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Arla Foods Annual Results 2016:

Strong branded growth in a volatile market

Arla delivered a solid business performance throughout 2016 and made a strong start to
the delivery of its strategy, Good Growth 2020, despite highly volatile milk markets.
While revenue declined due to the global price environment, Arla continued to improve
the quality of its sales by moving more milk from bulk to brands, and Arla’s net profit
grew 20.7 per cent to EUR 356 million.

In the second half of the year Arla introduced increases in its prepaid milk price to
farmers by nearly 30 per cent and expects annual revenue and performance price to
improve in 2017.

In a year with extreme volatility in raw milk production and farm gate prices, Arla delivered
financial results above its targets on most measures, with net profit at 3.6 per cent of sales, a
strategic branded volume driven revenue growth of 5.2 per cent and a growth in brand share to
44.5 per cent. Leverage was 2.4.

During the first eight months of 2016, the dairy industry was characterised by low global milk
prices due to a period with an over-supply of milk, particularly in Europe. European milk supply
then declined significantly in the second half of the year, supporting a significant milk price rally.

In the last four months of 2016 Arla delivered four consecutive increases in the on-account milk
price — representing close to a 30 per cent increase. This is the most rapid increase in the
prepaid milk price that Arla has ever recorded, and this very positive development has continued
for the first months of 2017, delivering a total increase of over 40 percent in the milk price to
Arla’s farmer owners.

“Our 2020 strategy has guided our business in 2016 as we sought to mitigate the impact of the
extremely volatile market in Europe. We are more focused than ever on brand and category
development as well as our geographic markets, and we succeeded in building our market
shares in many of our strategic growth regions outside the EU,” says Arla CEO Peder Tuborgh.

“The year was very tough for our farmer-owners, as they were not immune to the sustained
period of low milk prices in the global dairy industry for the last two and a half years.
Consequently, the multiple increases we were able to deliver in Arla’s prepaid milk price during
the last four months of the year were much-needed,” says Peder Tuborgh.

Revenue affected by global price decline

Group revenue decreased by 6.8 per cent to EUR 9.57 billion (compared to EUR 10.26 billion in
2015). This is a direct result of lower sales prices in the global market due to high milk volumes
in Europe in the first half of 2016 as well as unfavourable exchange rates.



Performing above peers
Net profit of the Arla Group in 2016 grew 20.7 per cent to EUR 356 million, of which the profit
share of Arla Foods amba is EUR 347 million, corresponding to 3.6 per cent of Group revenue.

The 2016 performance price decreased 8.3 per cent to 30.9 EUR-cent/kg, compared to 33.7
EUR-cent/kg in 2015. The performance price reflects the ability of the company in any given
market situation to add value to its owners’ milk through innovation, brands, cost-saving
programs, global growth, and other strategic and operational efforts.

The performance price is a key element in measuring Arla’s relative performance versus its
peers, which is done consistently through a peer group index. The preliminary peer group index
for 2016 is 105. The strategic ambition is to deliver a peer group index of 103 to 105 as stated
in Arla’s strategy, Good Growth 2020.

“We generated an average of five per cent more value per kg of owner milk than the average of
our peers in 2016, which reflects our ability to pay a competitive milk price in the market as well
as our efforts to mitigate the effects of a tough global market for our owners. While this does not
change the fact that 2016 was an extremely challenging year for our farmers, it shows that we
are delivering above the majority of peers in the market,” says Arla CFO Natalie Knight.

Arla’s peer group index is based on publicly available financial key figures from comparable
competitors in Northern European markets, representing 80 per cent of all milk produced in the
region.

Increasing branded sales volumes
Despite lower overall milk supply in 2016, Arla managed to move more than 340 million kg of
milk from trading into the more profitable retail and foodservice sales channel.

