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China Mengniu Dairy Company Limited (the “Company”; stock code: 2319) and its subsidiaries
(collectively the “Group” or “Mengniu”) mainly manufacture and distribute quality dairy products
in China. It is one of the leading dairy product manufacturers in China, with MENGNIU as its
core brand. Mengniu’s diversified products include liquid milk, ice cream, milk formula and other
products such as cheese. Mengniu made it on the “Global Dairy Top 20” list published by
Rabobank, placing itself among the top 10 of dairy industry for the third consecutive year. By
the end of December 2019, the Group’s annual production capacity of dairy products reached
9.50 million tons. In March 2014, Mengniu became a Hang Seng Index constituent, making it
the first blue chip Chinese dairy product enterprise.
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HIGHLIGHTS
mE

For the Year Ended 31 December

Revenue
Gross Profit

Profit Attributable to Owners of the Company

Net cash flows from operating activities
Earnings per Share (RMB)

— Basic

— Diluted

For the year ended 31 December 2019, the Group made
revenue of RMB79,029.9 million (2018: RMB68,977.1million),
representing an increase of 14.6% year-on-year. Profit
attributable to owners of the Company increased by 34.9%
to RMB4,105.4 million (2018: RMB3,043.0 million). Basic
earnings per share increased by 34.7% to RMB1.049 (2018:
RMBO0.779).

During the year, the room temperature product business has
maintained a strong trend of development in 2019 with
double-digit growth in revenue, and the sales growth of
high-end brands was particularly outstanding. Product
structure was further enhanced. Sales of chilled yogurt
maintained a high single-digit growth and remained the first
in the industry for the 15th consecutive year despite the
unfavourable market condition. Fresh milk, the youngest
business segment of Mengniu, demonstrated “the speed of
Mengniu”, with Shiny Meadow quickly becoming the no.1
brand in high-end fresh milk category soon after its launch.

During the year, in order to further implement overseas
strategic layout, realize long term development strategy and
provide more quality dairy products to consumers in Asia
Pacific region, Mengniu completed the acquisition of
Bellamy’s Australia Limited (“Bellamy’s”), a world famous
Australian organic infant formula and baby food provider,
and announced to enter into an agreement to acquire
100% shares of Lion-Dairy & Drinks Pty Ltd (“‘LDD”), an
Australia-based branded dairy and beverage company.

During the year, Mengniu was named on the “Global Dairy
Top 20” list published by Rabobank for the eleventh
consecutive year and to be among the top 10 for the third
consecutive year. Mengniu also ranked the 27th on
BrandZ™’s list of “Most Valuable Chinese Brands”, honored
the champion of “List of Brand Contribution”, and was
awarded for the first time the “Most Trend-setting Brand of
China”. Mengniu ranked the first runner-up of list of “Most
Chosen Brands in China” by Kantar Worldpanel’s consumer
research. In addition, Mengniu was named among the
Brand Finance Global 500.

Mengniu ranked first in the Corporate Social Responsibility
Development Index for Dairy Enterprises (2019) by the
Research Center of CSR China Academy of Social Sciences
and received the “Evergreen Award in Sustainable
Development” from Caijing magazine and China Alliance of
Social Value Investment, “Asia Responsible Enterprise
Awards 2019 - Social Empowerment Award” from
Enterprise Asia and the “Climate Leader Plant Award” from
the Energy Foundation and China Council for an Energy
Efficient Economy.
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Revenue by Product Mix (For the year ended 31 December) L%
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MAJOR AWARDS AND ACHIEVEMENTS

The GROUP AND ITS MANAGEMENT

Included in the “Global Dairy Top 20” list published by
Rabobank for the eleventh consecutive year and ranked
among the top 10 global dairy companies for the third
consecutive year

Awarded the title “Smart Manufacturing Benchmark Enterprise”
(First batch) by the Ministry of Industry and Information
Technology of the PRC

Mengniu Financial Shared Service Center was presented with
the “Asia-Pacific Intelligent Sharing Best Practice — Most
Influential and Excellent Team Award” at the China Financial
Sharing Service Center Summit in 2019

Mr. Lu Minfang, Chief Executive Officer, became the first
Chinese member to be elected to serve on the Board of
International Dairy Federation. In addition, he was included
on the “China New Growth Creative Person of 2019” list
published by Harvard Business Review and bestowed the
“China Dairy Industry Revitalization Leader” honored by
China Dairy Industry Association. Besides, Mr. Lu was
awarded the “2018-2019 Outstanding Food Safety
Entrepreneur” by the organizing committee of China Food
Safety Annual Conference and “Advanced Individual” by the
Military Parade Service Security and Command Office of the
Leading Group for Beijing City’s Celebration of the 70th
Anniversary of the Founding of the People’s Republic of
China

MENGNIU’S BRANDS

Honored champion of the BrandZ™’'s “List of Brand
Contribution”, as well as “Most Trend-setting Brand of
China” for the first time

Ranked first runner-up of “Most Chosen Brands in China” by
Kantar Worldpanel’s

Ranked among Brand Finance Global 500 for the first time

On the China Brand Power Index (C-BPI) list published by
the Ministry of Industry and Information Technology of the
PRC, Mengniu’s chilled yogurt held the championship in
China’s yogurt industry brand power for the ninth
consecutive year, while Yoy/ C was honored as champion
of brand power in the probiotics drinks industry for the third
consecutive year
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MAJOR AWARDS AND ACHIEVEMENTS F Z#RI1E K k&

MENGNIU’S PRODUCTS

At the 11th China (Beijing) Children and Women Industry
Expo, Milk Deluxe Organic Milk, Nordic Cheese and Modern
Meadow products were awarded the “Outstanding New
Product Award” while Shiny Meadow, Ningchun and
Burnlooking Plus products were awarded the “Product
Innovation Award”

Milk Deluxe won the gold product award conferred by
BIOFACH China for the seventh consecutive year

Breast milk probiotics Probio-M8 was added to Champion
Blue Cap Vigor Bottle series. This type of bacteria is
involved in the research and development project “Key
Techniques in Precise Screening and Industrialization of
Probiotics Based on the Effects of Intestinal Flora”. The
project was subsequently awarded Top Prize for
Outstanding Scientific Research Achievements (Technical
Invention) in Higher Education 2019

Suibian pistachio crunchy ice cream and Quza/ bear foot
shaped chocolate flavored ice cream were presented the
“2018-2019 Award for Outstanding Innovative Products in
National Cold Drink Industry” at the China Cold Drink
Development Summit cum Industry Annual Meeting

Yashily, Reeborne and Dumex infant milk formula products

were honored the “2019 Quality Award — Gold Award”
from China Dairy Industry Association
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MAJOR AWARDS AND ACHIEVEMENTS * E#15 & R &

SOCIAL RESPONSIBILITY
Honored with the “Asia Responsible Enterprise Awards —
Social Empowerment Award” from Enterprise Asia for the
third consecutive year

— Honored with the “Climate Leadership Plant Award”, jointly
presented by Energy Foundation and China Council for an
Energy Efficient Economy

= Honored with the “Award for Charitable Contributions for
Chinese Students’ Nutrition and Health” from China
Association of Student’s Nutrition and Health Promotion
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CEO’S STATEMENT

In 2019, Mengniu maintained strong development momentum and
continued to achieve magnificent performance, achieving new
records in both revenue and profit. With its growth exceeding
expectation, it achieved performance far outstripping the industry
and significant growth in operating profit margin, which
consolidated its position as one of the top ten global dairy
enterprises. Mengniu also successfully reached the five “Winning”
targets set at the beginning of the year: Winning in products,
Winning in brands, Winning in channels, Winning in innovation,
and Winning in culture. Our continuous pursuit of premium quality
and high targets and the resultant successes are a perfect tribute
to the Group’s 20th anniversary.
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CEO’S STATEMENT #2 £ 2k &

During the year, Mengniu’s room temperature product business
and chilled product business continued to lead industry
development. As for the room temperature product business,
Deluxe successfully launched “DreamCap™” packaging products
and enhanced its brand power significantly, expediting its growth
in sales and reinforcing its leading edge. Just Yoghurt continued
its effort to launch new products, while the new series of pure
milk, milk beverages and flavored milk received good market
feedback. The chilled yogurt business has been growing at a high
single-digit rate despite the economic downturn and maintained
the largest market share for the 15th consecutive vyear.
Furthermore, the milk formula business continued to maintain
steady development momentum. Fresh milk, Mengniu’s youngest
business segment, prided itself on achieving rapid “Mengniu
speed” development during the nascent period of the Company.
Shiny Meadow fresh milk became a leading brand in the high-end
fresh milk market shortly after its launch. With the re-
establishment of its cheese business platform, Mengniu achieved
significant growth in terms of retail and catering channels as well.
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CEO’S STATEMENT £ &R &

In 2019, leveraging on its brand image built since the slogan
“Born for Greatness” was adopted during the 2018 World Cup,
Mengniu continued to develop the brand’s high-end international
strategy by adopting “World-class Quality, Born for Greatness” as
the brand slogan for promotions, driving sales by delivering
messages of “bringing world-class quality products to
consumers”. At the 70th anniversary of the founding of the
People’s Republic of China, Mengniu launched “Born for
Greatness, Nourish Better Achievement” as the theme for its
National Day promotion to outline how Mengniu witnessed the
glorious development of the country in the course of its growth.
By associating the development of our brand with national
development and building resonance among consumers, the
media and society, we effectively enhanced our brand power.

In the aspect of sales channel development, Mengniu relied on the
“Smart Network Action” and “Penetration into Towns and Villages”
projects to step up Route to Market (RTM) reforms, leading to the
optimization of the supply chain model, refinement of channel
management and greater coverage of sales points. In addition to
the steady development of traditional channels, Mengniu also
improved its B2B new retail model by establishing in-depth
strategic collaboration with Ist.1688.com of Alibaba and creating
an intelligent “Fresh Express” retail platform by cooperating with
Alibaba to reinforce online channel development and boost sales
growth.

As for the development program of the raw milk business,
Mengniu tackled the challenges in the competitive raw milk
market head-on. With huge support from ranch partners, Mengniu
was able to secure a stable milk source supply, which protected
the stability of the Group’s growth this year and provided a
concrete foundation for Mengniu’s development in 2020 as well
as in the future.
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During the year, Mengniu integrated innovation into the entire
industrial chain and enhanced the competitiveness of its dairy-
related technologies while striving to lead the upgrade of the
entire industry. Mengniu established the nutrition research institute
to take R&D and innovation to a new level. In addition to
introducing the active probiotics M8, for which we own the
independent intellectual property rights, Mengniu won nine
awards, including the “Technology Invention — Grand Award” at
the Annual Meeting of China Dairy Industry Association and was
listed in the first batch of China’s “Smart Manufacturing
Benchmark Enterprises”. All of these achievements acknowledged
Mengniu’s leading position in innovation within the industry.
Furthermore, Mengniu continued to implement its corporate
digitalization strategy with the digital transformation of the dairy
production chain that expanded from the production process to
both the upstream and downstream. We reinforced development
of the digital factory project, smart network system, digital milk
source project and the collaborative project with Alibaba for
digital marketing, in order to empower our business with
advanced technologies.

The business layout of Mengniu kept expanding during the year.
Bellamy’s Australia Limited (“Bellamy’s”), a renowned Australian
organic infant milk formula and baby food enterprise, has become
a member of the Mengniu family while the acquisition of Lion-
Dairy & Drinks Pty Ltd (“LDD”), a leading branded dairy products
and beverage company, is expected to be completed in the first
half of 2020. The Group has begun its efforts to consolidate
synergies between business divisions, management and supply
chains to fully unleash the power of integration and promote the
further development of Mengniu’s domestic and overseas
business, providing consumers in the Asia Pacific region with
more premium dairy products.

CEQ’S STATEMENT # & zh &
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CEO’S STATEMENT £ &R &

During the year, Mengniu used the Sustainable Development
Goals (SDGs) of the United Nations as a benchmark and elevated
sustainable development as a Group-wide strategy for the first
time. We have set “protecting the health of mankind and the
Earth” as our major mission and vision, while establishing ten
SDGs regarding economy, society and environment. Mengniu
continued to carry out a number of corporate social responsibility
activities such as the implementation of “Project 136" and
launching five major initiatives for revitalizing the dairy industry,
thereby forming a tight bond with partners in the community.
Mengniu also upgraded the “Inclusive Nutrition Plan”
comprehensively and organized the “Inclusive Nutrition
Partnership” campaign in an attempt to bring happiness to more
people and set an example as a sustainable enterprise.

In 2020, the sudden outbreak of the novel coronavirus
pneumonia has affected the entire world, and had placed
enormous pressure on the Group in areas such as manufacturing
and operation, sales channels and the sourcing of milk sources.
Amid this crisis, the Mengniu team has once again showed their
strong execution capabilities, taking on its responsibilities as a
leading Chinese enterprise. While ensuring the safety of our staff,
Mengniu facilitated the resumption of work at 41 production
bases across the country and provided the necessary support to
our upstream and downstream partners to ensure stable supply
for and operation of the dairy industry. At the same time,
Mengniu donated cash and products and supplied major
healthcare institutions in Wuhan and across the country with dairy
products, as well as established the “China Charity Federation
(Mengniu) Emergency Resources Center for Epidemic Prevention
and Control” to help resolve challenges in logistics for emergency
resources supply. Mengniu’s contribution to fighting the epidemic
was widely covered by domestic and overseas mainstream media,
including CCTV, People’s Daily, Associated Press and Reuters,
which generated considerable social recognition for the Group.
Based on market research on consumers impacted by the
epidemic, which was conducted by Ipsos, an independent global
market research firm, Mengniu ranked 5th in the “Top 11 in
awareness of enterprises that organized charity or cash/supply
donation activities” and was the only food/dairy enterprise to
make the list.
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We believe that the epidemic will have a temporary negative
impact on Mengniu’'s business and will not affect the healthy
development of China’s dairy industry in the long run. As the
public pays greater attention to health and nutrition because of
the epidemic outbreak, it will bring new momentum and
opportunities to the consumption upgrade of dairy products.
Mengniu will adhere to its existing objectives and strategic
perspectives and turn crisis into opportunities to expedite
business upgrades and to promote innovation in terms of
technological R&D, sales channel expansion, brand
communication, and consumer education. We will continue to
focus on advancing core dairy-related technologies and launch
more nutritious and healthy products. By proactively expediting
the digitalization of the industrial chain, we aim to lead China’s
dairy industry in its migration to the “5G era” while concurrently
promote high-quality business growth.

The sense of mission, love of life and passion for business are
heightened for the nearly 40,000 Mengniu staff around the world
during the battle against this epidemic. In 2020, Mengniu will
shout out the “Born for Greatness, Achieve TOP” slogan proudly
as it continues to lead the China dairy industry through higher
quality and pursuit of its vision and goal, and as it makes its
journey towards globalization and entry into the next golden
decade as a national dairy enterprise.

Jeffrey, Minfang LU
Chief Executive Officer

Hong Kong, 25 March 2020
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MANAGEMENT DISCUSSION AND ANALYSIS

EEENWR DR

INDUSTRY REVIEW

In 2019, while the global economy and trade environment
remained challenging, the overall economy of China still
maintained a steady upwards trend and demonstrated resilient
economic growth. The country’s GDP for the year amounted to
approximately RMB99.09 trillion, representing an increase of 6.1%
year-on-year. Total Retail Sales of Consumer Goods were
approximately RMB41.16 ftrillion, up by 8.0% vyear-on-year. In
2019, China’s urbanization rate reached 60.6%, exceeding 60%
for the first time.

With the continuous upgrade of domestic consumption,
consumers are now mainly interested in high-end, diversified and
premium products, and the added value of brand and product
experience have also become important factors to attract
consumers. Consumers are seeking healthy, excellent-quality and
safe dairy products, among which high-end dairy products, such
as chilled fresh milk, room temperature and chilled yogurt, cheese
products, organic milk and goat milk, stand out as key drivers for
the growth of the industry. Consumption of fresh milk with 3.6
grams of high-quality protein and A2B-casein, low-sugar and low-
fat dairy products also grew rapidly. The growth in retail sales of
liquid milk and dairy products in third-tier and fourth-tier cities
was more remarkable than that of first-tier and second-tier cities.
In addition, due to the increasing reach of the Internet and the
boom in social media and the courier industry, domestic online
retail and new retail have experienced substantial growth — an
area where third-tier and fourth-tier cities have also overtaken
first-tier cities. Besides, the “Opinions of the General Office of the
State Council on Accelerating the Development of Circulation
Industry and Promoting Consumer Spending” was announced in
2019, whereby facilitating the development of circulation, new
business types, new business models and user-friendly consumer
facilities. Meanwhile, It also aimed to reduce costs for circulation
and optimize the circulation environment, so as to facilitate the
development of e-commerce and convenience store chains, thus
providing a favorable business environment for China’s fast-
moving products industry, which included the dairy industry.
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China attaches great importance to the development of its dairy
industry. Recently, a variety of policies and plans have been
introduced to promote the revitalization of the dairy industry, such
as “Several Opinions on Further Promoting the Revitalization of
the Dairy Industry” jointly issued by nine governmental
departments including the Ministry of Agriculture and Rural Affairs
at the end of 2018; “The Action Plan for Promoting Dairy Brand”
issued by the Ministry of Agriculture and Rural Affairs in March
2019; and “The Action Plan for Promoting Domestic Infant
Formula Milk Powder” issued by the National Development and
Reform Commission (NDRC) and various departments in May
2019. The aim of these policies and plans is to further optimize
the structure, concentration level and technical capacity of the
country’s dairy industry, enhance the quality and competitiveness
of dairy products and promote domestic sales for Chinese dairy
brands. During the year, the State Council also announced the
“Healthy China Initiative (2019-2030)” to advocate public
awareness of health and dietary nutrition issues and encourage
enterprises to develop and produce products that are in line with
health requirements, which will bring ample business opportunities
to the dairy industry. Moreover, the central government has
provided a range of financial supports to expand the
implementation of a “grain-to-feed” program, large-scale rearing
and breeding and to increase output per dairy cow, which has
laid a solid foundation for the upgrade and development of the
dairy industry in China.

In 2019, the global production volume of milk continued to
experience slower growth and milk sources remained unevenly
distributed. Milk supply in China and Asia was relatively tight
compared with that of Europe and Oceania. Additionally, as China
continues to support the cheese industry, the demand for raw
milk will continue to increase and supply will remain tight.
Therefore, it is crucial for enterprises to enhance their overall
competitiveness by possessing segments ranging from milk
source, dairy product processing, market sales, to international
trade and internationalized production chain, which will allow them
to cover each sector of the industry while forming a
comprehensive and highly efficient industrial chain.
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As a leading domestic dairy enterprise, Mengniu has seized the
opportunities offered by the stable development of the dairy
industry during the year, and continue to undertake proactive
brand building and strengthen implementation of its strategic
omni-channel building initiatives in areas such as e-commerce
and new retail. As a result, Mengniu led the speedy development
of the dairy industry by achieving a 14.6% growth in revenue. The
Company effectively offset the pressure of increased costs due to
the higher price of raw milk during the year and further expanded
its profit margin. In addition, Mengniu has also accelerated its
pace of internationalization. During the year, Mengniu completed
the acquisition of Bellamy’s Australia Limited (“Bellamy’s”), an
Australian brand of high-end organic infant milk formula. The
Company also entered into an agreement to acquire Lion-Dariy &
Drinks Pty Ltd (“LDD”), a leading dairy enterprise in Australia.
These steps allowed the Group to not only swiftly enhance its
competitiveness and take control of high-quality milk sources,
high-end organic infant formula and baby food brands, and long-
established brands of high-end liquid milk, but also to further its
business in the domestic and overseas markets, especially in
Australia and the Southeast Asian region.

