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HISTORY AND DEVELOPMENT

1962

1983

1989

1992

1996

2007

2008

2009

2011

2013

| Lan Foods Industrial Co., Ltd. was established in Taiwan in May
1962, which manufactured canned agricultural products mainly for
export.

In 1983, we collaborated with Iwatsuka Confectionery Co., Ltd.
(“ICCL"), one of the leading Japanese rice cracker producers, to
jointly develop the rice cracker market in Taiwan. Since 1983, we
have been producing and marketing our products under the “Want
Want” brand.

We completed the “Want Want” brand trademark registration in the
People’s Republic of China (the “PRC”) in 1989.

We ventured into the PRC and established our first subsidiary in
Hunan province in the PRC in 1992. In the following years, we grew
from a pure rice cracker company to a diversified food and beverages
company.

In May 1996, Want Want Holdings Ltd. (“WWHL"), our subsidiary,
was listed on the Main Board of Singapore Exchange Securities
Trading Limited (“SGX-ST”) and subsequently diversified into the
hospital, hotel and property businesses and other investments.

WWHL delisted from SGX-ST in September 2007 and conducted
a group restructuring which involved (i) the incorporation of Want
Want China Holdings Limited (the “Company”) as the new holding
company of our core operations related to the food and beverages
businesses; (ii) the divestment and transfer of the hospital, hotel and
property businesses and other investments to San Want Holdings
Limited (“San Want”) on 31 December 2007, and the interests in San
Want were distributed to the then shareholders of WWHL by way of
dividend in specie.

Our Company was listed on the Stock Exchange of Hong Kong
Limited (the “HK Stock Exchange”) on 26 March 2008 (the “Listing”).
In the same year, we were selected as a constituent of the Hang
Seng Mainland Composite Index and the Morgan Stanley Capital
International China Index.

Our Taiwan Depositary Receipts (“TDRs”) were listed on the Taiwan
Stock Exchange Corporation (“TWSE”) on 28 April 2009.

Our Company was selected as a constituent stock of the Hang Seng
Index in Hong Kong on 5 December 2011.

On 15 October 2013, our TDRs were voluntarily withdrawn from
listing on the TWSE.
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PRINCIPAL ACTIVITIES

The principal activities of the Company and its subsidiaries (the “Group”) are
the manufacturing, distribution and sale of rice crackers, dairy products and
beverages, snack foods and other products.

KEY MARKETS

Most of our operations are located in the PRC, which is one of the fastest
growing economies in the world, with the rest located in Taiwan, Japan, Hong
Kong and Singapore. We have an extensive nationwide sales and distribution
network throughout the PRC. We also export our products to other markets,
including the United States of America, Canada, countries in South East Asia
and Europe.
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Elite Dragon of the World

The map below shows the locations of our sales offices and production facilities:
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As at 31 March 2018:

PRC: around 10,000 wholesalers, 417 sales offices, 35 production bases and 90 factories

20183 A318 :

R : 4910,0008 485578 - 417fEEZEFT » 35EAEEEH - 90 TR

Note:

For the purpose of this annual report, references in this annual report to the “PRC” do not apply to Taiwan, the Macau Special
Administration Region and the Hong Kong Special Administrative Region.
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Spirit of Want Want

Self Confidence

Confidence comes with good preparation.

Hot-Kid’s smiling countenance reflects
our belief in preparedness and the
confidence that glows with it. Heart-
shaped tongue of the Hot-Kid
represents our sincere heart to the
Group: Be faithful to the leaders, be
kind to the subordinates, and be sincere
to our customers. The effort would definitely
enhance our performances!

S
AhN

Hot-Kid’s upward-looking eyes point to
where our management sights are set -

the skies. We aim high and achieve far.

Only through prudent management and

judicious foresight, will our enterprise
progress with sustainable profits.
Preparedness also prevents any

O unwanted events. With good yields, our

shareholders and employees will share the
fruits of our success.

MANAGEMENT PHILOSOPHY:

Elite Dragons of the world

Hot-Kid’'s open arms reflect WANT WANT
is a big united family which brings
together outstanding talents from all
over the world. With the development
and expansion of our businesses, the
Giant Dragons of the World is born.

High Margins, Great Success

Prosperity for the Group

and the Individuals

Hot-Kid’s bare feet symbolize our unwavering
pragmatism. To garner customer support and

recognition, a company needs to conduct
its business honestly and earnestly.
To win our customers’ and associates’
support, every employee should be
conscientious and down-to-earth
when dealing with them.Consequently,

a company will prosper and likewise its
employees.

10

MANAGEMENT PHILOSOPHY:

People Oriented

Healthy working relationships form the bedrock
of any successful organisation. As signified
by Hot-Kid’s round head, we believe
excellent employer-employee
cohesion fosters long-lasting harmony
and progress. Equally important is a
strong management cadre. Hot-Kid’s
crown of spiky hair symbolises our eagerness
to embrace new talents. We deeply value
relationships and talents.

Unity

Hot-Kid’s open arms reflect our team
spirit. His welcoming left arm denotes
our unity. We believe with the right
strategies and concerted effort,
victory is already half won. Even with

I less-than-expected performances, our

collective efforts will ensure minimal deviations.

United with People of

Common Aspirations

Hot-Kid’s right arm denotes a helping
hand. Corporate advancement is the
product of the intricate interplay among
management talent, skills, capital
funds and markets. As we strive

| to achieve our corporate vision of

1 becoming the “Elite Dragons of the World”,

| our doors are always open to people of

|

|

common aspirations and those who share our
ideals.

Successful Business
Ventures

Hot-Kid’s roll-up sleeves and pants imply
embracing our future with hard work.
To realize our goal of becoming the
“Elite Dragons of the World”, we will
undertake new ventures periodically.
Every employee should travel the extra
miles and ensure tasks are successfully
accomplished.
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Spirit of Want Want
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| W Rice crackers | Snack foods
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CONSOLIDATED INCOME STATEMENT

ek
Fifteen months
ended 31
Year ended 31 December March 2018
BE12AMALEE HBZ2018F
3A3MAL
2013 2014 2015 2016 +HEA
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARBF T ARETR ARETT ARBTT ARBT R
(Restated) (Restated) (Restated)
(&&&E35) (&&E5) (&=E5)
Revenue e 23,630,104 23,200,585 21,389,320 19,710,128 24,854,462
Profit before income tax BRATS BRI 5,778,963 5,097,766 4,797,083 4,895,848 5,322,733
Income tax expense FiEHER (1,529,307) (1,290,501) (1,417,734) (1,378,473) (1,468,445)
Profit for the year/period £E/BRFE 4,249,656 3,807,265 3,379,349 3,517,375 3,854,288
Profit attributable to: FEALFIE
Equity holders of the Company AATREEREA 4,254,211 3,813,189 3,382,526 3,519,168 3,862,603
Non-controlling interests JFAEHIM R (4,555) (5,924) (3,177) (1,793) (8,315)
Dividends BRE 2,846,746 1,959,232 1,549,137 1,524,314 2,473,233
RMB cents RMB cents RMB cents RMB cents RMB cents
ARBR ARBD ARBD ARED AR®S
(Restated) (Restated) (Restated)
(&&E5) (&&85) (&=E5)
Earnings per share SREF
Basic HAR 3217 28.88 25.82 27.70 30.90
Diluted o 3217 28.88 25.82 27.70 30.90
Twelve months ended 31 March
HZ3A31AIL+={@R
20175 2018
RMB’000 RMB’000
AR¥FR ARBTT
Revenue [ 19,016,845 20,274,708
Profit before income tax BRETE R AT RS 4,607,674 4,293,467
Income tax expense FEHRER (1,273,757) (1,183,019)
Profit for the year/period EE/BAFE 3,333,917 3,110,448
Profit attributable to: FEAL R :
Equity holders of the Company ANERHEFEA 3,336,858 3,115,834
Non-controlling interests FFERIM R (2,941) (5,386)
Dividends KE 1,524,314 2,473,233
RMB cents RMB cents
ARED AR¥D
Earning per share SREF
Basic -WIN 26.39 24.93
Diluted wE 26.39 24.93
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Financial Summary

CONSOLIDATED BALANCE SHEET

REeEERER
As at 31 December As at 31
R12A318 March 2018
RN2018 5
2013 2014 2015 2016 3A31A
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
ARETR ARETR ARETR ARETR ARETR
(Restated) (Restated) (Restated)
(ZE5) (&E5)) (&ZE50)
ASSETS BE
Non-current assets FRBEE 8,763,855 10,367,087 10,842,577 10,308,135 9,330,069
Current assets REEE 17,746,027 15,842,340 13,873,185 16,901,072 17,353,034
Total assets BmeEE 26,509,882 26,209,427 24,715,762 27,209,207 26,683,103
EQUITY B
Total equity R 11,902,539 12,578,218 12,168,280 12,320,923 14,610,900
LIABILITIES =X
Non-current liabilities kRBasE 5,372,271 5,704,091 6,755,682 6,116,287 3,343,251
Current liabilities hEaf 9,235,072 7,927,118 5,791,800 8,771,997 8,728,952
Total liabilities Bef 14,607,343 13,631,209 12,547,482 14,888,284 12,072,203
Total equity and liabilities BEZKEE 26,509,882 26,209,427 24,715,762 27,209,207 26,683,103

14
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BUSINESS REVIEW

As | have always said, “Want Want is like my first child”. Most of my thoughts
every day are related to it. Even when it is after work, most of my discussions
with my family still revolves around it. It is truly said that most of the time when
| feel upset or fulfilled, it is about “Want Want”. | see this as the so-called
“fate”.

