutai
Mr. Lee Kong Wai Conway

NOMINATION COMMITTEE

Mr. Jeffrey, Minfang Lu (Chairman)
Mr. Mok Wai Bun Ben
Mr. Cheng Shoutai

REMUNERATION COMMITTEE

Mr. Mok Wai Bun Ben (Chairman)
Mr. Jeffrey, Minfang Lu

Mr. Qin Peng

Mr. Cheng Shoutai

Mr. Lee Kong Wai Conway

AUDIT COMMITTEE

Mr. Lee Kong Wai Conway (Chairman)
Mr. Mok Wai Bun Ben
Mr. Zhang Ping

AUTHORIZED REPRESENTATIVES

Mr. Jeffrey, Minfang Lu
Mr. Zhang Ping
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Corporate Information (continued)
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As at 29 August 2018 #2018 A8 A29H

COMPANY SECRETARY NEAME

Ms. Katrina Wu Y ELZ+

PRINCIPAL PLACE OF BUSINESS IN THE PRC PR FEE XN
9/F Nova Tower mEARLME(THE])

No. 185 Yuexiu Road South ER4A

Yuexiu District, Guangzhou City BN T S % S B 1855k
Guangdong Province, 510057 Bl EBREIE

The People’s Republic of China (the “PRC") (B 4% : 510057)

PRINCIPAL PLACE OF BUSINESS IN HONG KONG & & + E & ¥ ith B

Room A, 32nd Floor i

COFCO Tower 5 98 /&

262 Gloucester Road HTITE2625%

Causeway Bay mREXE

Hong Kong RBAE

REGISTERED ADDRESS OF THE COMPANY A 7] & it i 3k

Cricket Square Cricket Square

Hutchins Drive, P.O. Box 2681 Hutchins Drive, P.O. Box 2681
Grand Cayman KY1-1111 Grand Cayman KY1-1111
Cayman Islands Cayman Islands

HONG KONG BRANCH SHARE REGISTRAR EBRMBEEZLDTE
Computershare Hong Kong Investor Services Limited EAEPRELAEZLAR NG
Shops 1712-1716 a8

17th Floor, Hopewell Centre (T

183 Queen’s Road East 2R ANEER1835

Wan Chai BB L7

Hong Kong 1712-17165% 48
INVESTOR RELATIONS DEPARTMENT BREEBIZBRIBM
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INVESTOR ENQUIRY HOTLINE

+86-20-37795190
+852-2845-1230

INVESTOR ENQUIRY EMAIL ADDRESS

ir@yashili.cn

STOCK CODE

Hong Kong Stock Exchange 01230

COMPANY'S WEBSITE

www.yashili.hk

PRINCIPAL BANKERS

Industrial and Commercial Bank of China (Asia) Limited
Australia and New Zealand Banking Group Limited
Hong Kong Branch
Bank of China, Guangdong Pilot Free Trade Zone Nansha Branch
Industrial Bank Co., Limited, Hong Kong Branch

LEGAL ADVISERS

As to Hong Kong law

Sullivan & Cromwell (Hong Kong) LLP

As to Cayman law

Conyers, Dill & Pearman

AUDITORS

Ernst & Young, Certified Public Accountants

REZBHRBR

+86-20-37795190
+852-2845-1230

REEZEHAEME

ir@yashili.cn
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Financial Highlights
MEGiHE

For the six months ended
30 June
B Z6HA30H L6fEA
2018 2017 Percentage
RMB million RMB million change
ARBEET ARKBEETL FE LI
Revenue WA 966.7 55.6%
Gross profit E 7 447.6 45.9%
Profit attributable to equity AN a R EFE ARG E
holders of the Company (121.9) (133.9%)
Earnings per share (RMB cents) BRAFMARED)
— Basic and diluted —HAREE (2.6) (134.6%)

For the six months ended 30 June 2018, the Group’s revenue amounted
to RMB1,504.1 million (the same period of 2017: RMB966.7 million),
representing an increase of 55.6% as compared to the same period of
last year. The increase in revenue of the Group was mainly because:

1. Channel integration has shown its initial effect since the beginning
of the period, with sales in gradual recovery;

2. During the period, the Group strengthened its advertising campaign
and improved its brand awareness;

3. China has started enforcing “The Recipe Registration Requirement
of National Infant Formula”( (B84 2l A I E Wi 7 5+
#) ) (the “Recipe Registration Requirement”), putting the Group
in a relatively favourable position in market competition.
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Management Discussion and Analysis

THEWES N

INDUSTRY REVIEW

During the first half of 2018, the Chinese economy sustained its
momentum of stable and positive development, featuring basically stable
production demand, continuously optimistic employment, moderate
inflation, improving supply-and-demand structure and higher corporate
efficiency. According to the preliminary statistics released by the National
Bureau of Statistics of China, gross domestic product amounted to
RMB41,896.1 billion for the first half of the year, representing a 6.8%
increase from the previous year based on comparable prices. In general,
the favourable conditions that supported quality economic development
have laid a solid foundation for achieving the major goals of economic
and social development throughout the year. However, amidst multiple
uncertainties from the external environment, China is in a critical stage of
domestic structural adjustment.

Regarding the overall situation of Chinese demographic development, it
is expected to see limited birth rate growth for “First Children” and
“Second Children” in 2018. In view of a year-on-year decline of 7.5% in
marriage registration and a 10% rise in divorce rate for the first half of
2017, it is estimated that there will be at least a 5% drop in the number
of First Children born in 2018. Based on the monthly data of newborn
population, the number of newborn Second Children peaked from
November 2016 to March 2017, after which such number fell on a
month-on-month basis to a level approximate to that prior to the launch
of the “Second-Child Policy” by the end of 2017. In respect of residents’
income, the disposable income per capita averaged RMB14,063
nationwide for the first half of the year, representing a nominal year-on-
year increase of 8.7% and a real growth of 6.6% after excluding price
factors. By permanent residence, per capita disposable income amounted
to an average of RMB19,770 for urban residents, representing a nominal
year-on-year increase of 7.9% and a real growth of 5.8% after excluding
price factors; and average per capital disposable income was RMB7,142
for rural residents, representing a nominal year-on-year growth of 8.8%
and a real growth of 6.8% after excluding price factors. The national
consumption expenditure per capita amounted to RMB9,609,
representing a nominal year-on-year growth of 8.8% (an increase of 1.2
percentage points from the first quarter) and a real growth of 6.7% after
excluding price factors (an increase of 1.3 percentage points from the first
quarter). In particular, urban residents experienced a nominal increase of
6.8% in average consumption expenditure, which was an increase of 1.1
percentage points from the first quarter; and rural residents saw their
average consumption expenditure increased by 12.2% on nominal terms,
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Management Discussion and Analysis (continued)
B fE o o B 2 AT (@)

which was an increase of 1.2 percentage points from the first quarter. In
the first half of the year, the total retail sales of consumer goods
amounted to RMB18,001.8 billion, representing a year-on-year growth of
9.4%, which represented a drop of 0.4 percentage point from the first
quarter.

Followed by steady growth of the Chinese economy, a "“Quality
Revolution” was in full swing at the domestic market of infant formula
milk powder. Dubbed “The Most Stringent New Policy for Milk Powder
Products Historically”, the Recipe Registration Requirement took effect on
1 January 2018, implementing infant milk powder safety regulations from
product to the entire production system. The industry is experiencing
thriving growth, and the favorable factors brought by new policies on
milk powder formula registration, upgrade on consumptions and the
nationwide two-child policy, resulted in the recovery of the overall
domestic infant milk powder market. Domestic milk powder enterprises
have raised their sales targets for the year and expanded their influence
via e-commerce platforms. On 12 March, top six domestic milk powder
brands started the “Festival of Domestic Milk Powder” with JD.com,
launching an initiative and appeal for ensuring the quality of domestic
milk powder. This is also the first time that the top six domestic milk
powder giants have appeared under the overall image of “Domestic Milk
Powder”.

As of August 2018, a total of 153 enterprises have completed the
registration for 1,177 infant formula milk powder products, including 106
domestic enterprises with 897 recipes and 47 overseas enterprises with
280 recipes. The State Administration for Market Regulation (formerly
known as the China Food and Drug Administration (“CFDA")) has carried
out 118 system inspections on 108 milk enterprises. Local regulatory
authorities have seriously dealt with problematic enterprises, ordering 21
enterprises to suspend production and conduct rectification, investigating
11 enterprises and revoking the food production licenses of 2 enterprises.

With the population aging, families becoming smaller and younger
consumers emerging as the main consumption power in society,
consumption demands have been shifting towards the high-end,
diversified, good-for-health products and unique consumption experience.
The phenomenon has encouraged industries to pursue the upgrade of
industry structure, and exerting on product innovation and enhancing
brand influence continuously have become the strategies of corporations
to attract consumers. In addition, ongoing urbanization drives the channel
penetration into lower-tier markets, which has turned third-tier and

ZEEBM2EEDE - E¥F HLIHE
mEEEE AR 180,018t AiER
9.4% R FE—FE L5504 EF D -

PREEFEERAOBE BREHDE
FIAHTEMN I REEH I b ANENRE
Bl o SRR E BRI FT B A B 5 51 it
HIEER2018FE1ATHEREW BHFE
MMM LEEENRERERM LA EEE

FEMHERBRHLEG HBEARREZE
BEREMNGET BRABHRHH TS E
BoOE BENDHECEGHD LASFHOHE
EHRYEDNERFEBEARTEN - K3
ARB RAXBENHREEF KRR
[EENMERI RS THEEREREEL
PROHMENEZNTRE E0LI K
BENHEEERATESDHH | O BRI
KR -

BHZE2018F8 7 HBHIS3KRBE1177EE
WP BL T EMTAEM - BERR106
K187 B 77+ 3R HNAT K 1 2280 il B
H-BERTHEBEERERFIMBERE M
EREBEREARIREELARBR)EY
108RIATHE TSN ERKRSE  SHE
EHMBRREREEEIHENGE  ESE
EERVR UYREEITR DHERERSE
EFFAE2R -

EEHEERIL REN(CNFERSE
ERRHBET N BEFRBRAGHR %
T RELABEFRRONER MBER
REAR AFERLRBERARETE
N RREERSDEEE MR - LI - W
FMBEESTHRE TN = TORWETHH

07

FRHEARE 2018

BB B PR A R)

LA

CCi Ve
IF i\ 2 B
T 1L aA

YASHILY |

Y,



08

Interim Report 2018

Yashili International Holdings Ltd

| CCTV.
BB
| Ebmh®

YASHILY :

Y,

Management Discussion and Analysis (continued)
B fE o o B O M (@)

fourth-tier cities into a growth driver of the infant powder product
industry. Also, with online shopping becoming more popular today,
e-commerce sales of fast-moving consumer goods have been climbing
rapidly. As online shopping has been gaining popularity, enterprises have
to hasten e-commerce penetration, push for integration of online and
offline marketing, and speed up deployment of the “New Retail” industry
mode to capture market share.

BUSINESS REVIEW

In 2013, Mengniu Group commenced strategic cooperation with the
Group by way of a general offer, thereby becoming the Group’s
controlling shareholder. In 2014, the Group, China Mengniu International
Company Limited (“Mengniu International”) and Danone Asia Baby
Nutrition Pte. Ltd. (“Danone Asia”) entered into a share subscription
agreement. As the transaction closed in February 2015, Danone Asia
officially became the Group’s second largest shareholder. In December
2015, the Group completed the acquisition of the entire equity interest in
Oushi Mengniu (Inner Mongolia) Dairy Products Co., Ltd. (“Oushi
Mengniu”), a member of Mengniu Group. In May 2016, the Group
completed the acquisition of the entire equity interest in Dumex Baby
Food Co., Ltd., (“Dumex China”), a member of Danone Group, and
completed the initial stage of its brand consolidation and domestic
capacity expansion.

The Group is committed to developing wholesome nutritious products for
consumers, including the branded product series for promoting healthy
growth of infants and toddlers such as “Yashily”, “Reeborne”, “Dumex”,
“Doraler”, "Arla” and “Scient”, as well as those designed to meet the
nutritional needs of adults such as “Youyi”, “Huanging” and “Zhengwei".
The Group’s business model incorporates such key factors as premium
imported dairy raw materials, premium imported original infant formula
milk powder products, self-developed recipes, an advanced manufacturing
system and professional marketing teams with sufficient knowledge of
local consumer markets, which enables the Group to offer trustworthy
products to consumers.
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Management Discussion and Analysis (continued)
B fE o o B 2 AT (@)

Introduction of Product Categories

Infant Formula Products:

The infant milk formula products developed by the Group are mainly
aimed at satisfying the health and nutritional needs of infants and
toddlers during daily feeding, and can serve as a major source of nutrition
for infants and toddlers supplementary to breast milk. All branded infant
milk formula products are produced using premium imported raw
materials. The Group is striving to develop infant formula with the most
ideal nutrition composition to well cater for the needs of infants and
toddlers during different stages of growth and development.

In order to meet the diversified consumer demands, the Group
continuously enriches its brand matrix and improves its product structure,
endeavoring to become the preferred brand of all-round nutrition and
health solutions for Chinese mothers and babies. Under the Group, there
are “Yashily”, “Dumex”, "Reeborne”, “Doraler” and "Arla” with
extensive product lines that cover the consumer demands of different
classes from mainstream to high-end markets. As of August 2018, the
Group and its partner Arla have obtained the approval for registering 48
infant formula recipes of 16 series.

The Group has established different infant formula product lines targeting
customers at different consumption levels. Among them, Yashily’'s
“Kieember”, originally canned and imported from New Zealand, targets
mid-range to high-end consumers. The INFAT™ active energy system
promotes growth of babies’ own probiotic group by six times, releasing
internal intestinal vitality and improving gastrointestinal digestion of
nutrients, which will keep the babies energetic. Yashily’s “Kieevagour”,
originally canned and imported from New Zealand, targets mid-range
customer groups. The product is supplemented with prebiotics
combinations to help maintain gastrointestinal health. Products of this
series contain the 1+1 nutrition mix to supply key nutrition for physical
and intellectual growth, providing all-round nutrition for babies and
toddlers. Also targeting mid-range customers, Yashily’s “Qin‘ershi” is
painstakingly developed based on the growth characteristics and
nutritional needs of infants and toddlers, to provide them with necessary
nutrition to suit their physical constitution for better digestion. Yashily’s
“Qin‘ershuo” is positioned to be an affordable product that offers
balanced nutrition for excellent growth performance. Yashily’s “New
Formula” contains prebiotics combinations, DHA and nucleotides to help
maintain gastrointestinal health, facilitate intellectual development and
develop the immune system. The product is supplemented with probiotics
and lactoferrin to enable babies to build up physical strength and enjoy
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Management Discussion and Analysis (continued)
B fE o o B O M (@)

better growth. Dumex’s “Diamor”, originated in Europe, has been
focused on studying the immune system of Chinese babies for 25 years
and has obtained two patents granted by European authorities (i.e., the
patented prebiotics mixture and the patented technology of DHA
microencapsulated flavour). The product also contains OPO and Omega3
unsaturated fatty acids, with an aim to developing professional pediatric
solutions.

While solidifying its regular milk powder market, the Group is highly
attentive to market trends and consumer insights and actively expands
the market segment of organic and goat milk. Currently, the Group has
launched two organic milk powder brands of “Arla Baby & Me"” and
“Reeborne” and goat milk powder brands of “Doraler” and “Dumex”. “Arla
Baby & Me Organic”, a “Brand Consumed by the Danish Royal Family”, is
originally canned and imported from Denmark and targets ultra-high-end
consumers. For 137 years, the brand has imposed strict quality controls
spanning the entire processes ranging from forage, research and
development to transportation and marketing, so as to ensure the organic
nature and health of every drop of milk. Targeting the high-end
consumers, “Reeborne” works to be a leading brand in China’s organic
market. “Doraler” is originally canned and imported from Australia with
100% goat milk protein, which is mild, smooth and easily absorbed.

Going forward, the Group will launch more brands in line with the pursuit
of consumers, research and develop more innovative products suitable for
Chinese infants, optimize its brands and product structure at a faster
pace, and give back to the market and consumers.

Adult Milk Powder Products:

To meet the nutritious needs of different people, the Group also produces
and sells various types of adult powder, which include: nutritional milk
powder for adult family members, high-end functional milk powder for
middle-aged and elderly people, and nutritional milk powder for children.

“Mengniu”-branded adult milk powder targets customers demanding
daily nutritional supplements, such as middle-aged and elderly people,
students and women. Leveraging on 100% premium milk sources,
technologies from Northern Europe and scientific formula, the product
offers Chinese consumers milk powder of international quality at any
time.

“Youyi”-branded adult milk powder, with a track record of 17 years,
focuses on consumers including middle-aged and elderly people, students
and women. It contains calcium, vitamin A/D/E, dietary fiber and other
beneficial elements. Produced in compliance with international standards,
products of this series are reliable for their high quality.
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Management Discussion and Analysis (continued)
B fE o o B 2 AT (@)

“Huanging”-branded milk powder for middle-aged and elderly people
addresses their needs for strong bones and a healthy cardiovascular
system to regain youthful vitality.

“Future Star” milk powder for children’s growth contains 58 dietary
mixes, including 28 fruit-vegetable powders, probiotics + prebiotics and
DHA. Such products are suitable for children who are slow or picky eaters
or who eat less.

Dissolvable Products:
The Group's products also include a number of dissolvable product series:

“Zhengwei”-branded cereal is positioned to provide consumers with
premium nutrition balanced mix. Featuring natural and pure, the cereal
product supplements daily dietary fiber and is suitable for daily drinking
among all family members.

"Yashily”-branded nutritious milk rice cereal for infants and toddlers is
developed based on the babies’ characteristics of growth and
development. Products of this series are made from premium rice as raw
material and an optimised new mix of nutrition, and are processed on a
high-speed production line, sealed equipment and a fine packaging
process to ensure stable quality and safety.

Brand Strategy

In the first half of 2018, the Group continued its differentiated brand
strategy in 2017 to re-integrate and re-define the mission, responsibility
and positioning of the Group and its five major brands. The move, as a
response to the trend of consumption upgrade, aims to achieve full
coverage of all levels of markets. Specifically, “Yashily” and “Dumex” are
of mid to high-end positioning, “Reeborne” and “Doraler” target on
high-end consumers, while “Arla Baby & Me" is designed for the ultra-
high-end market.

In response to the demand of consumers for higher standard products,
the Group successfully completed the brand image upgrade of Yashili
International Group and launched a brand conference named “April 20th
“Gathering Momentum, Delivering Ingenuity and Winning the Future””
to highlight the brand’s vitality and strength, promote channels and boost
consumer confidence. To enhance brand awareness and reputation, the
Group has tapped into two core IP resources: “Craftmanship Brand” ([F
Diahg) from China Central Television (“CCTV") and “Official Partner of
2018 World Cup”, serving as the first infant milk powder brand to
sponsor the world-class matches to deploy 360-degree branding strategy
via TV advertisement, outdoor display, new media exposure and offline
activities.

