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“We ended the year stronger as a zone
and leveraged our scale, allowing us to roll
out innovations quickly. We lifed revenue
across the board through signifcant sales
price increases, whilst maintaining-our
brand positions and growing our market
share with the Arla® brand. A weakened
GBP put pressure on our business and
rising market prices for fat slowed growth
In branded fat products.”

Peter Gigrtz-Carlsen, Executive Vice President

Revenue, MILLION EUR

6,568

2016:6,321

Strategic branded volume driven
revenue growth

-0.1%

2016:3.2%

Brand share

48.3%

2016:47.6%

Revenue development

3.9%

2016:-6.9%

Sweden Netherlands and Belgium

Arla’s reputation continued to improve Our market share in fresh dairy reached the
throughout the year, which contributed to the highest level ever and is now running above
long-term health of our brands. Sweden was a 10 per cent. Our growth was achieved with a

key market for our Arla® Lactrofree products, leading position in organic, innovations such
which tapped into a growing consumer trend as Arla® skyr, Protein and Lactofree and close
for lifestyle dairy products. cooperation with our customers. Our focus in

Belgium was to build the business to deliver at
a similar pace as the Netherlands.
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Finland

Despite a long-term trend of decreasing dairy
consumption, the key focus brands, Arla®
Luonto+ in yoghurt and Lempi in cooking, kept
growing. In yellow cheeses, both Arla® family
cheeses gained market share and the Castello®
launch into the category exceeded
expectations.
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International

The International zone, which comprises 16 per cent of total revenue,
continued its journey of delivering proftable growth in 2017. We achieved
double digit growth with our strategic and local brands. We continued to seek
new opportunities and in 2017 we expanded into new markets in the
Sub Saharan Africa, North Africa and South East Asia regions. The zone was
challenged by volatile global market conditions, but we successfully executed
our growth strategy and delivered on our big bets.

Sub-Saharan Africa

Our business in Sub-Saharan Africa continued
to grow. We navigated a challenging currency
environment in Nigeria, our main market, in the
frst half of the year and the business almost
doubled its revenue in 2017. The increase in
revenue was driven by the growth of the Arla®
Dano Milk Powder brand. We also strengthened
our footprint across the region, opening
operations in Ghana and increasing our capacity
in Lagos. And we invested in our next generation
product portfolio for the West Africa region.

Revenue split by region

9%

2016:6%
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Middle East and North Africa

Our strategic agenda in the Middle East and
North Africa progressed well in 2017, despite
low economic growth and political uncertainty
afecting the region. Revenue grew and we
continued to develop new opportunities,
including launching the Arla® Organic Brand in
the UAE and locally produced cheese in Egypt.
We strengthened our branded positions on
Puck® and Lurpak® in the region throughout
2017. Our focus on growth, particularly in
high-margin product ranges through
innovation, gave us a great foundation to

build on going forward.

34%
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Americas

2017 was a big year for Arla in the US. We
entered the market by positioning Arla as a
challenger in the cheese category, leveraging
our brand proposition and high-quality natural
products. Our products are performing strongly
and we created great brand awareness with our
marketing investment. Alongside this, Canada
drove strong proft growth. We also divested our
shares in Vigor in Brazil, and continued to
develop our cooperation with Dairy Farmers of
America as part of our strategy to grow in the US.
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“We had strong performance this year,
building on'the gains we made last year.
We achieved a solid strategic volume
driven revenue growth, grew our branded
market share in-key markets and delivered
strong price management which drove
proftability in a year of volatile market
conditions. Investmentsin markets such
as Africa and China are paying of and give
us a strong foundation to deliver in 2018
and beyond.”

Revenue, MILLION EUR

1,616

2016:1,428

Strategic branded volume-driven

revenue growth

10.5%

2016:10.7%

Brand share

83.9%

2016:81.4%

Revenue development

13.2%
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Tim @rting Jergensen, Executive Vice President 2016:5.9%

Russia and others China South East Asia

There was a strong turnaround in our Russian We almost doubled our revenue in Chinaduring ~ Bangladesh continued to grow through the
business which delivered proftable growth 2017 and the business improved its proftability.  Arla® Dano brand and our businesses in
despite the ongoing embargo. We continued to  Our partnership with Mengniu is progressing Singapore, Japan and Korea delivered proftable
drive branded positions and saw very strong well. We continued to strengthen our branded growth. We continued to expand our footprint
growth of Lurpak® in distributor sales markets, position, particularly with Infant Milk Formula in the region, including signing a partnership
Australia and Greece. Castello® showed good and organic products, but saw imported UHT agreement with Indofood, one of the leading
growth in Australia and Norway. Our milk-based ~ move towards European price levels. Our FMCG companies and dairy players in Indonesia.
beverages business, under the brands of Arla® reorganisation of the Asia business into two This gives us a signifcant platform to grow in
Protein and Starbucks, grew signifcantly in separate regions, China and South East Asia, this market.

Spain and Greece in retail and convenience will go live in January 2018.

channels. Our foodservice business continued
to develop and we will continue this journey
next year under the Arla® Pro brand.
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Arla Foods Ingredients

Arla Foods Ingredients (AFl) is a 100 per cent owned subsidiary of Arlaand a
global leader in whey-based ingredients used in a wide range of categories from
bakery, beverages, dairy and ice cream to clinical, infant and sports nutrition.
AFI contributes 6 per cent of total revenue. The products, which
are produced in Denmark or by one of AFl's three joint ventures in Argentina
and Germany, are sold in more than 90 countries.

2017 was another successful year for AFI,
delivering 19.6 per cent revenue growth
compared to last year, largely driven by a
strategic focus on value-added ingredients
and a strong Third Party Manufacturing (TPM)
business. In 2017, Arla's child nutrition plant
was transferred to AFI. For more than 20 years,
AFl has delivered double digit annual growth
rates by pushing the boundaries of technology
and innovation, growing our volume and
revenue.

The whey industry is entering a new phase
Signifcant changes are impacting the industry
in which AFl operates. In the past, whey was
regarded as a simple by-product from cheese
production. Today whey is treated as an
ingredient in its own right, and in the future,
AFI's core markets will need even more product
diferentiation. Whey is no longer a commodity
product where one size fts all. Our customers
and consumers are the most demanding in the
dairy industry, and they want specialised
products of the highest quality.

AFl aims to take full advantage of the
developing industry

In order to succeed in becoming the global
supplier of value added whey, AFI seeks to grow
its raw material pool in the coming years
through sourcing, partnerships and joint
ventures. AF| will deliver an ambitious
innovation agenda, by continuing to grow and
refne the existing products and implement new
innovative concepts.

m AFI's growth will be based on value-added
sales, refning our products for our strategic
business segments: Infant Nutrition, Clinical
Nutrition, Sports Nutrition, and Food. We will
increase our value-add ratio compared to
standard products, delivering more value to
our customers and creating more value for
our farmer owners. Over the past fve years,
we invested approximately EUR 220 million
in our value-add business, by amongst
others, increasing our capacities.

Volume of standard products and
value-add products

Index
140

Standard products

LY Value products

2012 2017

= In our TPM business, we conducted large
investments to increase our supply of infant
formula. Arla’s Child Nutrition plant, ARINCO,
was transferred to AFI, realising synergies
between sales and supply chain and enabling
us to continue to grow the infant formula
business even stronger in the coming years.

m We worked hard in 2017 to address the
future demands to quality and food safety
performance in collaboration with our
customers. AFl intend to be recognised as a
market leader in food safety and quality, and
we will invest heavily in both people and
infrastructure to implement it.

“Through a strong
innovation agenda, we
continuously push the
boundaries of what
technology can bring
to whey. In 2017, we
addressed future
demands for quality
and food safety in
collaboration with our
customers, and
invested heavily

in our child nutrition
business.”

Henrik Andersen, Group Vice President
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Through continuous innovation and
uncompromising standards for the highest
quality, our milk powder products provide
the reassurance of a strong heritage and
proudly display our Farmer Owned marque.

Arla Dano® milk powder provides the
essential energy and nutrition families need
for growth and strong health, especially
in developing countries.
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Our business model

Arla is the fourth largest dairy company in the world based on milk intake and the
world’s largest and leading organic dairy producer. Our farmer owners are at the
core of our business model, true to our cooperative structure. Rooted in our
mission, it is our objective to secure the highest value for our farmer owners’ milk
while creating opportunities for growth and fulflling the needs of our consumers
and customers with our natural and innovative products and brands.

Creating value, from cow to consumer

Arla is a farmer-owned cooperative. Creating value for
our farmer owners’ milk is embedded throughout the
value chain, from cow to consumer. We continuously
seek growth opportunities worldwide, strive for
sustainable market leadership and improve value
creation through investment in innovation and our
brands. We operate our entire value chain with a
continuous focus on quality, eFciency and
optimisation of our raw materials, capital and human
resources. This promotes growth among our current
farmer owners and inspires new members to pursue
their future with Arla.

Proudly farmer-owned

As the world's oldest dairy cooperative, our philosophy
of producing natural, healthy and high quality dairy
products dates back to the 1880s when dairy farmers
joined forces with one common goal: to produce and
provide the best dairy products. Our heritage has laid
the foundation for our cooperative today, empowering
Arla to drive innovation for dairy.

ONE milk pool

As a dairy cooperative, our primary raw material is the
raw milk delivered by our farmer owners. Having ONE
milk pool irrespective of the origin of the milk, allows a
holistic use of our raw milk across Arla. In the pursuit of
securing the highest value for our farmer owners' milk
in accordance with our mission. Operating as ONE
ensures that milk can fow to markets with the best
opportunities. We want to create the maximum value
for all collected raw milk: ONE milk pool, with the same
quality requirements through our quality assurance

programme, Arlagarden® together with an efcient
supply chain, enables Arla to balance the raw milk
volumes in the most proftable way in support of
our ambition.

ONE milk price

Our farmer owners farm across seven countries and are
all paid ONE milk price, i.e. the prepaid milk price for
raw milk delivered during the year, with the exception
of limited transition periods following the entry of new
members. The prepaid milk price is set with the
ambition to reach a targeted range of 2.8 to 3.2 per
cent annual result net proft. As part of the annual
proft appropriation subject to approval by the Board
of Representatives, our farmer owners receive a
supplementary payment based on their annual

milk volumes.