At our management meeting at the beginning of this year, | encouraged our
management team to translate the bond with Want Want that ties each of
us together into motivation and commitments to their daily responsibilities. |
urged the production department to continuously improve our product quality;
the sales teams to introduce our products to customers as “artworks”; and the
back office sales staff to provide the best support so that our frontline staff can
progress forward at full speed.

During 2017, the Group optimized the organization and function of its sales
operation, revenue for the new financial year (from 1 April 2017 to 31 March
2018) grew by 6.6% to RMB20,274.7 million as compared with that of the
same period in the previous year. In particular, each of our core products
including Hot-Kid milk, core-brand rice crackers, popsicles and ball cakes,
achieved a double-digit growth rate or slightly below such growth rate. Gross
profit margin dropped to 43.1% as compared with that of the same period
in the previous year due to the rising costs of certain raw materials and
packaging materials. Accordingly, net profit attributable to equity holders of
the Company decreased by 6.6% to RMB3,115.8 million as compared with
that of the same period in the previous year.

Over the past few years, we have made various attempts and changes to our
branding, our distribution and sales channels and our ways of communication
with consumers. These new initiatives were introduced with the aim of
enabling Want Want products to exploit the consumption upgrade trend and
enhancing communication and interaction with consumers. For example, in
recent years, we have emphasized digital marketing strategies and launched
several classic online marketing campaigns each year which have received
large numbers of consumers’ “likes” (ﬁ). In addition, notable changes
were made to the packaging designs and materials of many of our products
to pursue product perfection from packaging to content. Last year, we also
started to explore the vending machine channel to supplement points of
sales in both online and offline channels. This year, | also asked our frontline
sales teams to enhance market information collection and timely feedback
so that we can capture the latest market trend and respond promptly to the
rapidly changing market conditions. All the efforts we have made and will
make are to preserve the excellent reputation of “Want Want” brand among
consumers, generation after generation. This is why, more than four decades
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ago, | designed “Hot-Kid” as a forward-looking boy, symbolizing Want Want's
aiming high, farsighted vision and great vitality.

DIVIDENDS AND SHARE REPURCHASES

The Board recommended the payment of a final dividend of US0.90 cent per
share and a special dividend of US1.25 cents per share for the fifteen months
from 1 January 2017 to 31 March 2018, totalling US2.15 cents per share,
representing approximately US$267.7 million (equivalent to approximately
RMB1,683.1 million) in total. Together with the two interim dividends
distributed, the total amount of dividends for the fifteen months ended 31
March 2018 will amount to approximately US$387.7 million (equivalent to
approximately RMB2,473.2 million). In addition, 74.69 million shares were
repurchased by the Company during the same period for an aggregate
amount of approximately RMB371.7 million.

For the fifteen months from 1 January 2017 to 31 March 2018, the Company
would have returned a total of approximately RMB2,844.9 million to
shareholders by way of dividend payments and share repurchases.

OUTLOOK

2018 is the Year of the Dog. On the Chinese New Year television programs
and in other major media, | heard the crowds shouting “Want Want” which
was not seen 12 years ago in the previous Year of the Dog. Therefore, |
believe that Want Want could become one of the greatest brands in Chinese
history. Together with our management, | shall do my best every day to
provide safe, delicious Want Want products to our consumers. My dream is
to hear shouts of “Want Want” from around the world during the next Year of
the Dog!

APPRECIATION

On behalf of the Board, | would like to extend my sincere thanks to our
shareholders, customers, suppliers, business partners and financial
institutions for their continuous support to the Group. | would also like to
express my gratitude to all our staff members for their efforts and hard work.

Tsai Eng-Meng
Chairman of the Board and Chief Executive Officer
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Audited
REX
Fifteen
months ended Year ended
31 March 31 December
2018™ 2016M Change
BZ2018F BZE2016F EHALE
3A31H 12A31H
Itt+HEA LEE
RMB’000 RMB’000
Key income statement items FEWFEKIER ARMT T ARBT T %
Revenue & 24,854,462 19,710,128 +26.1
Gross profit EF 10,789,572 9,424,173 +14.5
Operating profit EERE 5,192,820 4,811,229 +7.9
EBITDA® KETRE - FrEH
TERBHEAER 6,345,734 5,727,490 +10.8
Profit attributable to equity AARREEFEA
holders of the Company FE(E RS 3,862,603 3,519,168 +9.8
% point
Key financial ratios FEMFLEE % % (EEpa
Gross profit margin EFFE 43.4 47.8 -4.4
Operating profit margin EEFEE 20.9 24.4 -35
EBITDA margin REFE - IS8 TER
BEHAT B RI= 25.5 29.1 -3.6
Margin of profit attributable to AARERFEA
equity holders of the Company FEAG R = 15.5 17.9 2.4
Fifteen
months
ended Year ended
31 March 31 December
2018 2016
BZ2018F BZE2016F
3A31H 12A31H
It+HMEA EFE
Key operating ratios FEEELR
Inventory turnover days® FEAEXRH® 81 94
Trade receivables turnover days® BEZREWREEXEHO 22 20
Trade payables turnover days® BEZEAREAEXH® 43 45
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Unaudited
RBEX
Twelve months ended 31 March Change
BZE3A31AL+=EA EiE:i]a
2018 @ 2017 @
RMB’000 RMB’000

Key income statement items FEWRKRIE AR%T T AREET T %
Revenue g 20,274,708 19,016,845 +6.6
Gross profit EX 8,735,329 8,973,267 27
Operating profit EEFE 4,192,076 4,526,322 7.4

EBITDA® KRERE - FriEH
FERBHEARF O 5,109,049 5,450,671 6.3

Profit attributable to equity holders AARERTFEA

of the Company FE(EF) 3,115,834 3,336,858 -6.6
% point
Key financial ratios FEHBLEE % % EEpaE-
Gross profit margin ER=E 43.1 47.2 -4.1
Operating profit margin EEFREER 20.7 23.8 -3.1

EBITDA margin KETFIE ~ FrEH
TEREHENRAER 25.2 28.7 -3.5

Margin of profit attributable to AARERFE A

equity holders of the Company FEAL = 15.4 17.5 -2.1

M

)

(3)

4)

(%)

As announced by the Company on 22 August 2017, the Company’s financial
year end date has been changed from 31 December to 31 March. The
financial statements presented for current financial reporting period covers
a period of fifteen months from 1 January 2017 to 31 March 2018 with the
comparative figures cover for the year ended 31 December 2016.

Going forward, the Group’s financial years would cover a period of twelve
months from 1 April of a relevant year to 31 March of the following year. To
facilitate a better understanding of the Group’s operating results in a twelve-
month period ended on the new financial year end date of 31 March, the
Group also presents the unaudited financial results for the twelve months
ended 31 March 2018 and 2017 on a voluntary basis.

EBITDA refers to earnings before interest, income tax, depreciation and
amortization. It is calculated by adding back depreciation and amortization
expenses to the operating profit for the period.

The calculation of inventory and trade payables turnover days is based on
the average of the opening and closing balances divided by cost of sales
and multiplied by number of days in the relevant period.

The calculation of trade receivables turnover days is based on the average
of the opening and closing balances dividend by revenue and multiplied by
number of days in the relevant period.

