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MEMaeANeuM'

Annexure-

_ . Report af the Uverseas Investment thee on the preposed overseas investment (Hepart)

L2 Appllcatlon for consent mthsuppertlng material (Applleatren).

lnstru‘trons

3. The. regulater is reqmred 10 grant consent in respect of this application if it is satlsfled that all it
criteria in section 18 of the Oversaas Investment Act 2005 (“the Act”) are met.. It most dechne
_consent if it is not satisfied that all of the criteria in section 18 are met. The' regulator must no#

into aeeeunt any eriteria ofher than those rdent:tled in seetren 18.

assets and not sensitive land. Therefore, the Applreant is not required to demanstr
will or is likely to, heneﬁt New Zealand or that that benefit will he, or is likely tpsh

: requrred 10 censmer in this case.

- Conditions - ; _
section 25, The attached repart

6. - Conditions.may be imposed on any consent th
der imposing in this case. .

recommends some conditions that the reguld
Decision
- 7. - The decision that you are require

. consider is sutfrmently reliable for
has taken into account m makmlt

8y Bsed on information. available to you that you
e information that the Overseas Investment Office
‘” is summarised in the attached report.

Decision:
-8

the relevant overseas_person has demenstrated flnaneral eemmrtment to the dverseas
investment; and

) allthe mdlwduals wrth eantrul of the relevant OVErseas person are of gued charaeter and

"(g‘) - each rndnudual with cnntrel of the relevant overseas person js not an mdnndual of. the kmd
referred tn in section 15 of 16 of the Immrgratren Act 2009; and
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9. lam satisfied that the eriteria for consent in seetion 18 have been met; and

~10. B cﬁ_nsér!t is granted fo the Investment subject to the conditions in appendix 2 of the-ﬁepurt.

= Daviﬂ \!iviers ‘

- Team Manager - 0I0

Date| 28 ~ 02 - 2p 12
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Report of the Overseas Investment Office
on the application for consent by .-
Yashili New Zealand Dairy Co., Limited -

Case 201220086
Summary
1. Summary of key infnr_matioh:
Applicant
Vendor "Nntapplicahle _
Consideration -
! Recommendation | Grant Cunsent
Application

o FnreonsentfurtheApplleanttogwe effect to:  ._

(the Investment)

Applreantr

B

3. The applicants Yashikie
" International Holdings Ligi#
has heen Irsted@n 1

iry=Co., Limited {"Applicant"). The-Applicant is ultimately owned by Yashili ‘
] (tugether with the' Applicant and other subsidiaries, “Yashili"). The Parent
¢ of Hong Kong since 2010, with a market capitalisation of approximately
2012). The Parent is the thlrd largest dumestre paedratrlc filk fnrmula prndueer

4 ' ; 195 a subsrdmry of Zhang International Investment Lirrrit'eﬂ, which directly.h-o'lds- appreximately

ided the Parent. Carlyle Asia Partners lil-L.P. {"Carlyle”) is the Parent's secend largest shareholder :
ately 24. 23% of the issued share caprtal of the Parent Car[yle is managed by the Carlyle Gruup,

und to the Investment

5. On 16 September 2008, the Eenera! Administration of- [lualrty Supervision, Inspection and l]uarantrne of China
(“A0SIA") made-an annuuneement that. the products of 22 paediatric milk formula producers in China, including
Yashili, were euntamrnated by melamine. The contamination was caused by raw milk dealers.who deliberately added
melamine to raw milk in order to artificially inflate the apparent protein leve! of the milk (the mielamine incident is
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. discussed in more deterl i Appendix 1 as-part of the’ good character assessment) Subsequent o the melamme
intident, the Parent rmplemented g transition from sourcing domestically produced dairy materials - to lmpnrtlng
prémium high quality raw milk powder.  Since June 2010, 100% of ‘the raw milk powder used in the. Parent's
paedratrle milk pewder products has heen sourced fromi New Zealand or Australia. - :

| B. * "Due to the increase in demand for lmperted dairy preduets in China, the Parent helle\res that aequrrrng and operating
. iits own manufacturing facility in New Zealand will aliow the Parent to exereise battar control gver the source and
quality of dairy products, whleh will ereate a steady supply chain and prevent over reliance by the Parent gna single

. _pplrer N _
7. The- Applreant mede an epplreatmn under the Act to purehase the assets ef New Zealand
receivership) in’ 2[]11 "Nz Dames") (refer case 201 110093} That applreatmn was wrthdrawn by t
. 20 October 2011. . .