Milk Fow across legal entities

In our cooperative, all raw milk from our farmer owners
is purchased by the parent company, Arla Foods amba.
Subsequently, the parent company sells the raw milk
to relevant Group entities at the same price paid to our
farmer owners —a price based on the average earnings
generated across all markets and product categories.
Our dairy activities are global and earnings are diferent
in individual markets and across product categories.
Earnings in some markets and legal entities may be
higher or lower than average. However, based on the
cooperative principle, it is the average of all earnings
that determines the milk price paid to farmer owners.
The proftability of the Group entities may difer
signifcantly between markets and year to year, but all
entities contribute positively to our cooperative.



Production
and logistics

With 18,973 employees
across 120 countries, we
work to achieve efcient
and streamlined

operations - from ensuring
world-class food safety
standards in our production
line, to reaching worldwide
markets in our supply chain.

\O/
=

Innovation

We aim to fulfl the growing
demand for more and better
natural dairy products by
using all our knowledge in
dairy farming, milk expertise,
nutrition science, product
and packaging design to
bring new and exciting
products to market. These
innovations build our strong
brands and create the future
of dairy.

Consumers
and customers

With our unique brands and products we are able to provide our
consumers and customers the opportunity to live a healthy and
balanced lifestyle. Our extensive product portfolio caters to a broad
range of consumer preferences and needs.

Farmer

owner

|
As both owners and suppliers, l
our farmers are at the centre of i
our business. As a cooperative,
Arlais obliged to collect all of

our farmer owners' milk,

at ONE milk price, with a
commitment to add value to it.

Va_lue
creation

A competitive milk price
creates sustainable growth
improvements for our
farmer owners. In order to
achieve this, Arla creates
value per kg of milk
through proactive price
management, innovation,
brands, cost programmes,
international growth and
economies of scale.
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The value of Arlagarden®

Food safety and animal welfare enables Arla to operate and
create growth for our products and brands and thereby growth
for our farmer owners. As a cooperative in control of the entire
value chain, our quality assurance programme, Arlagarden®,
ensures high quality milk produced responsibly.

High quality is an important part of our strategy and key to creating the future of dairy. As high
quality in our products starts on the farm, all of our 11,262 farmer owners are governed by our
quality assurance programme, Arlagarden®. ’

o
Arlagarden® covers all the good work our farmers are doing every day, to ensure superior raw milk
quality and welfare for both animals and the environment. Our farmers are proud of how they farm
and to Arla, it is a strength that as owners they are committed to shared principles and standards.
Arlagérden® enhances our ability to compete in both European and International markets and protects

our reputation for supplying high quality milk produced according to the same high stan'is.

"55_} 1

| ’f“ Y‘
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Food safety, traceability and raw milk

quality assured by Arlagarden®

Arlagarden® is built on four cornerstones: milk
quality, food safety; environment and animal
welfare. It includes regulations and guidelines
that are audited and actively enforced to ensure
excellent food safety, traceability and raw milk
quality. Every single Arla farm is audited by

third party agricultural advisors to ensure that
farms comply with Arlagarden®. As a farmer
owned cooperative, Arla makes sure that farmers
who need support and guidance in implementing
further improvements receive sufcient support
from farm advisors to develop further.

Launch of Arlagarden® Plus for the beneft

of consumers and owners

Itis.increasingly important to share the story
about all the good we do on the farms every day
as consumers and customers are more and more
interested in the origin of our.products, specifcally
what farmers feed their cows and-how they look
aferthem. This has presented acommercial

opportunity for Arla. Principles, facts and fgures
are vital in strengthening the Arla® brand as well
as our position with consumers and customers.

As aresult, Arlaand 152 farmer representatives
collaborated to develop a new online documen-
tation centre, Arlagarden® Plus.

Arlagarden® Plus was launched in November
2017 and presented to all farmer owners, with
voluntary participation by means of farmers
inputting their data. Farmer owners that
participated in the programme in November and
December 2017 collectively contributed 88 per
cent of the total milk delivered by members.

As the programme develops, farmer owners

will have access to their own data which can.be
used as a farm management tool and thereby, for
example, to develop animal welfare on farms.
Furthermore, Arlagarden® Plus will serve as a
benchmarking tool, enabling the individual
farmer to benchmark his or her own progress
against groups of other Arla farmer owners.

-




Four cornerstones of Arlagarden®:

Milk composition We strive to achieve a milk
composition that ensures that our products live
up to the needs and wishes of the consumer,
compensating our owners according to the quality
of the milk.

SAOO04 VT1uv

Food safety Starting at the fari
consumers with a safe

owners treat the mi

maintain its natural

Animal welfare We strive to meet the animals’
physiological and behavi

improve their health an i ause healthy
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milk of a higher quali
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Environmental considerations We strive to

encourage an environmentally sound production

on the farm that is respectful of nature.
—— ‘

r four cornerstones refer to www.arla.com/arlagaarden/
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Our Code of Conduct

Responsibility is part of Arla’s DNA. This is why we continue to maintain high standards
for our healthy, safe and natural products, the environment, and the people we employ
and do business with. We are committed to constant improvement, combining tradition

and world-class innovation, and incorporating nature into the entire value chain from
cow to consumer. The Code of Conduct applies to all Arla employees and at all our sites
worldwide and forms the foundation for how we act and operate.

Responsible company

In Arla, itis a given that proftability
and ethical business practices go
hand in hand. This is achieved
through commitment, know-how,
willpower and hard work.

Business principles

We comply with our Code of
Conduct and the local laws in all
the countries in which we operate.

Operational principles

We manage our business in a
responsible and cooperative way
that promotes the fnancial
interests of our farmer owners.

We enable our farmer owners'
participation in important decisions.

Market conduct

We have a transparent and
ongoing dialogue with consumers
and customers, and we support
competition on equal terms.

Procurement and supplier
relations

We expect our suppliers to assume
social and environmental
responsibility as we do ourselves,
S0 we can achieve our objective of
purchasing goods and services in a
sustainable manner.

Confdence in products
Supplying safe products is our
top priority. And we strive to do
even more- we aim to make it
possible for consumers to make
their own informed and healthy
choices of products based on
clear information and knowledge.

Food safety

Food safety cannot be compro-
mised. This is why we have
certifed food safety systems,
quality programmes and committed
employees which ensure safe
products of high quality throughout
our global supply chain. We ensure
our products are safe, no matter
where they are manufactured.

Nutrition and health

We are committed to meeting our
consumers' demand for natural
and healthy products and reliable
labelling of nutritional information
and ingredients, helping consumers
make well-informed decisions.

Care for the environment

and animal welfare

As a dairy company, we have
anatural interest in good
environmental and dairy
farming practices. We work to
continuously reduce our adverse
environmental impact, and
maintain high animal welfare
standards.

Environment and climate

Our ambition is to reduce our
environmental impact from cow
to consumer through food
production and transportation of
goods. We continually improve our
environmental performance by
applying sound and sustainable
principles throughout our entire
value chain.

Dairy farming

We actively support the develop-
ment of sustainable dairy farming.
Healthy cows on well-kept farms
give better milk. Together with our
farmer owners, we formed the
quality assurance programme
Arlagarden®, which covers aspects
such as animal welfare, milk quality
and the environment. Refer to
page 40 for more detail.

Responsible relations

We have relationships with
people, organisations and
communities in many countries.
No matter what the relationship
is, we are committed to
maintaining mutual respect and
understanding.

Workplace

We provide safe and healthy
working conditions, for our
competent, committed and
engaged employees, creating a
workplace that is inclusive,
stimulating and respectful.

Human rights

Arla not only provides food
products but also a culture that
upholds internationally recognised
human rights, respecting the
human rights of all people.

Society and community
relations

We engage in open, respectful
and constructive community
relations and establish long-term
relationships to contribute to both
local and global development.



Our compliance activities

Responsible business conduct comes from living our Code of Conduct and strong
company values through a culture of honesty and integrity. We expect all
employees to act ethically and in compliance with Arla’s Code of Conduct.

Our corporate policies are built on this foundation and are business principles
that address critical aspects of individual or business conduct.
Our corporate policies guide us to act responsibly and with integrity, and help us
govern our ways of working as ONE aligned and efcient Arla.

Through our compliance framework we drive compliance with our
Code of Conduct by ensuring that adequate policies, processes and
guidelines are established, embedded and enforced throughout the
business. All white-collar employees are trained in our Code of Conduct
and asked to complete the mandatory policy awareness e-learning.
Other high risk compliance training courses are also provided, such as
global security and competition law.

High risk compliance areas are monitored continuously through review
and audit activities. Furthermore, all employees are encouraged to
speak up and voice any concerns or violations to the Code of

Conduct, including corporate policies, for example, through our
whistleblower service.

Policies

Processes, procedures
and standards

Examples of our compliance activities

Safeguarding of assets

Arla works continuously to develop a robust internal control environment,
by strengthening and automating existing internal controls and
establishing new controls to mitigate identifed signifcant risks. Risk
assessments are performed to identify and prioritise high risk areas for
detailed compliance reviews and self-assessments. This provides Arla with
a transparent overview of fnancial and operational risks and highlight
areas of weakness or with signifcant control gaps, which are addressed
with mitigating activities.

Data protection

In 2018, the new General Data Protection Regulation (GDPR) will come
into force imposing new and stricter obligations on Arla when processing
personal data relating to employees, members, business partners and
consumers. In 2017, Arla initiated a GDPR compliance project and putin
place a project team that will ensure compliance going forward.

IT security

Arla continuously assesses the increasing threats from the online world to
ensure that we have proper and adequate IT security and internal controls
in place. Our employees are the frst line of defence and we prioritise
education in cyber-security whereby all Arla employees are educated in
cyber security in a mandatory ‘Are you cyber-safe?’ e-learning. Our
stronger focus on the increased IT security risks that we face means

that we continuously assess our IT controls and governance around
access to our systems, including our SAP platform, to secure that we are
strengthening our resilience towards IT security risks and cyber threats.

Fraud and Bribery

Itis Arla’s policy to conduct business in an honest and ethical manner and
we have a zero-tolerance to fraud and bribery. We are committed to
acting professionally, fairly and with integrity in all our business dealings,
transactions and relationships and we systematically implement and
enforce efective systems to counter corruption and fraud.
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Our responsibility

We operate our business in a sustainable and responsible manner based on our
Code of Conduct. We believe that in developing our operations in this way, we
are able to respond to the increased demand for accessible and sustainable
food options as the population of the world grows. Working in this manner
safeguards and develops Arla’s reputation and proftability, while caring for
people and delivering growth. In 2017, we divided our activities into four main
strategic areas: health, inspiration, natural and human rights.