(R ImEPEFNN TEHEAEH
BEOMEREFRONFTEFAN REFE

[RREIREREDNH = H8BERA
B BRBEBREN mARE+mLT
DHA - BRI/ DL KEHk LHRENRE

B/ e

R EE am -
AEMERNBELBERIGRES

[ERImEER EU/BEERHED
BEMERAS EmBAREL MASA
BRE%E Ba2RARERM -

(LR RYRERP KD RIEEE X
REREH BRRXKRIZRM B2
BEEA RERASELEER HEAAR
BRBABRIZ HREREMLEN
EmEE-

mm hE 3R g

EIE2017F ZRCMH B G E 8BRS 0 2018
FLHFAEEENERETEEAEER
MEEGE TSR MR & - EBMEL
IEEHEARBE BEREBRTSEE
BE pihsmeE LM% E
%) R ELLE R M RN F ]
HemmE[AlaE B EE ] -

AEAEEUHERAERBEENTI XK
S EIEM 5T R T ML R B BR R B 5 Y
KAL - BRTABRIA200FZE . EL. AR
KImE#EME CRREEINESN R
RRBUBEBEEL R MBEMBE
MEEE HEMARLIPER: PRERF
BURBEDIELRER2018F R E
FEERH] KAZHKEEAEHERTER
BEENEYRNOH ML BEERES P
SN RTIREBR L - AR TR B 51 R360/E
ESpSRIVALLY R A

11

FRHEARE 2018

BB B PR A R)

LA

CCi Ve
IF i\ 2 B
T 1L aA

YASHILY |

Y,



12

Interim Report 2018

Yashili International Holdings Ltd

| CCTV.
BB
| Ebmh®

YASHILY :

Y,

Management Discussion and Analysis (continued)
B fE o o B O M (@)

As for TV promotion, the Group joined hands with CCTV as a
“Craftmanship Brand” to leverage the Group’s leading position against
competitors of the industry, enhance brand awareness and intensively
engage consumer groups with the support of satellite TV channels. In
respect of new media, the Group precisely reached target groups via
social media, maternal and child vertical media, news feed, etc., to deliver
products’ selling points specifically, to bolster brand reputation and
penetration. In the meantime, Yashili optimised Baidu operation channel
to explore potential consumers. Each brand is equipped with its own
official Weibo account where frequent interaction takes place in relation
to hot topics and festival events to enhance consumer stickiness and
brand loyalty. To establish better connection with consumers, the Group
sought for better sales market coverage with significant exposure via
outdoor and high-speed rail stations advertisements, as well as the most
engaging media resources to achieve intimate communication with
customers. During the World Cup, the Group launched a large-scale
roadshow activity called “Baby World Cup” across the country to provide
interactive activities through offline baby football games and online
marketing platforms, to echo brand exposure and enhance the stickiness
of terminal consumers.

Product R&D

Creating the advantages of differentiated products is the Group’s key
strategy. In the first half of 2018, the Group’s professional and extensive
R&D team responded to the demand from domestic and global markets,
with substantial progress made in the registration of domestic milk
powder recipes, joint projects on products with overseas factories, as well
as research and technology on nutrition products.

1. Infant Formula Recipe Registration
As of August 2018, the Group had 4 more series, i.e. 12 products,
approved for recipe registration this year. Following the approval,
the Group and its partner Arla have obtained the approval for
registering a total of 48 infant formula recipes of 16 series.
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Management Discussion and Analysis (continued)
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Science and Research Technology for Nutrition
Products

Staying on top of the leading international technology, the Group
proactively introduced various fresh elements for the design of new
infant formula products with “organic”, “A2- 3 casein” and “OPO"
as key factors as a solid foundation of quality milk powder for
Chinese babies. The market focus — a new raw material called
“"HMO" (Human Milk Oligosaccharides), is now under scientific
evaluation for the coming strategic formula innovation.

In addition to the R&D of infant formula products, the Group
responded to the aging Chinese population by developing the
“Yourui” series of high-end milk powder for middle-aged and
elderly people. The series includes a formula for soothing intestines
(“Shunyi”), a formula for stabilizing blood sugar (“Yitian”) and a
formula for nurturing joints (“Guyi”). Such products have been
added with a number of functional new ingredients such as
bifidobacterium lactis, polydextrose, isomerised lactose and
collagen. Furthermore, the Group’s new products include probiotic
solid drinks and the “Future Star” series with a variety of fruit and
vegetable flavors.

13th Five-Year Plan Projects

Among the 13th Five-Year Plan Projects, the Group has involved in
specific research work on formula design, factory trial production
and animal experiment regarding breast milk composition. Based
on the research on breast milk in eight cities nationwide, the Group
has carried out the study on “Optimizing the Design and
Development of Proteins and Amino Acids in Infant Foods” ( {{&1t,

EREMARRERRRMPHRFTMFHEE) ).
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Management Discussion and Analysis (continued)
B fE o o B O M (@)

Sales Channels

During the first half of 2018, the Group continued to implement the
strategic plan for channel restructuring as well as enhancement. Four
separate business units have been established for infant formula. In
addition, three new independent business units have been set up. As
such, the Group has a lineup of seven business units responsible for
different product lines, to jointly facilitate the Group in the structural
layout for its market business. The seven units actively promote the
Group's star products, while driving the development of other products
as well.

As for the mother-and-baby store channel, the Group maintains its
intensive work on developing the channel with outlets set up in counties
and townships, to better localise the outlets of the Group. In respect of
the modern trade channel, the Group has built on the main channel of
KA markets for adult milk powder, set up a team to fine-tune the modern
trade channel and products, consolidate and raise the market share of
milk powder, extending the edge of “Reeborne” in the market and firmly
retain its leadership in the organic market. On the other hand, the Group
eyed on the goat milk market and its goat milk powder strategy will be
launched officially by securing its goat milk market with its products
“Australian Doraler” and “Dumex” goat milk powder, as well as “Dumex
TruYn”. At the same time, the Group has been actively upgrading its
formulas to build a Chinese milk lineup composed of multiple milk
powder products. Yashili effectively leverages on its 16 approved formula
series, catering to high, mid and low-end consumers to fully tap into the
market.

In respect of marketing, aside from basic promotion activities, the Group
worked hard on developing innovative approaches in the first half of
2018, while pursuing more new channels to draw new customers and
deliver more effective promotion campaigns. One example is the large-
scale World Cup roadshow for babies, which leveraged on the super IP of
World Cup. From April to June, over 200 roadshows were staged, greatly
improving the market atmosphere and team morale and strongly boosting
the confidence for channels.
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Management Discussion and Analysis (continued)
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Quality Control

2018 has been named as the “Quality Year” for Yashili, featuring the
slogan “Quality, | Promise” as the core of quality culture. The newly
integrated Yashili International Group is 100% committed to improving
the overall quality standard which represents the lifeline of an enterprise.
At the beginning of 2018, all staff from the management to first-tier
production team, have been engaged in quality improvement activities.
The core management and key management personnel of each factory
have signed a quality assurance statement to show their full commitment
to improve quality and enhance market competitiveness.

As part of the Quality Year initiatives, Yashili's Quality Centre has
successively launched series of training activities on quality during the first
half of the year. In addition to inviting external senior auditing experts for
on-site inspection trainings in Horinger factory, members from the Quality
Centre were sent to respective production bases to carry out trainings on
basic quality standards and microbial cleansing so that the factories can
improve their quality continuously. Moreover, the Quality Centre has
prepared a guideline of training materials on GMP-related practices for
the infant formula milk powder industry. The guideline has been
distributed to all of the Group’s factories for learning and promotion,
coupled with on-site guidance and quality trainings to comprehensively
upgrade the level of quality among all the factory staff. Meanwhile, based
on the arrangements of the Quality Year initiatives, respective factories
successively conducted their own internal training activities on relevant
standards and regulations, which covered directly related personnel such
as workshop staff, team leaders and supervisors. Learning about quality
allows the relevant personnel to think more broadly and provide better
quality management.
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As for practical operation, the Group has further reinforced quality
management on the whole supply chain with the following actions:

In the first half of 2018, the Group’s Quality Centre carried out
trainings on advanced audit techniques for the audit team members
of suppliers, sorted out the “List of Approved Suppliers of
Packaging Materials” ((BEMBABEERSE) ) and
completed the on-site audit of 33 various suppliers according to
unified auditing standards. Besides, the factories further optimized
the internal inspection plan for incoming goods by sharing of
resources and ensured proper use of materials through the strict
inspection of incoming goods.

As for the operation of internal quality system, each factory
continued to improve its quality system operation through self-
inspection, assistant inspection, etc. From January to June, all five
factories under the Group passed a total of 19 external audits in
relation to production licensing, GMP, HACCP, FSSC22000, organic
certification and others. Given increasingly stringent regulation on
the infant formula milk powder industry, the Shanghai, Chaozhou
and Horinger factories have passed the national inspection on the
safety production practice for infant formula milk powder, which
represents the recognition of their effective food safety and quality
operation system. This proves the sound operation of such systems
in the respective factories and ensures that the products are in line
with standards.

The Group constantly promoted the application of advanced
technology in the production process. In order to mitigate the
quality risks caused by faulty feeding in the front-end process of
production, Chaozhou factory took the lead in the application of an
error-proof product feeding system to avoid the misuse of materials
by electronic systems, with continuous improvement of electronic
records for the production process. At present, the Shanxi and
Horinger factories have also successively started the preliminary
work of this project.

As for the capacity building among the laboratories, respective
factories have conducted proficiency testing according to their work
plans. Chaozhou factory developed the testing method based on
liguid chromatography—-mass spectrometry for casein
phosphopeptides and the testing method based on ion
chromatography for FOS and GOS in the first half of the year.
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Management Discussion and Analysis (continued)
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In the first half of 2018, the Group recorded a 100% pass rate in both
ready-for-delivery products and external spot checks. The products
complied with national requirements in respect of risk monitoring, which
proves that the Group has stable operation of its quality system to ensure
better-than-expected products and boost consumer confidence in the
Group and its products.

Supply Chain

In the first half of 2018, the Group’s Supply Chain Centre worked in the
principle of “Strict Management, Collaborative Operations” to push
forward the Six Empowerment Projects, with improvements made in
supply chain culture, talent pool, lean production, excellent supply chain
operation, key projects, production-sales coordination, upstream-
downstream coordinated management for the supply chain.

Increased Volumes in Own Production and Contract
Processing with Notable Achievement in Cost
Effectiveness

In respect of production management, Yashili continued to grow its own
production volume. Owing to the close cooperation with Mengniu Group
and its strong support, the Group recorded a higher production volume
in its subcontracting business for the raw materials of whole milk powder
in the first half of the year. Production volume also grew on the basis of
the wet production technology, which significantly raised the overall
utilization of production capacity and slashed the fixed cost of products in
the first half of the year. Effective ongoing production-sales coordination
and safe inventory planning improved the Group’s inventory turnover
compared to 2017 and effectively improve the holding cost of Yashili's
products. At the same time, the Group’s reasonable scheduling and
enhancement of manufacturing productivity led to an increase in average
output compared to 2017. For the first half of 2018, the Group saw a
major decline in the overall manufacturing cost of its products. Owing to
the aforementioned measures, Yashili enhanced the profitability of its
products.

Cultivation of New Supply Chain Management Culture
for Yashili

In respect of the integrating supply chain culture, the Group has put
forward a management framework composed of “One-centre Strategy,
End-to-end Management, Four Pillars and Four Bases” to serve as a
unified concept for Yashili's diverse supply chain culture, cultivating the
supply chain management culture of “New Yashili” and providing the
unified management objectives. The Six Empowerments resulted in
greater flexibility of the overall supply chain. Eventually, the four domestic
factories have successively passed all the spot checks by the CFDA under
the most stringent administrative measures for infant formula foods.
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Management Discussion and Analysis (continued)
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FINANCIAL REVIEW

Revenue

For the six months ended 30 June 2018, the Group’s revenue amounted
to RMB1,504.1 million (the same period of 2017: RMB966.7 million),
representing an increase of 55.6% as compared to the same period of
last year.

Revenue by brand and product category — for the six
months ended 30 June (unaudited)
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For the six months ended 30 June 2018, revenue from milk powder
products amounted to RMB1,144.2 million (the same period of 2017:
RMB820.8 million), representing an increase of 39.4% from the same
period of 2017; among total sales of infant formula milk powder, sales of
high-end infant milk powder accounted for 42.3% in the first half of
2018, up from 22.5% in the first half of 2017 and 26.9% in the second
half of 2017. Revenue from dissolvable product amounted to RMB91.2
million (the same period of 2017: RMB99.7 million), representing an
decrease of 8.5% from the same period of 2017. Revenue from other
products amounted to RMB268.7 million (the same period of 2017:
RMB46.2 million), representing an increase of 481.6% from the same
period of 2017, which was mainly derived from the sale of base powder
by Yashili New Zealand Dairy Co., Limited (“Yashili New Zealand”) to
Danone Asia Pacific Holdings Pte Ltd., a subsidiary of Danone SA.

HE2018F6 A30B IEAE A 1 E &
FHRWAARE114428 & £ (2017F F
Bl : AR®8208E & L) @ 82017 F [ HiZ
IN39.4% : Hf » @i B R IMHELH R
Be 75 45 83 A &9 85 & (h L #2017 F = F
22.5% * 2017F N ¥ FH26.9% A Z=2018
FEXFNLI23%  MAFAERERIKAA
REENMN2EEILQI7TFRE : ARK97
BEIL) B2017F R TMES5%  EfME
mEBWAARE287H 8T (20174 [
H: ARM4628 BJr) © 820174 A Hi 18
n4ag1e%  FERHLAMTAWMAEER
ANEI((HAEMILE]D HEEMAIERLSAT
NAERETABRABIESE -



Management Discussion and Analysis (continued)
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The increase in the Group’s revenue was mainly due to: 1. Channel
integration has shown its initial effect since the beginning of the period,
with sales in gradual recovery. 2. During the period, the Group
strengthened its advertising campaign and improved its brand awareness.
3. China has started enforcing the Recipe Registration Requirement,
putting the Group in a relatively favourable position in market
competition.

Gross profit

For the six months ended 30 June 2018, the Group recorded a gross
profit of RMB652.9 million (the same period of 2017: RMB447.6 million),
representing an increase of 45.9% from the same period of last year. The
gross profit margin was 43.4%, representing a decrease of 2.9
percentage points due to an increase in the proportion of the sales of
base powder with a lower margin, which was partly offset by an increase
in the proportion of the sales of high-end infant milk powder with a
relatively higher margin.

Selling and distribution expenses

For the six months ended 30 June 2018, the Group generated selling and
distribution expenses of RMB573.5 million (the same period of 2017:
RMB490.7 million), representing an increase of 16.9% from the same
period of last year. In terms of the percentage of revenue, the selling and
distribution expenses was 38.1% for the first half of 2018 (the same
period of 2017: 50.8%), representing a decrease of 12.7 percentage
points from the same period of last year, which was mainly due to the
increase in sales revenue and the enhancement of utilisation efficiency of
selling and distribution expenses.

Administrative expenses

For the six months ended 30 June 2018, administrative expenses
amounted to RMB87.9 million (the same period of 2017: RMB114.0
million), representing a decrease of 22.9% from the same period of last
year, mainly attributable to improvement of operating efficiency.

Net finance income

For the six months ended 30 June 2018, net finance income amounted to
RMB54.1 million (the same period of 2017: RMB54.5 million). The
decrease in net finance income of 0.7% was mainly attributable to the
decrease of working capital available for investment as a result of
repayment of borrowings.
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Management Discussion and Analysis (continued)
B fE o o B O M (@)

Income tax credit

For the six months ended 30 June 2018, the income tax credit provided
for by the Group amounted to RMB47.7 million (the same period of
2017: RMB37.7 million), and the effective income tax rate was —745.3%
(the same period of 2017: =23.6%). The increase in income tax credit was
mainly because the Group utilised the unrecognised tax losses from
previous years during the period.

Inventory

As at 30 June 2018, the balance of inventory of the Group amounted to
RMB718.8 million (31 December 2017: RMB786.3 million). The decrease
in inventory was mainly due to an increase in impairment provided for
inventory in accordance with the group policy as compared to the same
period.

Other current financial assets

As at 30 June 2018, other current financial assets included bank wealth
management products with principal guarantee and stable growth of
RMB626.6 million, with an anticipated annualised yields of 4.1% to 4.9%
(31 December 2017: 3.1% to 4.0%,).

Trade and bills receivables

As at 30 June 2018, the Group's trade and bills receivables amounted to
RMB166.9 million (31 December 2017: RMB144.3 million). During the
first half of 2018, the trade receivables turnover days were 20 days (the
same period of 2017: 30 days), representing a decrease of 10 days as
compared to the same period of 2017, which was mainly attributable to
a decrease in the proportion of the sales to customers on credit.
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Management Discussion and Analysis (continued)
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Human resources and employees’ remuneration

As at 30 June 2018, the Group had a total of 2,310 full-time employees (30
June 2017: 2,634). The total staff cost for the period was approximately
RMB231.4 million (the same period of 2017: RMB272.0 million). The
decrease in total staff cost was mainly due to a reduction in the number
of staff following the downsizing of the group structure.

Contingent liabilities

As at 30 June 2018, the Group had no material contingent liabilities (31
December 2017: Nil).

Capital commitment

As at 30 June 2018, the Group's capital commitment was RMB8.8 million
(31 December 2017: RMB23.1 million), which was mainly related to the
rectification project under the Recipe Registration Requirement and the
purchase of milk powder production equipment.
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Management Discussion and Analysis (continued)
B fE 5w B2 0 AT (1)

Use of net proceeds from the Initial Public
Offering

The Company’s net proceeds from the Initial Public Offering amounted to
approximately RMB1,965.8 million after deduction of relevant expenses.
The Company had applied these net proceeds in the manner as disclosed
in the section headed “Future Plans and Use of Proceeds” in the
prospectus dated 30 October 2010. Therefore, the use of net proceeds as
of 30 June 2018 is set out as below:

BEXLHABRAGREFERE

AARRIIBREBASENBE R AAEE
FriSRIBEFROR/ARME,965.88 &L ©
AARIEILB2010F10A30H B ERR
[RRFFELAEREAR]I—MAEEN
FHRERELERIEFRE Btk 2 £2018
FOA30BMBRIBFERENAT

Items HH

Applied during Unutilised

Available at the six months  during the six
the end of ended months ended

2017 30June 2018 30 June 2018
BZE2018F REZ2018%F

R2017F & 68300 Lt 68308 Lt

A& A 6EAEA 6EARDA
RMB’000 RMB'000 RMB'000

ARBET T ARET T ARETIT

Expansion of production capacity AR IE AL 4 R T

for infant formula milk powder EERMIER

and nutrition food 46,353 46,353 —
Enhancement on the Group's REAEBENFIEE N

research and development

capabilities 196 196 —
Total EEt 46,549 46,549 —




Management Discussion and Analysis (continued)
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HUMAN RESOURCES

In the first half of 2018, the Human Resources Centre proactively carried
out a wide range of activities in support of the steady transformation of
the Group:

1.

