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Group Specification

Nominal Equity Net profit

Domicile Currency Capital Interests 31.12.2015 2015

Group Enterprises

Poldanor S.A. Poland PLN 11,601 100% 631.587 2.217

subsidaries:

Zegrol sp. z o.o. Poland PLN 100%

Kniat Agro sp.z o. o. Poland PLN 100%

Rolnik Sp. z o.o. Poland PLN 100%

Agro Włodarski sp. z o.o. Poland PLN 100%

Bioenergia sp. z o.o. Poland PLN 100%

Invest Farm sp.z o.o. Poland PLN 49%

L.M.-POL sp. z o.o. Poland PLN 100%

Ośrodek Hodowli 

Zarodowej sp. z o.o. Poland PLN 100%

Agro Wiesiółka sp. z o.o. Poland PLN 100%

Agro Pokrzywy sp. z o.o. Poland PLN 100%

Prime Food S.A. Poland PLN 20,853 100% 57.905 6.837

subsidaries:

Prime Service Ltd. Poland PLN 100%

Danosha Ltd. Ukraine UAH 232,532 98%* 1.799.404 5.047

subsidaries:

Daryna Food Ltd. Ukraine UAH 100%

Dan-Invest LLC Russia RUB 362,328 100% 2.683 -58.213

subsidaries:

RASK OOO Russia RUB 100%

Dan-Kub ZAO Russia RUB 100%

Associates

Sevel Slagteri A/S Denmark DKK 2,500 40% 3783** 445**

** The latest financial data available is at 30.06.2015.

*IFU’s 2% of the shares in Danosha Ltd. has been recognised as

financial debt in accordance with IFRS.
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Financial Highlights of the Group

Seen over a five-year period, the development of the Group is described by the following financial

highlights:

Restated Restated Restated Restated

2015 2014 2013 2012 2011

DKK mio. DKK mio. DKK mio. DKK mio. DKK mio.

Profit/loss for the year:

Revenue 1.275 1.209 1.270 1.128 943

Gross profit 465 500 394 453 359

EBITDA 284 342 251 331 245

163 240 151 246 174

Net financials -118 -230 -60 -15 -39

Net profit/loss for the year 41 23 107 231 134

Balance sheet:

Balance sheet total 3.129 3.124 2.763 2.173 1.847

Equity 1.673 1.705 1.452 1.288 993

Financial development:

Cash flows from:

- operating activities 162 204 226 166 127

- investing activities -254 -254 -360 -194 -191

- financing activities 66 121 111 33 77

Change in cash and cash

equivalents for the year -26 72 -8 6 12

Employees:

Number of employees 2.423 2.205 2.073 1.769 1.595

Ratios (%)

Gross margin 36 41 31 40 38

EBIT margin 13 20 12 22 18

Return on assets 5 8 6 12 10

Solvency ratio 53 55 53 59 54

Return on equity 2 1 8 20 14

The financial highlights and ratios 2011-2014 has been restated according to note 6.

The ratios have been prepared in accordance with the definitions on the following page.

Profit/loss before financial

income and expenses
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Financial Highlights of the Group

Explanation of ratios:

Gross margin =
Revenue

100xprofitGross

Profit margin =
Revenue

100xfinancialsbeforeProfit

Return on assets =
averageassets,Total

100xfinancialsbeforeProfit

Solvency ratio =
assetsTotal

100xyearofendEquity

Return on equity =
equityAverage

100xyearfor theprofitNet
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Review

1.0 CEO Statement

The company hopes and believes that 2015 will be remembered as the worst year for the pork production

sector in the history of Axzon. However, also the year where it more than ever became visible that our

strategy of diversifying our business both geographically and in terms of having a fully integrated business

in the meat production sector, is a very strong and viable way of producing pig meat. A business model

that is able to bring Axzon through even the most extreme down cycles of our sector. A sector that seems

to be more cyclic and unpredictable year after year.

It was widely foreseen that there would be an oversupply of pork especially in the European Union in

2015, resulting in low prices for most pork meat products. However, even in the most negative forecasts

and budgets, we had never expected to end the year with as low prices as those realized, giving the most

challenging meat to feed ratio ever experienced. As if this was not enough, Axzon also faced a dramatic

depreciation of two of our main currencies, namely UAH and RUB, giving us a very low valuation of both

our biological stock and our assets in general at the year end.

Even though 2014 was the year where we were convinced we had reached the bottom of the cycle, the

downward trend continued not least in the last quarter of the year.
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Review

1.0 CEO Statement (continued)

In a very determined attempt to try to cope with these negative external factors in every branch of our

production, a huge effort was made in order to try to improve on all internal efficiency parameters. An

effort that proved more effective than ever, and made us come through the year with a remarkably posi-

tive result. Quite logically this was also the reaction from many other producers throughout Europe,

where the average efficiency level in the production was improved significantly. This rather natural reac-

tion actually leads to an even larger production and offsets the normal market mechanisms, where nu-

merous producers normally would be quitting because of cash flow problems caused by an unprofitable

production.

The structure of European pig production is moving more and more towards large-scale and efficient pro-

duction systems and units; a tendency that becomes stronger every time we are facing a down cycle in the

profitability in the sector. The problem is that the normal rhythm of the profitability cycle in the pork

meat sector, best illustrated by the meat to feed ratio, broke in Europe after 2012, where the upturn

should have started and ended with a new peak in 2014. Instead, the European producers had to live with

an unprecedented long period of 6 years with low profitability, making it very difficult to keep a positive

cash flow. Many producers are giving up these days, and they will leave very badly maintained production

facilities behind them, making it difficult for new owners to continue the production on the bankrupt

farms.