BUSINESS REVIEW

Business Division Performance

Room Temperature Product Business

The room temperature product business maintained strong
growth in 2019, with a double-digit increase in revenue and high-
end brands were top performers in terms of sales growth. The
product structure has also been further enhanced. Mengniu
continued to focus on star products, such as Milk Deluxe, Just
Yoghurt, Fruit Milk Drink, and pure milk. The Group accelerated
the innovation and upgrading of key products and further
expanded its market share as well as brand influence. In addition,
through continuous optimization of its RTM strategy, our room
temperature product business accelerated its penetration in
lower-tier markets via the “Penetration into Towns and Villages”
project and continued to pursue the implementation of its
digitalized B2B strategy, all of which contributed to the
satisfactory performance of the business.
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During the year, the Milk Deluxe pure milk series strengthened its
positioning as a high-end brand. Through improved taste and
product quality and the launch of the new “DreamCap™”
packaging, Milk Deluxe was able to significantly increase its brand
strength and accelerate sales growth, which have enhanced its
position as a market leader. By rejuvenating and upgrading its
logo, brand ambassadors and taste, the Just Yoghurt brand
successfully launched a number of products and maintained its
strength. Fruit Milk Drink has also achieved notable growth by
upgrading its brand image through the launch of new products,
engaging new brand ambassadors as well as strengthening
distribution channels in campuses, retail execution and market
penetration. Furthermore, the Mengniu pure milk successfully
improved its gross profit margin by adjusting its structure with the
Prime and the Premium series.

Chilled Product Business

During the year, sales of Mengniu’s chilled products grew at a high
single-digit rate, ranking first in the industry for the 15th
consecutive year despite the unfavourable market condition.
Mengniu has implemented the strategic objectives of focusing on
product and marketing innovation, and vigorously developing
important sales channels and enhancing channel management. In
addition, Mengniu has taken innovation as its core competency,
continuously enhancing product differentiation and premiumization,
and continuing to promote the functional values of chilled yogurt
and chilled probiotics drinks. Mengniu has also reinforced its RTM
strategy and further expanded its market share of chilled products
during the year.

In 2019, Mengniu continued to develop its star products, such as
Champion, Yoyi C and Mengniu yogurt while launching a number
of new products to create new momentum for the chilled
products business. The new products, Mengniu Nordic cheese
flavor yogurt and Yoyi C passion fruit flavor probiotics drink,
performed strongly in terms of sales after their launch. Mengniu
has also launched the first Chinese nourishing yogurt, Mengniu
Chinese Nourishing Nuan Yan yogurt, a pioneer in the new
nourishing yogurt category. The functional yogurt Champion has
set new industry standards through the inclusion of ground-
breaking breast milk probiotics, Probi-M8, into the new product
Blue Cap Vigor Bottle series, which has been well received by
consumers. The Danone Bio line has also launched Smoothie
Frangais and the first Chinese “light meal bottled yogurt” product.
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Fresh Milk Business

In 2019, Mengniu’s fresh milk business continued to focus on
two brands: Shiny Meadow and Modern Meadow. Shiny Meadow
has quickly become the no. 1 brand in the high-end fresh milk
segment. Modern Meadow’s share of the medium-range market
has also skyrocketed, thus fully demonstrating “the speed of
Mengniu”. Revenue from the fresh milk business achieved triple-
digit growth. The sales volumes of Mengniu’s fresh milk products
in each retail store and the repurchase rate were remarkably
enhanced by reinforcing the brand image and actively interacting
with consumers.

In order to optimize the supply chain of the fresh milk business,
Mengniu continued its long-term program of integrating
production, supply and sales. Factories in Qingyuan and Tianjin
started operation in the first half of 2019, which significantly
enhanced the Group’s production capacity and market
responsiveness. As for the expansion of sales, the number of new
customers for the year exceeded expectations and the number of
sales points and penetration rate through major channels have
significantly increased, which effectively boosted sales volume
growth. As of the end of 2019, Mengniu’s fresh milk products
covered 24 provinces and 50 major cities in Eastern, Southern,
Northern, Central and Northeast China.

Milk Formula Business

As for the milk formula business, Mengniu holds approximately
51% stake of Yashili International Holdings Limited (“Yashili”, stock
code: 1230), which has enhanced its development in two major
businesses, namely infant milk formula and health and nutritional
products. By the end of December 2019, Yashili had completed
registration of 54 infant milk formulas in 18 product series under
its own brands and Arla, the cooperative brand. During the year,
Yashili executed the brand strategy of “Equal Emphasis on Cow
Milk and Goat Milk”, and fully covered all market tiers: mid-range,
high-end and super high-end. As products with low output values
and low gross profits have been phased out in order to align with
the market trend, and the industry growth is slowing down,
Yashili’'s milk formula products only achieved high single-digit
growth during the year. There was a robust growth in the sales of
adult milk powder due to the launching of new products catering
the nutritional needs of middle-age and elderly.
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During the year, Yashili continued to enrich its product portfolio,
adopt innovative brand strategy, increase R&D investment,
enhance differentiated product layout and innovative marketing,
and strengthen digitalized management. Yashili actively developed
new products. For example, it launched Reeborne series of
organic milk powder for children’s growth, organic teenage milk
powder, organic adult milk powder and organic maternal milk
formula, and developed a series of adult milk powders catering
different needs. In addition, Yashili comprehensively enhanced its
brand image by appointing new brand ambassador and
increasing investment in CCTV and other online and offline
promotion channels. Yashili also adjusted its channel strategy,
with infant milk formula business focused on the mother-and-
baby store channels, while adult milk powder and nutritional
product business focused on Key Account (“KA”) modern trade
channels, and rapidly developed e-Commerce and new retail
channels. This has built a solid foundation for the sustainable
development of the milk powder business. Looking forward,
Yashili has, at the end of 2019, reformulated its medium- and
long-term development strategy for the next five years to further
enhance its business capability in light of market changes.

Ice Cream Business

In 2019, the ice cream business maintained stable development
with a focus on enhancing brand value and sales. Aiming to be
more focused on brand development, the ice cream business
thoroughly re-arranged its brand structure, laying emphasis on
developing the two star brands-Suibian and Deluxe. The brands
were rejuvenated by a comprehensive upgrade of products,
packaging, ambassadors and marketing activities with a view to
effectively enhance brand power and market exposure. To lay a
structural foundation for the synergistic development of multiple
channels, the business consolidated its regional organizational
structures, enhanced the authority and responsibility of regional
management and improved its market responsiveness. In addition,
the sales management department continued to implement the
RTM strategy with a focus on key markets, vigorously developed
markets in counties and increased both the number and scale of
sales outlets to achieve the synergistic development of traditional,
modern and special channels.
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Cheese business

To grasp the new momentum in cheese consumption in China
and explore the immense potential of the domestic market,
Mengniu and Arla Foods co-founded the cheese business Arla
Dairy Products Import & Export Co., Ltd. to leverage the strength
of both parties in terms of products and channels and jointly
develop the cheese market in China. During the year, Mengniu’s
cheese business division was led by consumer demand, which
led to the intensive development of kid-friendly cheeses, the
exploration and expansion of catering channels and the
improvement in production, supply and marketing efficiencies.
Mengniu emphasized the development and innovation of new
products and successfully launched the kids cheese cup,
upgraded Mengniu’s breakfast cheese and kids cheese sticks to
constantly enhance product power. By creating products for both
health and enjoyment, further increasing the flavors of kids
cheese sticks, launching small-package mozzarella cheese and
introducing Lurpak butter, Mengniu deepened the functionality of
cheese products and expanded the possibilities for family
consumption. During the year, the cheese business maintained
steady growth in sales revenue.

Overseas Business

During the year, Mengniu further expanded its overseas business
coverage to speed up the implementation of the international
business plan. Based on consumer demand and the
characteristics of various channels, Mengniu rapidly launched new
products. As of the end of 2019, market deployment expanded
gradually with various kinds of room-temperature and chilled
probiotics drinks, chilled yogurt and ice cream products
launched.
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Since its first overseas liquid milk factory in Indonesia
commenced operation in November 2018, Mengniu has been
actively developing the Southeast Asian markets, which have the
highest potential. The penetration of Yoyic brand products has
increased rapidly in a short period of time with Yoyic acting as
the major brand to sell chilled yogurt and probiotics drink
products. Through timely product replacement, precise digital
marketing and in-depth cultural integration, the brand awareness
of Yoyic in the Indonesian market has been significantly
enhanced. In addition, Mengniu strived to develop overseas trade
markets and expand overseas sales points, which currently cover
various countries and regions including Hong Kong, Macau,
Singapore, Malaysia, Indonesia, Myanmar, the Philippines and
Cambodia. In the future, the overseas business division will focus
on enhancing product competitiveness and the integrated
marketing capabilities of the Yoyic brand while increasing sales
volume at individual stores and strengthening deployment through
traditional channels, as well as improving the quality of customer
services and enhancing the efficiency of precision management.

Strategic Acquisition

In 2019, Mengniu conducted two strategic acquisitions to
implement overseas strategic layout and realize long-term
strategies. Mengniu entered into an agreement on 15 September
2019 to acquire all shares of Bellamy’s, a world-famous
Australian organic infant formula and baby food producer, for a
scheme consideration of AUD1.46 billion (equivalent to
approximately RMB6.93 billion) in total and AUD12.65 (equivalent
to approximately RMB60.04) per share. The acquisition was
completed in December 2019 and Bellamy’s has become an
indirect wholly-owned subsidiary of Mengniu.

Bellamy’s offers Australian-made and certified organic products
made with non-genetically modified ingredients, with essential
vitamins and minerals that are tailored to the needs of babies and
toddlers. Its businesses cover Australia, New Zealand, China and
Southeast Asia. The acquisition is in line with Mengniu’s
strategies of achieving break-through growth in the premium
infant milk formula segment and expanding into overseas markets
with a focus on Southeast Asia and Australia. The acquisition is
expected to mutually benefit Mengniu and Bellamy’s operations,
enabling Mengniu to capture the huge potential in the organic
infant milk formula and baby food market in China and achieve
business growth and margin expansion. At the same time,
Mengniu will also leverage its own strengths to unlock Bellamy’s
brand potential so as to develop China and overseas markets,
such as Southeast Asia.
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In addition, Mengniu entered into an agreement on 24 November
2019 for the proposed acquisition of 100% shares of LDD, an
Australia-based branded dairy and beverage company, at a
consideration of AUDOQ.6 billion (equivalent to approximately
RMB2.931 billion). Upon the fulfilment of all acquisition conditions
and the completion of acquisition, LDD will become an indirect
wholly-owned subsidiary of Mengniu. LDD is principally engaged
in the production and sale of milk based beverages, yogurt, white
milk, chilled juice and drinks, ambient juice and drinks, water ice,
and culinary and plant-based products. It has a portfolio of iconic
dairy brands that hold the No.1 market position in milk based
beverages, yogurt, chilled juice and plant-based beverages in
Australia. Its yogurt products also have a presence in international
markets including South East Asia and China. LDD is a leading
dairy enterprise in Australia that has access to a significant
volume of the high quality Australian milk sources and owns 13
large-scale manufacturing facilities across Australia and an
extensive cold chain distribution network that serves 35,000
customers.

Through the acquisition, Mengniu will obtain control of LDD’s
high-quality assets, which represents another important milestone
for Mengniu in establishing itself as a complete regionally
integrated player with a multi-category, multi-brand portfolio to
serve consumers in the Asia Pacific region. Moreover, LDD’s
iconic brand portfolio with strong Australian heritage is highly
attractive to consumers in the Belt and Road markets, and
therefore provides significant market opportunities for Mengniu to
unlock. The acquisition further opens up potential raw milk and
other ingredient sourcing opportunities, which will help Mengniu to
develop high-end UHT milk. From a supply chain perspective, the
collaboration between LDD, Burra Foods Pty Ltd, an associate of
Mengniu engaging in dairy ingredient processing in Australia, and
Bellamy’s will generate even greater synergies while providing
better products to consumers across the Asia-Pacific region.
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Quality Management

In 2019, Mengniu activated its 3.0 upgrade of quality and safety
management system, leveraging the world-class quality
management models of international benchmark enterprises.
Based on national laws and regulations such as the “Food Safety
Law” and seven international and national standards including
ISO9001, FSSC22000 and HACCP, Mengniu has optimized and
upgraded its quality, safety and risk management mechanisms
along the industrial chain. The system specifies requirements for
every key process from ranch management to the end market
and addresses risk identification, risk assessment, risk alert and
risk response to enhance quality control throughout the entire
industrial chain.

As for the alert indicator system for raw milk quality, the milk
source business division established an alarm mechanism that
conducts point-to-point warning and prevention on three levels:
daily, every 10 days and monthly. In addition, through analyzing
data on milk source quality from the previous three to five years,
Mengniu formulated a “risk alert map” to guide its milk source
departments in carrying out regional quality control. Mengniu has
also developed an alarm mechanism in its factories, which has
effectively enhanced the passing rate of food safety inspections.
During the year, Mengniu pride a 100% passing rate in random
inspections conducted by governmental departments on the
Group’s milk source bases.

The room temperature product business division continued to
adhere to the management direction of “striving for excellent
quality” and fully implemented all quality management measures,
meeting all core quality performance criteria. In order to effectively
control the quality of new products, upgrade the quality of pure
milk products and enhance warehouse quality management, the
business division has integrated quality control systems into
different business activities to refine the lean management of the
entire industrial chain. It has also carried out quality control
evaluation at the retail end, and put in place enhancement
measures to strengthen product competitiveness.
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The chilled product business division continued implementing
Danone Group’s newly revised Food Safety Iltem (“FSI”) standards
and conducted quality controls for the entire industrial chain to
constantly refine the design of the overall workflow from
manufacturing to the retail end. By developing a quality control
platform for raw and auxiliary materials, regularly training and
supporting suppliers, rearranging resources among existing
customers and strengthening the cold chain infrastructure, the
chilled product business division has effectively reduced food
safety risks and consumer complaints.

In response to the three-year quality assurance plan, the ice
cream business division followed the newly revised “Frozen Drink
Inspection Rules” and aligned itself with the FSI system to
implement the business operation standard upgrade 2.0, which
includes improving food safety inspection equipment to further
increase inspection efficiency. Meanwhile, by enhancing OEM
management capabilities and tightening controls on bacteria that
have a significant effect on food safety, quality control efficiency
was also significantly enhanced.

The fresh milk business division implemented strict supplier hiring
standards, enhanced its cold chain infrastructure, introduced new
methods of inspection for existing factories and developed new
administrative regulations for new factories. During 2019, Mengniu
also compiled a manual for quality management at the retail end
to ensure the quality and safety of its fresh milk products.

The cheese business division complied with the new requirements
for quality control systems and food safety management systems,
improving its quality management and control measures during
the production process. The division also expedited the customer
complaint handling process to create a better customer
experience.

Through Muslim production system upgrades, quality management
system certifications and laboratory system certifications, the
overseas business division continued to refine its quality
management process. In addition, the quality management system
at the factory in Indonesia obtained FSSC22000, 1ISO22000 and
HACCP certifications in 2019.
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Milk Source Management

Throughout 2019, in order to consistently implement national
strategy on the revitalization of dairy industry, targeted towards
poverty alleviation, industrial poverty alleviation and rural
revitalization, Mengniu launched “Project 136” for dairy industry
revitalization to consolidate and strengthen the mutually beneficial
ties between processing enterprises and ranchers while facilitating
supply-side structural reforms for milk sources. Mengniu also
established comprehensive strategic partnerships with various
famous dairy-farming companies in China that produce more than
100 tons of milk products per day, and have strategic
deployment in places that are conducive to cattle breeding in
China in an effort to achieve win-win development. Mengniu has
also improved the efficiency of farm operations and achieved
high-quality development of the dairy industry with the
construction of three major service platforms, namely the
“Aiyangniu” integrated procurement platform, the “Dairy Cattle
Research Institute” and the “Intelligent Digital Milk Source Ranch”,
as well as the use of technological and precise management.

Mengniu launched its “Aiyangniu” integrated procurement platform
- the first B2B trading platform in the world for the dairy
industrial chain, online in June 2019. The platform links members
of the Group, including Modern Farming (Group) Co., Ltd., Inner
Mongolia Shengmu High-tech Farming Co., Ltd. and Inner
Mongolia Fuyuan International Industrial (Group) Co., Ltd., with
small and medium-scale ranches to conduct centralized
procurement. The aim of “Aiyangniu” is to lower costs and
enhance efficiency by eliminating intermediate costs through end-
to-end trading between ranches and manufacturers. The platform
covers all the product categories of the ranches, helping Mengniu
maintain steady growth.
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In May 2019, Mengniu set up the “Dairy Cattle Research Institute”
in the Horinger county, Hohhot city, with the core expert team
making up of 25 top local and overseas industry experts. The
institute also established strategic cooperative partnerships with
50 top enterprises and academic institutes in the world. At
present, the institute has established a China-Denmark Research
and Development Demonstration Farm, the Practice Teaching
Base of China Agricultural University and the National Key
Laboratory Test Base of Inner Mongolia University. Moreover, it
has established strategic cooperative ties in research and
development with the Global Dairy Research Institute, DelLaval,
Alltech and Zoetis. The “Dairy Cattle Research Institute” has
launched five innovative research projects covering dairy cattle
rearing and breeding management, research on rumen health and
innovative raw milk development. Such projects have contributed
to the sustainable revitalization of the dairy industry by laying the
experimental foundation for the research and development of new
technologies and enhancing the level of dairy cattle rearing and
breeding.

Mengniu strives to lead ranches in China to compete in the global
market by adopting the “dairy cattle + Internet” model to aid the
entry of China’s dairy industry into the 4.0 era. During the vyear,
Mengniu and Alibaba Cloud developed a management platform
framework for the “Intelligent Digital Milk Source Ranch”. The
platform uses Internet of Things (IoT) devices to offer a set of
solutions for ranch operation and management that use
information technologies including cloud computing, big data and
artificial intelligence. The platform covers every aspect of ranch
operation and management; facilitating data sharing, increased
efficiency of ranch staff, reduction in operational costs,
enhancement in risk management and improvement in industrial
chain management.

Mengniu also launched international cooperation projects. With the
support of the Chinese and Danish governments, Mengniu and
Arla Foods from Denmark jointly established the China-Denmark
Dairy Technical Cooperation Center. By inviting on-site foreign
experts and introducing the authoritative Danish dairy farming
book Housing Design for Cattle to the domestic market, the
partnership has introduced the advanced management
technology, knowledge and experience of foreign ranches to
nearly 1,000 ranches in China, enhancing different aspects of
China’s dairy industry including ranch design, dairy cattle welfare,
ranch cost-cutting and efficiency.
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Corporate Digital Strategy

In 2019, Mengniu cooperated with many leading local and
overseas information technology enterprises to expand the digital
transformation of the dairy industry chain from production and
manufacturing to both up- and down-stream operations. The
Group focused on the development of the digital factory project,
the smart network system and digital milk source project, as well
as digital marketing project in collaboration with Alibaba to
provide safer, more nutritious and fresher dairy products to
consumers.

During the year, Mengniu’s digital factory project commenced full
operation at Helin (High-tech) and Jinhua pilot plants. The
operation of digitalized factories has facilitated real-time control of
a range of information such as raw milk sourcing, operation
status of equipment, data inspection, production processes and
the completion rate of production during the manufacturing
process. In October 2019, Mengniu’s intelligent manufacturing
project was awarded the title of “Intelligent Manufacturing
Benchmark Enterprise” by the Ministry of Industry and Information
Technology, which further enhanced Mengniu’s brand influence.

As of the end of 2019, Mengniu had also fully launched the
smart network system, covering all distributors of the room
temperature product business division and certain distributors of
the chilled product business division. The promotion of smart
network system and comprehensive system synchronization
allows sales personnel and distribution stations to complete the
entire sales process in a more efficient, precise and convenient
way. The system also enhances the operational efficiency of
support staff and enables administrators to have a more
comprehensive and precise understanding on sales, which
provides reliable data to support decision-making.
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In addition, Mengniu continued to work closely with Alibaba and
launched a series of innovative data and technology-driven new
retail projects with an aim to better understand new consumption
patterns of young consumers. The digital exploration on the
consumer end has boosted innovation in Mengniu’s business
model, research and development and production processes,
creating a consumption cycle of positive interaction.

In January 2019, Mengniu’s digital milk source project kicked off
in the pilot ranch. The project conducted benchmarking analysis
by combining lean management models and the digital platform to
provide more comprehensive data support for the management of
ranches. It is compatible with all mainstream hardware used in the
industry to provide the simplest and easiest platform to manage
the ranch on the basis of information and digital capabilities
without the limitation of the hardware. The platform also allows
up-stream farming experts to provide better online support, early
risk warning, and industry-related and policy information to
ranches.