Arla’s strategic brands all gained growth momentum in 2016 and delivered increased strategic
branded volume driven revenue growth, which is defined as revenue growth associated with
growth in volumes from strategic branded products while keeping prices constant:

- Arla® grew 4.5 per cent (up from 2.5 per cent in 2015)
- Lurpak® grew 7.7 per cent (6.1 per centin 2015)

- Castello® grew 3.0 per cent (0.1 per centin 2015)

- Puck® grew 10.6 per cent (9.9 per centin 2015)

“Our brands performed well, exceeding our overall target range of four to five per cent by
achieving a strategic branded volume driven revenue growth of 5.2 per cent. Puck® is the
leading performer, driven by exceptional performance in the Middle East and North Africa,
where the brand now holds the number one position in jar cheese across the region. The Arla®
brand showed strong growth due to increased investment in innovative and specialized product
ranges such as Arla Natural®, Arla Lactofree®, skyr and other high protein products, as well as
infant nutritional formula such as Arla Baby & Me®,” says Peder Tuborgh.

Strategic growth markets performing well
Europe is Arla’s core commercial zone, contributing to 66 per cent of Group revenue in 2016
with a volume driven revenue growth of 1.3 per cent.



Arla’s strategic growth markets outside the EU achieved the largest volume driven revenue
growth rate to date of 9.5 per cent in 2016 — primarily due to strong performance in China and
Southeast Asia (up 31.2 per cent) and Sub-Saharan Africa (up 15.8 per cent).

“Our highest growth rates right now are in China and Southeast Asia, where our aim is to
quadruple revenue from retail and foodservice by 2020 compared to 2015. We are on track to
deliver this strategic target with strong positions in child nutrition, foodservice and even the
growing cheese category. Our efforts to engage consumers via digital and e-commerce sales
channels have contributed to this growth,” says Natalie Knight.

Arla Foods Ingredients, a 100 per cent owned Arla Foods subsidiary and a global leader in whey
based ingredients used in a wide range of food categories, reported a 5 per cent increase in
revenue to EUR 545 million in 2016 due an improved product mix and growing sales volumes.

Cumulative costs continue to decline
Keeping strict control on cost and rigorously optimising processes is critical to Arla’s success
and competitive positioning, and in 2016 the company displayed excellent cost discipline.

“We have maintained a tight grip on costs across the Group, reducing our total operational cost
in 2016 by 1.4 per cent excluding the cost of raw milk. A year ago we kicked off our new
efficiency program with the target to reduce our cumulative costs by EUR 400 million by 2020.
In 2016 that has resulted in a EUR 100 million cost saving during the program’s first year, and
we will continue to deliver on this agenda in 2017,” says Natalie Knight.

Expectations for 2017

In 2017, Arla expects Group revenue to grow significantly due to a continued growth in the
company’s branded business as well as higher prices in the market globally. Arla targets a net
profit share for 2017 in the range of 2.8 to 3.2 as the company continues to focus on paying out
the largest possible share of profit via the prepaid milk price to farmer-owners.

Arla expects 2017 to be another year of improvement in financial leverage within the stated
long-term target range of 2.8 to 3.4.

“We are confident that the improved quality of our business as well as our Good Growth 2020
strategy put us in a favourable position and will ensure that we are ready to capture the full
potential of the market as it continues to evolve and globalise in 2017. You will see Arla take an
even stronger position in the market as an innovative dairy company that provides natural and
healthy food to consumers and customers worldwide,” says Peder Tuborgh.

Arla Foods will publish its annual report on March 2nd after the company’s Board of
Representatives has decided how to appropriate the profits.

Click here to find more information about Arla’s annual results in 2016



2014
Inflow of raw milk imkg)
Inflow from owners in Denmark 28 4,350
Inflow from owners in Sweden 1 2 2035
Inflow from owners in Gemany 1 1526
Inflow from owners in tha UK 3210 3088
Inflow from owners in Belgium 515 403
Inflow from owners in Lumembourg 4 119
Inflow from owners in tha Metherdands 56 17
Inflow from others ] 1832
Total inflow of raw milk 38 15.570

Humber of owners

Owners in Denmark 2.8 3144
Owners in Sweden 2 3,366
Owners in Gamany 2 2,769
Owners in the UK 2 2,854
Owners in Balgium 997
Owners in Luxembourg 228
Owners in the Metherlands 35
Total numbar of ocwnars 1022 13,413

Performance price
EUR-zant/ kg owner milk

Financial key figures [EURm)

Income statement

Revenua 95 10.262
EBITDA* 2 734
EBIT 5 400
Met financials - -63
Profit for the year 356 295

Consolidation for the year
Contributed capital
Common capital
Supplementary payrment

