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SUMMARY

OVERVIEW

We are one of the top ten local brand milk powder companies in the PRC market N V. We are
principally engaged in the production, marketing, and sale of medium-to-high and premium-priced
milk formula products in China. Our dairy products are classified into the following two main
categories:

° milk formula products; and
° whole milk powder products.

Our milk formula products and whole milk powder products include a full range for infants and
children. Our infant and paediatric milk formula products aim to supply the balanced nutrition that an
infant or a child needs in his or her first few months and throughout the various stages of childhood
growth and development. In addition, we have milk formula products fortified with various vitamins
and essential minerals that aim to provide supplements in meeting special nutritional requirements for
older children, adults, the elderly, pregnant and lactating women. Our Directors believe that our broad
range of products enables us to better target consumers across different income groups with different
product value propositions, thereby satisfying their particular needs.

Our main product category, milk formula products, comprises the Shi Jia Series ft /il it 77 #5#3
Z%, the Emilon Series % FE4EHL /T Ui45 R 5 and the Daqing Series KEEMEL W54 R 5. The
products in our Shi Jia Series are designed for consumers of premium-priced milk formula products
which are suitable for infants and children at different growth stages as well as post-natal women. We
aim to target our Shi Jia Series at consumers in second- and third-tier municipalities, particularly
eastern coastal cities of the PRC. The products in our Emilon Series are designed for consumers of
medium-to-high priced milk formula products catering for the changing nutritional needs of growing
infants and children. We aim to target our Emilon Series at consumers in second- and third-tier
municipalities. The products in our Daqing Milk Formula Series are designed for consumers of
low-to-medium priced milk formula products suitable for children, adults and the elderly. We aim to
target our Daqing Milk Formula Series at consumers in villages and counties near second- and
third-tier municipalities. Our whole milk powder products are sold under the brand KB § “Daqing”.
In addition, we produce a variety of ice cream products under our own brand E#¥L “Qingru” with over
10 flavours.

We mainly sell our milk formula products and whole milk powder products through an extensive
network of 120 distributors in China which are Independent Third Parties. Our distributors sell our
milk formula products and whole milk powder products to their sub-distributors or directly to retail
outlets, such as department stores, shopping malls, supermarkets, and children’s and parenting
specialty stores, in 21 provinces and Chongqing municipality. We have non-exclusive agreements with

Note:

(1)  According to the Euromonitor International Report, we ranked ninth among the local brand owners in the Milk Powder
market in China with a 1.5% of market share and 15th among the brand owners in the Milk Powder market in China
(which comprised both foreign and local brand owners) with a 1.5% of market share in terms of sales value in 2009. We
have commissioned Euromonitor International, an Independent Third Party, to prepare the Euromonitor International

Report.
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all of our current distributors. These agreements are generally for a term of one year. Our Directors
have confirmed that a majority of our current distributors with whom we have entered into the
distribution agreements are privately-owned entities. In general, we require our distributors to pay the
full purchase price before we deliver our products to them. Our distributors are only permitted to sell
our milk formula products and whole milk powder products in their designated distribution areas
under the distribution agreements. We monitor and ensure, through our district sales managers for each
geographical region, that our distributors do not compete in the same designated distribution areas. If
any of our distributors is in breach of the above term of the distribution agreements, we have the right
to terminate the relevant distribution agreement. We sell our milk formula products and Daqing
sweetened whole milk powder directly to supermarkets, and other retail chain stores in Daqing
municipality and other customers who purchase from us on an ad hoc basis, and our whole milk
powder (packaged in 25 kg bags) directly to our customers such as food processing enterprises. We
intend to continue selling our milk formula products and whole milk powder products in Heilongjiang
province through our distributors and by way of direct sale, and in areas outside Heilongjiang province
through our distributors. For each of the financial years ended 31 December 2008 and 31 December
2009, and the six months ended 30 June 2010, approximately 71.7%, 69.1% and 85.3% of our sales,
respectively, were made to our distributors. For each of the financial year ended 31 December 2007
and the Predecessor Track Record Period in 2008, approximately 59.4% and 77.3% of the sales of the
Daqing Dairy Group, respectively, were made to our distributors. We sell our ice cream products
directly to retail outlets in Daqing municipality and the areas which are in close proximity to Daqing

municipality.

According to the Euromonitor International Report, we ranked ninth among the local brand
owners in the Milk Powder market in China with a 1.5% of market share and 15th among the brand
owners in the Milk Powder market in China (which comprised both foreign and local brand owners)

with a 1.5% of market share in terms of sales value in 2009.
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(5)

Although Global Milk Singapore was incorporated on 15 September 2006, the financial information of the Group has
only presented the financial information of the Group from 8 October 2007, which was the date Global Milk Singapore
was acquired by the Controlling Shareholder. However, Global Milk Singapore did not commence its business operations
until its acquisition of the entire equity interest of Daqing Dairy on 25 July 2008. As a result, the financial information
of the Group relating to the period from 8 October 2007 to 31 December 2007 is not comparable to the financial years
ended 31 December 2008 and 2009. Furthermore, the Group only had substantial business operations from 25 July 2008
which has a material effect on the comparability of the financial information of the Group for the financial year ended

31 December 2008 with the financial year ended 31 December 2009, which had business operations for the full year.

Since the establishment of our production facility in Daqing in 1970, we have received various

awards and certifications which have helped increase the brand recognition of our products. Some of

our key awards and certifications include the following:

Year of award/

Awards/certifications certification Key issuing institution/authority

“Green” Food Product Certification 2007 China Green Food Development Centre
(B ok £ iy R R L)

National Quality Assurance Food Products 1999 China Food Industry Association
(B Z B R R ) (FH R TS T )
Provincial Advanced Enterprise on Quality 1999 Quality Control Management Association
Control Management of Heilongjiang Province
(EHHEBEHAERE) CREETLEHH RE )
Famous Trademark in Heilongjiang 1999 Heilongjiang Provincial Administration
Province (SBHEVLE ¥ & M) for Industry & Commerce

CREEVLA LT B HLR)
Famous Brand in Heilongjiang Province 1996 Heilongjiang Quality Supervision and
for the Year 1996 (Daqing Milk Powder) Inspection Association
(199645 HEHE L5144 5t Jit 2 i CREETLHE B BB a),
R B LW 41)) Heilongjiang Quality Control Management

Association (BFETLEE 2 # I €) and
the Consumers’ Association of

Heilongjiang Province

CREELHMNEEHE)
National Advanced Enterprise (Quality 1995 China Food Industry Association
and Efficiency Type in food industry) (PR &8 T e
SR AT SR B A A B i 3E)
Advanced Enterprise on Technical 1991 People’s Government of Daqing
Supervision for the Year 1990 Municipality (KRBT A RBURT)

(19904 & 7 il 15 B S B4 )
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We are strategically located in Daqing municipality in the west of Heilongjiang province in the
PRC. Daging is in the central part of the Songnen Plain (#AM*F-Jil) in Heilongjiang province.
Heilongjiang province is located along the world’s dairy belt region with a latitude of approximately
43 to 53 degrees, along with the Netherlands, Denmark and Hokkaido in Japan, which is a region
known for unique geographic conditions including vast grasslands and a cool climate.

We source raw milk, the primary raw material for the production of our products, from selected
milk collection centres which, in turn, collect raw milk from dairy farms and individual dairy farmers
in proximity to Daqing municipality. We have non-exclusive raw milk supply agreements with over
10 milk collection centres, which provide us with sufficient and stable supply of high quality raw milk.
We have non-exclusive raw milk supply agreements which are generally for a term of one year. Both
parties to the relevant non-exclusive raw milk supply agreement have the right to terminate the
agreement if the agreement cannot be implemented due to the occurrence of any unforeseeable
circumstances that prevent any of the parties to the agreement from performing the agreement. We also

have the right to terminate the agreement if the raw milk supplied contains contaminants.

The table below sets out the revenue attributed to the sales of the milk formula products and
whole milk powder products to the Daqing Dairy Group’s customers for each of the financial years
ended 31 December 2007 and 2008, and the Group’s customers for the financial year ended 31
December 2009, and the six months ended 30 June 2010:

Daqing Dairy Group The Group
Year ended Year ended Year ended Six months ended
31 December 2007 31 December 2008 31 December 2009 30 June 2010
Revenue Revenue Revenue Revenue

RMB % of total RMB % of total RMB % of total RMB % of total

(thousand) revenue (thousand) revenue (thousand) revenue (thousand) revenue

Distributors 181,512 59.4 323,846 74.7 352,324 69.1 318,732 85.3
- Top five distributors 116,018 38.0 124,946 28.8 60,974 12.0 34,200 9.1

Other customers N D 123,951 40.6 107,670 24.9 140,952 27.6 42,876 11.5

Note:

(1)  These include supermarkets, retail chain stores, food processing enterprises, and customers who purchased milk formula

products and whole milk powder products from us directly on an ad hoc basis.



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

SUMMARY

For each of the financial years ended 31 December 2008 and 2009, and the six months ended 30
June 2010, we generated revenue of RMB197.4 million, RMB510.0 million and RMB373.9 million,
respectively N°'® D For each of the financial year ended 31 December 2007 and the Predecessor Track
Record Period in 2008, the Daqing Dairy Group generated revenue of RMB305.5 million and
RMB235.9 million, respectively. Our profit and total comprehensive income for each of the financial
years ended 31 December 2008 and 2009, and the six months ended 30 June 2010 was RMB54.1
million, RMB133.5 million and RMB108.4 million, respectively. The profit and total comprehensive
income of the Daqing Dairy Group for each of the financial year ended 31 December 2007 and the
Predecessor Track Record Period in 2008 was RMB84.7 million and RMB56.1 million, respectively.

We have two production facilities in Daqing municipality and Wuchang municipality. Our current
design annual milk powder production capacity of our milk formula products and whole milk powder
products is approximately 31,011 tonnes.

We have adopted a strict quality control system over our production, from the sourcing of raw
milk to production, and have adopted stringent quality standards which comply with the applicable
PRC government standards. This was evidenced by the various awards and certifications we received,
including the GMP certification in respect of the phase one production lines at our Daqing production
facilities, which we obtained in 2007. For further details, please refer to the section headed “Business
— Awards, permits and certifications” in this document. In 2010, we obtained ISO9001:2008
certification for the design, production and sale of dairy products (milk powder and liquid milk),
infant milk formula and cold beverages. We ensure that all raw milk supplied to us is tested and
analysed on-site for its content before we use them in our production. We conduct periodical
inspection on our finished products to ensure compliance with the applicable quality standards in the
PRC. As far as our Directors are aware, our products have not been cited for quality issues by either

government entities or the media in the PRC.

As at 30 June 2010, we had approximately 29 employees engaged in quality control, of whom
27 were degree holders or had received tertiary education in disciplines mainly related to food science
and technology or biotechnology. We have appointed Ms Wang Li Ying (F %) as the manager of our
quality control and product development department with responsibility for our overall quality
control. Ms Wang, aged 31, is a graduate of HJtEEKE (Northeast Agricultural University) with
a Bachelor of Science degree in Food Science and Engineering. Before joining us in 2008, she had
over six years of experience in the food industry. In 2003, Ms Wang was appointed as a Food Sensory
Evaluation Expert (B EMFTHEK) by BELAHTCZLILERMARAR (Heilongjiang
Wondersun Dairy Co., Ltd.*). In 2006, Ms Wang received her Qualification Certificate for
Professional Post Holding in Heilongjiang Province (& V11 2% & 5 iy % AT ik 4% 76 ) as a food
engineer issued by the Heilongjiang Province Human Resources Department ((2FEVL# A FEE).

Note:

(1) Our revenue of RMB197.4 million generated in the financial year ended 31 December 2008 reflected the revenue we
generated from 25 July 2008 to 31 December 2008 as we did not have any substantial business operations until our
acquisition of Daqing Dairy on 25 July 2008. As such, our revenue for the financial year ended 31 December 2008 is

not comparable to that of the financial year ended 31 December 2009, which had business operations for the full year.
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Our quality control team closely monitors the implementation of our quality control system,

which involves the following quality control measures:

(a) asraw materials we purchase may contain contaminants which are harmful to human health,
we test the content and quality of all raw milk delivered to us, which include the level of
protein, fat, antibiotics and impurities, and acidity to ensure compliance with the National
Quality Standard for Raw Milk (7 #E A [ 3 A0 5 [ 5 1 48 A= - FLY A ¥E) and also test
the level of melamine in the raw milk to ensure compliance with the applicable quality
standards in the PRC. We also carry out sampling tests on other raw materials we purchase
for use in our production process such as sucrose, whey powder, vegetable oil, mineral
supplements, lactose, maltose, whey protein concentrate and various flavourings for
bacteria content and both physical and chemical properties before we accept and store them
for use at a later stage in our production process. As these raw materials generally have
product expiry dates, we check the raw materials and their product expiry dates before we

use them in our production;

(b) we test our semi-finished products for the water content and the level of fat and impurities
in accordance with our internal quality standards. We also carry out tests on the content and
quality of our finished products, which include the level of protein, fat, sucrose, impurities,
bacteria and antibiotics to ensure compliance with the applicable quality standards in the
PRC; and

(c) we provide our quality control staff members with compliance training to ensure proper

implementation of our quality control procedures.

During the Track Record Period, none of our products was found unfit for consumption and we
did not experience any product dispute, product recall or return of products which may have had a
material adverse effect on our financial condition or operating results. Our Directors have further
confirmed that during the Track Record Period, none of our products had been subject to any
government sanctions relating to quality.

COMPETITIVE STRENGTHS

Our Directors believe that our historical success and future prospects are underpinned by a
combination of competitive strengths including:

° Access and proximity to strategic production location, quality raw milk source and ideal

dairy farming climate.

° Wide range of milk formula products and whole milk powder products, and effective
product positioning capabilities.

° Stringent quality control standards and high quality products.
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° Strong brand recognition and extensive network.
o Experienced senior management team.

BUSINESS STRATEGIES

Our overall business objective is to become a leading vertically integrated producer of dairy
products in China with a broad range of product offerings and a strong focus on medium-to-premium
priced milk formula products. To achieve this objective, we have formulated the following major

business objectives:

° Expand our product offerings.

° Enhance our brand recognition nationwide.

° Reinforce and expand our distribution network in the PRC.

° Evaluate integration opportunities to expand our business upstream into raw milk

production.

We intend to pursue a two-stage strategy to realise our vertical integration plan. The first stage
of our vertical integration plan involves our plan to construct a cattle farm designed to raise dairy
cows. Based on our preliminary plan and estimate, we expect that the total capital expenditures we
require for the implementation of the first stage of our vertical integration plan will be approximately
RMB350.0 million, comprising RMB150.0 million for the purchase of mature and productive female
dairy cows, RMB 180.0 million for the construction of cattle sheds, milking stations and ancillary
facilities, and RMB20.0 million as working capital for the first year operations of the first stage of
the above plan. We intend to implement the above first stage of our integration strategy and use our
internal cash flows to fund the remaining portion of the required capital expenditures. We will review
and evaluate the results of the implementation of the first stage of our vertical integration plan before

determining the timing and scale of the second stage of our vertical integration plan.

In the second stage of our vertical integration plan, we intend to provide capital, management

expertise and implement new technologies to develop the following facilities:

° cattle ranches, including heating in winter and cooling in summer to allow the cattle to be

kept in optimal temperatures of nine to 17 degrees;

° sanitation and waste treatment facilities;

° veterinary services;



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

SUMMARY
° milk collection and delivery services; and
° centralised import of brood stock and purchase of cattle feed and other materials to achieve

economies of scale.

While we intend to implement the first stage of our vertical integration plan by ourselves, we
plan to involve the People’s Government of Daqing Municipality (KET ARBUM) and existing
farmers in the vicinity of Daqing municipality as part of the second stage of the above vertical
integration plan. Pursuant to a letter of intent of 19 August 2010 between Daqing Dairy and the
People’s Government of Daqing Municipality (KB i AR EURT), the People’s Government of Daging
Municipality (KB AREF) has indicated in principle that it will (i) provide us with lands
(including grasslands) in the vicinity of Daqing municipality and other facilities to assist us in the
construction of a cattle farm, (ii) lease or procure the leasing of cattle farms to us to the exclusion of
other dairy product enterprises, and (iii) provide loan guarantees to dairy farmers so that they are able
to secure bank loans for the purchase of high quality cattle brood stocks. Furthermore, the involvement
of dairy farmers enables them to tend cattle herd within our centralised facilities and increase their
yield and efficiency through the use of modern cattle husbandry techniques and technologies. This will
allow us to have access to suitable pasture lands while enable us to shift risks associated with
ownership of cattle brood stocks to dairy farmers.

The Daqing Development Area Committee views our continued growth as an impetus to the
development of the local agriculture and animal husbandry product processing industry in Daqing
municipality and has confirmed that it will introduce with various policies which will support our
future growth.

Furthermore, the People’s Government of Wuchang Municipality (BBFEVLE 1 # A REUM)
has, on 5 August 2010, also indicated in principle that it will support our future plan to undertake the
vertical integration strategy.

Given the importance of raw milk in our production chain, the melamine incident in 2008 and
the recent incident relating to hormone-tainted milk formula products in China, our Directors believe
that our ability to control the reliability and safety of the source of raw milk will increasingly become
a critical success factor in the dairy product market in the PRC. Our Directors further believe that
while this vertical integration strategy is currently not expected to create a stand-alone business
segment within our Group, it is expected that this should enable us to produce raw milk we require
for our production internally and eliminate our need to rely on external sources for raw milk in the
future. This, in turn, provides an opportunity for us to better control over the quality of the raw milk
we use, the stability and sufficiency of the supply of raw milk and the price of raw milk, so as to
enhance our competitiveness in terms of pricing and costs of sale and ensure our continued success
in the PRC dairy industry.

As at the Latest Practicable Date, we had not identified any potential cattle farms for acquisition
and had not entered into any legally binding agreement or arrangement in respect of any investment
in cattle farms. We plan to pursue this vertical integration strategy and seek suitable upstream
investment opportunities.
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RISK FACTORS

There are certain risks involved in our operations. A detailed discussion of the risk factors that
our Directors believe are particularly relevant to our Group is set out in the section headed “Risk
Factors” in this document. We have categorised these risks as (a) risks relating to our business; (b)
risks relating to our industry; and (c) risks relating to conducting business in the PRC. The following
is a list of the risk factors discussed in that section:

Risks relating to our business

o We depend on third party suppliers of raw milk and other raw materials, and we may not
be able to secure a stable supply of raw materials with acceptable quality or on acceptable

terms.

° We rely on our distributors to distribute and market our products, and their failure to
perform to our expectations may have a material adverse effect on our business, financial

condition and operating results.

° We rely on milk formula products and whole milk powder products as our primary type of
products. If we fail to improve or maintain our market position or to diversify our product
range and expand our product offerings, our business, financial condition and operating

results may be materially and adversely affected.

° Our success depends on our ability to gain market acceptance and market share for our

products and our growth strategy to achieve this may not prove successful.

° We intend to evaluate integration opportunities to expand our business upstream into raw
milk production, which may fail to yield benefits and could negatively impact our existing
business.

° We may be unable to obtain financing on favourable terms, or at all, to fund our continuing
business operations, existing and future capital expenditure requirements, acquisition and
investment plans and other funding requirements.

° Our gross profit margins decreased during the Track Record Period.
° Our operations at manufacturing facilities may be disrupted.
° Substantial increases in the cost of purchases of coal may have a material adverse effect on

our business, financial condition and operating results.

° We may not be successful in maintaining an effective quality control system at our
manufacturing facilities.

— 10 —
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° Failure to fully utilise the production capacity of, or to operate, our new production
facilities as anticipated may materially and adversely affect our business, financial
condition and operating results.

° We do not have an integrated, comprehensive and enterprise-wide management information
system. As a consequence, we may not be able to manage our expansion and operations
effectively, and our ability to operate our business efficiently may be hindered.

° We did not comply with PRC regulations relating to the housing provident fund.

° We may experience a shortage of labour and our labour costs may increase.

° We rely on our key personnel and our ability to attract and retain qualified personnel. If we
are unable to attract, motivate or retain such qualified personnel, our business may be
materially and adversely affected.

° The financial information of the Daqing Dairy Group is not directly comparable with that
of our Group.

° Our operating results are subject to seasonal fluctuation and other variations.

° We are exposed to payment delays or defaults by our customers.
° Our internal control policies and procedures may be inadequate or ineffective.
° We face possible infringement of our trademarks and other intellectual property rights and

possible counterfeiting of our products, and may inadvertently infringe third party
intellectual property rights.

° We may be subject to product liability claims if our products are found to be unfit for
consumption or cause illness.

° We may not have insurance coverage that is adequate to cover potential liabilities or losses.

° Delivery delays or poor handling by distributors and transport operators may have a
material adverse effect on our business, financial condition and operating results.

° There may be a dilutive effect on the earnings per Share associated with the Share Option
Scheme and an impact on future earnings.

° The interests of our Controlling Shareholder may not always coincide with the best interests
of our Company and our other Shareholders, and we have a limited operating history under
our Controlling Shareholder.
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Risks relating to our industry
° We operate in a highly competitive market.
° Adverse publicity concerning milk formula and other dairy products may affect our

business performance or damage our reputation, and their societal impact may lead to

additional government regulations.

° The PRC Milk Powder industry, including the Baby Milk Powder industry, may face slower
growth.

° The PRC Government food safety and food production laws and regulations may become
more onerous, and our related certificates may be revoked, or may not be renewed or
extended, which may materially and adversely affect our business, financial condition and

operating results.

° We may be subject to higher compliance costs if PRC environmental protection laws and
regulations become more onerous, which may materially and adversely affect our business,

financial condition and operating results.

° Global market fluctuations and economic downturn may materially and adversely affect our

business, financial condition and operating results.

Risks relating to conducting business in the PRC

° Any adverse change in the political and economic policies of the PRC Government may
materially and adversely affect our business, financial condition and operating results and

may result in our inability to sustain our growth and expansion strategies.

° Inflation in China may have a material adverse effect on our business, financial condition

and operating results.

° There are uncertainties regarding the interpretation and enforcement of PRC laws, rules and

regulations.

° PRC regulations relating to acquisitions of PRC companies by offshore holding companies
may limit our ability to acquire PRC companies and may materially and adversely affect the

implementation of our acquisition strategies as well as our business and prospects.

° Implementation of the PRC Labour Contract Law and other labour-related regulations in
China may materially and adversely affect our business, financial condition and operating

results.
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° Failure to comply with the SAFE regulations relating to the establishment of special
purpose vehicles by our beneficial owners may materially and adversely affect our business
operations, limit our ability to inject capital into our PRC subsidiaries, limit the ability of
our PRC subsidiaries to distribute profits to us or subject us to fines.

° PRC regulation of loans and direct investment by offshore holding companies to PRC
entities may delay or prevent us from using proceeds we receive from the [®] to make loans
or additional capital contributions to our PRC subsidiaries.

° Failure to comply with PRC regulations in respect of the registration of our PRC citizen
employees’ share options may subject such employees or us to fines and legal or
administrative sanctions.

° Our Company is a holding company that relies on payments from our subsidiaries for
funding.

° We may be deemed to be a PRC tax resident under the EIT Law and be subject to PRC
taxation on our worldwide income.

° Fluctuations in foreign exchange rates and changes in foreign exchange regulations may
materially and adversely affect our business, financial condition, operating results and our
ability to remit payments.

° Income in respect of our Shares or dividends from PRC subsidiaries may become subject
to PRC taxes.

° It may be difficult to effect service of process in connection with disputes brought in courts
outside the PRC on, or to enforce judgements obtained from non-PRC courts against, us or
our management who reside in the PRC.

° Acts of God, acts of war, epidemics, such as severe acute respiratory syndrome (SARS),
H5N1 avian flu or HINI influenza, and other disasters may affect our business.

THE MELAMINE INCIDENT

In July 2008, several infants in Gansu province in the PRC were diagnosed with kidney stones
after consuming milk powder products produced by a milk formula producer in the PRC that were
contaminated with melamine. This led to a nationwide investigation into dairy products, particularly
milk formula, for traces of melamine. According to the investigation carried out by the AQSIQ in 2008
on the products of 109 milk formula product producers in the PRC, the products of 22 milk formula
product producers in the PRC (which did not include us) were found to have been contaminated with
melamine. The AQSIQ has subsequently also carried out random sampling tests on the content of
melamine in the products of various dairy product producers in the PRC, including us, which revealed
that (i) our Daqing Hi-Calcium and Hi-Iron Milk Formula for women (400 g per box) and Daqing
Multi-Vitamin Hi-Calcium Milk Formula (for the elderly and the middle-aged) (400 g per box) under
our Daqing Milk Formula Series, and (ii) our Follow-up Milk Formula (Stage 2) under our Emilon
Series (400 g per box), which were subject to the tests, passed the melamine tests. The incident caused
the death of a few infants in the PRC and left thousands of infants in the PRC hospitalised due to the
development of kidney stones and kidney failure caused by the consumption of the milk formula
products that were contaminated with melamine. The PRC Government has subsequently taken

— 13 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

SUMMARY

stringent measures to ensure safety of dairy products such as recalling, taking off from retail shelves
and destroying the milk formula products that were contaminated with melamine. The AQSIQ has also
sent officers to quality control departments of the milk formula product producers in the PRC to
monitor their production processes and inspect the quality and safety of the finished products.