Streamlining Administration and Delegating
Powers to Stimulate Organisation

Based on the Group’s general strategy and performance objectives,
the Human Resources Centre focused on key businesses and
transformed marketing structure into one that consisted of four
business units and one project department. Each business unit is
independently accounted and is fully authorised, so as to stimulate
its initiative and improve the speed of response to the market,
thereby enhancing the Group’s overall vitality and market
adaptability. In terms of incentives, in order to fully mobilise
employees’ initiative and inspire their potential, the Group has
adopted more measures to retain key talents such as a unified
salary structure for the Group, an increase in the proportion of
appraisal indicators relating to group performance, and amendment
to the sales commission proposals which increases the commission
percentage for the outperforming target achievement rate. Owing
to the various incentives, net sales revenue increased to an extent in
the first half of 2018, as compared to the corresponding period of
last year.

Improving the Training System to Facilitate
Talent Development

In order to improve the capability and professionalism of the
business team and build up a structured talent pool, the Group has
further optimised its talent training system, including the
improvement of the learning platform of “Yashili Business School”.
The platform offers five modules, namely, “Yashili International
Overview"”, "Sales Trainee”, “Management College”, “Functions
College”, and “Yazhiyin College” (fz Z2p%). The platform
facilitates the study and information exchange of each business unit
and the whole Group.
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Meanwhile, the Group made great efforts to establish a marketing
team training system, by building the platform “Yashili Good
Lecturers” (%1 F|4F:%A0) to develop sales lecturers and ramp up
the team'’s professional capability. The Group has launched the “mini
MBA" project for mid to high-end talents, with systematic training
to improve their integrated operational capability and develop
reserve talents for future management of respective business units.
The effort aims to prepare for future business development and
ensure smooth operation of business. Meanwhile, by sorting out
the talents of key positions, the Group conducted targeted
assessment on talents and analyse the whole team, thus providing
guidelines and reference for the strategies of selecting, recruiting,
cultivating and retaining talents.

Strengthening Corporate Culture to Improve
Cohesion

The Group organised diversified corporate culture activities to
enhance the sense of belonging among employees. In the first half
of the year, the Group organised themed activities for such festivals
as Women's Day, Mother’s Day and Children’s Day, involving a total
of 1,168 participants. These activities realized online and offline
participation in innovative forms, serving as unique festive activities
of Yashili.

2018 is a year of World Cup. As an official sponsor to the 2018
FIFA World Cup, Yashili has closely centred on the World Cup
theme for its corporate culture activities. Yashili organised annual
meetings, “Danone Friendship Football Matches” and other
activities to help every employee balance their life, work and health.
These activities covered all major business units, enhancing the
staff’s sense of belonging and recognition.

In addition, the Group hosted corporate culture workshops of
“Inspiring a Shared Dream” (#£Ek&78), including eight for the
marketing team and three for the supply chain team, to ignite their
ambition and stimulate their vitality. The Group has also set up a
direct communication platform between average staff and senior
management, to collect employees’ opinions and give feedback
timely. The platform is designed to improve the Group’s mechanism
by opening up the channel for staff communication, and to
cultivate employees’ sense of ownership.
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Management Discussion and Analysis (continued)
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CORPORATE SOCIAL RESPONSIBILITY

In 2018, the Group continued to make contributions to giving back to
society, and bring warmth and love to everyone.

In April, the Group held a national wedding event named “Waiting for
You A Thousand Years, Falling in Love in Chaozhou” (Z5¢RTF 4 - BFEEMN)
in Chaozhou. In response to the government’s call, the Group donated
milk powder as gifts for the public welfare event, and gained the title
“Enterprise with Love” (B {1 %).

Weining County in Guizhou Province is a national severely poverty-
stricken county and a key county for national poverty alleviation and
development. The Group is very concerned about the health of students
from poor mountainous areas. In May 2018, to actively respond to the
government's call, the Group fulfilled its social responsibilities by donating
“Yashily Youyi High-Calcium Milk Powder for Growth of Primary and
Secondary School Students” (FE+F[E G/ NEAESIEKKRIIH) to the
People’s Government of Weining County, Guizhou Province, and received
a thank you letter from the education bureau of the county.

In June, the Group actively participated in “Realizing the Chinese Dream
together, Having Safe Trips” ([A][EIfF B2 <L £1T) organised by the
Red Cross Foundation of Anhui Province to promote safety protection
schoolbags donation. The Group purchased and donated safety
protection schoolbags, for supporting the primary and secondary school
students who were left-behind in poor counties and rural areas, so as to
protect the health of such teenagers and children, keep them safe on
their way to school and improve their safety knowledge as well as self-
help and mutual aid abilities.

In addition, the Group also donated cash to the Charity Association of
Xinyi in Maoming City, Guangdong Province to help improve the living
facilities in poor and backward areas.
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Management Discussion and Analysis (continued)
B fE o o B O M (@)

PUBLIC RELATIONS AND CRISIS MANAGEMENT

In the first half of 2018, the Group amended a complete set of corporate
crisis management systems, and organised trainings in this regard. Such
systematic amendment to the corporate crisis management systems
enables the Group to publicise relevant information in a better, active and
effective, open and transparent manner. This not only helps maintain
sound communications among departments and improve teamwork
efficiency, but also promotes timely publication of latest information of
the Company, and active participation in various public welfare
undertakings and charitable activities.

Owing to its crisis management system and the cooperation from
respective departments and the key role played by the department of
public affairs management, the Group is able to handle various consumer
complaints in a timely and accurate fashion, actively cooperate with
government enquiries, and respond to issues that media are concerning
about. In addition, the Group puts great emphasis on market services and
coordinates with market sales, by providing solid support for sales and
better information services for consumers in advance to prevent the
outbreak of a crisis. Meanwhile, the Group pays close attention to the
trends and news of the industry, and monitors public opinions in real time
to timely respond to industry incidents. The Group aims to eliminate the
negative impact and maintains a good reputation in the industry through
effective communication with and information disclosure to the public
and the media.

INVESTOR RELATIONS

The Group believes that effective communication with shareholders,
investors and prospective investors is essential for enhancing investor
relations and enabling investors to understand its business performance
and strategies. The Group conducts communication and exchanges with
investors through various channels and means such as onsite receptions,
telephone conferences, non-trading roadshows and investment summits
of securities companies. To facilitate wider communication, the Group
has set up a website (www.yashili.hk) to post the latest financial
information, corporate governance practices and other data available for
public reference.
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FUTURE PROSPECTS

Policy Implications

In recent years, China has taken strict control over the quality of infant
formula foods, dedicating to creating a reliable and well-established
ecosystem for infant foods. A number of stringent initiatives have been
launched to regulate formula foods for special medical purposes and
infant formula foods, including “Administrative Measures on the
Registration of Formula Foods for Special Medical Purposes” ( {4F5k2& £
Al AR RITMEEYE)Y ) and “Administrative Measures on Product
Formula Registration of Infant Formula Milk Powder” ( {22413 E 7 ZL#)
E BT MERYHE) ) introduced by former CFDA in 2016. More
related measures will be released in the second half of 2018, which
include “Administrative Measures on Product Formula Registration of
Infant Formula Milk Powder” (Revision) ( {£24h 52 B 77 ZL0 E S B 75 w1
BIEHLE) (185775)), “Administrative Measures on Alternation of Product
Formula Registration of Infant Formula Milk Powder” ( {224 B 7 L%
Emfi A EMEEEENL) ), “Administrative Measures on Filing of
Infant Formula Foods” ( (B4 REH R REREIBYLE) ), “Rules for
Reviewing Production License of Formula Foods for Special Medical
Purposes” ( (FHREZMEE N RMAEEFAIEEMA) ) and etc.,
which will inevitably result in new influence on the registration and
alternation of infant formula milk powders. In the second half of the year,
the State Administration for Market Regulation will also step up its efforts
in administrating both registered and unregistered products more
stringently, further deepening the reform of review and approval systems
of pharmaceuticals, medical devices and foods for special purposes. It will
also optimize the review and approval procedure for registration of foods
for special purposes, and accelerate the registration of healthcare food,
infant formula milk powder and formula foods for special purposes, with
an aim to regain consumer confidence and steer the industry to develop
at a healthier and sustainable pace.
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Management Discussion and Analysis (continued)
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Penetration of milk powder products quality control will continue to be
increasingly stringent, and the import market will further develop as
driven by favorable trade policies. The “Notice of the General Office of
the State Council on Forwarding the Opinions of MOFCOM and Other
Departments on Expanding Imports to Promote Balanced Development of
Foreign Trade” ( BIFBcit AEREE B S EE A PIRNE R DR E S
SN BT EES R = R ABAN) ) promulgated on 2 July 2018 put forward
“Three Major” directions for cross-border commerce. First, taking
advantage of the “Belt and Road” Initiative to leverage on bilateral
economic and trade cooperation mechanism with special focus on the
development of relevant countries as major sources of import, so as to
enhance strategic alignment and expand trade scales by appropriately
increasing imports of unique and quality products in response to domestic
demand from consumption upgrading. Second, proactively developing
diversified channels for cross-border commerce, including the continuous
promotion of the effective interaction of foreign capital in trade and
investment through China International Import Expo; by using innovative
import trade policies, accelerating the introduction of specific plans of
post-transition supervision of cross-border e-commerce retail imports and
making overall adjustments to the white list of cross-border e-commerce
retail imports, while studying the possibility of expanding the pilot scope
by learning from the successful experience and practice of cross-border
e-commerce comprehensive pilot zones. Third, introducing well-
established technical trade measures and determining reasonable fees,
including the reduction of import-related institutional cost, further
regulating non-tariff measures on import, strengthening the
establishment of supervision system following cancelation or delegation
of import administrative review and approval, formulating China’s tax and
cost reduction policies for enterprises with strict implementation of the
announcement system for charges to clear out improper charges on
import, and taking the initiative to expand scale of import, in order to
promote the balanced development of foreign trade. Through the
improvement of cross-border commerce system, it is going to optimise
the industrial structure, promote economic development, bring a better
life for people, and drive domestic demand for quality development of
national economy, thereby achieving the mutually beneficial and win-win
opening strategy and a brand new pattern for full liberalisation.
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Industry Trend

At the national level, China’s economy will maintain a stable positive
momentum with a new life pattern of transformation in overall social
consumption and high quality services. For the infant milk powders, high-
end products and differentiated services will be the keys to success in
future competition. The dividend of two-child policy is unlikely to be
reflected in 2018 as a result of a low birth rate in 2018, resulting in the
further competition among enterprises.

At the corporate level, due to the Recipe Registration Requirement, some
regional enterprises in this sector are transforming their operation models
and beginning to procure business partners and recruit staff nationwide,
with an effort to grab the nationwide market shares upon the
implementation of the Recipe Registration Requirement. Registered
products under the Recipe Registration Requirement in the first half of
2018 have basically completed their construction of marketing channels
and are expected to keep on ploughing their channels deeply in the
second half of this year, aiming at further expanding their market shares
for further development. For those products that have not been registered
under the Recipe Registration Requirement, there will be some actions in
the second half of 2018, including material disposal at low prices with
short-term small profits, which may bring about disorders in market prices
and channels, causing certain impact on the development of branded
products.

At the channel level, as the mainstream channels are facing transition
while the trend toward the modern trade channel for the mother-and-
baby stores begins to appear, more mother-and-baby stores call for unity
in order to seek for a better way to survive. As a result,
“Cross-border” and “New retail” are among the hot topics in the
development course of mother-and-baby store channel. More and more
branded enterprises start to extend their business channels to wider areas
to acquire more market shares. In respect of marketing approaches, they
have invested more capital and human resources in the channel training,
refined management and integration of online and offline channels in
addition to the traditional store distribution and promotion activities.

“E-commerce”,
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Management Discussion and Analysis (continued)
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At the consumer level, the consumer purchasing power remains robust
given the economy is improving. At the same time, in recent years, the
education level of consumers tends to be polarised, that is, towards high-
end, good quality and fair prices. Consumer distribution will be diverted
from originally the high concentration on the medium-priced products to
those high-end products at fair prices. The consumption hierarchy will
become more rigid with minor differences, and therefore the
development of new categories of products will be promoted using the
differentiated strategies. Pure goat milk powder and organic milk powder
will be the new favourite among consumers.

Company Strategies

Brand Strategies

After the brand reshuffling due to “The New Policy for Milk Powder
Products”, the Group gains more confidence of consumers through
differentiated business strategies and successively acquires the market
share left by the eliminated brands. The global enthusiasm for the World
Cup magnificently unveiled the Group’s brand building program for the
first half of 2018, and in the second half of this year, the Group will join a
new round of brand marketing battle, continue to empower the five
major brands and define its development direction, ultimately realising
resource sharing. The Group will expand its high-end product pipeline
through further improving the brand matrix, including strengthening the
public confidence in the “Yashily” brand which is of high quality and
originally canned and imported from New Zealand. For high-end products
including “Dumex” goat milk powder products, the Group will invest in
the reconstruction of the channels to complete the process towards high-
end products, and also develop the products of the special business lines
and probiotics business lines to enhance their leadership in professional
competence. For the “Reeborne” brand, the Group will stick to its core
brand assets of being “pure and organic” in order to strengthen the
upgrading of organic products; for the “Doraler” brand, the Group will
emphasize its origin endorsement of “A country riding on the back of the
sheep” with an aim to gradually build and establish the IP marketing of
“Doraler”; and for “Arla Baby & Me” brand, the Group will take
advantage of both organic and purity features and continue to strengthen
its brand assets of being royal, rare and more proficient at organic
business.
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Management Discussion and Analysis (continued)
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The Group will integrate multi-channel resources to achieve a
comprehensive brand promotion strategy and enhance brand authority,
including deepening its cooperation with CCTV's “Craftmanship Brand
Program” for in-depth product exposure and selecting popular satellite
channels and local television channels to expand its coverage among the
public. Meanwhile, the Group will continue to strengthen the use of new
media, such as using in-feed advertising to accurately target the target
population for identifying potential users, mother-and-baby vertical media
to enhance basic presence, key opinion leaders to procure new customers
and boost sales, and marketing regarding hot topics to increase the
publicity of products and exert the word-of-mouth effect. In order to
better enhance the interaction with the target users, the Group will
launch the promotion activities with the theme of “Organic Week” and
“Susceptible Baby” in the second half of the year. At the same time, in
order to effectively promote sales, the Group will also carry out activities
aiming at enhancing the images of terminal brands and products in local
markets, during which, the major five brands will have active participation
and collaboration.

Product R&D

It is the Group's key task to upgrade its existing product formulas and
innovate and develop new categories of products on product R&D, which
is in an effort to expand the profit growth points for the Group. In the
second half of 2018, the Group’s R&D centre will proceed on the formula
registration for infant formula products, including the submission of
registration materials for new product formula recipes, as well as
supplementary work for product formulas that have been submitted for
registration in the first half of the year. The middle-aged and elderly
functional formula milk powder and the infant formula food products for
special medical purposes will become the development direction for the
Group’s new product R&D in the second half of this year.

The Group will further explore the research topics on nutritional
composition of breast milk listed in the 13th Five-Year Plan and move
towards the research stage of clinical feeding. The research results will
help to accumulate clinical data to support the Group’s infant formula
products.
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Management Discussion and Analysis (continued)

B E R E D AT ()

Sales Channels

With the establishment and operation of the seven major business units
in the first half of 2018, the Group will intensify its efforts to deepen the
construction of sales channels in the second half of 2018 regarding the
following major aspects:

1. Adhering to the In-depth Building of Channels (Channels)
The Group will continuously adhere to the in-depth building of sales
channels. The outlet network will be extended to wider areas
including counties, towns and villages, and the modern trade
channel will help increase the single-store’s output. The deepened
cooperation with the modern trade channel will help establish a
cooperative relationship with large vendors and enable the adult
milk powder products to be back to the important position in the
modern trade channel while breaking even.

2. Continuous Upgrading of Products (Products)

The Group will be dedicated to stabilising milk powder products,
expanding the share of organic products, and developing a new
goat milk powder market. While implementing the layout of
product lines, the Group will continuously optimise product
formulas and drive sales of products to meet additional
requirements from different customers under market development,
and continuously provide products with higher quality and
differentiated products to enhance product competitiveness.

3. Innovation of Promotion Methods (Promotion)

The Group has been paying close attention to the changes and
characteristics of consumption pattern. In the future, based on the
existing promotion activities and promotion methods, the Group
will enhance connections with the channels, share sales volume and
improve efficiency, and the Group will also try new promotion
methods and approaches, such as “Community” promotion, to
serve consumers in a precise way. At the same time, the Group will
be more creative, explore additional promotion methods in different
channels, and carry out a series of promotion activities according to
the needs and concerns of the target groups.

4. Refined Management and Precision Marketing
The Group will continue to implement and optimise the information
management of channels, control the purchase, sales and inventory
data of channels, and provide consumers with accurate products
and services, to further promote big data analysis, improve product
supply and distribution efficiency, thus enhancing the standard of
service for consumers.
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Management Discussion and Analysis (continued)
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5.

E-commerce and New Retail

In order to grasp the opportunities brought by e-commerce and
new retail models, the Group further increases its cooperation with
e-commerce companies such as JD.com (FR5) and Tmall.com (K5H).
By leveraging the big data analysis on consumers, the Group
enhances customers redirection, improves service standard and
involves in offline integration projects such as LST (£ &38) to create
new growth point with innovative marketing models.

Supply Chain

Based on the management results achieved in the first half of 2018, the
Group will continue to strengthen the management of the six functional
aspects of Yashili's supply chain to enhance the driving force of the
Group's supply chain. The main objectives of the second half of this year
are as follows:

Cultivation of an International Team of “Yashili”: Yashili will
establish an internationally competitive supply chain talent team by
introducing and nurturing more professional supply chain talents.
The implementation of the six functional cultures will be promoted
to create a unified supply chain culture system of “New Yashili".

From Refined Management to Precise Control: Upholding the
management principle of “Stringent Control over Factories and
Collaborative Operations” and striving for precise cost control, the
Group will pay strict attention to the review items, QESA (Quality,
Environment, Safety and Audit) and strictly comply with the
principles of “Four Basics” to become an enterprise with social
responsibility, achieving the objective of “EVEN ONE IS TOO
MUCH".

Excellent Supply Chain Operation: The Group will introduce
additional mature international supply chain management concepts
and methodology to build the KPI system, and consolidate the
management foundation by introducing the management methods
such as balanced score cards and benchmarking management.

Enhancement of Big Data Analysis Capability and
Improvement of Sales Operations: The Group will firmly
capitalise on the advantages of production-marketing coordination
to establish an effective demand model, thus enhancing big data
analysis capability. It will also accurately grasp the market trends
and properly manage the market demand forecast, as well as
continuously improving the inventory turnover capacity and
enhancing the standard of service for customers.
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Management Discussion and Analysis (continued)
B fE o o B O M (@)

5. Innovation-led R&D System: Yashili will be optimised in three
major aspects, including optimisations in R&D of new products,
improvement of production technology and layout of production,
with the aim to continuously improve innovation capacity and
establish an innovative “New Yashili” supply chain system.

6.  Upstream and Downstream Integration: The Group will conduct
additional supplier management projects and deepen supplier
operation management, so as to ensure the quality and quantity of
upstream supply. The Group will develop strategic cooperation with
key suppliers to secure the supply of major raw materials, strive to
achieve common development with key suppliers, and continuously
conduct customer satisfaction surveys to ensure that the supply
chain services of Yashili are always close to the market and meet
the needs of the market and customers.

