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Our external reporting comprises three reports: Annual Report,
Sustainability Report, and ESG Report. Each includes content
tailored to its specifc audience and cross-references to the other
reports where relevant.

Consolidated
Annua! Repart

Sustainability Report

Our Sustainability Report report describes how
we work with social, ethical and environmental
commitments, and also serves as our annual
communication on progress towards the United
Nations Global Compact and the statutory
statement on CSR in accordance with section 99a
of the Danish Financial Statements Act, it also
includes the externally assured ESG figures.

Annual Report

Our Annual Report is our detailed annual
account of the company’s performance,
strategy and governance. It includes our
consolidated financial statements and our
externally assured ESG figures.

BUILDING
SUSTAINABLE
SOLUTIONS

A e

Environmental, social and
governance (ESG) report

The consolidated environmental, social
and governance report focuses on
presenting our ESG data and corresponding
methodologies and accounting policiesin
detail. The ESG Report carries a reasonable
assurance statement by EY.


https://www.arla.com/company/responsibility/consolidated-esg-data/
https://www.arla.com/company/investor/annual-reports/
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ABOUT THIS REPORT

This report describes how we are progressing with our social, ethical and
environmental commitments. The aim is to provide transparent and
balanced information about our strategies, goals and the impact of our
activities on people and planet. Our Annual Report and our Environmental
Social and Governance (ESG) Report are published at the same time,
providing a comprehensive overview of our business.

Transparent reporting

The report serves as our annual communication
on progress against the UN Global Compact and
the statutory statement on CSR in accordance
with section 99a of the Danish Financial
Statements Act. This English master version has
been translated into Swedish, Danish, German,
and French.

Scope of the report

In this report, we unfold our strategies, explain
how we work and discuss the challenges we
face in some of our sustainability efforts.

The Ambitions & Progress section describes
our ambitions and reports on progress towards
our sustainability targets during the 2021
financial year.

The report covers the Arla Foods amba parent
company and subsidiaries, where the parent
company has a majority share or otherwise
maintains control. Joint ventures are outside the
scope of the quantitative reporting. However,
we work with our partners to ensure an ongoing
focus on sustainability issues.

Materiality analysis

During 2021, we updated our materiality
analysis in accordance with good practice,

as specified in the Global Reporting Initiative
(GRI) guidelines and the concept of double
materiality. The analysis is based on input from
key internal and external stakeholders and
captures material issues.

By combining the analysis with continuous
dialogue with selected stakeholders, we gain
valuable input for developing our sustainability
agenda, adjusting the scope and focus of

our work and updating our reporting and
communication processes. See page 60 for
more information 7

More information and contact

For further information about Arla, please
visit Arla.com, for more in-depth knowledge
about financial performance read Arla’s
Annual Report |7

We welcome any comments, suggestions or
questions you may have with respect to this
report. Please reach out to csr@arlafoods.com,
and stay up-to-date via arla.com or through our
local websites and social media channels.

Contents —

MAJOR ACHIEVEMENTS 2021

Read more |7

URE

Sustainabilitythas been es_tvabli'srl’;e'(fj\ as one of#
the company’s top pricrities in the new strategy
towards 2026.

Read more |7

TOP

WWEF palm oil buyers scorecard — Arla scored
in the Top 10 of the 227 companies assessed.

Read more |7

We launched

Our updated global grievance
service, giving stakeholders
access to report misconduct.

Read more |7

e
( )

Across markets in 2021

Read more |7

AlL 950 organic Arla
farms implement
biodiversity and soil
health measures
every year.

Arla now ranks number 5 on
the Access to Nutrition index,
which assess how the top N ®
25 global food and beverage

companies contribute to :

the Sustainable Develop-
ment Goals on nutrition.

Read more |7 _


https://www.arla.com/company/investor/annual-reports/
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OUR VISION

CREATING THE FUTURE OF DAIRY

TO BRING HEALTH AND INSPIRATION
TO THE WORLD, NATURALLY
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TAKING ACTION TO CREATE THE
FUTURE OF SUSTAINABLE DAIRY

Our data-led Climate Checks set the direction for company and farmer owner
collaboration on taking the most impactful steps in the years ahead.

JAN TOFT NOGRGAARD
Chairman of the Board of Directors

In a year where the COVID-19 pandemic and rising costs have
challenged operations, Arla and our farmer owners have continued
to evolve practices to protect the environment and support a
nutritious, sustainable diet.

A highlight of 2021 was sharing the results of our Climate Checks,
one of the world’s largest externally validated climate data sets from
dairy farms across several countries. The data both confirms that
our farmers are among the world’s most climate efficient and
provides a baseline for further improvement towards our 2030
carbon reduction targets and, ultimately, becoming carbon net
zero by 2050. As such, it sets the direction for company and farmer
owner collaborations on taking the most impactful stepsin the
years ahead.

Exploring new methods and technologies

This data-led approach is also the backbone of our continued
improvements in other areas of farm management, including animal
welfare and biodiversity. By participating and investing in research,
we explore new methods and technologies. With the establishment
of dedicated innovation farms, we have created on-farm settings for
owners to work with industry experts and other partners to test
solutions for later broad implementation.

In 2021, we have taken additional steps to learn how regenerative

dairy farming practices can help improve soil health, carbon capture,

water quality and biodiversity. By harvesting data and the
experiences of our pilot farmers across five countries, we will build
knowledge about how regenerative methods can be applied and
how they impact climate and nature.

Contents —

We will continue to accelerate our climate
actions so our dairy farmers remain among
the most climate-efficient in the world. At the
same time, we recognise the many other
dimensions of sustainable dairy farming,
such as biodiversity, animal welfare and the
wellbeing of the people working on the farm

Representing the largest organic milk pool in the world, our organic
farmer owners have taken further stepsin the areas of climate,
animal care, biodiversity and soil health. This strengthening of their
organic values will ensure they continue to lead the category. In
2021, they began assessing and registering their farm’s biodiversity
activities to generate data that will support their continuous
improvement.