Balance sheet
Totsl aszats
MNon-curment assets
Current assets

Equity

Total non-currant liabilities
Total cumrent lisbilities

Met interest-bearing debt including pension liabilities
MNet working capital

Cash flows

Cash flow from operating activities

Cash flow from investing activitias

Free cash flow

Cash flow from financing activities
Investments in property. plant and equipment
Purchase of enterprises

Financial ratios
EBIT mangin
Levaraga*
Interest cover
Equity ratio

Pase rEfar to QUOSSET) MSAE the DNt flap.
* incluging gam from sale o Ryrkey




Consolidated income statement
1 January - 31 December

EURm) Hote 2016 2015 Development
Revanus 11 9567 10262 ST
Production costs 12 -7.177 -7TB33 -BM
Gross profit 2,390 2,429 -2
Sales and distribution costs 12 -1642 -1,597 3%
Administration costs 12 -435 -417 4%
Other operating income 13 oL 37 lag®
Othaer oparating costs 13 -29 -T4 -61%
Gain from szle of enterprise 36 120 -

Share of results after tax in joint venturss and associstes 34 10 22 -558
Earnings before interest and tax (EBIT) 503 400 265
Specification:

EBITDA exciuding gain from sale of enterprise 719 734 -5
Gain from sale of enterprise 36 120

Degreciation, amortisation and impairment losses 12 -334% -334 -58
Earnings before interest and tax (EBIT) 505 400 2654
Financial income 41 7 14 -500%
Financial costs 21 -114 =77 LM
Profit before tax Ltk 337 183
Tax 5.1 -2 -42 O3
Profit for the year 356 295 21%
Minority interasts -2 -10 -10%

Arla Foods amba's share of profit for the year 357 285 229




Consolidated balance sheet
31 December

(ELRm) Hote 2016 2015 Development
Assets

Hon-current assets:

ntangole assets 31 B25 B73 -3%
Proparty, plant and equipment 33 2,310 2457 -6
rwestments in associates 34 434 434 0%
nvestments in joint venures 34 51 30 2%
Deferrad tax 51 T4 = 1a%
Other non-cument assets 20 25 -20%
Total non-current assets 3,714 3,003 -53
Current assets:

Imventories 21 230 1007 -7
Trade recaivables 21 876 Q10 -4
Diarivatives 31 75 -5
Current tax 1 1 02
COtharreceivables 222 202 103
Sacurties 04 509 -1%
Cash znd cash equivaients g4 70 203
Total current assets excluding assets held for sale 2,668 2,774 -h3E
Azsets heud for zals - ¥ -100%
Total current assets 2,668 2,833 -G8
Total assets 6,382 6,736 -55¢
Equity and liabilites

Equity:

Equity excluding proposed supplamentary payment i OWnNers 2033 2,000 -3
Proposed supplsmentary payment to owners 124 113 1103
Equity attributable to the parent company's owners 2,157 2,113 2%
Minority intarests 3 35 e
Total equity 2,192 2,148 2%
Liabilities

Hon-current liabilities:

Pension lighilites L7 1] 204 263
Provisicns 35 12 B i
Defarred tax 51 a0 65 23
Loans 22 1281 1717 -23H
Total non-current liabilities 1,742 2,084 -163
Current liabilities:

Loans &7 947 1076 -12%
Trade peyablss 2.1 233 Q18 8%
Prowisions 35 13 19 -3IH
Dierivatives 168 158 [
Current tax 18 5 2600
Other cument lishilites 07 208 3%
Total current liabilities excluding liabilities regarding assets held for sale 2,448 2474 -1
Lizoilities regarding sssets held for sals - 30 -100%
Total current liabilities 2448 2,504 -3
Total liabilities 4,190 5,588 -0