The melamine scandal in 2008 undermined consumers’ confidence in paediatric milk formula
produced by milk powder sourced domestically, which was reflected in the significant drop in such
purchases and resulted in a decrease in production volume and led to more consumers in the PRC
shifting their purchase of infant milk formula from domestically sourced infant milk formula to
internationally sourced infant milk formula. According to the Euromonitor International Report, the
retail sales volume of the Milk Powder market in China dropped by 3.2% in 2008 from 678,580 tonnes
in 2007 to 656,600 tonnes in 2008.

Our Directors believe that the common ways in which our products may be contaminated with
melamine are (i) the use of melamine-contaminated cattle feed to feed the dairy cows which form the
source of the raw milk supplied to us, and (ii) the addition of melamine by third parties into raw milk
at the milk collection centres or prior to the delivery of raw milk to us, or the addition of melamine
during the production process of our products. Our Directors have confirmed that during the Track
Record Period, (i) we did not add any melamine into our products (ii) none of our products contains
any melamine, and (iii) we did not experience any product dispute, product recall or return of products
which may have had a material adverse effect on our financial condition or operating results. Our
Directors have further confirmed that during the Track Record Period, none of our products had been
subject to any government sanctions relating to quality.

Our Emilon Series of milk formula products, which are targeted at consumers of the
middle-to-high income group in the second- and third-tier municipalities in China, has been negatively
affected by the melamine incident. This led some consumers within this target customer group, which
generally have stronger purchasing power, to switch to imported brands of milk formula. While this
slowed the rate of our revenue growth of the Emilon Series, sales of our Emilon Series still increased
despite the difficult market conditions. On the other hand, our Daqing Milk Formula Series recorded
faster revenue growth as a result of the melamine incident. The melamine incident led certain players
in China that were affected by the melamine incident to exit the market. As consumers in the counties
and villages in rural areas in China generally have a lower purchasing power, they were not able to
switch to imported brands which are generally higher-priced products. As a result, the consumers in
these areas switched to other local brand products such as our Daqing Milk Formula Series, which are

targeted at consumers in villages and counties near second- and third-tier municipalities in the PRC.

The gross profit margin of the Daqing Dairy Group decreased from 49.9% for the financial year
ended 31 December 2008 to 46.9% for the financial year ended 31 December 2009, primarily due to
a decrease in the gross profit margin of the Daqing Dairy Group for our milk formula products, which
was partially offset by an increase in the gross profit margin of the Daqing Dairy Group for our whole
milk powder products. The gross profit margin of the Daqing Dairy Group for our milk formula
products declined 3.8% from 57.3% for the financial year ended 31 December 2008 to 53.5% for the
financial year ended 31 December 2009. The decline in the gross profit margin of the Daqing Dairy
Group for our milk formula products was primarily due to the decline in the gross profit margin of the
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Emilon Series milk formula by 3.7%, as a result of changes in the sales mix of the Emilon Series
product offerings with more of the lower margin Emilon Bei Cong Series being sold compared to the
higher margin Emilon Shuang Neng Series as target consumers in the higher priced market segment
were more affected by the melamine incident.

The gross profit margin of the Daqing Dairy Group increased to 51.2% for the six months ended
30 June 2010 primarily due to the introduction of our Shi Jia Series with relatively higher gross profit
margin of 71.4% and the shift in product mix in favour of the higher gross profit margin milk formula
products from 84.6% of revenue in the year ended 31 December 2009 to 89.7% of revenue in the six
months ended 30 June 2010.

The tests conducted by an external testing centre on some of our milk formula products and
whole milk powder products in 2008 and 2009 on a sampling basis, and the tests conducted by two
external testing centres on all of our milk formula products and whole milk powder products in 2010,
confirmed that these products did not contain melamine. These external testing centres are
Independent Third Parties. Furthermore, the various internal melamine tests carried out by us on the
raw milk supplied to us and some of our finished products in 2008 and 2009 confirmed that these raw
milk and finished products did not contain any melamine.

THE HORMONE-TAINTED MILK FORMULA INCIDENT

In August 2010, three infants in Hubei province in the PRC were reported to have experienced
pubescent development, which was allegedly caused by the content of estrogen hormones found in a
particular local brand milk formula products they consumed. This resulted in the Ministry of Health
of the PRC launching an investigation into the above alleged claims. The clinical investigation
conducted by the Ministry of Health of the PRC on the residue of milk powder consumed by these
infants revealed that the milk formula products involved did not contain estrogen hormones such as
diethylstilbesterol (Z & #ENT), medroxy progesterone acetate ([itif& H Z2[), estradiol (M —F¥) and
progesterone (Z2M) that caused these infants’ pubescent development.

Our enquiries with the National Dairy Product Testing Centre of the PRC (I % 2L gl L),
the Ministry of Agriculture of the PRC, various external testing centres in Heilongjiang province and
a testing centre in Guangzhou, a PRC government agency operated by the PRC municipal government,
confirm that presently, there are no requirements and applicable standards on testing of the content of
estrogen hormones in dairy products in the PRC. To the best of the knowledge of the Directors, our
discussions with the testing centre in Guangzhou have also confirmed that as the PRC Government has
not adopted any formal applicable standards for testing the content of estrogen hormones, the testing
centre in Guangzhou will not issue any appraised report on its testing results with legal force. In view
of this, any report that the testing centre in Guangzhou may issue on the testing results will indicate
only the existence of hormones in the products tested and such report is for reference only. An external
testing centre outside the PRC, which is an Independent Third Party, was appointed to carry out a
sampling test on the content of various hormones, including the above estrogen hormones, in some of
our products. The external testing centre confirmed that based on the minimum detectable limits of the
testing equipment used to carry out the tests, the tests did not detect any of the above estrogen
hormones in the sample products that were tested. Our Directors consider that the test results from the
above testing centre outside the PRC on the content of estrogen hormones in some of our products are
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sufficient indications that our milk formula products do not contain estrogen hormones. If the PRC
Government imposes any requirements and applicable standards on testing of the content of estrogen
hormones in dairy products, we will carry out such tests on our products in compliance with the

applicable requirements and standards.

We carry out tests on the content and quality of raw milk delivered to us and our finished
products in accordance with the applicable quality standards in the PRC. Our Directors have
confirmed that as there are no requirements and applicable standards in the PRC on the testing of the
content of estrogen hormones in dairy products, including raw milk, we do not put in place a quality
control measure to test the content of estrogen hormones in raw milk delivered to us and our products.

Our Directors have further confirmed that we do not add any estrogen hormones into our products.

While our Directors believe that the above alleged hormone-tainted milk formula incident does
not have a material adverse effect on our sales of milk formula products since the incident, the incident
may undermine consumers’ confidence in domestic milk formula products, in particular, paediatric
milk formula products and consumers may avoid their purchase of local brand milk formula products
in the PRC. This may, in turn, have an impact of the sales of local brand milk formula products in the
PRC. Please refer to the section headed “Risk Factors — Adverse publicity concerning milk formula
and other dairy products may affect our business performance or damage our reputation, and their
societal impact may lead to additional government regulations” in this document for further

information.
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PRE-IPO INVESTMENTS IN THE COMPANY

Since our Company’s incorporation, the Pre-IPO Investors and our Controlling Shareholder have

made various investments in our Company in the following manners:

Date

Type of Agreement

Parties

Amount/ Consideration

Remarks

1 November 2009

20 November 2009

Share transfer agreement (1) Mr Zhao

in respect of the transfer of
10.3% of the entire issued
share capital in our
Company from Mr Zhao to
Kenmoore  (“Kenmoore

Transfer Agreement”).

Investment agreement
(“Investment
Agreement”)
of:

(i) a bridging finance

consisting

portion  (“Bridging

Loan”); and

(2) Kenmoore

(1) Company

(2) The Pre-IPO Investors in

the following proportions:

a.  Kenmoore
(approximately 17.8%)

b.  Venstar Investments
(approximately 11.9%)

¢. 2G Capital
(approximately 14.3%)

d. NF Capital
(approximately 14.3%)

e.  Magic Carpet
(approximately 14.3%)

f. Providence SOGF
(approximately 3.6%)

Approximately  US$6.01

million

Bridging Loan Amount:

§$21 million (approximately

RMB102.3 million)

Consideration determined on the basis of 4
times price earnings ratio of the Group’s NPAT
for the financial year ended 31 December 2009
and assuming a NPAT of RMB100 million.

The purchase price per Share (on a sub-divided
basis) would be approximately HK$0.82 each.

Completion took place on 18 November 2009
whereby the full consideration was paid by
Kenmoore and 57 ordinary shares of HK$0.01
each in the capital of our Company,
representing 10.3% of our then issued share
capital, was transferred by Mr Zhao to

Kenmoore.

Under the terms of the Investment Agreement,
the Bridging Loan and the proceeds of the
Share subscription may only be utilised for the
purpose of funding the acquisition of Daqing
Dairy by Global Milk Singapore.

The maturity date of the Bridging Loan was
three months to 28 February 2010. Upon
maturity, the full Bridging Loan Amount
together with a one-time processing fee of 2%

of the Bridging Loan Amount was repayable.

The total amount repayable had been fully
repaid immediately prior to the maturity date
of the Bridging Loan by Kenmoore (S$11.55
million, approximately RMB56.11 million) and
Mr Zhao (S$9.87 million, approximately
RMB47.95 million) for and on behalf of our
Company.

As a result of the above repayment, our
Company became indebted to Mr Zhao and
Kenmoore in the aggregate amount of S$21.42

million (approximately RMB104.32 million).
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Date

Type of Agreement

Parties

Amount/ Consideration

Remarks

(i) a  subscription  of
Shares portion
whereby the Pre-IPO
Investors agreed to
subscribe for 127,829
Shares (“Share
Subscription”)

g. Blooming Global

(approximately 2.4%)

h. Broad Idea

(approximately 6.0%)

i. Mr Lee

(approximately 11.9%)

j. Mr Chua

(approximately 3.6%)

(3) Mr Zhao CW and Mr Zhao,

as warrantors

Share Subscription
amount:

S$$21 million (approximately
RMB102.3 million)

The  Bridging  Loan
Amount and the Share
Subscription amount were
paid by 2 December 2009.

18 —

(i) We settled the amount due to Mr Zhao by
paying him a sum of S$7.8 million
(approximately RMB 37.73 million) in cash on
11 March 2010 and by applying the balance of
$$2.07 million (approximately RMBI10.14
million) on 28 February 2010 towards the
outstanding sum due from him to our Company
under the Subscription Agreement (see below),
and (ii) we settled the amount due to Kenmoore
by applying the entire sum of S$11.55 million
(approximately RMBS56.11 million) on 28
February 2010 towards the investment agreed
to be paid by the Pre-IPO Investors under the
SSFA (see below).

The $$9.87 million (approximately RMB47.95
million) required by Mr Zhao to partially settle
the Bridging Loan Amount was borrowed by
Mr Zhao from Kenmoore on 30 January 2010
(the “January 2010 Loan”). This amount
(together with the December 2009 Loan (see
below)) was repaid in two tranches (in June
2010 and July 2010) on behalf of Mr Zhao by
Mr Zhao CW through his controlled company,
namely Dazheng Real Estate to Mr Chua Beng
Huat, a director and controlling shareholder of
Kenmoore. Payments were made in cash in
RMB in China.

Consideration for the Share Subscription was
determined on the basis of 6 times price
earnings ratios of our Group’s NPAT for the
financial year ended 31 December 2009 and
assuming a NPAT of RMB100 million.

The purchase price per Share (on a sub-divided
basis) would be approximately HK$0.91 each.
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Date

Type of Agreement

Parties

Amount/ Consideration

Remarks

20 November 2009

28 January 2010

Subscription agreement in (1) Company

respect of 63,171 Shares
by Mr Zhao
(“Subscription
Agreement”)

Second  series
agreement (the “SSFA™),
as supplemented by
supplementary agreement
dated 10 May 2010,
consisting of:
(i) a  loan portion

(“Second Loan”); and

(2) Mr Zhao

funding (1) Company

4 (2) The Pre-IPO Investors in

the following proportions:

a.  Kenmoore

(approximately 17.8%)

b.  Venstar Investments
(approximately 11.9%)

c. 2G Capital
(approximately 14.3%)

d. NF Capital
(approximately 14.3%)

e. Magic Carpet
(approximately 14.3%)

f. Providence SOGF
(approximately 3.6%)

RMB125 million

In December 2009, Mr
Zhao paid the USS$
equivalent of RMB114.86
million to our Company as
part settlement of the
consideration.

The balance was settled on
28 February 2010.

Second Loan amount:

$§15.75 million (approximately
RMB76.51 million)

Under the
proceeds of the Shares subscription shall only

Subscription  Agreement, the

be utilised for the purpose of funding the
acquisition of Daqing Dairy by Global Milk

Singapore.

In order to fund the subscription of the Shares
under the Subscription Agreement, Mr Zhao
borrowed approximately US$16.63 million
from Kenmoore in early December 2009 (the
2009 Loan”). This
(together with the January 2010 Loan (see

“December amount
above)) was repaid in two tranches (in June
2010 and July 2010) on behalf of Mr Zhao by
Mr Zhao CW through his controlled company,
namely Dazheng Real Estate to Mr Chua Beng
Huat, a director and controlling shareholder of
Kenmoore. Payments were made in cash in
RMB in China.

Under the SSFA, the Second Loan amount and
SSFA  Subscription amount may only be
utilised for the purpose of funding an
advertising campaign in the first half of 2010
on China Central Television and as working
“2010H1

capital  (the Advertising

Campaign”).

The Second Loan amount of S$15.75 million
(approximately RMB 76.51 million) was fully
drawn down by 1 March 2010. The maturity
date of the Second Loan was 18-months from 1
March 2010, whereupon the full amount of the
Second Loan amount shall be repaid.

Our Company shall pay an interest of 10% per
annum (or at such other rates as the Pre-IPO
Investors may in their absolute discretion
determine) on the principal amount of the
Second Loan on the SSFA Maturity Date or [0],
whichever is earlier, calculated on the basis of
the actual number of days elapsed in a 365-day
year.



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

SUMMARY
Date Type of Agreement Parties Amount/ Consideration Remarks
(ii) a  subscription  of g. Blooming Global SSFA Subscription e Under the SSFA  Subscription, the
Shares portion (approximately 2.4%)  amount: consideration is determined on the basis of 10

whereby the Pre-IPO
Investors agreed to
subscribe for 15,879
Shares (the “SSFA
Subscription”)

h. Broad Idea

(approximately 6.0%)

i. MrLee
(approximately 11.9%)

j. Mr Chua

(approximately 3.6%)

(3) Mr Zhao CW and Mr Zhao,

as warrantors

$$5.25 million (approximately
RMB25.5 million)

Portion of Second Loan
$$9.24
million  (approximately
RMB44.9 million) (after
deducting a portion of the

amount  being

2% processing fee due to
the Pre-IPO Investors in
connection  with  the
Second Loan) was paid by
Kenmoore for itself and on
behalf of the other Pre-IPO
Investors on 1 February
2010.

The remaining portion of
the Second Loan and the
SSFA Subscription amount
were paid on 28 February
2010 when

issued a repayment notice

Kenmoore

pursuant to the assumption
of debt agreement dated 28
February 2010 made with
our Company, Kenmoore
and Mr Zhao under which
Kenmoore acknowledged
that the sum of S$11.55
million  (approximately
RMB56.11 million) due to
it has been settled on 28
February 2010 by applying
the above S$11.55 million
(approximately RMB56.11
million)  towards  the
payment of the remaining
portion of the Second
Loan and the SSFA

Subscription amount.

— 20 —

times price earnings ratios of our Group’s
NPAT for the financial year ended 31
December 2009 and assuming a NPAT of
RMB120 million.

The purchase price per Share (on a sub-divided

basis) would be approximately HK$1.83 each.

Approximately 50% of the proceeds from the
SSFA was applied for 2010H1 Advertising
Campaign and the balance was retained as our
working capital.
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Each of the Pre-IPO Investors has irrevocably and unconditionally waived, and each of them has
confirmed that none of the special rights granted to each of them pursuant to the Investment
Agreement and the SSFA will continue after [®]. Furthermore, each of the Pre-IPO Investors has
undertaken not to dispose of, or enter into any agreement to dispose of or otherwise create any options,
rights, interests or encumbrances in respect of any of the Shares that each of them beneficially owns
as at the date of [®] for a period of six months commencing on the [®] and for the subsequent six
months, not to take any of the above actions such that the Controlling Shareholder will cease to be

a controlling shareholder.

The shareholding interest of the Pre-IPO Investors in our Company (on a sub-divided basis) (a)
immediately prior to the Capitalisation Issue, and (b) immediately following the Capitalisation Issue

are as follows:

Name of Shareholding Interest Following
Pre-IPO Investors Shareholding Interest Prior to Capitalisation Issue Capitalisation Issue

Number of

Shares Number of

acquired Shares Number of Approximate

under the acquired Shares cost of

Kenmoore under the acquired Total number acquisition

Transfer Investment under the of Shares Total number per Share

Agreement  Agreement SSFA (Note 1) % Interest of Shares % Interest (Note 1)
Kenmoore 57,000 22,827 2,838 82,6605 10.9% 82,665,000 10.9% HK$0.87
Venstar Investments — 15,218 1,890 17,108 2.3% 17,108,000 2.3% HKS$1.01
2G Capital — 18,261 2,268 20,529 2.7% 20,529,000 2.7% HKS$1.01
NF Capital — 18,261 2,268 20,529 2.7% 20,529,000 2.7% HKS$1.01
Magic Carpet — 18,261 2,268 20,529 2.7% 20,529,000 2.7% HKS$1.01
Providence SOGF — 4,565 567 5,132 0.7% 5,132,000 0.7% HKS$1.01
Blooming Global — 3,044 945 3,989 0.5% 3,989,000 0.5% HKS$1.01
Broad Idea — 7,609 378 7,987 1.1% 7,987,000 1.1% HKS$1.01
Mr Lee — 15,218 1,890 17,108 2.3% 17,108,000 2.3% HKS$1.01
Mr Chua — 4,565 567 5,132 0.7% 5,132,000 0.7% HKS$1.01
Note:

(1)  The approximate cost of acquisition per Share in HK$ was computed using exchange rates of US$1:HK$7.7842 and
S$1:HK$5.5423.
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SELECTED FINANCIAL INFORMATION

The selected financial information for each of the Group and the Daqing Dairy Group set out
below is derived from the Accountants’ Report of the Group and the Accountants’ Report of the Daqing
Dairy Group included in Appendix IA and Appendix IB to this document, respectively, and has been
prepared in accordance with IFRS and is qualified in its entirety by reference to such Accountants’
Reports, including the notes thereto, and should be read in conjunction with them and with “Financial
Information — Review of Historical Operating Results” included in this document. Financial
information for the foregoing periods may not be comparable to financial information for subsequent

periods.
Selected Comprehensive Income Statement Information
The Group
The table below sets out the consolidated comprehensive income statement information of the

Group for the period from 8 October 2007 to 31 December 2007, the financial years ended 31
December 2008 and 2009, and the six months ended 30 June 2009 and 2010:

Period from

8 October Year ended Six months Six months
2007 to 31 December Year ended ended ended
31 December 2008 31 December 30 June 30 June
2007 (Note 1) (Notes 1 and 2) 2009 (Note 1) 2009 2010
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)
(unaudited)
Revenue — 197,369 510,035 212,192 373,867
Cost of sales — (110,357) (274,137) (117,684) (183,494)
Gross profit — 87,012 235,898 94,508 190,373
Other gains and losses — 7,039 6,797 4,147 62
Selling and distribution
expenses — (5,627) (18,934) (6,268) (20,297)
Administrative expenses — (9,000) (19,134) (9,077) (12,943)
Finance costs — (1,423) (9,258) (3,772) (7,856)
Profit before taxation — 78,001 195,369 79,538 149,339
Income tax expenses — (23,8606) (61,900) (25,098) (40,964)
Profit and total comprehensive
income for the period/year — 54,135 133,469 54,440 108,375
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SUMMARY

Notes:

(1)

(2)

Although Global Milk Singapore was incorporated on 15 September 2006, the financial information of the Group has
only presented the financial information of the Group from 8 October 2007, which was the date Global Milk Singapore
was acquired by the Controlling Shareholder. However, Global Milk Singapore did not commence its business operations
until its acquisition of the entire equity interest of Daqing Dairy on 25 July 2008. As a result, the financial information
of the Group relating to the period from 8 October 2007 to 31 December 2007 is not comparable to the financial years
ended 31 December 2008 and 2009. Furthermore, the Group only had substantial business operations from 25 July 2008
which has a material effect on the comparability of the financial information of the Group for the financial year ended
31 December 2008 with the financial year ended 31 December 2009, which had business operations for the full year.
The financial results for the financial year ended 31 December 2008 comprised mainly the results of the Daqing Dairy

Group from 25 July 2008, being the effective date of acquisition of Daqing Dairy.
Daqing Dairy Group

The table below sets out the consolidated comprehensive income statement information of the

Daqing Dairy Group for the financial year ended 31 December 2007, the period from 1 January 2008

to 24 July 2008, the financial years ended 31 December 2008 and 2009, and the six months ended 30
June 2009 and 2010:
For the
period from
1 January Six months Six months
Year ended 2008 to Year ended Year ended ended ended
31 December 24 July 31 December 31 December 30 June 30 June
2007 Note D 2008 2008 2009 2009 2010
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)
(unaudited)
Revenue 305,463 235,947 433,316 510,035 212,192 373,867
Cost of sales (148,336) (114,366) (217,284) (270,631) (115,933) (182,626)
Gross profit 157,127 121,581 216,032 239,404 96,259 191,241
Other gains and losses 207 (18,700) (16,929) 5,601 4,145 71
Selling and distribution expenses (14,937) (12,916) (18,543) (18,934) (6,268) (20,297)
Administrative expenses (10,466) (8,775) (16,890) (17,047) (8,067) (10,921)
Finance costs (142) (410) (1,833) (9,025) (3,772) (3,115)
Profit before taxation 131,789 80,780 161,837 199,999 82,297 156,979
Income tax expenses (47,085) (24,729) (48,736) (56,849) (22,919) (41,441)
Profit and total comprehensive
income for the year/period 84,704 56,051 113,101 143,150 59,378 115,538

Note:

(1)

Our production and sales operations were suspended during the first quarter of 2007 pending installation of new
equipment and machinery at the phase one production lines at our Daqing production facilities. As a result, we were

unable to produce any of our products during this period, which had a material impact on our production volume and sales

during this period.
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Selected Statement of Financial Position

The Group

The table below sets out the statement of the consolidated financial position of the Group as at
31 December 2007, 2008 and 2009, and as at 30 June 2010:

As at 31 December

As at

2007 Note D 2008 (Note D 2009 Note D 30 June 2010

(RMB’000) (RMB’000) (RMB’000) (RMB’000)
Non-current assets — 401,803 596,738 586,717
Current assets 23 129,152 233,473 353,465
Current liabilities 23 457,973 503,841 191,488
Net current assets (liabilities) — (328,821) (270,368) 161,977
Total assets less current liabilities — 72,982 326,370 748,694
Total equity — 54,135 302,472 548,759
Non-current liabilities — 18,847 23,898 199,935
Total equity and non-current liabilities — 72,982 326,370 748,694

Note:

(1)  Although Global Milk Singapore was incorporated on 15 September 2006, the financial information of the Group has
only presented the financial information of the Group from 8 October 2007, which was the date Global Milk Singapore
was acquired by the Controlling Shareholder. However, Global Milk Singapore did not commence its business operations
until its acquisition of the entire equity interest of Daqing Dairy on 25 July 2008. As a result, the financial information
of the Group as at 31 December 2007 is not comparable to the financial information of the Group as at 31 December 2008
and 2009.
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Daqing Dairy Group

The table below sets out the statement of the consolidated financial position of the Daqing Dairy
Group as at 31 December 2007, 24 July 2008, 31 December 2008, 31 December 2009 and as at 30 June

2010:

Non-current assets

Current assets

Current liabilities

Net current assets (liabilities)

Total assets less current

liabilities

Total equity

Non-current liabilities

Total equity and non-current

liabilities

As at As at As at As at As at
31 December 24 July 31 December 31 December 30 June

2007 2008 2008 2009 2010
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)
146,400 186,101 347,297 547,875 539,764
120,327 158,362 128,611 230,989 344,588
43,052 64,737 139,132 298,938 188,888
77,275 93,625 (10,521) (67,949) 155,700
223,675 279,726 336,776 479,926 695,464
223,675 279,726 336,776 479,926 595,464
— — — — 100,000
223,675 279,726 479,926 695,464

— 25 —
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Selected Cash Flow Information

The Group

The table below sets out the statement of the consolidated cash flow information of the Group
for the period from 8 October 2007 to 31 December 2007, the financial years ended 31 December 2008

and 2009, and the six months ended 30 June 2009 and 2010:

Period from

8 October Year ended Six months Six months
2007 to 31 December  Year ended ended ended
31 December 2008 31 December 30 June 30 June
2007 (Nete D (Notes 1 and 2) 2009 (Nete D 2009 2010
(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)
(unaudited)
Cash and cash equivalents at
beginning of the period/year — 23 68,520 68,520 183,972
Net cash from operating activities 23 81,477 187,783 24,519 179,399
Net cash used in investing activities — (72,160) (463,057) (91,270) (5,083)
Net cash from financing activities — 59,180 390,726 70,000 (42,928)
Net increase in cash and cash
equivalents 23 68,497 115,452 3,249 131,388
Cash and cash equivalents at end of
the period/year 23 68,520 183,972 71,769 315,360

Notes:

(1)  Although Global Milk Singapore was incorporated on 15 September 2006, the financial information of the Group has

only presented the financial information of the Group from 8 October 2007, which was the date Global Milk Singapore

was acquired by the Controlling Shareholder. However, Global Milk Singapore did not commence its business operations

until its acquisition of the entire equity interest of Daqing Dairy on 25 July 2008. As a result, the financial information

of the Group relating to the period from 8 October 2007 to 31 December 2007 is not comparable to the financial years

ended 31 December 2008 and 2009. Furthermore, the Group only had substantial business operations from 25 July 2008

which has a material effect on the comparability of the financial information of the Group for the financial year ended

31 December 2008 with the financial year ended 31 December 2009, which had business operations for the full year.

(2)  The cash flow for the financial year ended 31 December 2008 comprised mainly the cashflow of the Daqing Dairy Group

from 25 July 2008, being the effective date of acquisition of Daqing Dairy.