Future26 accelerates our sustainability journey

Arla’s new strategy Future26 is a key enabler of our accelerated
sustainability journey. By committing to a competitive milk price and
a retainment policy that will return more of the year’s result to
owners, the strategy supports the on-farm investments necessary to
reaching our targets.

It remains a key priority to build on our unique strengths as a
farmer-owned cooperative and engage our farmer owners in setting
the direction for the company. Over the past year, we have started
reviewing the democratic structures that govern our cooperative,
and we have introduced new communication channels to
encourage debate and knowledge-sharing among our owners.
Furthermore, we continue to run programmes dedicated to
developing competencies among current and potential future
elected members — all to safeguard and strengthen our

cooperative democracy.
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COMMITTED TO LEADING
THE WAY ON SUSTAINABILITY

Ongoing investments and a science-based approach will help us create value and sustainability
to the benefit of our owners, customers, consumers and society at large.

PEDER TUBORGH
CEO of Arla Foods

During another volatile year, we again demonstrated our ability

to respond quickly and diligently to the pandemic’s widespread
ramifications. | am pleased that, throughout 2021, we successfully
protected the profitability of our owners, the continuity of services
and operations for our customers and the health and safety of

our people.

Adapting to recurring lockdowns, re-openings, labour and supply
challenges and inflation has become an integral part of daily
management in all zones and functions. Our ability to respond

to these external events has enabled us to build stakeholder
confidence.

Global dairy demand remained high and continues to grow, not least
because of milk’s rich content of protein and calcium, versatility
and affordability. To ensure people continue to trust and enjoy dairy
benefits, we and our farmer owners are committed to leading the
way on sustainability. It's a central ambition in the new Future26
strategy, which we launched in late 2021.

A much-awaited SBTi approval

At the end of the year, we reached our first milestone when the
Science Based Target initiative (SBTi) approved our new emission
reduction target as consistent with the reductions required to limit
global warming to 1.5°C.

We have more than doubled our target for reducing emissions from
our own operations and energy use (scopes 1 and 2) to 63 per cent
by 2030 from a 2015 base year. The transition to fossil-free trucks,
green electricity and low-energy solutions at our sites will deliver
most of these reductions.

Contents —

We will use our size, expertise and
resources to help nourish a growing
population and drive necessary change to
create a future that is economically, socially
and environmentally sustainable

Regarding emissions related to our owners’ milk and other sourced
goods (scope 3), our current 30 per cent reduction target continues
to meet the SBTi’s criteria for ambitious value chain goals in line with
best practice. When a new sector guidance for Forest, Land and
Agriculture is launched in 2022, we will evaluate the need for any
changes to our plans.

Climate action and innovation at farm level

Our owners conducted the second round of Climate Checks during
2021. By analysing their submitted data, we identified the ‘Big 5’ levers
for reducing farm carbon emissions. In collaboration with experts,
pilot farmers engaged in developing scalable carbon-reduction
solutions for Arla farms. These pilot trials will continue until 2023.

Along with 24 pilot farmers, we also set out to explore regenerative
dairy farming practices and document their impact on climate,
animal care, biodiversity and soil health. In Sweden and the UK, we
opened innovation farms that will serve as hubs for on-farm trials.
The objective is to increase the positive environmental impact of
dairy farming in collaboration with farmers, researchers, customers
and industry stakeholders.

Our owners have gained a further opportunity to power their own
dairy company by selling the green electricity they generate on
farm to Arla via Guarantees of Origin —an excellent example of how
we are contributing to the circular economy and sustainable societal
development.

In 2022, we will maintain a high level of sustainability activities
across the value chain. Ongoing investments and a science-based
approach will help us create value and sustainability to the benefit
of our owners, customers, consumers and society at large.
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GOVERNANCE FRAMEWORK

Cooperative governance

Arlais a cooperative dairy company owned by 8,956 dairy farmer OWNER NATIONALITIES

owners in seven countries: Denmark, Sweden, UK, Germany, 8,956 dairy farmers
Belgium, Luxembourg and the Netherlands. All farmer owners DK SE LUX DE BE NL UK
have the opportunity to raise their voice and influence important ]| :- el | — EF‘
decisions through the cooperative’s democratic system. Farmer gy - f— 1 — =

o ) 2,274 2,236 2,319 2,127
owners elect members to the Board of Representatives, which | | |
in turn elects the Board of Directors. These two boards have
the authority to make decisions, develop the cooperative DISTRICTS
democracy and set the overall strategic direction for Arla.

REGIONS

Chairman: Jan Toft Nergaard

BOARD OF REPRESENTATIVES
175 owners + 12 employee representatives

Corporate governance

Arla’s corporate governance is shared between the Executive
Board, appointed by the Board of Directors, and the Board of
Directorsitself. Together they define and ensure adherence to

the company’s strategic direction to ensure long-term growth 77 DK members 50 SE members 23 CE members 25 UK members
of the business, supervise management and ensure compliance |

with company policies as well as statutory regulations, while Area I —
striving for a sustainable increase in company value. Further == Area council —— BOARD OF DIRECTORS T  mm —
the Executive Board ensures appropriate risk management. 15 owners + 3 employee r?presentatives council I I—
The Executive Management Team (EMT) is appointed by the == Area council — + 2 external advisors — preacouncl S z

Executive Board. The EMT is responsible for Arla’s day-to-day
business operations, preparing strategies and planning future
operational structure.

Employees:

Arla has 20,617 full time equivalents (FTE) globally, compared
to 20,020 last year. Employees are represented both in the
Board of Directors and Board of Representatives.