Total equity and liabilities 6,382 6,736 -3%




Consolidated cash flow statement
1 January - 31 December

EURm) Hote 2016 2015
EBITDA B30 734
(Gain from sale of enterprise 36 -120 -
EBITD excluding gain from sale of enterprise 718 734
Share of results in joint ventures and sssocistes EXS -10 22
Change in werking capital 21 138 -23
Changs in other working capital -3 G
Othaer operating items without cash impact 22 11
Dividends raceived, joint vantures and associates 12 8
Interest paid 34 56
Interest raceived 5 &
Tax paid 3.1 -18 -12
Cash flow from operating activities BO6 669
Imvestment inintangible fixed assets 3 -38 =70
Investmeant in preperty, plant and equipment 33 -263 -348
Sale of property, plant and equipmeant 33 18 8
Operating investing activities -303 -410
Free operating cash flow 501 232
Acquisition of enterprises 36 - -2%
Sale of entarprizes 36 138 37
Financial investing activities 138 8
Cash flow from investing activities -167 -402
Free cash flow 639 267
Supplementary payment regarding the previcus financial year -108 -105
Paid in funds from new owners 5
Paid cut from equity regarding terminated membership contracts -22 -18
Loans obtainad, net 42 -40 -173
Payment to pension liabilities 45 70
Change in cument Liabditias -54 37
et changs in marketabls securities 3 30
Cash flow from financing activities 624 -2 74
Het cash flow 13 -7
Cash and cash equivalents at L |anuary 70 gl
Exchange rate adjustment of cash funds -8 3
Transfamad to azzst held for zals 7 -7
Cash and cash equivalents at 31 December B4 70




Europe

“We made a strong start to Good Growth 2020

in Europe with significant branded growth and
market share gains across most markets and
categories. The yogurt business, had a great year
with award winning innovations for skyr and
protein, delivering strong incremental category
growth. Revenue was under pressure
as aresult of a depressed global dairy market
during the first half of 2016.

Pater Giartz-Carlsen, Executive Vice President

Key brands

In 2014, Morthern Europa was
charactenised by positive volume
driven revenus growth ratesin s
flat undarlying market. In lina with
Good Growth 2020, the growth
was driven by strategic brands
across all major markets, aspecislly
within the butter, spreads and
margatine (BSW) and chesse
categaoriss. Our BSM brands
deliverad impressive growth even

5gasinst a backdrop of catagary
declinas, and our chesss business
hss grown across all markets with
positive developments in maost
sub-categories.

Tha yogurt businass had a

great year, with sward winning
innovations for skyr and protain
delivering strong growth. Lurpak®
snd valus-added propasitions in

Retail and foodservice
volume driven revenue
growth, 2016

1.3%

2015:3.3%6

Brand share,
2016

41.6%

2015: 46.3%

the UK deliversd solid markst shara
geins. In Germany, perticularly in
private lsbsl. prices were under
considerable prassurs dus to
historicalty tough markest
conditions until lste summer.
However, the Arla® brand
performed strongly with closs to

a doubls digit volumes drivan
revanue growth rate.

Revenue split by country,
2016

6,521

million EUR

2016 2015
® UK 358  3B%
® Swedsn 22 2%
& Garmany 193 19%
@ Denmark 15%  13%
Finland % 5
Metherlands and
Eslglum e

Strategic branded
volume driven revenue
growth, 2016

3.2%

2015:3.7%

Revenue development,
2016

-6.9%

2015:-2.92¢

Growth in Swadan was driven by
Arle® and Castello® in the cheass
category, wharsas the frash milk
categony expersnced a slight
decling. In Denmark, 2016 was a
wery strong yesr, driven by positive
brandad growth rates and solid
progress in the Arla Baby & Ma®
ssgartmant



International

“We have gained market shares in many of our
key international markets, although facing
challenging external factors such as low oil
prices and currency constraints. In light of these
circumstances, we are satisfied with our
achieverments in 2016.”

"
Revenue split by region,
2016

1,428

million EUR

2016 2015
Tim @rting Jergensen, Executive Vice Prasidsnt @ ju0dls East o T
and Morth Africa
® Americas 23% 4%
' Russla nd othars 248 22%
@ China and
South East Asia E e
Sub-Saharan Africa 6% 6%
Retail and foodservice Strategic branded Key brands
wvolume driven revenue volume driven revenue
growth, 2016 growth, 2016
270 J 7 = .
2015: 6.9% 2015:6.2% ” Byt i

Brand share, Revenue development, L ot
2016 2016 - a;

