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Ausnutria (1717.HK)

Own-branded goat milk powder business with fast graing trend,
nutrition business with growth potential

PhillipCapital

Investment Summary

Ausnutria has recently announced positive proéittdbr 1H of FY2019. Revenue Buy (Imt'a”y )
increased by 21.9%y.0.y. and is mainly driven leyititrease of 45.3% of its own- CMP HKD12.58

branded goat formula milk powder products. The @etage share of this business to  (Closing price at 8 August 2019)
revenue increased from 35.2% to 44.9% y.o.y. The-branded goat formula milk TARGET HKD15.7 (+24.8%

powder also increased by 20.7%. The adjusted 0ét prcreased by 63.8% y.0.y.

Ausnutria ranked the ninth in infant milk formularket in China during 2018, witha  COMPANY DATA

market share of 3.9%. But it ranked the first ia #imported goat milk formula with a 3/ASR?<|—I?I'RCEASP('(\:I-I'\II<)DB:N) 201227
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market s_hare_up‘to 62.5 /0: The management tearget farto be among the top five 52 - WK HILO (HKD): 6.78/16.68

players in China’s overall infant milk market irethext three to five years.

SHARE HOLDING PATTERN » %
According to the F& S Report, the retail sales gadfi China's infant milk formula CITIC 23.97%

market increased at a CAGR of 11.2% from 2014 tt82@nd is expected to increase at Center Laboratories Inc. 23.77%
a CAGR of 6.9% until 2023. The slow down is maidlye to the decreasing birth rate,
but super-premium and premium infant milk formutaducts, is expected to continue as
> . : . . o PRICE PERFORMANCE » %
the driving force of the overall industry. This wndinned by accelerating urbanization,
L . . . . . 188 3MH 14
rising disposable income, increasingly educatedreadth conscious consumers and

d X . X . X Bosideng 22 -13.5 10.4
growing demand for high quality infant milk formytaoducts. At the same time, with g 78 99 79
the gradual improvement of Chinese consumers’ awgaseof the goodness of goat milk,
we are optimistic about the medium to long-termadement of Ausnutria. It is RETURN VS. HSI

expected that the own-branded goat milk infant fdenproducts will maintain rapid ==
growth, especially for higher-end products. Cowknmifant formula products will !uf\af |
maintain a stable single digit growth. Hy“l,t\l\.«' I

8
The high-end segment of infant milk formula producicreased at a CAGR of 27.3% ﬂ !ﬂ :
from 2014 to 2018, which accounted for 22% of tiaerall market in 2014 and 37.9% in ‘!{ o ; T '
2018. It is expected to grow at a CAGR of 16.6%| @@23, accounting for 58.3% of the ', /L ;/‘
overall market. In particular, the super-premiurgrsent grew at a CAGR of 39.5% from W L‘“\ o Wy
2014 to 2018 and is expected to grow at a CAGR6d% until 2023. This segment ™
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accounted for 6.8% of the overall infant milk forlamarket in 2014, increasing to Source: Aastocks, Phillip Securities
16.9% in 2018, and is expected to increase to 2&y2023.The company will continue
its R&D projects and launch new products. The &jdgwat milk formula product is KEY FINANCIALS

expected to be launched in 2020. The organic irgaat milk formula is still awaiting RMBmn  FY17  FY18 FYIO9E FY20E
registration and is expected to be also launch@®2®. In terms of cow milk powder, it NetSales 392¢  539C  700¢  896¢
it just got a new baby milk powder product registrain March this year, and began t0 et profit 30¢ 63t 911 1247
have related promotion activities in June. Theeestfl 3 brands that are still waiting to  gps rMs 02/ 047 057 0.77
register at the New Zealand plant.

PER, x 46.€ 24.% 20.C 14.7
. - - BVPS, 15 25 23 25

The company's GPM in 1H improved by 5.7 ppt y.my2.1%. We expect that the RMB
overall GPM will continue to improve y.o.y. thisare mainly due to the improvement of P/BV, x 7.4 4.€ 5.C 4.5

product mix. The sales of super-premium productswi-branded segment with over ROE.%  17.2% 19.0% 252% 31.1%
60% GPM, will maintain fast growth. Last year, therease in distribution expense was Source: Company, Phillip Securities Est.

due to the increase in the proportion of own-branskgment and the increase in

transportation cost. The current transportatioriscoave been reduced, mainly due to the ' 3575 516,

increase in the use of railway transportation stheeQ4 of last year. We give buy rating, tracyku@phillip.com.hk

target price-earnings ratio 25 times, with targetepHKD15.7. (current price as of

August 8, 2019)
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Business Overview
About the company

It is an international high-end dairy and nutritipmoducts enterprise with an entire
business chain of raw milk collection, R&D, prodont and end-market sales.
The Company's global sales and service networkrd@kina, North America,
Europe, Russia, Australia, the Middle East, andhdyFounded in Changsha
City, Hunan Province, PRC in September 2003, tmepamy was listed on the
Stock Exchange of Hong Kong Limited in October 20€btlighted as the first
Chinese infant formula company to list in Hong Kong

In 2011, it acquired Ausnutria Hyproca B.V. (fomge'Hyproca Dairy Group
B.V"), a dairy company with over 100 years of higton the Netherlands. In 2014,
it initiated the investment and construction of BHato Factory and the Hector
Factory, also in the Netherlands. In 2016, it aeguNutrition Care, an Australian
nutritional products company, and co-invested Witbstland (a dairy company in
New Zealand) to establish the PNL Factory. In 2@l&¢quired ADP and Ozfarm
in Australia. In October 2018, Ausnutria introdudgd IC Agricultural Fund as
the Company's single largest shareholder.