Health

As one of the world's largest dairy companies, Arla has the
opportunity to infuence millions of consumers’ food habits.
We make dairy available in a variety of tasty products, and
enable consumers to live healthier lives.

Highlights 2017

93 per cent of Arla® branded products in the milk, yogurt and
everyday cheese categories now comply with
the Arla® Nutrition Criteria.

Arla has joined 21 other major food companies in signing up
to the voluntary EU Pledge initiative on responsible food
marketing to children.

Arla Foods Ingredients is engaged in a project with NGOs to
increase the general health of Ethiopia’s children by making
better use of the milk from the country’s 11 million cows.

1:.[ PRATNEREHIFS
FOR THE GOALS

Inspiration

Inspiration is evident in all parts of Arla, and we aim to inspire
through our farmer owners sharing experiences on
new farming practices, and consumers feeling inspired to
cook diferent recipes or try new products.

Highlights 2017

Many consumers were engaged in 2017
through our wide range of digital networks, for example
through social media or recipes on our website.
Our digital sites had 148 million interactions.

With our ‘little farmer programmes’ we invited 70,000 school
children to our farmer owners' farms, educating more than a
million children to date about life on the farm
and the origin of their food.

Arla Next, our farmer owner training programme , involved
60 participants in 2017 from Denmark, Sweden,
the UK and Central Europe.

1:.[ PRATNEEHIFS

FOR THE GOALS




“Authentic socially responsible brands and businesses
are winning the world over as more people are

using their purchasing power to create change and
to support issues and causes they believe in. As a
cooperative, Arla will create greater awareness of
our Good Growth identity and strategy and show
how we will create the future of dairy.”

Peder Tuborgh, CEO

2017

Jmens——

Read more about our commitments and achievements
for 2017 in Arla’s Corporate Responsibility Report on
http://www.arla.com/csr-reports/ in accordance with
section 99a in the Danish Financial Statements Act.

Natural

Together with our farmer owners, we are in the unique position We contribute to the UN sustainability goals through job
of being able to work with every step in the whole value chain, creation, responsible sourcing, and competencies on quality,
to make a positive contribution to a more sustainable future. food safety and product innovation. We are committed to

meeting international human rights principles.

Highlights 2017 Highlights 2017
Increased use of biogas at our dairies with 5.7 per cent of Arla’s During 2017, we published a Modern Slavery statement,
total use of energy derived from biogas, and 24 per cent from outlining our commitment to tackling modern slavery and
renewable sources in total in 2017. human traFcking, and adapted our procurement
tendering process to secure that suppliers comply with
Focus on operations, packaging and transport with Arla’s total the Modern Slavery Act.
climate impact decreasing by 18 per cent since 2005, despite
increased production. In our strengthened focus on human rights impacts, we
conducted human rights due diligences in Indonesia and Ghana,
Launch of a digital documentation centre, Arlagarden® Plus, both in terms of country assessments and partner assessments.

which is a database that details information about the farm,
animals and animal welfare. Refer to page 40 for more detail.
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Promoting and supporting
risk awareness

The potential of our strategy, Good Growth 2020, is promising, but there are also
a number of areas where Arla faces increased risks and uncertainty in pursuit
of growth. In 2017, we signifcantly enhanced our risk management processes

throughout the organisation and reorganised our set-up to elevate strategic risk

management (SRM) in our business. Our goal is to promote
and support risk awareness for braver decision-making, to seize key business
opportunities and ensure more efective execution.

Risk and opportunity Risk and opportunity
identification assessment

i

Risk
owner

peX

O

Risk and opportunity Risk and opportunity
monitoring and reporting management
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Our risk landscape

Arla’s risk landscape highlights our top emerging, strategic and operational risks,
characterised as either event or trend risks. Our increased risk awareness through
2017 is refected in the risk landscape. We assess risks based on the
potential impact on Arla’s reputation and/or proft, as well as the likelihood of
the risk to occur within the next three to fve years. The assessment is
based on the net efect afer all current mitigating actions.
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POSSIBLE

Being in control of the entire value chain gives Arla a major foundation
to manage our risks well. Guaranteeing food safety is our key priority.
Besides clear and professional crisis management processes, upgraded
in 2017, and active application of analyses to improve product quality
and prevent reoccurring failures, our focus is on adherence to the
Arlagarden® quality assurance programme and our comprehensive
quality, health, environment and safety model to safeguard the highest
quality for all our products. Furthermore, failure or breakdown of our
vital production facilities, or any hazard risks like explosions or strikes
could afect business operations. An emergency programme exists
across all production sites and lessons from historical incidents are
continuously incorporated. In 2017, an explosion and fre occurred in
a section of a drying facility, which did not impact the business. Crisis
plans were in place and damages were repaired within a month.
Deliveries were covered by safety stock and processes have been
adapted accordingly.

LIKELIHOOD

LIKELY VERY LIKELY

ilirs

Supply and production disruptions Milk price and volume volatility

Continued milk volume and price volatility strongly infuence our sales
volumes and proft respectively. Arla’'s Good Growth 2020 strategy
focuses on value creation through our strong brands and products,
which continually reduces exposure to commaodity pricing. Nevertheless,
to reduce these risks, we signifcantly enhanced our price and perfor-
mance management in 2017. Market milk prices increased in 2017 in
comparison to last year, leading to a more sustainable fnancial situation
for our farmer owners.

Risk Risk scenario

' o Major product recall damaging the Arla brand and image

Risk Risk scenario

@ Milk price and volume volatility

e Major breakdown at key production site




&

Market risks and global instability Financial and IT risks

Having sales and production across the world means that we are
exposed to both specific country risk as well as most macroeconomic
developments. Economic turmoil in emerging markets, volatility in
commodity prices and political instability increase our risk exposure,
leading to thorough monitoring of developments and trends, and
continuous internal agility to changes. We review both external factors
and internal levers as a part of our business review process, plan
mitigation steps and monitor the developments.

Brexit will have inevitable consequences for Arla and was determined as
our most critical risk. Hence, we undertook extensive study and scenario
planning to understand Brexit implications and secure a robust plan for
Arla for the diferent possible Brexit outcomes. For more information on
Brexit, refer to page 50.

Arla’s main fnancial risks relate to exchange rates, tax disputes, interest
rate changes and pension liability valuations. Due to exposure to
international markets, our sales occur in a range of currencies. To
manage this risk, the Group hedges expected future cash fows for
selected key currencies. Furthermore, we constantly monitor and review
worldwide tax matters to ensure our compliance in all locations.

Based on external incidents in 2017, as well as the expansion of our
operations to new markets, we assessed that risks relating to cyber
security have increased. To minimise cyber security risks, we continuously
review our activities. Furthermore, in 2017 we rearranged our task

force to strengthen our work on IT control requirements and in
monitoring compliance in this area across the global organisation.

Risk Risk scenario

0 Political instability and economic turmoil in emerging markets

Risk Risk scenario

@ Taxation and transfer pricing risks

0 Consequences of Brexit and further EU exits and protectionism

0 Currency, interest and pensions risks

2
L 4

Changing consumer demands and digital disruption

The increasing role of our branded business requires a higher risk
awareness regarding reputational and social media impacts to protect
the brand value of our company. In 2017, we distinguished changing
consumer demands and digital disruption risks as trends. Hence, we
dramatically increased our digital engagements with consumers,
allowing us to improve our understanding of consumers and continu-
ously monitoring behavioral trends and hereby supporting product
innovations, exploring new technologies and digital business models.

Furthermore in 2017, we experienced a rising popularity of alternative
eating trends like fexitarian, vegan and vegetarian, and saw animal
welfare concerns in social media. Based on our quality assurance
programme, Arlagarden®, our focus on natural and healthy products
and being the world's largest organic milk producer, we proactively
position ourselves at the forefront of natural food options.

o Major cyber attack

Business ethics, legal and HR risks

Negative impacts on human rights and a violation of business ethics
could severely harm Arla’s and our brands’ reputation. These risks are
part of our major risks due to our geographical exposure combined with
increased societal expectations. To minimise business ethics and legal
risks, a number of activities are performed by our Legal, IT and
Corporate Responsibility departments. During 2017, we signifcantly
increased our resources on data privacy to ensure compliance with
upcoming EU General Data Protection Regulation.

The loss of key personnel in strategic positions and the inability to
recruit and retain sufciently qualifed people also pose risks to our
business performance. To mitigate this risk, we create the right
corporate culture and work environment, as well as provide employees
development and global career opportunities. In 2017, we set a new
record achieving an engagement score of 84 per cent in our annual
employee survey.

Risk Risk scenario

G Digital disruption and new competitors or retailers

Risk Risk scenario

@ Negative impact on human rights and/or non-compliance

e Growing anti-dairy and vegan movements

o Loss of key personnel in strategic positions and recruiting and retaining the
best talent
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Preparing for Brexit

The efects of Brexit are our biggest risk. As negotiations progress,
Arla continues to make our position clear, as a company in favour
of the free movement of goods and people. The future trading
relationship between the EU and the UK remains uncertain and
we are preparing to handle a variety of Brexit scenarios.

Itis important for Arla’s customers
and consumers th ucts

can move freely a

markets in which we operate to
optimise the utilisation of our
ONE milk pool and global supply
chain. With 3,203 farmer owners
based in the UK, the country is
Arla’s biggest commercial market,
accounting for approximately 1
25 per cent of the total revenue.
A recent CEBR Economic Impact
Assessment valued Arla’s total
economic footprint in the UK at

more than GBP 6 billion in Gross
~ Value Added terms once direct
" and indirect impacts are factored

in. Successful and loved brands in
the UK

cantly.challenge this business.

The A@rexﬁ_slk Force has

been appointed to assess the

i f Brexit from a total value

chain'perspective, focusing on

three possible OU&:

m Free Trade Agreement (FTA),
our preferred outcome, without
tarifs for dairy products;

m World Trade Organisation (WTO)
relationship, under which certain
quotas would be apportioned
without any tarif impacts; and

m 'No-deal scenario', under which
dairy would be traded under
WTO most-favoured-nation
tarifs with a signifcant impa

dairy industry and the wider food
and farming community. Arla has
contributed to dairy being the
frstindustry toreach a public
united position on the best future
EU-UK relationship for our
industry. We have advocated a
positive solution for the future
trading relationship in high level
engagements with the UK
government and the EU.