Human Resources

Upholding the philosophy of “Taking All Efforts to Support Business” and
the business-oriented principle, the Human Resources Centre will
continue to provide professional, prompt and strong human resources
services and support for its business in the second half of 2018.

I.  Continuous Motivation and Business Support

Based on the business development, it will further rationalise the
structure of business units and assist the business units to rationalise
procedures as a way to improve operational efficiency. In order to
facilitate its expansion of market coverage, establishment of an
effective marketing team and improvement of the overall quality of
sales personnel, the Group will reserve sales personnel in the second
half of this year, among which the business units will focus on
recruitment of market development personnel, whilst consolidating
and expanding the force of sales training team and looking for sales
training personnel, in a bid to provide sufficient personnel and
professional support for business development.

While enhancing the strength of marketing team, the Group also
provides incentive mechanism to improve the team'’s vigour, which
makes it more challenging to conduct marketing activities with the
regional marketing performance goals. This helps observe
outstanding employees through the diversified incentive mechanism
and provides stable and long-term motivation for employees by full
recognition with special honour.
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Management Discussion and Analysis (continued)
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Optimisation of Training System to Promote Talent
Development

The Group will further optimise the training system for marketing
team by conducting training and selection based on the marketing
professional capability and management capability at target levels,
and establishing the Group’s seven major channels of talent
development based on the philosophy of 70/20/10: channel of
training-based learning, channel of tutorial learning, channel of
rotational learning, channel of market-visit-based learning, channel
of on-the-job learning, inter-departmental project learning and
internal trainer learning. For talents in key positions, the Group will,
based on the needs of their individual development, provide them
with matching resources as well as learning guidance and
mechanism, and develop and implement individual development
plans to cultivate the practical talents who meet the needs of
business.

Strengthen Development of Corporate Culture to
Improve Cohesion

The Group will improve the organisational capacity of Yashili
International from three aspects, namely “Mechanism”, “Personnel
Capability” and “Culture”. Accordingly, the Group will continue to
introduce and set the values of “Entrepreneurship, Responsibility
and Integrity” to develop the quarterly assessment mechanism, and
also develop and implement new corporate culture in a top-down
way through diversified corporate culture activities and by means of
giving likes. In order to keep the team abreast of the business, the
Group will set up a “Live broadcast room” under the business
school, which will enable the sales team to share their high-quality
working experience and knowledge resources, and even help
enhance the business capability and raise morale.
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Report of the Directors

EFEHRS

The board of directors (the “Directors” or the “Board”) of the Company
would like to present their interim report together with the unaudited
condensed consolidated financial statements of the Company and its
subsidiaries (the “Group”) for the six months ended 30 June 2018.

INTERIM DIVIDENDS

The Board does not recommend an interim dividend for the six months
ended 30 June 2018 (for the six months ended 30 June 2017: Nil), and
recommends to retain the earnings for the period.

DIRECTORS’ AND CHIEF EXECUTIVES'
INTERESTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES AS
AT 30 JUNE 2018

As at 30 June 2018, the Directors and the chief executives of the
Company had the following interests or short positions in the shares,
underlying shares and debentures of the Company and its associated
corporations (within the meaning of Part XV of the Securities and Futures
Ordinance (Chapter 571 of the Laws of Hong Kong) (“SFO"), which have
been notified to the Company and The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) pursuant to Division 7 and 8 of Part XV of
the SFO, or which are recorded in the register required to be kept under
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 (the “Model Code”) as set out in Appendix
10 to the Rules Governing the Listing of Securities (the “Listing Rules”):
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Report of the Directors (continued)
EEERE @

Directors’ interests in the shares of China Mengniu Dairy Company
Limited (“Mengniu Dairy”) (being a holding company and hence an
associated corporation of the Company):

EERTERFARARANCEED
%] MAQAMERA R RIEHEE B
15 o O 36

Number of

ordinary

Name of director Capacity/Nature of interest shares

EEng B e ZEREE

Mr. Jeffrey, Minfang Lu Beneficial owner 1,807,442
B8 & EnEAA

Mr. Zhang Ping Beneficial owner 4944707
ok A& EnEEAA

Mr. Chopin Zhang Beneficial owner 541,040
3k F (Chopin Zhang) %t 4 EmER A

Note: GER

(1) All the shares are held in long position.

Save as disclosed above, as at 30 June 2018, none of the Directors or
chief executives of the Company had or was deemed to have any interest
or short positions in the shares, underlying shares or debentures of the
Company and its associated corporations (within the meaning of Part XV
of the SFO), which had been recorded in the register maintained by the
Company pursuant to Section 352 of the SFO or which had been notified
to the Company and the Stock Exchange pursuant to the Model Code
contained in the Listing Rules. Save as disclosed above, at no time was
the Company, its holding company or any of its subsidiaries a party to any
arrangements to enable the Directors and chief executives of the
Company (including their spouse and children under 18 years of age) to
hold any interest or short positions in the shares or underlying shares in,
or debentures of, the Company or its associated corporations (within the
meaning of Part XV of the SFO).
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Report of the Directors (continued)
ESEWE @

SUBSTANTIAL SHAREHOLDERS' INTERESTS
AND SHORT POSITIONS IN SHARES AND
UNDERLYING SHARES AS AT 30 JUNE 2018

To the best of knowledge of any Director or chief executive of the
Company, as at 30 June 2018, the persons or corporations (other than
Directors or chief executives of the Company) who had interest or short
positions in the shares and underlying shares of the Company or its
associated corporation(s) which were required to be disclosed to the
Company under the provisions of Divisions 2 and 3 of Part XV of the SFO,
or which were required to be entered in the register required to be kept
under section 336 of the SFO were as follows:

R2018F6 H30BFTER K
BROREBROIERER

MARRENEFTAEZSITHRABERR
M R2018%6 A308 » 7 AR A A 8 H #H B
FEHNROREERNDFPEEREZES R
HIE GBI EXVERE 2 B3N S IE B E
FARABIMEZR I AR KB ABRIEE
F R EEGIE336IKRTEATE M E LM
NEERIARA LTI EE (W IEEARQ A
BEERFETRAB)MT

Approximate
percentage to

Number of the issued
Name of substantial shareholder Capacity/Nature of interest shares® share capital®
HEBTRA
FTEREES B Mg BROEBEE® BRI
Mengniu Dairy™ Interests in a controlled corporation 2,422,150,437 51.04%
RAIED REHEENE R
Mengniu International? Beneficial owner 2,422,150,437 51.04%
el EmBEAEA
Danone SA® Interests in a controlled corporation 1,186,390,074 25.00%
ERESAY EEHEE S ER
Danone Baby and Medical Holding® Interests in a controlled corporation 1,186,390,074 25.00%
REHEENE R
Danone Baby and Medical Nutrition BV®  Interests in a controlled corporation 1,186,390,074 25.00%
ZEHEE AR
Nutricia International BV® Interests in a controlled corporation 1,186,390,074 25.00%
PR A E B
Danone Asia® Beneficial owner 1,186,390,074 25.00%
ERE M@ EnEA A
Zhang International Investment Limited®  Beneficial owner 303,462,119 6.39%

RRERKREBRAAY
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Report of the Directors (continued)
EEERE @

Notes:

)

Save

As at 30 June 2018, Mengniu Dairy held 99.95% interest in Mengniu
International.

As at 30 June 2018, Mengniu International directly held the relevant shares.

As at 30 June 2018, Danone SA held 100% interest in Danone Baby and
Medical Holding. Danone Baby and Medical Holding held 100% interest in
Danone Baby and Medical Nutrition BV. Danone Baby and Medical Nutrition
BV held 100% interest in Nutricia International BV. Nutricia International BV

held 100% interest in Danone Asia.

As at 30 June 2018, Danone Asia directly held the relevant shares.

Zhang International Investment Ltd. is held by Mr. Zhang Lihui, Mr. Zhang
Likun, Mr. Zhang Liming, Mr. Zhang Lidian, Mr. Zhang Libo and Ms. She
Lifang as their wholly-owned investment holding company to hold their
shares in the Company.

All the above shares are held in long position.

The total number of issued shares of the Company as at 30 June 2018 was
4,745,560,296.

as disclosed above, as at 30 June 2018, the Directors of the

Company were not aware of any other person or corporation having an
interest or short position in shares and underlying shares of the Company
or its associated corporation(s) which were required to be recorded in the
register required to be kept by the Company pursuant to Section 336 of
the SFO.
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MR2018F6 A30H SHBEBREEZEFES
B -

7201846 A30H © # §£SA4 B Danone
Baby and Medical Holding #J 100% #& % ° Danone
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Report of the Directors (continued)
EEERE @

SHARE OPTION SCHEME

The Company adopted a share option scheme (the “Pre-IPO Share Option
Scheme”) on 8 October 2010, and adopted a share option scheme (the
“Share Option Scheme”) on 8 October 2010. On 23 July 2013, Mengniu
International made a voluntary general offer to option holders of the
Company (“Option Offer”), to cancel the outstanding options granted
under the Pre-IPO Share Option Scheme and the Share Option Scheme.
On 13 August 2013 (being the final closing date of the Option Offer), the
Option Offer was accepted in respect of 52,088,266 options. The
underlying options together with all the rights attached thereto were
cancelled and given up and all the outstanding options automatically
lapsed upon acceptance of the Option Offer.

No option was granted by the Company nor was there any outstanding
option granted by the Company from 1 January 2018 to 30 June 2018.

FOREIGN CURRENCY RISK

The Group is exposed to foreign currency risk primarily from bank
deposits, other receivables and bank loans, denominated in foreign
currencies, that are currencies other than the functional currencies of the
operations to which the transactions relate. The currencies giving rise to
this risk are primarily Hong Kong dollars, US dollars and New Zealand
dollars.

PLEDGED ASSETS

As at 30 June 2018, the Group has pledged bank deposits, other current
assets and non-current assets in aggregate of approximately RMB1,926.5
million (31 December 2017: RMB1,848.4 million).
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Report of the Directors (continued)
EETHE @

LIQUIDITY AND CAPITAL RESOURCES

As at 30 June 2018, the liquidity of the Group was comprised of cash and
cash equivalents, pledged deposits to be released within one year, long-
term bank deposits and other current financial assets amounted to
RMB3,019.4 million in aggregate (31 December 2017: RMB2,716.7
million), representing an increase of 11%. The increase was mainly due to
the increase in sales revenue and the decline in turnover days of trade
receivables.

OPERATING ACTIVITIES

For the six months ended 30 June 2018, the Group’s net cash inflows
from operating activities amounted to RMB77.8 million (six months ended
30 June 2017: net outflows of RMB119.1 million). Net cash inflows from
operating activities increased from that of the same period of 2017,
which was mainly due to the increase in revenue and greater efforts of
the Group to collect trade receivables during the period.

INVESTING ACTIVITIES

For the six months ended 30 June 2018, the net cash inflow used in
investing activities amounted to RMB146.6 million (six months ended 30
June 2017: net outflows of RMB13.5 million), mainly arising from
disposing factory equipment and a land use right of Scient (China) Baby
Nourishment Co., Ltd. (“Scient (China)”).

FINANCING ACTIVITIES

For the six months ended 30 June 2018, the net cash outflows generated
from financing activities amounted to RMB146.3 million (six months
ended 30 June 2017: net outflows of RMB20.8 million). The increase in
net cash outflows from financing activities as compared to the same
period last year was mainly attributable to the repayment of loans upon
maturity.
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Report of the Directors (continued)
EEERE @

LOANS AND BORROWINGS

As at 30 June 2018, the Group’s bank loans amounted to RMB558.8
million (31 December 2017: RMB529.7 million), which was repayable on
demand. As at 30 June 2018, the total equity of the Group amounted to
RMB5,497.7 million (31 December 2017: RMB5,490.9 million), debt to
assets ratio (total bank loans at period end divided by total assets) was 7.4%
(31 December 2017: 7.1%).

The capital structure of the Group is reviewed by the Board annually,
including the dividend policy and share repurchase activities of the Group.

CORPORATE GOVERNANCE

The Group is dedicated to ensuring high standards of corporate
governance with an emphasis on the building up of a diligent and
dedicated Board, a sound internal control system, with a view to
enhancing its transparency and accountability to shareholders. The Board
acknowledges that good corporate governance practices and procedures
are beneficial to the Group and its shareholders.

During the period from 1 January 2018 to 30 June 2018, the Company
has complied with all code provisions of the Corporate Governance Code
as set out in Appendix 14 to the Listing Rules.

BOARD OF DIRECTORS

For the six months ended 30 June 2018, the Board’s composition had
undergone the following changes:

(1) Mr. Hua Li resigned as an executive Director of the Company with
effect from 16 March 2018.

As at 30 June 2018, the Board was comprised of four non-executive
Directors, one executive Director, and three independent non-executive
Directors. The non-executive Directors were Mr. Jeffrey, Minfang Lu
(Chairman), Mr. Qin Peng, Mr. Zhang Ping and Ms. Lam Pik Po; the
executive Director was Mr. Chopin Zhang (Chief Executive Officer); and
the independent non-executive Directors were Mr. Mok Wai Bun Ben, Mr.
Cheng Shoutai and Mr. Lee Kong Wai Conway.
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Report of the Directors (continued)
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Pursuant to Rule 3.10A of the Listing Rules, independent non-executive
Directors shall represent at least one-third of the board. During the period
from 1 January 2018 to 30 June 2018, the Board of the Company
comprises eight members, three of whom are independent non-executive
Directors. Therefore, Rule 3.10A has been duly complied with by the
Company during the said period.

DISCLOSURE OF INFORMATION OF DIRECTORS
UNDER RULES 13.51(2) AND 13.51(B)(1) OF
THE LISTING RULES

Mr. Hua Li resigned as an executive Director and Mr. Zhang Ping, a non-
executive Director, became an authorized representative of the Company,
both with effect from 16 March 2018. Save as disclosed above, there are
no changes in the directors’ biographical details since the date of the
2017 annual report of the Company, which are required to be disclosed
pursuant to Rules 13.51(2) and 13.51(B)(1) of the Listing Rules.

DIRECTORS’ ATTENDANCE RECORDS

For the six months ended 30 June 2018, 6 board meetings were held by
the Company. The attendance record of each Director at the board
meetings are set out below:

BAFHITES

B ETRAE3I0AE BIUERITES
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F1H1B E£2018F6 A30H B fE A2 A
EEeh N NENEEK EF =R ABL
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BB E310AK -
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1B51B)NFEEEEER
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T6ABAER - Br A ATIREZ I BARDQ A
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£ A1 E13.512) R 1351B)(NIE B F IR E X
EEEREFEEY-

ESHEEINCH

HZE2018F6 A30B 1L BB KARIETT
NAEECSR BSESTHRESST R
R ECERE P T

Name of Director Attendance
EEMH R
Mr. Jeffrey, Minfang Lu (Chairman) E SRS E () 4
Mr. Qin Peng =hEAE 6
Mr. Zhang Ping iR 6
Ms. Lam Pik Po MEBBEZ+ 5
Mr. Chopin Zhang 5k ¥ (Chopin Zhang) 5t 4 6
Mr. Hua Li® EHEED 0
Mr. Mok Wai Bun Ben RAER L E 5
Mr. Cheng Shoutai BFREE 6
Mr. Lee Kong Wai Conway THEEEE 5

Note:

(1) Mr. Hua Li resigned as an executive Director with effect from 16 March
2018.
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Report of the Directors (continued)
ESEWE @

SECURITIES TRANSACTIONS OF DIRECTORS

The Board has adopted the Model Code as the Company’s code of
conduct and rules governing dealings by all Directors in the securities of
the Company.

The Directors have confirmed, following specific enquiries by the
Company, that they have complied with the required standard set out in
the Model Code throughout the six months ended 30 June 2018.

PURCHASE, SALE OR REDEMPTION OF THE
COMPANY'’S LISTED SECURITIES

Neither the Company nor any of its subsidiaries purchased, sold or
redeemed any of the Company’s listed securities during the six months
ended 30 June 2018.

COMPANY SECRETARY

Following the resignation of Ms. Ho Siu Pik on 14 December 2017, Ms.
Wu Miu Wah was appointed as the sole company secretary of the
Company. Ms. Wu is a senior manager of the Corporate Services
Department of Tricor Services Limited and is not an employee of the
Company. Ms. Wu contacts the management of the Company and report
to the chairman of the Board and/or the chief executive officer of the
Company through Mr. Eric Fang of Investment Management Division,
when necessary in accordance with the code provisions set out in the
Corporate Governance Code in Appendix 14 of the Listing Rules.

AUDIT COMMITTEE

As at 29 August 2018, the Audit Committee comprises two independent
non-executive Directors, namely Mr. Lee Kong Wai Conway (Chairman)
and Mr. Mok Wai Bun Ben and one non-executive Director, namely Mr.
Zhang Ping (including one independent non-executive Director who
possesses the appropriate professional qualifications or accounting or
related financial management expertise).
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Report of the Directors (continued)
EEERE @

The audit committee has reviewed together with the management, the
accounting principles and policies adopted by the Group and the Group’s
unaudited interim results for the six months ended 30 June 2018, and
was of the opinion that the preparation of such interim results complied
with the applicable accounting standards and requirements and that
adequate disclosures have been made. The audit committee has also
reviewed this report.

In addition, the independent auditors of the Company, Ernst & Young,
have reviewed unaudited interim results for the six months ended 30 June
2018 in accordance with Hong Kong Standard on Review Engagements
2410 "Review of Interim Financial Information Performed by the
Independent Auditor of the Entity” issued by the Hong Kong Institute of
Certified Public Accountants.

OTHERS

According to paragraph 40 of Appendix 16 to the Listing Rules headed
“Disclosure of Financial Information”, save as disclosed herein, the
Company confirms that the Company'’s current information in relation to
those matters set out in paragraph 32 of Appendix 16 has not been
changed significantly from the information disclosed in the Company’s
2017 Annual Report.

On behalf of the Board
Jeffrey, Minfang Lu

Chairman

Hong Kong, 29 August 2018
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Independent Review Report

BIAIEREE

To the shareholders of
Yashili International Holdings Ltd
(Incorporated in the Cayman Islands with limited liability)

INTRODUCTION

We have reviewed the interim financial information set out on pages 48
to 100, which comprises the condensed consolidated statement of
financial position of Yashili International Holdings Ltd (the “Company”)
and its subsidiaries (the “Group”) as at 30 June 2018 and the related
condensed consolidated statement of profit or loss, the condensed
consolidated statement of comprehensive income, the condensed
consolidated statement of changes in equity and the condensed
consolidated statement of cash flows for the six months then ended, and
explanatory notes. The Rules Governing the Listing of Securities on The
Stock Exchange of Hong Kong Limited require the preparation of a report
on interim financial information to be in compliance with the relevant
provisions thereof and International Accounting Standard 34 “Interim
Financial Reporting” (“IAS 34") issued by the International Accounting
Standards Board. The directors of the Company are responsible for the
preparation and presentation of this interim financial information in
accordance with IAS 34. Our responsibility is to express a conclusion on
this interim financial information based on our review. Our report is made
solely to you, as a body, in accordance with our agreed terms of
engagement, and for no other purpose. We do not assume responsibility
towards or accept liability to any other person for the contents of this
report.