EXECUTIVE BOARD
CEO +CCO

EXECUTIVE MANAGEMENT TEAM
CEO: Peder Tuborgh Executive Board + 5 officers

For further details, please see Arla’s Annual Report 2021 |/ 20,617 EMPLOYEES



https://www.arla.com/company/investor/annual-reports/
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Contents
OWNERS & COWS MILK COLLECTION PRODUCTION,
PACKAGING & INNOVATION
e We have 8,956 farmer owners, who are e We collect around 13.6 billion kilos of raw
responsible for over 1.5 million cows milk each year, mainly from our ownersin e We process milk at our 60 sites
e QOurowners are amongst the best in the world* seven countries e We produce 6.8 billion kg of nutritious dairy products
in terms of efficient and sustainable production, each year

with only 1.15 kg COze emissions per kg of milk

o . g
I ﬁ . < W=y > A=

OUR MISSION IS TO SECURE THE
HIGHEST VALUE FOR OUR FARMERS’
MILK WHILE CREATING OPPORTUNITIES
FOR THEIR GROWTH

O

©
D)

& )
@& AR arien

Z
N\

Z )
N
CONSUMERS & WASTE MANAGEMENT CUSTOMERS
o We provide nutrition for millions of people e We sell our productsin 152 countries
e [tisimportant to us that our products have the lowest possible negative o We add value to our owners” milk through innovation, branding and marketing,
impact on the environment throughout their lifecycle. We work and the profit is shared among owners through the milk payment

continuously to reduce our waste

* FAO and GDP. 2018. Climate change and the global dairy cattle sector — The role of the dairy sector in a low-carbon future

~OO,
)
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GOVERNANCE AND WAYS OF WORKING

Arla’s Code of Conduct — Our Responsibility — is our foundation for sustainable development and the corporate

responsibility we embrace. Covering the key aspects of our business, it forms the basis for our company.

Our responsibility

Our Code of Conduct |7 is approved by Arla’s Board of Directors.
Arla’s Executive Management Team approves strategies, prioritises
areas, ensures progress and annual follow up and sets the direction
for necessary improvements and further updates.

All managers are responsible for embedding our Code of Conduct in
Arla’s culture and business, and each and every colleague plays an
important role in its implementation.

Our Code of Conduct is further operationalised in policies,
processes, standards and codes of practice throughout our value
chain. Our overall due diligence process, which we apply before
entering a new partnership or joint venture, covers economic, social
and environmental concerns.

Sustainability governance

Throughout 2021, Arla’s Sustainability Board has continued to
govern the implementation of our sustainability strategy, focusing
on developing long-term goals and short-term activities for the
workstreams under the strategy: Sustainable dairy farming,

Protecting nature, Carbon net zero operations, Minimising food waste,

Sustainable packaging, Access to healthy nutrition, Inspiring good
food habits, Supporting communities, Caring for people.

The Sustainability Board has focused on clear plans, KPIs and
monitoring, while the daily implementation of the strategy,
underlying ambitions and policies to support sustainable
development lies with relevant functions.

During the year, we have appointed sustainability managers to our
markets to further strengthen our sustainability efforts, and drive
local sustainability initiatives and communication. We want to make
our global ambitions and commitments relevant in a local context.

In November, together with the launch of Arla’s new overall business
strategy Future26, which has an integrated sustainability focus, we
announced further strengthening of our climate ambitions setting
Science Based Targets for 1.5 degrees, read more on page 17 [/

It was also announced that sustainability is now anchored in the
EMT through the new role Chief Agriculture and Sustainability
Officer (CASQ). As a consequence the Sustainability board was
discontinued. The sustainability work has matured, and is now even
more integrated in our business strategy and ways of working, all the
way from farmer owners to the marketing and sale of our products.

To further accelerate the sustainability agenda in Arla, we have
included sustainability perspectives in our investment processes
and increased our focus on change management. Investments
aimed at improving sustainability performance often carry a slightly
longer payback time. To manage this a climate-adjusted payback is
calculated for all Arla investments above EUR 1 million. This results
in a shorter pay-back time for investments that reduce greenhouse
gas emissions and a prolonged payback time for investments that
increase them. The process makes the potential negative impacts of
production changes more transparent, improving the strategic
decision-making process.

Strategic issues in relation to farm management are discussed and
agreed with our Board of Directors.

Contents —

Business principles

In Our Reponsibility we also communicate our commitment

to responsible business conduct. It describes principles and
expectations for how company and employees should act credibly,
and with integrity, complying with applicable laws, rules and
regulations in all of our operations. For us, a responsible business
conduct also comes from living our company values, through our
culture of openness and transparency. In 2021, we launched our
new and improved grievance mechanism: EthicsLine, which is
available on our website.

Risk management

Our approach to due diligence is integrated in the way we work and
do business along our value chain. We identify, prevent and mitigate
risks related to our activities to help minimise adverse impact on
people, society and business. Examples include our farm
programmes, our sourcing positions, and work with human rights.
We focus on reporting on progress in relation to social and employee
issues, environment, climate, corruption, human rights and other
topics material to us. During the year, we updated our materiality
analysis, which is now based on the concept of dual materiality, read
more on page 60 |7


https://www.arla.com/company/responsibility/code-of-conduct/
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GOVERNANCE AND WAYS OF WORKING

Owners and suppliers in the democratic organisation
In Arla, the suppliers of our most important raw material — milk — are
also our owners. All our farmer owners have the opportunity to take
part in the company’s democratically governed decision process, and
as suppliers they must adhere to the company’s demands on
responsible milk production.

VISION

Creating the future of dairy
to bring health and inspiration
to the world, naturally.

MISSION

Securing the highest value for
our farmers” milk while creating
opportunities for their growth.

Hybrid meetings — the new normal

Online meetings continued to replace most face-to-face gatherings
of farmer owners and their elected representatives during 2021. For
this reason, the Board of Representatives voted in February to
postpone the biennial elections to all the cooperative’s democratic
bodies until 2022. In general physical meetings were possible again
from August, however, with some using hybrid format.

The Board of Directors has decided to allow hybrid meetings for the
regular district meetings, where Arla farmers will cast their votes in
the spring 2022 elections. This has created a need for a digital voting
system. In preparation, farmer owners were introduced to the online
voting platform at the autumn district meetings.

