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China Mengniu Dairy

Mengniu announces a proposal to acquire Bellamy

= Mengniu announced a proposal to acquire Australian organic IMF producer Bellamy.

m We view the proposed deal as strategically positive for Mengniu, as Bellamy will help
Mengniu enlarge its IMF products and enhance its brand mix.

m The deal is valued at 33.7x/66.0x FY18/19 PER, which doesn’t look cheap to us.

m However, by leveraging Mengniu’s resources and distribution network, we believe
Bellamy can generate long-term synergy with Mengniu.

m We maintain our Add rating for Mengniu with a DCF-based TP of HK$36.8.

Mengniu has proposed the acquisition of Bellamy

On 16 Sep 2019, Mengniu announced its proposal to acquire 100% of the shares of
Bellamy’s Australia Limited (Bellamy), an Australia-listed organic IMF and baby food
producer, focusing on the super-premium segment. The consideration is AUD12.65/share
in cash, and the total consideration payable by Mengniu is up to AUD1.46 bn. Mengniu
plans to finance the deal with 60% of its own cash and 40% from bank financing. We
believe the deal structure is reasonable, as Mengniu had Rmb5.2bn in net cash on hand
as at end-Jun 2019, and it received Rmb4.6bn in cash by disposing of its stake in
Junlebao in Jul 2019. Management expects the deal to be completed by late-Dec.

The valuation is not cheap based on FY2019 PER

Bellamy reported a net profit of AUD22.1m in FY2019 (ended 30 Jun), c.3.0% of
Mengniu’s total earnings for the 12m ended 30 Jun 2019. It was down 49% yoy as its
revenue was down 22% yoy, since Bellamy’s Chinese business was negatively impacted
by the central government’s infant milk formula (IMF) registration process. Based on this
profit level, the deal is valued at 33.7x/66.0x FY18/19 PER and 31.7x FY19 EV/EBITDA,
which doesn’t look cheap to us in the short term. Bellamy had revenue of AUD266.2m in
FY19, accounting for 1.7% of Mengniu’s total revenue for the 12m ended 30 June 2019.

Bellamy will enhance Mengniu’s product mix

Bellamy focuses on the super-premium segment and has a strong presence in Southeast
Asia and China, as 29%/26% of its revenue in FY18/19 came from exports. Before it lost
market share in China due to IMF registration, it had solid business in China’s Tier 1 & 2
cities and in cross-border e-commerce channels. By acquiring Bellamy, Mengniu will
enlarge its IMF business and upgrade its product mix in the long run.

Synergy plans are under way

After acquiring Bellamy, Mengniu will help it obtain the IMF registration license from the
Chinese government by leveraging Mengniu’s resources. Currently, Bellamy’s China
revenue comes mainly from cross-border e-commerce. Management’s long-term target
sales split between online and offline channels is 60:40 when Bellamy obtains the
registration license. After the acquisition, Mengniu will keep most of Bellamy’s existing
management team, and Bellamy and Yashili will still be run separately. But Mengniu
plans to achieve synergy between Bellamy and Yashili by sharing supply-chain
operations and manufacturing facilities.

Maintain Add for Mengniu with a DCF-based TP of HK$36.8

We maintain our Add rating for Mengniu, with DCF-based TP of HK$36.8. We view the
deal as strategically positive for Mengniu, as Bellamy will help Mengniu enlarge its IMF
products and enhance its brand mix. Although the deal valuation is not cheap in the short
term, based on FY19 PER, we expect Mengniu to help Bellamy improve its China
business and ROE in the long term by obtaining the IMF registration license and
strengthening its sales team and distribution. Positive catalysts will be 1) strong synergy
from the acquisition of Bellamy, and 2) higher top-line growth. Downside risks include 1)
higher-than-expected raw milk prices, and 2) more severe price competition.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue (Rmbm) 60,156 68,977 77,569 85,491 94,040
Operating EBITDA (Rmbm) 4,185 5,179 6,664 7,913 9,147
Net Profit (Rmbm) 2,048 3,043 3,806 4,661 5,491
Core EPS (Rmb) 0.53 0.77 0.97 1.19 1.40
Core EPS Growth 47.4% 25.1% 22.4% 17.8%
FD Core P/E (x) 51.88 35.20 28.14 22.98 19.51
DPS (Rmb) 0.12 0.18 0.29 0.36 0.42
Dividend Yield 0.44% 0.66% 1.07% 1.31% 1.54%
EV/EBITDA (X) 26.66 21.74 16.36 13.27 10.95
P/FCFE (x) NA 41.0 131.5 19.4 16.2
Net Gearing 29.6% 24.4% 10.7% (2.1%) (14.3%)
P/BV (x) 4.70 4.25 3.78 3.37 2.98
ROE 9.4% 12.7% 14.2% 15.5% 16.2%
% Change In Core EPS Estimates