% 9%
814% 5.9%
2015:80.2% 2015:6.3%
In 2018, volurme drivan revanus Puck® zszortmant, thersby winning Chins and South Esst Asia continued
growth outside Europs increased by market shara in most markats. the strong branded velume driven
9.5 per cant dus to improvemants in revanua growth jowrnsay in 2016, led
our International branded postions. Sub-Saharan Africa had & strong start by China, mainly in organic UHT.
In the Middle East and Marth Africa, to the year, with the newly Hevevaver, marksts such as
underlying markat growth was slow astablished joint wvanturs in Migeria Bangladesh and the Philippines
im 2018 duse to the economic impact &5 tha main driver of higher milk also showsd solid prograss.
from continued low oil pricas. powder sales. Howsver, the Tha Amaricas deliversd close o
Howewver, we achigved volumes devaluation of the locel Maira doubla-digit brandad growth, further
driven growth of 3.8 percent, mainly  cumancy in june following scarce focusing on the Arla® brand within
attributsbls to strong progress intha USD svsilability, limitad growth

in the sacond half of the year.

Furthermors, we established & joint
warture with the largast cooperative
in the world, Dairy Farmers of
Amernica.




The aim for China and South East
Asia towards 2020 is to maintain
high growth ratas, working towards
the targst of quadrupling revenue
from retail and foodservice by
2020 compared to 2015 when ths
strategy was originally launched.
Currently, we are on track to deliver
this strategic targst, with salss
growing 32.4 percenttc EUR 158
million in 2016 from EUR 120
million in 2015.

The populaticn in China and South
East Asia is growing and the middle
class is booming. The majority of
this growth is attributable to Chins,
whaere we are focusing on several
product categories to further
pursue the growing demand for
dairy products. For exampls,

Arla is siming to be a leader within
the cheese catagory in China,
particularly focusing on
focdservice. Furthermore, we will
usea digital and e-commercs
plstforms to engage with and ssll
to consumers. In 2016, Arls ASCX

With Good Growth 2020, we aim to
double our ravenus from retail
and foodservice in the Middle East
and North Africa by 2020
compared tc 2015 when the
strategy was launched. This
ambitious geal sheuld be achisvad
by a combination cf increasing
sales of branded chaese, buttsr,
spreads and cream cheesss across
both retail and foodsarvice,
developing our business in Egypt
and entering the liquid category
with the Arls® brand.

In 2016, we managed to deliver
volume driven revenus growth in
the region of 3.8 per cent.

The Puck® product range is
espacially populsr, showing
volume driven revenus growth of

Naifu® was test launched in China
and, for the first time, s-commerce
and digital channals played &
central role in tha launch.

Arla Baby & Me® is one of our
flagship product ranges within
organic milk powder preducts for
children aged up to five years. In
2016, a new campaign was
launched to support this brand
This was our first initiative with
Chinese dsiry company Yashili,
which is part of the Mengniu
Group, that we collaborate with
closely in this imporiant category.

China is a crucisl markst for Arla’s
success in the region. However,
other markets in South East Asia
remain equally important tc
maintaining growth ratss. In
2016, Bangladesh significantly
contributed to the growth in the
regicn, with retail and focdservice
volume driven revenue growth of
240 percent

11.7 percent in 2016 comparad tc
9.4 par centin 2015 in the region.
The Middle East and Nerth Africa
have a populstion of approximatsly
380 millicn people. in the region,
dairy products ars incorperated
into most meals, therefors serving
sz 3 great opportunity for Arla. Qur
Puck®range fills a gap in the
market, helping local consumers to
be the star at the dinnertabls. The
Puck® brand also won a Gold Effie at
one of the world's most acclaimed
marketing events. Using the Puck®
waebsits and social media channels,
the brand celebratad mothers as
the everyday hero chef.
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Arla Foods Ingredients

“It is our ambition to discover and deliver all the wonders
whey can bring to people’s lives. In 2016, Arla’s third party
manufacturing activities were transferred to AFl. Furthermore,
we completed our new state of the art hydrolysate plant and
launched a major capacity expansion of our range of
innovative whey proteins for premium infant nutrition.”

Henrk Andersen. Group Viee President

Arla Foods Ingredients (AFl)is a
global leader in whey based
ingrediants usad in a wide rangs of
categories from bakary. baveragas,
dairy and ice cream to clinical,
infant and sports nutrition. The
products, which are produced in
Denmark or by one of our thrae
joint ventures in Argentina and
Germany, are scld in mora than

90 countries.