The graph underneath shows the profitability cycle in the pig production business expressed by the meat

to feed ratio and the red dotted line express the expected, normal cyclic development.
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Review

1.0 CEO Statement (continued)

This very unusual situation was mostly caused by the embargo from Russia strengthened by an outbreak

of ASF in a few EU countries incl. Poland, making it impossible to import to huge parts of the pork mar-

kets in the world for a period of time. Therefore, it was an isolated European phenomenon and if we look

at the international market as a whole, the cycle was actually on average intact, as the North and South

American prices and meat to feed ratio were better than ever in 2014, whereas the EU stayed below prof-

itability level.

This is clearly visible in the graph below where the price level in the five biggest pig producing countries in

the world (China, European Union, Brazil, USA and Canada) on average was at a very high level in 2014.

If the European producers had the high profitability level in 2013-14, they would have had the financial

strength to cope with low levels in both 2015 and 2016.

On top of the above mentioned unusual situation for EU producers including Axzon, the political situation

in all three countries where Axzon production is based is very unstable and has not improved much in the

past year. The separatist fighting and killing in Eastern Ukraine has eased a bit, but the tension between

Ukraine and Russia has actually escalated, resulting in trade barriers and other political motivated con-

flicts between the countries. Also, the expected internal improvements in law and order in Ukraine, which

should result in a much more transparent legislation and less corruption, have not been implemented.

The fight against corruption has been largely left aside, and though we all hope that in the near future it

will bring improvements, it will still take a long time before there will be a calm and stable situation in this

area. However, both our fully integrated business approach, which will also be introduced into Ukraine

and Russia, and our diversified geographical position makes us strong in terms of competitiveness and

secures our sales.
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Review

1.0 CEO Statement (continued)

With an EBITDA result close to 300 MDKK in 2015, Axzon has shown that we can make solid results even

under the worst possible conditions and with the outlook for 2016, where we expect a very slow start on

the upturn, Axzon is standing stronger than ever with an increased scale of production and improved effi-

ciency.

The development in the last years shows that we are never allowed to stand still, but need always to seek

new possibilities, to improve and be innovative, in order to maintain our leading position in both quality

of products, efficiency in production as well as profitability.

In spite of the slowdown in economic growth and profitability, I am very proud to say that Axzon has been

developing in a positive direction on almost all production parameters throughout the year. Our employ-

ees have managed to focus on exact areas that they are able to influence, instead of falling into the mood

of disillusion and resignation.

But not only that; largely in Poland we have tried to develop new products and use the unique possibility

for traceability in our supply chain by offering more diversified products, aiming to support consumer

trends. First of all, we have our Co2 neutral meat certification, but we have also started a significant pro-

duction of GMO free meat (pigs fed with non-GMO feed) as well as an antibiotic free production line.

That, combined with a determined effort to improve on all CSR issues not least animal welfare, will enable

us to give Axzon a more sales oriented profile, thus diversifying the company from the bulk production of

pork.

We have managed to expand, and still continue to expand, the production with new investments in areas

we know will improve our future income and results.

Pig meat will undoubtedly be one of the main ingredients in a varied diet for a growing number of people

in the world. We in Axzon have made it our vision to prove that it can be produced in a sustainable way in

spite of an intense production system based on modern production technologies and high efficiency in

every phase of the production chain from “field to fork”.

Under the circumstances, we regard the 2015 result for Axzon as very satisfactory and we are looking to-

wards future challenges with optimism and energy, supported by a highly professional and motivated staff

in all of our production units spread across Central and Eastern Europe.

Tom Axelgaard

CEO Axzon
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Review

2.0 Economic performance

Improved production results was the general tendency throughout 2015

Facts

• Number of sows increased from 40.153 to 44.122 or by 10 %

• Number of pigs in stock increased from 471.148 to 557.564 or by 18 %

• Number of sold pigs increased from 858.070 to 1.129.975 or by 32 %

• Sold pigs in tons increased from 90.864 to 110.534 or by 22 %

• Sold meat from Prime Food in tons increased from 41.531 to 45.988 or by 11 %

• Total harvested area decreased from 27.164 ha to 26.987 ha or by 1 %

• The production of electricity from biogas increased from 54.764 til 61.935 mWh or by 13 %

• The overall production capacity of the biogas plants decreased from 8.64 til 8.56 MW or by 1%

• Sold liters of milk increased from 717.000 to 1.388.435 or by 94 %

• EBITDA decreased from 342 MDKK to 284MDKK or by 17 %

• EBT increased from 23 MDKK to 41 MDKK or by 80 %

In 2015, the number of pigs sold increased by 32% compared to 2014. This increase was a consequence of

the increased number of sows (10%) but also due to heavily improved productivity. Unfortunately, at the

same time the prices decreased significantly resulting in no net effect in revenue. By decreasing the pro-

duction costs per unit, the improved productivity compensated for the significant decrease of prices. The

increased production of piglets was so large that there was simply not enough space in the barns to com-

plete the finisher cycle. Therefore, is was necessary to sell a large proportion of the pigs as weaners, thus

increasing the share of pigs sold as weaners from 7% in 2014 to 17% in 2015.

The war in the Eastern part of Ukraine continued in 2015 and together with the decreasing oil prices, the

purchasing power in both Ukraine and Russia was severely weakened. The effect was, that the additional

margins in pig production, which previously was quite significant in both countries, were reduced.

Axzon’s first class finisher prices decreased to 5.08 DKK in Russia, 1.66 DKK in Ukraine and 1.06 DKK in

Poland. This development continued to unfold during the entire year resulting in the new year prices be-

ing at the same level. However, this emphasizes the importance of minimizing the production costs in all

three countries, a strategy that the Axzon staff has been continually focusing on for many years. It is not

possible to recognize price advantages on the single markets – every country must in principle produce at

a price that is competitive on the world market. When disregarding the extra costs (compared to the aver-

age production prices) that comes with an expansion, the production prices in the three countries corre-

sponds. The cost/kg of pigs is almost the same in the three countries, except for differences caused by cur-

rency fluctuations, as well as weak and strong local relations.
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Review

2.0 Economic performance (continued)

The results was also effected by the fact that Ukraine on December 31st, after pressure from IMF, changed

the Grant (VAT) rules so agricultural business only was able to keep a part of the payable agricultural

VAT. Axzon chose to make financial reports without including VAT and to show all assets without VAT

even if it is possible to keep 50% of payable agricultural VAT in 2016 and by this take the full effect in

2015. Axzon has therefore changed accounting policies with respect to the Ukrainian privileged VAT re-

gime and restated the last 5 years’ financial reports so they are consistent with the new interpretation.