Ernst & Young TKETHEIERAT Tel E5E: +852 2846 9888

22/F, CITIC Tower EHEPIBREBE Fax {8 E: +852 2868 4432
§* 1 Tim Mei Avenue REARE21E ey.com

Central, Hong Kong
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Independent Review Report (continued)
BYERRSE @

SCOPE OF REVIEW

We conducted our review in accordance with Hong Kong Standard on
Review Engagements 2410 “Review of Interim Financial Information
Performed by the Independent Auditor of the Entity” issued by the Hong
Kong Institute of Certified Public Accountants. A review of interim
financial information consists of making inquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical
and other review procedures. A review is substantially less in scope than
an audit conducted in accordance with Hong Kong Standards on Auditing
and consequently does not enable us to obtain assurance that we would
become aware of all significant matters that might be identified in an
audit. Accordingly, we do not express an audit opinion.

CONCLUSION

Based on our review, nothing has come to our attention that causes us to
believe that the accompanying interim financial information is not
prepared, in all material respects, in accordance with IAS 34.

Ernst & Young
Certified Public Accountants
Hong Kong

29 August 2018
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Unaudited Interim Condensed Consolidated Statement of

Profit or Loss

AEEZPUGHSHRRZR

Unaudited
RIBEZ
For the six months ended
30 June
HZ6H30H16MEA
2018 2017
—E-N\F —E—+F
Notes RMB’000 RMB’000
M 3E ARET T AREF T
Revenue from contracts with customers HEFITLARESHNEA 3 1,504,084 966,694
Cost of sales $HE KA 7 (851,200) (519,103)
Gross profit E R 652,884 447,591
Other income and gains - NS 5 69,100 52,152
Selling and distribution expenses HE R HFX (573,470) (490,667)
Administrative expenses THRAX (87,915) (113,972)
Other expenses HEREX 6 (121,117) (109,243)
Loss from operations REEE (60,518) (214,139)
Finance income R T PN 7 59,833 64,825
Finance costs B 75 B AN (5.759) (10,366)
Net finance income B RS UL A 54,459
Loss before tax BRFLATE 1B 7 (159,680)
Income tax credit Fr 15 B 50 9 47,742 37,742
Profit/(loss) for the period RERE R, (FE) 41,298 (121,938)
Attributable to: LT & FEWN:
Owners of the parent NEEA A 10 41,298 (121,938)
RMB cents RMB cents
AR5 ARE S
Earning/(loss) per share attributable to BRAAEEREGEAELS
ordinary equity holders of the parent BRER(&A)
Basic and diluted EARNEE 10 (2.6)




Unaudited Interim Condensed Consolidated Statement of

Comprehensive Income

AEEZPUGHSHZARR R

Profit/(loss) for the period AEEF,(EE)

Other comprehensive (loss)/income Htt2mEGE X)W

Other comprehensive (loss)/income RUZHBAESEEZREN
to be reclassified to profit or loss in Hih2E(IER) W= :

subsequence periods:

Exchange differences on translation of financial 4N F A RIMNERFT T E =58
statements of overseas subsidiaries

Other comprehensive (loss)/income for the 7 HiE b 2 H (38 %) W #
period

Total comprehensive profit/(loss) for the AHE2EWE (BX)EHE
period

Attributable to: UT&HRER:
Owners of the parent YNGIEZ RSN

Unaudited
RBEX
For the six months ended
30 June
BZ6H30H1L6fEA
2018 2017
—E-N\F e
RMB’000 RMB'000

AR®BTR ARETT

(121,938)

40,508

(36,906) 40,508

(81,430)

(81,430)
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Unaudited Interim Condensed Consolidated Statement of

Financial Position

AEBZPUGHES #HFMBKAR

Unaudited Audited
RIBE X Y
31 December
30 June 2018 2017
—E-N\EF —E—tF
~A=+H +ZA=+—H
Notes RMB’000 RMB’000
M 5 AR®T AR T
NON-CURRENT ASSETS ERBEE
Property, plant and equipment ME - BERKRE 12 1,493,731 1,602,976
Construction in progress TEIR 13 81,734 64,383
Investment properties KEME 14 74,458 59,333
Land use rights + Hb(FE AR 87,473 88,793
Intangible assets BEEE 315,876 316,750
Goodwill RS 15 991,236 991,236
Deferred tax assets FEREFRIBE E 327,435 277,793
Prepayments, deposits and FENHIE - Fek
other receivables H o fE W FR 1B 18 6,452 3,462
Total non-current assets BB EEEE 3,404,726
CURRENT ASSETS RENEE
Inventories TE 16 718,834 786,324
Trade and bills receivables BRI R N ER 17 166,942 144,336
Prepayments, deposits and TN FRIE - ek
other receivables H o fE W Fh 1B 18 217,870 191,189
Other current financial assets Hhrn#eméEE 19 626,646 724,748
Pledged deposits REBEESTFR 20 329,691 243,621
Right of return assets JE U R & Rk A 1,012 —
Cash and bank balances WE NMIBTES 20 2,063,096 1,748,395
4,124,091 3,838,613
Assets of a disposal group classified NERTEFEN
as held for sale EEHEE 27 — 187,237
Total current assets MEEEME 4,025,850
CURRENT LIABILITIES REBEE
Trade payables B S ENR 21 289,387 338,440
Other payables and accruals EmEMNRNETER 22 950,338 1,037,658
Contract liabilities aRBE 181,895 —
Interest-bearing bank loans FHEIRITER 23 558,844 529,696
Refund liabilities EFrEEENEER 1,345 —
Tax payable FERT PR 1SR 14,247 12,192
Total current liabilities mEBEEERE 1,917,986
NET CURRENT ASSETS REBEEFE m 2,107,864
TOTAL ASSETS LESS CURRENT LIABILITIES EEABERAHERE 5,512,590




Unaudited Interim Condensed Consolidated Statement of Financial Position (continued)

KRELEZH HARG R & OF B 3 AR R & (&)

Unaudited Audited
RIBE X e
31 December
30 June 2018 2017
—E-N\EF —E—tF
ANA=+H +ZA=1+—H
Notes RMB’000 RMB’000
M 5 ARET T ARBEFIT
NON-CURRENT LIABILITIES ERBARE
Deferred income IR T UL = 1,703 2,245
Deferred tax liabilities RIEMSHREAE 7,013 19,418
Total non-current liabilities R aERzE 8,716 21,663
NET ASSETS EERE 5,497,714 5,490,927
EQUITY =
Equity attributable to owners BRABEEAEGER
of the parent
Share capital B& 7 24 399,352 399,352
Reserves = 25 5,098,362 5,091,575
TOTAL EQUITY R 5,497,714 5,490,927

Mr. Chopin Zhang
R (Chopin Zhang) %t 4
Director

EF

Mr. Zhang Ping
RFRE
Director

EF
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52 Unaudited Interim Condensed Consolidated Statement of

Changes in Equity

AEEZPHGHSHERBE R

w 0
S Share option
~N reserve/
E Capital PRC Other share
% Share Share redemption  statutory capital award  Translation Merger  Contributed Retained
E capital  premium reserve  reserves reserve reserve reserve reserve surplus  earnings Total
= BRE
b= B i Bt #E/RB
- BE  BRAEE EERE  iERE  EARE  2BRE  EXBE  AKEE  EHER®  REEA #@st
- RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
-+ — — — — — — — — — — —
- AREFT ARETFT ARETR ARETR ARETR ARETR ARETR ARETT ARETT ARETRT ARETR
o (note 23)
C
S (Fit323)
°
T
2 For the six months ended 30 June 2018 HEW18F6A30AL
-r% (unaudited) 6f A (REEH)
c
] As at 1 January 2018 B2018%1518 399352 3,845,616 182,021 (44,615) (850,504) 1,367,204 564,844 5,490,927
= Profit for the period ABEF 41,298 41,298
% Exchange differences on translation of finandial 8N A FIMEF %
o statements of overseas subsidiaries fEzE (36,906) (36,906)
= Total comprehensive profit for the period 2 EUHAE (36,906)
pog
BE Share option and share award amangements** [} 52 H48 R IR 1B Bzt &)+
z - As at 31 December 2018 B018E 124318 399352 3,845,616* 818* 182,021* (44,615)* (13,089)*  (850,504)*  1,367,204* 606,142* 5,497,714
I
N+
§§*ﬁ For the six months ended 30 June 2017 BZ17F6A30AL
~ (unaudited) 6f8A (REEN)
3
As at 1 January 2017 R2017E151R 399,352 3,845,616 818 182,021 (44,615) - 57,067 (850,504) 1,367,204 744,655 5,701,614
Loss for the period TEER - - - - - - - - — (121938 (121,939)
Exchange differences on translation of financial & 5M F A AISME B R
statements of overseas subsidiaries FEEE - - - - - - 40,508 - - - 40,508
Total comprehensive loss for the period 2EEAEE - - - - - - 40,508 - - (121,938) (81,430)
As at 30 June 2017 201756 A30A 399352 3845,616* 818* 182,021* (44,615 —* 97,575%  (850,504)*  1,367,204* 622,717 5,620,184

* ELEEE S EAK20185F6 A308 B &k
JLA DR R A R #5,098,362,000 7T
(20179128318 : A K #¥5,091,575,000
JL) ©

These reserve amounts comprise the consolidated reserves of
RMB5,098,362,000 (31 December 2017: RMB5,091,575,000) in the
consolidated statement of financial position.

** 0n 13 July 2017 and 7 May 2018, China Mengniu Dairy Company Limited ~ **

("Mengniu Dairy”), the Company’s ultimate holding company, granted
570,845 unit of shares and 1,070,870 unit of share options under its share
award scheme and share option scheme, respectively, to the directors and
management of the Group for the purpose of providing incentives and
rewards to eligible participants who contributed to the success of Mengniu
Dairy. The amount represented the fair value amortisation of these share
options and share awards at 30 June 2018.

R201747 A 138 M2018E5 870 » &
SHAXBERABDITRFIAZED  KAAF]
ZERERERAG RIEERZEE KRR
BEFERARAESERERABRE
570,845 i% A% Z #011,070,870 A% B4 - LA A A&
PRESFEBRNELEMNEZASR
HEEBREER - JNANESEAN LR E
N RSB E £2018F6 A30H M A A B
BEHIHEE -



Unaudited Interim Condensed Consolidated Statement of

Cash Flows

AEBZPHGHSHARAER

Notes

P 5

CASH FLOWS FROM OPERATING ACTIVITIES

Loss before tax
Adjustments for:

Depreciation and amortisation
Net gain on disposal of assets classified as held

for sale

Net loss/(gain) on disposal of non-current assets

Provision of impairment for items of property

plant and equipment

Provision/(write-back) of impairment for trade

and other receivables

Provision of impairment for inventories

Interest income
Interest expense

Foreign exchange difference, net
Loss on disposal of a subsidiary

Gain on other investments

Share option and share award arrangements

ReEHRERE

BRI E 1B

HAEAR

& K
HEREFEEEMAN
Yo ot % B8
HEFRDEENRE
(k) F 88

ME - BEEREORE

B 5 M E A WAL E
%/ (BE)

FERELERE

M BHA

MERX

PE 5 Bk A

RE-EFRAEEKX

B R E Wt

JBC SR HE % P R B =t )

Increase in inventories

(Increase)/decrease in trade and bills receivables

(Increase)/decrease in prepayments, deposits and

other receivables

Decrease/(increase) in pledged deposits related to

letters of credit

Increase in trade payables, other payables and

accruals
Decrease in deferred income

FEMEM
HEHRKERRER

(48 mn),/m D
BNHE REREMEK
R (M), WA
RRHBITHERME S B
BEML /(5
BHREMER  HEN
SR ER B AE
iR TE Yz

Cash generated from/(used in) operations

Income tax paid

REEBME/(RE)RE
B MER

Unaudited
REEZ
For the six months ended 30 June
HZ6H30H161EA

2018 2017
—E-N\E —E—+F
RMB'000 RMB’000
AR%T ARET T
(6,444) (159,680)
79,774 86,208
(42,806) —
2,308 (2,881)

1,814
1,146 (191)
97,805 39,110
(41,149) (58,195)
5,759 10,366
10,958 (12,155)

— 11,698
(18,684) (6,630)
2,395 —
(35,849) (100,932)
(27,407) 219
(52,512) 9,842
116,283 (25,885)
6,702 94,547

(542) (542)
LYNEY) (113,287)
((EXLE)) (5,836)

Net cash flows from/(used in) operating

activities

ReFTHEL (FARSE
FE

77,794

(119,123)
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Unaudited Interim Condensed Consolidated Statement of Cash Flows (continued)

AEERHHEHSHESRER @)

Unaudited
REER
For the six months ended 30 June
HZ6A30H16EA
2018 2017
—E-N\F —tF
Notes RMB'000 RMB'000
B & AR®T T AREFIT
CASH FLOWS FROM INVESTING ACTIVITIES ®REZBHRERE
Interest and gain on investments received BB 87,703 11,516
Proceeds from disposal of property, HEWE - BE  &EX
plant, equipment and land use rights T R E R 6,878 6,048
Proceeds from disposal of assets classified as held ﬁ ERAREEEHR ]
for sale A 27 252,822 —
Proceeds from sales of other current financial ﬁ &3 HnsemEEMS
assets WA 1,276,943 1,319,025
Receipts of bank deposits with original maturity of [RE| &1 H & =1{& A LA £ &
more than three months R 1717 512 2 ey R 412,459 69,863
Proceeds from disposal of a subsidiary HE TR E AT R B ZOE 26 — 4,747
Payment of bank deposits with original maturity  RE|EE A= B A L&
of more than three months RITHE AR (649,540) (116,936)
Acquisition of property, plant BEME BELLE
and equipment 12 (4,946) (4,915)
Payment of construction in progress EETIRBEENMNRK (29,605) (46,612)
Acquisition of intangible assets BEELEE (525) (524)
Acquisition of other current financial assets HEHMRHLREE (1,205,586) (1,255,737)
Net cash flows from/(used in) investing REZHELE /(FFTR)RE
activities FE 146,603 (13,525)
CASH FLOWS FROM FINANCING ACTIVITIES BEEZBHRERE
Proceeds from bank loans EXFERE 479,102 757,801
Receipts of pledged deposits at maturity in relation &2 8 77 {8 i A8 @ 19 2| ER 45 1
to bank loans TR = 150,491 34,289
Repayments of interest-bearing bank loans BEFEER (446,351) (764,364)
Payment of pledged deposits in relation to bank £ 4R 77 f& 2 A8 8 69 38 17 X
loans SIEREN (326,100) (38,311)
Interest paid BRHE (3,486) (10,196)
Net cash flows used in financing activities METBARSTE (20,781)
NET INCREASE/(DECREASE) IN CASH AND ReRBLEEYEM
CASH EQUIVALENTS ()28 78,053 (153,429)
Cash and cash equivalents at beginningof H¥BEERBLZEY
period 20 668,962 581,491
Effect of exchange rate changeson cashand EZXZEBHELRESE
cash equivalents ZENNTE (433) 5,802
CASH AND CASH EQUIVALENTS AT END OF HAREERBREEEY
PERIOD 20 746,582 433,864




Notes to Unaudited Interim Condensed Consolidated

Financial Statements

KRETFZPUGAS O M| RME

1 CORPORATE INFORMATION

Yashili International Holdings Ltd (the “Company”) was
incorporated in the Cayman Islands on 3 June 2010 as an exempted
company with limited liability under the Companies Law, Chapter
22, (Law 3 of 1961, as consolidated and revised) of the Cayman
Islands. The address of its registered office is Cricket Square,
Hutchins Drive, P.O. Box 2681, Grand Cayman KY1-1111, Cayman

Islands.

The Group is primarily engaged in the manufacture and sale of

dairy and nourishment products.

In the opinion of the directors, the holding company and the
ultimate holding company of the Company are China Mengniu
International Company Limited (”Mengniu International”) and
China Mengniu Dairy Company Limited (“Mengniu Dairy”),

respectively.

2 BASIS OF PREPARATION AND CHANGES
TO THE GROUP’S ACCOUNTING POLICIES

2.1 Basis of preparation

The unaudited interim condensed consolidated financial
statements for the six months ended 30 June 2018 have been
prepared in accordance with IAS 34 Interim Financial
Reporting and the disclosure requirements of Rules Governing
the Listing of Securities on the Stock Exchange of Hong Kong

Limited.

The unaudited interim condensed consolidated financial
statements do not include all the information and disclosures
required in the annual financial statements, and should be
read in conjunction with the Group’s annual financial

statements for the year ended 31 December 2017.

NGRS

MEHERZERER QA (ARRF]
R2010F6 ABHIREH S B S A A
EENRENGIFE=ZREN K&
HREEREBRSTMR L RE
HREBRAF - AFMRERMI A
Cricket Square, Hutchins Drive, P.O. Box
2681, Grand Cayman KY1-1111, Cayman
Islands ©

AEEBXERFREMHEEARRA LK

BEG -

EEZRB ARAEERBRRR&RREE
BEBRRERINATFERFEREERA A
(R4BEBRDRFEARFTIAEARRA
ARFAED -

FERERRAEERHK
58D

2.1 REBEEB

HZE2018F6 A308 1L~ A K
RCEZTEHERHE I BHRE
EERER LR FE34957F A
BBEHREHEBHRTMEBE S
REMBRRAIFESLETHRAUR
%o

Z KSR L R AR A OB S R
KUY RSB EFEFBEREMTD
EEHENFMPE  REELES
HE217F12A31IBEFERN
BIIS Rk — I E -
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REEZ T HE RS OB T |R M @

2 BASIS OF PREPARATION AND CHANGES
TO THE GROUP’S ACCOUNTING POLICIES

(Continued)

2.2 New standards, interpretations and
amendments adopted by the Group

The accounting policies adopted in the preparation of the
unaudited interim condensed consolidated financial
statements are consistent with those followed in the
preparation of the Group’s annual condensed financial
statements for the year ended 31 December 2017, except for
the adoption of new standards effective as of 1 January 2018.
The Group has early adopted IFRS 9 (2013) on 1 July 2014.

The Group applied, for the first time, IFRS 15 Revenue from
Contracts with Customers. As required by IAS 34, the nature
and effect of these changes are disclosed below.

Several other amendments and interpretations are adopted
for the first time in 2018, but do not have an impact on the
interim condensed consolidated financial statements of the
Group.

IFRS 15 Revenue from Contracts with
Customers

IFRS 15 supersedes IAS 11 Construction Contracts, 1AS 18
Revenue and related Interpretations and it applies to all
revenue arising from contracts with customers, unless those
contracts are in the scope of other standards. The new
standard establishes a five-step model to account for revenue
arising from contracts with customers. Under IFRS 15, revenue
is recognised at an amount that reflects the consideration to
which an entity expects to be entitled in exchange for
transferring goods or services to a customer.

The standard requires entities to exercise judgement, taking
into consideration all of the relevant facts and circumstances
when applying each step of the model to contracts with their
customers. The Group adopted IFRS 15 using the modified
retrospective method of adoption, and applied the method
only to contracts that are not completed at the date of initial
application.