Arla Coop 2.0

A project called Coop 2.0 was launched in 2021, governed by the
Board of Representatives. The purpose is to develop the cooperative
further by engaging our farmer owners even more in the topics
important to them. Based on more than 800 responses, the topics
chosen were Future milk pool, Financing and ownership, Coop
structure and governance, Coop democratic process and Member
engagement. One of the new activities was a series of member
webinars, called CoopTalks, to build knowledge and give
opportunities to ask questions to internal and external experts.

ARLA COOP 2.0 ENGAGEMENT TOPICS

A L g

Future
milk pool

Financing
and ownership

v/ v

Coop structure
and governance

Contents —

The CoopTalks were held in each of our core marketsin local
languages as well. Having introduced CoopTalks, the Member
Engagement Committee is looking at how to improve member
communication by using a better mix of communication channels.

Digital training for representatives

Our global training programmes have benefited strongly from digital
opportunitiesin 2021. For example, we were once again able to offer
online English courses for members of the Board of Representatives
and provided online training in the half-year results and our digital
platforms.

At a strategy workshop in Denmark, our Global Training Committee
discussed the future training programme, particularly for the newly
elected membersin all bodies. As members are now accustomed to
digital meeting formats, it was decided to draw a closer link between
physical and digital training content.

Ahighlightin 2021 was the ARLA 24 course, which is offered once a
year to experienced elected Board of Representatives members and
provides strategic insights into a specific market. In November, 32
members met for a two-day-course in Stockholm, where they
gained a stronger understanding of the Swedish market and
business strategy.

& 7

Member
engagement

Coop democratic
process
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FUTURE26

Climate change and malnutrition are the most difficult challenges facing our global food systems.
Both require urgent and ambitious action, and we believe dairy is an integral part of the solution.

In November we presented Arla's new five-year strategy Future26.
Building from a strong position, sustainability is now incorporated as
one of the key focus areas in our strategy.

In Future26, we strengthen our commitment to sustainable dairy
production and to growing our business responsibly to meet the
fast-changing eating habits among consumers and their increasing
demand for sustainably produced dairy products. Our proof points, are
that we have committed to increasing our investments by more than

40 per cent to over EUR 4 billion, focusing on sustainability, digitalisation,
new production technologies and product development. At the same
time, returning more of the annual profit to farmer owners, amounting
to more than EUR 1 billion in the strategy period, to support our farmer
owners on their sustainability journey, which will require investments.

Over the last decades, Arla’s farmer owners have steadily worked
towards sustainable farming. Today they are among the most climate-
efficient dairy farmers in the world. In 2021, emissions from Arla’s farmer
owners amounted to 1.15 kilo COze per kg standardised milk, and they
are committed to accelerating their reduction of greenhouse gas
emissions towards the science-based target of 30% in 2030 (scope 3).

Over the next five years, we will continue to take industry lead on
data-driven sustainable dairy production throughout our value chain,
just as we have raised our commitments to meeting the 1.5 degree goal
by reducing Arla company emissions and emissions from purchased
energy (scope 1+2) with 63% by 2030.

The strategy is developed true to Arla’s vision. It is based on trends in
consumer values, focused on health, sustainability and transparency, and
reflects global population, urbanisation, economic growth and
digitalisation trends which are changing purchasing patterns and have the
potential to change market competition. Growing our brands and market
share and delivering a competitive milk price to our farmer owners are
essential to the development of the cooperative.

FUT
URE

VISION

Creating the future of dairy to bring health and inspiration to the world, naturally

STRATEGY ASPIRATION
A leader in value creation and sustainability

= sco e 3
wn 63w -30x

BRANDED GROWTH BY 2030 MITMENT)

1 10

PEER GROUP INDEX

-

SCALESO %

BUILD GROWTH
PLATFORMS

W (7
&

LEAD SU INRBLE

N

\

DIGITAL & INNOVATION AS ACCELERATORS

WIN WITH OUR OWNERS & PEOPLE

For more in-depth information about Future26, please see Arla’s Annual Report |7



https://www.arla.com/company/investor/annual-reports/
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SUSTAINABILITY STRATEGY

We promote a wide range of products to satisfy nutritional needs across generations and continents, while we
constantly focus on reducing our environmental impact. Our sustainability strategy, which is inspired by the United
Nations Sustainable Development Goals, keeps us on our path to make both the planet and people stronger.

Our sustainability strategy, which we launched in 2019, focuses
on improving the environment for future generations, increasing
access to healthy dairy nutrition and inspiring good food habits.
The strategy is founded on our Code of Conduct, which ensures
our commitments to respecting human rights and ensuring
responsible business practices across our markets. These
ambitions are further strengthened in our new company strategy
Future26, where sustainability is one of the key focus areas. As
such, the sustainability strategy will serve as a more detailed
roadmap going forward.

Through our sustainability work, we contribute to the realisation
of the UN’s Sustainable Development Goals (SDGs). Our prioritised
focusis on the SDGs relating to food, environment and climate.
This is where we can maximise our positive impact, while carefully
addressing our potential negative impact. We recognise the close
link between all SDGs, and we know that we have an influence

on all of them through our general business practices and
commitments, as defined in our Code of Conduct.