Furthermore Axzon has corrected translation into presentation currency and exchange differences arising

from the translation of net investment in foreign entities

The interest bearing debt has increased by 50 MDKK, even though there has been issued loans for 64

MDKK. The difference is due to changes in the exchange rate on the loans in Axzon, primarily those in

RUB. Compared to investments on 258 MDKK, this means that Axzon has a self-financing ability in ex-

cess of 75%. After depreciation, the self-financing phase passes 100 MDKK. On top of the direct invest-

ment, the group has also invested in an increase in herd numbers by 86.416 pigs. In 2015, the company

found it necessary to apply an even more critical approach towards new investments, mainly due to the

low pig-prices. Therefore, investments in progress will be finalized as fast as possible, securing the direct

operational cash flows to commence as soon as possible. Despite a significant decrease in the investments

in the subsidiaries, the very large currency depreciation and the low prices of pig meat, it has still been

possible for Axzon to maintain an equity ratio above 50%, a significant achievement when a large part of

the industry is moving towards insolvency.

During 2015, there was a significant decrease in the exchange rate of the Ukrainian UAH compared to

DKK, making it necessary to revalue our Ukrainian assets. Even though the Russian and the Polish cur-

rencies also decreased, the valuation test showed that the changes were only minor hence revaluation in

these divisions was deemed not necessary.

Unfortunately, our biogas production did not reach profitability in 2015. The price of the green certifi-

cates, which supports the biogas production in Poland, has once again decreased to a lower level. Howev-

er, the Polish government is working on new regulations supporting biogas production, and if the ex-

pected changes will be introduced, the biogas production will once again be able to contribute to the eco-

nomic results of Axzon. The increasing prices of energy in Ukraine is already contributing to improved

results and additionally, the Ukrainian government is also working on further improving the profitability

on biogas production.
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Review

2.0 Economic performance (continued)

The arable department succeed in maintaining the improvements made in the fields of Ukraine. Through

constant application of both manure and lime, the soil has gradually improved, and the crop yields are

increasing year after year. In Poland, Poldanor has worked with cultivating the soil for more than 20 years

and the crop yields are very satisfactory, especially when the general soil quality and yield potential is tak-

en into consideration. In Russia, however, Axzon has just started, and therefore the arable department is

constantly working to find crop varieties that will make better results.

Danosha has commenced milk production, albeit small, in Ukraine mainly for political reasons. Milk pro-

duction is highly valued in the country, and it is also because it is possible to have large numbers of visi-

tors to inspect such a farm, in contrary to the pig production, where the biosecurity more or less makes

visits from the outside impossible. The production facilities look impressive and achieves good production

results but does not give a significant contribution to neither turnover nor profit.

Despite the fact that the price level of pigs was even worse than expected during 2015, Axzon continued

with the plans from 2014 of expanding the sow herd by 10%. This brings the company closer to a produc-

tion capacity of 1.5m pigs on an annual basis, and a good foundation for future results has been estab-

lished.

Falling prices for live pigs in 2015 was so aggressive that had all finishers been sold at 2014 prices in DKK,

the turnover would have been 172m higher. The year began as expected, with a significant pressure on

prices. After a slow start, the prices rose to a more normal and quite profitable level in the spring. In July

2014 the normal price curve broke followed by an unexpected price drop. On the basis of this experience,

it was expected that the price drop in the second half of 2015 would be minor in comparison. However,

the difference was almost 50% bigger. This resulted in a turnover at approximately the same (+1%) level

in 2015 compared to 2014, despite the fact that Axzon sold 32% more pigs in numbers. It should be no-

ticed that a big part of the turnover was based on a larger sale of weaners, which is why the sales increase

in tons was relatively smaller.

Despite the decrease in revenues per sold pig, the EBITDA has only decreased by 58 MDKK compared to

last year. This means that the loss in revenue was compensated with almost 75% by production and cost

improvements. The significant increase in produced and sold pigs per sow/ year in Poland especially con-

tributed to this development.

Depreciations increased by 19 MDKK. Of this, 30 MDKK is depreciation on revaluations, where the reve-

nue was posted directly to the company’s equity. This way, the revaluation in 2014 has reduced the result

in 2015 by 30 MDKK without having had any positive effect on the result in 2014.
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Review

2.0 Economic performance (continued)

The financing costs have decreased by 15 MDKK. This is mainly due to IFU (Investment Fond For Devel-

oping Countries) shares in Danosha, which are posted as debt in the consolidated balance sheet, because

of Axzon’s obligation to purchase the shares before the end of 2019. The calculated interest rate has been

reduced from 20% to 10%.

The currency loss in 2015 was significant, but has been reduced by 97 MDKK since 2014. The company

will make no predictions for the future regarding currency development, but given the turmoil in Ukraine

and the decreasing oil prices, it is still expected to cause trouble in the future.

In 2015 there were tax expenses of 4 MDKK. This is due to the fact that in 2014 the latent tax in Prime

Food was posted as income, with the expectation that the company would continue to make positive re-

sults. As Prime Food lived up to the expectations, the tax has been posted as an expense.

The equity in Axzon has fallen by 31 MDKK in 2015. This is due to a currency loss on the equity in Axzon’s

subsidiaries of 186 MDKK, which was only partly offset by a revaluation of Axzon’s assets of 114 MDKK.

The net result was 41 MDKK. However, the company managed to maintain a good solidity with an equity

share of 53%.