M

(2)

(3)

4)

(%)
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SPECIAL NOTE: CHANGE OF FINANCIAL YEAR END DATE

As the sales of our certain products are closely associated with the Chinese
New Year, different timing of the Chinese New Year in each year may give
rise to a substantial year-on-year fluctuation of the operating results of the
Group with a financial year end date of 31 December, thus affecting the
perception of the Group’s actual underlying business performance. In this
regard, on 22 August 2017, the Board resolved to change the financial
year end date of the Company from 31 December to 31 March. This is the
first financial year after the change, and the financial statements presented
for current financial reporting period covers the fifteen-month period from
1 January 2017 to 31 March 2018 (the “2017 15-month Period”) and the
comparative figures cover the twelve-month period from 1 January 2016 to 31
December 2016.

The new financial years subsequent to the change would cover the
full year from 1 April of a relevant year to 31 March of the following
year. To provide a clear picture of the Group’s operating results during
the new financial year, the financial information presented herein
also includes the financial information for the twelve-month period
from 1 April 2017 to 31 March 2018 (the “New 2017FY”), and the
comparative financial information covers the twelve-month period from
1 April 2016 to 31 March 2017.
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SUMMARY g
Against the background of a healthy and steady development of China’s EHEKERELIBNERENEST
economy, the Group has formulated a diversified marketing strategy featuring EEHEHEBEZELLNER HIEER

channels and products to satisfy the differentiated needs of consumers, B+EMNZTATERE LERERE
expand the coverage of points of sales and enhance our overall product MNT AR ERBNEE  @aARmas
presence on shelves through further penetration of our distribution channels BE RBAEWMLZEZR - EARBBEETHE

and development of the emerging channels. In addition, taking into account BENEY  BESKELNEFTHES
of the prevailing consumer preferences, the Group strengthened its brand N BEmEFRATEHEEER -
image and interaction with consumers through diversified digital marketing.

The implementation of the above strategies is showing positive results. FREBNERZER RN c 2017 A FE
During the New 2017FY, the Group’s revenue grew at 6.6% year-on-year and WHZERRESRG6.6% B2017H M FH
the revenue in both the first and second half of the New 2017FY achieved a FTF¥EF WEHBERPSENEAR °
middle to high single-digit growth rate.

RO R8I MmRgy

21






EEENWR DM
Management Discussion and Analysis

ANNUAL REPORT 2017/2018
FE I ERARLAA FRH

SUMMARY (Continued)

Upgrade of products

Revenue of the three key product segments showed a balanced and healthy
growth trend in the New 2017FY. In particular, each of our star products
including Hot-Kid milk, core-brand rice crackers, popsicles and ball cakes,
achieved a double-digit or close to double-digit growth rate. The Group has
clearly defined the target customers of each product category, introduced new
product designs, adopted new packaging and marketing methods so as to
make our products and brands increasingly popular among consumers.

Channel diversification

Each sales and distribution channel also performed well to different extents
during the New 2017FY. Through rationalisation of sales organisation,
actively developing unexplored points of sales and downward channel
penetration, sales through traditional channels had resumed on a positive
growth track from the beginning of the New 2017FY, and maintained the
growth trend throughout the year, which laid the foundation for the overall
growth of the Group and contributed greatly to the recovery of the revenue
growth of the three key product segments.
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SUMMARY (Continued)

Channel diversification (Continued)

Sales through modern channels have maintained a double-digit growth
momentum since 2016, due mainly to the fact that the Group has gradually
differentiated the products sold through different channels, which could not
only meet the differentiated consumer demands, but also support the parallel
development of both traditional and modern channels, unleashing the positive
development momentum of modern channels.

For the e-commerce channel, through its fashionable, personalised product
design and lively marketing methods, the Group has continuously been
expanding its young consumer groups. In addition, the new retail model which
integrates online and offline channels helps the Group to expand its market
coverage. As a result, sales through e-commerce channel were doubled each
year in recent two years and have become an important revenue growth
driver of the Group. In particular, one-third of the revenue growth of the dairy
products and beverages segment has come from e-commerce channel.

Our trusted brand image as widely recognised among consumers and our
extensive product offering provide the Group with an unique competitive
advantage in the maternity channel and enable our maternity channel
operation to maintain its strong growth momentum. Under the trend of having
a second-child and consumption upgrade in China, there will be more market
opportunities in the maternity channel in the future. The Group will continue to
explore and invest in emerging channels. For example, the Group has started
exploring the vending machine operation with the aim to supplement more
points of sales in both online and offline channels.

58 (@)

REZULBR (&)
BAREBEHEH2016FKES  HEREE
BUENWHREE TESEREEEZES
ERREENEEER  TMERETHE
EERNFR  FERERREREHHE
o ERARBEREEENERDD -

BEEE  NEEY - BECOERR
SHRERAOT MRS K - EEE T
REENERE HRLATHAANTE
EHRAWAT RRBUNEES - Bl
RERMTYZRBEONE  RERS
EEREEENERED N - HHULAK
B ZHZ-WRERRDRETEE
iH o

RBEHEECHENBETELSNEENER
BE FEEETRERENCEEREE
B2 IRSFESENREBZ  EPE=
FRIEREEARBZT - LRESERE
ANTEHE - FEESEHRERENR
RERA - fINCHBEBABEEHRE
BEMER  UEEBRLRETHAEN

ZEME e

25



-
ST 4
L —
i
a4 " "

P s
61995
92 vt




EEE W

KR

Management Discussion and Analysis

ANNUAL REPORT 2017/2018
FE I ERARLAA FRH

SUMMARY (Continued)

Channel diversification (Continued)

With our long-history of the operations in overseas markets, Want Want brand
has gradually gained recognition and popularity. Revenue from overseas
markets achieved a double-digit growth in the New 2017FY, becoming one
of the main drivers of our rice cracker’s sales growth. Looking forward, the
Group plans to further explore overseas market opportunities.

Digital marketing

Digital marketing makes our marketing and promotion activities become more
diversified. The customised marketing plans tailored for target consumer
group have made the image of our brands/products more vivid, and played an
active role in expanding the customer base and enhancing the user loyalty.

The operation of Hot-Kid Club platform:

Through making use of public social media platforms, such as Weibo and
WeChat, and the use of self-developed APPs, the Group has created its
fan club membership system. Leveraging on these platforms, we are able
to better understand consumers’ behaviour and preferences, to accurately
push creative content, and to guide and create new consumer demands. At
present, Hot-Kid Club has built a large fan base. In the future, the Group will
further explore the application of big data to meet the personalised needs of
various different users.
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SUMMARY (Continued)

Cross-industry and integrated marketing to strengthen brand image:
During the Spring Festival of the Year of the Dog in 2018, the Group
collaborated with a well-known e-commerce company and launched a co-
branded gift box packaged with “Want-style language” to create “the Festival
Gift Culture of Want Want” and to help young people to respond to inquiries
from relatives and friends during the Chinese New Year. The Group also
organised related offline entertainment and varieties activities during the
Chinese New Year, which made the Want Want image permeated into the
post-90 groups and expanded the Want Want brand power and influence
during the Chinese New Year and festivals. The Group, in cross-industry
cooperation with Ele.me, set up offline pop-up shop “Girls’ Pub”, which
accurately targeted audience with pink theme while at the same time creating
hot topics online around “Girls’ Pub” and related products to maximise the
influence of this campaign and generate brand effect featuring 1+1>2.
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SUMMARY (Continued)
Overview of operational results
For the period from 1 April 2017 to 31 March 2018 (the “New 2017FY”)

For the New 2017FY, the Group achieved a total revenue of RMB20,274.7
million, representing an increase of 6.6% as compared with that of the period
from 1 April 2016 to 31 March 2017.

The Group’s gross profit margin was 43.1% for the New 2017FY, representing
a decrease of 4.1 percentage points as compared with that of the period from
1 April 2016 to 31 March 2017, due to the increase in the costs of certain key
raw materials such as packaging materials, sugar and milk powder.