As the negotiations progress, we
will continue to deliver strong
evidence-based arguments tc

po .

Brexit negotiations: key dates

(© o
Jan 2018 Mar 2018 Oct 2018
egotiations Guidelines forthe  Agreement on

ditective for the framework of the withdrawal

transitional future relations agreement and

agreement negotiations transitional
agreement, plus a
political declaration
on defning the
scope of the future
relationship

Nov 2018 - Mar 2019 -

Mar 2019 end 2020
Ratifcation of Detailed

the agreement negotiations of
(European Council,  the FTA, and
European transition period
Commission and

European Parliament

plus UK)

|




Our tax afairs

In recent years, multinationals have experienced a growing interest from
media, non-governmental organisations and the public in general in how
their tax matters are organised. As a globally operating company,
Arla acknowledges the key role of taxes in the budgets of the countries in
which we operate. Our approach to taxes conforms with Arla’s global
Code of Conduct and is founded on a set of key tax principles

approved by the Board of Directors.

The BEPS project of the OECD led to the
development of new tax principles and
increased reporting and documentation
requirements for multinationals. We are fully
committed to meeting the new requirements
for reporting and transparency. As we have
always done, we will continue to strive for

an open dialogue with tax authorities around
the world, regarding our business and our

tax reporting.

Accountability and governance

The complexity of our business requires a
signifcant focus on tax management. Our
global tax function is organised and driven to
ensure that, as a business, we have the right
policies, people and procedures in place to
adhere to the key tax principles and ensure a

transparent and strong tax management setup.

We continuously work on establishing the
internal standards and control mechanisms
required to adhere to our key tax principles.
Accountability for tax processes, with a few
exceptions, resides within the global tax
function.

Limited liability company

O

[

Shareholder

( Profts

m Minimum -
payment for A
L commodity m

Supplier

Operating under a cooperative

tax scheme

As a cooperative based in Denmark, our
activities are governed by the Danish tax rules
for cooperatives. Arla’'s members are also our
suppliers, and earnings do not accrue in the
company but go back to the members in the
form of the highest possible payment for their
milk. The cooperative's earnings can therefore
be viewed as the farmer owners' personal
income.

The members of Arla will generally pay income
tax on the amount received for their milk.
Danish cooperative tax rules refect the fact that
the cooperative acts as its members’ extended
arm, and as such, Arla pays income tax in
Denmark based on our assets, namely equity.

Arla holds a number of subsidiaries globally.
Our subsidiaries are typically limited liability and
private limited companies subject to regular
corporate taxation just like all other similar
companies.

Cooperative

Mai .

aximum (W]
payment for

m commodity mtﬁl

Owner/supplier

Our key tax principles

Arla’s strategic ambition is to act as a
responsible citizen in all tax matters,
achieving a balance between managing
tax costs, driving eFciencies and
ensuring optimisation in a responsible
way. Our key tax principles are aligned
with this ambition and are the
cornerstones for all tax-related matters
in Arla.

Our key tax principles are:

m Arla aims to report the right and proper
amount of tax according to where
value is created

m Arlais committed to pay taxes legally
due and to ensure compliance with
legislative requirements in all
jurisdictions in which the business
operates

m Arla does not use tax havens to reduce
the Group's tax liabilities

m Arla will not set up tax structures
intended for tax avoidance which have
no commercial substance and do not
meet the spirit of the law

m Arlais transparent about our approach
to tax and our tax position. Disclosures
are made in accordance with relevant
regulations and applicable reporting
standards such as International
Financial Reporting Standards

m Arla builds on good relations with tax
authorities and trusts that
transparency, collaboration and
proactiveness minimises the extent of
disputes.
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Puck® ofers a wide range of dairy products
right across the Middle East and
Is a perennial favourite in the region
for its cream cheese.

As consumers are seeking better choices
with health being of growing importance in
the region, we are expanding our range to
include low fat and low salt variants to help
consumers make better choices.

d
prcen Chees?
spread

30% TOJJﬁ [ﬂmgib'ﬂ A
LESS FAT ,
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Governance framework
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Arla appreciates the value of sound governance as a fundamental
base in achieving trusting relations with our farmer owners,
employees and other key stakeholders. Good governance represents
responsible and transparent management and corporate control.
As a cooperative owned by dairy farmers in seven countries, good
governance is essential for achieving success and enhances
the confdence placed in our cooperative.

Arla’s governance model

Cooperative governance

i 040 04 0 e eai et 11,262

District councils and ﬁlﬁj -&lﬁl ﬁ-\ﬁl -C-Lij -&U“
Area councils . - - . -
Diferent democratic
structures in DK, SE,

UK, DE, BE, NL and LUX

S Sw S Board of
- - - Representatives
187"
Board of Directors -&lﬁ]
18" .
% Executive
Board

Functional experts and % % % 2

commercial leaders

: 48 .88 24 28 g8
Management Team

18973 8242 28 28 20 22 g8

I'Ir'.

.

|
A/FONWNEINO9 HNY

* Including 12 employee representatives.
** Including three employee representatives.




’ Cooperative governance

Arla’s democratic structure gives
decision-making authority to the Board
of Directors and to the Board of
Representatives. Their primary tasks are
the development of the ownership base,
safeguarding the cooperative democracy,
embedding decisions and developing
competencies.

Owners

In 2017, 11,262 milk producers in Denmark,
Sweden, the UK, Germany, Belgium,
Luxembourg and the Netherlands were joint
owners of Arla. Last year, the cooperative had
11,922 joint owners. Refer to page 12 for more
detail. As a cooperative, all cooperative owners
have the opportunity to infuence signifcant
decisions.

District councils

Each year, the cooperative owners convene for
a local annual assembly in Denmark, Sweden,
the UK and Central Europe (Germany, the
Netherlands, Belgium and Luxembourg) to
ensure democratic infuence of the cooperative
owners in the seven owner countries. The
members in the district council elect members
to represent their district on the Board of
Representatives.

Board of Representatives

The Board of Representatives is the supreme
body comprising 187 members of whom 175
are cooperative owners, while 12 are Arla
employees. Cooperative owners are elected
every other year in odd years. Following the
2017 election, over 20 per cent of the members

are new and the diversity of the Board has
improved. The Board of Representatives makes
decisions including appropriation of proft for
the year and elects the Board of Directors.

The Board of Representatives meets at least
twice a year.

Board of Directors

Appointed by the Board of Representatives, the
Board of Directors is responsible for decisions
relating to long-term strategies, major
investments, as well as mergers and
acquisitions. The Board of Directors consists of
15 elected Arla farmer owners and three
employee representatives. Two new members
joined the Board for the period 2017 to 2019,
replacing two members not seeking re-election.
Following the election this year, the Board
reappointed Ake HantoF as Chairman and Jan
ToF Nergaard as Vice Chairman. The
composition of the Board of Directors refects
Arla’s ownership. The Board of Directors is
responsible for monitoring the company’s
activities and asset management, maintaining
the accounts satisfactorily and appointing the
Executive Board. The Board of Directors is also
responsible for ensuring that Arla is managed in
the best interest of the farmer owners and
making decisions concerning the ownership
structure.

Area councils

Arla has four area councils that are sub-
committees of the Board of Directors and
consists of members of the Board of Directors,
as well as members of the Board of
Representatives. The area councils are

established in the four democratic areas:
Sweden, Denmark, Central Europe and the UK;
to take care of the matters that are of special
interest to the farmer owners in each
geographic area.

Owner strategy

As a thriving cooperative democracy, we are
developing an owner strategy to further evolve
and prepare Arla as a cooperative for the future.
The strategy will ensure the organisational
structure and processes are more uniform and
transparent across all seven owner countries.

In March 2017, the Board of Representatives
decided to adopt a new governance structure,
eligibility and election procedures, as well as an
annual meeting cycle. The frst elections in the
new governance structure took place during
spring and the new aligned meeting structure
across all areas, for example two rounds of Area
Forum meetings, was implemented
successfully.

The owner strategy will continue to progress
into 2018. The next step will be considering
amendments to the Articles of Association to
support the new structure, which the Board of
Representatives will decide on in February.
Furthermore, the UK and Central European
cooperative members will make a decision in
May regarding potential direct membership.
These decisions are part of the owner strategy
and aim to achieve harmonisation following the
mergersin 2011-2015.

Corporate governance

Corporate governance in Arla is shared
between the Executive Management Team
and the Board of Directors. Together they
defne the company’s strategic direction
and ensure adherence thereof, organise
and manage the company, supervise
management and ensure compliance.

Executive Board

The Executive Board, appointed by the Board of
Directors, is responsible for managing the
company, ensuring the proper long-term
growth of the company from a global
perspective, driving the strategic direction,
following up on targets for the year and defning
company policies, while striving for a
sustainable increase in company value.
Furthermore, the Executive Board ensures
appropriate risk management and risk
controlling, as well as compliance with statutory
regulations and internal guidelines. This is
where the Group's ambitions are defned for
cross-disciplinary eforts. In the frst quarter of

2018, Povl Krogsgaard, Vice CEO and Executive
Vice President Supply Chain, is retiring afer a
longstanding career with Arla.

Executive Management Team

The Executive Management Team is responsible
for Arla’s day-to-day business operations,
preparing strategies and planning the future
operating structure. The Executive
Management Team consists of the Executive
Board plus three functional experts and two
commercial leaders: Europe and International.
In addition to their overall responsibility, the
members of the Executive Management Team
are individually responsible for managing their
respective business areas. The members of the
Executive Management Team keep each other
informed on all signifcant developmentsin
their business area and align on all cross-
functional measures. In 2018, further increasing
the diversity of the team, Sami Nafakh, a French
national, will join Arla as an Executive Vice
President and Head of Supply Chain.

Functional experts

and commercial leaders

The leadership teams within the functional
areas and commercial zones are Arla's other
executive bodies and focus on ensuring that
Arlais result-oriented across organisational
units, while also defning policies and sharing
and implementing best practices.

Employees

Arla has 18,973 employees globally, compared
to 18,765 last year. Our employees are
represented by three members in the Board of
Directors and 12 members in the Board of
Representatives.
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Executive Mangagement Team

The Executive Management Team consists of the Executive Board plus three
functional experts and two commercial leaders: Europe and International. With
a range of diferent backgrounds and expertise, the Executive Management
Team is responsible for Arla’s day-to-day business operations, preparing
strategies and planning the future operating structure. In addition to their
overall responsibility, the members of the Executive Management Team are
individually responsible for managing their respective business areas.