2
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% EAREBEEE K
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8 NS
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% B RS B & OF B 75 R 3k BT B 4
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201712 A31B It FEMH B
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R2014F 7R 1BRAIERT
B BA 75 3R 5 2E R S8 998(2013) ©
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

2 BASIS OF PREPARATION AND CHANGES
TO THE GROUP’S ACCOUNTING POLICIES

(Continued)

2.2 New standards, interpretations and
amendments adopted by the Group
(Continued)

IFRS 15 Revenue from Contracts with
Customers (Continued)

The Group's principal activity consists of the manufacture and
sale of dairy products.

The Group's contracts with customers for the sale of dairy
products generally include one performance obligation. The
Group has concluded that revenue from sale of dairy products
should be recognised at the point in time when control of the
asset is transferred to the customer, generally on delivery of
the dairy products.

The Group provides a right of return and trade discounts for
certain the sales contracts of dairy products with customers.
Prior to the adoption of IFRS 15, the Group recognised
revenue from the sale of goods measured at the fair value of
the consideration received or receivable, net of returns and
allowances and trade discounts. If revenue could not be
reliably measured, the Group deferred revenue recognition
until the uncertainty was resolved.

Under IFRS 15, rights of return and trade discounts give rise
to variable consideration. The variable consideration is
estimated at contract inception and constrained until the
associated uncertainty is subsequently resolved. The Group
applies the requirements in IFRS 15 on constraining estimates
of variable consideration to determine the amount of variable
consideration that can be included in the transaction price.
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

2 BASIS OF PREPARATION AND CHANGES
TO THE GROUP’S ACCOUNTING POLICIES

(Continued)

2.2 New standards, interpretations and
amendments adopted by the Group
(Continued)

IFRS 15 Revenue from Contracts with
Customers (Continued)

The Group recognised Right of return assets and Refund
liabilities amounting to RMB1,012,000 and RMB1,345,000,
respectively in the unaudited interim condensed consolidated
statement of financial position as at 30 June 2018.

The Group received short-term advances from customers.
Prior to the adoption of IFRS 15, the Group represented these
advances in “Other payables and accruals” in the consolidated
statement of financial position. Upon the adoption of IFRS 15,
the Group reclassified the advances amount to “Contract
liabilities”. As at 1 January 2018, the Group had short-term
advances from customers amounting to RMB289,320,000
reclassified to “Contract liabilities” at the initial application of
IFRS 15.

Refer to Note 3 for the disclosure on disaggregated revenue.

IFRS 9 Financial Instruments

The Group has early adopted IFRS 9 (2013) on 1 July 2014,
the Group has adopted the full text of IFRS 9 (2014) from 1
January 2018. The impact arising from the adoption of IFRS 9
(2014) on the Group is summarised as follows:

The adoption of IFRS 9 (2014) has fundamentally changed the
Group's accounting for impairment losses for financial assets
by replacing IAS 39's incurred loss approach with a forward-
looking expected credit loss (ECL) approach.

2
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

2 BASIS OF PREPARATION AND CHANGES
TO THE GROUP’S ACCOUNTING POLICIES

(Continued)

2.2 New standards, interpretations and
amendments adopted by the Group
(Continued)

IFRS 9 Financial Instruments (Continued)

IFRS 9 requires the Group to record an allowance for ECLs for
all loans and other debt financial assets not held at fair value
through profit or loss.

ECLs are based on the difference between the contractual
cash flows due in accordance with the contract and all the
cash flows that the Group expects to receive. The shortfall is
then discounted at an approximation to the asset’s original
effective interest rate.

The Group applies the IFRS 9 simplified approach to measure
ECL which uses a lifetime ECL for all trade receivables and
other receivables. To measure the ECL, trade receivables and
other receivables had been grouped based on shared credit
risk characteristics and historical credit loss experience.

For other debt financial assets, the ECL is based on the
12-month ECL. The 12-month ECL is the portion of lifetime
ECLs that results from default events on a financial instrument
that are possible within 12 months after that reporting date.

The adoption of the ECL requirements of IFRS 9 does not
have any significant impact on the Group’s financial
statements.
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REEZ T HE RS OB T |R M @

2 BASIS OF PREPARATION AND CHANGES
TO THE GROUP’S ACCOUNTING POLICIES

(Continued)

2.2 New standards, interpretations and
amendments adopted by the Group
(Continued)

IFRIC Interpretation 22 Foreign Currency
Transactions and Advance Considerations

The Interpretation clarifies that, in determining the spot
exchange rate to use on initial recognition of the related
asset, expense or income (or part of it) on the derecognition
of a non-monetary asset or non-monetary liability relating to
advance consideration, the date of the transaction is the date
on which an entity initially recognises the non-monetary asset
or non-monetary liability arising from the advance
consideration. If there are multiple payments or receipts in
advance, then the entity must determine a date of the
transactions for each payment or receipt of advance
consideration. This Interpretation does not have any impact
on the Group’s unaudited interim condensed consolidated
financial statements.

Amendments to IAS 40 Transfers of Investment
Property

The amendments clarify when an entity should transfer
property, including property under construction or
development into, or out of investment property. The
amendments state that a change in use occurs when the
property meets, or ceases to meet, the definition of
investment property and there is evidence of the change in
use. A mere change in management'’s intentions for the use
of a property does not provide evidence of a change in use.
These amendments do not have any impact on the Group’s
unaudited interim condensed consolidated financial
statements.
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

2 BASIS OF PREPARATION AND CHANGES
TO THE GROUP’S ACCOUNTING POLICIES

(Continued)

2.2 New standards, interpretations and
amendments adopted by the Group
(Continued)

Amendments to IFRS 2 Classification and
Measurement of Share-based Payment
Transactions

The IASB issued amendments to IFRS 2 Share-based Payment
that address three main areas: the effects of vesting
conditions on the measurement of a cash-settled share-based
payment transaction; the classification of a share-based
payment transaction with net settlement features for
withholding tax obligations; and accounting where a
modification to the terms and conditions of a share-based
payment transaction changes its classification from cash
settled to equity settled. On adoption, entities are required to
apply the amendments without restating prior periods, but
retrospective application is permitted if elected for all three
amendments and other criteria are met. The Group’'s
accounting policy for cash-settled share based payments is
consistent with the approach clarified in the amendments. In
addition, the Group has no share-based payment transaction
with net settlement features for withholding tax obligations
and had not made any modifications to the terms and
conditions of its share-based payment transaction. Therefore,
these amendments do not have any impact on the Group’s
unaudited interim condensed consolidated financial
statements.
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62 Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

2 3 REVENUE FROM CONTRACTS WITH 3 HEEFIYAEESBSNEK
% CUSTOMERS A

E Set out below is the disaggregation of the Group’s revenue from LT AEEEKIEEEREIS
g contracts with customers: [B W A RR4H -

For the six months ended 30 June 2018 (Unaudited)
B Z£20185F6H30H LL6{E A (REHE &)
Milk powder Dissolvable
products products Others Total
3% E @ HAEM Hty &5t
RMB’000 RMB’000 RMB’000 RMB’000
ARBTRT AR%®TnR AR®BTR AR%®TrR

Yashili International Holdings Ltd

Types of goods or service 2= & IR %5 38 Bl

o8

3n

6s Sale of goods S E RS 1,144,161 199,030 1,434,373
igl Consigned processing EFEAmnT

;h operation 69,711 69,711
I

N+

§§’ Total revenue from contracts (K E & P 5] 37

P with customers CICEL N 1,144,161 91,182 268,741 1,504,084

Geographical markets & %

Mainland China BB K 1,119,789 91,182 55,178 1,266,149
Overseas g S 24,372 — 213,563 237,935

Total revenue from contracts & #& 82 2 F 5] 37

with customers & R A 1,144,161 91,182 268,741 1,504,084
Timing of revenue WA
recognition

Goods transferred at a point A B B X 5 1)
in time 1,144,161 91,182 268,741 1,504,084

Total revenue from contracts {5 Bl & P ET 7
with customers & B R A 1,144,161 91,182 268,741 1,504,084




OPERATING SEGMENT INFORMATION

Since the acquisition of Oushi Mengniu (Inner Mongolia) Dairy
Products Co., Ltd. (“Oushi Mengniu”) and Dumex Baby Food Co.,
Ltd. (“Dumex China”) in 2015 and 2016, respectively, and the
operation of Yashili New Zealand Dairy Co., Limited (“Yashili New
Zealand”) at the end of 2015, the Group underwent various group
reorganisation, including the purchase, production and sales
functions.

From the first half of 2018, the Group is reorganised into business
units based on their products and services and has three reportable
operating segments as follows:

(@  Production and sale of milk powder products — this segment
includes the development, manufacture and sale of milk
powder products in the PRC and overseas.

(b) Sale of dissolvable products — this segment includes the
development, manufacture and sale of soymilk powder, rice
flour and cereal products.

(c)  Other operations mainly include the sale of surplus raw
materials, the production and sale of base-powder and
consigned processing operation. The results of these
operations are included in the “others” column.

The change was made to improve the way in which the business
units can be managed.

For the purpose of assessing segment performance and allocating
resources among segments, the senior executive management team
assesses the performance of the operating segments based on a
measure of “reportable segment profit”, i.e., “revenue less cost of
sales and allocated selling and distribution expenses”. The Group
does not allocate other income and gains, net finance costs,
expenses other than certain selling and distribution expenses to its
segments, as the senior executive management does not use such
information to allocate resources to or evaluate the performance of
the operating segments. Segment assets and liabilities are not
regularly reported to the Group’s senior executive management and
therefore information of reportable segment assets and liabilities is
not presented in these unaudited interim condensed financial
statements.

4

Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)
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NN

OPERATING SEGMENT INFORMATION

(Continued)

Intersegment sales and transfers are transacted with reference to
the selling prices used for sales made to third parties at the then
prevailing market prices.

4 RBREFHER @

DHMHE RERR S E AR T E
MBS EWE IR NEEETR
5 o

Segment revenue: DEBUA -

Sales to external customers $§& FAHNE = B

Intersegment sales D EEHE

Reconciliation: R -

Elimination of D HEHEE
intersegment sales

Total revenue FES N

Segment results PIEE

Reconciliation: AR -

Finance income B 75 Wg A

Finance costs B 7% A 72N

Other income and = NS &
gains

Unallocated other R Be By E A
expenses X H

Loss before tax MR R ES 18

For the six months ended 30 June 2018 (Unaudited)
B Z2018F6A30H L6 A (REHF#%)

Milk powder

products
MR ER
RMB’'000

AR TR

1,144,161

1,144,161

Dissolvable
products Others Total
HAE R H a5t
RMB’000 RMB’000 RMB’000
AR T AR T AR¥T T

268,741 1,504,084
39,511 39,511

308,252 1,543,595

(39,511) (39,511)

1,504,084

27,964 121,168

59,833
(CWE))

69,100

(250,786)

(6,444)
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4 OPERATING SEGMENT INFORMATION 4 RETWER @
(Continued)
For the six months ended 30 June 2017 (Unaudited)
EHZE201796A308 1618 A (REFEX)
Milk powder Dissolvable
products products Others Total
I EE G S E H Aty =
RMB’000 RMB’000 RMB’000 RMB’000
ARETTT AREBTRT ARBTT AR®TT
Segment revenue: DEUWA :
Sales to external customers $5&E FINEE P 820,787 99,747 46,160 966,694
Intersegment sales DEEEE 1,920 — — 1,920
820,707 99,747 46,160 968,614
Reconciliation: AR -
Elimination of D HEHEE
intersegment sales (1,920) — — (1,920)
Total revenue [N N 966,694
Segment results DEBEE (34,422) (9,786) 2,469 (41,739)
Reconciliation: HER -
Finance income B 75 U A 64,825
Finance costs B 75 Ak 2N (10,366)
Other income and N NS
gains 52,152
Unallocated other AOMWHEAM
expenses un] (224,552)
Loss before tax B T BT E 18 (159,680)
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5 OTHER INCOME AND GAINS

An analysis of the Group's other income and gains is as follows:

5 HttlARWKz=

AN E ) HE MU A R 8D T
T

Unaudited
RIEER
For the six months ended 30 June
HZ6H30H1L61EA
2018 2017
—E-N\E —E—+F
Notes RMB’'000 RMB’000
Bt 5 AR®BTR ARETFT
Government grants I 47 B
—  Taxes refunded — B 355
— Compensation for acquisition of — HBEAEEMN
assets wHE 542
— Compensation for expenses — HEELETH
incurred 7 18 30
Consigned processing operation ZEEMIA 32,503
Foreign exchange gains, net b 5 2= 10,200
Net gain on disposal of non-current HEFERBEENK
assets @ OF R 2,880
Net gain on disposal of assets classified ~HEFHFE EELM
as held for sale B U 55 % 58 (a) 42,806 —
Others Htn 6,210 5,642
Note: P & -

(a)

During the six months ended 30 June 2018, the Group received a
consideration of RMB252,822,000 or disposing property, plant and

equipment and a land use right of Scient (China) Baby Nourishment

Co., Ltd. (“Scient (China)”), the cost of which amounting to
RMB210,016,000, resulting a net gain of RMB42,806,000 before

income tax.

(@ AHEEBRE(PEH)ZYHZEEM
BRAB(HE(FE)]) TREE
BERTMERE  KERBERAR
#252,822,0007C ' REEBEREASE
A H£5F A R #210,016,0007T © 2 A
FT 1S Bt Al B2 & Wz A R #5 42,806,000
5T o
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6 OTHER EXPENSES 6 HMEAX
Unaudited
R EX
For the six months ended 30 June
B Z6H30HIL6MEA
2018 2017
—E-N\F —E—LF
Notes RMB’000 RMB'000
F 7 AR TR AREFT
Provision for impairment of inventories 17 & ¥k (B % & 97,805 39,110
Foreign exchange losses fE 5,18 2k 10,958 —
Bank charges RITFEE 2,574 3,042
Net loss on disposal of non-current assets & JE 7 &) & 2= 0 U 25
R 2,308 —
Loss on disposal of inventories FE®mEEX 1,416 14,522
Provision/(write-back) of impairment for & 5 & £ b & U 2% 89 R
trade and other receivables &/ (#&m) 1,146 (191)
Provision of impairment for items of EEEKE
property, plant and equipment 12 1,814
Donations BT 581
Costs for consigned processing operation 5 &t 1l T Ak 2% 36,565
Loss on disposal of a subsidiary BE—ETARMIEL 26 11,698
Others Hith 2,102

Q) YASHILY

121,117 109,243
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REEZ T HE RS OB T |R M @

7 LOSS BEFORE TAX

The Group's loss before tax is arrived at after charging/(crediting):

7 BRBIAIE R

7K 4 B & B4 B A5 18 79 484 1%/ (12 )
TH & EAHE S

Unaudited
REBERX
For the six months ended 30 June
BZ6H30HL6MEA
2018 2017
—E-NEF —E—+F
Notes RMB’000 RMB'000
B 5 AR T AREEF T
Cost of goods sold BmigE KA 801,363 519,103
Cost of consigned processing operation 5 5% h1 T Ak 4% 49,837 —
Depreciation of items of property, Y- RENMEREITE
plant and equipment 12 79,248
Depreciation of investment properties KWEYENE 14 1,293
Amortisation of land use rights o b (50 PR A R 2,260
Amortisation of other non-current assets  E b 3F 7% 8 & 2 5 34 2,107
Amortisation of intangible assets B Y 1,300
Total depreciation and amortisation WeEREHEBERE 86,208
Minimum lease payments under FENKEHERE
operating leases of buildings e 13,482 9,613
Employee benefit expense EEBNE
(excluding directors’ and chief (TEREEERETE
executive’s remuneration): THRABZEHFH) :
Wages, salaries and allowances T& - 4 &EeL 215,293 226,681
Termination benefits BREF 1,797 26,778
Pension scheme contributions RIREETEIE R
(defined contribution schemes) (FraHZeTaD 14,316 18,517
271,976
Interest income FLEHA (58,195)
Gain on other current financial assets HEihmeemEE ks (6,630)
Total finance income T N L (59,833) (64,825)
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8 FINANCE COSTS

8 A

An analysis of finance costs is as follows: BB ADHTT :
Unaudited
RBER
For the six months ended
30 June
BZ6A30H LL61EA
2018 2017
—E-N\E —E—tF
RMB’000 RMB'000
ARE T AREFTT
Interest on bank loans wholly repayable BRAFTATBHEED
within five years RITERHF E 10,366

9 INCOME TAX CREDIT

9 FEHIERE

69
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The major components of income tax credit in the unaudited AEEZPHEHEHBERRAME

interim condensed consolidated statement of profit or loss are: MERBNEZEKD A
Unaudited
KRB
For the six months ended
30 June
B ZEZ6H30H1L6EA
2018 2017
—E-N\E —E—tF
RMB’'000 RMB’000
ARE TR AREFTT
Current tax BNEA R 18
Provision for the period HAE BB 1,155
Adjustments recognised in the period for KN ERUNEFEDN
current tax of prior years T 3 2 — 4,794
Deferred tax IR IR (63,346) (43,691)
Total income tax credit Fr 45 % 5 R 48 58 (47,742) (37,742)
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INCOME TAX CREDIT (continued)

Pursuant to the Corporate Income Tax Law of the PRC passed by
the Tenth National People’s Congress on 16 March 2007 (the
“Income Tax Law"), the statutory income tax rate of the Group’s
subsidiaries located in Mainland of PRC is 25%, except for Oushi
Mengniu which is subject to a preferential tax rate of 15%, in
accordance with “The Notice of Tax Policies Relating to The
Implementation of Western China Development Strategy”.

Pursuant to the rules and regulations of the Cayman Islands and the
British Virgin Islands (the “BVI"), the Group is not subject to any
income tax in the Cayman Islands and the BVI.

The provision for Hong Kong profits tax for the six months ended
30 June 2018 was calculated at 16.5% (six months ended 30 June
2017: 16.5%) of the assessable profit for the period.

Pursuant to the rules and regulations of New Zealand, the Group’s
subsidiary located in New Zealand was subject to income tax at a
rate of 28% during the six months ended 30 June 2018 (six months
ended 30 June 2017: 28%).

EARNING/(LOSS) PER SHARE
ATTRIBUTABLE TO ORDINARY EQUITY
HOLDERS OF THE PARENT

The basic earning/(loss) per share amount for the period is
calculated by dividing the loss for the period attributable to ordinary
equity holders of the parent by the weighted average number of
ordinary shares outstanding during the period.

The parent has no dilutive potential shares during the period.