— 26 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

SUMMARY

Daqing Dairy Group

The table below sets out the statement of the consolidated cash flow information of the Daqing
Dairy Group for the financial year ended 31 December 2007, for the period from 1 January 2008 to
24 July 2008, the financial years ended 31 December 2008 and 2009, and the six months ended 30 June
2009 and 2010:

Period from

1 January Six months Six months
Year ended 2008 to Year ended Year ended ended ended
31 December 24 July 31 December 31 December 30 June 30 June
2007 2008 2008 2009 2009 2010

(RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000) (RMB’000)

(unaudited)

Cash and cash equivalents at

beginning of the year/period 1,941 49,867 49,867 68,499 68,499 182,008
Net cash from operating

activities 82,683 73,525 155,004 187,794 24,517 185,123
Net cash used in investing

activities (61,084) (59,135)  (224,445)  (144,285) (91,270) (5,084)
Net cash from financing

activities 26,327 28,893 88,073 70,000 70,000 (50,000)
Net increase in cash and cash

equivalents 47,926 43,283 18,632 113,509 3,247 130,039
Cash and cash equivalents at

end of the year/period 49,867 93,150 68,499 182,008 71,746 312,047
PROFIT FORECAST FOR THE YEAR ENDING 31 DECEMBER 2010
Forecast consolidated profit after taxation (Netes T and 2> =0 not less than RMB215 million

Notes:

(1)  The bases and assumptions on which the above profit forecast has been prepared are summarised in Appendix III to this

document.

(2)  The forecast consolidated profit after taxation for the financial year ending 31 December 2010 prepared by our Directors
is based on the audited consolidated results of the Group for the six months ended 30 June 2010, the unaudited
consolidated management accounts of the Group for the two months ended 31 August 2010 and a forecast of the
consolidated results of the Group for the remaining four months ending 31 December 2010. The forecast has been
prepared on the basis of the accounting policies consistent in all material respects with those currently adopted by our

Company as summarised in the Accountants’ Report of the Group as set out in Appendix IA to this document.

— 27 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

SUMMARY

SHARE OPTION SCHEME

We conditionally adopted the Share Option Scheme. Details of the principal terms of the Share
Option Scheme are summarised in the section headed “Share Option Scheme” in Appendix VI to this
document.

DIVIDEND POLICY

Our Shareholders will be entitled to receive dividends declared by us. The payment and the
amount of any dividends will be at the discretion of our Directors and will depend upon our future
operations and earnings, capital requirements and surplus, general financial condition, contractual
restrictions and other factors that our Directors deem relevant. No dividend has been paid during the
Track Record Period.

PRC laws, rules and regulations require that dividends be paid only out of the accumulated profit
calculated according to PRC accounting standards, which differ from generally accepted accounting
principles in other jurisdictions, including IFRS. PRC laws, rules and regulations also require
PRC-incorporated enterprises such as our subsidiaries in the PRC, to set aside part of their net profit
as statutory reserves. These statutory reserves are not available for distribution as dividends. Please

refer to the section headed “Regulatory Overview” in this document for further information.

Cash dividends on our Shares, if any, will be paid in Hong Kong dollars. Other distributions, if
any, will be paid to our Shareholders by any means which our Directors consider legal, fair and

practicable.
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meanings.

In this document, unless the context otherwise requires, the following terms have the following

“AQSIQ”

“Articles of Association”

“Audit Committee”

“Baby Milk Powder”

“Blooming Global”

“Board”

“Broad Idea”

“business day”

“BVI”

“CAGR”

General Administration of Quality Supervision, Inspection
and Quarantine of the PRC (I8 F & & BB b By g e 48 =)

the articles of association of our Company, conditionally
adopted on 10 October 2010 (as amended or supplemented
from time to time)

the audit committee of our Board

the following milk powders:

(i) standard milk formula: standard infant milk formula in
powder form, which is for babies usually between birth
and six months;

(i1) follow-on milk formula: standard infant formula in
powder form, which is for babies aged between seven
and 12 months;

(iii) toddler milk formula: standard infant formula in powder
form, which is for babies/toddlers from 13 months
onwards; and

(iv) special baby milk formula: milk formula which is for
babies who are allergic to standard milk formula

Blooming Global Holdings Limited (28 BR BR¥E E A IR A 7)),
a company incorporated in the BVI, one of the Pre-IPO
Investors and an Independent Third Party

our board of Directors

Broad Idea Investments Limited, a company incorporated in
the BVI, one of the Pre-IPO Investors and an Independent
Third Party

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

the British Virgin Islands

compound annual growth rate
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“Capitalisation Issue”

“Cayman Companies Law”

“Changqing Dairy”

“Changqing production facility”

“China” or “PRC”

“China Dairy Statistical Report”

“Companies Ordinance”

“Company”

“Controlling Shareholder” or
“Mr Zhao”

the issue of Shares to be made on the capitalisation of certain
sums standing to the credit of the share premium account of
our Company referred to in the section headed “Further
information about the Group — Written resolutions of our
Shareholders passed on 10 October 2010 in Appendix VI to
this document

the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands

BHEEVLH B EAMEMEAR  (Heilongjiang Chang Qing
Dairy Products Co., Ltd.*), a company incorporated in the
PRC with limited liability on 7 August 2008 and an indirect
wholly-owned subsidiary of our Company

Changqing Dairy’s production facility in Wuchang
municipality for the production of our milk formula products
and whole milk powder products

the People’s Republic of China, for the purpose of this
document and except where the context requires, references in
this document to the PRC or China do not include Hong Kong,
the Macau Special Administrative Region of the PRC and
Taiwan

the China Dairy Statistical Report 2010 prepared by the
Department of China Dairy Yearbook of the Dairy Association

of China (7B @421 &)

the Companies Ordinance (Chapter 32 of the Laws of Hong
Kong) (as amended, supplemented or otherwise modified
from time to time)

Global Dairy Holdings Limited BRIKFLEFBABRAF, an
exempted company incorporated in the Cayman Islands under
the Cayman Companies Law with limited liability on 15
October 2009. The expression “we”, “us” and “our Company”
may be used to refer to our Company or our Group as the

context may require

i Mr Zhao Yu, our Executive Director and Chief Executive
Officer
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“Daqing Dairy”

“Daqing Dairy Group”

“Daqing Development Area
Committee”

“Daqing production facilities”

“Daqing Sanhuan”

“Deed of Non-competition”

“Director(s)”
G‘EIT?’

“EIT Law”

“EIT Rules”

“Euromonitor International”

“Euromonitor International

Report”

“Executive Directors”

KEFLSRA R EIL/AF (Da Qing Dairy Ltd), a company
incorporated in the PRC with limited liability on 29 October
1997 and an indirect wholly-owned subsidiary of our
Company. Its predecessor is KBTI HC L B & 2 7 2L R
(Daqing City Animal Husbandry Trade Joint Company’s dairy
factory*) which was established on 1 December 1970

Daqing Dairy and its subsidiary, Changqing Dairy, or where
the context so requires, in respect of the period or years
before Changqing Dairy became a subsidiary, only Daqing
Dairy

the Management Committee of Daqing High-Tech Industrial
Development Zone (KB =8 £ 10 78 2 2 [m A L% B )

Daqing Dairy’s production facilities in Daqing municipality
for the production of our milk formula products, whole milk
powder products and ice cream products

KETW =R EGEE)M /A (Daging Sanhuan (Group)
Corporation®), a State-owned enterprise established in the
PRC on 24 June 1991

the deed of non-competition undertaking from the Controlling
Shareholder to us dated 14 October 2010

the director(s) of our Company
the PRC Enterprise Income Tax

the PRC Enterprise Income Tax Law {H7#E A R0 [E £ 3 fiy
138 ) issued on 16 March 2007, including the EIT Rules,
effective 1 January 2008

the Implementing Rules of the PRC Enterprise Income Tax

Law (¥ AR IR E A 2E S BUE B R B]) issued on 6
December 2007, effective 1 January 2008

Euromonitor International Limited, a company established in
England in 1972 that provides business intelligence on
industries, countries and consumers

the report dated 7 October 2010 prepared by Euromonitor
International in relation to the Milk Powder market in the
PRC

Mr Zhao CW, Mr Zhao, Mr Xia, Mr Fu and Mr Daniel Fong
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[7E]

“GDP”

“Global Dairy Canada”

“Global Milk Singapore”

“GMP”

“GI’OUP”

“high-priced milk formula
products”

“Hong Kong”

“Hong Kong dollars” or “HKS$”
and “cents”

“Hong Kong Share Registrar”

“IFRS”

“Independent Third Party/Parties”

“ISO”

gramme, a unit of mass, equal to one thousandth of a
kilogramme

gross domestic product

Global Dairy Products (Canada) Inc., a company incorporated
in Canada on 28 July 2009

Global Milk Products Pte. Ltd., a company incorporated in
Singapore with limited liability on 15 September 2006 and a
direct wholly-owned subsidiary of our Company

Good Manufacturing Practice, a system for ensuring that
products, such as pharmaceuticals, food and medical devices,
are consistently produced and controlled according to quality
standards

our Company and its subsidiaries, or where the context so
requires, in respect of the period before our Company became
the holding company of its present subsidiaries, the present
subsidiaries of our Company or the businesses operated by its
present subsidiaries or (as the case may be) their predecessors

milk formula products with a retail price for end consumers
generally between RMB160 and RMB245 per kg

the Hong Kong Special Administrative Region of the PRC

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

Computershare Hong Kong Investor Services Limited

International Financial Reporting Standards, which are
standards and interpretations adopted by the International
Accounting  Standards Board. They comprise: (a)
International Financial Reporting Standards; (b) International
Accounting Standards; and (c) Interpretations developed by
the International Financial Reporting Interpretations
Committee or the former Standing Interpretations Committee

a person or persons which is or are independent of, and not
connected with, any directors, chief executive or substantial
shareholders (within the meaning under the Listing Rules) of
our Company or any of its subsidiaries or any of their
respective associate(s)

International Organisation for Standardisation
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“Issue Mandate”

“Jintianran Dairy”

“Kenmoore”

ukg”

“Latest Practicable Date”

“Listing Rules”

“low-priced milk formula
products”

“Magic Carpet”

“M&A Provisions”

“medium-priced milk formula
products”

“melamine”

“Memorandum of Association”

the general unconditional mandate given to our Directors
relating to the issue of new Shares, further details of which
are set out in the section headed “Further information about
the Group — Written resolutions of our Shareholders passed
on 10 October 2010” in Appendix VI to this document

RS RARFLEAMEAE /A (Heilongjiang  Jintianran
Dairy Co., Ltd.*) (formerly known as JRHEVL R ERFLEAH R E
f£72 7] (Heilongjiang Xingqiu Dairy Co., Ltd.*)), a company
incorporated in the PRC with limited liability on 28 October
2005

Kenmoore Mezza9 Ltd, a company incorporated in the BVI,
one of the Pre-IPO Investors and an Independent Third Party

kilogramme, a unit of mass, equal to 1,000 grammes

7 October 2010, being the latest practicable date before the
printing of this document for ascertaining certain information
in this document

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (as amended, supplemented
or otherwise modified from time to time)

milk formula products with a retail price for end consumers
generally lower than RMBS80 per kg

Magic Carpet Fund III, a company incorporated in the
Cayman Islands, one of the Pre-IPO Investors and an
Independent Third Party

the Provisions on the Mergers and Acquisitions of Domestic
Enterprises by Foreign Investors <[ 4hE 4% & 3 f I 45 A
£ BLE) issued by six PRC ministries and commissions,
effective 8 September 2006 and revised on 22 June 2009 (as
amended, supplemented or otherwise modified from time to
time)

milk formula products with a retail price for end consumers
generally between RMB80 and RMB160 per kg

an industrial chemical used for the production of melamine
resins which, when added to milk, causes a false increase in
the measurement of protein content of dairy products made
from adulterated milk

the amended and restated memorandum of association of our
Company
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DEFINITIONS

“Milk Powder”

“MOFCOM”

“Mr Alexander Cheung”

“Mr Cao”

“Mr Chua”

“Mr Daniel Fong”

“MI’ Du”

“MI, Fu”

“Mr Hun

“Mr Lee”

“Mr Li”

“MI‘ Ma”

“Mr Pan”

“Mr Shi”

“Mr Wang”

“Mr Xia”

“Mr Xu”

Baby Milk Powder and Other Milk Powder

the Ministry of Commerce of the PRC (3 A R i1 B v 5
#B), or its predecessor, the Ministry of Foreign Trade and
Economic Cooperation of the PRC (4 #E A & 3 F1 5 4N E 5
KPS AEHR), as appropriate to the context

## 4% Mr Cheung Hok Fung Alexander, one of our
independent non-executive Directors

WAy Mr Cao Xue Jian, one of the Seven Original
Shareholders

#XE R Mr Chua Keng Woon, a Singapore citizen, one of the
Pre-IPO Investors and an Independent Third Party

77 FHE Mr Fong Pin Jan, our Executive Director and Chief
Financial Officer

F4% Mr Du Wei, a member of the senior management of our
Group

f7# Mr Fu Chong, our Executive Director and Chief
Operations Officer

# W] Mr Hu Ming, one of the Seven Original Shareholders

Z=B 4% Mr Lee Yong Miang, a Singapore citizen, one of the
Pre-IPO Investors and an Independent Third Party

ZZEIWg Mr Li Xue Feng, one of the Seven Original
Shareholders

55 i # Mr Ma Zhan Jun, a member of the senior management
of our Group

EBEE Mr Pan Xiao Feng, one of the Seven Original
Shareholders

G 4% Mr Shi Ji Yu, a member of the senior management of
our Group

F & Mr Wang Jun, one of the Seven Original Shareholders

X JUH Mr Xia Yuan Jun, our Executive Director and Deputy
Chief Executive Officer

B Mr Xu Zhong Jie, one of the Seven Original
Shareholders
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DEFINITIONS

“Mr Zhang”

“Mr Zhao CW”

“Mr Zhao JX”

“Ms Carman Chan”

“Ms Queenie Ho”

“National Bureau of Statistics”

“NDRC”

“NF Capital”

“NPC”

“Nomination Committee”

“Other Milk Powder”

“PBOC”

“PRC Government” or “State”

“PRC Legal Advisers”

“Predecessor Track Record Period
in 2008”

“Predecessor Track Record
Periods”

i+ Mr Zhang Zhou, one of our independent non-executive
Directors

ST Mr Zhao Chuan Wen, our Executive Director and
Chairman and the father of Mr Zhao

#4+ Mr Zhao Jin Xiang, a member of the senior
management of our Group

B #EfL Ms Chan Wah Man Carman, one of our independent
non-executive Directors

faf 5k fk Ms Ho Wing Yan, our company secretary

the National Bureau of Statistics of the PRC (" % A R 3 A
Bl R &iwtR)

the National Development and Reform Commission of the

PRC (FP#E N RN [ 52 35 e A0 ok ¥ 2% B )

NF Capital Partners Limited, a company incorporated in the
Cayman Islands, one of the Pre-IPO Investors and an
Independent Third Party

the National People’s Congress of the PRC (H % A & 3L Al
2EARMARKE)

the nomination committee of our Board

dehydrated milk used in place of fresh or long life milk or
goat milk, including all milk powders for pregnant and
nursing women but excluding Baby Milk Powder

the People’s Bank of China (H'[# A [X#R17), the central bank
of the PRC

the central government of the PRC, including all

governmental subdivisions (including provincial, municipal
and other regional or local government entities) and their
instrumentalities or, where the context requires, any of them

Jingtian & Gongcheng, our PRC legal advisers

the period from 1 January 2008 to 24 July 2008

the period from 1 January 2007 to 24 July 2008
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DEFINITIONS

“Pre-IPO Investor(s)”

“premium-priced milk formula
products”

“Property Valuers”

“Providence SOGF”

“Remuneration Committee”

“Reorganisation”

9

“Repurchase Mandate

“RMB” or “Renminbi”
6‘S $’9

“SAFE”

“SAIC”

“SAT”

5

“Seven Original Shareholders’

“SFC”

(a) Kenmoore, (b) Venstar Investments, (c) 2G Capital, (d) NF
Capital, (e) Magic Carpet, (f) Providence SOGF, (g)
Blooming Global, (h) Broad Idea, (i) Mr Lee, and (j) Mr
Chua, all being Shareholders and Independent Third Parties

milk formula products with a retail price for end consumers
generally higher than RMB245 per kg

Jones Lang LaSalle Sallmanns Limited

Providence SOGF Limited, a company incorporated in
Singapore, one of the Pre-IPO Investors and an Independent
Third Party

the remuneration committee of our Board

the reorganisation of our group of companies now comprising
our Group conducted in preparation for [®], details of which
are set out in the section headed “History, Reorganisation and
Group Structure — Reorganisation” in this document

the general unconditional mandate relating to the repurchase
of the Shares granted to our Directors, further details of which
are set out in the sections headed “Further Information about
the Group — Written resolutions of our Shareholders passed
on 10 October 2010” and “Repurchase of our Shares” in
Appendix VI to this document

Renminbi yuan, the lawful currency of the PRC
Singapore dollars, the lawful currency of Singapore

the State Administration of Foreign Exchange of the PRC
(FR N R LA [ [ K S AR FE ) )

the State Administration for Industry and Commerce of the

PRC (% A R 3E AN B B 2 T 7 47 B BLAR )

the State Administration of Taxation of the PRC
(3 N R LR [ 1 A B AR

Mr Cao, Mr Wang, Mr Hu, Mr Li, Mr Pan, Mr Xu and Mr Du

the Securities and Futures Commission of Hong Kong
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DEFINITIONS

“SFO”

“Shareholder(s)”

“Share Option Scheme”

“Share(s)”

“Singapore”

“Sino Construction”

113 Lt}

sq.m.
“State Council”
“Stock Exchange”

“Takeovers Code”

“Three Individual Shareholders”

“tonne”

“Track Record Period”

“2G Capital”

“United States” or “US”
“US dollars” or “US$”
6‘VAT?’

“Venstar Investments”

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

holder(s) of Shares

the share option scheme conditionally adopted by us on 10
October 2010, the principal terms of which are summarised in
the section headed “Share Option Scheme” in Appendix VI to
this document

ordinary share(s) with a nominal value of HK$0.00001 each
in our share capital

the Republic of Singapore

Sino Construction Limited, a company incorporated in
Singapore on 11 September 2006 and listed on the official list
of the Singapore Exchange Securities Trading Limited on 12
June 2008 (stock code: F3V)

square metres
the State Council of the PRC (3 A & 471 B By 75 Fe )
The Stock Exchange of Hong Kong Limited

the Hong Kong Codes on Takeovers and Mergers and Share
Repurchases

2758 Mr Li Zhi Fu, 5RVEE Mr Zhang Bin Hua and RIE L
Mr Xu Jing Wen

a unit of mass, equal to 1,000 kilogrammes

the three financial years ended 31 December 2009 and the six
months ended 30 June 2010

2G Capital Pte Ltd, a company incorporated in Singapore, one
of the Pre-IPO Investors and an Independent Third Party

the United States of America
United States dollars, the lawful currency of the United States
value-added tax

Venstar Investments Pte. Ltd., a company incorporated in
Singapore, one of the Pre-IPO Investors and an Independent
Third Party
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DEFINITIONS
“WFOE” wholly foreign-owned enterprise established in the PRC
“%” per cent

The terms ‘“associate”, “connected person”, “connected transaction”, “controlling shareholder”,
“subsidiary” and “substantial shareholder” have the meanings given to such terms under the Listing

Rules, unless the context otherwise requires.

This document contains explanations and definitions of certain terms used in connection with our
business. The terms and their meanings used in this document may not correspond to standard industry
meaning or usage of these terms. As there is no official industry classification, the classification of

our products is determined based on our Directors’ knowledge and experience.

* denotes English translation of the name of a Chinese company or entity, or vice versa, and is provided for identification

purposes only
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements that are, by their nature, subject to
significant risks and uncertainties. These forward-looking statements include, without limitation,

statements relating to:

° our business and operating strategies and our various measures and initiatives to implement

them;
° our capital expenditure plans;
° our operations and business prospects, including development plans for our existing and

new businesses and products;

° our financial condition;

° availability of bank loans and other forms of financing;

° estimates of operating costs;

° our dividend policy;

° the future developments and competitive environment in our industry;

° the regulatory environment for our industry in general; and

° the general economic trends and conditions.

’

The words “aim”, “anticipate”, “believe”, “consider”, “could”, “estimate”, “expect”, “going
forward”, “intend”, “may”, “ought to”, “plan”, “potential”, ’predict”, “project”, “propose”, “seek”,
“should”, “will”, “would”, “with a view to” and similar expressions and the negative of these words,
as they relate to us, are intended to identify a number of these forward-looking statements. These
forward-looking statements reflect the current views of our Directors with respect to future events and
are subject to certain risks, uncertainties and assumptions, including the risk factors described in this
document. You are cautioned that reliance on any forward-looking statements involves risks and
uncertainties. The uncertainties in this regard include, but are not limited to, those identified in the
section headed “Risk Factors” in this document, many of which are not within our control. In light of
these and other uncertainties, the inclusion of forward-looking statements in this document should not
be regarded as representations by us or our Directors that its plans or objectives will be achieved. If
any or all of these risks or uncertainties materialise, or the underlying assumptions prove to be
incorrect, our financial condition may be materially and adversely affected and actual outcomes may
differ materially from those described in this document as anticipated, believed, estimated or

expected.
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FORWARD-LOOKING STATEMENTS

Subject to the requirements of the Listing Rules, we do not intend to publicly update or otherwise
revise the forward-looking statements in this document, whether as a result of new information, future
events or otherwise. As a result of these and other risks, uncertainties and assumptions, the
forward-looking events and circumstances discussed in this document might not occur in the way we
expect, or at all. Accordingly, you should not place undue reliance on any forward-looking
information. All forward-looking statements in this document are qualified by reference to this

cautionary statement.
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RISK FACTORS

You should carefully consider all of the information in this document. Our operations involve
certain risks, many of which are beyond our control. You should pay particular attention to the fact
that a substantial part of our business is located in the PRC and we are governed by a legal and
regulatory environment which in some respects may differ from that which prevails in other
countries. Our business, financial condition and operating results may be materially and adversely
affected by any of these risks. Additional risks and uncertainties that are not presently known to
us, or not expressed or implied below, or that we currently deem to be immaterial, may also have
a material adverse effect on our business, financial condition and operating results.

RISKS RELATING TO OUR BUSINESS

We depend on third party suppliers of raw milk and other raw materials, and we may not be able
to secure a stable supply of raw materials with acceptable quality or on acceptable terms.