8. - The Applicant hes now entered into an agreement to aequrre appruxrmately 6.7114 hggtare
~ Waikato. town of Pokeno (not sensitive land for the purposes of the Aet). The Applica

the intention of constructing and operating a greenfields milk processing facility.. The A

"~ the expendlture expeeted to be mcurred hefore eemmenelng this business exceeds $ Jed

Outline of the Inuestment
o 9. The Applleant expeets that the total expendrture in estahllshmg the

"preparrng an applicafion fur the resource consents requiredls
Gonsultants ["Bahhage") as its project management eem‘&any Thg !
* the fellewmg petentral suppllers

W
b
R (e)

Rationale for the Investih

- 10. _Due to the i merease_r%
: own manufa
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Assessment Prucess

13, We have sought- sufflclent mformaﬂnn from the applmant for us to he assured about the accuracy of the mfermatlen
supplied and have sought sufficient ewdence from the applicant-for us tq be able to judge whether. the entena and
factors that apply to the relevant category of overseas mvestment are Ilkely fo eventuate '

14, The DI has consulted with
: “about the Apphcatlen as outlined in Appendix 1.-.

" 15 We have determmed that the relevant overseas persun in relation to thls gverseas mvestment compnse eo[
{a) *  VYashili New Zealand Dairy Co., L_lmlted, B -
o) Yashil International Holdings Lirited;
(e} ZhangLikun; -
(d} - Zhang Lidian;
() Zhang Liming; and
()  ZhangLibo. 7
16. . We eeve dete’rmineH that the individuals with control of the relevant 0ygrseas]

(@) .. ,Zhan‘grl.ikun;_
. {B) - Zhang Lician; -

~{e)  Zhang Liming;

i) ~ ZhangLibo; _

-_ (8} Zhang Yanpeng; -

() Chang Herman Hsiu-Buo;
@ zhangChi; .
() - YuShimao;
i) Chen Yongquan; .
iy - Samuel ng On Wnng, i
W %0

processing facility. In addition; the other individuals in conirol of the Appllcant Messrs Zhang Yanpeng, Chang
“Herman Hsiu-Gua, Zhang Ghi, Yu Shimac, Chen Yongguan and Samual King On Wong also have extensive
experience in accountlng and flnance marketing, direct rnvestment food sciences and research
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[]ll] Assessment

- The Applleant has prevrded haekgreund information for each of the mdrvrduals with centrol of the relevant Overseas

" parson fincluding for- Liu Jinting whe. is nef specifically mentioned above). " These individuals, collectively, have

extensive experience and acumen in the food and dairy industry and other relevant areas such as aeeeuntmg /
finanee, marketing, direct investment, food sclenees and research,

Yashili has appemted Babbage to manage the project and is m dtseussmns with pntentral supphers

have husmess experrem:e and acumen relevant to that lnvestment

18. s‘I 8(1)(b) Dverseas Investment Act 20[]5 _
" | Has the relevant overseas persnn demenstratetl finaneial commitment to
investment? %

: Appheant s Claims: - . . ,
- The Appheant has a]readv rnsurred appro)hmately $5El DD[] plus EST with t S btants in undertaking

_'cests of over-$200,000. internally, in planmng for the estabhshmen B gyélopment and management
of the preeessmg faerhty . o ' . )

rmmedt_ate hold,lng company of the Applicant. Yashllrhas si k
does not require third party assistance in order to fina

0[0 Assessment: . - .