CGl/consensus EPS (x) 0.85 1.00 1.00
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Mengniu announces a proposal to acquire Bellamy

Figure 1: Historical Financials of Bellamy’s Australia Limited

Year ended 31 March

) . FY2014 FY2015 FY2016 FY2017 FY2018 FY2019

(Unit: AUD million)

Revenue 48.90 125.30 234.08 240.18 328.70 266.24
COGS -32.51 -84.10 -132.86 -148.66 -199.83 -150.37
Gross Profit 16.39 41.21 101.23 91.52 128.87 115.87
SG&A -14.26 -28.60 -47.14 -90.39 -64.89 -81.95
Net Finance Income (Expense) -0.18 0.70 0.59 -1.27 0.93 1.75
Others, Net -0.08 -0.32 0.22 -0.54 -3.72 -4.31
Earnings before Taxes 1.88 12.98 54.89 -0.68 61.20 31.36
Tax -0.61 -3.91 -16.57 -0.13 -18.38 -9.69
Net Profit 1.27 9.07 38.33 -0.81 43.27 22.11
Minority Interest 0.00 0.00 0.00 0.00 0.45 0.45
Gross Profit Margin 33.5% 32.9% 43.2% 38.1% 39.2% 43.5%
Net Profit Margin 2.6% 7.2% 16.4% -0.3% 13.2% 8.3%
EBITDA 2.40 13.05 54.40 1.92 68.28 39.24
EBITDA - yoy change 62.8% 442.8% 316.8% -96.5% 3458.3% -42.5%
Net Profit 1.27 9.07 38.33 -0.81 43.27 22.11
Net Profit - yoy change -21.0% 616.7% 322.4% N/A N/A -48.9%

Figure 2: Bellamy vs Mengniu
Bellamy Bellamy | Mengniu |Bellamy as %
of Mengniu
Jul 2018 - Jun 2019 AUD million | Rmb Million | Rmb Million
Revenue 266 1,299 74,332 1.7%)
COGS (150) (734)|  (45,231) 1.6%
Gross Profit 116 565 29,101 1.9%)
SG&A (82) (400) (24,852) 1.6%
Operating Profit 34 166 4,249 3.9%
Net Finance Income (Expense) 2 9 361 2.4%
Others, Net 4) (21) 3 -800.9%
Earnings before Taxes 31 153 4,613 3.3%
Tax (10) 47) (974) 4.9%
Net Profit 22 108 3,639 3.0%
Minority Interest 0 2 (180) -1.2%
Gross Profit Margin 43.5% 43.5% 39.2%
Net Profit Margin 8.3% 8.3% 4.9%
EBITDA 39 191 5,169 3.7%
Net Profit 22 108 3,639 3.0%
Figure 3: Deal Summary
FY2018 FY2019
Target 100% equity interest in Bellamy's Australia
Cash consideration AUD12.65/share
Total §hare§ outstgndlng 115.35
(m, including options)
Total consideration (AUD m) 1,459
Net profit (AUD m) 43.27 22.11
Implied PER 33.7x 66.0x
Enterprise value implied by the consideration (AUD m) 1,458.80 1,458.80
EBITDA (AUD m) 68.28 39.24
Implied EV/EBITDA 21.4x 37.2x
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Figure 4: Peer comparison