AFlis a 100 per cent ownad
subsidiary of Arla and benefits
tremandously from being part of
the cooperative, intarms of
controlling the quality of raw
materials from cow to end product.
The close connection between our
milk supply, chaess production
and whay processing provides
unique opportunities to deliver

on customers” expectations
regarding product quality and

food safety.

Arla Foods Ingredients"
business areas

AF| covers two business areas:
whay processing and third party
manufacturing (TPM). AF| operatas
a business-to-businass model with
all customers being industrial.

AFI's objective is to turn whey, the
by-product from cheese producticn,
into ingredients for the food and
nutrition imdustry. AFl produces
whay protains and lactoss from
what was once a waste product,
and through forcaful innowation,
whay has become a valuabls raw

mgterial in its own right creating
new value-added whey ingredients
for Arla and other industrial
customers.

Advanced innovation, as wellas
research and developmeant
facilities in Mr. Virum, Denmark,
focus on research-based product
innowvation and developing new
ingredients proactively. Our two
application centres in Danmark
and Argentina have state of the art
trial and dewelopment facilities,
and AFl cooperates closaly with
seversl lesding research institutes
and univarsities on new product
development

Strategic ambition

AFI's strategic ambition is to
bacoma the leading global
supplier of valua added whey, by
migximising value-add, increasing
our raw material pool, growing an
organisation with winning
capabilities, and bacoming a
|=ading supplier of privats label
child nutrition preducts.

In 2018, highlights for AFl included
the significant expansion of lactose
capacities, both at Danmark
Protein and at cur joint venture
ArMNoCo, Germany, with both units
now operating at full capacity.

The transfer of Arla’s third party
manufacturing (TPM) to AF1
rezlises symargias betwsen the two
units, mainty as both product
categories address the zame
customer base. AFI's TPM business

produces a range of organic

and conwantionsl child nutrition
products and expacts to grow its
businass furthar in the coming
wears. Fimally, the new state ofthe
art hydrolysate plant at Danmark
Protein was complated

in2016

Arla Foods Ingredients
operates within four
categories

&

Paediatric

High-quality ingredients for

tha infant segment, which are
obtained from the filtration and
fracticnation of milk and

whay. These products offer
carbohydrates, lipids and proteins
that children need to have s
good start in life.

BB

Functional solutions

Speciality milk proteins adapted for
optimum functionality in a range
of food products, such as fresh
dairy, cheess, bakary, beverages,
culinary and meat.

e S—
Q -

Health and performance
Medical, haalth and high-and
sports nutrition. The Health and
Performance team dewvelops milk
ingradiants with unigua benefits
for patients with specific diseases.
a5 wall as athletes and other
pecpls looking for a healthier
lifestyls.

=

General foods
Global leader in cost sfficiant
solutions for the food industry,

such as ica cream, sports products,

confectionery. affordabls food
and feed.
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Revenue development, Revenue split by region,
2016 2016

0
3.0% 545"

million EUR

Whey intake,
2016
2016 2015™
6 6 @ Europe, the Midala % s1%
oW billion kg i e
2015: 6.5 billion kg Americas 13%  12%

*A large part of Arla Foods Ingregkents acinities
are camed out in JoINt VENtures, which are not
included m the consoldated financil
statements. Revenue MCuang jomt vanturss
amounts to EUR 644 midiron

** Revenue SpiTt 1S NOt comparabie 1o prior year
gue 10 OrganISatoNa! SrUCtural changes m
fransfamng Aria’s third party manufactunng
(TPAM) GCOVITES [0 Arla FOOdS Ingreavents.

ctabumin which Is used in infant formula and may heip reduce protein content in formula, which Is belleved 1o

Alpha-a
reduce the risk UfODQSRy iater in ¥re. It aiso !mpmves mﬂ and Increases gastm—lnmsmal comfort.

OStaopomin which [s used In Infant formula and supports the deveiopment of a strong immune system in infants.

Whey protein hydrolysates which are used In Sports nutrftion and infant formula. Hydrolysates promote better
absorption of protein In the stomach and may help reduce the risk of allergic reactions Iin bables aliergic to mix.

Whey protein isolate which Is used in clear drinks and great for ciinical nutrition, functional foods and sports nutrition.
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