For the New 2017FY, the Group’s operating expense ratio (being the ratio of
total distribution costs and administrative expenses to revenue) was 25.9%,
representing a decrease of 0.4 percentage point year-on-year. Distribution
costs to revenue ratio was 14.8%, representing an increase of 0.8 percentage
point year-on-year. This was due mainly to the increase in the number of
sales representatives and in-store promoters to strengthen services at points
of sales across the nation and to enhance user experience thereby improved
the performance of related points of sales in the traditional channels and
modern channels. In addition, in order to grasp the channel development
opportunities, the Group increased the investment in advertising and
promotion resources in modern channels and emerging channels to attract
target consumers and retailers, so as to promote the long-term development
of such channels. The Group’s improved sales and continuous effective cost
control led to a decrease of 1.2 percentage points in the ratio of administrative
expenses to revenue, which offset the effects of the increase in marketing
resources, resulting in a decrease in overall operating expense ratio by 0.4
percentage point year-on-year to 25.9%.

As a result of the foregoing, the net profit attributable to equity holders of the
Company reached RMB3,115.8 million, representing a decrease of 6.6%
year-on-year, while the year-on-year decline for the period from 1 October
2017 to 31 March 2018 (being the second half of the New 2017FY) further
narrowed to a lower single digit level. The margin of profit attributable to equity
holders reached 15.4% due to the decrease in gross profit margin.
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SUMMARY (Continued)

Overview of operational results (Continued)

For the period from 1 January 2017 to 31 March 2018 (the “2017
15-month Period”)

For the 2017 15-month Period, the Group achieved a total revenue of
RMB24,854.5 million. In terms of the Group’s revenue attributable to the three
key product segments, the revenue from the rice crackers and the snack
foods segments together accounted for 52.1% of the Group’s total revenue
while that from the dairy products and beverages segment accounted for
47.6% of the Group’s total revenue.

The Group’s gross profit margin reached 43.4% for the 2017 15-month
Period, representing a decrease of 4.4 percentage points as compared with
that of the period from 1 January to 31 December 2016, due to the increase
in the costs of certain key raw materials such as packaging materials, sugar
and milk powder. The operating expense ratio reached 26.1% for the 2017
15-month Period, representing an increase of 0.1 percentage point as
compared with that of the period from 1 January to 31 December 2016. As
a result, the net profit attributable to equity holders of the Company reached
RMB3,862.6 million for the 2017 15-month Period and the margin of profit
attributable to equity holders of the Company reached 15.5%.

REVENUE

Benefiting from the business strategies which started to bring positive
results, the total revenue of the Group for the New 2017FY increased by
6.6% as compared to that of the period from 1 April 2016 to 31 March 2017,
thus maintaining a positive growth recovery trend. The three key product
segments continued to develop in a balanced manner. The revenue from the
rice crackers and the snack foods segments together accounted for 52.4% of
the total revenue while that from the dairy products and beverages segment
accounted for 47.4% of the total revenue.

For the 2017 15-month Period, the Group achieved a total revenue of
RMB24,854.5 million. As for the performance of the three key product
segments during the period, the revenue form rice crackers, dairy products
and beverages and snack foods segments was RMB6,717.8 million,
RMB11,833.9 million and RMB6,244.6 million, respectively.
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REVENUE (Continued)

Rice crackers

As a result of the optimisation of the sales organisation and the development
of unexplored market, the revenue from rice crackers for the New 2017FY
was RMB5,653.5 million, representing an increase of 8.4% as compared with
that of the same period in the previous year, and recorded a high single-digit
growth rate both in the first and second half of the New 2017FY, while the
core-brand rice crackers achieved a nearly double-digit growth rate.

In terms of the traditional channels, the revenue growth rate of the rice
crackers in the New 2017FY exceeded their compound annual growth rate
during the past 5 years. Modern channels, through the introduction of the
customised large packing size bags and corner seal bags, such as 360g
sugar-coated crackers and savoury senbei bags, which are more appropriate
for shelf display and cyclical purchasing needs of our consumers, achieved a
double-digit growth rate in terms of rice crackers sales, thereby boosting the
overall growth of rice crackers segment.

The Group utilised distinctive product design and lively digital marketing
methods to create several hot product sales that are memorable among
consumers in the e-commerce channel. For example, during the “Double 11”
event (short form of the event day launched by a well-known e-commerce
platform on November 11 in China), the Group launched the “Make Bigger”
gift pack through the e-commerce channel, for which our star products like
traditional sugar-coated crackers and savoury senbei that we have sold for
more than 20 years were enlarged 8 times overnight. The unique product
style combined with the interesting marketing method made the products sold
out quickly once introduced, and the enthusiasm of the topic continued to heat
up. The rapid growth in e-commerce channel sales was attributable to the
strong sales of these customised new products.

With the excellent technology and experience in the production of rice
crackers for more than 20 years, the rice crackers for toddlers under “Baby
Mum-Mum” brand launched by the Group had won high praise in overseas
markets for many years and received many international awards. With the
development in China’s maternity market, “Baby Mum-Mum” brand has
quickly won consumers’ trust and gained popularity, and sales through
maternity channels was doubled. The Group will continue to develop
maternity stores, and will extend the sales of products for infants and
toddlers to all channel sales to effectively expand the products offerings of
rice crackers and customer base. In addition, the Group’s rice crackers were
in great demand in Southeast Asia and North America markets, which had
driven the sales of rice crackers from overseas markets to archive a double-
digit growth rate year-on-year, and had also become an important revenue
growth driver for rice crackers.
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REVENUE (Continued)

Rice crackers (Continued)

In the future, we will introduce several new products that cater for the
consumers’ dual demands for both healthy food and good taste. For example,
the “non-fried rice potato chips”, is produced with advanced technology
to effectively reduce the fat content while maintaining the crispy taste
and flavour that is of great appeal to consumers. Meanwhile, the Group
will actively expedite the evaluation process in relation to the viability of
establishing overseas factories to explore and grasp the overseas sales
opportunities for our rice crackers and other products.

During the 2017 15-month Period, the rice crackers achieved a revenue of
RMB6,717.8 million. After the change of our financial year end date, the year-
on-year comparisons of rice crackers revenue will better reflect the actual
underlying performance of the rice crackers segment.

Dairy products and beverages

For the New 2017FY, the revenue from dairy and beverages increased by
7.1% year-on-year to RMB9,614.6 million. During the period, the revenue
of “Hot-Kid milk”, which accounted for over 90% of the segment’s revenue,
increased by 10.0% year-on-year. Apart from the positive growth of sales
through traditional channels, sales through e-commerce channel were more
than double of that of the same period in the previous year and became a
key revenue growth driver for the dairy products and beverages segment. In
addition, the sales through modern channels achieved a high-teen growth
rate and effectively boosted the market penetration of “Hot-Kid milk” and its
availability on shelves, demonstrating the long-standing leadership position of
this classic product among consumers.

Although the recovery of the economy had driven the growth of overall
consumption demand, the shift and differentiation of consumption demand
became increasingly evident, which posed challenges for the development of
children’s flavoured milk segment. In this context, the Group strengthened its
market presence through differentiated channel management and conducting
vivid and diversified marketing campaigns to promote the brand image of
“Hot-Kid milk”, enhance user loyalty and expand its customer base. The
above strategies had enabled “Hot-Kid milk” to overcome adversity and
achieve a double-digit revenue growth rate. This growth trend had been
maintained in both the first half and the second half of the New 2017FY,
demonstrating the continued effectiveness of the strategies.
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REVENUE (Continued)

Dairy products and beverages (Continued)

The digital marketing and e-commerce channel played an important role
in the recovery growth of “Hot-Kid milk”. The channel focuses on satisfying
the novel and personalised preferences of young groups in product
design with interesting topic marketing. For example, in 2017, the Group
launched an advertisement titled by “Li Ziming grew up” in the online media,
which refreshed the memory of consumers for the classic “Hot-Kid milk”
advertisement 10 years ago and produced new resonance. Meanwhile,
it actively explored new online and offline retail models to reinforce the
coverage of terminal points. Sales through modern channel has started to
achieve a double-digit growth rate since the second half of 2016, which
was due mainly to new packing specification and packaging design of our
products that are more appropriate to our customers’ purchasing habits
and the improved operating efficiency of a store resulted from enhancing
communication between our in-store promoters and consumers. The Group
believes that there is still significant room for the development of modern
channel, which will also become one of the future growth drivers of “Hot-
Kid milk”. During the New 2017FY, the Group increased the investment in
market resources to improve the maintenance and service at points of sales
and improved the operation efficiency through the optimisation of the sales
organisation, enabling the traditional channels to gradually return to positive
growth.
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REVENUE (Continued)

Dairy products and beverages (Continued)

In the future, the Group will continue to focus on multi-channel development
and expansion of channels to enhance the effective coverage of products.
At the same time, we will further expand the product offerings of dairy and
beverage products, keep up with the market trends to seize consumers’
needs and adopt a targeted approach to launch a few selective and totally
new or relatively new dairy and beverage products. To address the current
health and consumption upgrade needs, the Group launched a new product
with a milk protein content of 3.6%, “premium high protein Hot-Kid milk”. It
is designed in white Tetra Pak package, which has effectively differentiated
it from the classic “Hot-Kid milk” and extended the product offerings of the
existing dairy products. When the product was first launched, it became hot
search words on the internet, and recorded a revenue of more than RMB100
million for sales in some regions just within a few months. In 2018, the Group
will sell this product to all other places in the PRC to meet the consumption
needs of more customers. In the meantime, there will be a few unique
distinctive new products, such as Sawow cocktail, moisten-throat tea, lactic
acid water, Mr. Bond Coffee, etc., which will be marketed and sold to specific
consumer groups. The Group will not hesitate to invest in product promotion
in order to attract more consumer groups with more diversified, lively and
targeted marketing methods. Furthermore, it will focus on the maintenance
and reinforcement of points of sales to maintain a sustainable and healthy
development of dairy products and beverages.