In the future, Mengniu will continue to utilize digital technology to
better understand consumer needs and further empower its
business to achieve better development and serve consumers
more efficiently.

Branding Strategy

In 2019, Mengniu preserved its brand effect from the World Cup
themed marketing held in 2018, by continuing to promote its
“World-class Quality, Born for Greatness” brand concept. The
power of the Mengniu brand was enhanced by further organizing
and optimizing the Group’s branding structure, strengthening the
synergies between the parent brand and sub-brands, persisting
with the strategy of brand internationalization, and continuing the
transformation from “Mengniu of China” to “Mengniu of the
world”.
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Regarding the marketing of its master brand, Mengniu held a
series of marketing events that resonated with the public by tying
the growth of China and the celebration of the nation’s 70th
anniversary with the development process of the Mengniu brand
over the past twenty years. By working closely with China Central
Television (CCTV), Mengniu was able to capture premium publicity
resources and promote the brand during the live broadcast of the
National Day military parade celebration on TV and online. More
specifically, Mengniu successfully introduced the brand concept
“Born for Greatness” in the program “Anchors on Joint News
Broadcast” through various means, such as discussions on topics
like “saying the word ‘Niu’ 26 times in one breath” and “the New
China was founded in 1949, which was the year of the Ox”. This
led to extensive chats on Weibo. Through a series of online and
offline marketing events in celebration of National Day that were
bundled with the movie “My People, My Country”, Mengniu also
significantly boosted conversations surrounding the brand,
accumulating 3 billion impressions, thus effectively enhanced the
power of the brand and its bond with customers, and further
strengthened Mengniu’s image as a national brand.

During the year, each of Mengniu’s business segments actively
pursued a brand strategy that was in line with their own brand
positioning and launched comprehensive plans for diverse and
precise marketing. For the room temperature product business,
Milk Deluxe was the title sponsor for popular variety programs
produced by Hunan TV during the year, such as “Back to Field
Season 3” and “Super Vocal”, leveraging IP resources to promote
the brand philosophy of “Becoming One’s Better Self” and
“Nutrition for Your Betterment”. As a result, sales volume grew
significantly. Meanwhile, Just Yoghurt was the title sponsor of
“Produce Camp 2019” and “The Chinese Restaurant Season 3”.
Through product placement of Just Yoghurt in these programs,
the Group successfully made use of different channels for online
and offline marketing. Fruit Milk Drink was the title sponsor of
“ldol Producer”, an inspirational program produced by iQiyi that
targets the young population. Combined with the innovative
marketing method of using brand IP to boost sales, the strategy
has raised the brand power of Fruit Milk Drink to a record high.
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As for the chilled product business, Mengniu focused on
marketing innovation and conducted a series of brand upgrades
and marketing activities surrounding key products. The Yoyi C
brand demonstrated its emphasis on young consumers by inviting
youth idol Jackson Yee to be its ambassador and engaging in
crossover marketing activities with a tea-based beverage brand.
Yoyi C also appeared on the variety program “Trump Card vs
Trump Card” produced by Zhejiang TV, in WeChat and Weibo
campaigns as well as on established popular science platforms to
promote its specialized and healthy brand image. Through brand
placement in the popular TV program “Sing! China” produced by
Zhejiang TV, Champion reinforced its image as “the best
functional yogurt brand” and further differentiated itself from other
products, significantly increasing consumer preference for the
brand and their willingness to purchase.

As for the milk formula business, Yashili completed its
comprehensive brand upgrading during the year and conducted a
press conference for the brand to launch the new television
advertisement and to appoint Yao Chen, the famous celebrity for
the promotion of the brand concept of “For Chinese Babies, the
Best to Offer”. The press conference placed advertisement in
video media such as iQiyi and TikTok, which reached over 0.18
billion advertisement exposures and attracted heated discussions
on Weibo with more than 0.16 billion views. In addition, Yashili
continued to strengthen its collaboration with CCTV and
increased the investment in advertisement at CCTV in order to
cover consumers comprehensively. Yashili also launched “A
Journey Tracing the Sources Across Five Countries in Three
Continents” integrated marketing event, by leading distributors
and media to the milk sources of Yashili, as well as being the title
sponsor of iQiyi's top online travel IP program “Feel the World”,
Yashili showed the public its four major milk sources and
production bases overseas so as to enhance consumers’
confidence in the brand.

The Group adjusted the structure of the brands in the ice cream
business division with a focus on star brands Suibian and Deluxe
while further enhancing product innovation and the investment
efficiency of the brands. The marketing target for Suibian was to
reinforce its leading position as a chocolate ice cream brand and
create a “hip and hot” brand image. The Group invited five
celebrities to be the brand ambassadors, which improved brand
exposure and sales volume.
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Regarding the fresh milk business, Mengniu’'s Shiny Meadow
strengthened brand-building and was the sole title sponsor of the
program “Our Song” by Dragon TV in the second half of 2019.
The show had the highest ratings among variety shows of the
same period, which significantly increased the brand exposure of
Shiny Meadow and its market share.

As for overseas business, the Yoyic brand launched its first TV
advertisement in Indonesia during the year. The advertisement,
together with themed promotion and interaction with key opinion
leaders (KOLs), generated wide exposure in the social media in
South East Asia and placed Yoyic as the fastest-growing brand in
terms of awareness in Indonesia, with close to 60 million
consumers participating in the online campaigns.

During the year, Mengniu was frequently recognized by renowned
industry organizations due to its ever-increasing brand influence
and reputation among consumers. Mengniu was ranked 27th on
the BrandZ™ list of most valuable Chinese brands, as well as first
on the Brand Contribution list and was named Best Trend-setting
Brand for the first time. Mengniu was second on the list of
Kantar Worldpanel’s “Most Chosen Brands in China” based on its
consumer index research. It was also ranked among the 2019
Brand Finance Global 500. In the China Brand Power Index
(C-BPI) list published by the Ministry of Industry and Information
Technology of the PRC in 2019, Mengniu’s chilled yogurt
remained at the top of China’s yogurt industry for the ninth
consecutive year. Yoyi C also retained its title as the champion of
China’s probiotics drinks industry for the third consecutive year.

Sales Management

In 2019, Mengniu further strengthened its Route to Market (RTM)
execution through initiatives such as the “Smart Network Action”
and the “Penetration into Towns and Villages” Projects. The
Group also optimized its supply chain mode, empowered its
distributors, refined its management of channel penetration and
enhanced its sales network coverage. While stably expanding in
traditional channels, Mengniu also further pursued the B2B new
retail mode. In addition to establishing strategic cooperative ties
with “Ist.1688.com”, Mengniu joint efforts with Alibaba to build the
“Fresh Express” platform to boost digital new retail growth.
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The room temperature product business continued to reinforce
product penetration into town and village markets by speeding up
the “Penetration into Towns and Villages” project. This was
achieved by implementing the RTM strategy, forming and
optimizing the management and assessment system for
distributors, and improving the allocation of distributors’
resources, quality of distributors’ retail-end services, as well as
product penetration rate. During the year, the Smart Network of
the business division had a 100% coverage rate of the domestic
market where sales management and customer relationship
management were digitalized to strengthen the control of
channels and points of sales for highly efficient distribution.

During the year, Mengniu’s chilled product business was focused
on the development of important sales channels and the thorough
implementation of RTM strategies. For modern channels, Mengniu
focused on brand-building of key products and strengthened the
online and offline cooperation of the retail system, which further
improved Mengniu’s brand power and market share. While
exploring sales points for traditional channels, the Group also
looked to special channels. Mengniu’s crossover collaboration
with Haidilao officially began with the launch of Hi yogurt at the
end of the year, which was well received by the market. In
addition, the smart network system was introduced to some
distributors for the chilled product business.

As for the milk formula business, during the year, Yashili
developed its channels by focusing infant milk formula on the
mother-and-baby store channels, focusing adult milk powder and
nutritional instant mix products on KA modern trade channels,
actively developing e-Commerce and new retail channels, and
entered into a strategic cooperation with Alibaba in order to fully
speed up the digitalized operation and implemented advertising
and marketing with precise targeting to raise sales of
e-Commerce.

The ice cream business focused on major markets and on the
development of county and town markets. The Group reinforced
the high-quality growth of sales points to effectively achieve
refined channel management. As for traditional channels, Mengniu
vigorously implemented the channel penetration strategy that
aimed at speeding up the sales growth of county and town
markets. As for modern channels, while Mengniu explored new
retail sales points, convenience stores and vending machines, it
also expanded its direct sales business to reinforce cooperation
between the brand and retailers. For special sales channels,
Mengniu entered the Fangte theme parks, which has become a
new source of sales growth.
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The fresh milk business continued to adopt a sales mode that is
based mainly on distributors and supplemented by direct sales to
keep improving its sales channels. The Group covered the
channels in hypermarkets and convenience stores across 24
provinces and 50 key cities by focusing on the development of
modern channels. Since the factories in Tianjin and Qingyuan
started production in the first half of 2019, the number of sales
points and penetration for key channels have been significantly
increased, which in turn has boosted Mengniu’s overall sales.
Furthermore, Mengniu collaborated with Alibaba in building the
“Fresh Express” platform during the year, and together developed
the cold chain delivery model for chilled fresh milk that boosted
its new retail sales.

The cheese business division carried out more in-depth segment
management of channels, focused on breakthroughs in major
markets and achieved significant improvement in customer
coverage, number of sales points, and sales volume in major
markets.

On the e-commerce front, Mengniu continued to organize key
marketing events including multiple “Super Brand Days” on
e-commerce platforms such as Tmall, JD.com and Suning. The
Group integrated its resources from the sponsorship of several
top variety shows, such as “Produce Camp 2019” for Just
Yoghurt, “ldol Producer” for Fruit Milk Drink, “Back to Field” for
Milk Deluxe and “Chinese Restaurant” for Just Yoghurt, as well as
appointment of celebrities including Xiao Zhan, Yang Zi, Lay
Zhang, Rocket Girls, Unine and Zhu Zheng-ting as brand
ambassadors, to conduct fan base marketing and organize
various marketing events. In addition, Mengniu participated in the
A100 Strategic Partnership Program by Alibaba where the joint
pilot program featuring Tmall Mart, Taoxianda and RT-Mart
assisted Mengniu in achieving a seamless switch between online
and offline sales; creating more room for the growth of
e-commerce sales.

The number of online consumers, online flagship store
memberships and online sales of Mengniu products this year
reached a record high. On June 18, the total sales of Mengniu
products on all e-commerce platforms more than doubled to over
RMB100 million, ranking first in the dairy product industry. During
the “Double 11”7 shopping festival, sales of Mengniu products on
all e-commerce platforms aggregated to more than RMB200
million, representing a 40% growth and ranking first in the dairy
product industry.
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FINANCIAL REVIEW

Revenue

Benefiting from sales growth due to product innovation, proactive
brand marketing and excellent sales execution, the revenue of the
Group amounted to RMB79,029.9 million for the year ended 31
December 2019 (2018: RMB68,977.1 million), representing an
increase of 14.6% year-on-year, of which the revenue from liquid
milk recorded a year-on-year increase of 14.3% and the revenue
of the milk formula business recorded an increase of 30.8% year-
on-year, while the revenue from ice cream recorded a year-on-
year decrease of 5.9%.

Gross Profit

Despite the increase in the price of raw milk as compared with
last year, with satisfactory revenue growth and a notably
optimized product mix, the Group’s gross profit for the year
increased to RMBZ29,678.6 million (2018: RMB25,783.6 million)
and gross profit margin increased by 0.2 percentage point to
37.6% as compared with the same period last year (2018:
37.4%).

Operating Expenses

To enhance channel distribution and brand competitiveness, the
Group embarked on active channel development and
strengthened its brand promotion strategies during the year, while
making provision for impairment of goodwill and intangible assets
(both as non-cash charges) during the year. These led to an
increase in operating expenses to RMB28,809.7 million (2018:
RMB22,684.8 million), representing an increase to 36.5% when
expressed as a percentage of the Group’s revenue (2018:
32.9%).

Selling and distribution expenses for the year increased by 14.4%
to RMB21,536.1 million (2018: RMB18,833.3 million), representing
27.3% when expressed as a percentage of the Group’s revenue
(2018: 27.3%).

Advertising and promotion expenses for the year increased by
21.3% to RMB8,499.9 million (2018: RMB7,005.8 million), while
increasing to 10.8% when expressed as a percentage of the
Group’s revenue (2018: 10.2%).
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Due to Yashil’'s growth of sales and profit from operating
activities changed in the second half of the year, and the growth
was not as expected, the Group recognized the provision for
impairment of goodwill of RMB2,299.1 million in relation to the
milk formula business during the year and provided RMB173.1
million for the relevant intangible assets. Administrative and other
operating expenses (excluding provision for impairment of goodwill
and other intangible assets), including impairment losses on
financial and contract asset and loss on disposal of financial
assets measured at amortised cost, increased by 22.4% to
RMB4,713.7 million (2018: RMB3,851.5 million), accounting for
6.0% (2018: 5.6%) of the Group’s revenue.

Profit from Operating Activities and Net Profit

During the year, with the increase in revenue of the Group’s
overall business, the effect from product structure optimization,
enhancement of operational efficiency as well as economies of
scale, together with the gain arising from disposal of a subsidiary,
Shijiazhuang Junlebao Dairy Co. Ltd. (“Junlebac”), the Group’s
EBITDA increased by 37.8% to RMB7,404.8 milion (2018:
RMB5,373.6 million) and EBITDA margin was 9.4% (2018: 7.8%).
Excluding the effect of gain on disposal of subsidiaries, provision
for goodwill impairment and other intangible assets, EBITDA
margin was 8.3%.

Profit attributable to owners of the Company increased by 34.9%
to RMB4,105.4 million (2018: RMB3,043.0 million). Excluding the
one-off impact of the net gain from disposal of Junlebao,
impairment of goodwill and other intangible assets, profit
attributable to owners of the Company was RMB3,866.8 million.
Basic earnings per share increased by 34.7% to RMB1.049
(2018: RMBO0.779).

Income Tax Expenses

In 2019, income tax expense of the Group totaled RMB1,309.5
million (2018: RMB649.0 million), representing an increase of
101.8% year-on-year, primarily due to the income tax expenses of
RMB533.3 million on gain arising from disposal of Junlebao. The
effective income tax rate was 23.4% (2018: 16.9%), up by 6.5
percentage points year-on-year, mainly due to the impairment of
goodwill and impairment of other intangible assets, which were
non-deductible items.
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Capital Expenditure

For the year ended 31 December 2019, capital expenditure of the
Group was RMB11,532.3 million (2018: RMB3,772.3 million),
representing an increase of 205.7% vyear-on-year. Of the total,
RMB4,318.3 million was spent on building new production
facilities and modifying existing ones and related investments,
whereas RMB527.9 million was spent on purchasing biological
assets, and RMB6,686.1 million was invested in equities.

Working Capital, Financial Resources and Capital
Structure

For the year ended 31 December 2019, the Group recorded net
cash inflow from operating activities of RMB6,307.2 million (2018:
RMB6,363.5 million).

As of 31 December 2019, outstanding interest-bearing bank and
other borrowings of the Group increased to RMB23,472.8 million
(81 December 2018: RMB14,715.3 million), of which interest-
bearing bank and other borrowings repayable within one year
amounted to RMB13,838.2 million (31 December 2018:
RMB6,522.9 million). More than 80% of the interest-bearing bank
and other borrowings were bearing interest at fixed rates. The
increase in interest-bearing bank and other borrowings was mainly
due to the new borrowings for acquisition of Bellamy’s during the
year.

Net borrowings (total amount of interest-bearing bank and other
borrowings net of cash and bank balances) of the Group as at 31
December 2019 were RMB16,996.6 million (31 December 2018:
RMB7,417.3 million).

The Group’s total equity as of 31 December 2019 amounted to
RMB33,347.3 million (31 December 2018: RMB30,464.3 million).
Its debt-to-equity ratio (total amount of interest-bearing bank and
other borrowings over total equity) was 70.4% (31 December
2018: 48.3%).

Finance costs of the Group were RMB644.2 million (2018:

RMB550.7 million), approximately 0.8% when expressed as a
percentage of the revenue (2018: 0.9%).
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PRODUCTS

Leveraging its advantage in resources and globally advanced
technologies, Mengniu’s premium products continue to lead the
dairy industry. Innovation remains a core competitive advantage of
Mengniu. The Group has put great emphasis on product quality
and has innovated new products with a focus on product
differentiation and premiumization. Mengniu continues to develop
functional and customized products to meet the customers’
needs for personalization and to drive sales growth.
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The principal businesses of the Group are liquid milk, ice cream, ANEEF BEKH AREL ~ JOHM - I8 & E
milk formula and other products with their performance during the fIE S * FRRIVAT ¢
year outlined as below:

Product category Financial performance Highlights
EmmE BBRR B
Liquid Milk Revenue amounted to RMB67,877.8 million (2018: RMB59,388.6 million), accounting for 85.9% of Mengniu’s total revenue (2018:
WEELD 86.1%).

WABARE678.778B L (ZF—\F : AR¥503.886(E7L) ' ERFHMALS5.9% (ZF—/\F : 86.1%)
UHT Milk = Following the launch of the “DreamCap™” organic milk in 2018, the
UHTH; newly upgraded Milk Deluxe pure milk in “DreamCap™” packaging

was launched in July 2019. It adopts advanced membrane filtration
technology to enhance the texture and quality of the product to
improve the experience of customers. With the philosophy of
“Nutrition for Your Betterment” in mind, the brand launched the
Milk Deluxe 3.0 era.

— FRAER_Z - \FHIBIENB]IBERELNE BARZE
—NFLABHEFARBEISIE R4 KALERBBR
MRAERARERRE  TEHREARBRNEERR UNEEE—
BAREL | RER  FESFHEHIORR o

- Mengniu’s comprehensive UHT milk line includes Mengniu pure milk,
high-calcium milk, low-fat high-calcium milk and skimmed milk,
providing more healthy options to consumers.

—  FRAUHTHADEERFATY S840 B S MEELLS
PORER REEERHRTESREEE -

- Mengniu’s Future Star A2B-casein pure milk, made with limited-
supply premium milk from designated ranches, aims to raise the
quality of children’s milk products.

—  ZRYKREEEBEWS  DRREBHENAKXEAB-BREAMTY =&
ARARELPERRE -

Key Products:

= Mik Deluxe

- Mengniu pure milk
- Student’s Milk

= Future Star

BHEM:

- HeF

- Frm4n
- 21y

- AXE
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Product category Highlights

EmmE B

Room Temperature Yogurt - In 2018, the Just Yoghurt light flavor yogurt line launched
EEBT Xiaomanyao, a new product with PET bottle packaging that makes

the room temperature yogurt product easier to carry and consume.
In September 2019, Mengniu introduced the mango cheese flavor
Xiaomanyao product made from Alphonso mangoes and Danish
rich cheese using world-class technology. The product has
become popular among young consumers.

— MAHEIBERRBEHN T - N\FHLPETREN A/ NEE S
TERENNEEEMERMN - SFENA/NEERYIABIFRELET
BHETRZTAK  ERXRAMFRERMSERMS L8E
AEXFEHEEER o

- The Just Yoghurt fruit pulp series welcomed the addition in January
2019 of yellow peach and oat flavor yogurt with smiley packaging,
presenting consumers with an innovative product like no other. Its
diamond shaped packaging yogurt series also introduced in May a
salted caramel flavor and a chocolate flavor, which were followed
by the red jujube and goji berry flavor in June.

—  ABRNEKREPR-_Z-NAF-ARENXReAEEkERERK
B REBESREMEZR(ICER #AHNLEBRIERNSF
FAHHSEERRITTR ALK - WHNABBARMICREKEEYD

Key Products:
- Just Yoghurt light flavor yogurt
- Just Yoghurt fruit pulp flavor yogurt

BHEmR:
- ATENRERED
- ABRNERED

Room Temperature Milk Beverage — The mango flavor Fruit Milk Drink was launched in March 2019. The
ERALH Fruit Milk Drink colorful fruit pulp series, which targets the high-end
milk beverage market, introduced the mango and passion fruit
flavor in April.
—  EHEERNHDHRERSFZARHTROKRT®  WHEEHELSHKIL
FRTISHENRI RS  ROAETERFARAK -

- In addition, Mengniu introduced the Mengniu GO Chang probiotics
beverage in April 2019. The product is made from imported
probiotics and beneficial bacteria and has filled a gap in the room
temperature probiotics beverage market.