The balance remains almost the same. This is partly due to the large devaluations in functional currencies

in the subsidiary countries, which actually means that our assets are depreciated in DKK, and partly due

to the low price levels of the biological assets at the year-end.

Due to the decreasing prices and currencies, Axzon has technically been in default on some of the finan-

cial covenants the company has to banks. To solve this problem, the company has received waivers related

to these covenants.

However, as the waivers have not been formally issued before 31.12.2015, the IFRS accounting rules re-

quires that all loans from substantial lenders which are in breach of financial covenants year end are pre-

sented as short term debt due to a strict interpretation of IFRS, despite that the loans never legally were

short term. On the basis of this situation, Axon’s current ratio is around 0.7 whereas it is close to 1.3 with

the waivers duly signed and recognized before the loans legally gets short term.

For a company like Axzon, a result of 41 MDKK is well below expected. However, considering the external

conditions together with the success of compensating for the loss in income by significant production im-

provements and cost reductions, combined with yet another solid result in the slaughterhouse, manage-

ment is satisfied with the achieved result.

3.0 The market in the “Axzon countries”

The pig prices in 2015 have roughly followed the pattern from 2014 with a yearly average price in January,

a decline until March followed by a raise until July, ending up with another decline until December (See

graph 1).
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3.0 The market in the “Axzon countries” (continued)

Graph 1

Unfortunately, the price level in 2015 has been significantly lower than in 2014, and the lowest average

price ever on 8.75 DKK HDW was registered in March 2015. (See chart 1).

Chart 1

The uneasy situation in Ukraine, which resulted in a significant currency loss on the UAH, was the main

reason for the very low 2015 prices. However, the Ukrainian pig prices quickly adapted to the new market

value in UAH, and there was a general increase of pig prices in both Ukraine and Russia until October

2015, where prices again started to decline in all three Axzon countries, reaching the second lowest level

in 2015 at the end of December (see graph 1).

Looking at the large price differences in the different countries some trade between “the Axzon countries”

would have been perfect, but due to both sanitary and political restrictions in 2015, it was not possible to

trade live animals. However, compared to 2014 where the difference between the lowest and the highest

price in DKK was about 140%, in 2015 there was a difference of 168% in Axzon as Danosha’s lowest price

was 7.14 DKK and Dan-Invest’s highest price was 19.14 DKK.
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Poldanor 2015 PLN 3,78 4,85 28,3 8,39 11,09 32,2 3,95 11,00

Danosha 2015 UAH 21,00 35,80 70,5 7,14 14,41 101,8 28,1 11,74
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3.0 The market in the “Axzon countries” (continued)

Graph 2

Graph 3

A historic expansion in Axzon in 2014/15 of more than 10,000 sows resulted in a significant increase in

number of pigs and pig meat sales, with an overall sale of 22% more tons of pig meat sold in 2015 than in

2014 (see chart 2).

As the expansion in % was not equally big in each of the” Axzon countries”, it has influenced the internal

Axzon market, where Dan-Invest has moved from 7% to 10% and Danosha from 31.3% to 34%, at the ex-

pense of Poldanor which has gone down from 61.8 % to 53.6 % in share of total ton of sold pig meat. Part

of the explanation is also, that although Poldanor has improved the number of pigs sold, it turned out to

be impossible to find room for all slaughter pigs, so consequently they were sold as piglets and weaners,

which resulted in a big weight difference.
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3.0 The market in the “Axzon countries” (continued)

Chart 2

In each country, the relation between sales of pigs in different categories has also changed. The most sig-

nificant change is that the number pigs sold as piglets or weaners has risen from 7% in 2014 to around

17.4% in 2015. The reason is that it has not been possible to make the necessary investments in order to

take all pigs through the whole production process, which again has resulted in a drop in the yield pr.kg.

pr. sow despite the fact, that the number of pigs/sow has risen very much (see chart 5).

Chart 3

The meat to feed ratio also changed during the year, but the feed prices have more or less adjusted to-

wards the end of the year (see graph 4). Some of the big fluctuations in March were caused by the ex-

change rate, so the meat to feed ratio remained the same, as the same exchange rate was used for both

feed and pigs. At the end of the year pig prices declined faster than the feed prices, so here the meat to

feed ratio deteriorated.

Marketshare in Axzon in tons

Company Period

POLDANOR 2015 59.272.506 53,6

2014 53.238.212 61,8

Indeks 2014 to 2015 111 86,8

DANOSHA 2015 38.440.854 34,8

2014 26.982.305 31,3

Indeks 2014 to 2015 142 111,1

DAN-INVEST 2015 12.820.167 11,6

2014 5.992.278 7,0

Indeks 2014 to 2015 214 166,9

AXZON 2015 110.533.527

2014 86.212.795

Indeks 2014 to 2015 128

Share of

Axzon

Tons sold

Marketshare in Axzon in pcs

Company

POLDANOR 87.920 492.890 12.283 593.093 14,8 83,1 2,1

1.960 465.855 10.622 478.437 0,4 97,4 2,2

4486 106 116 124 3.618,5 85,3 93,3

DANOSHA 108.585 305.436 6.307 420.328 25,8 72,7 1,5

59.965 253.024 5.396 318.385 18,8 79,5 1,7

181 121 117 132 137,2 91,4 88,5

DAN-INVEST 112.272 4.282 116.554 96,3 3,7

59153 1.209 60.362 98,0 2,0

190 354 193 98,3 183,4

AXZON 196.505 910.598 22.872 1.129.975 17,4 80,6 2,0

61.925 778.032 17.227 857.184 7,2 90,8 2,0

317 117 133 132 240,7 88,8 100,7

Piglets & Weaners Sows and

other

FinishersPiglets &

Weaners

TotalSows and

other

Finishers
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3.0 The market in the “Axzon countries” (continued)

Graph 4

3.1 The markets in Poland

Pig market in Poland

In the recent years there has been a dramatic drop in the price of pigs at the beginning of October and No-

vember 2015. The price of pigs is continuing to decline and are much lower than those in the previous

year (nearly 12%).