3-year

Price TP Mkt cap P/E (x) EyPS P/BV (x) EV/EBITDA (x) Dividend yield (x)
Company Ticker Recom. (LC$) (LC$) (US$) CY19F CY20F CY21F CAGR (%) CY19F CY20F CY19F CY20F CY19F CY20F
Mengniu 2319 HK  Add 30.15 31.50 15,161 23.8 22.9 19.4 26.8% 3.6 3.2 16.0 13.5 1.1% 1.3%
China Modern Dairy 1117 HK  Add 1.14 1.50 894 13.0 10.7 7.9 N/A 0.9 0.9 7.7 7.4 0.0% 0.0%
Yili 600887 CH Add 29.32 34.0 25310 2538 23.1 19.9 6.2% 5.8 5.3 18.5 16.4 2.5% 2.7%
Yashili 1230 HK  Non Rated  0.94 na 570 32.6 32.6 22.3 N/A 0.7 0.7 9.7 9.6 0.0% 0.6%
Bright Dairy 600597 CH Non Rated 11.06 na 1,917 29.2 26.3 22.9 -7.3% 2.4 2.2 8.7 8.0 1.2% 1.3%
Health and Happiness 1112 HK ~ Non Rated  33.30 na 2,733 14.3 12.1 10.6 20.1% 3.3 2.7 9.3 8.2 1.6% 1.9%

Beingmate 002570 CH Non Rated 5.70 na 825 N/A N/A N/A N/A N/A N/A N/A N/A 0.0% 0.0%
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD Core EPS
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@ Rolling P/BV (x) (Ihs) ROE (rhs) @ 12-mth Fwd Rolling FD Core P/E (x) (Ihs)
FD Core EPS Growth (rhs)
Profit & Loss
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Net Revenues 60,156 68,977 77,569 85,491 94,040
Gross Profit 21,183 25,784 29,089 32,268 35,896
Operating EBITDA 4,185 5,179 6,664 7,913 9,147
Depreciation And Amortisation (1,212) (1,344) (1,939) (2,157) (2,343)
Operating EBIT 2,972 3,835 4,726 5,757 6,803
Financial Income/(Expense) 347 386 311 406 422
Pretax Income/(Loss) from Assoc. (695) (369) 61 110 153
Non-Operating Income/(Expense) 0 0 0 0 0
Profit Before Tax (pre-El) 2,625 3,853 5,098 6,273 7,379
Exceptional Items
Pre-tax Profit 2,625 3,853 5,098 6,273 7,379
Taxation (594) (649) (1,103) (1,355) (1,588)
Exceptional Income - post-tax
Profit After Tax 2,031 3,204 3,995 4,918 5,790
Minority Interests 17 (161) (189) (257) (300)
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 2,048 3,043 3,806 4,661 5,491
Recurring Net Profit 2,048 3,043 3,806 4,661 5,491
Fully Diluted Recurring Net Profit 2,048 3,043 3,806 4,661 5,491
Cash Flow
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
EBITDA 4,185 5,179 6,664 7,913 9,147
Cash Flow from Invt. & Assoc.
Change In Working Capital 1,229 1,637 967 819 818
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow 1,091 664 190 252 309
Net Interest (Paid)/Received (361) (454) (583) (515) (527)
Tax Paid (638) (662) (1,103) (1,355) (1,588)
Cashflow From Operations 5,505 6,363 6,136 7,113 8,159
Capex (2,401) (3,518) (2,500) (2,500) (2,500)
Disposals Of FAs/subsidiaries 136 524 0 0 0
Acq. Of Subsidiaries/investments (4,188) (253) 0) 0 0
Other Investing Cashflow (4,997) (122) 894 921 949
Cash Flow From Investing (11,450) (3,368) (1,606) (1,579) (1,551)
Debt Raised/(repaid) 5,796 (383) (3,715) 0 0
Proceeds From Issue Of Shares 24 5 0 0 0
Shares Repurchased
Dividends Paid (399) (526) (711) (1,142) (1,398)
Preferred Dividends
Other Financing Cashflow 327 4 0 0 0
Cash Flow From Financing 5,748 (900) (4,426) (1,142) (1,398)
Total Cash Generated (196) 2,095 104 4,392 5,209
Free Cashflow To Equity (148) 2,613 815 5,534 6,607
Free Cashflow To Firm (5,584) 3,450 5,113 6,050 7,135
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BY THE NUMBERS... cont’'d

