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Part 1

Current State of the

Chinese dairy farming

History current situation developmental trend




The proportion of dairy sector in livestock output in China

European Countries USA




China is the 1st partner of the EU in dairy products trade

EU EXPORTS OF DAIRY PRODUCTS - MAIN

billions € PARTNERS
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to 18% in 2022
15
* 1st partner of the EU in dairy
products trade 10 I I I I
i | |

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

B China MUK m®mUSA ®South Korea ® SaudiArabia Japan ™ Others



China’ s share of EU dairy exports varies according to products
|
Source : CNIEL from TDLM
Packaged

liquid
Cheeses | Butter WMP SMP Whey Cream IMF milk

% of EU exports
bought by China 2% 5% 7% 14% 33% 39% 40% 47%

China's rank in EU
exports 8th 3rd 2nd 2nd 1st 1st 1st 1st
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The scale of dairy farms have been continuously improved
Intensive development and upgrading of equipment

Milk yield per cow per year °

The level of dairy farm scale

v Reached 9.2 t in 2022, nearly twice as many as in 2008 In 2022, the proportion of large scale farms
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v The unit yield of large scale farm up to 11 t exceeded 72%, while the level in 2008 is 19.5%
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The Top 20 dairy farming groups

The Top 20 dairy processors product
own 2.32 million dairy cows

11.79M MT milk

An increase of 18% year-on-year About accounting for 40% of national

About accounting for 38.3% of national Holstein dairy herds commercial milk yield




Current state of the Chinese dairy farming

The top 40 farming groups have 2.77 million dairy cows in 2023,
and the expansion of farms will be faster
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YOURAN DAIRY

Youran Animal Husbandry

Modern Dairy

Junlebao

Ningxia Helanshan Dairy Industry

Shengmu Hi-Tech

Shenyang Huishan
AustAsia Dairy farming

Shanghai Bright
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Data source: National Dairy Industrial Technology System, China




Current state of the Chinese dairy farming

The overall quality of dairy industry has improved significantly

The proportion of dairy In 2022, the average unit yield
farms which use Total reached 9.2 t, which rose
o
mixed Ration (TMR) 100% 1.8% compared to the 2018 76%
o ( )
TMR Milk yield Overall quality

per cow per year

Have constructed a new

pattern to revitalize and
develop dairy industry
\_ _J

Mechanical
milking

Comprehensive
utilization of manure

All of the scale farms
The rate of utilization of manure

02t exceeded 76%, and the proportion
of scale farm installed manure

achieved mechanical
milking

treatment facilities up to 90%




Current state of the Chinese dairy farming

@ The quality of fresh milk has been maintained at a 'good level
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v' The qualified rate of fresh milk sampling is more than 99%

v The qualifiedraterofiprohibitedradditivesisamplingrhasibeend00% for14
consecutive years

v. Milk protein, milk fat, total number of colonies and other indicators are
comparable to European conutires

v" Rebuilding the Image of Chinese Local Dairy Brands from the

Ground Up



TWO OF THE WORLD BIGGEST DAIRY PROCESSORS ARE CHINESE

Table 1: Global Dairy Top 20, 2022

Dairy turnover, 2021*
2022 2021 Company Country of headquarters  USD billion EUR billion
1 1 Lactalis France 26.71 22.6t
2 2 Nestlé Switzerland 21.3t 18.0F
3 4 Danone France 20.9t 17.7%
4 3 Dairy Farmers of America us 19.3 16.3
5 5 Wi > China 18.21 15.41
6 6 Fonterra New Zealand 14.8t 12.5
7 9 China 13.7 116
8 7  FrieslandCampina Netherlands 13.6 11.5
9 8 Arla Foods Denmark/Sweden 13.3 11.2
10 10  Saputo Canada 12.0 9.6
1 11 Unilever Netherlands/UK 8.3t 7.0t
12 14  Savencia France 6.6 5.6
13 18  Gujarat Cooperative Milk India 6.3 5.3
Marketing Federation Ltd

14 17 Sodiaal France 5.9t 5.0t
15 13 Meiji Japan 5.9t 5.0t
16 16 Agropur Canada 5.8 4.9
17 20 Miller Germany 5.7t 4.9
18 12 DMK Germany 5.2t 4.4+
19 19  Schreiber Foods us 5.1% 43
20 #  Froneri UK 5.0 4.2