The success of our business depends on our ability to obtain sufficient quantities of quality raw
materials, such as raw milk, sucrose, whey powder, vegetable oil, mineral supplements, lactose,
maltose, whey protein concentrate and various flavourings, on commercially acceptable terms and in
a timely manner. For each of the financial years ended 31 December 2008 and 2009, and the six
months ended 30 June 2010, our total cost of purchases from our five largest suppliers, in aggregate,
amounted to approximately 27.7%, 46.3% and 42.6% of our total cost of purchases, respectively. For
each of the financial year ended 31 December 2007 and the Predecessor Track Record Period in 2008,
the total cost of purchases from the five largest suppliers of the Daqing Dairy Group, in aggregate,
amounted to approximately 42.1% and 36.2% of the total cost of purchases of the Daqing Dairy Group,
respectively.

Raw milk is the primary raw material for the production of our products. Our raw milk is sourced
from selected milk collection centres which, in turn, collect raw milk from dairy farms and individual
dairy farmers in proximity to Daqing municipality. For each of the financial years ended 31 December
2008 and 31 December 2009, and the six months ended 30 June 2010, the cost of purchases of raw
milk represented approximately 64.0%, 33.9% and 43.7% of our total cost of purchases, respectively.
For each of the financial year ended 31 December 2007 and the Predecessor Track Record Period in
2008, the cost of purchases of raw milk of the Daqing Dairy Group represented approximately 53.0%
and 58.2% of the total cost of purchases of the Daqing Dairy Group, respectively.

We have non-exclusive raw milk supply agreements and framework supply agreements in respect
of other raw materials which are generally for a term of one year. Both parties to the relevant
non-exclusive raw milk supply agreement have the right to terminate the agreement if the agreement
cannot be implemented due to the occurrence of any unforeseeable circumstances that prevent any of
the parties to the agreement from performing the agreement. We also have the right to terminate the
agreement if the raw milk supplied contains contaminants. The non-exclusive raw milk supply
agreements specify the annual volume of raw milk that must be available to us and that we must
purchase (subject to an upward or downward adjustment of 10%). Due to the suspension of our
production and sales operations during the first quarter of 2007, we did not purchase any raw milk
from our raw milk suppliers during this period. As a result, there was a shortfall of approximately
1,080 tonnes (approximately 2.0%) in our total cost of purchases of raw milk in 2007 compared to the
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RISK FACTORS

aggregate annual volume of raw milk which we had contracted to purchase from our raw milk
suppliers in 2007. The shortfall was within the specified range of downward adjustment under the raw
milk supply agreements. Our supply of raw milk depends on the ability of the milk collection centres
to obtain a sufficient and steady supply of raw milk from the dairy farms and individual dairy farmers.
The supply, in turn, depends on their dairy cows producing sufficient milk. The supply and the price
of raw milk depend on various factors which are beyond our control, such as seasonal factors which
may affect the volume and quality of milk that dairy cows produce, environmental factors that may
affect the quality and quantity of cattle feed which in turn affects the volume and quality of milk that

dairy cows produce, and the overall demand for raw milk.

If the quantity of our raw material supplies substantially decreases or if the price of our raw
material supplies substantially increases, we may incur additional costs to acquire sufficient quantity
of these materials to meet our production needs. We may not be able to pass on these additional costs
to our customers. In addition, if we cannot identify alternative sources of quality raw materials when
needed, at acceptable prices or with the required quantity and quality, or at all, the resulting loss of
production volume may materially and adversely affect our ability to deliver products to our customers
in a timely manner, or at all, and may materially and adversely affect our business, financial condition

and operating results.

We rely on our distributors to distribute and market our products, and their failure to perform
to our expectations may have a material adverse effect on our business, financial condition and
operating results.

A substantial portion of our products are sold to consumers through our distributors. For each of
the financial years ended 31 December 2008 and 2009, and the six months ended 30 June 2010, sales
to our customers which are our distributors, in aggregate, accounted for 71.7%, 69.1% and 85.3% of
our total revenue, respectively. For each of the financial year ended 31 December 2007 and the
Predecessor Track Record Period in 2008, sales to the customers of the Daqing Dairy Group which are
the distributors of the Daqing Dairy Group, in aggregate, accounted for 59.4% and 77.3% of the total
revenue of the Daqing Dairy Group, respectively.

Although we have entered into distribution agreements with our distributors, the distribution
agreements are non-exclusive and are generally for a term of one year. The termination or non-renewal
of such distribution agreements, the failure of a distributor to distribute our products in a timely
manner or according to the terms of such distribution agreements, or at all, or our failure to further
expand our distribution network may have a material adverse effect on our business, financial

condition and operating results.

We provide suggested wholesale and retail selling prices of our products to our distributors.
However, we do not have any direct control over their sub-distributors and retail outlets. If our
distributors do not strictly adhere to our pricing and distribution policies or the sub-distributors and
retail outlets fail to adhere to the policies set by our distributors, our sales of products and our

development and expansion of our distribution network may be materially and adversely affected.
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We rely on milk formula products and whole milk powder products as our primary type of
products. If we fail to improve or maintain our market position or to diversify our product range
and expand our product offerings, our business, financial condition and operating results may be
materially and adversely affected.

Our products are classified into the following two main categories: milk formula products and
whole milk powder products. For each of the financial years ended 31 December 2008 and 2009, and
the six months ended 30 June 2010, our revenue attributable to the sale of our milk formula products
and whole milk powder products, in aggregate, accounted for approximately 99.1%, 96.7% and 96.7%
of our total revenue, respectively. For each of the financial year ended 31 December 2007 and the
Predecessor Track Record Period in 2008, the revenue attributable to the sale of the milk formula
products and whole milk powder products of the Daqing Dairy Group, in aggregate, accounted for
approximately 100.0% and 100.0% of the total revenue of the Daqing Dairy Group, respectively. As
a result, if we fail to improve or maintain our market position or to diversify our product range and
expand our product offerings, our business, financial condition and operating results may be
materially and adversely affected.

Our success depends on our ability to gain market acceptance and market share for our products
and our growth strategy to achieve this may not prove successful.

Our success depends on our ability to offer products that satisfy consumer preferences and needs.
In particular, consumer preferences and needs for milk formula products and whole milk powder
products are constantly changing, and there can be no assurance that our current line of milk formula
products and whole milk powder products will be able to satisfy changes in consumer preferences and
needs or that we will be able to promptly and commercially develop and produce new products that
satisfy such preferences and needs.

Our Directors intend to continue expanding our product offerings. However, we may not be able
to obtain the regulatory approvals for new products required for us to market and sell such products.
In addition, the development of new products may require more time, cost more and be less successful
than we anticipate. Our Directors also intend to enhance our brand recognition nationwide by
conducting various marketing campaigns, expand our distribution network in China by increasing the
number of our distributors, increase the headcount of our sales and marketing team, and recruit
additional product development experts in food technology. If the development or launch of our new
products and/or our growth strategy of enhancing our brand recognition is not successful, we may not
be able to recover expenses related to the above activities, and as a result, our business, financial
condition and operating results may be materially and adversely affected.

Our growth plan relies on favourable demographic, consumer and economic trends in the PRC
market, including the increasing acceptance of infant milk formula as a substitute for breast milk for
their infants. We cannot assure you that there will be no adverse change in our consumer
demographics, including acceptance in the PRC of using infant milk formula as a substitute for breast
milk.

We may also fail to anticipate, identify or react to changes in consumer preferences and needs,
and we cannot assure you that we will be able to gain market acceptance and market share for our
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products. Furthermore, our competitors may be able to introduce products that appeal to consumer
preferences and needs more effectively or efficiently than us. While the relevant government
authorities have indicated that they will support our growth strategy (including the provision of lands
and raw milk supply guarantee), we cannot assure you that the above government authorities will not
change their policies or we can successfully enforce such indications against the above government
authorities. As a result, our business, financial condition and operating results may be materially and
adversely affected.

We intend to evaluate integration opportunities to expand our business upstream into raw milk
production, which may fail to yield benefits and could negatively impact our existing business.

We intend to evaluate integration opportunities to expand our business upstream into raw milk
production by investing in cattle farms. Such investments carry various risks which may have a
material adverse effect on our business, financial condition and operating results. The risks include:

° failure to identify suitable investment opportunities and incorrect assessment of the likely
benefits, risks, commercial viability and technical feasibility of such investment
opportunities;

° diversion of our management’s time and effort and our resources from our existing business
to explore and assess investment opportunities;

° lack of our experience in managing and operating such upstream business and inability to
recruit management and technical personnel to manage such upstream business;

° a lack of the involvement of the relevant municipal government authorities in identifying
and making available pasture lands to us with a sufficient tenure at competitive rates; and

° outbreak of infectious animal diseases in cows such as mad cow disease (bovine spongiform
encephalopathy).

If our intended investment upstream in raw milk production is realised, we believe that to a
certain extent, our cost of sales may be reduced as we will no longer require to purchase raw milk from
external sources. However, our profit margin and/or return on equity is/are affected by the then various
prevailing factors such as the scale of our operations, our cost of production as compared to our cost
of purchases of raw milk if we were to source the raw milk supply externally, and the above risks
associated with this vertical integration strategy. In view of this, our profit margin and/or return on
equity may not necessarily increase. As such, there can be no assurance that such investment may
achieve the intended commercial benefits or the level of economic returns that we expect, or at all.

We may be unable to obtain financing on favourable terms, or at all, to fund our continuing
business operations, existing and future capital expenditure requirements, acquisition and
investment plans and other funding requirements.

To fund our continuing business operations, existing and future capital expenditure requirements,
acquisition and investment plans and other funding requirements, we need sufficient internal sources
of liquidity or access to additional financing from external sources. Our ability to obtain external
financing in the future is subject to a variety of uncertainties, including:
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° obtaining the necessary regulatory approvals to raise financing in the domestic or
international markets;

° our future financial condition, operating results and cash flow;

° the condition of the global and domestic financial markets; and

° changes in the monetary policy of the PRC Government with respect to bank interest rates
and lending practices and conditions.

If adequate funding is not available to us on favourable terms, or at all, it may materially and
adversely affect our ability to fund our operations, or develop or expand our business. In addition,
future capital raised through issue of our Shares or other securities may result in a substantial dilution
of the interests of our Shareholders.

Our gross profit margins decreased during the Track Record Period.

For each of the financial years ended 31 December 2007, 2008 and 2009, and the six months
ended 30 June 2010, the gross profit margin of the Daqing Dairy Group for our milk formula products
was 61.3%, 57.3%, 53.5% and 55.3%, respectively. The decrease in the gross profit margin of the
Daqing Dairy Group for our milk formula products in the financial year ended 31 December 2008 as
compared to that in the financial year ended 31 December 2007 was primarily due to: (i) an increase
in raw milk prices from an average purchase cost from RMB1,720 per tonne for the financial year
ended 31 December 2007 to RMB2,150 per tonne for the financial year ended 31 December 2008, and
(i1) the implementation of annual sales rebates for our distributors that meet the specified annual
targets on top of the usual sales rebates in each quarter. The decrease in the gross profit margin of the
Daqing Dairy Group for our milk formula products in the financial year ended 31 December 2009 as
compared to that in the financial year ended 31 December 2008 was primarily due to the decline in
the gross profit margin of the Emilon Series milk formula products by 3.7% as a result of changes in
the sales mix of the Emilon Series product offerings with more of the lower margin Emilon Bei Cong
Series being sold compared to the higher margin Emilon Shuang Neng Series as target consumers in
the higher priced market segment were more affected by the melamine incident. The increase in the
gross profit margin of the Daqing Dairy Group for our milk formula products for the six months ended
30 June 2010 as compared to the corresponding period in 2009 was primarily due to the introduction
of our Shi Jia Series with relatively higher gross profit margin of 71.4%. Our Directors consider that
if there is any increase in raw milk prices and/or sales rebates for our distributors, which cannot be
passed on to customers, and/or if the proportion of low-margin products in our product sales mix
increases as a result of changing consumer preferences and need, we may experience a decline in our
profit gross margins which may have a material adverse effect on our business, financial condition and
operating results.

Our operations at manufacturing facilities may be disrupted.
Our revenue is dependent on the continued operations of our manufacturing facilities in Daqing

and Wuchang municipalities, Heilongjiang province, the PRC. Our manufacturing operations are
subject to risks including, among other things, the breakdown, failure or sub-standard performance of
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machinery and equipment, natural disasters, and the need to comply with all applicable PRC laws,
regulations and standards such as environmental law and workplace safety law. The occurrence of any
material operational problems at our manufacturing facilities in the future may have a material adverse

effect on our business, financial condition and operating results.

Substantial increases in the cost of purchases of coal may have a material adverse effect on our

business, financial condition and operating results.

We consume coal for generating heat to dry milk during the production process of milk formula
products and whole milk powder products. For each of the financial years ended 31 December 2008
and 2009, and the six months ended 30 June 2010, the cost of purchases of coal amounted to
approximately RMB2.9 million, RMBS8.2 million and RMB6.2 million, respectively, representing
approximately 3.3%, 3.3% and 3.8% of our total cost of purchases, respectively, over the same
periods. For each of the financial year ended 31 December 2007 and the Predecessor Track Record
Period in 2008, the cost of purchases of coal of the Daqing Dairy Group amounted to approximately
RMB3.8 million and RMBO0.9 million, respectively, representing approximately 2.2% and 0.9% of the
total cost of purchases of the Daqing Dairy Group, respectively, over the same periods.

If the PRC Government imposes restrictions on the use of coal, thereby disrupting our energy
supply, or if we are otherwise unable to obtain adequate supplies of coal to meet our production
requirements, our operations may be disrupted and our production and delivery schedules may be
materially and adversely affected. Any significant price increase of coal in the future may have an
adverse effect on our profitability and operations. In addition, our ability to pass increased energy
costs along to our customers may be limited by competitive pressure and customer resistance. We
cannot assure you that we will be able to raise the prices of our products sufficiently to cover the

increased costs resulting from interruptions to our operations or increases in the cost of coal.

We do not maintain business interruption insurance. Please refer to the section headed “Risk
Factors — We may not have insurance coverage that is adequate to cover potential liabilities or losses”
in this document for further information.

We may not be successful in maintaining an effective quality control system at our manufacturing
facilities.

The quality of our products is crucial to the success of our business. Our product quality depends
significantly on the effectiveness of our quality control system, which, in turn, depends on a number
of factors, including the design and implementation of our quality control policies and guidelines. Any
significant failure or deterioration of our quality control system may seriously damage our product
quality and have a material adverse effect on our reputation in the market among current or
prospective customers, which may, in turn, lead to fewer orders in the future, harming our business,

financial condition and operating results.
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Failure to fully utilise the production capacity of, or to operate, our new production facilities as
anticipated may materially and adversely affect our business, financial condition and operating
results.

We have recently constructed the phase two production line at our Daqing production facilities
and the new production line at our Changqing production facility, which we anticipate will increase
our milk powder production capacity from 35 tonnes per day to 106 tonnes per day. For further
information on our production capacity, please refer to the section headed “Business — Production
capacity” in this document. We cannot assure you that we will be able to utilise fully the additional
production capacity because such utilisation is dependent on a number of factors, including but not
limited to our success in expanding our business and the amount of available raw milk. Demand for
our products may not be as high as we expect or the new production lines may not function as
anticipated, and we may consequently fail to realise the expected benefit from our investment in the
new production facilities.

We do not have an integrated, comprehensive and enterprise-wide management information
system. As a consequence, we may not be able to manage our expansion and operations
effectively, and our ability to operate our business efficiently may be hindered.

Although our management information system covers finance and inventories, we do not have an
integrated, comprehensive and enterprise-wide management information system that enables us to
review our production performance and production capacity, trace our customers’ orders and assess
our product delivery schedule on a real-time basis. In addition, we record our inventory levels based
on our monthly stock-take. As such, we do not have real-time records which show the movement of
our inventories at a particular time. As a consequence, we may not be able to manage our expansion
and operations effectively, and our ability to operate our business efficiently may be hindered, which,
in turn, may have a material adverse effect on our business, financial condition and operating results.

We did not comply with PRC regulations relating to the housing provident fund.

The Regulations on Management of the Housing Provident Fund {{E 5 /A% 4 & % #1) , which
were promulgated and became effective on 3 April 1999 and then amended on 24 March 2002, provide
that enterprises in the PRC shall undertake to register with the relevant authorities and maintain the
relevant accounts with designated banks in respect of the housing provident fund, and contribute to
the housing provident funds at a rate of not less than 5% of the average monthly salaries paid to the
employees in the previous year. Violation of the above-mentioned regulations may result in the
imposition of fines or penalties, or other liability in severe cases.

Prior to April 2010, Daqing Dairy did not register with the relevant authority or maintain
accounts with a designated bank in respect of the housing provident fund, or make any contributions
to the housing provident fund. As such, Daqing Dairy has breached the Regulations on Management
of the Housing Provident Fund (fFJ5 A& E HAH]). The letter of confirmation issued by the
housing provident fund management centres of Daging municipality (KETEE AR SEHF.0)
dated 11 June 2010 confirms that since the effective date of the Regulations on Management of the
Housing Provident Fund ({5 A& & A& HI), the housing provident fund management centre of
Daging municipality (KEW{EEAEEEH P L)) has been progressively implementing the
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regulations on private enterprises, foreign-invested enterprises and other non State-owned enterprises
in Daqing municipality and notes that a substantial number of these enterprises have not set up and
contributed towards the housing provident funds and are currently taking steps to set up and contribute
towards the housing provident funds. Given the progressive implementation approach of the housing
provident fund management centre of Daqing municipality (KB FE A4 E # L), while our
legal department oversees and ensures our continued compliance with laws and regulations, Daqing
Dairy did not register the housing provident fund with the relevant housing provident fund
management centre (f¥5 A% % & # H.0) immediately upon the effective date of these regulations.

Since its incorporation on 7 August 2008, Changqing Dairy has not registered with the relevant
authority or maintained accounts with a designated bank in respect of the housing provident fund, or
made any contributions to the housing provident fund. As such, Changqing Dairy has breached the
Regulations on Management of the Housing Provident Fund {fE5 A& & HHEH). On 20 April
2010, Changqing Dairy obtained a written confirmation from the housing provident fund management
centre (FEAFEEE ML) of Harbin municipality’s Wuchang office regarding the unpaid
contributions from the date of incorporation of Changqing Dairy to 20 April 2010. According to such
written confirmation, the housing provident fund management centre ({5 /A%&E 44 # #.1») will not
require Changqing Dairy to make any contribution payment in respect of the above unpaid
contributions nor will any penalty or other form of administrative penalties be imposed on Changqing
Dairy for the unpaid contributions to the housing provident fund.

Our PRC Legal Advisers have advised us that the relevant housing provident fund management
centres (fE 5 A4 & # #.[>) have the authority to issue the letters of confirmation above, and such
letters of confirmation are legal and valid.

Since April 2010, Daqing Dairy and Changqing Dairy have registered with, and made the

relevant contributions to, the relevant housing provident fund management centres
(EFEAEEE L),

We estimate the amounts of outstanding contributions for the housing provident fund up to 31
December 2009 would amount to approximately RMB2.2 million and we have thus made full

provisions in the relevant accounts.
We may experience a shortage of labour and our labour costs may increase.

The dairy industry in China is labour intensive. During the Track Record Period, the costs of
direct labour expressed as a percentage of our cost of sales amounted to approximately 0.6%, 1.3%,
1.1% and 1.0%, respectively, of our costs of sale. Labour costs in China have been increasing and may
continue to increase in the future. We cannot assure you that we will not experience any shortage of
labour. Our labour costs may continue to increase in the future. If we experience a shortage of labour,
we may not be able to maintain or expand our production operations. If labour costs increase, our
production costs will also increase and we may not be able to pass such increase to our customers due
to competitive pricing pressures. In such circumstances, our business, financial condition and
operating results may be materially and adversely affected.
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We rely on our key personnel and our ability to attract and retain qualified personnel. If we are
unable to attract, motivate or retain such qualified personnel, our business may be materially
and adversely affected.

The success of our business has been, and will continue to be, heavily dependent upon the
continuing service of our key employees. In particular, we rely on the expertise and experience of
Mr Zhao CW (an Executive Director, our Chairman and the honorary director of Daqing Dairy),
Mr Zhao (an Executive Director, our Chief Executive Officer and the sole executive director of Daqing
Dairy and Changqing Dairy), Mr Xia (an Executive Director, our Deputy Chief Executive Officer and
the general manager of Daqing Dairy and Changqing Dairy), Mr Fu (an Executive Director and our
Chief Operations Officer) and Mr Zhang Bing (our assistant general manager for production). They
play a pivotal role in our daily operations and business strategies. If we lose the services of any of
these key executives and cannot hire suitable replacements in a timely manner, our business, financial
condition and operating results may be materially and adversely affected.

In addition, our success depends on our ability to attract and retain talented personnel, in
particular, our team of personnel. We may not be able to attract or retain all the personnel we need.
We may also need to offer superior compensation and other benefits to attract and retain key personnel
and therefore cannot assure you that we will have the resources to fully achieve our staffing needs.
Our failure to attract and retain competent personnel and any increase in staffing costs to retain such
personnel may have a negative impact on our ability to maintain our competitive position and to grow
our business. As a result, our business, financial condition and operating results may be materially and
adversely affected.

The financial information of the Daqing Dairy Group is not directly comparable with that of our
Group.

Pursuant to an equity transfer agreement dated 26 December 2007 entered into between Mr Pan,
Mr Xu, Mr Du and Global Milk Singapore, Global Milk Singapore acquired the entire equity interest
in Daqing Dairy on 25 July 2008 and accordingly such acquisition was recognised using the purchase
accounting method. As a result, the financial information of the Daqing Dairy Group from 1 January
2007 to 24 July 2008 (being the date prior to the acquisition of Daqing Dairy by Global Milk
Singapore) and for the financial year ended 31 December 2008, and the financial information of the
Daqing Dairy Group for the financial year ended 31 December 2009, are not directly comparable to
the financial information of our Group from 1 January 2008 to 31 December 2009. You should not
place undue reliance on a comparison of the financial condition and operating results of the Daqing
Dairy Group and our Group in deciding whether to invest in the Company.

Our operating results are subject to seasonal fluctuation and other variations.

Sales of our products are subject to seasonality. We typically experience higher sales of milk
formula products and whole milk powder products in the second half of the year compared to the first
half. Our Directors believe that this seasonality factor mainly reflects an increase in purchase orders
made by our distributors in the second half of the year to increase inventories in advance of the
Chinese New Year in anticipation of higher demand around the holiday period. However, it is also
possible that our distributors increase their purchases in the second half of the year to meet their sales
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targets so that they qualify for annual sales rebates. From time to time, we make visits to our
distributors to monitor their inventory levels and are not aware of any significant instance of
over-stocking of our products. However, if our distributors over-stock significantly and then on-sell
our products to ultimate consumers at a price which is significantly below our suggested unit retail
price or if the expiry period of the products that reach the ultimate consumers is significantly shorter
than the expiry period of our competitors’ products, our brand image, reputation, business, financial
condition and operating results may be materially and adversely affected. For further information,

please refer to the section headed “Business — Seasonality” in this document.

We are exposed to payment delays or defaults by our customers.

Where products are sold on credit, our customers are generally required to pay by bank transfers
within 30 days of the date(s) of invoice(s). Our trade receivable turnover (calculated by dividing the
trade receivables balance for the period by revenue and multiplying by 160 days, to exclude the period
prior to the date of the acquisition of the Daqing Dairy Group) for the financial year ended 31
December 2008 was eight days. Our trade receivable turnover (calculated by dividing the trade
receivables balance for the period by revenue and multiplying by 365 days, to reflect the full year)
for the financial year ended 31 December 2008 was eight days. The trade receivable turnover of the
Daqing Dairy Group (calculated by dividing the trade receivables balance for the period by revenue
and multiplying by 266 days, to exclude the suspension of production and sales operations from 1
January 2007 to 9 April 2007) for the financial year ended 31 December 2007 was 10 days. The trade
receivable turnover of the Daqing Dairy Group (calculated by dividing the trade receivables balance
for the period by revenue and multiplying by 205 days, to reflect the number of days in the period)
for the Predecessor Track Record Period in 2008 was nine days. There is no assurance that our
customers will be able to meet their payment obligations on time or in full or that our trade receivables
days will not increase. Any inability on the part of our customers to settle promptly and in full the
amounts due to us may materially and adversely affect our business, financial condition and operating

cash flow.

Our internal control policies and procedures may be inadequate or ineffective.

We have established risk management and internal control systems consisting of organisational
framework policies, procedures and risk management methods that our Directors believe are
appropriate for our business operations. We seek to continue to enhance our risk management and
internal control systems from time to time. However, we cannot assure you that our risk management

and internal control systems will be sufficiently effective to identify and prevent all such risks.