A part from the Russian embargo another significant impact on the decrease of pig prices may have been

the announcement released by the World Health Organization about the alleged dangers of eating red

meat for human health. The report concludes that excessive consumption of pork increases the risk of

cancer. In contrast, Polish studies on pork meat reveal that it brings health benefits if it is not chemically

processed.

The increase in production of pork in the EU, including Poland, meant that in 2015 prices of pigs were

lower than a year earlier. The normal seasonal rise in the pig prices during the summer was mitigated by a

big supply of pork. On the other hand, the market was supported by EU´s private storage mechanism.

According to The Central Statistical Office (GUS) data, at the end of November 2015 the number of pigs in

Poland amounted to 10 590.2 thousand heads, which in comparison with the same period of 2014 means

a decline by 6%. Compared to the size of pig herd in March 2015, the number of pigs in Poland decreased

by 8%.

Sows herds decreased by 14.8% compared to November 2014 and dropped to a record low level of 814.4

thousand heads.

In the analyzed period, limited domestic production of piglets was offset by exceptionally large imports.

By the end of November 2015 imports of live pigs up to 50 kg amounted to 4.237,7 thousand heads, and

was by about 8.3% higher than in the corresponding period of 2014. It is estimated that approximately

75% of this volume came from the Danish market.
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3.1 The markets in Poland (continued)

In case of fatteners (over 50 kg), there has been a dramatic decline in imports to only 508 thousand heads

at the end of November 2015. The majority of fatteners came to Poland from Germany.

National industrial slaughtering of finishers in 2015 is estimated at about 21.5 million heads (about 3%

higher than in 2014 and 12% higher compared to 2013). The assumption is, that in 2015 over 1/4 of the

finishers in Poland originated from piglets imported mainly from the Danish market and then fattened in

Poland.

Polish pig prices, were in 2015, strictly correlated with the high supply of finishers, and were on average

by about EUR 0.06/kg of live weight lower than in the German market. Periodical fluctuations between

the price in Poland and the price in Germany resulted rather from the current EUR/PLN exchange rates

than from any other reason.

The meat market in Poland

In 2015 the meat industry slowly got on “its own feet” after the collapse that hit the meat industry in 2014

caused by African Swine Fever, and the subsequent suspension of exports of Polish pork on many markets

plus the cessation of exports to Russia, after the introduction of the embargo on EU food. The industry

significantly changed their strategies, as it became harder to promote and seek new markets, but there are

positive effects of these activities. Poland has increased the export of Polish meat to EU countries, pork

exports to Italy increased by 26%, Germany 16%, and to Britain by more than 80%. Unfortunately, big

markets such as China and South Korea are still closed for Polish pork. Exports of pig meat fell by more

than 40%. Even so the estimation is, that the export of pork can grow to approx. 640 thousand through-

out 2015, compared to 625 thousand tons in the previous year.

3.2 The markets in Ukraine

Pig market

In early 2015 the price continued to fall every week consistent with the New Year holidays. This was

caused by a ban on supplies to Russia, increased supply from small producers and low purchasing power

of customers. In the last part of January PEDV was found in several large and small farms in Ukraine. As

a protection from the virus Danosha had to stop the cooperation with some meat-processing plants, which

did not meet the new requirements of biosecurity. In addition, infected farms were selling pigs at dump-

ing prices. At the end of March, the pig price rose due to Easter holidays. So the situation on the market

was stable and prices were kept at about the same level of 26-26.5 UAH till the end of April. Every year in

late summer the seasonal correction of the price begins. The annual seasonal factors and the low purchas-

ing power of the population led to a drop in prices. Only in week 50 the decline of prices stopped. The

price even grew with more than 1.5 UAH, but it was not lasting long and from week 53 prices were again

gradually going down.
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3.2 The markets in Ukraine (continued)

Feed market

In the beginning of the year, the Ukrainian grain market became more active. The average prices for grain

and oilseeds still had a tendency to increase. As a result of the UAH devaluation and political mess in

Ukraine. Only in the beginning of spring, the UAH reestablished 1/3 of its value, which then caused a slow

price decline. During the harvest, the grain market was extremely passive, which was caused by an unsta-

ble currency situation, and rumors about a possible devaluation. At the end of the year, the grain market

became very active and prices decreased by 150-200 UAH/ton. This sudden change on the Ukrainian

grain market was probably caused by fear for the new taxation system.

3.3 The markets in Russia

2015 is noted as the year of dramatic losses and huge challenges for the economy of The Russian Federa-

tion due to decreasing oil prices and Western sanctions, which caused a considerable drop in the value of

the RUB compared to Western currencies.

Despite the economic challenges in the country the government continued to support agricultural and

meat producing companies by giving subsidies. In total Dan-Invest received 88.8 MRUB subsidies from

federal and local budgets. The new subsidy program, which was implemented in 2014 (compensation of

investments), was also prolonged for 2015.

The meat market in Russia was, in 2015, influenced by restriction of import to the country, caused by the

ban of pork imports from the EU. Also the devaluation of the ruble had a profound impact on the behavior

of importers. In total import of all types of meat to Russia in 2015 was 33% less than in 2014. On the other

hand pig production in Russia continues to grow. The cumulative result in 2015 is +134 thousand tons of

meat for all categories (that is +4.5% in comparison to 2014).

4.0 Production

4.1 Pig production

All pig production divisions in Axzon have shown both growth and improvement during 2015: Number of

sows (graph 5), Number of sold pigs +32% (graph 6), Number of sold meat in ton + 26% (graph 7) Num-

ber of live born/litter +7% (graph 8) and pigs sold/sow + 12% (graph 9).