Balance Sheet
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Cash And Equivalents 5,959 7,298 7,402 11,794 17,003
Total Debtors 2,652 2,941 3,285 3,644 4,034
Inventories 3,510 4,282 4,377 4,879 5,409
Total Other Current Assets 13,896 15,220 15,566 15,885 16,230
Total Current Assets 26,018 29,741 30,630 36,202 42,676
Fixed Assets 14,079 16,937 17,527 17,897 18,080
Total Investments 8,839 9,408 9,348 9,277 9,192
Intangible Assets 7,783 8,100 8,002 7,904 7,808
Total Other Non-Current Assets 1,421 2,271 2,271 2,271 2,271
Total Non-current Assets 32,121 36,716 37,148 37,350 37,351
Short-term Debt 7,958 6,546 6,023 6,023 6,023
Current Portion of Long-Term Debt
Total Creditors 6,342 7,022 7,440 8,240 9,082
Other Current Liabilities 8,266 11,542 12,876 14,073 15,314
Total Current Liabilities 22,566 25,109 26,338 28,336 30,419
Total Long-term Debt 6,015 8,192 5,000 5,000 5,000
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 2,450 2,691 2,691 2,691 2,691
Total Non-current Liabilities 8,465 10,884 7,691 7,691 7,691
Total Provisions 0 0 0 0 0
Total Liabilities 31,032 35,993 34,029 36,027 38,110
Shareholders' Equity 22,604 25,212 28,308 31,827 35,919
Minority Interests 4,503 5,252 5,441 5,698 5,998
Total Equity 27,107 30,464 33,749 37,524 41,917
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue Growth 11.9% 14.7% 12.5% 10.2% 10.0%
Operating EBITDA Growth 267% 24% 29% 19% 16%
Operating EBITDA Margin 6.96% 7.51% 8.59% 9.26% 9.73%
Net Cash Per Share (Rmb) (2.06) (1.89) (0.92) 0.20 1.52
BVPS (Rmb) 5.80 6.42 7.21 8.10 9.15
Gross Interest Cover 7.43 6.96 8.11 11.17 12.91
Effective Tax Rate 22.6% 16.8% 21.6% 21.6% 21.5%
Net Dividend Payout Ratio 17.8% 19.3% 23.3% 23.2% 23.3%
Accounts Receivables Days 15.26 14.80 14.65 14.83 14.90
Inventory Days 31.96 32.92 32.60 31.83 32.29
Accounts Payables Days 55.01 56.46 54.44 53.91 54.37
ROIC (%) 9.3% 10.8% 11.8% 14.6% 17.6%
ROCE (%) 9.9% 11.1% 12.5% 14.3% 15.3%
Return On Awerage Assets 4.41% 5.68% 7.23% 8.43% 9.18%
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any jurisdiction
where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China Galaxy International Securities
(Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International Financial
Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly or implied) is made as
to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past performance should
not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. The
recipient of this report should understand and comprehend the investment objectives and its related risks, and where necessary consult their own independent
financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this report, such
views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings Limited, its subsidiaries and
associate companies (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy International and/or
the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report and its attachment/s and/or
any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy International
Financial Holdings Limited. China Galaxy International may have financial interests in relation to the subjected company(ies)’ securities in respect of which are
reviewed in this report, and such interests aggregate to an amount may equal to or less than 1% of the subjected company(ies)’ market capitalization unless specified
otherwise.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) mentioned in this
report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transactions with the
securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a position or holding, or other
material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

Galaxy International Securities may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of,
any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or investment services in relation
to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this report.

Furthermore, Galaxy International Securities may have received compensation for investment banking services from the company(ies) mentioned in this report within
the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

China Galaxy International has procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the
production of research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment banking
function of Galaxy International Securities and procedures are in place to ensure that confidential information held by either the research or investment banking
function is handled appropriately.

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered in this report:
(1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or her compensation was, is, or
will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and Futures
Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of this report; (2) will deal in
or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as an officer of any of the Hong Kong-listed
companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies covered in this report.

We are transferring the rating mechanism from “BUY, SELL, HOLD” to “ADD, REDUCE, HOLD”. Please refer to the definitions below.

Explanation on Equity Ratings (Existing mechanism (will be replaced by new mechanism by 01/09/19))

BUY :  share price will increase by >20% within 12 months in absolute terms

SELL 1 share price will decrease by >20% within 12 months in absolute terms

HOLD : noclear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Explanation on Equity Ratings (New mechanism)

ADD : The stock’s total return is expected to exceed 10% over the next 12 months.

REDUCE : The stock’s total return is expected to fall below 0% or more over the next 12 months.

HOLD 1 The stock’s total return is expected to be between 0% and positive 10% over the next 12 months.

Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co., Limited.
China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