— N RERSFNARERFCOGABRE M  EREOIE
HERE SHANSERF BERTERIABRERATSNERD -

Key Products:

= Fruit Milk Drink milk beverage

= Fruit Milk Drink high-end colorful fruit pulps series
= Suan Suan Ru nutritious milk drink

BHEM:

- EARAYDEH

- ERHRRERRNEZT
- REAZRISH
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Product category Highlights

EmmE B

Chilled Yogurt - During the year, Mengniu stepped up promotion of the features of
BERL the BB-12 bacteria included in the Champion BB-12 series and

launched new product packaging to strengthen the product’s
market position as a “professional and functional” yogurt. Mengniu
introduced Champion Blue Cap Vigor Bottle Series in October
2019, transforming industry standards by adding the ground-
breaking breast milk probiotic, Probi-M8, into the product along
with a new and original package design. The flavor of the product
was well received by consumers.

— TmABB-12EFAINBEEEAEEBB-12] HEMNNE - Wi
ek ZEHIFENREMEIBRDEML RERTAELERZ )

; [ ] & ERTRBE BREAFTESERE FNERIARSER

—_— Probi-M8 * i & ¥TBE B E Rt - ORKEEEEHT -

- Mengniu Nordic Cheese Flavor Yogurt was launched in February
3 hBla = 1 2019 and achieved excellent sales performance. In October,
] l | ] ' - ' [ Mengniu launched Chinese Nourishing Nuan Yan Yogurt, the first
= E Chinese nourishing yogurt which was widely welcomed by

m

E_.t_dl' It | | WL consumers.

- - - — FRFUABZLIRNREBIR-Z—NAF_ALWm HEXRBZR-+
g 1 { b A RERIFHHPEZERHABRY  STPEERLAEELRY
TR TR P EQEREBREER -

— The Bio product series is positioned as a high-end yogurt, with a
main feature of being a French-style meal replacement and fruit
yogurt. In October, the Danone Bio Smoothie Francais, the first
Chinese “light meal bottled yogurt”, was launched. Aiming to fulffill
demand for personalized diets with “controlled sweetness”, the
product contains less than 0.5% sucrose. The product facilitated
the expansion of the high-end product range of Bio and optimized
its product mix.

— BERIERELWERNTS  FIEARERRESE - +A
HHTEREOEARRE  BELHENPREERIERMA] - )
PROS%HEBRTE THEE[EH I OEMERRT R - BRER

TEAERSmRE  TEEMGE-

Key Products:

- Champion

- Mengniu European Charcoal Yogurt

- Mengniu Nordic Cheese Flavor Yogurt

- Mengniu Chinese Nourishing Nuan Yan Yogurt
- Mik Deluxe Yogurt

- Bio

BHEM:
- Bz

- FEERARREED
- RYELBZLRRERY
- RYREERRARYD
- HEHERD

- Bk
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Product category Highlights

EmmE B

Chilled Milk Beverage — Yoyi C’s new passion fruit flavor was launched in January 2019 and
BEAEH achieved brilliant sales performance. In addition, the Yoyi C line

adopted new packaging in March 2019 to highlight the product’s
core “live bacteria” selling point, aiming to strengthen its leading
position among probiotics products.

— BRCEZ-NAF-AELE2FAaERAK: HEXRRSER - it
S RF=ZREZCAETHFBRREROERER] - EEEILE
ek b A

Key Products:
- Yoyi C
= Yoyi C LC-37

ENEM:
- ##5C
- ##C LC-37

Fresh Milk = Mengniu’s Shiny Meadow fresh milk targets the high-end market. It
B is produced using low-temperature membrane concentration
technology and Swedish cream separation technology, enabling it

. to retain the highest proportion of natural nutrients in quality fresh

milk. In the first half of 2019, the 720 ml medium size Shiny

f . Meadow fresh milk and Shiny Meadow 0% fat fresh milk were

| launched. In September, Mengniu launched Shiny Meadow cold

brew caffe latte, leveraging premium milk sources, the fashionable

cold brew craft and its rich texture. The product opened a new era
of caffe latte.

o v —  REHRRRTISNEAMERS T - RAER RGBT R
R | | pikes AP BEMEE  BEACRBEEHNRRALE - FAMZE=
e iy T JUF bR 720mIch B BB AR 1) R OB BE AR 1 SR
— R FARESRENGSH  HKEEBNER ¥ TARNLETS

B [E O R - BIRR S AN R H B A X o

- In the first half of 2019, the Modern Meadow fresh milk brand
introduced a new cereal milk product category and swiftly grasped
share in the mid-range to high-end fresh milk market.

- HAAKGEFPE_ZT-NFLEEFRETRDFNILE KRR
BIETHEmENT5HE -

Key Products:

- Shiny Meadow fresh milk

- Shiny Meadow cold brew caffe latte
- Shiny Meadow 0% fat fresh milk

- Modern Meadow fresh milk

BHEM:
- FAHEETD

- GARERENYEE
- BABZEOEDBETH
- EAHEERLTD
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Product category Financial performance Highlights

EmmE HBRR B

Ice Cream Revenue from the ice cream business amounted to RMB2,561.4 million (2018: RMB2,723.4 million), accounting for 3.2% of Mengniu's
TG total revenue (2018: 4.0%)

WABARES 14T (T~ \F: AREE27234ETT) » ERFHBA32% (T —\F : 4.0%) °

Key Pro

BHERD

Suibian ice cream continued to consolidate its position in the
chocolate ice cream segment and upgraded its packaging design
in 2019 by placing the images of brand ambassadors on the
package and increasing brand exposure in an effort to create a
trendy ice cream brand. New Suibian ice cream products were
launched in January 2019, namely the avocado chocolate ice
cream, pistachio crunchy ice cream, hazelnut crunchy ice cream,
strawberry ice cream cone and milk tea ice cream cone.

BEE M BRI NACEMMA - RZTE—hEARBER
e URFAFEEE LK - WislbmBBY - BUNITE R AKOR
Mg e —2—NF—F  BERETRRORNORELR B
REER RFRESHE  EE0KRHEASHEANRHEEOKRS
K& HTam o

In January 2019, the high-end ice cream brand Deluxe welcomed
a new strawberry flavor product, which contains fruit pulp and is
made from pure milk and Australian cream. It was also well-
received after its launch.
BiHACERREFFETR_S—NF— AHRINEN - B4
E4PACEM A M EE AN » FTRIE SR -

ducts:

Suibian

Deluxe

Mood for Green

Mengniu |ce+

Mengniu Russian style ice cream brick

X
EHEZ
HE0E
FFk+

FERA DA
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Product category Financial performance Highlights

EmmE MBRER B

Milk Formula Revenue from the milk formula business amounted to RMB7,869.7 milion (2018: RMB6,017.4 million), accounting for 10.0% of
B Mengniu’s total revenue (2018: 8.7%). The revenue of Milk Formula business mainly included the revenue from Yashili, and the revenue

from related milk formula business of Junlebao which was disposed during the year.
WABARKET869TEIL (ZE—\F : ARK60174ET) - ERFBWA10.0% (ZZE—N\F :8.7%) - DHREBRAFTEBRFERE R
THRINBARREFHRENELERENHEBHKA -

- Reeborne uses organic milk sources from the Alps mountains with
more than 3 years of maintenance for the pristine land to ensure
purity and cleanliness of the milk sources. The Simmental dairy

- | cows, which produce high protein content milk, are selected. The

(o ' B cows are raised by free-range method so they can produce milk in

. —] m;“;“ a natural way. The passing of Wan Tai (WIT) organic product

e T | li—2F IR . certification proves its strict compliance with the organic standard

HILES0E. . from milk sources, production to transportation, with each can of

TEELEH | Reeborne safe and traceable.

. S W —  BRE FAMBRESLARNE  ZFULFLRE  BERD
I I T RAFESE BBEFPESEANAEPTERNS - PINERNRE

: BRED i%‘aﬁ?ﬁw\(wmﬁ%;%:ﬁ RR - £EDERERBER

BHREE F—BBL2H -

. ‘1 - Arla, as the world’s largest organic dairy producer with over 100
HIEEmE years of brand history, was authorized as the dedicated brand for
%A | the Danish royal family. The organic milk formula of Arla Baby & Me

';z" has obtained three major organic certifications and contains high

- % | DHA and probiotics at the golden ratio; Arla Baby & Me Lanxi

i contains the unique NutriCollab formula with premium nutrients

— — such as choline, taurine and nucleotide. The brand new upgraded

e formula of Arla Milex is a Pro Plus nutritious formula of OPO
i Lt A4S structured fat, BB-12 probiotics and probiotics at the golden ratio,

! thereby meeting the requirement of a natural product.

Wi P — ALEEEERBEL  EARHBANARIRE BEBEEAS
2 EEEMARE AT ARERNNERINERRE 28
o B DHA - B2 LI AT - ArlaE B 427 B 18 5 6 B B9NutriCollab &
b . BHRAMAE - RIMER - FER  REBRSEEEETE  AlES

R REL 7 LAOPO##E ~ BB-12@m AW ~ @ thflmEiT -
B Pro Plus®E & HER - BhE& B AT R -

- Originated from Australia, Doraler goat milk formula contains 100%
whole goat milk protein, which is natural, easy to be digested and
absorbed by the digestive system. Doraler upholds the brand
philosophy of “Freedom, Bravery and Exploration” and advocates
“Grow in Freedom, Be Loved by Nature”.

— R FFEDHREBRAME - EH100%4EFIER - KAHHE
£ BEFRE - AR/ NFRFIEHR B REINRBESR
FRIBEBEKK  BABE] -
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Product category
EmmE

Highlights

Ll

Yashili’'s products also include various milk formula products for
adults, such as Mengniu brand adult milk formula, Youy/ brand
adult milk formula, and Yourui brand milk formula for the middle-
aged and elderly. Mengniu brand adult milk formula is one of the
top three domestic adult milk formula brands in China. Yourui is
the high-end brand among the product range of Mengniu’s adult
milk formula, particularly customized to deal with common health
problems related to bone, constipation, hyperglycemia,
cerebrovascular and cardiovascular disease, immunity and muscle
on the middle-aged and the elderly; Yourui Yitian series adopt the
formula with scientific sugar balance which passed clinical
experiments conducted by the Beijing Institute of Nutritional
Resources, being the low-Gl food with its Gl reading of 23.1 and
suitable for those who need to avoid the threat of higher blood
glucose.

BEAMNERMEEZSEEADDNTE RIEKADE - E5 i
BT Rtk Ty BB R ZE o KRR AT B A=K
AW mE 2 — K BRFRADNPESH@E - HEFREZEA
BB =M ONE  2EN - NRASEERNEERE
FRE® R &mRRRZoRANSERAEaaRT - BBlmH
EERMAMEBIRESR  GIEA23.1 BEGHARY  BAZk%E
MmEEA =8 AR -

In addition, the milk formula business also provides various instant
mix products, including Zhengwei brand oatmeal and Yashily infant
nutritional rice cereal; the Yashily infant nutritional rice cereal
launched the organic rice cereal series during the year.

BEoh - VRIS TR Z E R R FER - BIEEK RIEER N
THENREBRNE  BLFBYREBRDEFERNEL T B
K RT

Key products :

BHEM:

Yashily Kieember and Kieevagour
Mengniu Reeborne

Dumex Diamor

Arla Baby & Me

Doraler

BLFER EBR
RHEHA

EZF A0
ArlaZ R HF
RHNF
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Financial performance Highlights

RERR B[

Other Products
HittEm

Cheese

bl

Revenue from other products amounted to RMB721.0 million (2018: RMB847.7 million), accounting for 0.9% of Mengniu’s total revenue
(2018: 1.2%).
WABARBT20ET (ZF—N\F - ARESATTET)  (EFFBMA09% (ZF—N\F :1.2%) -

— During the year, Mengniu’s cheese business division was focused
on the development and innovation of new products. The Group
introduced more than 10 new products and existing products of
upgraded packaging. Among them, the taste of the leading
product Future Star Golden Cheese Bar for Children’s Growth was
improved in response to consumer preferences. In addition,
Mengniu launched new Future Star products including the vanilla
ice cream flavor Golden Cheese Bar, Bangbang children’s cheese
bar and the double-layered Lao Ru Pian. The new products have
all received positive feedback from consumers since their launch.

- FARSDBREXEBBREFERFELN - HL10ZESREKER
AHREE ARFIEMAXERERRNBESRETK TEMRD
RALZ - NBETHEEHORNBTR  IhHh AXE2HHELEE
KEMOKRSESE BERBEDNREREERIAS  THUARE
BREZBEENMTT

- In the first half of 2019, Mengniu collaborated with Arla Foods to
introduce two new products, namely Arla shredded mozzarella and
UHT cream (frozen), under the professional catering brand Arla Pro.
In July 2019, an upgraded mozzarella cheese was launched. Each
unit of the product contains enough cheese for a 9-inch pizza and
features outstanding stringiness and fluidity as well as rich flavor
and texture.

—  R4EFArla Foodsa| M BE B R MIEAra ProR5F L F5l#
ERRESHENANBRBRER YR (LR MBS YR=
Z-NFEAREARRTHRENDE  ZERS L TRERS -
WAMMREMERIREL - HIFRE - OB -

Key Products:

= Future Star Cheese for Children’s Growth
- Mengniu Lao Qu Bei

= Arla shredded mozzarella

BHER:
- AFERERRNE

- FYEBR

-  ERRBRHENLRH
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PRODUCTION

Mengniu deploys its production capacity according to the
potential of relevant markets and its own product strategy. As at
31 December 2019, Mengniu had 41 production bases in China,
one production base in Australia, New Zealand and Indonesia
respectively. It had a total annual production capacity of 9.50
million tons (December 2018: 9.75 million tons).

SOCIAL RESPONSIBILITY

In 2019, Mengniu established its sustainable development
management system, which was led by the Board, and officially
approved the “Three-year Sustainable Development Plan of
Mengniu Group”. A sustainable development execution committee
with working groups for environment, economy and society was
established to thoroughly execute the strategic sustainable
development plan at the corporate level and implement multiple
social supporting plans such as the “Inclusive Nutrition Plan” and
the “Youth Teacher Empowerment Education Plan”. By launching
the “136 Project” for the revitalization of the dairy industry,
forming the “3+1” operation team and promoting projects such as
the “University of Ranchers” and the “Golden Key of Milk Cow”,
the Group is working to develop a sustainable ecosystem; and by
committing to green operations, Mengniu is committed to building
a healthy and green ecological environment.

In 2019, Mengniu continued to expand its “Inclusive Nutrition
Plan” and donated milk to students in poorer regions of China for
the entire school year in an effort to alleviate nutrition-based
poverty and educate the public on issues of health. The
donations reached 52,768 students from 186 schools in 122
counties of 88 cities across the country, including 39,652
financially disadvantaged students. In total, Mengniu donated
about 200,000 boxes of milk worth RMB9 million. Mengniu also
organized the “Inclusive Nutrition Partnership”, an online charity
campaign with a theme of “Light a star for each cup of milk
donated”, aiming to attract members of the public to be
Mengniu’s charity partners by participating online. The Group
would then donate milk to students in the poorer regions
accordingly. Over 150,000 people became charity partners in a
short period of time. In addition, Mengniu organized 37 on-
campus lectures on health and nutrition that reached close to
20,000 students.
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In an attempt to effectively improve teaching conditions in poor
regions, Mengniu made donations to support the “Youth Teacher
Empowerment Education Plan” that provided Internet training to
more than 2,000 young teachers in the rural areas of over 20
counties and villages across the country to enhance the quality of
teaching and combine poverty alleviation with intellectual growth.

In addition, in June 2019 Mengniu announced the “Project 136"
for the revitalization of the dairy industry to achieve high-quality
development through the three major services platforms
“Aiyangniu”, “Dairy Cattle Research Institute” and “Intelligent
Digital Milk Source Ranch”. Mengniu supported its partners along
the supply chain to achieve mutual benefits and established a
sustainable ecosystem for milk sources to revitalize the dairy
industry by continuously incorporating interconnected systems and
measures such as implementing revitalization policies, introducing
lean management and fostering technical talents.

As for support in technical training, Mengniu’s milk source
technicians formed the “3+1” operation team in 2019. Teams
were stationed in ranches to provide suggestions for
improvements, cost reductions and efficiency enhancements. At
the same time, Mengniu continued to carry out projects such as
the “University of Ranchers” and the “Golden Key of Milk Cow”
technical demonstration events. More than 50,000 people
participated in the 3,000 training events organized by the Group.

Mengniu also put great effort in implementing green operations to
protect the ecological environment, including continuous
upgrading, expanding and modifying wastewater treatment
systems and strengthen pollutant monitoring systems; combing
through the points of environmental risk management and
formulating a visualized map to achieve hierarchic and
categorized environmental management. Mengniu also
continuously referred to the environmental standards of the
Central Government and conducted self-audits and inspections for
its internal operations to improve and optimize the existing system
for environmental protection for more refined management and
contribute to the sustainable green development of China.
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Mengniu has been fulfilling its corporate social responsibility by
actively engaging in poverty alleviation and intellectual
enhancement efforts in poor regions and contributing towards
building a green ecological environment, which have been widely
recognized by different parties in the community. During the year,
Mengniu ranked first in the Corporate Social Responsibility
Development Index for Dairy Enterprises (2019) by the Research
Center of CSR China Academy of Social Sciences and received
the “Evergreen Award in Sustainable Development” from Caijing
magazine and China Alliance of Social Value Investment. The
Group was also awarded the “Asia Responsible Enterprise Award
2019 — Social Empowerment Category” by Enterprise Asia, the
“2019 Top 60 Brands for Chinese Corporate Citizens’
Responsibility” by the China Corporate Citizen Responsibility
Brand Summit and the “Climate Leader Plant Award” by the
Energy Foundation and the China Council for an Energy Efficient
Economy.

HUMAN RESOURCES MANAGEMENT

As at 31 December 2019, the Group had a total of 37,894
employees in Mainland China, Hong Kong, Oceania, USA and
Southeast Asia, including around 3,125 employees working for
Yashili and Bellamy’s. During the year, the total cost of
employees (including salaries of directors and senior management
personnel) amounted to approximately RMB7,081.8 million (2018:
RMB6,248.6 million).

In order to implement Mengniu’s divisional organization
management strategy and provide more efficient and quality
human resources services to the front offices, the Group
continued to drive the transformation of the human resources
services towards a three-pillar structure and the establishment of
a sound Human Resources Shared Services Center (“HRSSC”).
During the year, while maintaining normal business operations, the
HRSSC underwent the second phase of its upgrade in areas
such as staff experience, process optimization, system
automation, terminals digitalization and management report
building, so as to continuously improve its efficiency and the
degree of satisfaction in business processing, enhancing the
effectiveness of the Group’s operation and the managerial
accuracy.
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Mengniu has also expanded its investments in talent
development. It implemented the “Blue Ocean Plan” during the
year and selected internal personnel equipped with both the right
abilities and integrity on four management levels for the training.
The goal of the systematic training program is to provide Mengniu
with sufficient talent with knowledge in both operations and
management for the speedy development of the Group. At the
same time, Mengniu continued to improve the comprehensive
personnel training system and created a course system for new
recruits, on-the-job training, general capabilities training, core
professional skills training and leadership skills training. By
combining the online learning platform with offline key training
programs, Mengniu is able to provide its employees with more
accurate and specific training.

Following the issuance of the updated corporate culture
handbook and the launch of a series of events on culture
cognition in 2018, Mengniu focused on further promoting the
embracement of the corporate culture in 2019 through events
such as the “Executive Culture Lecture Theatre”, “Ranking of
Expertise in Corporate Culture” and team building activities titled
“Yowed to take action” that included all Mengniu employees in
the discussion on corporate culture as well as the implementation
of action plans. A survey on Mengniu’s organizational
effectiveness was conducted in September and staff’s cognition
and commitment to the corporate culture were shown to have
improved substantially compared with 2017.