We have implemented measures to enhance our internal controls. As some of our risk
management and internal control policies and procedures are relatively new, we will require additional
time to fully evaluate the effectiveness of, and ensure compliance with, these policies and procedures.
Our risk management and internal control policies and procedures depend on their implementation by
our employees. We cannot assure you that all of our employees will adhere to our policies and
procedures, and the implementation of such policies and procedures may involve human errors or

mistakes. Moreover, our growth and expansion may affect our ability to implement and maintain
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stringent risk management and internal controls as our business evolves. Any material deficiency in
our risk management and internal control policies or procedures may expose us to significant
operational risk, which may, in turn, have a material adverse effect on our business, financial
condition and operating results.

We face possible infringement of our trademarks and other intellectual property rights and
possible counterfeiting of our products, and may inadvertently infringe third party intellectual
property rights.

The production process of our products and the ingredients and the ingredient-mix of our
products may involve proprietary know-how, technology or data that may not be patentable. Details
of the ingredients and contents of our dairy products are required by applicable laws and regulations
in the PRC to be listed on the packaging of the products. We may not have protection against third
parties who may copy our trade secrets and product formulae. In addition, our Directors believe that
our brand recognition and reputation have been vital to the success and growth of our business. We
may not always be successful in securing protection for our trade secrets, know-how, trademarks and
other intellectual property rights. Protections under the PRC intellectual property laws and the
enforcement of such laws may not be as effective as in other countries. We may need to resort to
litigation in the future to enforce our intellectual property rights. Any such litigation may result in
substantial costs and a diversion of our resources. Our failure to protect and enforce our intellectual
property rights may have a material adverse effect on our business, financial condition and operating
results.

Counterfeiting and imitation have occurred in the past in the PRC for many products. We cannot
assure you that counterfeiting and imitation of our products will not occur in the future. If it does
occur, we may not be able to detect it and deal with it effectively. Any occurrence of counterfeiting
or imitation may impact negatively upon our reputation and brand name. In addition, counterfeit and
imitation products may result in a reduction of our market share, cause a decline in our revenue and
increase our administrative costs in respect of detection and prosecution.

During the course of our operations including our production process, we may inadvertently
infringe third party intellectual property rights, as a result of which other parties may initiate litigation
or other proceedings against us. Responding to and defending these proceedings may require
substantial costs and diversion of resources, and the result of these proceedings may be uncertain. Our
reputation may also be materially and adversely affected. If any of our employees infringes any third
party’s intellectual property rights or violates his obligations of confidentiality to any third party
during his work for us, the relevant employee may be held liable and we may also be held liable for
the conduct of such employee. In particular, if any of our employees infringes any third party’s
intellectual property rights or violates his obligations of confidentiality to any third party (including
his previous employer) and uses the information obtained to develop any of our products, we may be
held liable for damages and may not be able to produce and sell such products in the future.

We may be subject to product liability claims if our products are found to be unfit for
consumption or cause illness.

We may be subject to product liability claims if our products are found to be unfit for
consumption or cause illness. Products may be rendered unfit for consumption or cause illness due to
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contamination of ingredients, whether intentional or not, and illegal tampering. The occurrence of
such problems may result in recalls of our products and significant damage to our brand reputation.
We cannot assure you that such incidents will not occur in the future. We may incur legal liabilities
and have to compensate consumers for any loss or damage they suffer in respect of valid product
liability claims and, in addition, we may also be subject to administrative or other government
sanctions or penalties. In addition, adverse publicity from these types of concerns, whether valid or
not, may discourage customers from purchasing our products. If customers lose confidence in our
brand, we may experience long term declines in our sales, which may have a material adverse effect
on our business, financial condition and operating results.

We may not have insurance coverage that is adequate to cover potential liabilities or losses.

We do not maintain third party liability, product liability or business interruption insurance,
except for work-related injury insurance for employees as required under PRC law. We or our
Directors or senior management may be exposed to claims for which no insurance policies have been
maintained by us, including any claims that may be made against us if our products are found to have
been contaminated with melamine or estrogen hormones that cause harm to the consumers of our
products. In addition, although we maintain insurance on our properties, machinery, equipment,
inventories and motor vehicles, there may be circumstances for which we would not be covered
adequately or at all. If we incur substantial losses or liabilities and our insurance coverage is
unavailable or inadequate to cover such losses or liabilities, our business, financial condition and
operating results may be materially and adversely affected.

Delivery delays or poor handling by distributors and transport operators may have a material
adverse effect on our business, financial condition and operating results.

In general, we rely on transport operators to deliver our products to our distributors. Delivery
disruptions for various reasons beyond our control, including weather conditions, political turmoil,
social unrest and strikes, may result in delayed or lost deliveries. The perishable nature of our dairy
products may also mean that poor handling by transport operators may result in damage to our
products, which may have a material adverse effect on our business, financial condition and operating

results.

There may be a dilutive effect on the earnings per Share associated with the Share Option
Scheme and an impact on future earnings.

We conditionally adopted the Share Option Scheme. Details of the Share Option Scheme are set
out in the section headed “Share Option Scheme” in Appendix VI to this document.

The issue of Shares upon the exercise of any options which may be granted under the Share
Option Scheme will result in an increase in the number of Shares in issue and may result in the dilution
of the percentage of ownership of our Shareholders, the earnings per Share and net asset value per
Share.
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The interests of our Controlling Shareholder may not always coincide with the best interests of
our Company and our other Shareholders, and we have a limited operating history under our
Controlling Shareholder.

Our Controlling Shareholder, through his voting power at Shareholders’ meetings and his
delegates on our Board, will be in a position to exert significant influence over our management and
corporate policies, including our development strategies, capital expenditure and distribution plans. In
addition, our Controlling Shareholder may cause us to implement corporate transactions which might
not be in, or may conflict with, our other Shareholders’ best interests. In particular, our Controlling
Shareholder will be able to:

° subject to applicable laws, rules and regulations, cause our Board to act in a manner that
may not be in the best interests of our other Shareholders;

° subject to the provisions of our Articles of Association, cause us to adopt amendments to
our Articles of Association, including amendments that are not in the best interests of our
other Shareholders; and

° otherwise determine the outcome of most corporate actions, including the enforcement of
indemnities against our Controlling Shareholder, and, subject to the applicable
requirements of the Stock Exchange, cause us to effect corporate transactions without the
approval of our other Shareholders.

We cannot assure you that our Controlling Shareholder will vote on Shareholders’ resolutions in
a way that will benefit our other Shareholders.

Our Controlling Shareholder did not acquire his ownership interests in Daqing Dairy until 25
July 2008. We have a limited operating history under our Controlling Shareholder. Consequently, the
historical financial information in this document may not provide a meaningful basis for investors to
evaluate our historical business, our operations or our business prospects, and our operating results
during the Track Record Period may not be indicative of our future performance.

RISKS RELATING TO OUR INDUSTRY

We operate in a highly competitive market.

Our Directors consider the dairy market in which we operate to be highly competitive, and we
expect the competition to continually increase. Our competitors include producers of milk formula
products and milk powder products. Many of our competitors sell products that are similar to ours, and
our ability to compete against them is significantly dependent on our ability to distinguish our
products from those of our competitors and demonstrate our product quality. According to the
Euromonitor International Report, leading global brands, such as Wyeth, Mead Johnson, Dumex,
Nestle and Abbot, collectively account for almost 40% of the total market share by sales value in the
market in China in 2009. The market has yet to see a local Milk Powder manufacturer capable of
overriding the leading global brand producers in China. In addition, consumer preferences and needs
may change quickly and frequently, creating opportunities for new competitors to enter our market and
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for existing competitors to take away our market share. For instance, the melamine scandal in 2008,
coupled with the impact of the global financial crisis in late 2008, led to a decrease in the consumption
of dairy products in the PRC as consumers likely became more cautious in their consumption of
non-necessities such as milk powder for adults. Furthermore, consumers may increasingly shift their
purchases of infant milk formula from domestically sourced products to internationally sourced
products, which may increase the competition and reduce our market share and sales. As a result of
the melamine incident in 2008, consumers in the PRC have been shifting their purchase of infant milk
formula from domestically sourced infant milk formula to internationally sourced infant milk formula.
The recent incident relating to hormone-tainted milk formula products in China may undermine
consumers’ confidence in domestic milk formula products, in particular, paediatric milk formula
products and consumers may avoid their purchase of local brand milk formula products in the PRC.
This increases further competition between leading global brands producers and local Milk Powder
manufacturers in China. Many of our existing and potential competitors may have competitive
advantages over us in terms of financial, technical and marketing resources. We cannot assure you that
our existing or potential competitors will not provide products comparable or superior to those we
provide or adapt more quickly than we do to evolving market trends or changing market requirements.
It is also possible that there will occur significant consolidation of the dairy industry among our
competitors, which could result in an increase of the market share of some of our competitors. Our
competitors may successfully expand their business upstream in raw milk production, which may
enable them to better control the price and quality of the raw milk used to make their products, thereby
enhancing their competitiveness. Increased competition may reduce our sales volume, prices and
margins. As a result, our business, financial condition and operating results may be materially and
adversely affected. We cannot assure you that we will be able to compete effectively against our
existing and potential competitors. Please refer to the section headed “Business — Competition” in
this document for further information.

Adverse publicity concerning milk formula and other dairy products may affect our business
performance or damage our reputation, and their societal impact may lead to additional
government regulations.

We are highly dependent on consumers’ perception of the quality and safety of our products. As
a result, adverse publicity about contamination in dairy products or an outbreak of any illness or
disease in cows in the PRC may lower public confidence in dairy products produced in the PRC,
including our products. The occurrence of any of these events may have a material adverse effect on
our business, financial condition and operating results.

In 2008, several brands of milk formula and other dairy products in China were found to be
contaminated with melamine, which poses health risks for consumers. This led to a nationwide
investigation into dairy products, particularly milk formula, for traces of melamine. After a number
of domestically sourced infant formula products were found to contain melamine, consumers in the
PRC have been shifting their purchase of infant milk formula from domestically sourced infant milk
formula to internationally sourced infant milk formula, and as a result, internationally sourced infant
milk formula brands experienced an increase in domestic sales of their products. Please refer to the
section headed “Financial Information — Review of Historical Operating Results” in this document
for further information on the impact of the melamine scandal in 2008 on our operating results.
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In August 2010, three infants in Hubei province in the PRC were reported to have experienced
pubescent development, which was allegedly caused by the content of estrogen hormones found in a
particular local brand milk formula products they consumed. This resulted in the Ministry of Health
of the PRC launching an investigation into the above alleged claims. The clinical investigation
conducted by the Ministry of Health of the PRC on the residue of milk powder consumed by these
infants revealed that the milk formula products involved did not contain such estrogen hormones that
caused these infants’ pubescent development. Notwithstanding the above, the incident may undermine
consumers’ confidence in domestic milk formula products, in particular, paediatric milk formula
products and consumers may avoid their purchase of local brand milk formula products in the PRC.
This may, in turn, have an impact of the sales of local brand milk formula products in the PRC. Please
also refer to the section headed “Business — Quality Control” in this document for further
information.

There have also been incidents in the past of milk formula contamination with E. sakazakii
(Enterobacter sakazakii), a potentially fatal bacterium. These incidents of dairy product contamination
negatively impacted domestic producers of dairy products. There can be no assurance that such
incidents of contamination by melamine, E. sakazakii or any other contaminants in dairy products will
not occur in the future.

In addition, any major outbreak of any illness or disease in cows such as mad cow disease
(bovine spongiform encephalopathy) and bovine tuberculosis may lead to significant shortfalls in the
supply of our raw milk and result in loss of consumer confidence in, and demand for, our dairy
products. Adverse publicity about contamination, illness or disease in the dairy industry may lower
public confidence in the dairy industry and increase governmental regulation of our industry, which
may have a material adverse effect on our business, financial condition and operating results.

The PRC Milk Powder industry, including the Baby Milk Powder industry, may face slower
growth.

The PRC Milk Powder industry has undergone substantial growth in recent years. According to
the Euromonitor International Report, the Milk Powder market in the PRC has grown from
approximately RMB37,142 million in 2007 to approximately RMB42,062 million in 2009 in terms of
retail sales value. However, there is no guarantee that the Milk Powder market in the PRC will
continue to grow at such a rate in the future. The Baby Milk Powder market in the PRC may experience
slower growth in the future due to market saturation, which may impact the size and growth of the
market for dairy products in the PRC in general. Growth in the Milk Powder market in the PRC may
also be affected by changes in consumer preferences and needs.

The PRC Government food safety and food production laws and regulations may become more
onerous, and our related certificates may be revoked, or may not be renewed or extended, which
may materially and adversely affect our business, financial condition and operating results.

Domestic producers of dairy products are required to comply with certain food safety and food
production laws and regulations. These laws and regulations establish standards on food and food
additives, packaging and containers, and disclosure of information on packaging, as well as set out
requirements on food safety, production, sites, facilities and equipment used for the transportation and
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sale of dairy products. Our PRC Legal Advisers have advised us that we are in compliance with current
applicable food safety and food production laws and regulations. However, if the PRC Government
increases the stringency of such laws or regulations, our production and sales costs may increase, and
we may be unable to pass these additional costs on to our customers, which may materially and

adversely affect our business, financial condition and operating results.

Our PRC Legal Advisers have advised us that we have obtained, and are in compliance with, all
relevant licences and certificates, including the National Industrial Products Manufacturing
Certificates (2B T3 /i 245 7 57 A #%). These licences and certificates are subject to renewal or
extension to carry on the business of food production and processing. If any of our licences or
certificates is revoked, not renewed or not extended, we may not be able to produce or process our
products and our customers may lose confidence in our products, which may have a material and
adverse effect on our business, financial condition and operating results.

We may be subject to higher compliance costs if PRC environmental protection laws and
regulations become more onerous, which may materially and adversely affect our business,

financial condition and operating results.

We operate in an industry that is subject to PRC environmental protection laws and regulations.
These laws and regulations require enterprises which produce certain environmental waste to
effectively manage and treat such waste prior to disposal. Enterprises that fail to comply with such
requirements may be subject to fines. Our PRC Legal Advisers have advised us that we are in
compliance with current applicable environmental protection laws and regulations. However, there can
be no assurance that the PRC Government will not change the existing laws or regulations or impose
additional or stricter laws and regulations, compliance with which may increase our production costs
in ways that may materially and adversely affect our business, financial condition and operating

results.

Global market fluctuations and economic downturn may materially and adversely affect our
business, financial condition and operating results.

The global financial crisis that unfolded in 2008 and continued in 2009 led to a slowdown in the
economic growth of the PRC. The adverse impact of the global crisis on the PRC economy may
continue or be exacerbated in the future. A recession in the global economy, Asia or the PRC or
uncertainties regarding future economic prospects of the PRC may affect consumer spending habits
and have a material adverse effect on our business, financial condition and operating results. In
particular, although the PRC economy has recorded one of the world’s fastest growth rates in terms
of GDP, we cannot assure you that such growth will be sustained and continue in the future. In
addition, a slowdown in the economies of the United States, the European Union and certain Asian
countries with which the PRC has important trade relationships or any future calamities may
materially and adversely affect the economic growth of the PRC. If the PRC economy experiences a
significant downturn, our business, financial condition, operating results and prospects may be

materially and adversely affected.
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RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Any adverse change in the political and economic policies of the PRC Government may
materially and adversely affect our business, financial condition and operating results and may
result in our inability to sustain our growth and expansion strategies.

Our operations are conducted in the PRC. Accordingly, our operating results, financial condition
and prospects are, to a significant degree, subject to the economic, political and legal developments
of the PRC.

The PRC economy has largely been a centrally planned economy, which differs from other

developed economies of the world in many respects, including:

° its structure;

° the level of governmental involvement;
° the level of development;

° growth rate;

° the control of foreign exchange; and

the allocation of resources.

As a result of these differences, our business may not develop in the same way or at the same
rate as might be expected if the Chinese economy were similar to those of other developed countries.
The PRC economy has been transitioning from a planned economy to a more market oriented economy.
The PRC Government has implemented economic reform measures emphasising utilisation of market
forces in the development of the PRC economy and is continuing to play a significant role in
regulating industries by imposing industrial policies.

We cannot, however, predict whether changes in the political, economic and social conditions
and policies in the PRC, or in the relevant laws, rules and regulations, will have any material adverse
effect on our current or future business, financial condition and operating results.

Inflation in China may have a material adverse effect on our business, financial condition and
operating results.

While the PRC economy has experienced rapid growth, such growth has been uneven among
various sectors of the economy and in different geographical areas of the country. Rapid economic
growth can lead to growth in the money supply and inflation. If prices for our dairy products rise at
a rate that is insufficient to compensate for the rise in our costs, our business, financial condition and



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

RISK FACTORS

operating results may be materially and adversely affected. To control inflation in the past, the PRC
Government has imposed controls on bank credits, limits on loans for fixed assets and restrictions on
State bank lending. Such an austere policy can lead to a slow down in the economic growth and may

materially and adversely affect our business, financial condition and operating results.

There are uncertainties regarding the interpretation and enforcement of PRC laws, rules and
regulations.

Our operations are conducted in the PRC. The PRC legal system is based on written statutes and
thus prior court decisions can only be cited as reference. Since the late 1970s, the PRC Government
has been developing a comprehensive system of laws, rules and regulations in relation to economic
matters, such as foreign investment, corporate organisation and governance, commerce, taxation and

trade.

However, due to the fact that these laws, rules and regulations have not been fully developed,
and because of the limited volume of published cases and their non-binding nature, the interpretation
and enforcement of these laws, rules and regulations involve some degree of uncertainties with respect

to the outcome of any legal action that may be taken against us in the PRC.

PRC regulations relating to acquisitions of PRC companies by offshore holding companies may
limit our ability to acquire PRC companies and may materially and adversely affect the

implementation of our acquisition strategies as well as our business and prospects.

The M&A Provisions provide rules with which foreign investors must comply should they seek
to (i) purchase the equities of the shareholders of a domestic non-foreign-funded enterprise, or
subscribe to the increased capital of a domestic non-foreign-funded enterprise, and thus change the
domestic non-foreign-funded enterprise into a foreign-funded enterprise, or (ii) set up a
foreign-funded enterprise to acquire assets from a domestic enterprise, or assets from a domestic
enterprise and set up a foreign-funded enterprise by contribution of the acquired assets. The M&A
Provisions stipulate that the business scope upon acquisition of a domestic enterprise must conform
to the Foreign Investment Industrial Guidance Catalogue (2007 version) (M & £ 455 H %)
(2007 “F4E%]) issued by the NDRC and MOFCOM. The M&A Provisions also provide the takeovers

procedures for equity interests in domestic enterprises.

Our PRC Legal Advisers have advised us that there are uncertainties as to how the M&A
Provisions will be interpreted or implemented. If we decide to acquire a PRC enterprise, we cannot
assure you that we or the owners of such PRC enterprise can successfully complete all necessary
approval requirements under the M&A Provisions. This may restrict our ability to implement our

acquisition strategies and may materially and adversely affect our business and prospects.
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Implementation of the PRC Labour Contract Law and other labour-related regulations in China
may materially and adversely affect our business, financial condition and operating results.

The PRC Labour Contract Law (1% NRILAIE 558 5175 ) and the PRC Labour Contract
Law Implementation Rules <2 A RS A1 B 55 B 5 [F] 2 5 191) took effect on 1 January 2008 and
18 September 2008, respectively. These labour laws and rules impose additional stringent
requirements on employers in relation to entering into fixed term employment contracts, hiring of
temporary employees and dismissing employees. Pursuant to the PRC Labour Contract Law, since 1
January 2008, we have been required to enter into non-fixed term employment contracts with
employees who have worked for us for more than 10 years or, unless otherwise provided in the PRC
Labour Contract Law, for whom a fixed term employment contract has been concluded for two
consecutive terms. We may not be able to efficiently terminate non-fixed term employment contracts
under the PRC Labour Contract Law without cause unless there exist special circumstances as
stipulated in the PRC Labour Contract Law Implementation Rules as well as other PRC laws for the
termination of employment contracts by the employer. We are also required to make severance
payments to fixed term contract employees when the term of their employment contracts expire, unless
such employee voluntarily rejects an offer to renew the contract in circumstances where the conditions
offered by the employer are the same as or better than those stipulated in the current contract. The
amount of severance payment is equal to the monthly wage of the employee multiplied by the number
of full years that the employee has worked for the employer, except (i) where the term of service is
more than six months but less than a year, the amount of severance payment shall be calculated as a
full year of service; (ii) where the term of service is less than six months, the employer shall pay half
a month’s wage to the employee as severance payment; and (iii) where the employee’s monthly wage
is more than three times the average monthly wage of the proceeding year announced by the local
relevant PRC Government. The calculation of severance payment will be based on a monthly wage
equal to three times the average monthly wage multiplied by the number of years of service which
cannot exceed a maximum of 12. A minimum wage requirement has also been incorporated into the
PRC Labour Contract Law. Liability for damages, fines or other administrative penalties may be
imposed for any material breach of the PRC Labour Contract Law. In addition, under the Regulations
on Paid Annual Leave for Employees < LA #r4E IRk 151), which became effective 1 January
2008, employees who have continuously worked for more than one year are entitled to paid holidays
ranging from 5 to 15 days, depending on their length of service. Employees who agree to waive their
holiday time at the request of their employers must be compensated with three times their normal daily
salaries for each holiday waived. As a result of these PRC laws, rules and regulations, our labour costs
have increased. There can be no assurance that any disputes, work stoppages or strikes will not arise
in the future. Furthermore, there can be no assurance as to whether there will be additional or new
labour laws, rules and regulations in the PRC, which may lead to potential increases in our labour
costs and future disputes with our employees. In such circumstances, our business, financial condition

and operating results may be materially and adversely affected.
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Failure to comply with the SAFE regulations relating to the establishment of special purpose
vehicles by our beneficial owners may materially and adversely affect our business operations,
limit our ability to inject capital into our PRC subsidiaries, limit the ability of our PRC
subsidiaries to distribute profits to us or subject us to fines.

On 21 October 2005, SAFE issued the Notice on Issues Relating to the Administration of Foreign
Exchange in Fund-raising and Reverse Investment Activities of Domestic Residents Conducted via
Offshore Special Purpose Companies ([ 540 FE R 5 B 1 45 04 Ja RO M 35 S Re ik B 190 B Rl E &
IRFE R AP RE T G B M RE B 4 A1), which became effective 1 November 2005. The notice requires
PRC residents to register with the local SAFE branch in the following circumstances: (i) before
establishing or controlling any company (referred to in the notice as a “special purpose vehicles”)
outside the PRC for the purpose of capital financing; (ii) after contributing their assets or shares of
a domestic enterprise into overseas special purpose vehicles, or raising funds overseas after such
contributions; and (iii) after any major change in the share capital of the special purpose vehicles

without any round-trip investment being made.

Our beneficial owners are required to comply with further foreign exchange registration
requirements in all material respects in connection with our investments and financing activities. If
our beneficial owners or we fail to comply with the relevant SAFE requirements, such failure may
subject the beneficial owners or us to fines and legal sanctions, restrict our ability to inject capital into
our subsidiaries in the PRC or limit the ability of our subsidiaries in the PRC to distribute profits to
us, thereby, materially and adversely affecting our business, financial condition and operating results.

PRC regulation of loans and direct investment by offshore holding companies to PRC entities
may delay or prevent us from using proceeds we receive from the [®] to make loans or additional
capital contributions to our PRC subsidiaries.

On 29 August 2008, SAFE promulgated the Notice on Relevant Business Operations Issues
Concerning Improving the Administration of the Payment and Settlement of Foreign Exchange Capital
of Foreign-Funded Enterprises BRS¢ 5 A1 Fi 450 & A 35 I e A 48 A 4t B 457 JHL A R S5 452 A P R
4 %1) (“Notice 142”) which regulates the conversion by a foreign-funded enterprise of foreign
currency into Renminbi by restricting how the converted Renminbi may be used. Notice 142 requires
that the Renminbi funds converted from the foreign currency capital of a foreign-funded enterprise
may only be used for purposes within the business scope approved by the applicable governmental
authority and may not be used for equity investments within the PRC unless specifically provided for
otherwise. In addition, SAFE strengthened its supervision over the flow and use of the Renminbi funds
converted from the foreign currency capital of a foreign-funded enterprise. The use of such Renminbi
capital may not be changed without SAFE’s approval, and may not, in any case, be used to repay or
prepay Renminbi loans if such loans are outstanding. Violations of Notice 142 will result in severe
penalties, such as heavy fines as set out in the relevant foreign exchange control regulations.

As an offshore holding company of our PRC subsidiaries, our Company may make loans to our
PRC subsidiaries, or we may make additional capital contributions to our PRC subsidiaries. However,

we cannot assure you that we will be able to obtain these government registrations or approvals on
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a timely basis, if at all, with respect to our future loans or capital contributions to our PRC subsidiaries
or any of their respective subsidiaries. If we fail to receive such registrations or approvals, our ability
to fund our PRC operations may be negatively affected, which may materially and adversely affect our
liquidity and ability to expand our business.