Executive Board

1
Peder Tuborgh

CEO

Head of Milk, Members and Trading
Head of Arla Foods Ingredients

Year of birth: 1963
Nationality: Danish

Peder has been with Arla for 30 years,
formerly under MD Foods, and has held
various senior management and executive
positions including Marketing Director,
Divisional Director and Executive Group
Director. He has worked in Germany,

Saudi Arabia and Denmark as part of his
longstanding career with Arla. He is also
the Chairman of the Board of Pandora and
the Vice Chairman of Aarhus University.
Above all, he enjoys spending time with his
wife, son and four daughters. His favourite
product is an Arla classic, Castello®.

2
Povl Krogsgaard*

Vice CEO
Executive Vice President, Supply Chain

Year of birth: 1950
Nationality: Danish

Povl has been with Arla for more than 30
years, and has served as Vice CEO since
2004 with the responsibility for Arla’s
supply chain and CAPEX. In his
longstanding career at Arla, Povl has also
held various senior management and
executive positions from Product Manager
to Executive Group Director. Povl is known
for his constant focus on increasing
proftability everywhere in the company.
His big passion is reading about history,
bird watching and his family, which
includes his wife and their three grown-up
sons. His favourite Arla product would
have to be Castello® Danablu cheese.

Other Executive Management Team

3
Natalie Knight

CFO

Executive Vice President,
Finance, IT and Legal

Year of birth: 1970
Nationality: American

Natalie joined Arla Foods as CFO in 2016,
following 17 years at adidas where she
held several senior fnance positions,
including SVP Group Functions Finance,
SVP Brand and Commercial Finance, CFO
of adidas North America and VP Investor
Relations and M&A. Prior to adidas, Natalie
held Investor Relations roles in BASF and
Bankgesellschaf Berlin. Afer having lived
and worked in fve countries, Natalie is
now based in Aarhus, Denmark with her
husband and teenage daughter. Her
favourite product is Arla® Protein, which
she loves as a healthy follow-up to a
variety of sport activities.

4
Ola Arvidsson

CHRO

Executive Vice President,
HR and Corporate Afairs

Year of birth: 1968
Nationality: Swedish

Olajoined Arla in 2006 as Corporate HR
Director, and has been the Chief HR Ofcer
of Arla since 2007. He previously came
from Unilever, where he held various
director positions across Europe and the
Nordics, with his last position as Vice
President in HR. Prior to Unilever, Ola
served as an OFcer in the Royal Combat
Engineering Corps in the Swedish Army.
Ola dedicates his free time to his wife and
three children. His favourite product is a
cold glass of Arla® Mellanmjélk together
with one of his children's homemade
cinnamon buns.

5
Hanne Sgndergaard

CMO

Executive Vice President,
Marketing and Innovation

Year of birth: 1965
Nationality: Danish

Hanne has been with Arla for 28 years, frst
joining under MD Foods and then moving
to the UK where she played a leading role
in developing the Arla UK business. She
became the Vice CEO for Arla UK before
moving back to Denmark in 2010. With a
natural ability for marketing, Hanne was
responsible for Global Categories and
Brands before taking on her current role.
She lives in Aarhus with her partner and
enjoys kayaking and cooking. If she were
an Arla product, it would have to be Arla®
skyr with its Nordic heritage, and strong
and healthy characteristics.

6
Peter Gigrtz-Carlsen

Executive Vice President, Europe

Year of birth: 1973
Nationality: Danish

Peter joined Arla in 2003 as Vice President
of Corporate Strategy, and has held various
senior positions in Arla, including
Managing Director of Cocio
Chokolademaelk and Executive Vice
President of Consumer DK and most
recently Consumer UK. He has been
Executive Vice President of Europe since
2016. Outside of Arla, Peter has also
served as the Vice CEO at Bestseller China
Fashion Group (Tianjin). Peter is currently
an executive advisor at FSN Capital
Partners AS since 2012, He enjoys road
biking, skiing and golfng, and spending
time with his partner their two children.
His favourite product is Unika® rgd Igber.

7
Tim @rting Jargensen

Executive Vice President, International

Year of birth: 1964
Nationality: Danish

Tim joined Arlain 1991 under MD Foods.
He has worked in many senior and
executive positions across Denmark, Saudi
Arabia, Brazil and Germany before
becoming the Executive Vice President for
International. Tim has been part of the
team since 2007. When he is not working,
Tim loves spending time with his wife and
four children. When he gets the chance, he
enjoys hunting and music. If he was an
Arla product, Tim would be Lillebror®, he is
the youngest brother, and afer 26 years in
Arla, his favourite product is the staple
Danish summer dessert, Koldskal®.

*In January 2018, Povl Krogsgaard retired afer a longstanding career with Arla. Sami Nafakh joined Arla as an Executive Vice President and Head of Supply Chain.
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Board of Directors

Our Board of Directors has a wealth of knowledge, consisting of 15 elected
Arla farmer owners and three employee representatives. In 2017, we
welcomed two new members to the Board, Inger-Lise Sjostrom and Simon
Simonsen. The composition of the Board of Directors refects Arla’s
ownership. One of the Board of Directors’ responsibilities is to ensure that Arla
is managed in the best interest of all farmer owners.




1
Ake HantoF
Chairman

Year of birth: 1952
Nationality: Swedish
Member of the board since 2000

5
Heléne Gunnarson

Year of birth: 1969
Nationality: Swedish
Member of the board since 2008

9
Steen Ngrgaard Madsen

Year of birth: 1956
Nationality: Danish
Member of the board since 2005

13
Inger-Lise Sjostrom
Year of birth: 1973

Nationality: Swedish
Member of the board since 2017

17
Jonas Carlgren

Year of birth: 1968
Nationality: Swedish
Member of the board since 2011

2
Jan ToF Ngrgaard
Vice Chairman

Year of birth: 1960
Nationality: Danish
Member of the board since 2000

6
Johnnie Russell

Year of birth: 1950
Nationality: British
Member of the board since 2012

10
Simon Simonsen
Year of birth: 1970

Nationality: Danish
Member of the board since 2017

14
Torben Myrup

Year of birth: 1956
Nationality: Danish
Member of the board since 2006

3
Manfred Sievers

Year of birth: 1955
Nationality: German
Member of the board since 2013

7
Viggo @. Bloch

Year of birth: 1955
Nationality: Danish
Member of the board since 2003

11
Ib Bjerglund Nielsen
Employee representative

Year of birth: 1960
Nationality: Danish
Member of the board since 2013

15
Manfred Graf

Year of birth: 1959
Nationality: German
Member of the board since 2012

4
Harry Shaw
Employee representative

Year of birth: 1952
Nationality: British
Member of the board since 2013

8
Markus Hubers

Year of birth: 1975
Nationality: German
Member of the board since 2016

12
Bjgrn Jepsen

Year of birth: 1963
Nationality: Danish
Member of the board since 2011

16
Hakan Gillstrom
Employee representative

Year of birth: 1953
Nationality: Swedish
Member of the board since 2015

Not pictured: Thomas Johansen and Palle Borgstrom, served until May 2017;
Jonathan Ovens, served until December 2017; and Arthur Fearnall, appointed in

February 2018.
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Management remuneration

Arla’s executive remuneration policy is designed to encourage high performance and
support value creation. The policy supports alignment with our strategic direction and
the interests of our farmer owners. We have a structured approach to remuneration,
ensuring that salaries are unbiased towards gender, nationality and age.

Our philosophy

We want our executives and senior management to share our farmer owners interest. The remuneration package is constructed to ensure

attraction, engagement and retention of the best senior leaders, at the same time driving strong performance by means of both short and long-term
business results. This is achieved by ofering a benchmarked remuneration package with the right balance of fxed and variable pay. The competitive
remuneration package is reviewed annually by external advisors using market data sources.

Bringing together the
interests of our farmer

owners and top
management

Supporting
the growth of the
business

Retaining
senior executives in
critical positions

Our performance measures
Arla’s remuneration is designed to
enable us to recruit and retain
individuals with the expertise and
ability required to run a growing
international company, and to do
so0 in a way that drives our business
success and rewards executives
and senior management when
farmer owners are rewarded. Levels
of fxed remuneration are set

based on individuals' experience,
contribution and function.

Board of Directors

The remuneration of the Board of
Directors comprises a fxed fee and
is not incentive-based. This
ensures that the Board pursues the
cooperative's long-term interests
without taking into consideration
what this may mean in terms of
the value of incentive-based
remuneration. The Chairman and
the Vice Chairman receive a fee
that is three times and two times
the base fee respectively, and the
remaining members of the Board
receive equal compensation.
Beyond a minimal travel per diem,
no additional compensation is paid
for meeting attendance or
committee services. In 2017, the
Board of Directors received a three
per cent fee increase, in line with
the by-laws. The Board of Directors’

remuneration for the year is
approved annually by the Board
of Representatives.

Executive Board, Executive
Management Team and other
senior management

The Executive Board consists of
Arla’'s CEO and Vice CEO, appointed
by the Board of Directors and
elevated from the Executive
Management Team. During 2017,
other senior management included
92 employees defned as Vice
Presidents and above. The Board of
Directors seeks to incentivise
executives and senior management
to ensure the continued positive
development of Arla and, as a result,
good value creation for our farmer
owners. The Board of Directors fnds
that the best results are achieved
when a relatively high proportion of
an executive's or senior leader's
total remuneration is dependent on
achieving Arla’s fnancial, social and
environmental targets.

The remuneration package is
based on external benchmarks
against European and international
FMCG companies, providing a
competitive and sustainable mix of
fxed and variable pay. The majority
of the package is fxed pay and
consists of an annual base salary,

as well as a matching beneft
package including a pension
contribution. The variable pay
component consists of both an
annual short-term variable
incentive (STI) plan, as well as a
three-year long-term variable
incentive (LTI) programme. During
2017, the STl was based on
internally measured proftability,
strategic branded revenue growth,
net working capital and leadership
index, and the LTI was based on
strategic branded revenue growth
and performance according to
peer group index. The Board of
Directors assesses the fees paid to
the Executive Board annually,
based on recommendations from
the Chairmanship. In making

Fixed pay

-

its recommendations, the
Chairmanship is guided by relevant
benchmarks, including Arla’s peers
and for 2017, the salary was
maintained on par with last year.
Refer to Note 5.3.a. The Board of
Representatives is regularly
updated on variable pay parameters
and the development in variable
pay for executives and senior
management.