In 2019, Mengniu continued to optimize its incentive system and
adhered to the Board’s guidelines on adopting a hierarchic
incentive system guided by performance and driven by value
creation. During the year, 8,201,104 shares were granted to
employees participating in the share award scheme.
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PROSPECTS

Since mid to late January 2020, the Group has been facing
challenges in epidemic prevention and control, production and
operation, sales channels and sourcing of raw milk as a result of
the outbreak and spread of the Coronavirus Disease 2019
(“COVID-19”) pneumonia. During the key stage of epidemic
control in China, Mengniu implemented measures for the
prevention and control of COVID-19 in accordance with Chinese
government guidelines. While ensuring the safety of its
employees, Mengniu actively fulfilled its corporate social
responsibility and continued to provide consumers across China
with high-quality dairy products.

Mengniu swiftly activated the Level 1 response mechanism,
formulated emergency plans and established an emergency
working group on the epidemic to ensure various programs were
carried out. Mengniu puts the highest priority on the safety and
health of its employees. The Group quickly and continuously
procures the necessary protective gear both domestically and
from overseas to ensure that staff who have returned to work are
protected. Random tests and verifications on epidemic prevention
and control measures at factories are conducted every day to
safeguard production standards and the safety of employees.
Employees from functional departments who do not need to work
on site have been asked to work online from home. Mengniu
strengthened its collaboration with both upstream and
downstream partners to go through this challenging time together
to secure a healthy and sustainable industrial chain. In addition,
during the prevalence of the epidemic, Mengniu actively donated
cash and goods to support those on the frontline of epidemic
prevention and provided milk supply to major healthcare
institutions in Wuhan and nationwide, ranking it first among dairy
enterprises. Furthermore, Mengniu collaborated with the China
Charity Federation to establish the “China Charity Federation
(Mengniu) Emergency Resources Center for Epidemic Prevention
and Control” to ensure the smooth transport of donations, and
that donated products quickly reach the frontlines, thus help
address the issue of meeting nutrition-related supplies faced by
hospitals across the country. Mengniu employees have
demonstrated fierce determination in fighting the epidemic,
including high efficiency in organization and execution.
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The management of Mengniu believes that the impact brought by
the epidemic to the business of Mengniu is temporary. Despite
the fact that the epidemic has created challenges for the dairy
product industry, it brought new momentums and opportunities to
consumption upgrades of dairy products. In the process of
combating the epidemic, immunity enhancement have become the
key words. The “Nutrition and dietary advice on preventing and
recovering from novel coronavirus infected pneumonia” issued by
the National Health Commission of the PRC clearly states that the
intake of sufficient dairy products can help in preventing and
recovering from the COVID-19 pneumonia. In particular, chilled
yogurt and chilled probiotic drinks that are rich in active bacteria
can promote a healthy bacterial population in the gut which, in
turn, enhances the immunity of the human body. The continuing
trend of consumption upgrades, paired with the public’s
increasing attention on nutrition and health as a result of the
epidemic, will keep boosting the demand for dairy products. In
addition, the government’s continuous endeavor to promote the
policy on revitalizing the dairy industry will be conducive to the
long-term healthy development of China’s dairy industry. Mengniu
will increase its efforts in promoting the benefits of dairy products
on improving immunity in order to guide consumers towards a
healthy lifestyle.

As for brand innovation, Mengniu promoted the “Born for
Greatness” brand concept during the World Cup marketing
campaign in 2018, which has resonated with consumers for the
past two years. Mengniu will further integrate the core element of
“nutrient” into its brand concept, and launch a new concept that
is more closely relatable to consumers: “Nutrition for Greatness”.
Mengniu strives to provide consumers and all Chinese people
who want to be great with world-quality nutritious products and a
strong physique to assist them in their pursuit of a happy life.
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As far as management innovation and upgrades are concerned,
Mengniu will continue to adopt shrewd measures to drive the
upgrade of the entire industrial chain, comprising dairy product
research and development, raw material procurement,
manufacturing, logistics and sales, in terms of intelligentization
and networkization. In addition, as the overall supply of raw milk
in the world is expected to remain tight, Mengniu will tackle the
challenges proactively. The Group will further improve the
industrial chain of dairy products and execute the technological
strategies in milk source development in order to ensure a stable
milk supply and lay a solid foundation for its business
development. The Group has also officially launched the “Mengniu
APP”, which allows for a comprehensive upgrade of Mengniu’s
digital marketing capabilities and overall strengthening of the
retail-end.

Mengniu will continue to set a clear strategic direction and
promote the high-quality growth of its business. During 2020, the
Group will seek to mitigate the short-term negative impact of the
coronavirus epidemic on operations and sales, and actively adjust
itself to tap the new market opportunities from the changes in
consumer habits and consumption scenarios since the epidemic
outbreak. The Group will enhance promotion and education on
the nutritional value of dairy products, and accelerate the
development of e-commerce and new home-delivery retail
businesses. Innovation in various fields such as products, brands
and management will also be pushed forward, with a focus on
developing high-potential product categories such as high-end
pure milk, chilled yogurt, fresh milk, milk powder and cheese to
build leading brands in more sub-categories.
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Mengniu will keep expanding its business coverage during 2020.
Already, the Australian organic infant milk formula and baby food
brand Bellamy’s have become members of the Mengniu family.
The acquisition of Australian branded dairy and beverage
company LDD is expected to be completed by the first half of
2020. Mengniu is in the process of achieving synergies in
business, management and supply chain. The Group will fully
utilize the integration effect and promote further development of
its domestic and overseas business.

This year, the Mengniu team, with its love for life and passion for
career, will remain committed to the mission of “A Hundred Years
of Mengniu, Revitalizing the Dairy Industry” and “500g of Milk a
Day Keeps Chinese People Strong” as it continues to forge
ahead and bravely tackle the market challenges brought by the
epidemic. Mengniu will continue to care for its employees, clients
and consumers, and create maximum value for its shareholders.
The Mengniu team will demonstrate the “Born for Greatness,
Achieving the TOP” spirit and build a stronger foundation for the
long-term prosperity of Mengniu.
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EENSREERRE

EXECUTIVE DIRECTOR

Mr. Lu Minfang, aged 51, was appointed as an executive
director and chief executive officer of the Company in September
2016. Mr. Lu is the chairman and a non-executive director of
Yashili International Holdings Ltd (“Yashili”), a subsidiary of the
Company listed in Hong Kong and the chairman and a non-
executive director of China Modern Dairy Holdings Limited (“China
Modern Dairy”), an associate of the Company listed in Hong
Kong. Mr. Lu is also a director of International Dairy Federation.
He was the chief executive officer and an executive director of
Yashili before his appointment as chairman of the board of
directors of Yashili. Mr. Lu was also a director of the following
subsidiaries of Yashili, namely Yashili International Ltd., Yashili
International Group Limited, Newou Hong Kong International Co.,
Limited and Scient International Group Limited. Mr. Lu was the
Vice President (Greater China) of Danone Early Life Nutrition
Greater China and had been with Danone Group and Dumex
Baby Food Co. Ltd. for over 10 years. During his tenure at
Danone Group, he demonstrated strong strategic business and
market planning capabilities. With strong leadership, management
skills and in-depth market knowledge, Mr. Lu had contributed
significantly to the success of Danone Group’s baby nutrition
business in China. Prior to joining Danone Group, Mr. Lu spent 9
years with Johnson & Johnson (China) Company Limited and
almost 4 years with General Electric Company (China). Mr. Lu has
over 18 years of experience in sales and marketing and has been
in general manager or senior executive roles for over 7 years. Mr.
Lu has extensive experience in the management of fast moving
consumer products and dairy companies and has an excellent
grasp and in-depth knowledge of the PRC market. Mr. Lu
obtained his Bachelor’'s degree from Fudan University in
Shanghai.
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Mr. Meng Fanjie, aged 55, was appointed as an executive
director of the Company in June 2019 and is a vice president of
the Group. Mr. Meng previously worked as the General Manager
of Shenyang Xiangxue Flour Co., Ltd., the Assistant to the
General Manager and then as the Deputy General Manager of the
Wheat Processing Department, the General Manager of COFCO’s
Project Management Department, the General Manager of
COFCO Chengdu Industrial Park, the Deputy General Manager of
China Grain & Logistics Corporation, the Deputy General Manager
of COFCO Trading Corporation and the Deputy Director of
COFCO Group’s Party-mass Work Department (in charge of the
daily work). Mr. Meng graduated from Tsinghua University with a
Master’'s Degree in electronic magnetics and microwave
technology.

NON-EXECUTIVE DIRECTOR

Mr. Chen Lang, aged 54, was appointed as a non-executive
director and the chairman of the board of directors of the
Company in April 2019. Mr. Chen joined COFCO Corporation in
April 2019 and is currently an executive vice president of COFCO
Corporation, the chairman of COFCO WOMAI.COM Investment
Limited (12 EMILE BB 2 F]), a non-executive director and
the chairman of the board of directors of China Foods Limited (a
company listed in Hong Kong) and a director and the chairman of
the board of directors of each of COFCO Coca-Cola Beverages
Limited and COFCO Coca-Cola Beverages (China) Investment
Ltd., both of which are non-wholly owned subsidiaries of China
Foods Limited. Currently, Mr. Chen is also a visiting professor of
Anhui University, China. In the past, Mr. Chen had served as a
director and the chairman of the board of directors of China
Resources Enterprise, Limited, an executive vice president of
China Resources (Holdings) Company Limited, a director of CRH
(Beer) Limited, the chairman of China Resources Snow Breweries
(China) Investment Co., Ltd., a director of China Resources
Company Limited (formerly known as China Resources National
Corporation), the chief executive officer of China Resources
Vanguard Co., Ltd., the chairman of each of China Resources Ng
Fung Limited and China Resources C’estbon Beverage (China)
Investment Co., Ltd. and a vice chairman and the chief executive
officer of China Resources Logic Limited (now renamed as China
Resources Gas Group Limited). Mr. Chen was a vice chairman of
the board of directors and a member of strategy committee of
Shanxi Xinghuacun Fen Wine Factory Co., Limited (LI ZEZER %
BEEDABERAR) (@ company listed in Shanghai) until June
2019; and an executive director and the chairman of the board of
directors of China Resources Beer (Holdings) Company Limited (a
company listed in Hong Kong) until July 2019. Mr. Chen holds a
Bachelor of Economics degree from Anhui University, China and
a Master of Business Administration degree from the University of
San Francisco, USA.
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Mr. Niu Gensheng, aged 62, is a non-executive director of the
Company, a member of the founding team of Yili Group, the
founder of Inner Mongolia Mengniu Dairy (Group) Company
Limited and the founder of Laoniu Foundation. Mr. Niu graduated
from the Inner Mongolia University with a degree in Administration
and Management and obtained a Master’s degree in Enterprise
Management from the Chinese Academy of Social Sciences
Graduate School. With extensive experience in and insights of
China’s dairy industry, Mr. Niu enjoys high reputation in the
industry. In 2007, Mr. Niu was elected as one of “China’s Most
Influential Business Leaders” for the fifth year, and was honoured
the “2007 Hong Kong Bauhinia Award.” Mr. Niu is devoted to
charity. He was on the list of “China’s Top 10 Philanthropists”
published by the Ministry of Civil Affairs of the PRC in 2007 and
ranked third in the “2007 Hurun Top 10 for Charity”, and was
presented the first and only “Lifetime Achievement in Philanthropy
Award” by the “China Philanthropists List” in 2010.

Mr. Tim Orting Jorgensen, aged 55, was appointed as a non-
executive director of the Company in April 2016. He was a non-
executive director of the Company during the period from July
2012 to September 2013. Mr. Jergensen graduated from the
Copenhagen Business School in 1991 with a Master of
Economics degree, specialising in international strategy and
marketing. He joined Arla Foods amba (“Arla”) in 1991 and has
held several management positions in Arla’s international business
group, including working three years in the Middle East and three
years in Brazil. In 2005, he became the business group director
for Arla’s Danish division and, in 2007, he was appointed as
executive vice president, responsible for Arla’s international
activities outside Scandinavia and the United Kingdom. In 2012,
he was appointed to lead Arla’s newly established German/Dutch
business group, with the objective of establishing Arla as a
leading dairy company in Germany through mergers and
acquisitions. Throughout his 29 years in Arla, Mr. Jeorgensen has
acquired extensive management experience in international sales,
brand building, supply chain efficiency and general management.
Mr. Jergensen has especially been focused on growing the
business significantly both organically and through acquisitions.
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Mr. Pascal De Petrini, aged 60, was appointed as a non-
executive director of the Company in December 2017. He is
currently Non-Executive Chairman of Indonesia and Senior Advisor
Asia of Danone. He is also a director of Yakult Honsha Co., Ltd.,
a company listed on the Tokyo Stock Exchange. Mr. De Petrini
has been working as senior management in the food and
beverage industry for more than 30 years. His experience covers
the full range of businesses, including sales and purchase, factory
management, supply chain, among others. Mr. De Petrini joined
Danone in 1984 and worked in France in the areas of project
management, factory demand and supply planning, and sales as
business development director and strategic committee member.
From 1998 to 2002, Mr. De Petrini was the general manager of
Danone’s biscuits business in China. Mr. De Petrini returned to
Paris in 2002 to work in the headquarters of Danone as General
Manager of Themis (global SAP program roll-out) until 2004.
From 2004 to 2007, Mr. De Petrini worked in Indonesia as
general manager of Aqua, a bottled water company of Danone.
From 2007 to 2008, Mr. De Petrini worked as vice president of
Danone’s water business in Asia Pacific and was responsible for
the water and beverage business in China, Indonesia and New
Zealand. From 2008 to 2011, Mr. De Petrini worked as vice
president of Danone’s early life nutrition business in Asia Pacific
and was responsible for ten countries in the region, including
China. In 2011, Mr. De Petrini joined Fraser & Neave Ltd, a listed
company engaged in the food and beverage business across the
Asia Pacific region, as Chief Executive Officer until 2013, when he
joined the Fonterra Cooperative Group Ltd as managing director
of its businesses in Asia Pacific, the Middle East and Africa. In
2015, Mr. De Petrini returned to Danone as Executive Vice
President of Strategic Resource Cycles till he took on his current
role in 2017. Mr. De Petrini graduated from Ecole Nationale
Supérieure des Mines de Nancy in France with a Master of
Science in Engineering degree in 1981 and obtained a Master of
Science in Management degree from ESSEC Business School in
France in 1983.
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INDEPENDENT NON-EXECUTIVE DIRECTOR

Mr. Jiao Shuge (alias Jiao Zhen), aged 54, was appointed as
a non-executive director of the Company in February 2004 and is
a vice-chairman of the board of directors of the Company. Mr.
Jiao was redesignated from a non-executive director of the
Company to an independent non-executive director of the
Company with effect from 12 April 2012. Mr. Jiao joined the
Group in September 2002 and is currently a director and chief
executive officer of CDH China Management Company Limited.
Mr. Jiao received a Bachelor’'s Degree in Mathematics from
Shandong University and a Master’s Degree in Engineering from
the No. 2 Research Institute of the Ministry of Aeronautics and
Astronautics. Currently, Mr. Jiao also serves as a non-executive
director of WH Group Limited, an independent non-executive
director of China Southern Airlines Company Limited and the
chairman and non-executive director of Mabpharm Limited, all of
which are companies listed in Hong Kong. In addition, Mr. Jiao
serves as a director of Joyoung Company Limited, Henan
Shuanghui Investment & Development Co., Ltd. and Hainan Poly
Pharm Co. Ltd., all of which are companies listed in Shenzhen.

Mr. Julian Juul Wolhardt, aged 46, was appointed as a non-
executive director of the Company in January 2006 and was
redesignated from a non-executive director of the Company to an
independent non-executive director of the Company with effect
from 12 April 2012. Mr. Wolhardt is currently the chief executive
officer of DCP Advisors, Limited focusing on private equity
transactions in the Greater China region. Mr. Wolhardt was
previously with KKR Asia Limited and Morgan Stanley responsible
for private equity business in China. Mr. Wolhardt is a certified
public accountant and certified management accountant and
received a Bachelor's Degree in Accounting from the University of
llinois (Urbana-Champaign) in the United States. Mr. Wolhardt
currently serves as a non-executive director of China Modern
Dairy and a non-executive director of COFCO Meat Holdings
Limited, both companies listed in Hong Kong. He is now also a
director of Fujian Sunner Development Co., Ltd, a company listed
in Shenzhen, and an independent director of Niu Technologies, a
company listed on NASDAQ.
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Mr. Zhang Xiaoya, aged 57, was appointed as an independent
non-executive director of the Company in May 2009. Mr. Zhang
is a graduate of the Shandong University and the school of
management at the Beijing University of Aeronautics and
Astronautics and is a senior engineer. He is currently the
chairman of Zhong Ding United Dairy Farming Co., Ltd (FF S #t4S
WERMBRRAE), as well as the chairman of Beijing
Xindajiading Investment Company Limited (it R{ZE xS EGR
2 |]), an independent non-executive director of New Focus Auto
Tech Holdings Limited, a company listed in Hong Kong, and an
independent director of Guangzhou Zhujiang Digital Group (& /!
KT EIE S E). Mr. Zhang previously served as a director and
president of AirMedia Group Inc., a company listed on NASDAQ,
and the chairman of Unibank Media (5 /& i@ {5 5 ).

Mr. Yau Ka Chi, aged 62, was appointed as an independent
non-executive director of the Company in October 2016. Mr. Yau
has over 30 years of professional accounting experience including
20 years in serving China enterprises. He had worked for Ernst &
Young for over 20 years in its Hong Kong, Toronto and Beijing
offices with primary focus on providing professional services in
accounting and audit, initial public offering, and corporate
restructuring before retiring in September 2015. During his
professional career with Ernst & Young, Mr. Yau was appointed
as the Professional Practice Director of Greater China from July
2007 to June 2009, the Assurance Leader for Northern China
Region from July 2010 to June 2014, the Oil & Gas Industry
Leader of Greater China from May 2012 to June 2015 and the
Assurance Leader of the Energy & Resources Markets Segment
of Greater China from July 2013 to June 2015. Mr. Yau is
currently an independent non-executive director of Yihai
International Holding Ltd. and China Power International
Development Limited, both companies listed in Hong Kong. Mr.
Yau holds a professional diploma in company secretaryship and
administration from the Hong Kong Polytechnic (now known as
the Hong Kong Polytechnic University) and is a member of the
American Institute of Certified Public Accountants, the lllinois
Certified Public Accountants Society and the Hong Kong Institute
of Certified Public Accountants. Mr. Yau also holds a certified
public accountant license issued by the lllinois Department of
Financial and Professional Regulation, the United States.
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SENIOR MANAGEMENT

Mr. Zhang Ping, aged 55, graduated from the Beijing Information
Science and Technology University with a Master's Degree in
Management Engineering. Mr. Zhang, who joined the Group in
2014, is currently a vice president and the chief financial officer of
the Group. He has over 24 years of experience in the fast-moving
consumer goods industry, specializing in management of
operation, finance and audit, as well as risk control. Mr. Zhang
worked in Swire Beverages group companies as manager
responsible for internal audit and system development, finance
director, general manager of bottler manufacturing company and
chief executive officer of Coca-Cola Bottlers Manufacturing
Holdings Limited. Mr. Zhang is also a non-executive director of
Yashili and China Modern Dairy, both companies listed in Hong
Kong.

Mr. Gao Fei, aged 43, is a vice president and the head of room
temperature product business unit of the Group. Mr. Gao joined
the Group in 1999, and successively held the positions of
regional manager, center manager, sales director and general
manager of the sales department and contributed to the rapid
growth of the market share of Mengniu. Mr. Gao has abundant
practical experience in sales, marketing and promotion of dairy
products. In 2016, he was appointed as vice president of the
UHT business division. He is currently responsible for operation
and management of the core business of the Group. Mr. Gao
obtained a Bachelor's degree from Shandong University, then an
Executive Master in Business Administration degree from Tsinghua
University.