* Turnover data is predominately dairy sales, based on 2021 financials and M&A transactions completed between January 1 and June
30, 2022. Pending mergers/acquisitions not incorporated include: BMI's Fresh Division and production facility in Wirzburg to Lactalis,
Fonterra's sale of DPA Brazil, Soprole and changes to the Australian business, Mdller's acquisitions of FrieslandCampina’s German
plants and {fresh) brands, FrieslandCampina’s disposal of Campina LLC {Russia-based operations), Nutrifeed (animal nutrition) and
the powder plant in Aalter, Belgium, and FrieslandCampina’s acquisition of Nutricima.

t estimate.

CSFAFE - August 12th 2023



Part 2

The challenges we face

Challenge Opportunity Thinking
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ChaIIenge 1:
The increase in production and the decrease in self-sufficiency rate coexist

Total consumption f Self-sufficiency rate A

During the past five years, total consumption of dairy From 2009 to 2022, milk yield constantly increased, but the
products increased by 25% from 47.7 million tons to 59.44 self-sufficiency rate decreased from 86.3% to 67.9%
million tons
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Feed Raw materials

Most of the new demand was squeezed out by dairy products import, among which whey, lactose and other dairy-processing

raw materials mainly rely on imports




Challenges 2: Imbalance in producing raw milk

The unbalanced milk source in China's north and south restricts the development of dairy sector
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The population and milk demand in southern
provinces account for more than 58%, the number
of dairy cows accounts for 12% of the country's
total, and the milk production only accounts for
10%-15% of the country's total. The imbalance of

Iz GES I _ milk volume between the north and the south, and
ADD 7% ol T the long-term existence of milk transportation from

. the north to the south
The distribution of milk source expansion during the 14th Five-Year
Plan for large dairy companies

VR




Challenges 3: China's Birth Population Declines

Population decline affects milk consumption in China
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Challenges 4: Dairy consumption slump

Large pack
B of milk powder

e’ Liquid milk

9,4
4,1 \ 19,5

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Quantity of imported large pg milk powder and liquid milk




Challenges 5: The difference in the structure of dairy products

Liquid milk consumption accounts for 74% in China
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Output of liquid milk and dry dairy praoducts in China from 2008 to 2022




Challenge 7: Increasing costs coexist with decreasing price

|
Scale farm milk prices and costs Land source
shortage

Environment
protection

ilk pri Total cost Kilo milk feed cost
- MYILI;EIrII(;e ;)uaan’:/:lc()gS - " rgluan(lelfg oo
4,33 4,28
3,98
3,86
3,80 4.25 Yuan/kg 3.7 Yuan/kg
—> 3.75 Yuan/kg — 4.5 Yuan/kg
3,30 From 2022.11 From 2022.11
to present to present

2.80 2,76
N | Result

230 Profit will be squeezed further and dairy farming is
’ 2016,1 20171 2018,1 20191 2020,1 20211 20221 20231 on the Verge of |osing >

In 2024, the phasing out of special tariff protection
Data source: National Dairy Industry Technology System

measures for dairy imports



Production cost is too high

Comparison of the cost per kilogram of milk for
dairy farms in different countries in 2021 igher production cost

@

n Total - feed
7,00 cost cost 6,41

6,00

5.00 Feed raw material Per kilogram of milk

4,00 2.7 40%

3,00 Silage corn price is 2.7 Per kilogram of milk cost

5 00 times of USA 40% more than USA
1.3 90%

1,00 Silage alfalfa price is Per kilogram of milk cost

0,00 1.3 times of USA 90% more than New Zealand

Nz Ireland Germany USA Netherlands China  Japan
Data source: Calculated according to IFCN and National Dairy industry Technical Data source: National dairy cattle system technical system
system data (yuan /kg energy correction milk) measurement

There is still a place for improving dairy production efficiency
The level of scale farm and standard have constantly increased, but the overall production is still lower than dairy developed
countries

Production efficiency . Feed conversion ratio

Management efficiency
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'he future opportunities in
Chinese Dairy sector

Challenge Opportunity Thinking
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[Z] The trend of dairy consumption growth has not changed

Ensuring the supply of dairy and other

important agricultural products is a top priority v" Per capita consumption is 1/3 of the world’s average
v' For every 1% increase in income, milk consumption

increases by 1.74%
v' With the development of urbanization, consumption

will continue to grow

Per capita

consumption Liquid milk
v High cost
. % Income v' Not very competitive. High prices discourage
consumption.
v The supply structure is single, liquid milk accounts
. . 1.74 % Milk consumption for 74%, and only powder can be sprayed. Cheese

and whey rely on import.