With the implementation of the above strategies, sales of dairy products and
beverages for the 2017 15-month Period achieved a revenue of RMB11,833.9
million.
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REVENUE (Continued)

Snack foods

During the New 2017FY, the revenue of snack foods reached RMB4,961.7
million, representing an increase of 4.0% as compared with that of the same
period in the previous year. Revenue of popsicles, which are sold mainly
in the summertime, increased by 11.2% year-on-year. Revenue of Hot-kid
ball cakes also achieved nearly double-digit growth. Candies, despite being
affected by the weakness of the entire industry, began to resume positive
growth in the second half of the New 2017FY due to our effective marketing
strategies.

Want Want's popsicles, benefiting from its unique product design, are able
to solve the requirement for refrigeration and avoid the problem of damages
and losses during transportation faced by conventional ice products while
maintaining its delicious taste. The double-digit compound annual revenue
growth rate of popsicles sales over the past 20 years demonstrates the
strong brand value and product appeal of Want Want’s popsicles. In 2018,
the Group will launch a new product with Tetra Pak package “Dongchi”
(room temperature ice-cream), which will extend our popsicles product
range to include ice-cream products. The product was quickly booked-out
by distributors when we first introduced this product to our distributors at
the 2017 Ningbo New Product Launch Conference, signalling an exciting
potential in the sales of Want Want’s popsicles in 2018.

The Hot-Kid ball cakes have always been a high profit margin product and
are well received by customers. In recent years, the Group has spared no
effort in cooperating with relevant authorities to crack down on counterfeit
products and restore confidence of distributors, and has begun to optimise
and upgrade products and actively promoted cross-industry cooperation to
promote interactions with consumers. During the release of “Monster Hunt
II”, a popular movie among children, the Group conducted joint design of
product packages with the owner of the IP, and launched the Monster Hunt
gift packages which were only sold on e-commerce channel. It effectively
increased its appeal to consumers through online interactions with the
filmmaker’s official weibo, offline film roadshows and cinema exhibitions.
Following the above efforts, the Group witnessed the gradual growth of Hot-
Kid ball cakes, which achieved a mid-teen growth rate during the second
half of the New 2017FY. In the future, the Group will continue to optimise
and upgrade products and capture more consumers through vivid digital
marketing.

For the 2017 15-month Period, the Group’s snack foods recorded a revenue
of RMB6,244.6 million.
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COST OF SALES

The cost of sales of the Group for the New 2017FY amounted to
RMB11,539.4 million, representing an increase of 14.9% as compared with
that of the same period in the previous year. The cost of sales of the Group
included primarily cost of key raw materials (such as milk powder, sugar, rice,
palm oil and packaging materials), direct labour and manufacturing costs
such as utility expenses. The increase in the cost of sales was attributable
mainly to the substantial increase in the cost of certain key raw materials of
the Group such as packaging materials (mainly paper and tinplate), sugar and
whole milk powder over that of the same period in the previous year.

The cost of sales of the Group for the 2017 15-month Period amounted to
RMB14,064.9 million.

GROSS PROFIT

Due to the significant increase in the cost of certain key raw materials, the
Group’s gross profit margin for the New 2017FY was 43.1%, representing a
decrease of 4.1 percentage points as compared with that of the same period
in the previous year. The gross profit amounted to RMB8,735.3 million,
representing a decrease of 2.7% for the period as compared with that of the
same period in the previous year.

In the future, the Group will continue to devote itself to the automation project
for the relatively labour-intensive production lines and consolidating and
rationalising some of its production bases and production lines to optimise
the deployment of production manpower and facilitate the implementation
of multi-brand and channel customisation strategies as well as to maximise
the supply chain efficiency. In addition, by leveraging on Want Want’s
production advantages, it will continue to engaging OEM activities with other
brands, which will improve the utilisation rate and operation efficiency of the
production lines.

For the 2017 15-month Period, the Group’s gross profit amounted to
RMB10,789.6 million, and gross profit margin dropped by 4.4 percentage
points to 43.4% as compared with that of the 12-month period from 1 January
to 31 December 2016.
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GROSS PROFIT (Continued)

Rice crackers

The gross profit margin of rice crackers was 39.8% for the New 2017FY,
representing a decrease of 2.0 percentage points as compared with that
of the same period in the previous year, due mainly to the rising cost of
certain key raw materials and the cost of the gift packs resulted from adding
certain potential and new products to the Group’s festival best-selling gift
pack in order to increase the product recognition. However, benefiting from
the improved sales of rice crackers during such period which improved the
utilisation rate, and coupled with the effect of improving automation over the
years, the Group effectively alleviated the raw material cost pressure.

For the 2017 15-month Period, the gross profit margin of rice crackers
products was 39.6%, representing a decrease of 3.4 percentage points as
compared with that of the period from 1 January to 31 December 2016, mainly
due to a double-digit increase in the cost of certain key raw materials such as
carton and sugar.

Dairy products and beverages

The gross profit margin of dairy products and beverages was 45.4% for
the New 2017FY, representing a decrease of 5.2 percentage points as
compared with that of the period in the previous year. The cost of certain raw
materials such as carton and tinplate has been rising since late 2016, and
was increased by a double-digit growth rate for the period as compared with
that of the same period in the previous year. In addition, the cost of whole
milk powder for the New 2017FY also increased as compared with that of
the same period in the previous year which marked the lowest in the recent
two years. As a result, gross profit margin of dairy products and beverages
recorded a year-on-year decline.

For the 2017 15-month Period, the gross profit margin of dairy products and
beverages was 45.8%, representing a decrease of 4.9 percentage points as
compared with that of the period from 1 January to 31 December 2016.
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GROSS PROFIT (Continued)

Snack foods

The gross profit margin of snack foods was 42.8% for the New 2017FY,
representing a decrease of 4.0 percentage points as compared with that of
the same period in the previous year, due mainly to the higher proportion
of usage of sugar in this segment and the increase in the cost of sugar and
carton by over 10% for the New 2017FY as compared with that of the same
period in the previous year, which also affected the overall gross profit margin
of the segment.

Among the three key product segments, snack foods have the widest range
of products, including many distinctive products with a high market share,
such as popsicles, ball cakes and QQ gummy. The Group has continuously
upgraded products, customised products for different distribution channels,
and timely introduced new products to extend existing price ranges, which
enabled us to maintain a relatively stable profitability for the segment.

For the 2017 15-month Period, the gross profit margin of snack foods was
43.1%, representing a decrease of 4.9 percentage points as compared with
that of the year from 1 January to 31 December 2016.