Failure to comply with PRC regulations in respect of the registration of our PRC citizen
employees’ share options may subject such employees or us to fines and legal or administrative
sanctions.

Pursuant to the Implementation Rules of the Administration Measure for Individual Foreign
Exchange <ffl NSNS BEAHLEMEANH]) issued by SAFE on 5 January 2007 and the Operating
Procedures on Administration of Foreign Exchange regarding PRC Individuals’ Participation in
Employee Share Incentive Plans and Employee Stock Option Plans of Overseas Listed Companies
LR N 2 B A1 BT 2 W) B TR IR ) R BB M R ) 45 A BE A LR VR AR ) on 28 March 2007,
PRC citizens who are granted shares or share options by an overseas listed company under its
employee share option or share incentive plan are required, through the PRC subsidiary of such
overseas listed company or other qualified PRC agents, to register with SAFE and complete certain
other procedures relating to the share option or other share incentive plan. Foreign exchange income
from the sale of shares or dividends distributed by the overseas listed company must be remitted into
China. In addition, the overseas listed company or its PRC subsidiary or other qualified PRC agent
is required to appoint an asset manager or administrator and a custodian bank, as well as to open
foreign currency accounts to handle transactions relating to the share option or other share incentive
plan. We and our PRC citizen employees who are granted options under the Share Option Scheme, or
other PRC option holders, will be subject to these rules. If we or our PRC option holders fail to comply
with these rules, we or our PRC option holders may be subject to fines and legal or administrative
sanctions.

Our Company is a holding company that relies on payments from our subsidiaries for funding.

We are a holding company incorporated in the Cayman Islands and operate our core business
primarily through our subsidiaries in the PRC. Therefore, the availability of funds to pay dividends
to our Shareholders and to service our indebtedness depends on payments received from these
subsidiaries. If our subsidiaries incur any debts or losses, such indebtedness or loss may impair their
ability to pay dividends or other distributions to us. As a result, our ability to pay dividends or other
distributions and to service our indebtedness will be restricted.

PRC laws, rules and regulations require that dividends be paid only out of the accumulated profit
calculated according to PRC accounting standards, which differ from generally accepted accounting
principles in other jurisdictions, including IFRS. PRC laws, rules and regulations also require
PRC-incorporated enterprises, such as our subsidiaries in the PRC, to set aside part of their net profit
as statutory reserves. These statutory reserves are not available for distribution as dividends.

In addition, restrictive covenants in bank credit facilities, convertible bond instruments or other
agreements that we or our subsidiaries may enter into in the future, if any, may also restrict the ability
of our PRC subsidiaries to make distributions to us. Therefore, these restrictions on the availability
and usage of our major source of funding may impact our ability to pay dividends to our Shareholders
and to service our indebtedness.
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We may be deemed to be a PRC tax resident under the EIT Law and be subject to PRC taxation
on our worldwide income.

Under the EIT Law, enterprises established outside China whose “de facto management bodies”
are located in China are considered “resident enterprises” and will generally be subject to a uniform
25% EIT on their worldwide income. Under the EIT Rules, “de facto management bodies” are defined
as bodies that have material and overall management control over the business, personnel, accounts
and properties of an enterprise. Substantially all of our management is currently based in China and
may remain in China. Therefore, we may be treated as a PRC resident enterprise for EIT purposes and
thus be subject to EIT on our worldwide income. However, a PRC resident enterprise is exempt from
dividend income received from qualified resident enterprises. The tax consequences of such treatment
are currently unclear, as they will depend on the implementation regulations and how local tax
authorities apply or enforce the EIT Law and the EIT Rules. Our business, financial condition and
operating results may be materially and adversely affected if we are subject to PRC taxation on our
worldwide income.

Fluctuations in foreign exchange rates and changes in foreign exchange regulations may
materially and adversely affect our business, financial condition, operating results and our
ability to remit payments.

Our revenue and expenditures are denominated in Renminbi, which is currently not a freely
convertible currency. However, we will require foreign currencies for dividend payment (if any) to our
Shareholders. As a result, we are exposed to risks associated with fluctuations in the exchange rates
of foreign currency.

In the PRC, since 1994, the conversion of Renminbi into foreign currencies, including Hong
Kong and US dollars, has been based on rates set by the PBOC. The PRC Government has, with effect
from 21 July 2005, reformed the exchange rate regime by permitting Renminbi to fluctuate within a
narrow and managed band based on market supply and demand with reference to a basket of
currencies. On 21 July 2005, this revaluation resulted in Renminbi appreciating against the US dollar
and Hong Kong dollar by approximately 2%. The PRC Government has since made further adjustments
to the exchange rate system. Any appreciation of Renminbi may affect the value of, and any dividends
payable on, our Shares in foreign currency terms.

As at 31 December 2009, our Group had borrowings of S$21,000,000. For further details of the
principal and interest of the borrowings, please refer to the section headed “History, Reorganisation
and Group Structure — Investment in the Company” in this document. On 14 April 2010, the
Singapore dollar appreciated against the Renminbi from S$1.00 to RMB4.90 to S$1.00 to RMB4.96.
If the Singapore dollar continues to appreciate against the Renminbi in the future, we may have to
convert more RMB into Singapore dollars to repay the principal and interest amount of the above
borrowings.

Under the current PRC foreign exchange regulations, subject to compliance with certain
procedural requirements, we will be able to pay dividends (if any) in foreign currencies without prior
approval from SAFE. Currently, Renminbi is convertible without approval from SAFE only with
respect to current account transactions, and not with respect to capital account transactions. Dividend

— 62 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

RISK FACTORS

payments and payments for goods and services are current account transactions. Under current
regulations, PRC companies may convert Renminbi into foreign currency for current account
transactions directly at commercial banks authorised to deal with foreign exchange transactions by
complying with certain requirements. It is uncertain whether the PRC Government, at its discretion,
will take measures in the future to restrict access to foreign currencies for current account transactions
under certain circumstances. Such restrictions, if imposed, may have a material adverse effect on our
ability to receive payments from our subsidiaries in the PRC.

Income in respect of our Shares or dividends from PRC subsidiaries may become subject to PRC
taxes.

Under the EIT Law and EIT Rules, our foreign corporate Shareholders may be subject to a 10%
income tax upon any gains they realise from the transfer of their Shares, if such income is regarded
as income from “sources within the PRC”. According to the EIT Rules, whether income generated
from transferring equity investments is to be regarded as sources within the PRC or from foreign
territory shall depend upon the locations in which the enterprises accepting the equity investment are
located. However, it is unclear whether income received by our Shareholders will be deemed to be
income from sources within the PRC and whether there will be any exemption or reduction in taxation
for our foreign corporate Shareholders due to the recent promulgation of the EIT Law. If our foreign
corporate Shareholders are required to pay PRC income tax on the transfers of our Shares that they
hold, the value of our foreign corporate Shareholders’ investments in our Shares may be materially and
adversely affected.

We were incorporated in the Cayman Islands, and substantially all of our income will come from
dividends that we receive from our PRC subsidiaries. Before the EIT Law came into effect, dividends
derived from our business operations in the PRC were not subject to income tax under PRC law. Under
the EIT Law, dividends payable to foreign investors that are “derived from sources within the PRC”
may be subject to income tax at the rate of 10% by way of withholding, unless otherwise reduced by
PRC laws, rules and regulations or through agreements between the PRC Government and the
government of other countries or regions. Under the EIT Rules, equity investment income from
sources within the PRC or a foreign territory, such as dividends and bonuses, will be recognised by
reference to the locations in which the enterprises that distributed the dividends and bonuses are
located. As a result, dividends payable to our foreign investors may be deemed to be income derived
from sources within the PRC.

Pursuant to the Notice of SAT on the List of Agreed Dividend Tax Rates {8 ZKBiHs 45 B T
B S BLRN UL — B %) issued on 29 January 2008, the withholding tax rate for dividends paid
by a PRC resident enterprise to a Hong Kong resident enterprise or a Singapore resident enterprise is
5% if the Hong Kong or the Singapore resident enterprise owns at least 25% of the PRC enterprise.
Otherwise, the dividend withholding tax rate is 10%.

Furthermore, under the Arrangement between the PRC and Hong Kong Special Administrative
Region for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with respect to
Taxes on Income AT b 7 i 40 Al 47 I I (] 7 36 oy 5 2k G o8 5 A0E B0 F0 B 1R I Bl & BE ) (the “Tax
Agreement”), effective 8 December 2006, the withholding tax rate for dividends paid by a PRC
resident enterprise to a Hong Kong resident enterprise is 5% if the Hong Kong enterprise owns at least
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25% of the PRC enterprise; otherwise, the dividend withholding tax rate is 10%. According to the
Notice of the SAT on Issues relating to the Administration of the Dividend Provision in Tax Treaties
(12 5% Fod 755 48 Jmy TR i A 7 B0 A B 2 e S 30 B R RELAY 48 1) promulgated on 20 February 2009, the
corporate recipient of dividends distributed by PRC enterprises must satisfy the direct equity interest
thresholds at all times during the 12 consecutive months preceding the receipt of the dividends. SAT
issued the Administrative Measures for Non-resident Enterprises to Enjoy Treatments under Tax
Treaties (For Trial Implementation) {JF /& =2 Bl g & £ 48 & L EHE (BL1T)) on 24 August 2009
and the Notice on How to Understand and Identify the Owner of Benefits in Tax Agreements
(IR 52 Fod 5 408 Jmy BT e HRLfigf AR 58 2 B A B 2 A2 2 Jir A N9 K1) on 27 October 2009. Pursuant to
these regulations, non-resident enterprises are required to obtain approval from the competent tax
authorities in order to enjoy the favourable treatment under tax treaties. However, if a company is
deemed a pass-through entity rather than a qualified owner of benefits, it cannot enjoy the favourable
tax treatment provided in the Tax Agreement. In addition, if transactions or arrangements are deemed
by the relevant tax authorities to be entered into mainly for the purpose of enjoying favourable tax
treatment under the Tax Arrangement, such favourable tax treatment may be subject to adjustment by
the relevant tax authorities in the future. Therefore, if Global Milk Singapore, the holding company
of our PRC subsidiaries, fails to obtain approval for the favourable tax treatment under the Tax
Agreement and is deemed a pass-through entity rather than a qualified owner of benefits, the dividends
to be distributed to Global Milk Singapore by our PRC subsidiaries will be subject to withholding tax
at a rate of 10% instead of 5%.

In summary, if we are required under the EIT Law to pay EIT on the dividends we receive from
our PRC subsidiaries at an ordinary rate or to withhold PRC income tax on dividends payable to our

non-PRC Shareholders, your investment in us may be materially and adversely affected.

It may be difficult to effect service of process in connection with disputes brought in courts
outside the PRC on, or to enforce judgements obtained from non-PRC courts against, us or our

management who reside in the PRC.

Substantially all of our management resides in the PRC and substantially all of our assets are
located in the PRC. Accordingly, it may be difficult for you to effect service of process in connection
with disputes brought in the courts outside the PRC on, or to enforce judgements obtained from

non-PRC courts against, us or our management who reside in the PRC.

Furthermore, the PRC does not have treaties providing for the reciprocal recognition and
enforcement of judgements awarded by courts in the United States, Singapore, the Cayman Islands and
most other western countries. Hence, the recognition and enforcement in the PRC of judgements of
a court in any of these jurisdictions in relation to any matter not subject to a binding arbitration

provision may be difficult or even impossible.
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Acts of God, acts of war, epidemics, such as severe acute respiratory syndrome (SARS), H5N1
avian flu or HIN1 influenza, and other disasters may affect our business.

Our business is subject to the general and social conditions in the PRC. Natural disasters,
epidemics, acts of God and other disasters that are beyond our control may materially and adversely
affect the economy, infrastructure and livelihood of the people of the PRC. Some cities in the PRC are
under the threat of flood, earthquake, sandstorm or drought. Our business, financial condition and

operating results may be materially and adversely affected if these natural disasters occur.

Epidemics threaten people’s lives and may materially and adversely affect their livelihoods as
well as living and consumption patterns. The occurrence of an epidemic is beyond our control and
there is no assurance that the outbreak of SARS, H5N1 avian flu or HIN1 influenza will not happen
again. Any epidemic occurring in areas in which we operate, or even in areas in which we do not

operate, may materially and adversely affect our business, financial condition and operating results.

Acts of war and terrorist attacks may cause damage or disruption to us, our employees, facilities,
our distribution channels, markets, suppliers and customers, the occurrence of any of which may
materially and adversely impact our business, revenue, cost of sales, financial condition and operating
results or Share price. Potential war or terrorist attacks may also cause uncertainties and cause our

business to suffer in ways that we cannot currently predict.
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This section contains information, forecasts and statistics relating to the economy in China
and the industry in which we operate. We believe that the sources of the information are
appropriate sources for such information. We have no reason to believe that such information is
false or misleading or that any fact has been omitted that would render such information false or
misleading in any material respect. We have derived such information and data partly from publicly
available government and official sources as well as a report we commissioned from Euromonitor
International, an Independent Third Party, and a report we purchased from the Dairy Association
of China (¥4 %), an Independent Third Party, which have not been independently verified
by us, nor any of our directors, affiliates or advisers. Furthermore, the information provided by
PRC Government sources may not be consistent with the information complied within or outside
China by third parties. We make no representation as to the correctness or accuracy of government
or official information contained in this document. Accordingly, such information should not be
unduly relied upon. We have, however, taken such care as we consider reasonable in the
reproduction and extraction of such information.

EUROMONITOR INTERNATIONAL REPORT

We commissioned Euromonitor International to conduct an analysis of the Milk Powder market
in China and prepare the Euromonitor International Report at a fixed fee of US$13,500. The
Euromonitor International Report includes information on the Milk Powder market in China such as
sales value, sales volume, market share of leading players of foreign and local brands, and the outlook

of the Milk Powder market in China, which have been quoted in this document.

Euromonitor International’s independent analysis was undertaken through primary and
secondary research obtained from various sources. Primary research includes interviewing milk
powder manufacturers, distributors, retailers and other third parties for fresh data, opinions and
insights as well as national or regional dairy industry associations, government, semi-official and
other segment observers. Secondary research involves gathering, refining and confirming information
from multiple and relevant published data sources. Projected market size by retail sales value and
retail sales volume were obtained based on a comprehensive and in-depth review over the historical
market development, and a cross check with established government/industry figures or trade

interviews, and statistical tools, where possible.

Euromonitor International made the following major assumptions in the preparation of the

Euromonitor International Report:

° the research conducted covers the sale of Milk Powder through all retail channels in China

and does not include the sale of Milk Powder for industrial use;

° the economy in China is expected to recover from 2010; and

° all sales values are based on retail sales prices.

— 72 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

INDUSTRY OVERVIEW

CHINA DAIRY STATISTICAL REPORT

The Dairy Association of China ("Bl #3341 ®), an Independent Third Party, is a non-profit
trade organisation set up by dairy farms, individual dairy farm operators and dairy product processing
enterprises in the PRC, and is under the supervision of the Ministry of Agriculture of the PRC. The
China Dairy Statistical Report was prepared by the Dairy Association of China ("' E @2 €). We
did not commission the preparation of the China Dairy Statistical Report, which we purchased from
the Dairy Association of China ([ %53 ).

THE PRC ECONOMY
Economic growth and urbanisation

The economy in China is one of the world’s fastest growing economies. According to the
National Bureau of Statistics, the nominal GDP of China in 2009 was RMB33,535 billion, representing
a CAGR of 16.0% and annual growth of 6.8% from 2005 to 2009. From 2005 to 2009, the GDP per
capita in China also increased from RMB 14,144 to RMB25,125, representing a CAGR of 15.5%. The
following chart illustrates the nominal GDP and the GDP per capita growth in China from 2005 to
2009.

Nominal GDP and GDP per capita growth in China
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The economic growth in China has been accompanied by rapid urbanisation. The total urban
population in China increased from 481 million as at the end of 2001 to 622 million as at the end of
2009, representing an increase of 29.3% between 2001 and 2009. During the same period, the urban
population as a percentage of the total population increased from 37.7% to 46.6%. The chart below
illustrates the total urban population and the urban population as a percentage of the total population

in China as at the end of the periods indicated.

Absolute and Relative Growth of Urban Population in China
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Growth in disposable income of urban households and net income of rural households

Per capita income from urban and rural households in China has been increasing along with
economic growth and increasing urbanisation. According to the National Bureau of Statistics, from
2005 to 2009, the per capita annual disposable income of urban households in China increased from
RMB10,493 to RMB17,175, representing a CAGR of 13.1%. During the same period, the per capita
annual net income of rural households in China increased from RMB3,255 to RMBS5,153, representing
a CAGR of 12.2%. These increases indicate that the purchasing power of Chinese consumers is
increasing, and as a result Chinese consumers are more capable of purchasing high quality products
for their babies and children. The following chart sets out the per capita annual disposable income of
urban households and the per capita annual net income of rural households in China from 2005 to
20009.

Per capita annual disposable income of urban households in China
and per capita annual net income of rural households in China
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Number of newborns in China

From 2005 to 2009, the number of newborns in China was relatively stable, at around 16 million
births each year. Our Directors believe that the number of newborns in China will continue at a
relatively consistent level in the near future. The following chart illustrates the number of newborns
in China from 2005 to 2009, which is calculated based on the birth rate and population in China during

the same period.

Number of newborns in China
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THE MILK POWDER INDUSTRY IN CHINA

The Milk Powder industry in China has experienced significant changes in recent years. In
particular, the Milk Powder market in China recorded a slow-down in growth from 2008 to 2009, due
to the melamine scandal in September 2008.

In September 2008, the milk products of a number of large domestic dairy products
manufacturers in China were found to contain melamine, which can cause infants to develop kidney
stones, and affected the health of several thousands of children. The melamine scandal undermined
consumers’ confidence in paediatric milk formula produced by milk powder sourced domestically,
which was reflected in the significant drop in such purchases and resulted in a decrease in production

volume.

According to the Euromonitor International Report, the retail sales volume of the Milk Powder
market in China dropped by 3.2% in 2008 from 678,580 tonnes in 2007 to 656,600 tonnes in 2008,
and the retail sales value of the Milk Powder market in China reached RMB39,794.1 million in 2008,

an increase of 7.1% over 2007.

However, supported by the strong demands for milk formula, Euromonitor International believes
that the growth of the Milk Powder market in China is expected to recover partly during the period
between 2009 and 2014 with an estimated value CAGR of 14.5% from 2009 to 2014. According to data
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produced by Euromonitor International, the retail sales volume of Milk Powder in China is expected
to increase by 4.9% from 640,400 tonnes in 2009 to 671,700 tonnes in 2010. Furthermore, the market
scale of the Milk Powder market in China is estimated to achieve RMB82,762.0 million in retail sales
value in 2014.

The following charts illustrate the historical (2007 to 2009) and forecast (2010-2014) market size
and the year-on-year growth rate of the Milk Powder market in China by retail sales value and retail
sales volume, respectively.

Historical (2007-2009) and forecast (2010-2014) market size and year-on-year growth rate of
Milk Powder market in China by retail sales value
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Historical (2007-2009) and forecast (2010-2014) market size and year-on-year growth rate of
Milk Powder market in China by retail sales volume
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Baby Milk Powder Market in China

(i) Market overview

With China’s rising economy and increasing birth rates, the Baby Milk Powder market in China
has been experiencing high growth of above 20% in retail sales value since 2005. However, the growth
in the Baby Milk Powder market in China slowed down in 2008 and 2009 due to the negative impact

caused by the melamine scandal in 2008.

The year-on-year volume growth of the Baby Milk Powder market in China declined to 19.0%
in 2008 and declined further to 15.4% in 2009.

Due to the price increase in 2008, the value growth of the Baby Milk Powder market in China
maintained a high level of 25.5% in 2008 but dropped to 19.0% in 2009. The total market size of Baby
Milk Powder in China by retail sales value amounted to RMB30,341.1 million in 2009.

The following charts illustrate the market size and the year-on-year growth rate of the Baby Milk
Powder market in China from 2007 to 2009 by retail sales value and retail sales volume, respectively.

Market size and year-on-year growth rate of
Baby Milk Powder market in China by retail sales value, 2007-2009

40,000 - 30%
g 25.5%
.2 ]
E 30,341.1 425% ¢

30,000 S
m ) 19.0%
2 25,496.7 ‘ 420% 5
3 )
> 20,316.1 ]
= 20,000 415% £
= =
% @
= 110% &
A o
= 10,000 |- s
g 5%
~

0 L - 0%
2007 2008 2009
Retail sales value ——&@— Year-on-year growth rate

Source: Euromonitor International



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

INDUSTRY OVERVIEW

Market size and year-on-year growth rate of
Baby Milk Powder market in China by retail sales volume, 2007-2009
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(ii) Market drivers & constraints

The melamine scandal in 2008 had, to a certain extent, affected the Baby Milk Powder market
in China in 2008 and 2009. However, the market still maintained a high growth rate in the past two

years, which was driven by various factors as set out below:

° as a necessity, the demand for Baby Milk Powder is driven by the rising population of
babies in China as illustrated above. The birth rate of China has maintained at a high level
of above 12% during the period between 2007 and 2008. As a result, demand for Baby Milk
Powder has grown steadily during the period from 2007 to 2009 even through its growth
rate slowed down between 2008 and 2009;

° the brand names and recognition of many local producers of Baby Milk Powder were
tarnished by the melamine scandal. Parents in China have since become increasingly
concerned about the quality of Baby Milk Powder and are more cautious when choosing
products. To the extent they can afford it, they will try to purchase Baby Milk Powder
produced by leading foreign brands and reputable local brands, which are usually

higher-priced products;

° various rounds of price increase from 2008 to 2009 have also driven the growth of the Baby
Milk Powder market in China. In 2008, many brands that were not involved in the melamine
scandal started to increase their product prices. For instance, as consumer demand rose and
the supply of milk resources declined, Wyeth further increased its product price.
Euromonitor International expects the price increase in Baby Milk Powder to continue in
2010; and
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° many local brands that were not involved in the melamine scandal such as Beingmate
(HH3) and Feihe (#5) have seized upon the opportunity to grow rapidly from 2008 to
2009. For example, Beingmate (H A 3%) increased its market share in terms of sales value
from 4.0% in 2008 to 5.1% in 2009, and Feihe (J&#) increased its market share in terms
of sales value from 2.4% in 2008 to 3.6% in 2009.

(iii) Outlook

Based on the trends and facts mentioned above, the Baby Milk Powder market in China is
expected to recover by 2010 with a value growth at 21.3% and with a volume growth at 15.7%. The
value growth is expected to slow down from 2011 to 2014 and the volume growth is expected to slow
down from 2012 to 2014 as the Baby Milk Powder market in China becomes more mature.

In 2014, the Baby Milk Powder market in China is estimated to reach RMB69,354.9 million in
terms of retail sales value and 685,700 tonnes in terms of retail sales volume. The CAGR in retail sales
value and in retail sales volume from 2009 to 2014 is estimated at approximately 18.0% and 15.0%,

respectively.

The following charts illustrate the outlook of the market size and the year-on-year growth rate
of the Baby Milk Powder market in China between 2009 and 2014 by retail sales value and retail sales

volume, respectively.

Market size and year-on-year growth rate of
Baby Milk Powder market in China by retail sales value, 2009-2014
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Market size and year-on-year growth rate of
Baby Milk Powder market in China by retail sales volume, 2009-2014
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Other Milk Powder Market in China

(i) Market overview

The Other Milk Powder market in China was greatly impacted by the melamine scandal. The
retail sales value of the Other Milk Powder market in China declined from RMB16,825.8 million in
2007 to RMB14,297.4 million in 2008, and declined further to RMB11,721.2 million in 2009, with a
year-on-year value growth at -18.0% in 2009. On the other hand, the retail sales volume of the Other
Milk Powder market in China declined from 430,600 tonnes in 2007 to 361,600 tonnes in 2008, and
declined further to 300,100 tonnes in 2009, with a year-on-year volume growth at -17.0% in 2009.
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The following charts illustrate the market size and the year-on-year growth rate of the Other Milk
Powder market in China between 2007 and 2009 by retail sales value and retail sales volume,

respectively.

Market size and year-on-year growth rate of
Other Milk Powder market in China by retail sales value, 2007-2009
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Market size and year-on-year growth rate of
Other Milk Powder market in China by retail sales volume, 2007-2009
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(ii) Market drivers & constraints

Unlike the Baby Milk Powder market, the Other Milk Powder market in China is more vulnerable
to the melamine scandal due to the lack of stable demand. The scandal, coupled with the impact
brought about by the global financial crisis in late 2008, has led to many consumers giving up
consumption of milk products or becoming more cautious in their consumption of non-necessities such
as milk powder for adults. Stocks of some manufacturers and distributors increased dramatically in
late 2008.