19, s18(1)(c) Ovarssas lnvestment';tft 200!

. individuals vvi bcon] ant are of good character and that those individuals are not-of a kind referred
i Higration Act 2009, as required by section 18{1)(c} and (d) of the Act.

_ ecajved comient from the Applicant. After assessrng this information in accordance with the requirements of
h Act, the 010 s satisfied that the individuals with controf of the relevant overseas person are of good eharaster

!-'t summary ef the melamine rncrdent ‘the allegations mentloned ahove, the Appheant s comments on these matters
.and legal advice regarding the interpretation and assessment of the good eharacter errtermn as it applies to the.-

Application is set gut in Appendix 1.




20.

Third Party Submlssmns

~ | with control of the relevant overseas person, not an individual uf the kind referred to in

" Case 201220086 Page &

s18(1){d) Uuerseas Investment Act 2005
Is the relevant ovarseas persun, ar {if that persun is not an mdnndual) is each individual ‘/

section 15 or 16 of the Immigration Act 2009?

Appllcant s Claims:

'Statutury declaratluns have been provitled to the 0I0 that caver the requirement to demunstrate that the

__individuals with control of the Applicant ars of good chardcter and that those individuals are not of a kifthrg rpferred .

' to in'sections 15 0r 16 of the Imrmgratmn Act 2008, a5 reqmred by section 18(1)(0} and (d) of the Act

oI Assessmant:
'The QlDis satlsfled that the ‘ahove statement can be relied-on as it is contalned in statutur il
comply with the requlrements of the Daths and Declarations Act 1957

An internet search .of the relevant. mdlwduals did not show any mater[al whrch e
mdlwduals.uf the kind referred to'in section 15 or 16 of the Immigration Act 2609.

21.

"o thlrd party suhmlssmns were rer:ewed
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Aﬁpendix;] = Gﬁud character _criterion_(sectidn i8(1){c) of the Overseas Investment Act ,20[]"5)

Introduction ‘ . , S
1.- © . The Application notes that in 2008 Yashili- products, alung with 21 other paediatric milk formula prnducers in China,
were contaminated by melamlne Internet background checks ‘completed: by the 010 have alsp identified several
- articles containing allegations about the ompany (mostly related to the mefamine incident and following period).
These matters are potentially relevant to the good- character criterion under 18(1)(c) of the Act as mdhy of the
individuals with- control of the relevant overseas’ person held their ownership and contral inferests
melamine lncldent and allegations- m:curred The 0I0 has therefore made enqumes aboyt the mattesfapd

recewed comment frnm the Appllcant

2: The purpose af this document is to provide a summary of tha melamme mcldent the allegatmns ;
Applieant’s comments on these matters and to provide légal advice regardlng the mter%’ta i
the goad character cntennn as it applles to the Application. , g

* Melamine incident and allegations
3. On 16 Septemher ZDDB the General Admlmstratmn uf {luahty Superwsmn [

4. Yash|I| states inits Appllcatlun

Nenther the Parent nor any of its subsndlanas was respo% g
contamination was caused by a small number of ragmill
: artlflclally infiate tha apparent protein level of 1

. milk.

Immedately following the ARSI announgame
pmducts and suhsequently also c&@ :
2008. All recalled products were BpsiTe

_alsu suspended production temp

: Iuntary racall of alk pruducts manufactured prior to 14 Septemher
supervision and verification of local government autharities. The Parent
"'d with requests of relevant guvernment agencies for -inspectipn and

and contrlhuted approximately RMBG1. 2 mllllnn {apprommately NZ$11 67

a transition from sourcing domestically pruduced dalry matenals to mpnrnng premium high quality raw milk -~
nce June 2010, 10{]% uf the raw milk poveder used in the Parent’s paedlatnc milk powder pruducts has.heen