DISTRIBUTION COSTS

The distribution costs for the New 2017FY amounted to RMB3,003.8 million,
representing an increase of RMB334.6 million as compared with that of
the same period in the previous year. Distribution costs as a percentage of
revenue increased by 0.8 percentage point to 14.8% as compared with that
of the same period in the previous year. It was due mainly to an increase
of advertising and promotion expenses as a percentage of revenue by 0.6
percentage point to 3.7%, as compared with 3.1% in the same period in
the previous year, as a result of the Group’s increased investment in the
resources of emerging distribution channels and modern channels in 2017.
In the future, the Group will continue to invest in branding and marketing and
promotion resources for distribution channels, and to increase investment
of resources in new product free tasting, marketing and advertising while
implementing appropriate cost control measures to improve operating
efficiency.
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DISTRIBUTION COSTS (Continued)

Despite the rising transportation prices, the transportation expenses as
a percentage of revenue decreased by 0.3 percentage point to 4.0%, as
compared with 4.3% in the same period of the previous year, mainly as a
result of the Group’s continuous improvement in supply chain efficiency
through rational planning of transportation routes and promoting direct
delivery. Other distribution costs (mainly including labour cost) as a
percentage of revenue was 7.1%, representing an increase of 0.5 percentage
point as compared with that of the same period in the previous year, due
mainly to the increase in the number of sales representatives and in-store
promoters stationed at modern channel outlets to strengthen the services
and display quality at the points of sales and to proactively expand the
customer base in the fourth-tier and fifth-tier cities for further expansion of our
distribution channels and market penetration.

The distribution costs for the 2017 15-month Period amounted to RMB3,692.2
million. Distribution costs as a percentage of revenue increased by 1.0
percentage point to 14.9% as compared with that of the period from 1 January
to 31 December 2016. Advertising and promotion expenses as a percentage
of revenue increased by 0.3 percentage point to 3.7%, as compared with that
of the period from 1 January to 31 December 2016, due mainly to the fact that
the Group increased investment of resources in certain distribution channels.
The transportation expenses as a percentage of revenue decreased by 0.1
percentage point to 4.0% as compared with that of the period from 1 January
to 31 December 2016. Other distribution costs as a percentage of revenue
increased by 0.8 percentage point to 7.2% as compared with that of the period
from 1 January to 31 December 2016, due mainly to an increase of labour
costs as a result of the increase in the number of sales representatives and
in-store promoters.
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ADMINISTRATIVE EXPENSES

The Group remained committed to the effective management with control
of resources and efficiency. Administrative expenses of the Group for the
New 2017FY decreased by 4.5% from RMB2,346.5 million for the same
period in the previous year to RMB2,241.1 million. Administrative expenses
as a percentage of revenue was 11.1%, representing a decrease of 1.2
percentage points from that of the same period in the previous year, due
mainly to the improvement in utilisation efficiency of administrative resources.

Administrative expenses of the Group amounted to RMB2,783.9 million for
the 2017 15-month Period. Administrative expenses as a percentage of
revenue was 11.2%, representing a decrease of 0.9 percentage point from
that of the period from 1 January to 31 December 2016.

OPERATING PROFIT

Due to the decrease in gross profit margin, the Group’s operating profit for
the New 2017FY decreased by RMB334.2 million to RMB4,192.1 million as
compared with that of the period in the previous year, with an operating profit
margin of 20.7%.

The Group’s operating profit for the 2017 15-month Period amounted to
RMB5,192.8 million, with an operating profit margin of 20.9%.

INCOME TAX EXPENSE

The Group’s income tax expense for the New 2017FY was RMB1,183.0
million, and the income tax rate was 27.6%, similar to that of the same period
in the previous year.

The Group’s income tax expense for the 2017 15-month Period was
RMB1,468.4 million, and the income tax rate was 27.6%, representing a
decrease of 0.6 percentage point as compared with that of the period from 1
January to 31 December 2016.

PROFIT ATTRIBUTABLE TO EQUITY HOLDERS OF THE
COMPANY

Profit attributable to equity holders of the Company for the New 2017FY
amounted to RMB3,115.8 million. The margin of profit attributable to equity
holders of the Company was 15.4%.

Profit attributable to equity holders of the Company for the 2017 15-month
Period amounted to RMB3,862.6 million. The margin of profit attributable to
equity holders of the Company was 15.5%.
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LIQUIDITY AND CAPITAL RESOURCES

Cash and borrowings

We finance our operations and capital expenditure primarily by internally
generated cash flows as well as banking facilities provided by our principal
bankers. As at 31 March 2018, our bank balances and deposits amounted
to RMB12,499.7 million (31 December 2016: RMB11,557.4 million),
representing an increase of RMB942.3 million as compared with that as at 31
December 2016.

As at 31 March 2018, our total borrowings amounted to RMB6,904.1 million
(31 December 2016: RMB9,903.5 million), representing a decrease of
RMB2,999.4 million as compared with that as at 31 December 2016, mainly
due to the repayment of part of our borrowings during the current period. The
long-term borrowings, including the guaranteed bonds issued, amounted to
RMB3,101.3 million (31 December 2016: RMB5,890.5 million), representing
a decrease of RMB2,789.2 million as compared with that as at 31 December
2016. The short-term borrowings amounted to RMB3,802.9 million (31
December 2016: RMB4,013.1 million), representing a decrease of RMB210.2
million as compared with that as at 31 December 2016.

In May 2013, the Group issued US$600.0 million 5-year term guaranteed
unsecured senior notes, bearing an interest at a fixed rate of 1.875%. As at
31 March 2018, the balance of notes payable amounted to US$599.9 million
(31 December 2016: US$599.1 million). These notes were subsequently
redeemed in full at maturity in May 2018.

In April 2017, the Group issued US$500.0 million 5-year term guaranteed
bonds (the “Bonds”), bearing an interest at a fixed rate of 2.875%. As at 31
March 2018, the balance of Bonds payable amounted to US$493.2 million.

The Group’s net gearing ratio (total borrowings net of cash and cash
equivalents as a percentage of total equity (excluding non-controlling
interests)) as at 31 March 2018 was -0.39 time (31 December 2016: -0.13
time). At present, we maintain sufficient cash and available banking facilities
for our working capital requirements and for capitalizing on any potential
investment opportunities in the future. The management will from time to time
make prudent financial arrangements and decisions to address changes in
the domestic and international financial environment.

mENEEEXM D

REEER
AEEEEMEESREAMEITERE
RADEEEENESRE  REBAXR
IRITRENEEREE - N2018F 3 B 31
B ARBERITFRBRER 124997 A
R# (2016 F 12831 H : 115574 AR
HE)E2016 F 12 A 31 BHIEMT 9.423B A
R¥ o

REBER2018FIANBNABTRE
69.0418 A R % (20161283108 :
99.035B AK®) - 8120165128318
DT 29994 BARY  FRRBHEERS
BN HRRHAER(BEE#TE
ERES) A31.013BARY (2016 F 12
H31H8 : 58.905BAR) » 82016512
B31BRA T27.892B AR | SHIMER
%38.029B AR ¥ (2016 12H318 :
40131BEARY) » 820165128 31H
WD 2102 BARHE o

AEBR2013F5 B 8T5FH - HEGE
EJT - Wi%1.875% 2B EFFEITERN
BRABIKBELEE - R20185F 3 A 31
B B EEEEEA5.999(2% 7T (2016F
12A31H 1 5.9918% ) - ZEZBCEHERE
72018 F 5 A | HARF B EER o

AREBR2017F4 A HITSFH - HES
BEx WR2.875% 2EEERRE
HWEERRES(EF]) - R20185F3 A 31
H EEFERER4.932E8XET -

REER2018F3A31 HWEFRHEEER
(HBREBEERBEESEWHNABTHERAB
KRB (T2 IFERIMER)) B-0.391F
(20165128310 : -0.131%) - A&EER
MEARENRERRITEEEE - B
MEAEEEEESMNER - LEERES
RREBENESFER - EEE L SR
HEBERNSERRESLCHMEEEMB R
BERORTE o



EEEN®WER DM
Management Discussion and Analysis

ANNUAL REPORT 2017/2018
FEBEIBTIERARLE £

LIQUIDITY AND CAPITAL RESOURCES (Continued)

Cash flow

For the 2017 15-month Period, our cash and cash equivalents increased
by RMB942.3 million. Among which, RMB5,316.9 million of net cash inflow
was generated from our operating activities. Net cash outflow for financing
activities was RMB4,419.2 million, which was used mainly for paying
dividends of RMB1,803.8 million, and repaying part of the borrowings
resulting in the net borrowing outflow of RMB2,390.2 million. The net cash
inflow for investment activities was RMB172.3 million.

Capital expenditure

For the New 2017FY, our capital expenditure was approximately RMB323.0
million, which was used mainly for completing the outstanding construction
work of the factory buildings, purchasing machinery and equipment,
improving facilities for information technology, and increasing the investment
in automated warehouse and storage equipment.