Follow up on our sustainability strategy and targets can be found
in this report under the themes Stronger Planet and Stronger
People where we describe how we work with these strategic
areas. Detailed progress and selected KPIs can be found in the
section Ambitions & Progress data [

Helping and enabling

Taking actions to support a

STRONGER PLANET

by improving the environment
for future generations

by increasing access to healthy dairy

Sustainable Protecting Carbon Minimising Sustainable
dairy farming nature net zero food waste packaging
operations

Sl = kR

Access to Inspiring good Supporting
healthy nutrition food habits communities

CODE OF CONDUCT

Our responsibility throughout the value chain

2 R0 GOOD HEALTH Quauy 5 G CLEAN WATER DECENT WORK AND gmnusmlmnvnlm 10 REDUCED “ SUSTAINABLE GITIES 12 RESPONSIBLE e (AL 15
HUNGER EQUALITY ANDCOMML WATER oNLAND

]
1 P ANDWELLBEING EDUCATION AND SANITATION ECONOMICGROWTH | &) ANDINERASTRUCTURE INEQUALITES CONSUMPTE ACTION
ANDPRODUCTION

i~ M F W i & S e 00 @ o &
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STRONGER PEOPLE

nutrition and inspiring good food habits

Caring for
people
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Our climate ambition

Sustainable dairy farming

Protecting nature

Carbon net zero operations — sites

Carbon net zero operations — logistics

Minimising food waste

Sustainable packaging

Carbon neutral organic

Responsible sourcing
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OUR ENVIRONMENTAL AMBITION

Countering climate change is at the top of the agenda in our cooperative. Together with our 8,956 farmer owners, we updated our
ambitious climate targets in 2021, which are now aligned with the Paris Agreement’s target of a maximum 1.5 degrees Celsius increase
in the average global temperature. We are working towards becoming carbon net zero across our value chain by 2050. Our 2030
science-based targets guide us on our way to the 2050 target: reducing scope 1 and 2 emissions by 63 per cent in absolute terms,

and scope 3 emissions by 30 per cent per kilo standardised milk and whey.

WE DEFINED CLEAR PATHS ACROSS OUR VALUE
CHAIN TO ACHIEVE OUR TARGETS

OUR AMBITION COVERS THREE THEMES

Clean air & water More nature Farms Production and logistics Packaging and food waste

Better climate

We are protecting regional
water sources and reducing
emissions across the whole
value chain.

Our goal
Keep nitrogen and phosphorus
cycles in balance.

We are building a more
diverse, robust and

accessible local
agricultural landscape.

Our goal
Increase biodiversity
and access to nature.

=S

Focus on climate levers also
improving resource
efficiency

Implement actions to
improve biodiversity and
soil health

Development and scale of
new technologies

“ERL (S )

‘©0-

od

Improve production

and logistics efficiency
Increase share of
renewable energy and fuels
Halve food-waste in
operations 2015 —2030

100% recyclable packaging
by 2025 where our
products are sold

0% fossil-based virgin
plastic by 2030 in our Arla
branded packaging

Inspire reduced consumer
food waste

OUR BRANDS PLAY A KEY ROLE IN FUNDING THE JOURNEY FOR OUR FRRMER OWNERS

LURPAK

Sustainability is core in the brand strategy and positioning of our brands. In addition to
the many initiatives within farm and supply chain, in 2021, we have demonstrated our
strengthened sustainability focus through more sustainable packaging initiatives on
brands such as Arla Lactofree®, Arla® Protein, Ingmariini®, Arla Ko®, Lurpak® and Castello®.

We have launched carbon neutral milk initiatives on Arla @ko®, Arla EKO® and Arla
Biologisch®in Denmark, Sweden and Netherlands. These are examples of the many
initiatives to promote the sustainability journey for Arla's brands.
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OUR CLIMATE AMBITION

OUR CLIMATE REDUCTION TARGETS 2015 - 2030

e I

mm:m\ O 'ﬂ f%
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Farms Transport

I

I

B |
per kilo standardised !

milk and whey

Production and offices

Waste
management

Transport
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emissions relate to the activities under
our direct control. They include
transport with Arla’s vehicles and
emissions from Arla’s production
facilities.

emissions are the indirect emissions
from purchased goods and services (e.g
raw milk from our farmer owners,
packaging and external transport) and
from waste handling (eg. recycling) at
our sites.

emissions are the indirect emissions
caused by the energy that Arla
purchases, i.e. electricity, steam,
heating or cooling.

SCIENCE BASED TARGETS

Arla has set science-based targets to significantly reduce our
greenhouse gas emissions by 2030 compared to a 2015 baseline.
At the end of 2021, the Science Based Targets Initiative (SBTi)
approved our ambition to be consistent with the scope 1 and 2
reductions required to keep global warming at 1.5°C, the most
ambitious goal of the Paris Agreement.

This means that the target for scope 1 and 2 emissionsis a 63 per
cent reduction in absolute terms, which is a doubling of Arla's 2019
ambition. For scope 3 emissions at farm level, expressed as per kilo
standardised milk and whey, the target remains a 30 per cent
reduction.

SBTiis expected to launch a new sector guidance in 2022 for Forest,

Land and Agriculture with more detailed requirements for setting
science-based targets than previously available for companiesin
land-intensive sectors. Arla’s ambition is to be in line with a 1.5°C
trajectory in all three scopes of the value chain. We are, therefore,
committed to implementing the new standard when it is released
and, if necessary, recalculating the base year and target year
emissions for Scope 3.

SBTiis a collaboration between Carbon Disclosure Project (CDP),
World Resources Institute (WRI), the World Wide Fund for Nature

(WWF) and the United Nations Global Compact (UNGC) and one of
the We Mean Business Coalition commitments. The SBTi defines and

promotes best practice in science-based target setting and
independently assesses companies’ targets.

SCIENCE
BASED
TARGETS

DRIVING AMBITIOUS CORPORATE CLIMATE ACTION
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SUSTAINABLE DAIRY FARMING

Our farmer owners are among the most climate-efficient dairy farmers in the world. We have one of the
largest externally validated climate data sets from dairy farms across seven countries to guide our actions
towards further emissions reduction, and we work together to continue improving our performance.

Climate Check

Our Climate Check tool helps Arla farmer owners identify farm
greenhouse gas emissions (COze) and suggests actions for reducing
emissions further. Because our farmer owners are in seven countries
in Northern Europe, the tool is designed to take regional differences
for example in dairy cow feed into account so we can map and
compare the carbon footprint of all farms. The increased level of
consistency and transparency this provides has resulted in reasonable
assurance of our climate data on farm by an external auditor.