In 2014/15 Axzon made the biggest expansion in number of sows in the company’s history. The company

expanded by 10k new sows and as the expansion happened gradually during 2014, it was not until 2015,

that the results of the increase became visible in no. of pigs and tons of pig meat. Therefore, this develop-

ment has had a great influence on the results of 2015 in terms of no. of sows and ton pig meat sold, but

also the significant improvements in live born/litter and sold pigs/sow (chart 5) has contributed to the

results. Unfortunately, it was not possible to find the production facilities to match the massive expan-

sion, and therefore a larger number of pigs were sold as piglets and weaners instead of finishers. Because

of that, the number of sold kg pig/sow has decreased by 5% from 3171 kg to 2999, as the weaners are sold

at approximately 30kg in average against 110kg as finishers.
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4.1 Pig production (continued)

Biosecurity efforts have been a high priority in 2015, and there has been no outbreaks of diseases causing

serious losses in the production. Biosecurity continues to have an enormous importance in all Axzon

companies in order to improve or at least maintain the health status of today.

In 2015, Axzon committed 100% to Danish genetics and breeding material from Dan Avl in Poland and

Ukraine. The last sows from the other breeding companies were sold out in December. Animals from oth-

er breeding companies are still being tested, especially boars, as Axzon would like to reduce the use of

feed for finishers despite the current relatively high sales weight (graph 10).

Graph 5

Graph 6
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4.1 Pig production (continued)

Graph 7

Graph 8

Graph 9
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4.1 Pig production (continued)

Graph 10

Chart 4

Chart 5

Company Period No. of sows total no. of

pigs in stock

Sold pigs

liveweight

in 000' tons

Share of

total sold

tons pr

company

Total pigs

sold in pcs

Poldanor 2015 22.637 300.978 59.273 53,6 593.093
2014 21.867 260.416 54.725 62,4 478.437

Indeks 2014 til 2015 104 116 108 86 124

Danosha 2015 13.887 173.640 38.441 34,8 420.328
2014 13.386 162.904 26.982 30,8 318.385

Indeks 2014 til 2015 104 107 142 113 132

Dan-Invest 2015 7.598 82.946 12.820 11,6 116.554
2014 4.900 47.828 5.992 6,8 60.362

Indeks 2014 til 2015 155 173 214 170 193

Axzon 2015 44.122 557.564 110.534 100 1.129.975
2014 40.153 471.148 87.700 100 857.184

Indeks 2014 til 2015 110 118 126 100 132

PIGS Amounts in pcs and tons

Effeciency

Company Period Yield

/sow/year in

kg

Sold

pigs/sow/y

ear

Whole herd

feedconsu

mption in

Poldanor 2015 2.898 29,77 2,77

2014 2.980 25,50 2,90

Indeks 2014 til 2015 97 117 95

Danosha 2015 3.009 31,30 2,60

2014 3.436 30,42 2,70

Indeks 2014 til 2015 88 103 96

Dan-Invest 2015 3.429 30,13 3,04

2014 3.633 30,01 2,81

Indeks 2014 til 2015 94 100 108

Axzon 2015 2.999 30,14 2,75

2014 3.171 26,79 2,78

Indeks 2014 til 2015 95 112 99

PIGS
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4.2 Arable (continued)

Chart 6

The harvest of 2015 was satisfying without any great challenges regarding both the weather and the ma-

chinery. The main part of the harvest was stored without any drying.

The turnover was slightly lower than in 2014 (approximately 1% in average). This year, the corn yielded

0.2t less compared to last year, the oil crops 0.26t more, whereas the grain yields dropped with 4% in av-

erage for all three countries. The larger yield of the oil crops in 2015, and the fact that this is the sales

crops of Axzon, meant that the value of the harvest in total was almost the same as in 2014 - even though

the average result of the entire arable department decreased from 4.71 t/ha to 4.67.

No new crops were taken into the crop rotation program in 2015, but trials are still being conducted with

soybeans, while all tests with peas have been put on hold. Peas is a difficult crop to harvest, and the yield

has never lived up to expectations.

Company Period Ha

Harveste

d

Tons / Ha. Tons

harvested

Ha

Harvested

Tons / Ha. Tons harvested Ha

Harvested

Tons /

Ha.

Tons

harves ted

Tota l

number of

culti vated

ha

Average yiel d

in corn and

oi l crops

Poldanor 2015 5519 5,27 29083 1986 3,19 6335 5157 22,68 116961 12662 4,72

2014 5777 6,25 36079 1930 3,46 6680 5044 24,11 121605 12751 5,55

Indeks 2014 to 2015 96 84 81 103 92 95 102 94 96 99 85

Danosha 2015 7815 5,15 45275 2396 3,26 8730 593 27,40 16248 10804 5,29

2014 7615 5,39 43091 2740 3,03 8302 541 32,00 13859 10896 4,96

Indeks 2014 to 2015 103 96 105 87 108 105 110 86 117 99 107

Dan-Invest 2015 2885 3,00 8644 636 2,92 1857 3521 2,98

2014 2734 3,48 9385 723 1,88 1328 3457 3,10

Indeks 2014 to 2015 106 86 92 88 155 140 102 96

Axzon 2015 16219 5,12 83002 5018 3,37 16922 5750 23,17 133209 26987 4,71

2014 16126 5,49 88555 5393 3,02 16310 5585 24,25 135464 27104 4,87

Indeks 2014 to 2015 101 93 94 93 112 104 103 96 98 100 97

ARABLE

TotalCorn crops

( Corn. Peas, maize )

Silage

( Maize ,gras and straw)

Oilcrops

( Sunflower ,Rape and Soybeans)
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4.3 Biogas and energy

There has been a significant progress of the efficiency in the biogas department

Chart 7

An increase of efficiency from 72% to 84% in the biogas department shows a significant progress in 2015

(chart 7). A big part of the improvement comes from Ukraine where the plant increased the efficiency

from 28% in 2014 to 67% in 2015. It was of course expected, as 2014 was the startup year, and especially

in Ukraine, it has been, and still is, difficult to keep a stable production, due to lack of skilled and well

equipped maintenance companies, and available spare parts in the country.