Fit 18 B R )

BEFTE2EARRKEZ RS RK2007
F3IR16BBANCPE AR EMEAD
EMEBETMERE]D  AEEA
RABERERNNEQRAETHER
HEED% BREBREAAEREA
BRI BB B E AN B
M BEHESRFEZE15%NERHRE -

RERSHERABREAEE ([REB
BRERSDORERER  AEEE
BERENERABRIESHMEI
Al P 1S Mt o

KEBEH £201846 5308 1k~ A
HEE BN S HEESARNBEDE
R HE A B ER16.5% (B £20174F6
A308 1E7<@ A HIR - 16.5%) B X
FTiR °

BIEFAFNERER AEEUR
NABEKN T AREZE2018F6A30H
IENE B EAR % FR28% (B 2201746
A30H I8 AHR : 28%) BT 15
KA BB -

EERERAERL
U/(E)

=3
wg

&
5]

AENGRERERN (BB HRE
HABAREBREE ARGERK
VA RA A B 31T 3 48 A 0 D0 7 15 BR T
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10 EARNING/(LOSS) PER SHARE
ATTRIBUTABLE TO ORDINARY EQUITY
HOLDERS OF THE PARENT (continued)

The calculations of basic and diluted earning/(loss) per share are

|:| BREAEAEWN
IJ/( 718) (@)

EL‘)

&
=]

FREAREBRN(EE)OFTHE

based on: ERWT
Unaudited
RBER
For the six months ended
30 June
BZ6H30H1L61EA
2018 2017
—E-N\F —E—tF
RMB’000 RMB'000
ARET R AREFT
Earning/(loss): BF/(E8) :
Earning/(loss) attributable to ordinary equity ARTESRERERBARN, (&
holders of the parent, used in the loss per BN AR EBERESR
share calculations N LIRS (121,938)
Number of shares
R BE
(in thousand) (in thousand)
(FR) (F &)
Shares: &7
Weighted average number of ordinary shares st ESRERZF](EE)Fr
for the purpose of the basic earning/(loss) per 3 & & 38 I 0 #2 F 15 &x
share calculations 4,745,560 4,745,560
11 DIVIDENDS 11 BRE

The directors did not recommend the payment of an interim
dividend for six months ended 30 June 2018 (the six months ended
30 June 2017: Nil).

EETERREHZ2018F6A30H
NE AR R B (B E=201749F6 A30
BLIEAEA &) -

/1

FHIIRE 2018

L FIBEBIER AR A

| Ev&fe

l

% T A @ b

@) YASHILY



/2

Interim Report 2018

Yashili International Holdings Ltd

| ccTV.
[ Ebamhe

YASHILY |

T

Y,

Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

12 PROPERTY, PLANT AND EQUIPMENT 12 ME BERRE
Unaudited Unaudited
RSB RIEE
2018 2017
—E-N\F —E—tF
Notes RMB’'000 RMB'000

B & ARBT ARETT

Carrying amount at 1 January R1TATHMEmE 1,602,976 1,788,658
Additions %90 4,946 4,915
Transfer from assets of a disposal group EEEH B FEH R

classified as held for sale E&EMR — 302
Transfer from construction in progress ERERAAEEIR 13 20,659 6,342
Transfer from investment properties BRAKREME 14 — 35,564
Transfer to investment properties EEREREME 14 (16,443) -
Disposals RE (8,731) (1,952)
Disposal of a subsidiary BRE KT AA 26 — (25,289)
Depreciation charge for the period KETEBA 7 (71,686) (79,248)
Impairment NE R A 6 = (1,814)
Exchange realignment i & & (37,990) 30,913
Carrying amount at 30 June R6H30BMEREE 1,758,391
As at 30 June 2018, all the assets of Yashili New Zealand including HZE2018F6830H It FAAREILED
property, plant and equipment of RMB1,031,471,000 were 2B EBEEEARY1,031,471,000
collateralised for a bank loan of RMB100,058,000 under a general THYE BMELEEEN — KR

security agreement (31 December 2017: RMB66,883,000).

FmE T NWEDRHEBOHOAARE
100,058,000 #) #F 17 B X (20174 12
HA31H : AR¥66,883,0007T) °



Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

13 CONSTRUCTION IN PROGRESS 13 #EZIRE
Unaudited Unaudited
2018 2017
—E-N\F —E—+tF
Notes RMB’'000 RMB’000
Bt 5 AR®T R ARBF T
Carrying amount at 1 January M1TATBREREE 64,383 38,812
Additions 1840 41,447 20,912
Transfer from assets of a disposal group EHEBAFEFENE S
classified as held for sale EEMR 634
Transfer to property, plant and equipment EE Z W% « W E &
B 12 (20,659) (6,342)
Transfer to intangible assets EREETEE (3.312) (471)
Disposal BE = (640)
Disposal of a subsidiary BE—XRTAA 26 = (41)
Exchange realignment [E R E (125) 31
Carrying amount at 30 June M6 HA30BMEREE 52,895

As at 30 June 2018, all the assets of Yashili New Zealand including
construction in progress of RMB3,393,000 were collateralised for a
bank loan of RMB100,058,000 under a general security agreement (31
December 2017: RMB66,883,000).

None of the interest expense was capitalised to construction in
progress for the six months ended 30 June 2018 (six months ended
30 June 2017: Nil).

HE2018%F6 A30H |t #Hmeg Il
MEHpEEBREEEAR3,393,000
THERIERER —RREHET
LA BR #088 49 & A R 100,058,000 7T
IR 1T E & (2017F12A318B: AR
#66,883,0007T) °

N E E2018%F6 H30H 1/~ @ A &
M EREXLAEEIRENFES

(20176 A308 1t 7~ 1@ A 5 &3 -
7)o
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14 INVESTMENT PROPERTIES

REEZ T HE RS OB T |R M @

14 BEYE

Unaudited Unaudited
R EZX RS EZ
2018 2017
—E-N\F —E—+F
Notes RMB’000 RMB’000
Bt 3 ARBT R ARBFT
Cost: B AR
At 1 January ®1A18 73,295 75,032
Transfer to property, plant and HERYE  HER
equipment =5 12 (36,683)
Transfer from property, plant and BEEWE HEK
equipment B 12 20,049 —
At 30 June K6 A30H 38,349
Accumulated depreciation: SETE -
At 1 January »1A1H (13,962) (7,546)
Charge for the period REIRITE 7 (1,318) (1,293)
Transfer to property, plant and HEEME BER
equipment B 12 1,119
Transfer from property, plant and ERONE BEX
equipment Bl 12 —
Carrying amount at 30 June 6 A30 AR REEA 30,629
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15 GOODWILL

Carrying amount at 1 January

R1TATEHNERER

Carrying amount at 30 June

M6 A30HMEEmER

15 &

Unaudited Unaudited

2018 2017

—E-N\E —E—tF

RMB’000 RMB’000

AR® T AR F T

991,236 991,236

991,236 991,236

As at 31 May 2016, Yashili International Group Ltd. (“Yashili
(Guangdong)”), a subsidiary of the Group, acquired a 100% equity
interest in Dumex China. The business acquisition gave rise to

goodwill of RMB718,476,000.

In 2015, Yashili (Guangdong) acquired a 100% equity interest in
Oushi Mengniu, a subsidiary of Mengniu Dairy. The acquisition gave
rise to goodwill amounting to RMB272,760,000, which was
originally recorded by Mengniu Dairy, the ultimate holding company
of the Company. The acquisition was accounted for as a business
combination under common control as Oushi Mengniu was under
the control of Mengniu Dairy both before and after the acquisition.

201658310 LA H K £ E
ERAR(HELIM(ER)))  ~&H
M—RFAF WEZEZFH100%
PR WEEB KBS REEARE
718,476,000 7T 2 B & o

R2015F L F(ER) - Wi
SHMI0%BE(EFILEN— R
FTRBED - ARKBEETAREY
272,760,000 T 2 - ZEER AR
RAZ BRI RARAEFIAERmMAL
MEE - AXWBAR = T
A ABBitRFERNRKERG
HRRFFLELES -
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16 INVENTORIES 16 78

Unaudited Audited

RBEZ KEZ

30 June 2018 31 December 2017

—E-N\F —E—tF

~HA=+H +=-—A=+—H

RMB’'000 RMB'000

AR T ARETF T

284,315 214,107
347,091 413,011
180,451 167,254
27,760 18,226
1,133 1,089

Raw materials JR 4 #4
Finished goods X i

Work in progress + X
Packing materials B K
Low value consumables KB E 7% m
Provisions BB 224

840,750 813,687

(121,916) (27,363)

718,834 786,324

As at 30 June 2018, all the assets of Yashili New Zealand including
inventories of RMB220,784,000 were collateralised for a bank loan
of RMB100,058,000 under a general security agreement (31
December 2017: RMB66,883,000).

HE2018F6A30H I MABILER
2EEEREEE AR 220,784,000
THEEER —REREHRET  HAE
B854 A A R ¥100,058,0007T K
RITEFQOI7FE12A31H: AR
66,883,000 7T) °
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17 TRADE AND BILLS RECEIVABLES

17 EZEWRRREE

Unaudited Audited
RCEZX KEZ
30 June 2018 31 December 2017
—E-N\EF —E—tF
~NAB=+H +=-A=+—8H
RMB’000 RMB’000
AR¥E TR AREF T

Trade and bills receivables B HRRR KRR
Provision for impairment B

176,924 153,455
(9,982) (9,119

166,942 144,336

The Group normally allows a credit limit and a credit term to its
customers which are adjustable in certain circumstances. Trade and
bills receivables are non-interest-bearing.

AEERRGRTEFEEREEREM
EEHR YAEBEBRATHE-
BHREK R ZBL EHEFE -
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

17 TRADE AND BILLS RECEIVABLES (continued) 17

An aging analysis of the trade and bills receivables as at the end of
the reporting period, based on the invoice date and net of
provision, was as follows:

ESRUFTREEm)

BEHR KHBRBRENE S B UK
AREBZREZBHNKRESTAOT

Within 3 months ={EALR
3 to 6 months =z XEA
More than 6 months NE AN E

The Group use forward-looking expected credit loss (ECL) approach
as accounting policy for impairment losses for trade and bills
receivables.

As at 30 June 2018, all the assets of Yashili New Zealand including
trade receivable of RMB115,257,000 were collateralized for a bank
loan of RMB100,058,000 under a general security agreement (31
December 2017: RMB66,883,000).

Unaudited Audited
RIBEX KEZ

30 June 2018 31 December 2017
—E-N\F —E—tF
~AB=1+H +=ZA=+—H
RMB’000 RMB'000
AR TR ARBFT

140,627 126,288
18,687 4,606
7,628 13,442

166,942 144,336

AEBERBAKUENFERERESL
ECLTERAEEHE HRKKME
BEREBRAN G EERE -

HE2018F6A30R 1L FMABMILERN
FHEEREEEAR 115,257,000
THESEKBRTER —BRE
WET NEDRSBBHAEAARE
100,058,000 7T & iF 17 B 50 (2017 4F 12
A31H : AR#¥66,883,0007T) °
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17 TRADE AND BILLS RECEIVABLES (continued) 17

The amounts due from related parties of the Group included in the
trade receivables are as follows:

ESRUFTRERE @

5N B 5 e W 3R O FE Ui A 58 [ gt
SKIBAT ¢

Unaudited Audited
RIQEX mEZ
30 June 2018 31 December 2017
—E-NE —E—+tF
~AB=1+H +=ZA=+—H
RMB’000 RMB’000
AR TR ARBFT

Subsidiaries of the ultimate PRI R B F A Al
holding company

A substantial shareholder and HASEEERTEDN
its subsidiaries KWEHREKE QA

7,686 2

112,929 98,796

The above amounts are unsecured, non-interest-bearing and
repayable on credit terms similar to those offered to the major
customers of the Group.

LTHFELAEER 2ERERGET
AEBFERFPNEUEEHRRE

/9
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80 Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

18 PREPAYMENTS, DEPOSITS AND OTHER 18 ENFE HEREME

0
o
S RECEIVABLES W IE
g
£ Unaudited Audited
- 30 June 2018 31 December 2017
S —E-N\E e
_g NB=+H +=-A=+—8H
g RMB’000 RMB’000
E AR® TR AR T
o
S
c
g Interest receivable JE U R B 57,116
% Value-added tax recoverable R NIGE R 81,065
8 Advances to sales offices 4% Bh 1 R & 3,172
Prepayments for purchase of raw materials 38 B J& # £ 89 78 17 3¢ 14,939

SE Others H At 38,359
=08

6

U

e 224,322 194,651
Z,

5; Less: Non-current prepayments B RHAGHEER 6,452 3,462
§§%

P 217,870 191,189

The amounts due from related parties included in prepayments,

deposits and other receivables are as follows:

FUATER R 2 5 E WK IR
FE UL BREE T SRR T

Unaudited Audited

30 June 2018 31 December 2017

—E-NE —T—tF

AA=tH +-A=+—8

RMB’'000 RMB’000

AR® TR ARBF T

Subsidiaries of the ultimate holding company & 42 4% % % 5 &) F A 7 33
Subsidiaries of the parent’s main shareholder &4 3Z A Al A E B ALK E

B B 2 7] 241
A substantial shareholder and its subsidiaries ¥ RN £ EH & KF EZ£ 0%

B RHEWE R A 1,641

The above amounts are unsecured, non-interest-bearing and have tiigssEIEBERREE  BA

no fixed terms of repayment. EERHEH-
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19 OTHER CURRENT FINANCIAL ASSETS

19 HERBEMEE

Commercial bank wealth investment
products (i)

BERRTHEREEM()

As at 30 June 2018, the Group’s commercial bank wealth
investment products were mainly financial products purchased
from banks with good credit rating and were stated at fair
value, with expected annual interest rates ranging from 4.14%
to 4.85% (31 December 2017: 2.0% to 5.1%). The
investment products were acquired with original maturity of
one month to one year and were not allowed to be
withdrawn prior to the maturity date without the banks’
consent.

As at 30 June 2018, the bank wealth management products
amounting to RMB172,360,000 (31 December 2017:
RMB49,052,000) were pledged to certain bank loans
amounting to RMB170,926,000 (31 December 2017:
RMB49,421,000).

As at 30 June 2018, none (31 December 2017:
RMB150,053,000) of the bank wealth management products
were pledged for letters of credit.

Unaudited Audited
RIEER REZ
30 June 2018 31 December 2017
—E-N\E —E—tF
~HA=1+H +=ZA=+—H
RMB’000 RMB'000
ARTR ARBETFT
626,646 724,748

MR2018F6 A30H  AEBFRNE
X¥RTEVEREFEARRTN
FEEFRNRTEEY R AAE
BEHNENSRESR BHNFEFR
R AEL14% 2 4.85% (2017F12 A
31H:20% £51%) c E LK &
AB—{E AR —FR AR TS
BRTHRETFHE -

MR2018F6 A30H A& A A
R # 172,360,000 (2017412 A
318 : AR%49,052,0007C) & %
ROV EREERMEEHRANE
A R #170,926,000 7T (2017 5
128318 : AR®49,421,0007T)
FIERITE R °

MN2018%6 A30H @ ERgE£E 1T
VEREEREERANERE
A& Q017F12A831H: AR
150,053,0007T) °
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

20 CASH AND BANK BALANCES AND LONG- 20 e RBITEBNEHE
TERM BANK DEPOSITS AND PLEDGED TEFNREBEESER
DEPOSITS

Unaudited Audited
REBER BEZ
30 June 2018 31 December 2017
—E-N\E T+
~NA=Z1H +-A=+—8H
Note RMB'000 RMB’000
i3 AR®T R ARET T
Cash and cash equivalents BERELZEEY 726,732 668,962
Pledged deposits with banks ZREEFTER 329,691 243,621
Time deposits with maturity of less BB A=MEANUTH
than 3 months EHE R 19,850 —
Time deposits with maturity of more IHBEA=EAN LR
than 3 months EHER 1,316,514 1,079,433
2,392,787 1,992,016
Less: Pledged deposits with banks B RTTRVE 2 R H
RESTFR (@) 329,691 243,621
Cash and bank balances BHERIRTHES 1,748,395
Note: MfsE -

(a)

As at 30 June 2018, the bank deposits amounting to
RMB326,100,000 (31 December 2017: RMB234,731,000)
were pledged to certain bank loans amounting to
RMB287,860,000 (31 December 2017: RMB213,392,000).

As at 30 June 2018, a deposit of RMB3,591,000 (31
December 2017: RMB8,890,000) was pledged for letters of
credit.

(a) M2018F6A30H  #a5 A A
R #326,100,000 7t (2017412 A
310 : AR #234,731,0007T) B
BOTGEREERRAREDRAR
& 287,860,000 7T (2017 G 12 A 31
H: AR #213,392,0007T ) #) iR
TEN-

MR2018F6 8300 @A AR
# 3,591,000 7T (2017 4 12 A 31
H: AER#8890,0007T) 1 iR 1T
GREEAFBEAEERENRE
{i}o
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21 TRADE PAYABLES 21 EFENR
An aging analysis of the Group’s trade payables, based on the RBEBE REBREZXZBHN
invoice date, as at the reporting date is as follows: BEORENZMBRR>TOT
Unaudited Audited
RIBEX REZ
30 June 2018 31 December 2017
—E-NEF —E—+F
ANA=1H +=ZA=+—H
RMB’000 RMB’000
AR®F R ARBTT
Within 3 months =EAURA 148,504 116,634
3 to 6 months —EAZENEA 65,243 122,870
More than 6 months NEA M E 75,640 98,936
289,387 338,440
The amounts due to related parties included in trade payables are BIAE 5 ENE FEN BB 8RB
as follows: mE
Unaudited Audited
RBEX M EZ
30 June 2018 31 December 2017
—E-N\F T —tF
AHA=1+H +=ZH=+—H
RMB’000 RMB’000
AR T AREF T
Subsidiaries of the ultimate holding company & #& 4% A% A% 52 &9 F A & 23,205
Subsidiaries of the parent’s main shareholder Fx#3ER A A —F B K
B B A 18,695
Subsidiaries of a substantial shareholder HAEEBBEEAFENE
BH M E A A 127
37,634 42,027
Trade payables, including amounts due to related parties, are non- BEENZ BEEMNBELR T HE
interest-bearing and are normally settled within one month to three HAETEHERE—MR—ZE=EAAK

months. 4 o
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REEZ T HE RS OB T |R M @

2 22 OTHER PAYABLES AND ACCRUALS 22 Hit EN R KR EFER
<
o3 Unaudited Audited
£ RQEZX KEZ
£ 30 June 2018 31 December 2017
- —E-NEF —E—tF
= NA=+H +=—A=+—8H
g RMB’000 RMB’000
o AR® TR ARBF T
E Advances from customers BEREEMR — 289,320
£ Accrued payroll it E e 140,808 158,160
% Termination benefits payables FETBER B 5,386 7,103
8 Interest payables S FI B 2,467 194
Other tax payables H fth & < 78 18 39,214 28,089
SE Guarantee deposits from customers EPR#ES 80,766 67,280
!;"3 Accrued expenses HIRE R 613,480 429,849
od Payables for constructions of FET T2 3K
x property, plant and equipment 41,123 30,849
; Others Hit 27,094 26,814
§§‘?

The above amounts, including those due to related parties, are
unsecured, non-interest-bearing and have no fixed terms of
repayment.