All executives and members of
senior management are employed
on terms according to international
standards, including adequate
non-compete restrictions, as well
as confdentiality and loyalty
restrictions.

Variable pay
(STI)

_J

———e Variable pay
(LTh*

Benefts
(pensions
etc)

—e

*LTl only applies to a small number of senior and executive management.



Diversity and inclusion

In Arla, we believe that no matter who you are, you can be yourself. Diversity and
inclusion are imperative to the success of our business and a diverse and inclusive
workforce creates energy, innovation and results. We defne diversity broadly as
diferences between people with a diverse range of backgrounds, while inclusion is
about valuing diferences among individuals to create synergies.

Promoting diversity and inclusion
As an organisation, we strive for an inclusive and welcoming culture for all employees. To achieve a diverse and inclusive workforce, the 30 to 70 per
cent ambition guides our initiatives and targets. Our aim is that all teams have a representation of a minimum of 30 per cent and no more than 70 per
cent of the same gender, nationality and age group. This is to secure diversity of thought in all teams and an environment of inclusivity, creativity
engagement and performance across Arla.

In our recruitment processes, we have a strong focus on ensuring high predictive validity in our assessment tools. We apply a competency-based
approach when assessing candidates to ensure decisions are data-based, thereby removing the bias in the selection process. All recruiters are
continuously trained in securing unbiased processes and being close to our hiring managers is also a way of making sure that we hire based on sound

arguments not led by intuition.

As men are highly overrepresented in our industry, the gender composition in our owner group refects the composition among our farmer owners.
Similarly, the demographics of the Board of Representatives is representative of the owner group due to democratic elections every other year.

Our workforce

Nationality

Arla has employees from a total
of 74 countries. We focus on
non-core nationality parameters
to ensure continuous progress
towards a diverse workplace
regarding nationality. In 2017,
the majority of our workforce
originated from Denmark, Sweden,
the UK and Germany, with other
countries including Poland,

the Netherlands, Finland, India,
Saudi Arabia and the US, amongst
various others.

Age

Our employees have a wide range
of ages and we believe that a
workforce diverse in age groups
helps us better fulfl the wishes
and multi-faceted demands of our
consumers around the world. In
2017, the average employee age
across Arla as a whole was 40
years. Across all main age brackets,
Arla had balanced distribution of
employees.

Total Arla

== 33% 40%
= 11% 21%
== 19% 14%
= 9% 10%
e 28% 15%

<30
30-39
40-49
50-59
>60

22%
25%
24%
22%

7%

Gender

Gender is another important
element of diversity, however, we
believe that experience, back-
ground, knowledge, skills and
insight are equally important.

Total Arla

Women comprise 28 per cent of
Arla’s entire workforce, consistent
with last year.

2017 I I
28% T 72%
2016 —— 28% 72%

Executive Management Team

In 2017, the Executive Management
Team is unchanged from last year,
having a female representation of
29 per cent.

2017
29% " 71%
2016 —— 29% 71%

Our owners

In accordance with section 99b of
the Danish Financial Statements
Act, Arla has set a medium-term
target to achieve a female
representation in the Board of
Directors of at least 20 per cent, to
be reviewed going forward. In
order to work towards this target,
members of the underrepresented
gender are put forward in the
elections for the Board of
Representatives.

Board of Directors

2017

12% 88%
|

2016 —— 7% 93%

Board of Representatives

2017

8% 92%

2016 —— 13% 87%
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Market overview

High market and farmer milk prices, as well as signifcant volatility characterised 2017
both on a European and global scale, mainly driven by record-high fat price increases.
2017 again proved that milk price fuctuations remain a fundamental reality within
the dairy industry. Worldwide milk production increased only modestly compared to
last year on the back of higher market prices. Whilst the overall macroeconomic
environment was healthy, the GBP remained under significant pressure as uncertainty
continues to strain the UK economy during Brexit negotiations.

Healthy macroeconomic environment
Macroeconomic development was positive by
nearly all measures during 2017, with stock
markets up at record levels globally. Gross
Domestic Product (GDP) increased in all major
regions, with Europe and the US growing

2.2 per cent and China up 6.8 per cent. The
development across emerging markets varied,
with oil producing countries such as Saudi
Arabia and Nigeria being impacted by continued
relatively low oil prices.

Ongoing discussions about increased
protectionism and potential negative impacts
on international trade from political events
abated following major elections in France and
Germany, signalling a lessening of nationalist
agendas throughout Europe. Despite positive
macroeconomic indicators, exchange rates for
the GBP remained low and the USD deteriorated
when measured against the EUR. The GBP
averaged 10.6 per cent below average rates of
the last three years due to ongoing Brexit
negotiations and open scenarios of negotiation
outcomes. For currency development and risk
mitigation measures refer to Note 4.3.2.

Strong milk price development driven by
historic increases in fat prices

Following milk price increases in late 2016,
markets were characterised by signifcant
volatility throughout 2017. European and
global prices diverged, which became most
obvious with European cheese prices increasing
signifcantly and then dropping again towards
the end of the year. This was in contrast to
Global Dairy Trade prices, which remained
relatively stable in 2017. In Europe, prices of fat
and protein, the two main components in milk,
deviated signifcantly. Fat moved from a 27

per cent discount in 2016 to a 47 per cent
premium versus protein in 2017, due to a lack

of supply and increasing demand for fat-rich
products versus plant-based alternatives. As a
result, fat reached an all-time high price level
at EUR 6,371 per tonne in the autumn of 2017.

This led to a unique market situation, where
prices paid to farmers hit three-year highs at
year-end, driven exclusively by the value of fat,
while skim milk products continued to sell at or
near intervention prices throughout the year.
The market for organic milk is relatively more
stable than the market for conventional milk,
therefore, given the increases in conventional
milk prices, the price diference between
organic and conventional milk became smaller.

Milk production increases in the second
half of the year due to higher milk prices
Since the removal of milk production quotas in
2015, European milk production has followed
price changes with a time lag of approximately
six to nine months. Milk production followed the
same pattern in 2017, with lower volumes in
the frst half of the year, followed by an increase
in the second half. This development is the
opposite of the market price and production
patterns of 2016. As a result, European milk
production increased 1.5 per centin 2017,
driven strongly by a surge in production late in
the year. Milk production in other regions also
increased in the second half of 2017, however
only moderately due to unfavourable weather
conditions in Oceania. New Zealand and US
full-year milk volumes grew by 2.5 per cent and
1.5 per cent respectively.

Global dairy demand grows modestly
driven by emerging markets

In a pattern similar to the last fve years,
increasing demand for dairy products continued
to be driven largely by emerging markets,
where expanded distribution and increasing

consumption ensured demand growth at levels
at or above GDP growth rates. Two examples
were Nigeria and China, where dairy demand
grew 2.6 per cent and 8.7 per cent respectively.
Dairy demand remained solid in Europe and the
United States, driven mainly by cheese and

Global Dairy Trade development,
average, Whole Milk Powder

USD/TONNE
3,057
2418 2,463
2015 2016 2017
S



butter, while relatively low oil prices in MENA
resulted in continued subdued demand.

Milk price volatility a fundamental
reality for the dairy industry

The paradigm of milk price volatility
highlighted in recent years is now a
fundamental reality for the dairy industry.

7,000
6,000
5,000
4,000

-27%
3,000

While milk prices and volumes both grew in
2017, this development masks the strong
movements, up and down, that were now
largely caused by changes in market supply.
Global markets moved from a supply defcit in
the frst half of 2017 to a growing surplus
towards the end of the year. The growing
farmer milk supply towards the end of 2017

EUR/TONNE

LT N

was driven by high milk prices. Hence, global
market milk prices revealed the shifing
supply and demand balance throughout 2017.
More concrete signs of sustained supply
growth from major exporters indicated that
global prices had peaked for the current cycle
and hence prices eased towards year-end.

Monthly average protein and fat prices

Fat

47%

vrotein

2016

Real GDP growth 2017

ANNUAL PER CENT CHANGE

2017

3.6
2.2
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Financial review

In 2017, Arla delivered a 27.4 per cent increase in milk prices to our farmer owners
with a performance price of 38.1 EUR-cent/kg. Our commercial eforts in 2017
focused on converting increasing market prices for milk into tangible
sales price increases while also delivering strategic branded volume growth.,
These eforts were rewarded with both an increase of EUR 1 billion in sales prices
and nearly achieving our Good Growth 2020 share of strategic branded
sales target of 45 per cent three years ahead of schedule.

In 2017, revenue grew to EUR 10.3 billion
despite unchanged sales volumes, and a
leverage of 2.6 underlined our strong fnancial
position and cash fow. All key performance
indicators developed positively, with the
exception of conversion cost and working
capital, which were negatively impacted by
scale challenges in supply chain to accommo-
date growth in consumer demand for new milk
types and an increasingly complex brand and
product portfolio, as well as higher underlying
raw material prices respectively.

Milk price to farmer owners increases
due to strong commercial execution
Arla’s mission is to secure the highest value for
our farmers’ milk while creating opportunities
for their growth. This commitment to maximise
both short- and long-term value for our farmer
owners requires strong commercial execution
on all levels of our business. This is achieved by
constantly honing our price management
practices to succeed in increasingly volatile
markets, delivering favourable branded growth
to improve our product mix and proftability for

the future and always delivering frm cost
control. In most years, our development tends
to favour either high milk prices for our farmer
owners or taking important steps to enhance
the shape of our business going forward. In
2017, however, we were able to deliver on both
of these important objectives.

The performance price is the most relevant KPI
for Arla, measuring the value Arla creates per
kg of owner milk. In 2017, the average
performance price increased by 23.3 per cent
versus the prior year to 38.1 EUR-cent/kg,
compared to 30.9 EUR-cent/kg in 2016. The
drivers of this increase were higher sales prices, as
well as improving geographical and product mix.

The prepaid milk price represents the
on-account payment farmer owners receive
per kg of milk delivered during the settlement
period. The prepaid price increased to 35.8
EUR-cent/kg during the 2017 year versus 28.1
EUR-cent/kg during last year, which represents
a 27.4 per cent increase for our farmer owners.