However, the Other Milk Powder market for pregnant women and elderly persons in China are
still considered promising. As young pregnant women in China are increasingly concerned about the
health of their babies even before the babies are born, it is expected that they will accept and consume
more Other Milk Powder. Consumption of milk products is believed to help minimise calcium
insufficiency commonly found in elderly persons. It is expected that traditional adult milk powder will
be gradually replaced by functional milk powder in the near future.

(iii) Outlook

The Other Milk Powder market in China is expected to recover gradually during the forecast
period with a CAGR in retail sales value of approximately 2.7% from 2009 to 2014, reaching
RMB13,407.1 million in 2014, and a CAGR in retail sales volume of approximately 2.1% from 2009
to 2014, reaching 333,300 tonnes in 2014. The year-on-year growth rates in terms of retail sales value

and retail sales volume are expected to turn positive in 2011.
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The following charts illustrate the outlook of the market size and the year-on-year growth rate
of the Other Milk Powder market in China between 2009 and 2014 by retail sales value and retail sales
volume, respectively.

Market size and year-on-year growth rate of
Other Milk Powder market in China by retail sales value, 2009-2014
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Market size and year-on-year growth rate of
Other Milk Powder market in China by retail sales volume, 2009-2014
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COMPETITION IN THE MILK POWDER INDUSTRY IN CHINA
Market Shares Of Leading Players In Milk Powder Market

The melamine scandal greatly changed the competitive environment of the Milk Powder industry
in China. As a result of the scandal, while some companies lost their market shares or disappeared
from the market such as f1 %t = JFE4E B B A3 A7 PR 2 7] (Shijiazhuang Sanlu Group Co., Ltd*), other
companies actually benefited from the scandal such as Beingmate Scientific Industry-Trade Share Co
Ltd, BHEVL A Se 2 1L FLE A0 A FRA 7] (Heilongjiang Wondersun Dairy Co., Ltd*) and 2 5E 7L R4 7L
# A M/~ A (Heilongjiang Feihe Dairy Co., Ltd.*), which gained additional 1.1%, 1.5% and 1.2% of
market share in 2009, respectively.

According to the Euromonitor International Report, we ranked ninth among the local brand
owners in the Milk Powder market in China with a 1.5% of market share and 15th among the brand
owners in the Milk Powder market in China (which comprised both foreign and local brand owners)

with a 1.5% of market share in terms of sales value in 2009.

The top 14 Milk Powder producers in China in 2009 comprised leading foreign brands such as
Mead Johnson, Dumex, Nestle, Wyeth and Abbott, and some local brands including Yili (A,
Wondersun (5C%111), Beingmate (H[A3) and Synutra (270). Our Directors believe that with
approximately 40% of the retail sales value in 2009 constituted by a large number of smaller players,
our position and competitive advantage (including stringent quality control system, high product
quality, strong brand recognition and extensive distribution network) over these other players will
enable us to capture an increasing portion of the market share in the Milk Powder market in China,
which will reinforce our market position and increase our returns. While the market has yet to see a
local Milk Powder manufacturer capable of overriding the leading global brand producers, our
Directors believe this will provide us with opportunities to grow, to increase our market share and to

further enhance our position in the market in China.
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The following charts illustrate the market shares of top 20 companies in the Milk Powder market

(Note 1)

in China (comprising both foreign brands and local brands N°'® 2) based on retail sales values

in 2008 and 2009.

Market shares of top 20 companies
in Milk Power market in China, 2008
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Group, 1.6%

Shanghai Wyeth
N__— Nutritional Co Ltd, 4.7%

Abbott Nutrition

\\ International (China), 4.6%
Heilongjiang Wond
Beingmate Scientific- erongjiang Wondersun

Guangdong Yashili Food Dairy Co Ltd, 4.2%

Ausnutria Dairy (Hunan) Co Ltd,
1.8%

Royal Friesland Foods NV,
2.0%

Hunan Yahua Seeds Co Ltd,
2.2%  Heilongjiang Feihe Dairy

Industry-Trade Share
Co Ltd, 2.4% ColLtd,3.5% Co Ltd, 4.0%

Source: Euromonitor International

Notes:
(1) Foreign brands refer to brands that derive less than 90% of their retail sales value from China.

(2)  Local brands refer to brands that derive more than 90% of their retail sales value from China.
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Market shares of top 20 companies
in Milk Powder market in China, 2009
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Hunan Yahua Seeds Co Ltd, Nestlé (China) Ltd
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B 0
Ausnutria Dairy (Hunan) Co Ltd,
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Heilongjiang Feihe Dairy Co Ltd, Heilongjiang Wondersun
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Guangdong Yashili Food Co Ltd, Shanghai Wyeth 57%
40% Nutritional Co Ltd,
Qingdao Shengyuan 5.3%
Dairy Co Ltd,
4.7% Bei te Scientifi Abbott Nutrition
cmgmate scientitic- International (China),

Industry Trade Share Co Ltd,
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Source: Euromonitor International
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Market Shares Of Leading Players Of Foreign Brands In Milk Powder Market

As leading players of foreign brands were not involved in the melamine scandal, the market
shares are relatively stable. Most of the top leading players of foreign brands actually benefited from
the scandal and increased their market shares. For example, Mead Johnson gained an additional 1.3%
of market share in 2009.

The following charts illustrate the market shares of leading companies of foreign brands in the
Milk Powder market in China in 2008 and 2009.

Market shares of leading companies of foreign brands
in Milk Powder market in China, 2008

International
Nutrition
Co Ltd, 8.8%

Mead Johnson
(Guangzhou) Ltd,
8.6%

Nestlé (China) Ltd,
7.0%

Shanghai Wyeth
Nutritional Co Ltd,
4.7%

Others, 61.3%

Abbott Nutrition
International
(China), 4.6%

Royal Friesland
Foods NV, 2.0%

Ting Hsin
International Group,

New Zealand Dairy
1.6%

Board Beijing, 1.4%

Source: Euromonitor International
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Market shares of leading companies of foreign brands
in Milk Powder market in China, 2009

Mead Johnson
(Guangzhou) Ltd,
10.9%

International
Nutrition Co Ltd,
10.0%

Nestlé (China) Ltd,
6.0%

Shanghai Wyeth
Nutritional Co Ltd,
5.3%

Abbott Nutrition
International (China),
5.3%

Royal Friesland Foods NV,
2.4%

Ting Hsin International Group,
1.4%

Source: Euromonitor International
Market Shares Of Leading Players Of Local Brands In Milk Powder Market

Many local players enjoyed dynamic growth in 2009. For example, BFEL A I AL ER M H
PR/ 7w (Heilongjiang Wondersun Dairy Co., Ltd*) gained 1.5% of market share in China and Hi/l H
[H £ H A R/ 7 (Hangzhou Beingmate Group Co., Ltd*) gained 1.1% of market share in China.
Notwithstanding the negative impact arising out of the melamine scandal, A5 iy {FF I B 25 55 8] i 17
£ PR/ A (Inner Mongolia Yili Industrial Group Co., Ltd*) recovered quickly in late 2008 and early
2009 by focusing on Baby Milk Powder and maintained a healthy growth in 2009. Other manufacturers
such as MRFEVLREEFL A BR/A F] (Heilongjiang Feihe Dairy Co., Ltd.*) and ##& ZL (H1 8 A BR 2 7]
(Ausnutria Dairy (Hunan) Co., Ltd.*) also performed well in 2009.
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The following charts illustrate the market shares of leading companies of local brands in Milk
Powder market in China in 2008 and 2009.

Market shares of leading companies of local brands
in Milk Powder market in China, 2008
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Hunan Yahua Seeds
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Others, 64.8% "~ [Da Qing Dairy LG,
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Xi'an Yingiao Group,
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Source: Euromonitor International
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Market shares of leading companies of local brands
in Milk Powder market in China, 2009

Inner Mongolia Yili Industrial Group Co Ltd,
7.5%

Heilongjiang Wondersun Dairy Co., Ltd,
5.7%

Beingmate Scientific-Industry-Trade Share Co Ltd,
5.1%

Qingdao Shengyuan Dairy Co Ltd,
— 4.7%

Guangdong Yashili Food Co Ltd,
Others, 4.0%

58.0%

Heilongjiang Feihe Dairy Co, Ltd,
3.6%

\Ausnutria Dairy (Hunan) Co, Ltd,

2.6%

T Hunan Yahua Seeds Co Ltd,
2.6%
\ Da Qing Dairy Ltd ,
1.5%

Xi'an Yingiao Group,

S 1.5%

Beijing San Yuan . .
Foods Co Ltd, Heilongjiang Qimei Bright Dalry1 SIL;ood Co Ltd,
1.0% Healthcare Foods Co Ltd, S
1.1%

Source: Euromonitor International

THE DAIRY INDUSTRY IN HEILONGJINAG PROVINCE

Heilongjiang province is located in the northeast of China and covers an area of 454,000 square
km. It has 44.4 million hectares of soiled land with rich organics and 40% of which is suitable for
farming. Heilongjiang province is one of the world’s three major black soil zones with 67.6% of its
total farmland of 9.9 million hectares which is being cultivated on either black soiled land, marshland
or black calcium soil. Furthermore, it has 4.3 million hectares of pastures and 4.8 million hectares of

land reserved for farming. Heilongjiang province ranks:

° first in China in terms of farmland and forest area;

° second in China in terms of land reserved for farming;

° forth in China in terms of land available for development; and

° seventh in China in terms of pasture area.

— 9] —
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According to the China Dairy Statistical Report, Heilongjiang recorded raw milk output of 5.3
million tonnes in 2009, which ranked second in China in 2009, representing 13.5% of the total raw
milk output in China in 2009 in terms of volume. Furthermore, Daqing municipality, which is in
Heilongjiang province and where we are located, ranked fifth among prefectural-level cities in China
and produced approximately 1.3 million tonnes of raw milk in 2009, which represent approximately
25% of the total raw milk output in Heilongjiang province in 2009 in terms of volume.

The following chart illustrates the raw milk production output by provinces in China in 2009 in

terms of volume.

Raw Milk Production Output by Provinces in China, 2009

Inner Mongolia
23.1%

\Heilongjiang
13.5%

Henan
7.2%

Shandong
9.5%

Source: China Dairy Statistical Report
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The following chart illustrates the top five raw milk production prefectural-level cities in China
in 2009 in terms of volume and Daqing recorded the highest growth in raw milk production in 2009

in terms of volume.

Top Five Raw Milk Production Prefectural-Level Cities in China, 2009

% of total raw

milk production

output of % of change
Prefectural-level cities/Provinces/Autonomous Regions Production provinces from 2008
(’000 tonnes)
Hohhot, Inner Mongolia Autonomous Region 3,052.9 33.5% -21.7%
Tangshan, Hebei province 1,677.3 37.2% 10.2%
Baotou, Inner Mongolia Autonomous Region 1,439.0 15.8% 10.0%
Harbin, Heilongjiang province 1,380.8 26.1% 4.5%
Daqing, Heilongjiang province 1,327.0 25.1% 16.9%

Source: China Dairy Statistical Report
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Heilongjiang province ranked first in China in 2009 in terms of dehydrated dairy production
output, representing 22.2% of the total dehydrated dairy production output in China in 2009 in terms
of volume. Dehydrated dairy production output refers to dairy products formed by dehydration process

such as milk powder, hard cheese and butter other than liquid milk.

The following chart illustrates the dehydrated dairy production output by provinces in China in

2009 in terms of volume.

Dehydrated dairy production output by provinces in China, 2009

Heilongjiang
22.2%

Liaoning
1529

Henan
6.9%

v

Shaanxi
Inner Mongolia 10.7%

10.6%

Source: China Dairy Statistical Report
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THE LAWS AND REGULATIONS RELATING TO THE INDUSTRY

The primary production and operations entities of the Group are Daqing Dairy and Changqing
Dairy, which are located in the PRC. Both companies’ business operations, including the production,
marketing and sale of milk formula products, whole milk powder and other dairy products, are subject
to industrial policies, relevant laws, regulations and rules and government policies. With respect to its
current business operations, the Group is mainly subject to the following laws, regulations and rules:

Policies relating to the Foreign-invested Paediatric Nutrition Products Industry

Guidance on the foreign investment industry in the PRC can be found in the Foreign Investment
Industrial Guidance Catalogue (2007 version) (AMEi#% & & ¥EF5E H #) (20074F1&%T), which has
been promulgated and implemented from time to time. In the Foreign Investment Industrial Guidance
Catalogue, which was jointly issued by the NDRC and MOFCOM on 31 October 2007, the business
of development and production of infant food and food for the elderly has been listed as a business
for which foreign investment is encouraged.

In addition, under the Dairy Product Industrial Policies (2009 Version) {ZL#f T 37 JEBUR
(20094F1&%T)) released by the Ministry of Industry and Information Technology of the PRC
(N RSN T2 A5 B L) and the NDRC on 26 June 2009, investment in dairy products must
comply with certain admission conditions, such as the establishment and composition of enterprises,
the scale and capability of processing, technology and equipment, product quality, environmental
health and protection, energy consumption and production safety.

Laws and Regulations Relating to the Food and Dairy Industry
Food Safety

The Food Safety Law of the PRC (¥ A\ RILFNE £ 5% 42 1:), which was adopted by the
Standing Committee of the NPC on 28 February 2009 and became effective on 1 June 2009, stipulates
that food safety standards are compulsory and must include the following:

° maximum limits relating to the level of pathogenic micro-organisms, pesticide residue,

veterinary medicine residue, heavy metals, contaminants, and other substances which may
be harmful to human health;

o types, scope of application and dosage of food additives;

° nutritional requirements of staple and supplementary food exclusively for infants and
toddlers and other special groups of people;

° requirements for labels, identification and instructions relevant to food safety and nutrition;
° hygiene requirements for food production operations;

° quality requirements relating to food safety;
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° methods and procedures for food inspection and testing; and
° other particulars proposed to be developed as food safety standards.

If there is any contravention of the Food Safety Law of the PRC "3 A R LA E & %2k ),
which includes the use of non-edible substances or the use of chemical substances other than food
additives in food production, the relevant authority will (i) forfeit all the income generated from the
affected products by any person who contravenes the Food Safety Law of the PRC {H [ A R 3L 5
%4 %) and all equipment and raw materials used in the production of the affected products, and
(i1) impose on such person a fine, which is equivalent to a sum not exceeding RMBS50,000 if the prices
of the affected products are less than RMB 10,000 or a sum which is equivalent to five to 10 times of
the prices of the affected products if the prices of the affected products are RMB10,000 or more.

According to the Regulations for the Implementation of the Food Safety Law of the PRC
(R N R ILA B & 5 L AR E A H]), which were promulgated and became effective on 20 July
2009, food production operators should engage in production operation activities in accordance with
relevant PRC laws, regulations and food safety standards, establish sound food safety management
systems and adopt effective measures to ensure that food is safe. Food production operators should be
responsible for the safety of the food which they produce and trade, be responsible to the public, and
assume social responsibility.

According to the Notice on the Issuance of the Recent Special Rectification Emphasis,
Requirement and Focus on Nationwide Crackdown on Illegal Addition of Non-edible Substances and
Misuse of Food Additives B ENEE (4B FT 584 12 0% 0 JF 6 71 00 2 A0 IR 62 ot S Jon 7] =0 B8 0 2
W T AR Bk ) M), which was promulgated by the Ministry of Health of the PRC and
became effective on 6 March 2009, the addition of non-edible substances in food additives, melamine
and other non-edible substances in the production of food products such as dairy products is illegal
and prohibited.

According to the Regulations on the Supervision and Administration of the Quality and Safety
of Dairy Products {FLfh B & % 2 B E & AEM]) , which were promulgated by the State Council on 9
October 2008 and became effective on 9 October 2008, dairy animal breeders, raw milk purchasers,
dairy products production enterprises and sellers are considered the first responsible persons who
should assume responsibility for the quality and safety of the dairy products which they produce,
purchase, transport and sell. Fresh milk and dairy products must comply with the national safety
standards governing the quality of dairy products, which are developed by the competent health
department of the State Council ([B%Bifi4: 4 % M) and amended from time to time in accordance
with the results of risk monitoring and risk assessments. The addition of non-edible chemical
substances or other substances which may be harmful to human health during the production process
of dairy products is prohibited. If any contravention of these regulations results in serious
consequences, any person who contravenes these regulations will be prosecuted and the issuing
authority may revoke the food production licence of such person. If any contravention of these
regulations does not result in serious consequences, the relevant authority will forfeit the affected
products and impose a fine, which is equivalent to a sum between 15 and 30 times of the prices of the
affected products, on any person who contravenes these regulations and the issuing authority may
revoke the food production licence of such person.
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Pursuant to the Notice of the AQSIQ on the Enhancement of the Licensing of Dairy Product
Production IR 58 B v o v 2 48 sy IR 2 o e 7L, 4 tﬁri%%‘ﬂiﬁf%ﬁfﬂ% which was
promulgated by the AQSIQ and became effective on 12 November 2008, the relevant Provincial
Department of Administration of Quality Supervision, Inspection and Quarantine (& 8B & % fiy B &
J&)) must ensure that dairy product enterprises have the relevant testing facilities and where they are
involved in the production of infant milk formula products, have the relevant personnel, to test the
content of melamine in the raw materials they use and their products. If these enterprises are not able
to meet the above requirements, they must appoint testing centres that are equipped with melamine
testing facilities and approved by the quality inspection department above the relevant Provincial
Department of Administration of Quality Supervision, Inspection and Quarantine (¥ #% & & % fily B &

Jan).

According to the Notice on the Enhancement of Quality and Safety Works on Dairy Products
CERRHE— nE L e %2 TAERMA) promulgated by the General Office of the State Council
(B BE HE /A BE) on 16 September 2010, each province and municipality in the PRC, among others,
must:

° strictly manage the dairy industry by enforcing the policies of the dairy product industry,
including the completion of the inspection of the existing dairy product enterprises by the
end of 2010. The relevant quality control departments must revoke the production permits
of the relevant dairy product enterprises that fail to meet the industry standards;

° through the AQSIQ, complete the amendments of the regulations on the inspection of dairy
product production permits before the end of October 2010. The provincial AQSIQ must
carry out strict inspection on newly set up dairy product enterprises and must not issue
production permits to such enterprises that fail to fulfil the relevant conditions;

° through the AQSIQ, carry out new inspections before the end of February 2011 on the
existing dairy product enterprises that have obtained production permits in accordance with
the above revised regulations, and order these enterprises that fail to meet the relevant
requirements to rectify the above non-compliance and stop production or sales activities;

° prohibit the issuance of permits to parties other than dairy product enterprises, dairy farms,
dairy farmer societies that have registered with the relevant departments of industrial

commerce;

° through the local AQSIQ, enhance the inspection and carry out sample testings of not less
than 15% of all batches of raw milk and milk powder products purchased by the food
processing enterprises. Food processing enterprises must test the content of melamine in
raw milk and milk powder products they purchase, and strictly enforce the invoicing
system;

° through the local AQSIQ, carry out a sampling test on the products of dairy product
enterprises once every week. Dairy product enterprises must test the content of melamine
in each batch of their outgoing products;
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° expedite the implementation of a national information database on dairy production
enterprises;

° refine further the overall inspection on the operations, management and purchase records
of dairy product enterprises and enhance the retrieval of record. Food processing
enterprises must, prior to their purchases, verify the relevant dairy product enterprises and
business units, inspection reports, invoices and other information;

° order dairy product enterprises that fail to record or trace the products or identify the
authenticity of products they purchase in accordance with the relevant regulations to cease
business operations and revoke the permits;

° implement electronic information tracking system covering, among other things, sources of
raw milk, procurement and production;

° complete the development of electronic information tracking system and put in place by the
end of 2011 the standards and regulations relating to such tracking system as may be
implemented in the dairy industry in respect infant milk formula and milk powder products;

° carry out a comprehensive inspection of infant milk formula product enterprises’ hazard
analysis and critical control point terminal system, and immediately order the closure of the
enterprises that fail to meet the relevant requirements, the rectification of the
non-compliance and if the enterprises fail to meet the relevant requirements after the
rectification, revocation of the production permits, and publish such closure, rectification
and revocation of permits in the main local media; and

° through the quality inspection department, publish and update the names and products of
infant formula milk powder product enterprises online.

Food Hygiene

According to the Food Safety Law of the PRC {13 A\ [QILFIE & f %4 £5), food production
operations must comply with the following hygiene requirements:

° appropriate facilities must be available for treating raw materials for food and for
processing, packaging and storing food, based on the variety and quantity of food produced;
such facilities must be kept tidy and clean; and appropriate distance must be maintained
between such facilities and toxic or hazardous elements or other sources of contamination;

° appropriate equipment and facilities must be available for food production, disinfection,
workplace dress changes, cleaning, lighting, illumination, ventilation, anti-corrosion,
dust-proofing, fly-proofing, rat-proofing, insect-proofing, cleansing and treating waste
water, rubbish and other waste storage;

° technical professionals and management personnel in the field of food safety and a
regulated system to ensure food safety must be available;
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° equipment and production lines must be arranged in a practical way to prevent
cross-contamination between food that is pending processing and food that is ready-to-eat
and between raw materials and finished products, and to avoid contact between food and
toxic or unclean substances;

° tableware, drinking utensils and containers for ready-to-eat food must be cleaned and
disinfected prior to use, and cooking utensils and other utensils must be washed after use
and kept clean;

° containers, utensils and equipment used for storage, transportation, loading and unloading
of food must be safe, harmless and kept clean to prevent food contamination and must
conform to specifications such as maintaining temperature at the level required to ensure
food safety; food must be transported separately from toxic and hazardous substances;

° ready-to-eat food must be kept in small packaging or use packaging materials and tableware
which are non-toxic and clean;

° food production and operating staff must maintain good personal hygiene, wash their hands
thoroughly and wear clean working clothes and headwear while producing and operating
food; non-toxic and clean tools must be used while selling ready-to-eat food without
packaging;

° water used must comply with the national hygiene standards for drinking water;
° detergents and disinfectants used must be safe and harmless for the human body; and
° other relevant PRC laws and regulations must be complied with.

Food Production Licence

In accordance with the Food Safety Law of the PRC (3 A\ R ILHIE & % 47%), China has
implemented a licensing system on food production and operation. Food producers must obtain food
production licences. Furthermore, food producers who have obtained food production licences and are
selling the food they produce at their production premises are not required to obtain food circulation
licences.

The Regulations of the PRC on the Administration of Production Licences for Industrial Products
e N R IR B T 28 2R EE T R A BB 91, which were promulgated by the State Council on 9
July 2005 and became effective on 1 September 2005, put in place a production licensing system for
enterprises which produce processed food, such as dairy products, meat products, beverages, rice,
noodles, cooking oil, wine, and other processed products which may directly affect human health.

Under the Provisional Detailed Rules for Supervision and Administration of Quality and Safety
in Food Production and Processing Enterprises (B 2k 2 il LA 288 & 40 A B R 45 30 B i 40 )
(#47) ), which were issued by the AQSIQ and became effective on 1 September 2005, food
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production and processing enterprises must meet the required production conditions for food quality
and safety and must obtain food production licences in accordance with the required procedures.
Produced or processed food is only allowed to be sold after passing inspections and obtaining market
access labels on food quality and safety.

The effective period for a food production licence is three years. If enterprises wish to continue
their operation after the expiry of the effective period, they must submit applications to the original
quality and technical supervision departments six months before the effective period expires.

Pursuant to the Regulations on Supervision and Inspection of Food Production and Processing
Enterprises Bearing Primary Responsibility For Quality and Safety (& dAEE N LAEEFE L2
FHEE(LE B M A HIE), which were promulgated by the AQSIQ on 23 December 2009 and became
effective on 1 March 2010, food production and processing enterprises must maintain the name on its
food production licence so that it is in line with its business licence, and the actual food production
site and food production scope must be consistent with the contents of the food production licence.
Furthermore, food production and processing enterprises must establish the following systems,
including purchase inspection record system, manufacturing process control system, delivery
inspection record system, sub-standard product management system, recall system for unsafe
products, consumer complaint accept system. Employee health, professional training and
implementation of enterprise standards for food production and processing enterprises must comply
with relevant PRC laws and regulations.

Food Standardisation

Under the Standardisation Law of the PRC {1 %g A\ R ILAI R FE#E{L 15 ), which became effective
on 1 April 1989, and its implementing regulations "3 A RJLAI B AR AL IL B R BI)  and
interpretation provisions H1#E A [ RN A EE AL i SCERE ), which became effective on 6 April
1990 and 23 July 1990, respectively, standards relating to the protection of personal health and the
safety of persons and property, as well as standards imposed by other laws and regulations, are
classified as “mandatory standards”. Food hygiene standards are part of the mandatory standards.