Mr. Wen Yongping, aged 45, joined the Group in 1999 and is
currently a vice president and the head of chilled product
business unit of the Group. Mr. Wen graduated from the Inner
Mongolia Agricultural University and obtained a Master’s Degree in
Food Engineering. Mr. Wen once served as the general manager
of production direction centre, operations assistant vice president
and milk sources vice president in the Group, and is experienced
in production and operations management and milk sources
management. Mr. Wen was a non-executive director of China
Modern Dairy, a company listed in Hong Kong, until January
2019.
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Mr. Luo Yan, aged 58, joined the Group in November 2017 and
is currently a vice president and the head of developing business
unit of the Group. Mr. Luo graduated from the China Textile
University and Fudan University, and obtained a Bachelor’s
Degree in Textile Engineering and a Master’'s Degree in Business
Administration respectively. Mr. Luo joined General Mills China as
national sales director in 1999; he held the position of vice
president (Greater China) in 2008 and was responsible for
overseeing Wanchai Ferry Business Department in the Greater
China region and sales in China region. In 2013, Mr. Luo took up
the role of global business director of Haagen-Dazs at General
Mills Minnesota Headquarters. He continued to be the vice
president (Greater China) of General Mills in 2014, and was
responsible for sales in China Region, as well as the retail and
food and beverage business department of Haagen-Dazs.

Mr. Zhao Jiejun, aged 43, joined the Group in 2000 and is
currently a vice president and the head of milk sourcing and
supply chain business unit of the Group. Mr. Zhao graduated
from the Beijing University of Aeronautics and Astronautics with a
postgraduate qualification. Mr. Zhao has served successively as
greater regional sales manager, sales director, general manager of
operation and general manager of planning and logistics of the
Group. Mr. Zhao has over 18 years of experience in dairy
industry, with extensive experiences in sales management of ice
cream and liquid milk, as well as capabilities of total-chain
conceptualization for supply chain management. He is visionary
with keen market insight towards dairy industry in China. Mr.
Zhao is also a non-executive director of China Modern Dairy, a
company listed in Hong Kong.
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Mr. Zhang Zhaoxu, aged 46, joined the Group in July 2017, and
is currently a vice president and the head of human resources
management of the Group. He graduated from the Southeast
University and Tianjin University and obtained a Bachelor's Degree
in Engineering and a Master's Degree in management
respectively. Mr. Zhang had worked for various Fortune Global
500 enterprises between 1996 and 2012, holding management
roles in human resources. In 2013, he joined China Fortune Land
Development Co., Ltd as general manager of the human
resources centre of City Developments Group. He joined
Glaxosmithkline (China) Investment Co. Ltd as human resources
director of consumer healthcare products business (China region)
in 2015.

Mr. Yu Weizu, aged 53, joined the Group in June 2017, and is
currently a vice president and the head of R&D and innovation
unit of the Group. He graduated from the University of Minnesota
and Seton Hall University in the United States, and obtained a
Doctoral Degree in Food Science and Master's Degree in
Business Administration respectively. Mr. Yu joined the Shanghai
Institute of Botany of the Chinese Academy of Sciences after
graduation from Fudan University in 1986; and he worked as a
scientist and research and development director in companies like
PepsiCo Group, Dupont, Kraft, etc. in the United States from
1994 to 2009; he joined BIMBO as vice president of research
and development in 2009; he was selected as the distinguished
expert of the Thousand Talents Plan and joined COFCO as chief
scientist of Nutrition Health Research Institute in 2012; he joined
Ingredion Group as the vice president of research and
development in 2014.

Mr. Yang Zhigang, aged 47, joined the Group in June 2017, and
is currently a vice president and the head of safety and quality
management unit of the Gorup. He graduated from the Huazhong
Agricultural University and Central China Normal University, and
obtained a Bachelor's Degree in Food Technology and
Engineering and a Master’'s Degree in Economics respectively. Mr.
Yang joined the Hubei Entry-Exit Inspection and Quarantine
Bureau as deputy section manager, section manager and deputy
director of the office in 1995; and he joined the registration and
administration department of Certification and Accreditation
Administration of the People’s Republic of China as researcher,
department head and vice inspector in 2002; he joined COFCO
as general manager and vice director of the quality and safety
management department, vice director of the audit and legal risk
control department in 2013.
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Mr. Zhang Yong, aged 43, joined the Group in September 2017,
and is currently a vice president and the head of strategy
management of the Group. Mr. Zhang graduated from Nanjing
University and Duke University in the United States and obtained
a Bachelor's Degree in Biology and a Master's Degree in
Business Administration respectively. Mr. Zhang joined P&G
company as assistant brand manager of its marketing department
in 1996; he joined Reckitt Benckiser (China) Co. Ltd. as
marketing manager in 2000 while joining Boston Consulting
Group as project manager in 2006; in 2010, he worked as the
strategic executive director of Greater China region upon joining
Starbucks Corporate Management Company Limited and he
joined Booz & Company in 2010 as director of Greater China
region; he joined McKinsey & Company as global vice managing
partner in 2014; in 2015, he joined Sanpower Group as vice
president.

Mr. Li Pengcheng, aged 49, joined the Group in September
2018 and is currently a vice president and the head of group
affairs & group office of the Group. Mr. Li graduated from the
department of information management in Peking University,
majoring in Science and Technology Intelligence, and Tianjin
University with a Master’'s Degree and a Doctoral Degree in
Management. Mr. Li used to work in the Office of the Central
Internet Security and Information Technology Commission, where
he was the inspector of the network emergency management and
network public opinion bureau, deputy director general and
director of the China Internet lllegal and Objectionable Information
Reporting Center (bureau level).

Mr. Kwok Wai Cheong, Chris, aged 47, the Financial Controller
and Company Secretary of the Company, joined the Group in
May 2007. Prior to joining the Group, Mr. Kwok was the financial
controller of a Hong Kong listed company and he also served in
an international accounting firm. Mr. Kwok graduated from The
Hong Kong Polytechnic University with a Bachelor’'s Degree in
Accountancy. Mr. Kwok is a member of the Hong Kong Institute
of Certified Public Accountants and a fellow member of the
Association of Chartered Certified Accountants.
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The Company is dedicated to ensuring high standards of
corporate governance with an emphasis on a diligent board of
directors, sound internal control, and increasing transparency and
accountability to shareholders of the Company (the
“Shareholders”). The Board acknowledges that good corporate
governance practices and procedures are beneficial to the Group
and its shareholders. The Company is committed to improving
those practices and maintaining its ethical corporate culture.

The Company has adopted the code provisions set out in the
Corporate Governance Code (the “CG Code”) contained in
Appendix 14 of the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited (the “Listing Rules”)
as its own code of corporate governance practices.

Throughout the year, the board of directors of the Company (the
“Board”) has reviewed the Company’s corporate governance
practices and is satisfied that the Company has been in
compliance with all applicable code provisions of the CG Code,
save as disclosed in the section headed “Nomination Committee”
regarding the composition of the Nomination Committee.

As at 31 December 2019, the Board comprised ten Directors,
including two executive Directors, namely, Mr. Lu Minfang and Mr.
Meng Fanjie, four non-executive Directors, namely, Mr. Chen
Lang, Mr. Niu Gensheng, Mr. Tim Qrting Jorgensen and Mr.
Pascal De Petrini and four independent non-executive Directors,
namely, Mr. Jiao Shuge (alias Jiao Zhen), Mr. Julian Juul
Wolhardt, Mr. Zhang Xiaoya and Mr. Yau Ka Chi. The Chairman
of the Board is Mr. Chen Lang and the Chief Executive Officer of
the Company is Mr. Lu Minfang. Mr. Jiao Shuge (alias Jiao Zhen)
is a Vice-Chairman of the Board.

The Board is responsible for the leadership and management of
the Company. Key responsibilities of the Board comprise
formulation of the Group’s overall strategies and policies, setting
of performance and management targets, evaluation of business
performance and supervision of management’s performance. The
Board is also responsible for preparing the financial statements of
the Company. The management is delegated with the authority
and responsibility by the Board for the management and
operations of the Group. The role of the management is to
implement the strategies and directions determined by the Board
and to work within the framework of any written procedures and
instructions laid down by the Board. In addition, the Board has
also delegated various responsibilities to the board committees of
the Company (the “Board Committees”) as detailed in this report.
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Biographies of the Directors are set out on pages 66 to 71 of the
annual report, which demonstrate a diversity of skills, expertise,
experience and qualifications of the Directors. There is no other
material financial, business, family or other material/relevant
relationships among the Directors.

Independence of Independent Non-Executive Directors
The independent non-executive Directors possess appropriate
professional qualifications or accounting or related financial
management expertise. Their role is to provide independent and
objective opinions to the Board for its consideration and
decisions.

The Company has received an annual confirmation of
independence from each of the independent non-executive
Directors in accordance with Rule 3.13 of the Listing Rules. The
Board has assessed their independence and concluded that all
independent non-executive Directors are independent in
accordance with the definition of the Listing Rules.

The Board is responsible for determining the policies for
corporate governance of the Company and performing the
corporate governance duties including:

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

(b) to review and monitor
professional
management;

the training and continuous
development of Directors and senior

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

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

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

During the vyear, the Board has performed the corporate
governance functions by reviewing the Company’s corporate
governance practices.
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DIRECTORS’ TRAININGS

Each newly appointed Director is provided with necessary
induction and information to ensure that he/she has a proper
understanding of the Company’s operations and businesses as
well as his/her responsibilities under relevant statues, laws, rules
and regulations. The Company Secretary also provides Directors
with updates on latest development and changes in the Listing
Rules and other relevant legal and regulatory requirements from
time to time.

All Directors are encouraged to participate in continuous
professional development to develop and refresh their knowledge
and skills. The Company has provided the Directors with reading
materials with appropriate emphasis on the roles, functions and
duties of the Directors. During the year, a training was provided
to all Board members for updates of the Listing Rules by
professional advisor. A summary of trainings received by the
Directors during the year according to the records provided by
the Directors is as follows:

E=x

Directors

EE5E
BEAMZEINESTHRGEAFTNREENNRE
o AEREHARRNEEREBARETE
MEES AR RAMERTHRELAEE
WER - RARWETEMRAESREBA LD
MR N ERERERRENRAERLE
BN ER -

ARRSBAMAEEE2RFEFEXERR  UER
WEHEMB R - ARARMEFREESTR
HEENAL BREREENEBMH - FR -
ARRAZREETSREIRMHE  bEXER
RHLTRAINEREN - RIBEZAIREHEMNC
% BEERFAMEINEIRNT

Type of trainings

Pl

Executive Directors BTES
Lu Minfang & SR A B, C
Meng Fanijie (appointed on 14 June 2019) BAAERZZE-NFARATHAEZE) A C
Wu Wenting (resigned on 14 June 2019) RNEBE(RZE—NFATEARE) C
Non-executive Directors FHITES
Chen Lang (appointed on 29 April 2019) BB (RZZE—NFHEAZTNLBEZE) A C
Yu Xubo (appointed on 7 January 2019 and  FREFE (R -_Z—hF— A tBEZT A C
resigned on 29 April 2019) WARZE—NFOA T NBET)
Ma Jianping (resigned on 7 January 2019) FRFRZE-NF—AtHET A C
Niu Gensheng FIRAE A C
Tim @rting Jorgensen Tim @rting Jorgensen A B, C
Pascal De Petrini Pascal De Petrini A B, C
Independent Non-executive Directors BIYFEHTES
Jiao Shuge (alias Jiao Zhen) EHE(XNEEE A C
Julian Juul Wolhardt Julian Juul Wolhardt A C
Zhang Xiaoya o BB 5B A, C
Yau Ka Chi e A, C
A:  attending seminars and/or conferences and/or forums relevant to the A: HEHEEKNESMISEENMT SR SeH
business or directors’ duties &/ simiE
B:  giving talks at seminars and/or conferences and/or forums B: HTHFAGk/REHEK HmELEREHR
C:  reading materials relating to directors’ duties and responsibilities and C: HEREERENSTLRSTEEEHAENE

regulatory updates

BrE
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BOARD PROCEEDINGS

The Board meets at least four times a year and additional
operational meetings are also held, when required. The Company
Secretary is responsible for preparing agenda and notices for the
meetings. Senior management of the Group also provides the
Directors with relevant information on a timely basis regarding key
business developments of the Group and issues affecting the
Group. Agenda and other information packages are normally
delivered to the Directors before the meetings. The Directors also
have independent access to the senior management in respect of
operational issues. The Directors may take independent
professional advice where appropriate to discharge their duties, at
the Company’s expenses.

The Board held nine meetings during the year ended 31
December 2019 and one further meeting since 1 January 2020
up to the date of this report. Details of the Directors’ attendance
at the Board and Board Committee meetings and the annual
general meeting of the Company held in 2019 are set out in the
following table.

EESREEKEER
EXesFRIBTHREE YTEAFERD
BRTEMEBSH ANEEERESES
BIES ARESAEEETERRESREM:
ERASEIZXBHRNTELAEEZTENE
o —RME  FRMEMENSERTEHEAN
RLEFT BEROAHNEETEENESRERE
EBS BEFTNHEEEBATHABLERE
R-ABETEE BRAARAAE-

EEEHE_T-NEFT_A=+—"BLFER
AThREgE  YR_TE_TF—-—A—HEEXR
SEHBMEARTT AR SEFHER-F
—NFRINEFTEREFZREEER  UEK
RABRRBFRENBERFBHRTE

Strategy and
Development Annual
Board Audit Remuneration  Nomination Committee General
Meetings*  Committee ~ Committee  Committee BER Meeting
Directors Exeed ENZEE  FMZEe REZEE  RRZEE RREFAS
Executive Directors BTES
Lu Minfang BHM 9/9 2/2 1
Meng Fanjie (appointed on 14 June 2019) ANGERZT-NEF 5/5 0/0
NATEBEZE)
Wu Wenting (resigned on 14 June 2019) RXB(RZZ-NEF 4/4 1" 0/1
ANATIRART)
Non-executive Directors FUTES
Chen Lang (appointed on 29 April 2019) BB (R=Z-NEF 8/8 1N 1 1
WAZTNBEZH)
Yu Xubo (appointed on 7 January 2019 and THRER=F-1E 11 1N 11 0/0
resigned on 29 April 2019) —AtHEZ{
UHR=F-NF
mAZ+NBET)
Ma Jianping (resigned on 7 January 2019) SRT(W=F-1& 0/0 0/0 0/0 0/0
—AtA#E#)
Niu Gensheng ERE 2/9 0/2 0
Tim @rting Jorgensen Tim @rting Jorgensen 8/9 2/2 212 11
Pascal De Petrini Pascal De Petrini 719 12 12 11
Independent Non-executive Directors BUFHTES
Jiao Shuge (alias Jiao Zhen) BRI (NEER) 8/9 11 0/
Julian Juul Wolhardt Julian Juul Wolhardt 99 33 i 212 1
Zheng Xieoya FBD 99 33 00 o
Yau Ka Chi R 5 9/9 3/3 11
* During the year, the Board held four quarterly meetings and five  * BEeRNFREBTTNAFTEEZMANEME

other meetings to handle operational-level and investment matters.

According to the Company’s articles of association, the quorum for

convening a Board meeting is two members.

#UREEEEELRRESEH - REARQF
HEERRAR ARESSENETARR S
Ao
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Minutes of meetings of the Board and Board Committees are
kept by the Company Secretary of the Company and are not only
open for inspection by the Directors but also sent to the
Directors for their records. All Directors have access to the
Company Secretary of the Company, who is responsible for
ensuring that the Board procedures are complied with and
advising the Board on compliance matters.

CHAIRMAN AND CHIEF EXECUTIVE OFFICER
The role of the Chairman is separate from that of the Chief
Executive Officer to ensure a balance of power and authority. The
Chairman is responsible for overseeing the functioning of the
Board while the Chief Executive Officer is responsible for
managing the Group’s business. As at 31 December 2019, the
Chairman of the Board is Mr. Chen Lang, a non-executive
Director, and the Chief Executive Officer of the Company is Mr.
Lu Minfang, an executive Director.

The Chairman shall ensure that Board meetings are planned and
conducted effectively and all Directors are properly briefed on
issues arising at Board meetings. He is also responsible for
ensuring that the Directors receive adequate information in a
timely manner, which must be accurate, clear, complete and
reliable. The Chairman shall also ensure the Board works
effectively and discharges its responsibilities; all key and
appropriate issues are discussed by the Board in a timely
manner; good corporate governance practices and procedures
are established; and appropriate steps are taken to provide
effective  communication with Shareholders and that views of
Shareholders are communicated to the Board as a whole.

APPOINTMENT, RE-ELECTION AND
REMOVAL OF DIRECTORS

Each Director (for the avoidance of doubt, including the
independent non-executive Directors) has entered into a letter of
appointment with the Company for a term of three years. The
Directors are subject to retirement by rotation and re-election at
each annual general meeting of the Company in accordance with
article 112 of the Company’s articles of association. Directors
appointed as an addition to the Board or to fill a casual vacancy
on the Board will be subject to re-election by the Shareholders at
the next following annual general meeting or the next following
general meeting of the Company respectively after the
appointment. Also, when an independent non-executive Director
proposed for re-election has served the Company for more than
nine years, his or her re-election will be subject to a separate
resolution to be approved at the AGM.
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BOARD COMMITTEES

To oversee particular aspects of the Company’s affairs and to
assist in the execution of its responsibilities, the Company has
established five Board Committees under the Board, namely the
Audit Committee, the Remuneration Committee, the Nomination
Committee, the Strategy and Development Committee and the
Sustainability Committee, each of which is governed by specific
terms of reference approved by the Board, covering its functions,
duties and powers. The terms of reference of the respective
Board Committees have complied with the CG Code provisions
and are disclosed on the websites of the Company and the Stock
Exchange and are available for public inspection at the
Company’s principal place of business in Hong Kong.

REMUNERATION COMMITTEE

As at 31 December 2019, the Remuneration Committee
comprised three independent non-executive Directors (Mr. Julian
Juul Wolhardt, Mr. Jiao Shuge (alias Jiao Zhen) and Mr. Zhang
Xiaoya). The Remuneration Committee is chaired by Mr. Julian
Juul Wolhardt.

The duties of the Remuneration Committee are to review annually
and recommend to the Board the overall remuneration policy and
structure for the directors and senior management to ensure that
the level of remuneration is linked to their level of responsibilities
undertaken. These shall include making recommendations to the
Board on the remuneration packages of individual executive
Directors and senior management, including benefits in kind,
pension rights and compensation payments, including any
compensation payable for loss or termination of their office or
appointment. The Remuneration Committee shall also evaluate
annually the performance of the directors and the senior
management and recommend to the Board specific adjustments
in their remuneration and/or reward payments.

The Company’s policy on remuneration is to maintain fair and
competitive packages based on business needs and industry
practice. For determining the level of fees paid to members of the
Board, market rates and factors such as each director’s workload
and required commitment will be taken into account. In addition,
factors comprising economic and market situations, individual
contributions to the Group’s results and development as well as
individual potential are considered when determining the
remuneration packages of executive Directors.
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The Remuneration Committee held one meeting during the year
ended 31 December 2019. During the year, the Remuneration
Committee had performed the following:

— assessed the performance of the Directors and senior
management;

—  reviewed and approved the remuneration for the Directors
and senior management including terms of the letters of
appointment;

— reviewed the remuneration policy and made
recommendations to the Board; and

—  reviewed the proposal of granting shares according to the
Company’s share award scheme, and made
recommendations to the Board.

REMUNERATION OF DIRECTORS AND
SENIOR MANAGEMENT

The remuneration of the members of the senior management by
band for the year ended 31 December 2019 is set out below:

Remuneration bands (RMB)

FAR (AR¥T)

1,000,001-2,000,000
2,000,001-3,000,000
3,000,001-4,000,000
4,000,001-5,000,000
9,000,001-10,000,000

FEZEeREE—_T-AF+_A=1+—H
FERBTT-REF -AFERN FHEES=
BT TR SETAE

b

- FHHEEFEkESMEEENRE:

- BAMMUEBEEREREEBNTFH
ERIBEMRR

— REFMEEDAEESRLEE R

—  EFAATRREEMIRLBRNS
R OUAEFERERS -
EERGREEEBTMH

BE-_T-NWF+A=T—HLFE ahE
EREKBIZARE DN FMETIT

Number of persons

AB

— W U1 = =

Further particulars regarding Directors’ remuneration and the five
highest paid employees as required to be disclosed pursuant to
Appendix 16 to the Listing Rules are set out in notes 9 and 10
to the financial statements.
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NOMINATION COMMITTEE

As at 31 December 2019, the Nomination Committee comprised
four members, one of whom is an independent non-executive
Director (Mr. Julian Juul Wolhardt) and the remaining three
members are non-executive Directors (Mr. Chen Lang, Mr. Tim
@rting Jorgensen and Mr. Pascal De Petrini). The Nomination
Committee was chaired by Mr. Chen Lang.