Milk volumes from farmer owners versus prepaid milk prices
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Arla milk intake in 2017 grew by 0.5 per cent
compared to 2016 levels. The overall
year-on-year stability masks a signifcant
seasonality in milk intake throughout the year.
During the frst and second quarter of 2017,
milk intake contracted by -4.5 and -1.2 per cent
year-on-year in the afermath of the low milk
prices of 2016. During the third and fourth
quarter of 2017, milk intake grew by 2.2 and
4.1 per cent year-on-year, driven by the signifcant
milk price increases over the last 12 months.

Strong revenue growth

due to higher sales prices and product
mix improvements

In 2017, revenue increased by 8.1 per cent to
EUR 10.3 billion, compared to EUR 9.6 billion in
2016. At Arla, there are four components of
revenue development: sales prices, volumes
and product mix, exchange rates, as well as
changes due to acquisitions and/or divestments.
Sales prices and to a lesser extent product mix
were the drivers of sales growth in 2017 despite
negative development of exchange rates and
lost revenues from divestments. As a result, the
underlying revenue development, excluding
foreign exchange efects and prior year
divestments, was 11.6 per cent.

The biggest impact on revenue development in
2017 was higher sales prices. Our strategic
decision to focus on increasing sales prices to
allow us to maximise milk prices paid to our
farmer owners resulted in EUR 1 billion in sales
price increases. We are especially proud that in
a year with signifcant price increases, we
achieved unchanged sales volumes and a
favourable volume/mix efect.

Improving product mix, especially the
continued strategic branded volume driven
revenue growth, representing an increase of
3.0 per cent compared to last year, versus
private label business, which declined 4.1 per
cent compared to last year, also contributed
positively to revenue development in 2017. As
aresult, the share of branded business at Arla
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148 million
interactions

Digital interactions, million

2017

reached 44.6 per cent. This is already very close
to our Good Growth 2020 long-term ambition
of 45 per cent and represents our most
important quality of business indicator within
the Group.

Due to our increasing share of sales outside the
eurozone, Arla is also exposed to currency
fuctuations. In 2017, these negatively
impacted our revenue by EUR 250 million,
primarily due to the weakened GBP in the UK.

Revenue development

MILLION EUR
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In 2017, revenue were also negatively impacted
with a full-year efect of EUR 90 million, due to
the sale of the Rynkeby juice business in 2016,
which was Arla’s last remaining non-dairy
business unit. For more detail on revenue
development please refer to Note 1.1.

Brand growth and innovation journey
continues

Our brands are at the heart of our business and
drive the majority of Arla’s proftability, and we
are committed to strengthening and growing
them further. In May, we opened the doors to
our new Innovation Centre, which will now
serve as the home to many product and brand
developments. Increasing branded sales is
critical for us to achieve stronger relative
proftability on a medium- and long-term basis.
We also know that branded revenue is less
volatile and drives a fundamentally strong
connection with consumers. For this reason,
Arla continues to focus on growing our branded
share of volume and increasing our investments
in product innovation.

Strategic branded volume driven revenue grew
3.0 per cent, a signifcant achievement in an
infationary price environment. This development
was led by Nigeria in Sub-Saharan Africa, as well
as China and South-East Asia for International,
and Germany, the UK, the Netherlands and
Belgium for Europe. Brand share for 2017 was
44.6 per cent, compared to 44.5 last year,
illustrating continued growth in our brands
despite signifcant raw material price increases,
which impact non-branded revenue signifcantly
more and faster than branded revenue. At
constant prices, the brand share has improved
to 46.4 per cent, which represents a very
positive development.

In 2017, we identifed an opportunity to
strengthen the positioning of the Arla® brand
with a renewed focus on innovation. We
formalised how we capture Arla’s innovation
pipeline and measure, monitor closely and
increase the value of products during the three

years following commercial launch. Arla’s
innovation pipeline focuses on strategic growth
areas, with particular focus in 2017 placed on
Arla® Lactofree and Organic products, as well as
dairy products to be consumed on-the-go.

In recognition of increasing digital interfaces
with consumers, we began to ofcially measure
digital engagement for our brands in 2017.
Digital engagement measures interactions on
digital platforms such as Google, YouTube and
Facebook, through actions such as number of
likes, shares, comments, clicks, as well as
website and video viewing based on a
predefned time, as is an important indicator in
measuring our digital reach. 2017 was the year
of step change for digital engagement of our
brands. With increased media investment into
prioritised channels, our brands achieved an
impressive digital engagement of 148 million
interactions versus 87 million in 2016. As a
result of this increased brand prioritisation
throughout the Group, our brand recognition
equity and market share increased in 2017.In
particular, the Arla® brand won over 21 awards
during the year, based on campaigns and new
product launches, and ranked as the fastest
growing FMCG brand in many countries, for
example the Netherlands and the UK.
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Europe

0,568

2016:6,321

28

Revenue by commercial segment
MILLION EUR

International

1,616

2016:1,428

Sales grow in all commercial segments

Europe

Sales to European retail and
foodservice comprise our largest
commercial segment, accounting
for 63 per cent of total revenue
during 2017, and excludes
European revenue from Arla Foods
Ingredients and Trading. Sales in
Europe grew 3.9 per cent to EUR
6,568 million compared to EUR
6,321 million last year, driven by
higher sales prices and an
improved product mix. Despite
volume declines, adverse currency
efects and declining consumption
for the entire industry, we
maintained our position with
unchanged volumes of strategic
branded products. This proves that
we were able to deliver the optimal
mix of maximum sales price
increases while avoiding volume
trade-ofs for our big brands. In the
European market, the branded
business grew approximately one
per cent, driven by butter and
yoghurt. For developments of each
of our strategic European markets
please refer to page 30.

International

Our International commercial
segment comprised 16 per cent of
total revenue during 2017. This
business focuses on sales to retail
and foodservice partners in
countries outside Northern and
Central Europe, and excludes the
International revenue from Arla
Foods Ingredients and Trading.
International sales grew 13.2 per
cent to EUR 1,616 million,
compared to EUR 1,428 million
last year. This development was
the result of strong volume
increases and to a lesser extent
price increases. In this high-margin
segment, volumes of our strategic
brands grew by 10.5 per cent
despite challenging market
dynamics in the Middle East, our
largest International commercial
region. China and Nigeria, where
sales grew 49.5 per cent and 55.6
per cent respectively, performed
particularly well. For more detail on
the performance of each of our
strategic International markets
please refer to page 32.

595

Arla Foods Ingredients

651

2016: 545

Arla Foods Ingredients

Arla Foods Ingredients (AFI) was
our fastest growing commercial
segment and delivered 6 per

cent of Arla salesin 2017. This
subsidiary, which is separately
managed and 100 per cent owned
by Arla, excels in producing highly
specialised whey-based ingredients
and child nutrition products for
Arla and third parties. In 2017,
sales grew 19.6 per cent to EUR
651 million versus EUR 545 million
last year. This strong revenue
development was driven by the
sale of higher volumes in our third
party manufacturing business, as
well as strong price and volume
growth in the value-added protein
segment. Refer to page 34 for
more on our AFl journey.

Trading

1,503

2016:1,273

Trading

Trading encompasses our
business-to-business sales to
other companies for use in their
production, as well as industry
sales of cheese, butter or milk
powder. Although this is not a core
business segment, it is critical to
our success because it allows us to
better manage seasonal and
geographical availability in milk
intake. Trading and other sales
increased 18.0 per cent to EUR
1,503 million versus EUR 1,273
million last year as a direct result of
higher market prices. This
represents 15 per cent of total
revenue for Arlain 2017. However,
the trading share of overall milk
intake volumes remained stable at
20.2 per cent compared to 20.1
per cent last year, a result of our
continued focus on growing the
strategic branded portion of our
business.
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Net proft hitting target range

At Arla we target an annual net proft share in
the range of 2.8 to 3.2 per cent of revenue.

This allows us to balance the retained capital for
future investments, and provide supplementary
payment for our farmer owners while continuing
to pay out the largest possible share of our
proft to our farmer owners via the prepaid milk
price. To maximise overall prepaid prices to
farmer owners, which also helps drive increased
sales prices towards retail and foodservice
customers, we prioritised prepaid prices
throughout the year and thereby achieved a
proft share of 2.8 per cent for 2017. This
compares to a proft level of 3.6 percent last
year, when the sale of our Rynkeby subsidiary
impacted proft by 1.2 percentage points or
EUR 120 million. Net proft achieved in 2017
was positively infuenced by 0.4 percentage
points or EUR 44 million, as a result of the sale
of shares in the Brazilian-based associate, Vigor.
The divestment was a strategic choice to
reduce our position in markets not driving
sizeable growth, as part of our ambition to focus
on continually expanding into growth markets
as the preferred dairy company for consumers.

Cost development in supply chain
challenged by growing complexity
Costs for Arla include four major areas: milk,
production, sales and distribution, as well as
administration. Operating expenses increased
8.8 per centin 2017 to EUR 10.1 billion

compared to EUR 9.3 billion last year. However,
the majority of this increase was in the form of
higher milk prices paid to our farmer owners.
Costs excluding milk prices decreased by

3.9 per cent due a strong focus on cost
management, as well as due to the valuation
of inventory on the basis of the prepaid milk
price and currency translation rates. Read more
in Note 1.2.

As part of our eforts to prioritise sales prices
over volumes in 2017, sales volumes to retail
and foodservice customers declined slightly.
This meant scale efciencies, which are only
possible with increasing volumes could not be
achieved in 2017. In addition, consumer
demand for a diverse range of dairy products
meant increased complexity caused by a
broader and more diverse portfolio of branded
products and use of diferent milk types, and
corresponding supply chain production costs.
As aresult, our conversion cost index, which
measures the total cost of supply chain per kg
of processed milk, increased to an index of
103.9 compared to 99.2 last year. Supply chain
efciency was especially challenged in
Germany, where strategic commercial decisions
throughout 2017 to step out of signifcant UHT
private label contracts negatively impacted
supply chain costs in this region.

We have a strong focus on monitoring cost
developments. In 2017, scalability became a

Composition of total operational costs

MILLION EUR
10,500
5,250
0
2015 2016 2017

Weighed-in raw milk
@ Other non-milk costs
=== Total operational costs

A growing range of milk
typesincreases complexity
and cost in our production, but
as the world’s largest organic dairy
producer with 931 organic farms, Arla
isinaunique and strong position to
proft from the growing demand for
lifestyle dairy products
such as organic.
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less relevant cost performance indicator for

our business, as it measures the relationship
between retail and foodservice volume growth
and capacity costs. With increased volatility in
the dairy industry, the ability to manage an
optimal trade-of between retail and foodservice
and more trading-related products becomes
increasingly important and we therefore need a
core value driver that holistically refects our cost
development. The capacity cost index exempli-
fes the cost of running our general business as a
suitable performance driver. In 2017, we reached
a capacity cost index of 101.9, primarily driven by
Arla Foods Ingredients and International to
support the strong commercial growth.