. |
mplemented a cumprehensme series of prncedures to ensure the quahty ‘of raw milk,. fur example bv sourcing raw milk

% directly from the point of collection, providing professional trained personnel to each milk collection station to manage milk
eollection and to cnnduct quality-checks, and perfurmmg multrple cheeks on each batch of raw milk for quality cumpilance

*-and

s!rengthenad the quallty tosting uf raw materials, semi- flmshEd products, and finished produets, fur example by |mpurt|ng
' advanced testing equupment to measure and detect aver 60 chemical cumpounds and mu:ru arganisms.
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Ne|ther the Parent nor any’ of |ts subsujlanes has heen involved in any safety or quality mcldent smce 2008
"B Yeshlll has also pruwded a copy of the prnspectus it issued on 20 Qetotier 2010 prior ta its Ilstlng on' the Hong Kung
Stock Exchange (the “Prospectus”). The Prospectus cantains more extensive information regardmg the melamme
mcutent and its |mpact on Yashili. The Prospectus states {page 12) :

_ An administrative sanctlun had heen. Ie\ned against Scient [Guangzhuu) hy Guangzhou Admlmstratmn of Industry and
- Commerce on 14 Apnl 2009 fnr fetlure to cumply W|th national regulations on pmductmn and quahty inspaction asa result of

7. This article alleges that Yasﬁili changed the paelt_aging on sane contam'inatec_l milkg

T L
A
‘E e T

s

it hruught the matter tu the attentmn of the police, and that it wuuld 5 k l
it.” '

8. Thls,artlcl-e alleges that Yashili used milk snurced from _L‘htna
used 100% imported milk powder from countries. sugh a
statement- was made by a director of the Dairy Assecla

o werked inits adverttsmg and planmng departmen il &

_ " The article suggests that that this ~ -
d confirmed. hy a Yashth gmployee who

al Food and Safety Supervision and Inspection Center to -

of infant formula that were later found by the visio
alluwahle limit Was 1mglkg) The consumer in question, Mr

containa high level of melamme (1%9'
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j14.‘ On 15 March 2013 tha 010 wrote to the Appllcant seekmg thelr cnmment on the artlcles and adn¥

sanctmn Yashlll respunded on 22 March 2613 and 25 March 2013. Yashlh s respunses are set out helo
. . By,

‘App[lcant 5 respunse fo a]legatmn S )
A dmlmstraz‘we sanction on Apm' 200.9 '

15, . In refation to the sanction- Yaslili states: - L N

(a] the sanction vas jmposed. as a. conSequence of 162 batches of Sments il
January 2008-and 14 September 2008 heing found to contain melamine. Thes
be taken to seize sales, recall and destroy: those contaminated firoducts;

L B (“GZAIC™) was very

) _the sam:tmn [mposed on Scient hy Guangzhuu Admmlstratmn of Indu
o f ﬁ%s’pect of the contamination;

and _ _
&) inits view the sanction does not amount to a breach g

16 Yashlll has also pro\nded a translated copy of the Sﬂl‘l[:tl%ll]

17. Yashlh states that the content of :th|s artn:le iR

* allegations miade in this article, as to th i me!amlne mllk puwder and relabelmg of talnted

o

w.‘ it denies the allegatmns made hy Mr Guu in this artlcle, who claimed that Yashili's 'Scmnt branded _
b, “products he purchased were found to he cuntammated with meramme anid, that Yashili was fraudulentlv

marketing these products;

Mr Guo alleged that that the paediatnc mifk fnrmu!a prnducts he purchased under the Seient. brand were
found to he contaminated with “melamine. These claims were never suhstantlated and Mr Guo was

subsequantly sentenced to 5 years" lmpnsnnment for blackmall g

1

Yashlll has . -
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Z‘bma s Ualry lndustry A L‘antammated Galdmme 7/ ﬁeﬂafrySfte com arm'le daz‘ed December 2009

o 20, In relatlun to this arttcte Yashtll states

(a)_ '