Code Provision A.5.1 of the Corporate Governance Code
provides that an issuer should establish a nomination committee
which is chaired by the chairman of the board or an independent
non-executive director and comprises a majority of independent
non-executive directors. The Company deviates from this
provision as less than half of the members of the Nomination
Committee are independent non-executive Directors during the
year of 2019. The Directors are of the view that each of Mr. Tim
@rting Jorgensen and Mr. Pascal De Petrini is able to carry out
his responsibilities as a member of the Nomination Committee in
the best interest of the Shareholders notwithstanding that he is
not an independent non-executive director as required under
Code Provision A.5.1.

The responsibilities of the Nomination Committee are to determine
the nomination policy, review the structure, size and composition,
including the skills, knowledge and experiences of the Board and
make recommendations to the Board regarding any proposed
changes. The Nomination Committee is also responsible for
identifying and nominating suitable candidates qualified to become
Board members, in particular, candidates who can add value to
the management through their contributions in the relevant
strategic business areas and which appointments will result in the
constitution of a stronger and more diverse Board, and makes
recommendations to the Board on relevant matters relating to the
appointment or re-appointment of Directors if necessary and
succession planning for Directors, in particular the Chairman and
the chief executive of the Company.
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The Board has adopted a director nomination policy. The
Nomination Committee and/or the Board should, upon receipt of
the proposal on appointment of new director and the biographical
information (or relevant details) of the candidate, evaluate such
candidate based on the criteria as set out below to determine
whether such candidate is qualified for directorship. The
Nomination Committee should then recommend to the Board to
appoint the appropriate candidate for directorship, as applicable.
In evaluating and selecting any candidate for directorship, the
following criteria should be taken into account:

° Character and integrity.

° Qualifications including professional qualifications, skKills,
knowledge and experience and diversity aspects under the
board diversity policy that are relevant to the Company’s
business and corporate strategy.

° Any measurable objectives adopted for achieving diversity on
the Board.

° Requirement for the Board to have independent directors in
accordance with the Hong Kong Listing Rules and whether
the candidate would be considered independent with
reference to the independence guidelines set out in the
Hong Kong Listing Rules.

° Any potential contributions the candidate can bring to the
Board in terms of qualifications, skills, experience,

independence and gender diversity.

° Willingness and ability to devote adequate time to discharge

duties as a member of the Board and/or Board
committee(s) of the Company.
° Such other perspectives that are appropriate to the

Company’s business and succession plan and where
applicable, may be adopted and/or amended by the Board
and/or the Nomination Committee from time to time for
nomination of directors and succession planning.
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The Board has adopted the board diversity policy to set out the
approach to achieve diversity on the Board. Under such policy,
board appointments will be based on merits and candidates will
be considered against objective criteria, having due regard for the
benefit of diversity on the Board. The selection of candidates on
the Board is based on a range of diversity perspectives, including
gender, age, cultural and education background, ethnicity,
professional, industry or management experience, skills,
knowledge and length of service. The Company will also take into
account other factors based on its own business model and
specific business needs from time to time. The Nomination
Committee will continue to give adequate consideration to these
measurable objectives when making recommendation of
candidates for appointment to the Board. The Nomination
Committee shall monitor the implementation of the board diversity
policy on an on-going basis. The Nomination Committee shall
assist the Company to ensure that recruitment and selection
practices at all relevant levels (including the Board and core
senior management, or as the Nomination Committee considers
appropriate) are appropriately structured so that a diverse range
of candidates are considered. The Nomination Committee shall
also assist the Company in identifying and implementing
programs that will assist in the development of a broader and
more diverse pool of skilled and experienced core senior
management team and that, in time, their skills are expected to
prepare them for board positions.

The Nomination Committee held two meetings during the year
ended 31 December 2019 to discuss about the change in
directorship, assess the independence of the independent non-
executive directors of the Company and to review the structure,
size, composition and diversity of the Board, etc.

AUDIT COMMITTEE

As at 31 December 2019, the Audit Committee comprised three
independent non-executive Directors (Mr. Julian Juul Wolhardt, Mr.
Zhang Xiaoya and Mr. Yau Ka Chi) in which two possess the
relevant professional qualifications required under the Listing
Rules. The Audit Committee is chaired by Mr. Yau Ka Chi.

The Audit Committee serves as a focal point for communication
between other Directors, the external auditors, and the
management as their duties relate to financial and other reporting,
risk management, internal controls and auditing. The Audit
Committee assists the Board in fulfilling its responsibilities by
providing an independent review of financial reporting and by
satisfying itself as to the effectiveness of the Company’s internal
controls and as to the efficiency of the audits.
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The Audit Committee held three meetings during the year ended
31 December 2019. During the year, the Audit Committee has
performed the following:

88

met with the external auditors to discuss the general scope
and findings of their audit and interim review works;

reviewed external auditors’ management letter and
management’s response;

reviewed and recommended to the Board for approval of the
external auditors’ remuneration;

made recommendations to the Board on the re-appointment
of the external auditors;

reviewed the external auditors’ independence, objectivity and
the effectiveness of the audit process;

reviewed and monitored the integrity of financial statements,
annual and interim reports, and annual and interim results
announcements of the Company;

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

reviewed the Group’s financial controls, internal control and
risk management systems;

reviewed the amendment of the terms of reference of the
Audit Committee;

discussed auditing, internal control, risk management and
financial reporting matters before recommending them to the
Board for approval; and

reviewed the arrangements that employees of the Company
and those who deal with the Company can use, in
confidence, to raise concerns about possible improprieties
in financial reporting, internal controls or other matters.
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All issues raised by the external auditors and the Audit
Committee have been addressed by the senior management. The
work and findings of the Audit Committee have been reported to
the Board. During the year, no issues brought to the attention of
the senior management and the Board were of sufficient
significance for disclosure in the annual report.

Other than the reporting responsibilities of the Company’s
auditors (please refer to the independent auditor’s report set out
on pages 117 to 125), the Directors acknowledge their
responsibility for preparing the financial statements of the Group
which give a true and fair view of the consolidated financial
position as at 31 December 2019 and the consolidated financial
performance and cash flows of the Group for the year then
ended.

RISK MANAGEMENT AND INTERNAL
CONTROL

The Board has the overall responsibility for maintaining sound and
effective risk management and internal control systems and for
reviewing their effectiveness. The objectives of the risk
management and internal control of the Group are: to rationally
establish a comprehensive risk management and internal control
system, which is risk-management-oriented and compliance-
management-and-supervision-focused in a scientific manner,
featuring stringency, regulation, comprehensiveness and
effectiveness, and to apply the concepts, philosophies,
procedures, methods and tools of risk management throughout
the establishment and implementation of strategies for effectively
managing the risks while reasonably ensuring the realization of the
Group’s strategic objectives and operation objectives and
propelling the sustainable development of the enterprise. Such risk
management and internal control systems are designed for
managing risks rather than eliminating the risk of failure to
achieve business objectives, and can only provide reasonable and
not absolute assurance against material misstatement or loss.

The Group has been optimizing the comprehensive risk
management and internal control system, strengthening the
scientific and effective system for job division and solidify three
lines of defense in risk management. The first line comprises
each of the business units, being the respondent and person-in-
charge of risk management; the second line comprises the Risk
Management Committee, risk management department and each
of the functional supervision departments, being the initiator and
supervisor of risk management; the third line comprises internal
audit and disciplinary review departments, being the internal
assessor of risk management. Through the interaction among the
three parties, the supervisory function is performed.
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Risk Management

The Group has established a comprehensive framework for risk
management, with a fundamental standard of risk management
formulated, adopting a rotational management method of risk
identification, risk evaluation, risk responses, risk control and risk
reporting to commence the work on risk management. The work
on risk management follows the principle of “building the
concepts of risk management, implementing the risk management
policies, and focusing on significant risk management and control”
and through organizing annual full-scale identification and analysis
of each of the business and function units on the seven aspects
of risks, namely, the Group’s strategies, market, finance,
operation, law and compliance, quality and food safety as well as
sustainable development, and it focuses on the control over the
significant risks. With the management principles of hierarchical
classification, as well as defining major responsible department
and person-in-charge, and formulating appropriate risk response
strategies to effectively reduce and avoid the adverse impact
brought by those significant risks to the Group’s strategic
objectives and sustainable development.

The Risk Management Committee is the highest deliberative body
for risk management, in which the chief executive officer of the
Group and the vice president of the Group who is in charge of
risk control and auditing business serve as the chairman and the
executive deputy chairman respectively while the committee
members comprise the head of the major business divisions and
functional departments. The Risk Management Committee is
subordinated by an office which is the deliberative body for
execution, while the risk management department is the body for
daily affairs designated by the Risk Management Committee.
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Reporting on the management and control of significant risks and
the effectiveness of risk management system will be regularly
made by the Group to the Audit Committee and Risk
Management Committee every year and the Committees will
evaluate and supervise the works done. Ongoing optimization of
risk management procedures and systems is carried out in
compliance with risk management framework of COSO
(Committee of Sponsoring Organisations of the Treadway
Commission). Through co-operation with external consultancy
institutions and internal business empowerment and training, the
culture of risk management is gradually nurtured, the
professionalism and the prevention and control standard of risk
management personnel are enhanced, and the strategic
objectives are reasonably secured to realize.

Internal Control

The Board is responsible for maintaining a stable and effective
internal control system, to safeguard the assets of the Group and
the interest of shareholders, and for reviewing its effectiveness
regularly. The Group has established a series of working system
in writing covering management of production, supply and sales,
quality management, financial management, legal management
and administration. A stringent system is in effect to examine the
performance of staff, and the staff are provided with trainings, in
order to control the Group’s exposure to significant risks.

Aiming at strengthening the risk management culture of the Group
and minimizing the impacts of the major risks on the business
and earnings of the Group, the senior management of the Group
meets to actively evaluate and review the significant risks to
which the Group is exposed to and reports to the Board on a
regular basis. The Group also appoints external consultants, when
considered appropriate, to review the Group’s internal control,
working systems and workflows, as well as the management
systems, and to make suggestions on system enhancement.
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Internal Audit

The Group has set up an independent internal audit department,
and the person in charge of the internal audit body can freely
liaise with the Audit Committee to directly report the progress of
works. The internal audit body assumes the responsibilities of
independent supervision, assessment and advisory, which include
the implementation of independent and objective supervision,
assessment and advisory on the economic activities, internal
control and risk management for the Group and the units
concerned, in order to promote the sound governance and target
realization within units. The internal audit body is risk-oriented and
issue-oriented, which reinforces the supervision and strengthens
the functions of management through various works on audit, so
as to promote the sound governance of the organization, bring
additional values, as well as facilitating the realization of strategic
objectives.

In 2019, the internal audit department has completed various
audit plans approved by the Audit Committee of the Board and
regularly reported to the management and the Audit Committee
of the Company on the audit results, for which the working
performance is unanimously recognized, such that the operation
management of the Company is further improved in terms of
compliance, internal control, risk response and management.
Based on the development of business divisions of the Company,
the internal audit body has completed the establishment of
hierarchical audit body, including the headquarters’ audit body,
business divisions’ audit body as well as audit professionals
assigned by business divisions, in adaption to the requirements of
supervision on the operational organization of the Company. The
risk control department and audit department of the Group
administered vertical management on audit bodies of various
hierarchies, so as to secure the position of audit bodies of various
hierarchies to be independently accountable for supervision. The
structuring of culture on audit is strengthened by the internal
audit department, which advocates the working philosophy of
“competence to identify problems, determination to uncover
problems, initiative to solve problems”, in order to promote the
code of practice of “independence, objectiveness and anti-
corruption” among personnel of internal audit.
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The internal audit department attends the Audit Committee
meeting and reports the work on internal audit at least twice a
year. Significant audit findings can be reported directly and freely
to the Audit Committee. Resources such as the annual budget on
management fee, staffing of the internal audit department and
competence are guaranteed to be taken into consideration by the
Audit Committee and necessary support will be provided. This is
to ensure that sufficient audit resources are allocated to the
internal audit department for effective fulfilment of annual work
objectives and responsibilities.

The Board has reviewed the risk management and internal control
systems of the Group for the year ended 31 December 2019 and
considered them to be effective and adequate.

Handling and Dissemination of Inside Information

The Group has formulated an internal Code on Information
Disclosure to ensure the truthfulness, accuracy, completeness and
timeliness of information disclosure of the Group in accordance
with the requirements of the SFO and the Listing Rules. The
Internal Code provides for detailed rules in the following areas.

— basic principles of information disclosure

— information that needs to be disclosed and the criteria
thereof

— duties of the parties responsible for information disclosure

— procedures for the circulation, review and disclosure of

information
—  confidentiality of the undisclosed information

— information communication system with investors, securities
analysts and the media, etc.

— accountability and handling measures
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Disciplinary Inspection and Reporting Channels

The Group has set up a specific disciplinary inspection
department, which is responsible for investigating and handling
reported matters on breach of disciplines or rules, misconducts
and corruptions. This is to demonstrate openly to our business
partners and staff on the channels and methods of reporting.
Such measures include we published the channels and methods
(including phone and email) of reporting on the Group’s website;
we added an anti-corruption module in the “Mengniu Voice”
column of China Mengniu in WeChat, in which we announced the
methods of reporting and acceptance scope; we sign the anti-
business bribery contracts at the same time when we sign
business contracts with suppliers and business partners, in which
we set out the methods of reporting; we announce the methods
of reporting at our annual meetings with customers and our
annual employee meetings; we announce the methods of
reporting during the internal anti-corruption trainings held in our
daily operations; we issue two typical case reports of discipline
inspection and supervision and the methods of reporting
periodically every year; and we publish the methods of reporting
before the opening of bidding meetings for bidding activities. At
present, the methods of reporting are published through various
channels. Employees, suppliers and business partners are familiar
with our methods of reporting and the channels of reporting are
operating smoothly. Such measures would have a deterrent and
preventive effect on matters related to breach of disciplines or
rules.

For the year ended 31 December 2019, the Audit Committee
carried out review and evaluation on the Group’s risk
management and internal control systems and reporting channels,
the resources, the staff qualification and experience for audit
functions and the effectiveness of the work undertaken and there
were no significant areas of concerns identified during the
evaluation of the risk management and internal control systems
and reporting channels. The Board had examined the risk
management and internal control systems including financial,
operational and compliance controls and reviewed the evaluation
performed by the Audit Committee, the management and internal
and external auditors, on the effectiveness of the risk
management and internal control systems of the Group and
considered them effective and adequate. No significant areas of
concerns were identified.
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The Board also reviewed the adequacy of resources,
qualifications and experience of staff of the Company’s
accounting, internal audit and financial reporting functions and
their training programs and budget and considered that they are
adequate.

EXTERNAL AUDITORS

The Group’s independent external auditors are Ernst & Young.
The Audit Committee is responsible for the appointment of the
external auditors and reviewing the non-audit functions performed
by the external auditors for the Group. In particular, the Audit
Committee will, prior to the execution of contract with external
auditor and the commencement of their duties, consider whether
the non-audit functions will result in any potential material conflict
of interest.

Details of fees paid or payable to Ernst & Young for the year
ended 31 December 2019 are as follows:

EEeRs TARRARE - REE KM
BRBBENTENER BINEERER K
FNBIIFEREESNENE  RARRRRE
RS

5B 4% BB

REB OB INEDZBED B L KB BN EH AT -
EVZERARZEINEZEE RERIMNEZH
B A REEEITHIFZBTIE - FHIREREZE
SRNEIBEZBEBRT RO MRBEITERE
Al ERABRB I e ERHREMERE
EARNEFHR -

BHE_Z-NAF+_A=t+—HIEFEXMNE
XN FRKEHMEBAONERFEOT

2019 2018

—E-hF —ET-NEF

RMB’000 RMB’000

Services rendered =B AR ARET T ARBFIT

Annual audit FREE 4,700 4,200

Interim review FHEIER B 850 800

Other audit services H 5T RS 3,645 2,635
Non-audit service T RS

Review on continuing connected transactions EHBHERERS 70 50

Other professional services* HihFEE R 7,790 1,245

17,055 8,930

*

Other professional services mainly include agreed-upon procedures
services, financial and tax due diligence, comfort letter on circulars
and IT consultation service, etc.

In addition to the above fees paid or payable to the auditors,
Yashili, a subsidiary of the Group listed on the Main Board of the
Stock Exchange, has an amount of RMB2,944,000 (2018:
RMB2,983,000) paid/payable as auditors’ remuneration during the
year.

The Board is satisfied with the audit fees, process and
effectiveness of Ernst & Young and has recommended their
reappointment as the Company’s external auditors at the
forthcoming annual general meeting.
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STRATEGY AND DEVELOPMENT COMMITTEE
The Company has established a Strategy and Development
Committee. As at 31 December 2019, the Strategy and
Development Committee comprised one executive Director, Mr. Lu
Minfang, four non-executive Directors, Mr. Chen Lang, Mr. Niu
Gensheng, Mr. Tim Qrting Jergensen and Mr. Pascal De Petrini.
The Strategy and Development Committee was chaired by Mr.
Chen Lang during 2019.

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

SUSTAINABILITY COMMITTEE

The Company has established a Sustainability Committee which
comprised one executive Director, Mr. Lu Minfang, two non-
executive Directors, Mr. Tim @rting Jergensen and Mr. Pascal De
Petrini, and one independent non-executive Director, Mr. Yau Ka
Chi. The Sustainability Committee was chaired by Mr. Tim Qrting
Jorgensen.

The principal duties of the Sustainability Committee include
overseeing sustainability, environmental, social and governance
(“ESG”) issues and risks, identifying ESG matters that are relevant
and material to the operations of the Company and its
subsidiaries, assisting the Board in preparing and reviewing the
annual ESG Report.

COMPANY SECRETARY

The Company Secretary is a full time employee of the Company
and has day-to-day knowledge of the Company’s affairs. The
Company Secretary is responsible for facilitating the Board
process, as well as communication among Board members, with
Shareholders and management. For the year ended 31
December 2019, the Company Secretary has confirmed that he
has taken no less than 15 hours of relevant professional
trainings.

CONSTITUTIONAL DOCUMENTS

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

The Company has adopted, in terms no less exacting than, the
standards required by the Model Code for Securities Transactions
by Directors of Listed Issuers (the “Model Code”) set out in
Appendix 10 to the Listing Rules 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 the specific enquiry by the Company, that they have
complied with the required standard set out in the Model Code
throughout the year ended 31 December 2019.

DIVIDEND POLICY
The Company has adopted a dividend policy to set out the

principles and guidelines that the Company intends to apply in
relation to the declaration, payment or distribution of its net
profits as dividends to the Shareholders.

In recommending or declaring dividends, the Company shall
maintain adequate cash reserves for meeting its working capital
requirements and future growth as well as its shareholder value.
The Board has the discretion to propose, declare and distribute
dividends to the Shareholders, subject to the articles of
association of the Company and all applicable laws and
regulations and the factors set out below.

° financial results;

° cash flow situation;

° business conditions and strategies;

° future operations and earnings;

° capital requirements and expenditure plans;

° interests of Shareholders;

° any restrictions on payment of dividends; and

° any other factors that the Board may consider relevant.
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INVESTOR RELATIONS AND
COMMUNICATIONS

The Company adopts a proactive policy in promoting investor
relations and communications. Regular meetings are held with
institutional investors and financial analysts to ensure two-way
communications on the Company’s performance and
development. When the Company announces its interim and
annual results, briefings are conducted to apprise investors,
analysts and the press of the Group’s operating results as well as
business strategies and outlook. Investor relations website is
updated on a timely basis to ensure that investors are able to
have access to the Company’s information, latest news and
reports.

Separate resolutions are proposed at general meetings for each
substantially separate issue, including election of Directors. Poll
voting has been adopted for decision-making at shareholders’
meeting. Details of poll voting procedures were included in the
circular dispatched to the Shareholders. The circular also included
relevant details of proposed resolutions and biographies of the
Directors standing for election.