The plants in Poland also increased the efficiency level from 80% to 87%. The increase was a strategical

decision, as the plants had been running on a low level due to a strained economy of the biogas produc-

tion in the country. The plants in Poland have not been a profitable business for a longer period of time

and as a consequence, the company has started to adjust the plants to other types of raw material than

maize-silage. The use of maize-silage as raw material in the plants will be phased out over the next 5

years.

Despite a weak economy in the biogas department, the plan is to further develop and expand in this de-

partment. Axzon is planning to expand with new plants but also to bring the existing plants in to a new

era with new types of raw material as the plants have a very beneficial effect on the environment close to

our pig production units, and as such the biogas production is an important part of the Axzon’s identity.

The task is of course to make it profitable again, mainly by reducing the establishment costs, running

costs, as well as a change to cheaper raw materials, but even with a zero economic result in the sector, the

production will be continued.
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4.4 Cows and milk

Chart 8

During 2015 the production of milk increased with 94% for various reasons.

Due to low profitability in milk production in general, especially with a small scale production, the pro-

duction in Poland has been stopped, and all cows were sold as of 31-12-2015.

However, in Ukraine a similar production has been established with approximately 80 milking cows and

the plan is to expand further to approximately 190 cows during 2016. The yield of the new cows in

Ukraine has been significantly better than the cows in Poland, and the yield in liter/cow/year has in-

creased from 6035 l. to 8072 l in 2015. A part from the former herd of milking cows in Poland, Axzon still

has a small herd of approximately 100 beef cattle.

4.5 Slaughtering and meat

As Prime Food is still the only slaughterhouse in the Axzon group, the following numbers are only based

on Prime Food. The number of slaughtered pigs has increased by approximately 11% and the slaughter-

house is running on more than full slaughter-capacity. In 2014 it was decided to stop the sales of pigs

from Poldanor to external buyers, and, at the same time, to close the purchase of pigs to Prime Food from

external producers. Thus, the 505.696 slaughtered pigs in 2015 comes from Poldanor. The number of

pigs, however, has increased due to the purchase of fresh meat elements from external suppliers, bringing

the MAP sales up to its maximum capacity.

The weight of the incoming pigs is the same as in 2014, and there is currently no plans of changing the

weight significantly. The table below shows the diversification of the sold meat products from Prime Food

No. of

milkingcows

Total liter milk

sold in '000 ltr.

Yield in

liter/cow/ye

ar

Company Period

Poldanor 2015 85 509213 5990

2014 115 717000 6235

Indeks 2014 til 2015 74 71 96

Danosha 2015 87 879222 10106

2014 0 0 0

Indeks 2014 til 2015

Axzon 2015 172 1388435 8072

2014 115 717000 6235

Indeks 2014 til 2015 150 194 129

COWS & MILK
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4.5 Slaughtering and meat (continued)

Chart 9

Due to a capacity limitation of 12.000 ton at the slaughterhouse, Prime Food has invested in enlarged

MAP production areas and facilities, in order to further increase this part of the production, as well as

continue the increase in the percentage of processed meat.

By these investments, Prime Food is continuing to follow the strategy of being a stable supplier of high

quality fresh packed meat and processed products in a private label supply chain in close cooperation with

the biggest supermarket chains in Poland, as well as a few foreign chains.

Besides that, Prime Food and Poldanor are now cooperating closely on developing diversified products

and markets, in order to utilize the unique situation of being in full control of the whole supply chain. As

an example prime Food sold the first special GMO free meat to an American customer, and more of simi-

lar products are in the pipeline for the coming year.

In 2015 Axzon has focused on improving the biosecurity standards at the slaughterhouse as well. The

company has invested in a new washing station for trucks and the slaughterhouse has also implemented

Danish welfare standards for pigs before slaughtering.

4.6 Conclusion

In the past year there has been improvements in all departments of the production in Axzon and on all

key efficiency parameters. As of February 2016, the production efficiency is still increasing in all key pa-

rameters.

5.0 Risks

Enterprise Risk Management (ERM) input

Axzon’s activities and the geography of its operations expose it to a number of risks, the most prominent

being biosecurity risk, political risk and financial risk.
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5.1 Biosecurity risk

Since 2007, African Swine Fewer (ASF) has posed a significant threat to pig producers in Eastern Europe

and Russia and when addressing the biosecurity risk in Axzon, ASF is a particular concern due to its dev-

astating nature.

To mitigate the biosecurity risk Axzon has developed a biosecurity program in order to stop transmission

of disease by minimizing the movement of biologic organisms or their vectors (body fluids, viruses, bacte-

ria, rodents, flies, etc.) onto and within animal operations.

According to this program, the health status of the herds is measured constantly by internal and external

experts, all animals are kept in bio-secure facilities with no un-controlled access possible for humans, ve-

hicles and animals. The production facilities are designed using state of the art technology within hygiene

and animal welfare and special programs are in place mitigating biosecurity risk related to live animal

transportation, feed mills and slaughterhouses applying both to Axzon and partners.

All new production facilities are situated at a safe distance from each other and potential sources of dis-

ease, and all new animals are subject to quarantine before they are entering the territory of a production

facility. The Axzon slaughterhouse Prime Food in Poland is using only pigs produced by Axzon’s Polish

production company Poldanor or producers controlled by Poldanor, this way being able to fully control

the access by trucks to the production facilities and the health status and quality of the raw material used

in Prime Food.

The biosecurity procedures and operational facilities undergo at least one annual audit, both internally by

the Axzon staff in cooperation with recognized Science Centers, and externally by expert representatives

of our shareholders.

5.2 Political Risk

With regard to political risk, Ukraine has again in 2015 been characterized by war, political turmoil and

the inevitable economic downturn to follow such a situation, and as a consequence the purchasing power

among consumers of pork declined.