Fresh milk supply and demand forecast in 2023

Commercial milk Commercial

production milk demand

(10,000 tons/d) (10,000 tons/d)

2022 8.1* 0% growth in demand
4% growth in demand
2023 8.5** 6% growth in demand

7% growth in demand

8.0

8.3

8.5

8.6

1000

2000

Supply and demand
balance

Supply and demand tight
balance

*In 2022, the calculation is based on 6.2 million Holstein cows, the proportion of cows and the yield per unit area are calculated at 55%
and 8.7 tons
**In 2023, the herd growth rate will increase by 3% at a low rate. There will be 6.4 million Holstein dairy cows, the proportion of cows
will be 55%, and the yield per unit area will be 9.0 tons.




Promote the integrated dairy and crop farming

"Reducing costs and stabilizing milk prices™

——what China's dairy farming industry needs to do in these years

O Reducing feed costs requires national policy support.

The ratio of crop farimg and dairy farming can reach 0.13ha of crop-land for 1 cow, which can be
equivalent to a production of 6 tons of silage for 1 cow, which can effectively control the cost of
roughages.

O Alfalfa is grown locally to reduce imports.
At present, the price of imported hay is as high as 3,000 CNY/ton, while the domestically
produced alfalfa silage is calculated at 90% dry matter, and the price is 2,000 CNY/ton, which can

greatly save feed costs.



Utilization of Domestic Feed Raw Materials

Utilizing local feed resources is an important cost-saving measure

Farms should not only focus on imported alfalfa hay, oat hay and other
high-quality forages, but also pay attention to local feed.

For example, peanut seedlings (Henan and Shandong), corn stalks
(Inner Mongolia), wheat straw and rice straw (Ningxia) are all available feed

resources, which can be fed to dry milk cows and low-yield cows.

Improve the utilization rate of local feed through processing

Processed roughage can improve digestibility, and protein feed (cottonseed

meal, rapeseed meal) can be utilized through rumen-passing technology.
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To build the resilience of
Chinese Dairy sector

Opportunity  Challenge  Thinking
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[Z3To build the resilience of dairy sector

Stable milk purchasing from upstream and milk price—
LESS IN, MORE OUT.

reduce the

Introduce a guide
price for raw milk

Actively resolve  purchases, properly Encourage farming construction speed Appropriately prolong the

market risks and protect small and  enterprises to take of dairy farms.  lactation period, and use

stabilize the order of medium-sized the initiative to some milk powder in

fresh milk farms, and REMOVE stock instead of some

purchases and strengthen low-yielding dairy imported milk replacer to
sales. supervision of COWS. feed calves.

implementation.




To Build the resilience of Chinese dairy sector

Strengthen technical Establish an early warning
guidance and services mechanism for the industry
Relying on the technical advantages of the Short-term relief policies include: "milk
national platform, understand the problems price insurance", increased subsidies, etc.

in production and carry out technical

services. Long-term guiding policies:
Promote cost-saving and efficiency-enhancing disease elimination, intelligence,
combination of planting and breeding,
development of special dairy
products, etc.

practical technologies to solve technical

problems encountered in the breeding process.



I To Build the resilience of dairy sector

Expand channels and accelerate the pilot program of dairy farmers run processing

v" Promote dairy farmers to develop pilot dairy product processing. Under the condition of ensuring quality
and safety, develop dairy product processing, promote dairy farming to expand to the field of dairy
product processing and circulation, and broaden the channels for raw milk sales and pasture income

increase.

Increase public welfare publicity efforts to promote dairy product consumption

v Advocate consumers to drink more milk through public welfare publicity through multiple channels, and
increase dairy product consumption by distributing dairy product consumption coupons to children,

students, and the elderly




-

b

g@cau.edu.g