SHAREHOLDERS’ RIGHTS

Convening of extraordinary general meeting on
requisition by Shareholders

According to the articles of association of the Company, any two
or more Shareholders or any one Shareholder which is a
recognized clearing house (or its nominee(s)) holding as at the
date of deposit of the requisition not less than one-tenth of the
paid up capital of the Company which carries the right of voting
at general meetings of the Company shall have the right, by
written requisition, to convene an extraordinary general meeting by
depositing the written requisition at the principal office of the
Company in Hong Kong at 32nd Floor, COFCO Tower, 262
Gloucester Road, Causeway Bay, Hong Kong for the attention of
the Company Secretary, specifying the objects of the meeting, the
name(s) and contact details of the requisitionist(s) and signed by
the requisitionist(s).

If the Board does not within 21 days from the date of deposit of
the requisition proceed duly to convene the meeting to be held
within a further 21 days, the requisitionist(s) themselves or any of
them representing more than one-half of the total voting rights of
all of them, may convene the general meeting in the same
manner as that in which meetings may be convened by the
Board provided that any meeting so convened shall not be held
after the expiration of three months from the date of deposit of
the requisition, and all reasonable expenses incurred by the
requisitionist(s) as a result of the failure of the Board shall be
reimbursed to them by the Company.
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Procedures for directing Shareholders’ enquiries to the
Board

For enquiries to the Board, the Shareholders may contact the
Company Secretary at the Hong Kong office of the Company at
32nd Floor, COFCO Tower, 262 Gloucester Road, Causeway
Bay, Hong Kong or by email to info@mengniuir.com. The
Company will endeavor to respond to their queries in a timely
manner. Shareholders may also make enquiries with the Directors
at the general meetings of the Company.

In addition, the Shareholders can contact Computershare Hong
Kong Investor Services Limited, the share registrar of the
Company in Hong Kong, if they have any enquiries about their
shareholdings and entitlements to dividend.

Procedures for putting forward proposals at general
meetings by Shareholders

A Shareholder may, during the period commencing no earlier than
the day after the despatch of the notice of any general meeting
and ending no later than seven days prior to the date of such
general meeting, give a notice in writing to the Nomination
Committee of the Company of his/her intention to propose any
person (other than himself/herself) for election to the office of a
Director and a notice in writing signed by the person to be
proposed of his/her willingness to be elected. Such notices shall
be sent to 32nd Floor, COFCO Tower, 262 Gloucester Road,
Causeway Bay, Hong Kong, for the attention of the Company
Secretary, specifying the name and contact details of the
shareholder putting forward the proposal for election of Director
and the name and contact details of the person proposed to be
elected.

Other than the above concerning a proposal of a person for
election as a Director, Shareholders may follow the procedures
set out above to convene an extraordinary general meeting for
any business specified in such written requisition.
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The Board presents its report together with the audited financial
statements of the Company and the Group for the year ended 31
December 2019. The business review of the Group for the year
ended 31 December 2019 is set out in the sections headed
“CEQ’s Statement”, “Management Discussion and Analysis” and
“Corporate  Governance Report” of this Annual Report. The
discussions therein form part of this Report of the Directors.

PRINCIPAL ACTIVITIES AND ANALYSIS OF
OPERATIONS

The principal activity of the Company is investment holding. The
principal activities of the Group are manufacturing and distribution
of quality dairy products including liquid milk, ice cream, milk
formula and cheese in China. There were no significant changes
in the nature of the Group’s principal activities during the year
under review.

Particulars of the Company’s subsidiaries are set out in note 1 to
the financial statements.

The Group’s revenue is derived principally from business activities
in China. An analysis of the Group’s performance for the year
ended 31 December 2019 by business segments is set out in
note 4 to the financial statements.

BUSINESS REVIEW

The business review of the Group including a fair review of the
Group’s business, a description of the principal risks and
uncertainties facing the Group, particulars of important events
affecting the Group that have occurred since the end of the
financial year, an indication of likely future development in the
Group’s business, key performance indicators, environmental
policies and performance, and the Group’s key relationships with
its employees, customers and suppliers and others that have a
significant impact on the Group and on which the Group’s
success depends is set out in the sections of this annual report
headed “CEQO’s Statement”, “Management Discussion and
Analysis” and in the notes to the financial statements.
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COMPLIANCE WITH LAWS AND
REGULATIONS

The Group’s main operations are carried out by the Company’s
subsidiaries in the PRC while the Company itself is listed on the
Hong Kong Stock Exchange. The Group’s operations are mainly
regulated by Hong Kong and PRC laws. During the year ended
31 December 2019 and up to the date of this report, the Board
was not aware of any non-compliance with the relevant laws and
regulations that have a significant impact on the Company.

Please refer to the discussions in this report and the “Corporate
Governance Report” for further details on the Group’s compliance
with the relevant laws and regulations.

RESULTS AND DISTRIBUTION

The results of the Group for the year ended 31 December 2019
are set out in the consolidated statement of profit or loss on
page 126.

The Board has recommended the payment of a final dividend of
RMBO0.181 (2018: RMBO0.181) per share, amounting to
approximately RMB712,238,000 (2018: RMB710,915,000) in total,
to Shareholders whose names appear on the register of members
on Tuesday, 9 June 2020.

PROPERTY, PLANT AND EQUIPMENT

Details of the movements in the property, plant and equipment of
the Group during the year are set out in note 15 to the financial
statements.

RESERVES

Details of the movements in the reserves of the Group and of the
Company during the year are set out in the consolidated
statement of changes in equity on pages 131 to 132 and note
55 to the financial statements. The Company’s distributable
reserves, calculated in accordance with statutory provisions
applicable in the Company’s place of incorporation, amounted to
approximately RMB10,769,101,000 as at 31 December 2019
(2018: RMB11,346,550,000).
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DONATIONS
Charitable and other donations made by the Group during the
year amounted to approximately RMB20,286,000 (2018:
RMB28,637,000).

SHARE CAPITAL AND SHARE OPTIONS
During the year, the Company issued 7,307,034 ordinary shares
(2018: 346,922 ordinary shares), fully paid, for a total
consideration of RMB124 million (2018: RMB4.5 million) as a
result of the exercise of share options under the share option
scheme of the Company.

Details of movement in the Company’s share capital and share
options during the year are set out in notes 39 and 42 to the
financial statements.

DIRECTORS

The Directors during the year ended 31 December 2019 were:

Executive Directors

Lu Minfang

Meng Fanjie (appointed on 14 June 2019)
Wu Wenting (resigned on 14 June 2019)

Non-executive Directors

Chen Lang (appointed on 29 April 2019)

Yu Xubo (appointed on 7 January 2019 and
resigned on 29 April 2019)

Ma Jianping (resigned on 7 January 2019)

Niu Gensheng

Tim @rting Jergensen

Pascal De Petrini

Independent Non-executive Directors
Jiao Shuge (alias Jiao Zhen)

Julian Juul Wolhardt

Zhang Xiaoya

Yau Ka Chi
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In accordance with Article 112 of the Company’s articles of
association, Mr. Lu Minfang, Mr. Jiao Shuge (alias Jiao Zhen) and
Mr. Julian Juul Wolhardt will retire by rotation and Mr. Meng
Fanjie will also retire in accordance with the Company’s articles of
association and, being eligible, offer themselves for re-election at
the forthcoming annual general meeting.

The Company considers that all the independent non-executive
Directors are independent pursuant to the criteria set out in Rule
3.13 of the Listing Rules and that a confirmation of independence
has been received from each of them.

BIOGRAPHICAL DETAILS OF DIRECTORS
AND SENIOR MANAGEMENT

Brief biographical details of the Directors and the senior
management are set out on pages 66 to 75.

DIRECTORS’ SERVICE CONTRACTS

No director proposed for re-election at the forthcoming annual
general meeting has service contract with the Company which is
not determinable by the Company within one vyear without
payment of compensation, other than statutory compensation.

DIRECTORS’ REMUNERATION

The directors’ fees are subject to shareholders’ approval at
general meetings. Other emoluments are determined by the
Company’s board of directors with reference to directors’ duties
and responsibilities in the Group and the prevailing market rate.

DIRECTORS’ INTERESTS IN TRANSACTIONS,
ARRANGEMENTS OR CONTRACTS

No transaction, arrangement or contract of significance in relation
to the Group’s business to which the Company or any of its
subsidiaries was a party and in which a Director had a material
interest, whether directly or indirectly, subsisted at the end of the
year or at any time during the year.

PERMITTED INDEMNITY PROVISION

The articles of association of the Company provides that every
Director or other officer of the Company shall be entitled to be
indemnified out of the assets of the Company against all losses
or liabilities incurred or sustained by him as a Director or other
officer of the Company in defending any proceedings, whether
civil or criminal. In addition, the Company has maintained
appropriate insurance in respect of potential legal actions against
the Directors and its officers.
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DIRECTORS’ INTERESTS, LONG AND SHORT
POSITIONS IN SHARES, UNDERLYING
SHARES AND DEBENTURES

As at 31 December 2019, the interests and short positions of the
Directors and chief executives of the Company in the shares,
underlying shares and debentures of the Company and any of its
associated corporations (within the meaning of Part XV of the
Securities and Futures Ordinance (the “SFO”)) (the “Associated
Corporations”) as 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 of Hong Kong Limited (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 Listing Rules were as follows:

Long positions in the shares of the Company or any of the
Associated Corporations (including options granted under the
Company’s share option scheme):

Nature of Interest

EEME

Name of Director

EEpS

Personal Interest
(EPNG £

Lu Minfang
& SR

EERKRD HEROREEIENE
wmeFRRKR

RZFB-NFFTZA=1+—8 ARrAEFKE
ZITHRABRARR REEFBABEAE(EER
AR (TEFRBER) FEXVER)
(THEEAE ) Bty - AR REEZS - #
BEINAEBESFLREHRIFEIGREFENE
oM A B R KOX R - S T AR RIBH 8%+ Pk
5 RBLEHBETAEFETESFRZNREST
A (MR STTHEARRAMNEEHER S
FARDE (B MR MOXRMT

RARASEETAEBEERD O TR (BFER
BARRBRETBIX T BRE)

Total Number of
Ordinary Shares/
Underlying Share

Percentage of the

Company’s Issued
Share Capital®

HARATE BT
BAEANB DL

Held
BFREBER
1 B B A0 AR B

11,269,457 (L)® 0.29%
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Notes:

(1) It represents 402,048 shares granted to Mr. Lu Minfang in which
277,201 shares remain unvested under the restricted share award
scheme of the Company and 10,867,409 underlying shares in
respect of the share options granted under the Company’s share
option scheme.

2) The calculation is based on the number of shares as a percentage
of the total number of issued shares of the Company (i.e.
3,935,015,088 shares) as at 31 December 2019.

L Indicates a long position.

Details of the Company’s share option scheme and restricted
share award scheme are set out in the sections headed “Share
Option Scheme” and “Share Award Scheme”, respectively below.

Save as disclosed above, as at 31 December 2019, none of the
Directors and the chief executive of the Company had any
interests and short positions in the shares, underlying shares and
debentures of the Company or any of the Associated
Corporations as recorded in the register of the Company 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.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES
Save as disclosed under the sections headed “Directors’
Interests, Long and Short Positions in Shares, Underlying Shares
and Debentures” above and “Share Option Scheme” and “Share
Award Scheme” below, at no time during the year were rights to
acquire benefits by means of the acquisition of shares in or
debentures of the Company or any other body corporate granted
to any Director, or his or her respective spouse or minor children,
or were any such rights exercised by them; or was the Company,
or any of its holding companies, subsidiaries or fellow
subsidiaries, a party to any arrangement to enable the Directors
to acquire such rights in the Company or any other body
corporate.
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SUBSTANTIAL SHAREHOLDERS’ INTERESTS
As at 31 December 2019, the interests or short positions of
substantial shareholders of the Company, other than the Directors
or the chief executive of the Company whose interests and short
positions in the shares of the Company and of the Associated
Corporations are set out above, in the shares and underlying
shares of the Company as recorded in the register required to be
maintained under section 336 of the SFO were as follows:

Name of Substantial Shareholder FERREZ EZHE

COFCO Corporation HEEEER AR
COFCO (Hong Kong) Limited HREE(BB)BERAA
China Foods (Holdings) Limited HERMA(ER)BRAF
Farwill Limited TEBRDA

Colour Spring Limited FHRBRATA

COFCO Dairy Holdings Limited HRIEZERERA 7
COFCO Dairy Investments Limited HRIAERERRR
Prominent Achiever Limited HEBRAA

Arla Foods amba Arla Foods amba
Danone SA Danone SA

Danone Asia Pte Ltd Danone Asia Pte Ltd

JP Morgan Chase & Co JP Morgan Chase & Co
FIL Limited FIL Limited

Pandanus Associates Inc. Pandanus Associates Inc.
Pandanus Partners L.P. Pandanus Partners L.P.
Citigroup Inc. Citigroup Inc.

Schroders Plc Schroders Plc

Mitsubishi UFJ Financial Group, Inc.  Mitsubishi UFJ Financial Group, Inc.

Brown Brothers Harriman & Co. Brown Brothers Harriman & Co.

FERRESDR
RZZE-—NF+ZA=+—H8 BREBEESFLRHE
RPIE3B6IRREFENELMATECE - NAQ A
B EZRRER (RAR R KA LB ORGP ATE
BERRELIAREN EXEIINARREERE
ZITHA BRRIN) AR RIAR D K A8 B A& 5 9
E SPORBIAT

Percentage of
the Company’s

Issued

Number of Share Capital®
Ordinary Shares EARARE BT

EZERHA BRAEBALL®
1,233,700,758 (L) 31.35%
1,233,700,758 (L) 31.35%
1,233,700,758 (L)® 31.35%
1,233,700,758 (L)@ 31.35%
1,283,700,758 (L)@ 31.35%
1,2833,700,758 (L)@@ 31.35%
1,233,700,758 (L)@® 31.35%
1,233,700,758 (L)2© 31.35%
1,233,700,758 (L)@ 31.35%
1,233,700,758 (L)® 31.35%
1,283,700,758 (L)@ 31.35%
196,743,200 (L) 5.00%
6,629,343 (S) 0.17%
179,704,243 (P) 4.57%
269,496,000 (L)7 6.85%
1,415,437 (S)" 0.04%
269,496,000 (L) 6.85%
1,415,437 (S)7 0.04%
269,496,000 (L)" 6.85%
1,415,437 (9)7 0.04%
197,953,886 (L) 5.083%
381,000 (S) 0.01%
186,034,706 (P) 4.73%
277,368,052 (L) 7.05%
197,026,000 (L) 5.01%
199,857,023 (L) 5.08%
199,857,023 (P) 5.08%
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Notes:

COFCO Corporation is deemed interested in an aggregate of
1,233,700,758 shares in the Company through its wholly-owned
subsidiary, COFCO (Hong Kong) Limited.

COFCO (Hong Kong) Limited, Farwill Limited, Colour Spring Limited,
COFCO Dairy Holdings Limited, COFCO Dairy Investments Limited,
Prominent Achiever Limited, Arla Foods amba, Danone Asia Pte Ltd
are deemed interested in an aggregate of 1,233,700,758 shares in
the Company under section 317 of the SFO.

China Foods (Holdings) Limited (previously known as COFCO (BVI)
No. 108 Limited) is deemed interested in 1,233,700,758 shares in
the Company through its wholly-owned subsidiary, Farwill Limited.

COFCO Dairy Holdings Limited is deemed interested in
1,283,700,758 shares in the Company through its subsidiary,
COFCO Dairy Investments Limited.

COFCO Dairy Investments Limited is deemed interested in
296,028,044 shares in the Company through its wholly-owned

subsidiary, Prominent Achiever Limited.

Danone SA is deemed interested in 1,233,700,758 shares in the
Company through its subsidiary, Danone Asia Pte Ltd.

Based on the disclosure of interest filed by Pandanus Associates
Inc., FIL Limited is a controlled corporation of Pandanus Partners
L.P.,, which is in turn a controlled corporation of Pandanus
Associates Inc.

The total issued shares of the Company as at 31 December 2019
was 3,935,015,088.

Indicates a long position.
Indicates a short position.

Indicates a lending pool.

Saved as disclosed above, as at 31 December 2019, no other
interests or short position in the shares or underlying shares of
the Company were recorded in the register maintained under
Section 336 of the SFO.
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CONNECTED TRANSACTION

The share purchase agreement in relation to the
disposal of shares in Yashili New Zealand Dairy Co.,
Limited (“Yashili New Zealand”)

Reference is made to the annual report of the Company for the
year ended 31 December 2018 in relation to the share purchase
agreement in relation to the disposal of shares in Yashili New
Zealand, which constituted a connected transaction of the
Company. As disclosed in the announcement of the Company
dated 30 August 2019, Yashili (HK) and the Purchaser have
agreed in writing to terminate the Share Purchase Agreement with
effect from 30 August 2019. For further details, please refer to
pages 93 to 94 of the Company’s 2018 annual report and the
announcement of the Company dated 30 August 2019.

CONTINUING CONNECTED TRANSACTION

On 31 December 2014, the Company entered into a new master
sale and purchase agreement (the “2014 Master Sale and
Purchase Agreement”) with COFCO Corporation (“COFCQ”) to
renew the existing Master Sale and Purchase Agreement pursuant
to which the Group will continue to, subject to the Group’s
regular review and at the Group’s option, purchase white sugar,
edible oil, other raw materials and related products (including
packaging materials) from COFCO, its subsidiaries and certain
associated companies (collectively “COFCO Corporation Group
Companies”) for a term of three years commencing from 1
January 2015 and ending on 31 December 2017, which may be
extended at the Company’s option, for a further period of not
more than three continuous years, subject to compliance with any
relevant requirement under the Listing Rules. In view of the
anticipated expiration of the term of the 2014 Master Sale and
Purchase Agreement on 31 December 2017, the Company has
delivered an extension notice (the “Extension Notice”) to COFCO
to exercise its right to extend the term of the 2014 Master Sale
and Purchase Agreement for a further three years. The Company
received a confirmation from COFCO on 27 December 2017
acknowledging receipt of the Extension Notice. Following the
extension of the term of the 2014 Master Sale and Purchase
Agreement, the Group will continue to purchase (subject to the
Group’s regular review and at the Group’s option) white sugar,
edible oil, other raw materials and related products (including
packaging materials) from COFCO Corporation Group Companies
for a term commencing from 1 January 2018 and ending on 31
December 2020. The annual transaction amount under the 2014
Master Sale and Purchase Agreement for each of the three years
ended 31 December 2018 and 2019 and ending 31 December
2020 respectively is expected not to exceed RMB1,500,000,000.
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As COFCO, being a substantial shareholder of the Company, is a
connected person of the Company, the transactions under the
2014 Master Sale and Purchase Agreement (as extended by the
Extension Notice) constitute continuing connected transactions of
the Group.

As the applicable percentage ratios in respect of the transaction
value under the 2014 Master Sale and Purchase Agreement (as
extended by the Extension Notice) are on an annual basis more
than 0.1% but less than 5%, the continuing connected
transactions under the 2014 Master Sale and Purchase
Agreement (as extended by the Extension Notice) are subject to
the reporting, announcement and annual review requirements but
are exempt from the independent shareholders’ approval
requirement under Chapter 14A of the Listing Rules.

For the year ended 31 December 2019, the total amount paid/
payable by the Group to COFCO Corporation Group Companies
for the purchase of white sugar, edible oil, other raw materials
and related products (including packaging materials) was
approximately RMB491,357,000, and the pricing policies set out
in the announcements have been followed when determining the
price and terms of the transactions conducted during the year.

China Modern Dairy Holdings Ltd. (“CMD”) has purchased
feedstuffs and other related materials from COFCO Corporation
Group Companies in the past and will continue to purchase
feedstuffs and other related materials from COFCO Corporation
Group Companies (the “CMD Transactions”) commencing from 1
January 2018. The annual transaction amount under the CMD
Transactions for each of the three years ended 31 December
2018 and 2019, and ending 31 December 2020 is expected not
to exceed RMB500,000,000. The aggregated annual transaction
amount () under the 2014 Master Sale and Purchase Agreement
(as 