At this time, Ausnutria possesses ten factoriegraddhe world, among which
there are two in China, five in the Netherlands) twAustralia, and one in New
Zealand. They provide a diversified product portf@overing infant formula,
toddler formula, adult formula, liquidity milk, arather nutrition products.

Nutrition products

Ausnutria’s own-branded formula mild powder bussregisared 82% of the total
revenue in both FY2018 and FY2019. As we consittesother businesses like
nutrition products will maintain fast growth, tHigure is expected to maintain at
over 80% without large room to grow. Revenue ofitiah products grew 80.7%
y.0.y. in FY2018. The business focuses on intelstiealth products for children
and adults.

In early July, Ausnutria announced the acquisitbthe remaining 40% equity
interest in each of Nutriunion HK and Nutriunion &gzhou. The upfront
consideration of the former is RMB56.38 million, iatm shall be settled by the
issuance and allotment of 4,118,255 shares at ghiaeof HK$15.47 each. The
subsequent consideration is capped at RMB180.didmiNutriunion GZ is
agreed to buy at the acquisition considerationBR.82 million, which shall be
settled by cash.

According to the management team, it will contibm@ay attention to suitable
M&A opportunities, which will mainly be mainly dovetream intestinal health
companies. The milk powder production capacityuisently sufficient, and the
capacity utilization rate is only 50%, so ther@dsneed for further M&A.

Industry Overview

According to F&S report, prior to the melamine ohent in 2008, domestic brands
of China’s infant milk formula held a relativelydger proportion of market share
in comparison to international brands. Following thcident, consumers’
confidence in domestic infant milk formula has beegatively impacted, which
led to international brands taking up market shidevertheless, over the years it
was evident that the market share of domestic lsraad gradually rebounded. In
2014 and 2018, international brands collectivelgd 5% and 53.4% respectively
of the infant milk formula in terms of the retaallss value. While doemstic brands
collectively held 45% and 46.6% respectively.
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There are favourable industry policies by the PR@gnment. The NDRC
unveiled the Action Plan for the Promotion of Dofiekfant Milk Formula in
May this year, aiming to increase the portion ahéstically manufactured infant
milk formula in China with a target to remain &6@o self-sufficient level in the
industry, and to encourage the use of fresh mitkénproduction of infant milk
formula. The Administrative Measures for the Ragitsbn of Product Formulas of
Infant Formula Milk Powder issued in June 2016 tind@ach registered infant milk
formula to the production of up to three productesg resulting in a higher
market concentration which would benefit major mfeilk formula market
players with a strong presence in small citiesramal areas in China.
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Investment Thesis & Valuation

We give buy rating, target price-earnings ratidigtes, with target price
HKD15.7. Potential investment risks include polatyange, market competition
deterioration, and raw milk cost with huge vol&fil{current price as of August 8,

2019)

Figure: Historical PE Ratio
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Source: Bloomberg, Phillip Securities
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Financials

FYE 2016 2017 2018 2019E 2020E
\Valuation Ratios

Price to Earnings (P/E) 66.7 46.6 24.3 20.Q 14.7
Price to Book (P/B) 8.9 74 4.6 5.0 4.5
Per Share Data (RMB)

EPS 0.17 0.24 0.47 0.57 0.77
Book Value Per Share 1.2 1.54 2.44 2.2§ 2.52
Growth (%)

Revenue 30.39 43.3% 37.39 30.09 28.09
Operating Income 2329.3% 45.2% 79.09 42.59 35.89
Net Profi 319.9% 44.9% 106.19 43.59 36.49
Margins (%)

Gross Profit Margin 41.09 43.0% 49.49 51.49 52.49
Operating Profit Margin 11.49 11.5% 15.09 16.59 17.59
Net Profit Margir 8.59 8.5% 12.09 13.29 14.19
Key Ratios

ROE (%) 14.79 17.2% 19.09 25.29 31.19
ROA (%) 6.09 6.0% 9.49 12.59 15.59
Income Statement (RMB,

Revenue 274( 392¢ 539( 7006€ 896¢
- Cost of Goods Sold -1615 -2234 -2724 -3407 -4277
Gross Income 1125 169( 2661 3599 4696
-SG&A expenses -867 -1267% -190¢ -2443 -3127
Operating Income 311 457 809 1153 1567
Pretax Income 294 439 797 1136 155(
- Minority Interest 21 27 9 14 18
Net Profit 213 30¢ 6345 911 1243

Source: Company, Phillip Securities (HK) Research Estimates

Exchange rate (0.9025) is one year HKD/CNY forward contract price on 8" August from Wind

(Financial figures as at 8th August 2019
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosiuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listepp@ation.

Availability
The information, tools and material presented neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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