In Russia, during 2015 the economy was negatively affected by a collapse in the crude oil price and a sig-

nificant devaluation of the Russian ruble which, combined with the impact of financial sanctions imposed

on Russia by the EU and the USA, caused a recession in the Russian economy. On the other hand, the

counter-sanctions imposed by Russia with regard to agricultural products from the EU and other coun-

tries created an opportunity for a higher price on agricultural products produced in Russia and a govern-

ment focus on self-sufficiency.

Poland, as was the case with other EU pig producers, suffered from low prices in 2015 due to excess pro-

duction of pig meat in The European Union, and the Russian counter sanctions. Furthermore, the emer-

gence of a new Polish government expressing controversial views on a variety of topics including agricul-

ture and large-scale agricultural producers like Axzon added to the uncertainty.



30

Review

5.2 Political Risk (continued)

As reported elsewhere and as 2015 production numbers show, Axzon’s solution to such challenges is to

become even more effective to be able not only to survive, but to take advantage of the situation.

Furthermore, Axzon seeks to mitigate political risk by producing in different countries and by having in-

stitutional shareholders and lenders on board like the IFC (International Finance Corporation), the EBRD

(European bank for Research and Development) and the Danish government fund IFU creating leverage

towards the political level in the countries of operation. Locally, Axzon cooperates with all stakeholders

including decision makers, legislators, NGOs and neighbors in order to create a relationship of mutual

trust.

5.3 Financial Risk

The financial risks facing Axzon are primarily related to the interest rate and currency. Debtor risk is also

a risk, however with a more limited impact.

Interest rate SWAPS are not used.

Loans are taken primarily with a variable return meaning that the interest rates are at the same level as

the market. Fixed rate loans are occasionally used for construction investments if profitable and expedi-

ent.

Currency risks is minimized by coordinating payments to the extent it is possible. Devaluation risk in the

countries of operation is not mitigated as Axzon’s products are mainly internationally valued commodities

and therefore the impact of devaluation is mostly accounting related. In the long run sale and purchase

prices will adjust to the global market thereby compensating for the gained losses.

5.4 ERM initiatives 2015

In 2015, the Axzon Group decided to apply a more structured approach to Enterprise Risk Management

(ERM) by introducing a web-based online ERM tool allowing each subsidiary in the Group to identify and

assess the risks facing them, set up mitigation plans, follow up on these plans and appoint responsible

persons for this. In 2015 the implementation of this framework has been work in progress and the system

is expected to be fully operative during Q1 2016. The ERM input from the subsidiaries will be consolidat-

ed on group level, forming a Group ERM database which is to be updated and presented to the Axzon Au-

dit Committee on a regular basis.

5.5 Subsequent events

After the status date, there has been no significant changes in the political situation in Russia and

Ukraine, which means that we still expect a volatile and turbulent market and economic situation in those

countries.
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6.0 CSR

CSR has been a focus area for Axzon A/S since the founding of the company in 2010, and before that,

when the Group consisted of individual production companies in Poland and Ukraine, Axzon also took

pride in “doing things the right way”. Sustainability was and remains a key word and the aim is always to

try to act in a responsible, sustainable manner – with regard to the environment, animals, the communi-

ties where Axzon operates, live and work, employees, competitors etc.

A year has passed since Axzon launched its first new-format CSR report in 2015. During that short time

and despite adverse business conditions in all three countries of operation Axzon has increased the herd

by 10.000 sows and the number of employees by 119. Needless to say, expanding during hard times takes

its toll on both capital and people, but keeping up the high standards in everything has been a key point

for Axzon. This goes for the CSR activity as well and there is already good progress on most of the KPIs

that set in 2014.

In 2015, Axzon has implemented a new system of internal audit regarding animal welfare, and Axzon sus-

tains zero welfare-related penalties from authorities, use less water, less fuel for the machinery and re-

newed focus on labor safety has been implemented, which has paid off with a substantial reduction of ac-

cidents and days away from work. The slaughterhouse, Prime Food, has been focusing on quality and food

safety causing the number of recalls to decrease radically, and Axzon’s employee turnover has decreased

despite the expansion and the many new hiring’s. Axzon has donated more than ever before to local com-

munities, showing employees, neighbors and local authorities that Axzon is committed to being a positive

contributor to the local area.

From an organizational point of view, Axzon has enhanced the CSR department by appointing a number

of specialists in each field measured, which will ensure that Axzon keeps focus on improving the CSR KPIs

during the year. In other words, making sure that CSR is a part of how Axzon thinks and act in every as-

pect of the business. The Axzon 2015 CSR Report can be downloaded by following this link:

www.axzon.eu/images/PDF/csrfinancialstatements2015.pdf

7.0 Expectations for the future

In the past year Axzon has proven that the group is able to produce remarkable results, even under the

most difficult external circumstances.

The company expects to continue to increase both scale and efficiency in the production, as well as reduc-

ing unit costs in 2016.

The prices on agricultural products runs in cycles. Therefore, Axzon expects an upward trend in pig prices

in the years to come. As for 2016, however, the profitability level in the pig production, especially in the

beginning of the year will continue to be low, but is expected to start the upward trend in the last part of

the year. This expectation is supported by prognosis for the production in Europe, where the herds are

decreasing in most countries, and a lot of producers are facing bankruptcy.
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7.0 Expectations for the future (continued)

In 2016 the company will reach full production in Russia. Taking this into account, the sales of pigs is ex-

pected to reach 1,25 million in 2016.

The turnover for 2016 is expected to be approximately 1.5bn DKK, with an EBITDA percent of 20+ and a

net result of approximately 10% of the turnover. Changes in the exchange rates must be add-

ed/subtracted.

Other than the slowly rising pig prices, the above-mentioned expectations are based on improved condi-

tions for the biogas production in Poland and Ukraine, as well as a reasonable competition in the slaugh-

ter business as well as nearly unchanged.
























































































