According to the Notice of Issues Relating to the Implementation of the Three Compulsory
National Standards, Including General Technical Requirements of Infant Formula Powder and Infant
Supplementary Cereals Powder < B B it < 82 &)y 5e il 75 By S B2 40y Gl Al 70 28003 48 11 452 0 0 140> 45 = JH 5
I 2 %A A TR R A ) (R A R FR S I (2004163 %9%), which was issued by the Standardisation
Administration Commission of the PRC and the AQSIQ on 29 June 2004, production enterprises
should strictly comply with the three compulsory national standards, namely GB10767-1997 General
Technical Requirements of Paediatric Formula Powder and Paediatric Supplementary Cereals Powder
CHRA) 5 Be T3 4 K 4l SE Al SE 2ok @ B i e 1) ), GB 10765-1997 Infant Formula Milk Powder I
(BERTITF K 1) and GB 10766-1997 Infant Formula Milk Powder II, II (3 5 AC 75 LTI, 1),

According to the National Food Safety Standards for “Raw Milk” (GB19301-2010) and 66 Other
Items of Food (Wei Tong [2010] No. 7) ({/E%L) (GB19301-2010) %F66JH & /i % 4> [ ZZ A5 YE (fi 4
[2010]7%%)), which were promulgated by the Ministry of Health of the PRC on 26 March 2010,
national food safety standards for 66 food items have been drawn up, including national standards with
serial numbers GB19644-2010 milk powder (FL#), which will become effective on 1 December 2010;
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GB10765-2010 infant formula (Z5EHIJ7 B &), which will become effective on 1 April 2011,
GB10767-2010 older infants and young children formula (K554 52 7 £ &), which will
become effective on 1 April 2011, GB12693-2010 good manufacturing practice for milk products
(FLB S R4 2E B #), which will become effective on 1 December 2010 and GB23790-2010 good
manufacturing practice for powdered formulae for infants and young children (#3524 5 fid 77 &
KA 7E L 8E), which will become effective on 1 December 2010.

In addition to adhering to these compulsory national standards, enterprises producing paediatric
formula products may also adopt enterprise standards to the extent that such standards are not below
the corresponding technical requirements of the national standards. Enterprises are required to file

such standards with the local standardisation administrative department.
Food Inspection

In accordance with the Food Safety Law of the PRC (1% A [ ILFI[E £ 5 % 4274 ), China has
implemented an inspection system relating to food production and operations. Under this law, the State
and local food safety supervision and administrative departments (& &% 2B EEHIM) are
required to carry out food inspection and may not exempt any food from inspection. The quality and
technical supervision departments, industry and commerce administrative departments and food and
drug supervision and administration departments at and above the county level shall carry out food
inspections by taking samples on a regular or irregular basis. An enterprise that engages in the
production of food, or in business operations relating to the production of food, may itself inspect the
food it produces, or the food may be inspected by the authorised food inspection agent, in order to

check compliance with the requirements of the Food Safety Law of the PRC.
Food Identification Administration System

Pursuant to the Provisions on the Administration of Food Identification & S HHEE),
which were promulgated by the AQSIQ on 27 August 2007 and became effective on 1 September 2008,
and subsequently amended by the AQSIQ on 22 October 2009, food identification labels must state
the name of the food, the place and date of production, the expiry date of the food, the net content
of the package, food size as required by relevant specific regulations, the list of ingredients, the
names, addresses and contact information of the producers and product standard codes implemented
by the producers. Food identification labels on the primary and subsidiary food for infants or other

specific groups must state the main nutritional components and their respective contents.

Food labels with wordings such as “nutrition” and “strengthen” in their names or descriptions are
required to disclose the nutrition and calories of such food in accordance with the relevant national
standards and comply with the content and composition standards required by under national
standards. Food produced under the production licensing management arrangement is required to

display its food production licence number and quality safety (QS) mark on the food label.
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Food Recall

The PRC has established a food recall system as required by the Food Safety Law of the PRC.

Pursuant to the Provisions on the Administration of Food Recall (& &4 & B E ), which
were issued by the AQSIQ and became effective on 27 August 2007, food recall is categorised into

three grades based on the degree of severity of the food safety hazard. Food may be recalled either

voluntarily or by order of the government.

Voluntary recall

In the case of a voluntary recall under the Provisions on the Administration of Food Recall:

the food producer must immediately cease production and sale of the food identified as

unsafe for human consumption;

from the date on which the food has been identified as unsafe and must be recalled, the
relevant sellers must be notified not to sell, and consumers must be notified not to consume,
within one day for a grade one recall, within two days for a grade two recall, and within

three days for a grade three recall;

information distributed by food producers to the public relating to a food recall must be
reported to the quality and technical supervision departments of the provincial-level

government or above in accordance with relevant requirements;

from the date on which the food has been identified as unsafe and must be recalled, the
producer should submit its food recall plan to the quality and technical supervision
departments of provincial-level through the quality and technical supervision departments
of municipal-level governments where such producers are located and must do so within
three days for a grade one recall, within five days for a grade two recall, and within seven

days for a grade three recall; and

from the date on which the food has been recalled and must be recalled, progress reports
must be submitted to the quality and technical supervision departments of provincial-level
governments through the quality and technical supervision departments of municipal-level
governments where such producers are located and must do so once every three days for a
grade one recall, once every seven days for a grade two recall and once every 15 days for

a grade three recall.
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Recall by order

If any of the following cases, the AQSIQ will order food producers to recall the relevant unsafe
food and may publish relevant food safety information and consumption warnings or adopt other
measures to avoid any further harm being caused to the public:

° food producers deliberately concealing the hazards of food safety, or food producers not
taking recall action where a voluntary recall is appropriate;

° the harm has expanded or recurred due to the fault of food producers; and

° hidden problems relating to food safety which may be harmful to human health and life are
discovered during a selective inspection conducted by the nation’s supervisors.

Food producers are required to cease production and sale of the unsafe food immediately after

receiving notice of a recall order.
Supervision on the use of food additives

Under the Food Safety Law of the PRC {#1 3 A\ R ILFNE & 5 %L 4% ), no food additive may be
used in food unless it is deemed technically necessary and has been proven safe and reliable after
undergoing risk assessments. The competent health department of the State Council (B [ g2k £ &
), on the basis of the technical requirements and the results of the food safety risk assessments,
is responsible for revising the permitted varieties, scope of use and dosage standards of food additives
in a timely manner. A food producer may only use food additives in accordance with the food safety
standards, and may not, during the process of food production, use any chemical substances other than
approved food additives or any other substances which may potentially cause harm to human health.

When purchasing raw materials for producing food, food additives and food-related products, a
producer shall inspect the licence and relevant product compliance certification document of the
supplier. If a supplier is unable to provide a compliance certification document, the producers are
required to carry out an inspection of the raw materials in accordance with the relevant food safety
standards. No raw material for food, food additive or food-related products may be purchased or used
unless it complies with the relevant food safety standards. A food production enterprise must establish
an inspection record system for the purchase of raw materials for producing food, food additives and
food-related products which records information such as their names, specifications and quantities, the
names and contact information of the suppliers and the date of purchase. Such inspection record must
be true and must be retained for at least two years.

The Measures for the Administration of New Varieties of Food Additives & & 8 JIVEHT i Fl
AL ), which were promulgated and became effective on 30 March 2010 by the Ministry of Health
of the PRC, stipulate that

° food additives must not be used to conceal the decomposition or deterioration in food;
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° food additives must not be used to conceal the quality deficiencies in food or those arising
during the food production process;

° food additives must not be used for the purposes of creating counterfeit or fake products;
° food additives must not be used to reduce the nutritional value of food;

° the use of food additives must be kept to a minimal that can achieve the intended result;
and

° food enterprises must remove processing substances or aids used in food production before
the completion of the finished products save for the permitted residue quantities.

Marketing of breast milk substitute products

Pursuant to the Measures for the Administration of the Marketing of Breast Milk Substitute
Products { & ZLACH & 85 8 & #LHFE ), which were jointly promulgated by the Ministry of Health, the
Ministry of Internal Trade, the Ministry of Radio, Film & Television, the State Press and Publication
Administration and the China National Council of Light Industry of the PRC as well as the SAIC on
13 June 1995 and became effective on 1 October 1995, packaging labels of breast milk substitute
products shall prominently be marked with a statement about the advantages of breastfeeding.
Furthermore, no pictures of infants or terms such as “breast milk” shall be printed on the packaging
labels of these products. Producers and distributors of breast milk substitute products are also
prohibited from, among other things, giving breast milk substitute products or samples of these
products as gifts to medical and healthcare bodies, pregnant women, families with infants as part of
the promotion of these products. For the purposes of the Measures for the Administration of the
Marketing of Breast Milk Substitute Products {EFZLAFH & 85 8 4 HHFL ), breast milk substitute
products refer to, among other things, infant formula products which are manufactured in accordance
with applicable PRC laws on food standards that meet normal nutritional requirements and suit the
physiological characteristics of infants between four and six months of age and other dairy products
for infants which are designed as substitutes for breast milk.

Provincial Regulations

The Regulations Applicable to the Dairy Industry in Heilongjiang province {BRHEVLHE W1k
), which were promulgated by the Standing Committee of the People’s Congress of Heilongjiang
province on 15 October 2004, set out the detailed standards for the sale and purchase of raw milk, and
for the processing and safety of raw milk and dairy products, in Heilongjiang province.

Laws on Products Quality

Products that we manufacture are subject to the laws, rules and regulations in relation to the
product quality in the PRC. The Product Quality Law of the PRC "3 A\ R ILHIE & B &=k ),
promulgated on 22 February 1993, which became effective on 1 September 1993 and subsequently
amended on 8 July 2000, is the principal law governing the supervision and administration of product
quality, and is applicable to the production and sale of any products in the PRC.
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According to the Product Quality Law, manufacturers are liable for the quality of products they
produce and sellers must take reasonable actions to ensure the quality of the products they sell. The
seller is responsible for the repair, exchange or refund of the products if the product displays any of
the following defects:

(a) the product sold does not have the attribute or function that it should have, and there was

no advance explanation or statement made to that effect;

(b) the product sold does not comply with the adopted standards indicated on the product or its

package; or

(c) the product sold does not comply with similar product quality as indicated by means of

product instruction or sample.

The manufacturer should be liable to compensate for any bodily harm or damage to property
(other than the defective product itself) caused by the defective products of the manufacturer unless

the manufacturer is able to prove that:
(a) it has not circulated the product;
(b) the defect did not exist at the time when the product was circulated; or

(c) the state of scientific or technological knowledge at the time when the product was

circulated was not such that it allowed the defect to be discovered.

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

Laws on Product Liabilities

Pursuant to the General Principles of the Civil Law of the PRC {3 A R AL [E [ %48 HI )
promulgated by the National People’s Congress on 12 April 1986 and the Law of the PRC on the
Protection of Consumers’ Rights and Interests {H7#E A [ 70 B 74 # 35 HE 75 (R 7# %) promulgated by
the Standing Committee of the National People’s Congress on 31 October 1993, which became
effective on 1 January 1987 and 1 January 1994, respectively, both manufacturers and distributors will
be held jointly liable for losses and damage suffered by consumers caused by the defective products

they manufacture and distribute.
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LAWS AND REGULATIONS RELATING TO LABOUR MATTERS

The PRC Labour Contract Law 3 AN RILFE 458 4 F ), which became effective on 1
January 2008, imposes certain requirements in respect of human resources management, including,
among other things, signing labour contracts with employees, terminating labour contracts, paying
remuneration and compensation and making social insurance contributions. In addition, the PRC
Labour Contract Law requires employers to provide remuneration packages which are not lower than

the relevant local minimum standards.

The PRC Employment Promotion Law H'#E A\ RN B g 3£ /2 47 ), which became effective
on 1 January 2008, requires that individuals have equal employment opportunities, both in hiring and
in employment terms, without discrimination on the basis of ethnicity, race, gender, religious belief,
communicable disease or rural residence. Under this law, enterprises are also required to provide
employees with vocational training. Administrative authorities at the county level or above are
responsible for implementing policies to promote employment.

The Regulation on Work-Related Injury Insurance { T/5fRBE#H), which became effective on
1 January 2004, requires employers to pay work-related injury insurance fees for their employees.

Under the Interim Measures Concerning the Maternity Insurance of Enterprises Employees
(20 TA B R Bl AT #1112 ), which became effective on 1 January 1995, employers must pay
maternity insurance fees for their employees.

Under the Interim Regulations Concerning the Levy of Social Insurance Fees
it PR B B AR 1745 49) , which became effective on 22 January 1999 and the Interim Measures
Concerning the Administration of the Registration of Social Insurance {4t & {5 & 508 MY 17T L),
which were adopted on 19 March 1999, employers in the PRC must apply for social insurance
registration with the local social insurance authorities and make contributions to the basic pension
insurance fund, basic medical insurance fund and unemployment insurance fund for their employees.

According to the Regulation on Management of the Housing Fund {ffJ5 /A%& 4% BRI,
which became effective on 3 April 1999 and amended on 24 March 2002, enterprises in the PRC must
register with the housing fund management centre and then maintain housing fund accounts with
designated banks for their employees and contribute to the fund an amount not less than 5% of the
employee’s average monthly salary in the previous year.

LAWS AND REGULATIONS RELATING TO PRODUCTION SAFETY

The PRC Production Safety Law ("3 AN RILHIE % 2 EE %), which became effective on 1
November 2002, is the principal law governing the supervision and administration of production
safety in the PRC. This law requires production entities to meet the relevant legal requirements, such
as providing its staff with training and a handbook on production safety and providing safe working
conditions in compliance with relevant laws, rules and regulations. Any production entities unable to
provide the required safe working conditions may not engage in production activities.
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Violation of the PRC Production Safety Law may result in the imposition of fines and penalties,
the suspension of operations, an order to cease operations, or even criminal liability in severe cases.

LAWS AND REGULATIONS RELATING TO DIVIDEND DISTRIBUTION
The principal regulations governing the distribution of dividends by WFOEs:
e  the Corporation Law of the PRC of 2005 <+ 3 A 31 B A 7% ) (2005);

° the Wholly Foreign-Owned Enterprise Law of the PRC of 2000 " #E A [ 3L Bl 41 & 1> 2
) (2000); and

o the Wholly Foreign-Owned Enterprise Law Implementation Rules of the PRC of 2001,
CrpE N RSB 41 A Sk H AR (2001).

Under the current regulatory regime in China, WFOEs in China may pay dividends only out of
their accumulated profit, if any, determined in accordance with PRC accounting standards and
regulations. After making up for any deficit in prior years pursuant to the PRC laws, a WFOE in China
is required to set aside each year as general reserves at least 10% of its after-tax profit, determined
in accordance with PRC accounting standards and regulations, until the cumulative amount of such
reserves reaches 50% of its registered capital. These reserves are not distributable as dividends. The
shareholder(s) of a WFOE may, in his/her/their discretion, allocate a portion of the enterprise’s
after-tax profit to such enterprise’s staff welfare and bonus funds. WFOEs that are in deficit or
liquidation may not distribute dividends.

LAWS AND REGULATIONS RELATING TO TAXATION
The key taxes applicable to companies in the PRC are enterprise income tax and value added tax.

The Enterprise Income Tax Law of the PRC (% A R ILANEH 3£ r 5815 ), which became
effective on 1 January 2008, impose a uniform enterprise income tax rate of 25% on both domestic
and foreign-invested enterprises. A resident enterprise is subject to enterprise income tax on the
income derived both inside and outside the territory of the PRC. If an organisation or presence is set
up in the PRC by a non-resident enterprise, it will be subject to enterprise income tax on the income
derived from such organisation or presence in the PRC and the income derived from outside the PRC
but with actual connection with such organisation or presence in the PRC. For a non-resident
enterprise which has not set up an organisation or presence in the PRC, or has set up an organisation
or presence but the income derived has no actual connection with such organisation or presence, its
income derived in the PRC will be subject to enterprise income tax.

The enterprise income tax shall be levied at the rate of 25%. A non-resident enterprise without
a permanent establishment in the PRC or such non-resident enterprise which has set up a permanent
establishment in PRC but its earning income is not connected with the abovementioned permanent
establishment will be subject to tax on their PRC-sourced income. The income shall be taxed at the
reduced rate of 10%.
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Pursuant to the Provisional Regulations of the PRC on Value-Added Tax ¢+ #e A R L0 [ 14 (H
B 174 %1) , which were promulgated on 13 December 1993 and amended on 5 November 2008, and
the implementation regulations, which were promulgated on 15 December 2008, all of which became
effective on 1 January 2009, unless stated otherwise, the tax rate for value-added tax payers who are
selling or importing goods, and providing processing, repairs and replacement services in the PRC
shall be 17%.

LAWS AND REGULATIONS RELATING TO ENVIRONMENTAL PROTECTION

Our Group is subject to environmental protection laws, rules and regulations in the PRC.

According to the Environmental Protection Law of the PRC {Hh#E A R ALFI B BRIE R L),
which became effective on 26 December 1989, the state environmental protection authority is
authorized to formulate national environmental quality and discharge standards and monitor the
environmental system at the national level.

The Law of the PRC on the Prevention and Control of Environmental Noise Pollution
e N [ B 58 e i 5 YL Bl YR 95 ), which became effective on 1 March 1997, stipulates the
supervision and management measures in respect of the prevention and control of environmental noise
pollution including industrial noise pollution, as well as noise pollution from construction,
transportation and social activities. The law also specifies the relevant legal liabilities.

Other major environmental regulations applicable to our Group include the Law of the PRC on
the Prevention and Control of Water Pollution (% A RILFNE KI5 YFhiR15) together with the
related implementation rules, the Law of the PRC on the Prevention and Control of Air Pollution
e N R LA K SRS Y Bl iR 75 ), the Law of the PRC on the Prevention and Control of Solid Waste
Pollution 2 A [ 1A 50 [ #8 29 V5 QL BRBE M7 A 15 ), the Regulation regarding the Administration
of Construction Project Environmental Protection (i IH H B35 fR3& % FL4% 1), and the Law of the
PRC on Environmental Impact Assessment € H e A [ 30 3] B 45 5% BT (E 15 )

Violation of these laws, rules or regulations may result in the imposition of fines and penalties,
the suspension of operations, an order to cease operations, or even criminal liability in severe cases.

LAWS AND REGULATIONS RELATING TO MERGERS AND ACQUISITIONS BY FOREIGN
INVESTORS

Under the M&A Provisions B 5B 42 & # 0F I 45 8 & 2E B E ) which became effective on
8 September 2006 and M&A Provisions promulgated and became effective on 22 June 2009 by
MOFCOM <7 %5 8 Bl i A1 B0 50 & 1 i 58 I A 36U BLE ), the following scenarios qualify as an

acquisition of a domestic enterprise by a foreign investor:

° the foreign investor purchases by agreement the equities of the shareholders of a domestic
non-foreign-invested enterprise (“domestic enterprise”) or subscribes for the increased
capital of a domestic enterprise, and thus changes the domestic enterprise into a
foreign-invested enterprise;
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° the foreign investor establishes a foreign-invested enterprise through which it purchases by

agreement the assets of a domestic enterprise and operates its assets; or

° the foreign investor purchases by agreement the assets of a domestic enterprise and then

invests such assets to establish a foreign-invested enterprise and operates the assets.
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HISTORY AND DEVELOPMENT
History and development of Daqing Dairy, our principal operating subsidiary

Daqing City Animal Husbandry Trade Joint Company’s dairy factory* (KB4 T & A 7
L) (“Daqing Joint Company Dairy Factory”), the predecessor of Daqing Dairy, was established
by Daqing City Animal Husbandry Trade Joint Company* (KB L5 /A7) on 1 December
1970 as its factory unit. Based on the business licence issued by the Heilongjiang Province
Administration of Industry and Commerce on 23 April 1981, Daqing Joint Company Dairy Factory
was established as a State-owned enterprise. Its initial scope of business was the production and sale
of milk powder (as its principal product) and malted milk products (%L ¥5), ice creams and popsicles
(as its ancillary products). On 26 October 1984, Daqing Joint Company Dairy Factory was renamed
as Daqing Dairy Factory (KEF3L /) (“Daqing Dairy Factory”). Since its establishment and up till
the First Capital Restructuring (defined below), all the equity and beneficial interest in Daqing Dairy

Factory was State-owned.

In October 1997, Daqing Dairy Factory was converted into a limited liability enterprise when its
first capital restructuring (the “First Capital Restructuring”) was approved pursuant to the “Reply
regarding Daqing Dairy Factory’s Property Rights Reform Proposal (Qing Gong Jiao Gai Fu
No.[1997] 1) KA <K B2 2L it i REE ) 38 o300 B e 28 > A8 ) BB A ][ 19971 19% issued by
the Property Rights Reform Leading Group of Daqing Municipal Industrial and Communications
System (KRBT T3 K& RS B EE/NE) on 22 September 1997. The First Capital
Restructuring was undertaken as one of the first steps to transfer the State-owned interest in Daqing

Dairy Factory to non State-owned persons and to denationalise Daqing Dairy Factory.

In connection with the First Capital Restructuring, Daqing Dairy Factory changed its name to
KEZFL A R EIE/A 7 (Daging Dairy Products Co., Ltd*) (“Daqing Dairy Products”), and the
registered capital of Daqing Dairy Products was increased to RMB17.31 million, of which 74.65% was
contributed by Daqing Sanhuan and the remaining 25.35% was contributed by Mr Li Zhi Fu (F& &),
Mr Zhang Bin Hua (5% {& %) and Mr Xu Jing Wen (%% 30) (that is, the Three Individual Shareholders)
on behalf of all the then 664 employees of Daqing Dairy Products (including the Three Individual
Shareholders). Daqing Sanhuan was a State-owned enterprise established in the PRC on 24 June 1991
and accordingly, the 74.65% equity interest in Daqing Dairy Products was beneficially State-owned
whereas the remaining 25.35% of the equity interest in Daqing Dairy Products was beneficially owned

by the then 664 employees of Daqing Dairy Products (including the Three Individual Shareholders).

In 1998 and as a further and final step taken towards denationalising Daqing Dairy Products,
Daqing Dairy Products underwent a second capital restructuring (the “Second Capital
Restructuring”) when its shareholders resolved on 20 May 1998 to transfer 74.65% of Daqing Dairy
Products’ registered capital held by Daqing Sanhuan to Daqing Dairy Products’ employees. The
Second Capital Restructuring and the transfer of 74.65% of Daqing Dairy Products’ equity interest by
Daqing Sanhuan to the employees of Daqing Dairy Products at a consideration based on the net asset

value of Daqing Dairy Products was approved by Daqing Municipal Enterprise Property Rights

— 110 —



THIS WEB PROOF INFORMATION PACK IS IN DRAFT FORM. The information contained in it is
incomplete and is subject to change. This Web Proof Information Pack must be read in conjunction
with the section headed “Warning” on the cover of this Web Proof Information Pack.

HISTORY, REORGANISATION AND GROUP STRUCTURE

Reform Leading Group (BT 435 & MEfil B ol # 4F2E /N4) pursuant to its “Reply regarding the
Proposal for Promoting and Implementing the De-Nationalisation of Daqing Dairy Products (Qing Qi
Gai Fu No.[1998]4)” (Bl <#fiEAE R B 7L &l A BRETAT 24 =) JF 1 A7 AL HERR B 7 58> B A1) B b il 1R
[1998]4%% dated 23 May 1998.

Upon the completion of the Second Capital Restructuring, Daqing Dairy Products was converted
into a wholly private-owned limited liabilities enterprise and its entire registered capital was
beneficially owned by its then 543 employees (including the Three Individual Shareholders) who
acquired such interest from Daqing Sanhuan for approximately RMB2.35 million. On 9 March 1999,
Daqing Dairy Products changed its name to its current name, Da Qing Dairy Ltd
(R B2 2L 5 WA BR ¥ 4E /A 7). Notwithstanding that the records of the Daging Municipal Administration
of Industry and Commerce (the “Daqing SAIC”) relating to Daqing Dairy was not updated to reflect
the change of shareholders upon the completion of the Second Capital Restructuring, the Daqing
Municipal People’s Government State-owned Assets Supervision and Administration Commission (K
EMARBFEAEEEEEHZAE) (the “Daqging SASAC”) issued its “Confirmation regarding
Dagqing Dairy’s Asset (Qing Guo Zi Han No.[2007]2) B K B2 FL 5 WA BR 34T 22 5] & 2 HlE R ok ) B
[ & PK [2007]2%% on 27 March 2007 confirming (i) the completion of the First Capital Restructuring
and the Second Capital Restructuring; (ii) the completion of the transfer of the State-controlled
interests in the registered capital of Daqing Dairy; and (iii) the de-nationalisation of Daqing Dairy.
Our PRC Legal Advisers have advised us that there are no legal requirements under the applicable
PRC laws and regulations for the Daqing SASAC to issue any confirmation regarding the completion
of the de-nationalisation of Daqing Dairy. In view of the pending disposal of the entire equity interest
in Daqing Dairy by the then 543 employee-shareholders, we