. lodind out more about how Arla’s
Climate Check programme works L7

Following the introduction of the Climate Check tool in 2020, we
have conducted a further analysis of the first dataset. This shows
that 78 per cent of the variation in carbon footprint between farms
stems from five focus areas, which we refer to as the Big 5: feed
efficiency, protein efficiency, cow mortality (as an indicator of cow
robustness), fertiliser use and land use. While there is insufficient
evidence to suggest that one type of farm or production system

is more efficient than others — high performers exist across all
countries and production systems —management decisions and
best practice are clearly essential to our climate journey. The Big

CLIMATE CHECKS IN PRACTICE THE BIG S CLIMATE ACTIONS ON FARM

5 represent the most effective climate action areas that all Arla Arla Climate Checks measure six key areas: number of animals,
farmers can work with to lower their farm’s carbon footprint, as they feed composition, crop production, use of fertiliser, manure
are expected to deliver about one third of the needed reductions handling, and use of electricity, fuel and renewable energy. Feed Protein
by 2030. Innovation farms are testing technology to reduce our efficiency efficiency
footprint further. In 2021, 93 per cent of Arla's active farmer owners participated
in the Climate Checks, covering 98 per cent of Arla's owner milk
A project with global industry experts and business peers is volume. The share of the data, which has been assured by the
addressing the lack of a standardised scientific methodology for external auditor shows that 77 per cent of Arla's active farmer
including carbon sequestration (capturing and storing carbonin owners have a farm-level footprint of 1.15 COze per kg fat and Animal Fertiliser
the soil, hedges and trees) in carbon footprint calculations. A draft protein-corrected milk, at par with results in 2020. The best- robustness use
methodology has been tested on owner farms in 2021. Due to performing farms can produce a kilo of raw milk with a footprint
challenges and complexity the project has been slightly delayed well below 0.9kg COze.

and the methodology will be further refined during 2022.


https://www.arla.com/sustainability/sustainable-dairy-farming/how-arla-farmers-reduce-dairys-carbon-footprint/
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SUSTAINABLE DAIRY FARMING

Our quality assurance programme Arlagarden® includes four focus FARM SUSTAINABILITY DATA MANAGEMENT

areas; milk quality and food safety, animal welfare, climate and Farmer owners provide data related to 3 areas: our quality assurance programme Arlagarden®, Climate checks,
nature, and people. To ensure compliance, farmer owners are and Biodiversity & soil health. This data forms the basis for further development and improvement.

audited by an external certification body. Each year, 30 per cent of all
farms are audited. There are also spot checks and extra audits of
farms that demonstrate low performance and/or do not submit
mandatory data. If a farm fails to meet the the requirements there
are clear and consequential sanction systems.

ARLAGARDEN®

nlm@ Audits — 3 Actionlist

Data capturing 100+
Electronic self-assessment tools play an increasingly important role Questions quarterly
in gathering and consolidating data about overall farm performance

and also about how our farmer owners are contributing to our goals

CLIMATE CHECKS
within carbon reduction, biodiversity and animal welfare.

: KPIs /
. . . . 8,956 DATA Advisory
Climate advisory visits ARLA FARMERS INPUT —> % %3 visits 2 recommen-

Advisory visits to the farms are increasingly in focus on the journey 200+ dations
towards our 2030 emission reduction goals. Conducted by external Questions yearly

agricultural climate advisors, the objective of the visits is to validate =
BIODIVERSITY
& SOIL HEALTH

the data and give farmers advice on how to improve their carbon
@ ﬁ Focus areas —> Overview
@;% 50+

footprint.
Questions yearly

In 2021 we have improved the climate check data validation
process, and added an opportunity to simulate farm climate
performance to assess improvement potential.

SOURCES OF GREENHOUSE GAS EMISSIONS ON FARM

9% 33% 10% 41%

o Le0n A g

Peat soil Feed purchased Manure storage Cows digestion Energy Other
and home grown of feed
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SUSTAINABLE DAIRY FARMING

Milk is our key raw material, and we want it to be produced responsibly, with care for cows and nature.

Animal welfare is a key priority for our farmer owners, for Arla as a company and for our external stakeholders.
Healthy cows that are well cared for produce more nutritious milk in a more resource-efficient way. The effort

to improve their welfare is constantly in focus.

Animal welfare

Arla farmer owners are required to report four times a year on cow
body condition, cleanliness, mobility and injuries. These four science-
based indicators reflect the most common issues for dairy cattle.

During 2021, 8,956 farmers submitted data related to the welfare of
their herds. Thisincluded completing a questionnaire about housing,
feeding, grazing and general well-being, based on their self-
assessment via the Arlagarden® platform. Farmers that receive
unfavourable scores must act to address the problems. Sick cows
must also receive the appropriate treatment.

Animal welfare on the farms is regularly audited by the specialist
quality assurance and audit firm, SGS, which assesses representative
groups of cows against the indicators. In 2021, 37 per cent of farmers
were audited. The share of audited farmers with no major animal
welfare issues is shown in our ESG table, see page 58 [

If an audit finds major animal welfare issues, follow-up audits are
scheduled. If repeated animal welfare breaches occur, milk is no
longer collected from the non-compliant farm and, in rare extreme
cases, membership is terminated. During 2020, the audit process
was upgraded and harmonised across all owner countries.

In addition to the regular reports on the four welfare indicators,
Arla receives data about cow and calf mortality at farm level — from
national herd databases. Mortality is a strong indicator of animal
welfare. In 2022, we will use this data to identify farms for a pilot
project which will explore strategies for improving cow and calf
robustness.

We measure the general well-being of the cows against
four indicators, based on scientific research into the most

common problems among dairy cattle.

COWS WITH GOOD BODY CONDITION

Fit cows have the perfect amount of fat reserve on their bodies:
not too little and not too much. Farmers determine if their cows
are fit by using body condition scoring, which is a visual and
tactile evaluation of the cows. They categorise the animal into
three categories: normal, thin and very thin.

