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Investment Summary 

Ausnutria has recently announced positive profit alert for 1H of FY2019. Revenue 
increased by 21.9%y.o.y. and is mainly driven by the increase of 45.3% of its own-
branded goat formula milk powder products. The percentage share of this business to 
revenue increased from 35.2% to 44.9% y.o.y. The own-branded goat formula milk 
powder also increased by 20.7%. The adjusted net profit increased by 63.8% y.o.y. 
Ausnutria ranked the ninth in infant milk formula market in China during 2018, with a 
market share of 3.9%. But it ranked the first in the imported goat milk formula with a 
market share up to 62.5%. The management team`s target is to be among the top five 
players in China`s overall infant milk market in the next three to five years. 
 
According to the F& S Report, the retail sales value of China`s infant milk formula 
market increased at a CAGR of 11.2% from 2014 to 2018, and is expected to increase at 
a CAGR of 6.9% until 2023. The slow down is mainly due to the decreasing birth rate, 
but super-premium and premium infant milk formula products, is expected to continue as 
the driving force of the overall industry. This underpinned by accelerating urbanization, 
rising disposable income, increasingly educated and health conscious consumers and 
growing demand for high quality infant milk formula products. At the same time, with 
the gradual improvement of Chinese consumers` awareness of the goodness of goat milk, 
we are optimistic about the medium to long-term development of Ausnutria. It is 
expected that the own-branded goat milk infant formula products will maintain rapid 
growth, especially for higher-end products. Cow milk infant formula products will 
maintain a stable single digit growth. 
 
The high-end segment of infant milk formula products increased at a CAGR of 27.3% 
from 2014 to 2018, which accounted for 22% of the overall market in 2014 and 37.9% in 
2018. It is expected to grow at a CAGR of 16.6% until 2023, accounting for 58.3% of the 
overall market. In particular, the super-premium segment grew at a CAGR of 39.5% from 
2014 to 2018 and is expected to grow at a CAGR of 16.9% until 2023. This segment 
accounted for 6.8% of the overall infant milk formula market in 2014, increasing to 
16.9% in 2018, and is expected to increase to 26.4% by 2023.The company will continue 
its R&D projects and launch new products. The elderly goat milk formula product is 
expected to be launched in 2020. The organic infant goat milk formula is still awaiting 
registration and is expected to be also launched in 2020. In terms of cow milk powder, it 
it just got a new baby milk powder product registration in March this year, and began to 
have related promotion activities in June. There are still 3 brands that are still waiting to 
register at the New Zealand plant. 
 
The company`s GPM in 1H improved by 5.7 ppt y.o.y. to 52.1%. We expect that the 
overall GPM will continue to improve y.o.y. this year, mainly due to the improvement of 
product mix. The sales of super-premium products of own-branded segment with over 
60% GPM, will maintain fast growth. Last year, the increase in distribution expense was 
due to the increase in the proportion of own-branded segment and the increase in 
transportation cost. The current transportation costs have been reduced, mainly due to the 
increase in the use of railway transportation since the Q4 of last year. We give buy rating, 
target price-earnings ratio 25 times, with target price HKD15.7. (current price as of 
August 8, 2019) 
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MARKET CAP (HKDBN) : 20.22 
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PRICE PERFORMANCE，，，， % 
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Bosideng -22 -13.5 10.4

HSI -7.8 -9.9 -7.9

 
RETURN VS. HSI 

 
Source: Aastocks, Phillip Securities  
 
KEY FINANCIALS 

RMB mn FY17 FY18 FY19E FY20E 

Net Sales 3926 5390 7006 8968 

Net Profit 308 635 911 1243 

EPS, RMB 0.24 0.47 0.57 0.77 

PER, x 46.6 24.3 20.0 14.7 

BVPS, 
RMB 

1.5 2.5 2.3 2.5 

P/BV, x 7.4 4.6 5.0 4.5 

ROE, %  17.2% 19.0% 25.2% 31.1% 

Source: Company, Phillip Securities Est. 
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Business Overview 

About the company 
 
It is an international high-end dairy and nutrition products enterprise with an entire 
business chain of raw milk collection, R&D, production, and end-market sales. 
The Company`s global sales and service network cover China, North America, 
Europe, Russia, Australia, the Middle East, and beyond. Founded in Changsha 
City, Hunan Province, PRC in September 2003, the company was listed on the 
Stock Exchange of Hong Kong Limited in October 2009, spotlighted as the first 
Chinese infant formula company to list in Hong Kong. 
 
 In 2011, it acquired Ausnutria Hyproca B.V. (formerly "Hyproca Dairy Group 
B.V"), a dairy company with over 100 years of history in the Netherlands. In 2014, 
it initiated the investment and construction of the Pluto Factory and the Hector 
Factory, also in the Netherlands. In 2016, it acquired Nutrition Care, an Australian 
nutritional products company, and co-invested with Westland (a dairy company in 
New Zealand) to establish the PNL Factory. In 2017, it acquired ADP and Ozfarm 
in Australia. In October 2018, Ausnutria introduced CITIC Agricultural Fund as 
the Company`s single largest shareholder. 
 