Strong fnancial leverage proves
increasing cash generation capabilities
in2017

Our balance sheet is a critical lever for success.
It provides Arla the fnancial strength to invest in
delivering our strategy, Good Growth 2020, and
continually developing to create the future of
dairy. Arlais considered to be a robust
investment grade company, and we continually
strive to uphold this status, which requires a
strong balance sheet.

Financial leverage is calculated as the ratio of
net interest-bearing debt to proftability, i.e.
EBITDA. The ratio measures Arla’s ability to
generate proft compared to our net fnancial
debt. Financial leverage is our most important
balance sheet performance indicator, and we

/*  Leverage

f
5 .
N

2017 26

2016 [N - 4

2015 I, 33
Target 2017 2.8-3.4

have therefore defned a long-term target range
of 2.8 to 3.4 for this key ratio.

In 2017, fnancial leverage was successfully
delivered below our target range at 2.6. The
underlying performance excluding gains from
one-ofs, Rynkeby in 2016 and Vigor in 2017,
was stable at approximately 2.8. Net interest-
bearing debt, excluding pension liabilities, was
unchanged at EUR 1.6 billion in 2017,
compared to EUR 1.6 billion last year. EBITDA
was EUR 738 million in 2017 versus EUR 839
million in the prior year.

The increase in milk prices negatively impacted
working capital. Inventory values on our
balance sheet grew 18.5 per cent to EUR 1,126
million versus EUR 950 million last year, driven
by higher underlying raw material prices and
slightly higher stock on hand. Receivables, also
impacted by higher sales prices, further
increased 7.5 per cent to EUR 942 million
versus EUR 876 million last year, and reduced
our absolute cash position. Working capital in
days also slightly deteriorated compared to last
year despite signifcant improvements in trade
payables and trade receivables due to the
increased use of our supply chain fnancing
programme as well as a continued focus on
cash collection and overdue reduction.
However, the slightly increased stock on hand,
to improve delivery accuracy as well as a
change in product mix, partly ofset these
improvements.

Approved capital expenditure, also referred to
as CAPEX, for 2017 was EUR 335 millionin
2017, increasing by 46.9 per cent from EUR
228 million last year. Actual spend of EUR 298
million was incurred in 2017 due to the timing
of fnalising investment projects. Major CAPEX
focus areas in 2017 included new production
methods, production capacity expansions, and
investments based on non-GMO feed milk
and organic.

Solid cash fow in 2017

Cash fow from operating activities decreased to
EUR 386 million compared to EUR 806 million
last year, mainly due to the increase in milk
price and the corresponding increase in trade
receivables and inventory values. Consequently,
free operating cash fow for 2017 was EUR 100
million, compared to EUR 501 million last year.
Cash fow from investing activities was EUR
-219 million compared to EUR -167 million in
2016. The diference was mainly driven by the
sale of Rynkeby in 2016. Furthermore, our
increased approved CAPEX volume did not fully
materialise in 2017 due to the timing of
projects. As a consequence of the reduced free
cash fow, less debt was paid of in 2017
resulting in cash fow from fnancing activities of
EUR -155 million compared to EUR -624 million
last year. A supplementary payment of EUR 120
million was made in line with the Board of
Representative's decision to pay out 1 EUR-cent/
kg of member milk to our farmer owners.

LArla]

Net interest-bearing debt
including pensions

MILLION EUR

2015 2016 2017
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Financial outlook

In 2018, we will continue our journey of branded transformation and are committing
our investments into areas that deliver the most growth to our business,
guided by our strategy, Good Growth 2020. The dairy industry remains volatile, and
market price declines in the frst quarter of the year are creating further uncertainty
in the marketplace. However, demand for our products continues to be strong
as we shape and shif our global strategic brands to create the future of dairy.

Solid underlying economic growth
continues, driven by emerging
economies

We enter 2018 with the expectation of slightly
higher GDP growth in most markets compared
to 2017. Demand signals for dairy products also
look positive. Underlying growth is again
expected to be predominantly driven by a
growing demand from emerging economies
where rising business investment, increasing
disposable incomes, better infrastructure, and
growing access to the Internet have contributed
to strong growth rates in markets like China,
Nigeria, Ghana, and Bangladesh. Despite solid
macroeconomic signals overall, uncertainty
remains in several European and global
countries where recent and pending elections
have the potential to impact trade as well as
fscal and monetary policies. We do not
currently foresee signifcant changes in global
consumption trends or big shifs in global trade
patterns during 2018. Continuous monitoring
and ensuring our ability to react and adapt
quickly will be imperative in the year ahead, and
beyond.

Continued focus on managing sales
prices and margins across our portfolio
Within Arla, we will continue to focus on
delivering the highest possible milk price for our
farmers, and a competitive milk price in the
market. As volatility in the underlying commodi-
ty market continues, we are strengthening our
eforts in price management with our retail and
foodservice customers.

Managing an increasingly diverse milk pool to
meet the demand for a broad range of lifestyle
dairy products, we aim to implement gross
margin-enhancing initiatives to optimise the
balance between complexity and customer
requirements, short-term price volatility and
long-term market positions. Afer a very

successful 2017, where we achieved sales price
increases of EUR 1 billion across our portfolio,
we expect revenue in 2018 to be at a similar
level of between EUR 10 to 10.5 billion. This will
result from higher milk volumes and improving
product mix being at least partially ofset by
lower milk prices and negative exchange rate
developments.

Market milk price environment

declining from a high level

Market milk prices have begun to decline as we
enter 2018. However, even if price declines
persist, we continue to expect reasonable price
levels in 2018. In response to strong market and
farmer milk price increases in 2017, Arla
expects a growing milk supply in 2018 as farmer
owners react to higher prices and increase their
production on the farm.

Accelerated focus on branded growth

In 2018, we will continue to expand the value
of our business by accelerating and sharpening
the profle of our strategic brands Arla®,
Castello®, Lurpak® and Puck®. We will introduce
new sub-brands to our broad product portfolio
and continue to invest in our brands to increase
the share of branded sales, thereby ensuring
our future growth and proftability. We plan to
deliver a strategic branded volume driven
revenue growth of 1 to 3.5 per cent, and a
brand share greater than 45 per cent as we
invest in areas where we see the most growth
potential, supported by exciting new marketing
initiatives.

International growth remains a frm focus
As part of our ambition to secure a high milk
price for our farmer owners in the long-term, we
will focus on driving growth in high-proft areas,
including many of our International markets. In
2018, we plan to launch new and innovative
products in proftable categories across the

globe. This includes boosting our milk-based
beverages business, building infant formula,
relaunching our successful Arla Dano® brand,
driving Arla® Organic into International markets,
and accelerating our foodservice business. Also,
we are planning to strengthen our local
partnerships and production footprint in
International markets to provide a sustainable
base supporting our growth. As a result, we aim
to achieve an International share of our
business greater than 20 per centin 2018,

Approved CAPEX investments

MILLION EUR
5247
885
228
210
2015 2016 2017 2018



Signifcantly investing

in marketing and CAPEX

Safely within our leverage target range of 2.8

to 3.4,in 2018, we will increase our CAPEX
signifcantly, enabling further growth and value
creation by investing in innovative technology
and new, expanded and improved production
capacity. We will focus on increasing our
European production capacity in 2018. A large
part of investments targets projects aimed at
growing Arla’s business outside of Europe,
where our strategic growth markets include the
MENA, China and Southeast Asia, Sub-Saharan
Africa and the US. With a continued investment
in healthy and natural lifestyle dairy products, a
new Lactofree production will be established in
the UK. In addition, Arla Foods Ingredients will
drive value-add speciality products by investing
in groundbreaking technology and capacity
expansions. Furthermore, we will pursue

Revenue

-10.5

BILLION EUR

Brand share

>45%

renewable energy sources, helping to reduce
our carbon emissions and achieve our goal of
having at least half the energy we use derived
from renewable sources like biomass, wind and
water by 2020.

Proft share expected within

target range of 2.8 to 3.2 per cent

As we continue to focus on paying out the
largest possible share of our proft via the
prepaid milk price to our farmer owners, we
continue to target a proft share for 2018

in the range of 2.8 to 3.2 per cent of revenue.
More visibly than in previous years, we expect
to see seasonality in our operations impacting
the 2018 half-year results. Our net proft target
range is a full-year target, and results at
half-year 2018 are expected to be below

the annual target range.

Expectations for 2018

Proft share

2.8-3.2%

OF REVENUE

International share

>20%

Calcium

MILLION EUR

Committed to our strategy

Good Growth 2020

We are committed to our strategy Good Growth
2020, and will continue to focus management
attention where we believe it adds most value
for our farmer owners. In a volatile market and
an uncertain geopolitical environment, we will
build the strength of our brands and business.
In 2018, we will also focus energy to realise
efciencies through our transformation
programme, Calcium. Calcium will cover
activities throughout Arla and our ambition is
to achieve a bottom line impact of EUR 30
million in 2018. Moving forward, we anticipate
even greater savings and plan to reinvest
signifcantly into areas that fuel future growth.
The Executive Management Team has
presented eight essential business priorities for
2018. Read more on page 22.

-

Strategic branded volume driven
revenue growth

1-3.5%

Leverage

2.8-34
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Corporate calendar
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Financial reports
and major events

28 February — 1 March 2018

Board of Representatives meeting in Sweden

2 March 2018*

Publication of consolidated annual report for 2017

24 August 2018

Publication of consolidated half-year report for 2018

10-11 October 2018

Board of Representatives meeting

*Subject to approval from the Board of Representatives.
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FSC* C012075

Arla Foods amba
Sgnderhgj 14
DK-8260 Viby ).
Denmark
CVRNno.:25313763

Phone +45 89 38 10 00
E-mail arla@arlafoods.com

www.arla.com

Arla Foods UK plc
4 Savannah Way
Leeds Valley Park
Leeds, LS10 1AB
England

Phone +44.113 382 7000
E-mail arla@arlafoods.com

www.arlafoods.co.uk