CLEAN COWS

have a lower risk of being infected by disease. Farmers assess the
cleanliness of the cows by looking at the size of dirt and muck
patches on their bodies. Then they categorise the cows into three
categories: normal (clean), slightly dirty and dirty.

Contents

MOBILE COWS
have no problem walking,

and no pain in their legs
and feet. If mobility is
impaired, cows limp, which
can be caused by arange
of conditions, like disease,
poor management and
environmental factors.
Farmers categorise the
cows into three categories:
normal, slightly lame and
obviously lame.

COWS WITHOUT INJURIES
Aninjury on a cow can be a lump, bump,
ulcer, sore or coloured area on the skin.
Farmers categorise the cows into three
categories: normal (without injuries), with
smallinjuries and with bigger injuries.
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It is critical for Arla to continue developing and strengthening organic dairy farming, not least in relation to protecting and

improving nature on farms. We need to improve our understanding of how to develop our farming practices, in order to improve
soil health, water-holding capacity and to enhance ecosystem services. We want to explore how regenerative practices could be
adopted at scale across both organic and conventional dairy farming systems. This is why we initiated a farmer-led pilot network.

New Arla organic standard

In 2021, Arla launched a new programme to further strengthen and
differentiate our organic category by introducing 11 new
requirements in four key areas: climate impact, animal welfare,
nature and soil health. Organic Arla farmer owners will reach the
target to reduce the on-farm carbon footprint of milk by 30 per cent
already in 2028, two years ahead of our science-based target. In
relation to animal welfare, Arla’s organic owners will, among other
actions, increase the minimum number of days that cows are on
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grass from 120 to 150. They will also be spearheading biodiversity
and soil health. As well as self-assessing and registering their farm’s
biodiversity activities on an annual basis to generate data, they

will collect soil samples, which will be analysed by a third party
laboratory to establish a baseline for their soil carbon. In connection
with the new standard, the 950 organic Arla farms are now required
to implement at least 7 biodiversity and 5 soil health measures every
year, chosen from a catalogue of measures including information
about how to measure and manage improvements, developed in
dialogue with experts. From 2022, they will also self-assess soil
health indicators.

The Arla ambition for regenerative dairy farming

In 2021, we launched our ambition to take a leading role in developing
and scaling regenerative farming strategies and showcasing the
positive impact of dairy farming on nature and climate. We initiated
work to gain more knowledge about regenerative farming practices
that can enrich soil, increase biodiversity, improve water quality and
enhance ecosystem services, such as carbon sequestration, nutrient
cycling, food productivity and climate resilience.

Despite its status as a field of growing interest, there is currently
no official definition of regenerative farming. There are also few
documented examples of regenerative grass-based dairy farming
systems in Europe. Our approach to regenerative farming must

be data driven and knowledge based. Our farmer-led pilot network
will enable us to improve our understanding of how the approach
could be adopted at scale across organic and conventional dairy
farming systems.

THE REGENERATIVE FARRMING AMBITION
Key focus areas include:

e Promote biodiversity, ensuring a plentiful array of beneficial
plants and wildlife

e Improve soil health, increasing carbon sequestration,
nutrient cycling and food productivity

e Protect water and air quality, reducing pollution that
impacts air and water quality

e Enhance animal welfare, ensuring healthy and
productive animals

o Promote farmer well-being & livelihoods, ensuring a
sustainable future for them, their families and local
communities

-\ b p e
Members of the regenerative farming network
burying.underpants as a funtest t'o'e_uxptd’e soil
health (how fastthe fabri€ s degraded-im soil)

—
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PROTECTING NATURE

Farmer-led regenerative pilot network

Twenty-four Arla farms in the UK, Germany, Netherlands, Sweden
and Denmark are driving a new pilot network to explore regenerative
farming practices and demonstrate how conventional and organic
dairy farming can have a positive impact on nature and climate.

The pilot farms will participate in a four-year programme designed in
collaboration with leading regenerative farming experts FAl Farms
Ltd. They will also receive 1:1 coaching from local experts, who will
support them in implementing regenerative farming practices and
measuring improvements in ecosystem processes and,
subsequently, environmental, social and economic parameters.

Among the network’s initiatives, our innovation farmin the UK is
testing new technology to reduce farm ammonium emissions. The
Swedish innovation farm, opened in October 2021, is running trials
with 3D camera technology to monitor indicators of animal health.
We will use the knowledge gained to provide training for farmers
together with local experts and industry partners.

Aroundtable of external experts provide input for our regenerative
farming programme, including Research Institutes of Sweden (RISE),
SEGES, Baltic Sea Action Group (BSAG) and the Thunen Institute. Arla
is also a member of the One Planet Business for Biodiversity (OP2B)
coalition which aims to scale up regenerative farming practices.
Together with industry peers, Arla engages in developing definitions
and a framework for sourcing milk produced by regenerative farming
practices going forward in the Sustainable Agriculture Initiative
platform.

Contents —
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INNOMISSION

The Danish government is funding mission-driven public-private
research and innovation partnerships called InnoMission. The
partnerships aim to contribute to reaching national sustainability
goals, and Arla has joined forces with universities and peers in
the agricultural sector. This partnership is expected to spend
around EUR 26 million from public funding to innovation projects
aimed at reducing climate impact, improve biodiversity and
animal welfare. Private funding will also be generated in parallel,
thus scaling impact further. Arla CEO Peder Tuborgh is chairing
the partnership.
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CARBON NET ZERO OPERATIONS - SITES

Carbon net zero operations focus primarily on two dimensions, reducing our energy consumption through

better efficiency and transition to renewable energy. Investments are paving the way to less use of fossil fuels.

Strategic ambitions

In our operations, we have high ambitions and clear targets for
reducing greenhouse gas emissions. To achieve our science-based
targets we work with continuous improvements and strategic
investments. Our new Future?26 strategy will contribute to this
transition.