At this time, Ausnutria possesses ten factories around the world, among which 
there are two in China, five in the Netherlands, two in Australia, and one in New 
Zealand. They provide a diversified product portfolio covering infant formula, 
toddler formula, adult formula, liquidity milk, and other nutrition products. 
 
Nutrition products 
 
Ausnutria`s own-branded formula mild powder business shared 82% of the total 
revenue in both FY2018 and FY2019. As we considers that other businesses like 
nutrition products will maintain fast growth, this figure is expected to maintain at 
over 80% without large room to grow. Revenue of nutrition products grew 80.7% 
y.o.y. in FY2018. The business focuses on intestinal health products for children 
and adults. 
 
In early July, Ausnutria announced the acquisition of the remaining 40% equity 
interest in each of Nutriunion HK and Nutriunion Guangzhou. The upfront 
consideration of the former is RMB56.38 million, which shall be settled by the 
issuance and allotment of 4,118,255 shares at share price of HK$15.47 each. The 
subsequent consideration is capped at RMB180.00 million. Nutriunion GZ is 
agreed to buy at the acquisition consideration of RMB6.82 million, which shall be 
settled by cash.  
 
According to the management team, it will continue to pay attention to suitable 
M&A opportunities, which will mainly be mainly downstream intestinal health 
companies. The milk powder production capacity is currently sufficient, and the 
capacity utilization rate is only 50%, so there is no need for further M&A. 
 
Industry Overview  
 
According to F&S report, prior to the melamine incident in 2008, domestic brands 
of China`s infant milk formula held a relatively larger proportion of market share 
in comparison to international brands. Following the incident, consumers` 
confidence in domestic infant milk formula has been negatively impacted, which 
led to international brands taking up market share. Nevertheless, over the years it 
was evident that the market share of domestic brands has gradually rebounded. In 
2014 and 2018, international brands collectively held 55% and 53.4% respectively 
of the infant milk formula in terms of the retail sales value. While doemstic brands 
collectively held 45% and 46.6% respectively. 
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There are favourable industry policies by the PRC government. The NDRC 
unveiled the Action Plan for the Promotion of Domestic Infant Milk Formula in 
May this year, aiming to increase the portion of domestically manufactured infant 
milk formula in China with a target to remain at a 60% self-sufficient level in the 
industry, and to encourage the use of fresh milk in the production of infant milk 
formula. The Administrative Measures for the Registration of Product Formulas of 
Infant Formula Milk Powder issued in June 2016 limits each registered infant milk 
formula to the production of up to three product series, resulting in a higher 
market concentration which would benefit major infant milk formula market 
players with a strong presence in small cities and rural areas in China.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 

Page | 4 | PHILLISECURITIES (HK) RESEARCH 

Aust (3998.HK) Company report 

Investment Thesis & Valuation 
We give buy rating, target price-earnings ratio 25 times, with target price 
HKD15.7. Potential investment risks include policy change, market competition 
deterioration, and raw milk cost with huge volatility. (current price as of August 8, 
2019) 
 
 
Figure: Historical PE Ratio 

 
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 20.0 14.7 

Price to Book (P/B) 8.9 7.4 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 1.27 1.54 2.49 2.28 2.52 

Growth (%)  

Revenue 30.3% 43.3% 37.3% 30.0% 28.0%

Operating Income 2329.3% 45.2% 79.0% 42.5% 35.8%

Net Profit 319.9% 44.9% 106.1% 43.5% 36.4%

Margins (%)  

Gross Profit Margin 41.0% 43.0% 49.4% 51.4% 52.4%

Operating Profit Margin 11.4% 11.5% 15.0% 16.5% 17.5%

Net Profit Margin 8.5% 8.5% 12.0% 13.2% 14.1%

Key Ratios  

ROE (%) 14.7% 17.2% 19.0% 25.2% 31.1%

ROA (%) 6.0% 6.0% 9.4% 12.5% 15.5%

 

Income Statement (RMB,Mn)

Revenue 2740 3926 5390 7006 8968 

- Cost of Goods Sold -1615 -2236 -2729 -3407 -4272 

Gross Income 1125 1690 2661 3599 4696 

-SG&A expenses -862 -1267 -1906 -2443 -3127 

Operating Income 311 452 809 1153 1567 

Pretax Income 298 439 792 1136 1550 

- Minority Interest 21 27 9 14 18 

Net Profit 213 308 635 911 1243 
Source: Company, Phillip Securities (HK) Research Estimates 

Exchange rate（0.9025） is one year HKD/CNY forward contract price on 8
th

 August from Wind 

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

 
We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a stock`s 
risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative undertones 
surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER  
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief only. 
Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, complete or 
verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not have any 
responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will Phillip 
Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made available, even 
if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time without 
prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient`s own independent verification and exercise of judgment. The fact 
that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product described in 
this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication involve significant 
risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all such risks are 
understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any 
product should not be considered to be a disclosure of all risks or a complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in this 
report. 
Firm`s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or 
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such 
distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or licensing or 
other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product`s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2019 Phillip Securities (Hong Kong) Limited 
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Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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