For the 2017 15-month Period, our total capital expenditure amounted to
RMB419.9 million (1 January to 31 December 2016: RMB447.5 million).
We spent approximately RMB55.7 million, RMB205.0 million and RMB88.1
million for expansion of factory buildings and facilities including plant and
equipment and upgrade of some of the old plant and production facilities for
rice crackers, dairy products and beverages and snack foods, respectively,
so as to prepare for the further growth of our Group. The remaining capital
expenditure was made mainly for the purpose of adding facilities for
information technology, packaging, etc.

The above capital expenditure was financed mainly by our internally
generated cash flows and banking facilities.
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LIQUIDITY AND CAPITAL RESOURCES (Continued)
Inventory analysis

Our inventory consists primarily of finished goods, goods in transit and work
in progress for rice crackers, dairy products and beverages, snack foods and
other products, as well as raw materials and packaging materials.

The following table sets forth the number of our inventory turnover days for
the fifteen months ended 31 March 2018 and for the year ended 31 December
2016:

Fifteen months ended

BZE2018563A31H

RENEREEMN (F)

FED

FEXREERRE AmREBE K
FREGERECENERG BEXTEY
FMERR » UREMBFBEME -

TRIRTAEBEZ2018F3 8311k
+HEBEEZE20165FE12 31 BLEEE
HNEFEERAEXE :

Year ended
31 December 2016
BZE2016F12H31H

31 March 2018

IE+HEA LFE
Inventory turnover days FERABXHY 81 94
Trade receivables ER) TVEN
Our trade receivables represent the receivables from our customers. The REBNE SRR  ENERERHE

terms of credit granted to our customers are usually 60 to 90 days. Our sales
to most of the customers in the PRC are conducted on a cash-on-delivery
basis. We only grant credit to customers in our modern distribution channels
and certain emerging channels, which then on-sell our products to end-
consumers.

The following table sets forth the number of our trade receivables turnover
days for the fifteen months ended 31 March 2018 and for the year ended 31
December 2016:

Fifteen months ended

BZE201853A31H

FRREEEENEWFIER o AN 5% E /Y IR 51
REFRE60REIOXR - AEBME B A
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Year ended

31 December 2016
BZE20165F12A31H
LEFE

31 March 2018

LE+HEA

Trade receivables turnover days Y AENELEDN:

22 20
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LIQUIDITY AND CAPITAL RESOURCES (Continued)

Trade payables

Our trade payables mainly relate to the purchase of raw materials from our
suppliers with credit terms generally between 30 days and 60 days after
receipt of goods and invoices.

The following table sets forth the number of our trade payables turnover
days for the fifteen months ended 31 March 2018 and for the year ended 31
December 2016:

Fifteen months ended
31 March 2018
BZ2018E3H831H

RENEREEMN (F)

EE Y IR
FEENEZRAREERRBREMBE
£ RANEERS THEERNE —RS
B0REGOK (EWNEENMRBZRWAH
Hig) -

TRIRTEHE2018F3 831 L+ HE
BEEZ2016F 12831 BLEEFEEXREH
NESENHEAEXE

Year ended
31 December 2016
BZE2016F 128318

LE+H@EA LEE

B2 ENFEAEXE

Trade payables turnover days

43 45

Pledge of assets
As at 31 March 2018, none of our assets was pledged.

HUMAN RESOURCES AND REMUNERATION OF
EMPLOYEES

For the period from 1 January 2017 to 31 March 2018, our average number
of employees was approximately 47,280, representing an increase of 165
employees as compared with average number of employees in 2016. Our
total remuneration expenses for the period from 1 January 2017 to 31 March
2018 amounted to RMB4,628.4 million. The remuneration package of our
employees includes fixed salary, commissions and allowances (where
applicable), and performance-based year-end bonuses having regard to the
performance of the Group and the individual.

We have always invested in significant resources in the continuing education
and training programmes of our employees. Training programmes, both
external and internal, are also provided to relevant staff as and when required
to constantly improve their professional knowledge and skills.
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FOREIGN EXCHANGE RISKS

The presentation currency of the Group has been changed to RMB from
USD since 2016 but the Company’s functional currency is still USD. More
than 90% of our activities are conducted in mainland China, our PRC
subsidiaries’ functional currency is RMB. Foreign exchange risks arise mainly
from procurement of raw materials and equipment from overseas, dividend
payments and certain recognised assets and liabilities.

As procurement of raw materials and equipment from overseas and USD
denominated borrowings of the Group are recognised in the financial
statements of the subsidiaries of the Group which functional currency is USD,
the assets and liabilities subject to foreign exchange risks are minimal and
the relevant exposure after offsetting is not significant. As such, RMB does
not have a significant impact on exchange gains and losses presented on the
consolidated income statement within “other gains — net”. During the 2017
15-month Period, the Group did not hedge against its foreign exchange risks.

Dividends and repurchases

The Board recommended the payment of a final dividend of US0.90 cent
per share and a special dividend of US1.25 cents per share for the fifteen
months ended 31 March 2018, totalling US2.15 cents per share, representing
approximately US$267.7 million (equivalent to approximately RMB1,683.1
million) in total. Including the two interim dividends paid respectively in
October and December 2017, the total amount of dividends for the fifteen
months ended 31 March 2018 would amount to approximately US$387.7
million (equivalent to approximately RMB2,473.2 million).

To increase shareholders’ value, during the period of the fifteen months
ended 31 March 2018, the Group repurchased 74.69 million shares of the
Company in the open market for an aggregate amount of approximately
RMB371.7 million, by way of share repurchases funded by its free cash flow.
The shares repurchased were subsequently cancelled.

As a result, the Group would have returned a total of approximately
RMB2,844.9 million to our shareholders, for the period of the fifteen months
ended 31 March 2018, by payments of dividends and share repurchases,
representing a decrease of 3.4% as compared to the amount of RMB2,945.0
million for dividends and share repurchases for the year ended 31 December
2016.
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Our Company, together with its subsidiaries, are committed to maintain and
uphold high standards of corporate governance practices and procedures.
We recognize the value and importance of achieving high corporate
governance standards to promote corporate transparency and accountability
and to enhance shareholders’ value.

CORPORATE GOVERNANCE PRACTICES

We had, throughout the fifteen months ended 31 March 2018, complied with
the code provisions set out in the Corporate Governance Code (the “CG
Code”) in Appendix 14 to the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Listing Rules”), except for
the deviations from the code provisions A.2.1, A.4.1 and E.1.2 for the reasons
explained in this Corporate Governance Report.

We will periodically review and improve our corporate governance practices
with reference to the latest developments in corporate governance. The
key corporate governance principles and practices of our Company are
summarized below.

DIRECTORS’ SECURITIES TRANSACTIONS

We have adopted the Model Code for Securities Transactions by Directors
of Listed Issuers (the “Model Code”) as set out in Appendix 10 to the Listing
Rules regarding directors’ securities transactions. Formal written notices,
together with a copy of the Model Code, are sent to our directors (“Directors”)
prior to the commencement of the periods of 30 days immediately preceding
the publication date of our interim results and 60 days immediately preceding
the publication date of our annual results, as a reminder that Directors must
not deal in any securities of the Company during those periods up to and
including the date of publication of the results. Having made specific enquiries
with our Directors, all of them confirmed that they have complied with the
required standard as set out in the Model Code regarding directors’ securities
transactions throughout the fifteen months ended 31 March 2018.
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THE BOARD OF DIRECTORS

Roles of the Board

The Board assumes responsibility for the leadership and control of our Group
and is also collectively responsible for promoting the success of the Group
by directing and supervising its affairs. Key matters and decisions which are
reserved for the Board include those relating to:

. the objectives, policies, business plans and strategic directions of our
Group;

. overseeing and evaluating the Group’s operating and financial
performance;

. the approval of our Group’s operating and capital expenditure budgets,
interim and annual financial results and the publication thereof,
material contracts and transactions, notifiable transactions, non-
exempt connected transactions/continuing connected transactions,
declarations of dividend, Directors’ appointment or re-election following
the recommendation(s) by the Nomination Committee and other
matters which need to be dealt with by the Board;

. establishing effective control measures so as to assess and manage
risks in pursuit of our Group’s objectives; and

. ensuring our Group has in place adequate accounting systems and
appropriate human resources to fulfill the accounting and financial
reporting functions.