LA FRIE - B R A L R A R

77 8 Bk
o REEE - 28 MEEEERY -



Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)
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22 OTHER PAYABLES AND ACCRUALS (continued) 22 EftFENZRESE B @

The amounts due to related parties included in other payables and BIAEMENKIBMES S B ORERN
accruals are as follows: BB TR RIEWNT ¢
Unaudited Audited
30 June 2018 31 December 2017
—E-NFE —E—+tF
NA=TH +=ZA=+—H
RMB’000 RMB'000
AR TR AREEF T

Subsidiaries of the parent’s main shareholder 42 4EIE A B HF B IR

K BB A A 40
A substantial shareholder and its subsidiaries ¥} R EEH E K 2515
B R EME R A 4,639

4,679

85
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

23 INTEREST-BEARING BANK LOANS

23 FFEEITENR

Unaudited Audited
RBEX BEZ
As at 30 June 2018 As at 31 December 2017
20186 A30H 201712 A31H
Effective interest Effective interest
Notes rate (%) Maturity RMB'000 rate (%) Maturity RMB'000
Bk BERAE(%) IEEE ARBTr  EEAER(%) IMERE AR%TFR
Current B
Short-term bank loans: %8 H1$R 17 & 5 -
— Pledged loans —BEREX (@ 0.30 to 3.30* 558,844 0.80 10 3.30 2018 262,813
— Pledged and —ERERR
quaranteed EIRIE N
loans (b) 241102.76 2018 66,383
— Credit loans —fEREX 1.47 2018 200,000
Unaudited Audited
REER KEZ
31 December
30 June 2018 2017
—E2-N\EF —E—+F
~B=+tH +=ZA=+—H
RMB’000 RMB’000
AR T AREFT
Bank loans denominated in RITEK
— Renminbi ("RMB") —UAARKEE 320,927 249,421
— Hong Kong Dollar (“HKD") — B EE 129,837 128,729
— New Zealand Dollar (“NzZD") — AR EHE 54,704 53,498
— European Dollar (“EUR") — AR JTEHE 45,354 52,197
— United States Dollar (“USD") —AETEHAE 8,022 33,799
— Australian Dollar (“AUD") — LB ITEE = 12,052




Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

23 INTEREST-BEARING BANK LOANS (continued)

Notes:

(a)

As at 30 June 2018, certain bank loans with an aggregate amount of
approximately RMB287,860,000 (31 2017:
RMB213,392,000) were secured by bank balances amounting to
RMB326,100,000 (31 December 2017: RMB234,731,000). A bank
loan with an amount of approximately RMB170,926,000 (31
December 2017: RMB49,421,000) was secured by a bank wealth
management product amounting to RMB172,360,000 (31 December
2017: RMB49,052,000).A bank loan of RMB100,058,000 (31
December 2017: RMB66,883,000) was secured by the total assets of
Yashili New Zealand. As at 30 June 2018, the carrying amount of the
total assets of Yashili New Zealand was NZD318,437,000 (31
December 2017: NZD305,333,000).

December

As at 30 June 2018, none of the bank loans was pledged or
guaranteed (31 December 2017: RMB66,883,000 was guaranteed by
Yashili (Guangdong)).

The contracted interest rates were HIBOR+0.7, HIBOR+0.8,
LIBOR+1.0, BKBM'+1.0, 0.3, 3.0, 3.1 or 3.3.

BKBM: The New Zealand Bank Bill Benchmark Rate (BKBM) is a base
rate in New Zealand.

23

M20185 64308 —LBHEN A
A R 287,860,000 (20174 12 A
318 AR#213,392,0007T) H R 1T
B A A R #326,100,0007T (2017 4
128318 : AR%234,731,0007T) &9
GRGETER . —LBHENAAR
#170,926,0007C (201712 A318 :
49,421,0007T) R ITE R A A R
172,360,000 7T (2017 £ 12 A 31 8 :
A R #49,052,0007T ) &) 7 4R 17 81
BEREEMETER —LBHELY
A AR ¥ 100,058,000t (2017412 A
318 : AR ¥66,883,0007T) & iR 17
ERAFARILEEHZ2018F6 A30
HEE4 A4 318,437,000 7T (2017
12 A31H : 4t #305,333,0007T) &Y
PEEEEITER o

201896 8308 - 4 I 3 ok 1 42
REBITER(2017F12A318 + A
R 66,883,000 LM SR/TE R A L
FI(BER)ER) -

4 B # = AHIBOR+0.7 * HIBOR+0.8 *
LIBOR+1.0 *BKBM'+1.0 > 0.3 3.0 * 3.1
83.3°

BKBM : ¥ AU R R 1T R IBEENE A
MARESRTISTNERSEER -
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

24 SHARE CAPITAL 24 B
Unaudited Audited
30 June 2018 31 December 2017
—E-N\EF =
~NA=+H +=-A=+—8H
RMB’'000 RMB'000
AR T AR T
Authorised: 2

10,000,000,000 ordinary shares of HK$0.1 ~ 10,000,000,000 % & i% E &

each 0B THE B 861,600 861,600

Number of
ordinary shares Nominal value
ZEREE H{E
(in thousand) RMB’000
(F &) ARBFT
Issued and fully paid: EETRER:
At 1 January 2018 (Audited) M2018F1A18 (EFEX) 4,745,560 399,352
As 30 June 2018 (Unaudited) F20184%F6 A30H

(REEEZ) 4,745,560 399,352
At 1 January 2017 (Audited) R201781 A1 (EEZX) 4,745,560 399,352

As 30 June 2017 (Unaudited) 7R2017F6 A308 (R&
F1Z) 4,745,560 399,352




Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

25

26

RESERVES

The amounts of the Group’s reserves and the movements therein
for the six months ended 30 June 2018 and 2017 are presented in
the unaudited interim consolidated statement of changes in equity
on page 52 of these unaudited interim condensed consolidated
financial statements.

DISPOSAL OF A SUBSIDIARY

Disposal of Yashili (Heilongjiang)

In June 2017, the Group disposed of a 100% equity interest in
Heilongjiang Yashili Dairy Co., Ltd (“Yashili (Heilongjiang)”) to an
independent third party.

The net assets of Yashili (Heilongjiang) as at the date of disposal
were as follows:

25

26

&t

K& B D R H 220186 A308 &
20176 A30H L6 fdl A MM FE & 2
EREEB2NNAREEZ T IH
A IS MRFES2E REEZF H
AEHEZEHEK -

BEEF R

BEEH TR (RFEI)

R2017F6 A AEBMKRHEWERRE
THEEMILERR R A (AT @
TH(BREI))MI100% R EEL T
WL =T7 e

REEE BLF(Z81)2 248
mF -

Notes RMB'000
Bt ¥ AR®ET T
Net assets disposed of: REXMFEERAEEE:
Property, plant and equipment Wz BEMEE 12 25,289
Construction in progress TEIRE 13 41
Intangible assets mWAE 2,506
Inventories FE 588
Prepayments, deposits and other receivables TARRIE - e R E A R WGRIA 60
Trade payables Z S EMNR (635)
Accruals and other payables FE =B A I Ho fth & 1< 3K (11,445)
Tax payable FERTFR1S 7R 41
16,445
Loss on disposal of a subsidiary BEFRAEX 6 (11,698)
4,747
Satisfied by: W B ) $(E -
Cash Re 4,747
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26 DISPOSAL OF A SUBSIDIARY (continued)

27

Disposal of Yashili (Heilongjiang) (continued)

An analysis of the cash flows in respect of the disposal of Yashili
(Heilongjiang) for the current period is as follows:

26 EE DA

BEEMLIA(B5ETI) @

RAHE EREERLTN(RET)
FHEZBERORINEMT

RMB'000
ARETFT
Cash consideration & %8 4,747
Cash and bank balances disposed of BER® RIBITHER —
Net outflow of cash and cash equivalents AFARBEEANBEESREZREN
in respect of the disposal of a subsidiary ReEEBMRLFRE 4,747
ASSETS OF A DISPOSAL GROUP CLASSIFIED 27 ZERBHEEHEEM
AS HELD FOR SALE AND LIABILITIES BERRESBARERE
DIRECTLY ASSOCIATED WITH THE ASSETS EEEENMBNER

CLASSIFIED AS HELD FOR SALE

In December 2015, the Company decided to dispose of Scient (China).
As at 31 December 2017, the related assets of the subsidiary were
classified as held for sale.

2015F 12 RRRATHE T A A
‘m@(¢l> M2017412 8318 &

NAMEBEERE D ERER
Eé?@
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REEZ T HE RS OB T |R M @

27 ASSETS OF A DISPOSAL GROUP CLASSIFIED
AS HELD FOR SALE AND LIABILITIES
DIRECTLY ASSOCIATED WITH THE ASSETS
CLASSIFIED AS HELD FOR SALE (continued)

On 22 December 2017, Scient (China), Guangdong Development
District Land Development and Reserve Exchange (“GDD") and its
agents entered into an expropriation and compensation agreement
pursuant to which certain properties of Scient (China) will be
expropriated by GDD for a compensation amount of
RMB252,822,000. The transaction was completed in January 2018.

PTEARBRESFENEEA
EEREYEAREGSE
EEEEHBENAEGE®

R2017F 128228 A (R E) - &
MAZEE THHABEREIZFPORAE
REBITZ —BRUHEERZ BUHE
N R I HAEFREEZZRLEE
BE(RR)BKYE BESEAA
R 252,822,0007T ° #Z X % B 1K2018
F1REK °

Assets: BE -
Property, plant and equipment M- WE KRR
Land use rights + 3 A A2
Assets classified as held for sale NHEARAKEFENRE
BE
Net assets directly associated with M EHAEEEENF
the disposal group BE

Unaudited Audited
RIQEZX KEZ
30 June 2018 31 December 2017
—E-N\F —E—tF
~A=1+H +=—A=+—H
RMB’'000 RMB’000
AR T ARBF T

159,550
27,687

187,237

187,237
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)

REEZ T HE RS OB T |R M @

28 CAPITAL COMMITMENTS

The Group had the following outstanding capital commitments in

28 B ARKIE

REBERAR AEEEAHEEREZ

respect of the purchase and construction of items of property, plant M HERRENEREAEDNT
and equipment as at the end of the reporting period:

Contracted, but not provided for:
Land and buildings
Plant and machinery

Unaudited Audited
RIBEX KEZ
30 June 2018 31 December 2017
—E-NE —E—tF
~A=1H +=—A=+—H
RMB’'000 RMB’000
AR T ARBF T
BETHE R BE
BENRZEY 7,592
B 3R 15,509
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29 RELATED PARTY TRANSACTIONS

(a) In addition to the transactions and balances which are disclosed
elsewhere in these financial statements, the Group had the
following significant transactions with its related parties.

29 AR5

() BAAMBBEEMBEEBRED
TH RSN AEE BRI A

THITTIERRS -

Transactions with subsidiaries
of the ultimate holding company
Sale of raw materials
Sale of milk powder products
Purchase of milk powder products
Purchase of raw materials
Purchase of complimentary products
Income from consigned processing
Service expense
Purchase of sponsorship rights
Trademark licence fee

Unaudited
RBEX
For the six months ended
30 June
HZ6H30H1L6MEA
2018 2017
—E-N\F —E—+F
RMB’000 RMB’000
ARET T AREFTT
SRR AT FAFN
BT RS
iHE R 35
$HE D E @ 534
BEDNMHER 11,573
BE R 32,999
HE R RN D 1,213
ZEMITWA 32,503
R 7% & 655
BEEE —

BIRERFAE
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29 RELATED PARTY TRANSACTIONS (continued) 29 BB RS @

(a) (continued) (@) @
Unaudited
RBEX
For the six months ended
30 June
BZ6H30H1L6fEA
2018 2017
—E-N\E —E—tF
RMB’000 RMB'000

AR® TR ARETT

Transactions with subsidiaries of
the parent’s main shareholder
Purchase of packing materials
Purchase of raw materials
Purchase of products

Transactions with a substantial
shareholder and its subsidiaries
Sale of base powder
Testing service income
Rental Income
Income from consigned processing
Service expense

Transactions with associates of

HRRERARNEERER
MEBARMBEE T RS

B8 e M 21,137 16,194
BERM 1,328 3,041

BEEM — 358

BASEBAERTEN

KERFRHEMBAF

HEED 184,010 25,858
182080 AR 75 WA 44 2,553
HEWA 605 —
SEEMIT WA 24,829 —
BR75 & S — 424

HRRERDRNEE R A

the ultimate holding company KB R 5

Purchase of raw materials BERA _
The directors of the Company are of the opinion that the RRRIEERR NLEBESTR
above related party transactions were conducted on normal S — BB ERRET T E

commercial terms during the ordinary course of business. HEEKBIERET
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REEZ T HE RS OB T |R M @

29 RELATED PARTY TRANSACTIONS (continued)

(b) Outstanding balances with related parties

Details of the outstanding balances with related parties are
set out in notes 17, 18, 21 and 22 to these unaudited interim
condensed consolidated financial statements.

(c) Compensation of key management
personnel of the Group

29 B SR B m

(b) BB S W REESER

EREEB AN KEBESRFEE
HARARKERZP GRS O
M ARMTE17 1821 %22

() A5XEEXTEEBABWN
[k

Unaudited
RBER
For the six months ended
30 June
BZ6H30H1L6fEA
2018 2017
—E-N\E —E—tF
RMB’'000 RMB’000
AR TR ARBF T

ExdT
e MOFRE
RARTE R PR

Directors’ fees
Salaries and allowances
Retirement benefit contributions

The key management compensation represented the
remuneration paid or payable to the directors and senior
executives of the Company.

NFPARBDEENZRITEAR
HIBM &
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30 FINANCIAL ASSETS AND FINANCIAL

LIABILITIES

Set out below, is an overview of financial assets, other than cash and
short-term deposits, held by the Group as at 30 June 2018 and 31

December 2017.

30 REBEIHNERMTA

LATF /5201846 B30 B 2017412 A
3NAARKET A MRS ME BT RN
S EREE -

Financial assets

Financial instruments at amortised cost
Trade and bills receivables

Deposits and other receivables

Pledged deposits

Cash and bank balances

Financial assets at fair value through
profit or loss
Other current financial assets

Total

Unaudited Audited
KRIEERK FeE=3 53
30 June 2018 31 December 2017
—E-N\E —E—+F
NA=+H +=-A=+—8
RMB’000 RMB’000
AR®TF T AREF T
SREE
DE#$RATENERIA
B RBAREE 166,942 144,336
& & H h fE W 5k 35,953 69,065
PR HIR 1T 17 3 329,691 243,621
B MIRITE R 2,063,096 1,748,395
UAARBEESBTER
ATENEREE
HibrsemEE 626,646 724,748
st m 2,930,165
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30 FINANCIAL ASSETS AND FINANCIAL

LIABILITIES (Continued)

Set out below is an overview of financial liabilities held by the Group as

at 30 June 2018 and 31 December 2017.

30 REFEBSHERT Amw

AT A K& B R2018%F6H30H &

2017F 12 A31EHE NS RERE -

Financial liabilities
Financial liabilities at amortised cost

Trade payables
Other payables and accruals
Short-term interest-bearing bank loans

TEMEE
DR AT ENE R
a8E

EE) IR

Hi BN R EHER
%R BRITIE R

Total

a4t

Unaudited Audited
RIEER REZ
30 June 2018 31 December 2017
—E-N\E —E—+F
AA=+H +=ZRA=+—H
RMB’000 RMB’000
ARBTR ARBET T
289,387 338,440
764,930 554,986
558,844 529,696
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31 FAIR VALUE AND FAIR VALUE HIERARCHY

OF FINANCIAL INSTRUMENTS

Management has assessed that the fair values of cash and cash
equivalents, the current portion of pledged deposits, trade and bills
receivables, other current financial assets, trade payables, financial
assets included in prepayments and deposits, interest receivable,
and other receivables, financial liabilities included in accruals and
customers’ deposits, interest payables and other payables and
accruals, short-term bank loans approximate to their carrying
amounts largely due to the short-term maturities of these
instruments.

The Group's corporate finance team headed by the finance
manager is responsible for determining the policies and procedures
for the fair value measurement of financial instruments. The
corporate finance team reports directly to the management. At
each reporting date, the corporate finance team analyses the
movements in the values of financial instruments and determines
the major inputs applied in the valuation. The valuation is reviewed
and approved by the management. The valuation process and
results are discussed with the management twice a year for interim
and annual financial reporting.

The fair values of the financial assets are included at the amount at
which the instrument could be exchanged in a current transaction
between willing parties, other than in a forced or liquidation sale.
The following methods and assumptions were used to estimate the
fair values:

The fair values of the non-current portion of pledged deposits and
long-term bank deposits have been calculated by discounting the
expected future cash flows using rates currently available for
instruments with similar terms, credit risk and remaining maturities.

Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)
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31 EMIAZAARAERAR

ERE&K

EEHFAEFERENRSFED
FARBEER I NERETER -EH
EUHRNREREE EhemEE -
BHRNARE SHARMREES
EUMFMEREMEKRRENSRE
E ABRREBRAEREPIT 2 BN
MEREMEMNKENERAR B
HABRITEFRNAABEEERE
BEMER ARNELeRTANKE
DAERARE -

AEEHPBKEAENMKEKA
ETERTIAAAEEIFENRK
RMEF FHEREEZEREERER
TohEBEHmER RAMBEEKD
eERTAEBENEHYREERAR
HENTEBAEB ZELHERERE
BRZEMAE BT P HMFEN BT R
T HEBEMNMEREEEESFT

A Nl
P X ©

THEENAABENZIABRER
57 (REFBFEEERINEMNR S
TZARZGEEAER TITERR
RITAAAR R A EE

HARRDAENBRTR  £BHE
IR D A EE TR A ALK
EERBRRBTHNE T ARST
1 1 I 47 5 T A K OB © R B A0
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31 FAIR VALUE AND FAIR VALUE HIERARCHY

OF FINANCIAL INSTRUMENTS (continued)

Fair value hierarchy

The following table illustrates the fair value measurement hierarchy

of the Group's financial instruments:

Assets for which fair values are disclosed:

31 TRIEZAARAEBERAR
=AY

5
3
5
B
&

Z M
i
> [
WS

Z

ATEBRAFHAEE TR

REFE
BAREFENAE
Fair value measurement using
RREFENER

As at As at
30 June 2018 31 December 2017
20184 20174
6H30H 12H31H
Significant Significant

unobservable
inputs (Level 3)

Other current financial assets

Htn® i E

unobservable
inputs (Level 3)

EATARE  BATTEER
0 AR A Bl
CELTY (E=%M)
RMB’000 RMB’000
ARMT R ARET

During the six months ended 30 June 2018, there were no transfers
of fair value measurements between Level 1 and Level 2 and no
transfers into or out of Level 3 for financial assets (six months ended

30 June 2017: Nil).

B E E2018%F6 A308 1~ @ A &
M eREEYTEF SREE_-F
BrZENAREEER BEAE=
ZRAEE A (B 2201796 A30
BIEAMEA: &) -
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Notes to Unaudited Interim Condensed Consolidated Financial Statements (continued)
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32

33

34

EVENTS AFTER THE REPORTING PERIOD

As at the approval date of the unaudited interim condensed
consolidated financial statements, the Group had no significant
events after the reporting period which need to be disclosed.

COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform with
the current period’s presentation.

APPROVAL OF THE UNAUDITED INTERIM
CONDENSED CONSOLIDATED FINANCIAL
STATEMENTS

The unaudited interim condensed consolidated financial statements
were approved and authorised for issue by the board of directors
on 29 August 2018.
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33

34
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