Energy efficiency

During 2021, our dairies continued to engage in energy mapping
and identification of production improvement opportunities as part
of their environmental and energy management systems. Several
large investments were either implemented or approved at our sites
as part of the Arla journey towards carbon net zero. Each one
reflects the continuous focus on optimising efficiency. Examples
include increased heat recovery and production optimisation
through investments in more energy-efficient equipment and
processes. The move to renewable energy sources, isimproving our
carbon performance further.

In Pronsfeld, Germany, this year’s completion of our new milk
powder drying tower was an important step in the continued
growth of our business. The tower is more energy efficient than the
industry average and has been prepared to run on 20 per cent
hydrogen. However, increased production still leads to increased
energy use. For this reason, continuous energy optimisation remains
a priority at all plants —new and old.

At our milk powder production plant AKAFA in Denmark, an
evaluation of production flow resulted in an investment in a new
powder transport line. The 120 meter installation connects the
site's newest and most energy-efficient spray-drying tower with the
bagging line. This optimisation of internal logistics has reduced
scope 1 and 2 emissions by an annual 418 tonnes.

Nr. Vium dairy in Denmark, invested in a new distribution system for
low-temperature hot water to make better use of the heat from its
biogas engines. This is used for process heating, cleaning purposes
and room heating and the hot water reduces the need for the natural
gas-fired boiler to produce steam. The investment reduces the
dairy’s carbon footprint by an annual 13 per cent. A further energy
performance boost is scheduled for 2022.

Similarly, Redkeersbro dairy in Denmark will utilise heat from the
site’s existing refrigeration plant and biogas-fired combined heat
and power plants (CHP) to generate hot water. This heat recovery
investment is expected to deliver a 5 per cent reduction in annual
greenhouse gas emissions.

In 2022, the installation of a new air heater at Westbury dairy in the
UK will replace outdated equipment and is expected to generate an
annual emissions saving of 4,000 tonnes.

Renewable energy

Renewable energy isimportant to reduce our scope 2 emissions.
We are currently working to replace natural gas with biogas, and
increasing the share of renewable electricity. The biogas-driven CHP
installed at some sitesin Denmark are a key part of our transition
away from fossil-based natural gas. The electricity generated is fed
directly onto the Danish electricity grid, meeting the power needs of
each site and delivering electricity to the community.

In Sweden, a new boiler was installed at the Visby dairy, and a new
boiler will be installed at Jonkoping dairy in 2022. Both replace fossil
energy sources.

Contents

In Bahrain we will install solar cells, which will reduce our CO=
emissions by approx. 1,600 tonnes per year.

Going forward will work to source more biogas and renewable
electricity from our owners.
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CARBON NET ZERO OPERATIONS

The transition to carbon neutral All the carbon credits we use are from projects that are third-party
The journey to becoming carbon neutral requires each Arla site to validated and verified according to global certification standards and
reduce net greenhouse gas emissions to zero. At present, four sites ensure full offsetting. The projects from which we purchase credits
in Denmark have attained carbon neutral status. are Verified Carbon Standard (VCS) certified reforestation and forest

protection projects. Please read more about Arla’s approach to
Carbon neutral sites reduce greenhouse gas emissions primarily climate compensation on page 29 [

through energy efficiency improvements, the switch to renewable
energy sources and reducing food waste. However, because not all
emissions can be eliminated with today’s technology, carbon
offsetting credits compensate for the remainder.

THE CARBON NEUTRAL PIPELINE WHAT IS OFFSETTING?

Greenhouse
D Gas Emissions

CO:

Balancing greenhouse gas Carbon credits are issued,

emissions with equivalent uniquely serialized, tracked and
amounts of carbon credits cancelled by means of an
electronic registry. COze = the
The Arla site in Nijkerk in the Netherlands is next in line to common unit for all greenhouse
become carbon neutral. In 2022, Settle dairy in UK will start 1 carbon credit= gases which covers all methane,
their carbon neutral journey. 1 tonne of COze thatis nitrous oxide and carbon dioxide

reduced, avoided or captured emissions.
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CARBON NET ZERO OPERATIONS - LOGISTICS

Efficient transportation is key to Arla’s business success, and we must continuously optimise logistics
throughout our supply chain. Emissions from transportation must be reduced to contribute to our 2030
science-based targets, and we are activating multiple levers across markets to address this challenge.

Logistic

We realise that climate goals require an increased effort regarding
the day-to-day transportation of fresh milk and dairy products.

To this end, we have created a roadmap through to 2030. The
roadmap draws on our three main sustainability levers for logistics
—optimisation and efficiencies, alternative fuel and opportunities
from new technology.

In our European markets, we have worked for many years to optimise
routes, identify opportunities to shift to biofuel and implement
eco-driving. One of our focus areas in 2021 has been to transfer this
knowledge and experience to our other international markets.

Optimisation and efficiencies

Route and delivery optimisation in Denmark, Sweden and the UK
brought significant emissions savings during the year. In Denmark,
efficiency improvements have reduced the number of trucks on the
road and cut annual emissions by an estimated 1,375 tonnes CO:e.
In the UK, reduced delivery frequencies to one key customer have
brought further annual savings of around 540 tonnes COze, while
route optimisation in Sweden is expected to save 46 tonnes a year.

Alternative fuels — biogas

Trials with 20 biogas trucks are underway in the UK, Denmark, Sweden
and Germany. An assessment of their performance will contribute

to a procurement decision on fleet replacement in 2022. One of the
current limiting factors on investment is the varying availability of
biogas in our core markets. Biogas sourcing is significantly less of

a challenge in countries with national biogas incentive schemes.
However, we will replace our fleet with alternative fuel vehicle
technology as the biogas infrastructure ramps up in the coming years.

In Sweden and the UK, biogas trucks are testing biogas based on
cow manure from our owners’ farms. The objective of the trialis to
understand how we can increase use of this resource to fuel trucks.
We plan to have four vehicles running on ‘poo power’ by the end

of 2022.

This year’s UK Supply Chain Excellence Awards have recogni