' Infantfund (USA} Sclent (USA) was mcnrpurated on 7 May 2[][17 by Frani Lin, whn is thenw

-situated in the 0. S., and was paid on 31 December 2008. Frank Lin remains g

 relationship wrth Yasthili, jts shareholders, directors, senior management or ag

that it assumes that this article is related to the China Daily.cont.cn dated 11 June 2008, After the
melamine issue in 2008, extremely sfrict reqmrements have been imposed hy the stats and have been applied
hy the company.on the. production and examination of infant milk formula of Scient. Therefore, it |s'
lmpossmle fur the products in 2009 to contain melamine. The allegatmn is not true; and

Scient (Guangzhou) was estahllshed on 29 March 2002 75% held by Yashili Nutrltmn and 25% hel oy

fength’ negntlatmn with reference to. the value of the assets he!d by- Scleut.%s

subsequent to the transfer. Other than his directorship and past nwnershtp in

Interpretation of the good character criterion

21.

" 92,
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29,

30,

3t.

32.

Assessment ° _
Malamrne mcm'ent ana’ admmrsfranve sanction

33. - The 0IO has given carcful cnnmdcratrcn to the ahurrc matté#
that an administrative sanction was levied against the, Applr
" Investigation and Handling of Produetion and Sales of 0

+ (Ordinance) ... [slection: 7(6) refers is ncncornplra A
- be counterfeit and substandard goods [sic]” &
sanction is a matter that must be taken inig

dard for commodrtres that are considered to
sfon of sanction). The O!0 considers that the’

1734._

3b.

ing regard fo the ahcve the 010 considers that the gccd character statutnry declaratrons that have hcen
. [frovided by edch individual with control of the relevant overseas person can be relied upon. The 0I0 notes that the

conditions proposed in Appendrx 1 include a requrrement ‘that the relevant individuals remain of good character and
7ot become individuals of the kind referred to in section 15 or 16 of the Immigration Act 2009. ' These conditions
provide further means to"take enforcement action agarnst the applicants and aainst the ccnscntcd investment (for

axamplc, if thcy have pmwded false information or subsequently cease to be perscns of gcod character}
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Appendlx 2 Condttwns uf Cunsent

Ennsent is granted suh]ect tu the fnllnwmg conditions:

'1.“ '

“{b) " haw muchit cost to bm!d the Plant
.. (c) the numher of jobs cieated ds a resu[t of the Invastment
(d) the structura by which the Invest_ment was made, and who made -the__lnueétment; and-

i {a] " any uf the Relevant lndlwduals

ey ‘the Applicant:

ThE consent will Iapsa if the Apphcant has not bmlt a mllk processmg fEIL‘[JI’LV (aa descnhed in: the appllcatwn dated 13 Decemher

2012, the “Plant"l within'36 months of the'data of consent.
Tha Applicant must notify the I]verseas Investment Office in wmmg as snnn as practicable, and no ]atef than 36 mulﬂf from®

_the date of consent, whether the Plant has been hullt If the Plant has been hmlt the notice must include:

{a) © the date the Plant was cnmpleted

fe) énv other infornation that would aid the Overseas Investment Dffice in its functiun-tn ¥ consent.
wer; 1

- The 1ncIW|duaIs with control of Yashili New Zealand Dalry Co., Limited and Yashili lntematlo f {the “Relavant ’

Individuals"), must; ) _ . gg}gah !

fa) ~  continua to be of yood character; and -
{ti) © ot hgcome'an individual of the kind referrecl foin section-15 or 16 n‘

{il * cease to be of good character; or . %

: ;ii] ‘ commit an uffencz_z or contravene thg law
fiii) become aware of émv other m
v} " become an individual of thegs

(b) - any person in whiich the Applicant, or any?
: cnntrauentmn, a 25% or rore nwmersh &
- convicted or noth or -

i
i)

ng d plans made or submitted in support of the application and natified hy the regulatur as having
count when the consent was granted; or ' ' :