Our management team, which possesses extensive experience and industry
knowledge, is led by the executive Directors and has been delegated by the
Board with the authority and responsibility for the day-to-day management
and implementation of strategies approved by the Board in relation to the
business and operations of our Group. In addition, the Board has also
delegated certain specific responsibilities to the various Board committees,
namely, the audit committee (the “Audit Committee”), the remuneration
committee (the “Remuneration Committee”), the nomination committee
(the “Nomination Committee”) and the strategy committee (the “Strategy
Committee”). Each of the Board committee operates within its respective
terms of reference which clearly defines its respective duties and authorities.
Further details of these committees are set out on pages 58 to 65 in this
Annual Report.
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THE BOARD OF DIRECTORS (continued) EEE(#)
Corporate governance functions EERBEE

The Board is responsible for performing the corporate governance duties set

out in its terms of reference, including:

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

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

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

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

to review the Company’s compliance with the code provisions as set out
in the CG Code and disclosure in the Corporate Governance Report;
and

to be responsible for the risk management and internal control systems
and reviewing the effectiveness of such systems.

ExERAERTHEEES RN ER
ERRE B

o HEERBRNAATINDLEEARHE
EEH

e MIRKEREERSARAEEAEN
BIIRFEEEERE

° RWREFRAQIETBIERERE
ERESTHENERRRER

e HE BEREREIRESZHR
SEARGRFM(WE)

° RNAQIABILEXEARTAMA
B PR V1B R R FE (R R EIR
ERNEE R

e HEREERABEZRAGEE
Y EEERAZEFENERLE -

Composition of the Board EEgsAK

As at 31 March 2018, the Board consists of 14 Directors, comprising 5 A2018E3H31B EECH14BES
executive Directors, 4 non-executive Directors and 5 independent non- AR BRESBHITES - 4BEHTES
executive Directors, as below: REBEUFHITES 0T :
Executive Directors BITESE

Mr. Tsai Eng-Meng (Chairman and Chief Executive Officer) BTREE (EERITHBAEZ)
Mr. Tsai Wang-Chia (Chief Operating Officer) ERREE (EREEEE)

Mr. Huang Yung-Sung (Chief Marketing Officer) BAREE (TEEHE)

Mr. Chu Chi-Wen (Chief Financial Officer) KRB EE (HHBHEE)

Mr. Chan Yu-Feng (Chief of Staff) EBELLE (BEER)
Non-executive Directors FHITESE

Mr. Liao Ching-Tsun (Vice Chairman) Y (FIEE)

Mr. Tsai Shao-Chung BEREE

Mr. Maki Haruo EERTE

Mr. Cheng Wen-Hsien B ELE

Independent non-executive Directors BYEHITES

Mr. Toh David Ka Hock EXRBEE

Dr. Pei Kerwei BEREEL

Mr. Chien Wen-Guey B AELEE

Mr. Lee Kwang-Chou THRAKE

Dr. Kao Ruey-Bin [SECA =
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THE BOARD OF DIRECTORS (continued)

Biographical details of the Directors and the relationship amongst them (if
any) are set out in the section headed “Directors and Senior Management” in
this Annual Report. In addition, an updated list of Directors of the Company
with their roles and functions is available on our website and that of the HK
Stock Exchange.

We have arranged appropriate directors’ and officers’ liabilities insurance for
our Directors and officers.

Appointment, re-election and removal of Directors

The appointment of a new Director is made by shareholders at a general
meeting or by the Board upon recommendation by the Nomination
Committee. In identifying and selecting suitable candidates for directorships,
the Nomination Committee would consider the candidate’s character,
qualifications, experience, independence and other relevant criteria
necessary to complement the corporate strategy and achieve Board diversity
before making recommendation to the Board.

The Company has entered into formal letters of appointment with all Directors
setting out their duties and major terms and conditions of their appointments.

Currently, our non-executive Directors and independent non-executive Directors
do not have specific terms of appointment, which deviates from the code
provision A.4.1 which provides that non-executive directors should be
appointed for a specific term, subject to re-election.

The articles of association of our Company (the “Articles of Association”)
provide that all our Directors are subject to retirement by rotation at least
once every three years and at each annual general meeting, one-third of our
Directors for the time being or, if the number is not a multiple of three, then
the number nearest to but not less than one-third, shall retire from office by
rotation and offer themselves for re-election. As such, the Board considers that
sufficient measures have been put in place to ensure our Company’s corporate
governance practice in this aspect provides sufficient protection for the interests
of shareholders to a standard commensurate with that of the CG Code.
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THE BOARD OF DIRECTORS (continued)

Appointment, re-election and removal of Directors (continued)

The Articles of Association also provide that any Director appointed by the
Board to fill a casual vacancy or as an addition to the Board shall hold office
only until the Company’s next general meeting immediately following his/her
appointment and shall then be eligible for re-election at that meeting.

The Directors who shall retire from office at the forthcoming annual general
meeting of the Company to be held on 25 July 2018 (the “2018 AGM”) and,
being eligible, offer themselves for re-election are set out on page 90 in this
Annual Report.

Independence of independent non-executive Directors

We have complied with Rule 3.10 and Rule 3.10A of the Listing Rules in
relation to the appointment of a sufficient number of independent non-
executive Directors with at least one independent non-executive Director
possesses appropriate professional qualifications and accounting or related
financial management expertise.

We have received a written annual confirmation from each independent non-
executive Director confirming his independence in accordance with Rule 3.13
of the Listing Rules and consideration was also given to all independent non-
executive Directors who have served on the Board for more than nine years.
We therefore consider each of them to be independent.

Mr. Toh David Ka Hock, an independent non-executive Director, will retire
by rotation at the forthcoming 2018 AGM, and being eligible, offer himself
for re-election. Mr. Toh has served on the Board for more than 9 years since
November 2007. In accordance with the code provision A.4.3 of the CG Code,
the re-election of Mr. Toh should be subject to a separate resolution to be
approved by shareholders at the forthcoming 2018 AGM.

The Board is satisfied that Mr. Toh has the required integrity, attributes,
profound knowledge and experience, professional accounting qualification
and professionalism to continue to fulfill the roles of an independent non-
executive director. The Board is of the view that Mr. Toh remains independent
notwithstanding the length of period of his service and believes that he will
continue to contribute his expertise, knowledge, experience and dedication to
the Group.

The independent non-executive Directors are expressly identified as such in
all corporate communications of the Company that disclose the names of the
Directors.
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THE BOARD OF DIRECTORS (continued)

Board meetings

The Board meets regularly on a quarterly basis with additional meetings being
convened as and when necessary.

During the fifteen months ended 31 March 2018, seven Board meetings
were held mainly to review and discuss the Group’s business updates and
strategies; to review and monitor our operating and financial performance;
to consider and approve major financial arrangements; to approve the
issuance of 5-year term US$500.0 million 2.875% guaranteed Bonds and the
application for the listing of and permission to deal in the Bonds on the HK
Stock Exchange; to consider and approve the change of financial year end
date of the Company from 31 December to 31 March, commencing from the
financial period ended on 31 March 2018; to review and approve continuing
connected transactions; to review and approve interim and annual results; to
declare the payment of interim dividend and to make recommendation of final
dividend for shareholders’ approval at the annual general meeting; to review
and approve the disclosures in the interim and annual reports with regards to
the Company’s compliance with the CG Code and to consider and approve
the renewal of the service contract with Mr. Tsai Eng-Meng for a term of three
years commenced on 26 August 2017.
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THE BOARD OF DIRECTORS (continued) -t 3 XC-))

Directors’/Committee members’ attendance B ZEEREHEER
Directors’/Committee members’ attendance at the Board meetings, Board REZE2018F 3831 B+ HE AR
committee meetings and annual general meeting during the fifteen months BEE ZEEHELHEEETERESE

ended 31 March 2018 is set out in the following table. EEg8E URBREFAKENHESRR
BRT& e
Meetings attended/held
HERE ERETAE
Remuneration Audit Nomination Strategy General
Board Committee @ Committee®  Committee®  Committee (! Meeting @
Name of Directors EENR - yMZEE "  BERZEEM REZEEN  KKZREEO RRAE®
Executive Directors HTEZE
Mr. Tsai Eng-Meng® BOTHRAEC m NIA NIA NIA 22 01
Mr. Tsai Wang-Chia ERRAE i N/A N/A N/A 22 1M
Mr. Huang Yung-Sung BAREE m NIA NIA NIA 22 17
Mr. Chu Chi-Wen RENRE m N/A N/A N/A 212 0
Mr. Chan