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THIS RESEABH REPORT EXPRESSES SOLELY OUR OPINIONS are short sellers. We are biased. So are long investors. So is Ausnutria. So are the ba
raised money for the Company. If you are invested (either long or short) in Ausnutria, so are you. Just bezr@usiasezl does not mean that we are wrddge BOC

Texas, LLCOs r esear cThisepoitandits costent are nptantendedtoda and do adk constitute or contain any financial producBadause
this document has been prepargithout consideration of any specifitck nt sd i nvest ment obj e candno@frmatibniinithisnepoit shbulc
be construed as recommending or suggesting an investment strategy. Investors should seek their own financial, leghtieedrtagspect of any deasi regarding

any securities discussed hereidou should do your own research and due diligence before making any investment decisions, including with respect ttethe
di scussed herein. We have a s hostand td realize sigeificant gaims inAhe evant that theapfice of suthoinstkumentndec
Please refer to our full disclaimer located on the last page of this report.

COMPANY: Ausnutria DaHKrlyl7Corp Ltd

INDUSTRY: Infant Milk Formula

PRICEAS OF CLOY AusnutriaDai ry Cor p L Aubnuifidd K o r Qothiin@) )il (ciil a i msgrowiog,

8/14/19) vertically integrated infant milk forml a pr oducer . Ausnutri abd
HKD 12.18 milk formula from Compampwned production facilities or thirgdarty suppliers in Europe
. Australia and New Zealand for sateChina.

MARKET CAP Ausnutridds hi st ory i s. UntilAugusttdd4d by r adandalbf Au:
HKD 20 BILLIO suspendedor 2 years and 4 months §58 days) after whistleblower allegations bits auditor
(E&Y). A subsequent invaghtionrevealed that Ausnutria wédabricating salesnd that certain
officers triedtocoveitup by doctoring the Company &EO

30 DAY AVG resigned antbok thefall, many of the executives at or near the epicenter of the frauaimen key
VOLUME positions at the Company
4 MM SHARES

Today, we think the Company is at it again Our extensive investigation indicates, in our opinic
that the Company inflates revenues, hides costs, misleads Chinese consumers and secretly

BLUE ORCA executives throug undisclosed related party transactions. Accordingly, we apply a
VALUATION governance idcount to its P/E multiple, which we think is conservative considering that, in
HKD 5.78 opinion, Ausnutria is a governance nightmare whose financials should not be reliedAfpem.

adjusting its revenue to reflect the independent evidence, we value AaistnitKD 5.78 per share
a 53% downside from its last traded price. Ultimately, we view Ausnutria as simply uninves

1. Customs Data Indicates Infant Milk Formula Sales in the PRC Overstated by 52% All of the infant milk products
sold by the Company in China are imported from Compamged factories or thirgarty suppliers in Eope, New
Zealand and Australia. However, publicly available customs records indicaeuthrautria is importing far less infan
milk formula than the Company claims, indicating in our opinion, that Ausnutria is overstating both its revent
profits. For the tweyear period from 2012017, we calculate that based on the value of impegsrted by the
Company 6s i, Augnotriatovesstatedrits sales of infant milk formula in the PRC by 5%.

2. Understating Labor Costs Ausnutria reported RMB 484 million in wages, salaries, pensions and labor related ¢
2017. Most of the @ mpany és i nfant md In khe Netherlands$, &y Corspaownmed fhaiodes
organized undeits Dutch subsidiary Ausnutria B.V. In its Dutch regulatory filings, Ausnutria B.V. reported 1,22
time employees in 20140% of the total fultime employees (3,092) reported by then@pany that year. Howevel
Ausnutria B.V. also reported in its Dutch regulatory filings that it incurred salary expenses, pension costs ai
related costs of RMB 454 mi | | havaventhaughOAushutriaB.V.I(ancdDatrh
subsidiaries) accounted for only 40% of -96Poeof th@aatap
consolidated wage salaresand pension costs reported by the Company that year. It is implausible that the ren
60% of t hsemPloyeep arexworking for free. Rather, Dutch regulatory filings suggest that the Comy
likely understating its labor and staffing costs and that Ausnutria is substantially less profitable than it claims.
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a. 2018 Court Cass Indicate Labor Costs Hidden Off the Books In two court cases adjudicated in
November 2018, plaintiffs sued an Ausnutria distributor for unpaid wages. The distributor argued that even
though the sales representat were technically on its payroll, itdd n 6t owe back wages bec
effectively employees of Ausnutria. Initially, the court agreed, finding that the sales representatives should
be considered Ausnutria employees because they were recruitsl], jaid and managed by Ausnutria.
Although isolated instances, the cases suggest that Ausnutria could be hiding employees (and related costs)
off balance sheet by paying employees through distributors. Taken together with evidence from Dutch
regulatoy filings, such revelations supportoyg® ni on t hat Ausnutriabds costs a
is far less profitable than it reports to investors.

3. Misleading Chinese Consumers Kabrita infant goat mi | k far@ds, mul a i ¢
accounting for 3g&¥enuesfin 201B. eAltHougmigahritayisécareful with its disclosures and
advertising to customers in Europe and America, we believe there is ample evidence to question whether it is
misleading Chinese consumers.tArcl es post ed on eadvertise itsgdatsmilkddimulaess e we b
an alternative for babies who are lactose intolerant or who are allergic to cowrotiéin. By contrast, on
Kabritads American and Eur op e aparents ¢hhletose mteleranttbhbees Co mp a n
or babies allergic to cow milk shouldNOT be given Kabrita goat milk formula. Moreover, Kabrita falsely
claims in its leading Chinesea®mmerce stores that the lactose in its goat milk infant formula comes frasp goa
when the Company admits in Europeawd &merican markets th#tte lactose in its goat milk infant formula
comesfromcows We believe that the Companyds misleading di

4. Nutriunion: Sham Transactions and Siphored Subsidiaries Ausnut r iare brandedN praducts aré on C
mar keted and distributed in the PRC pr iNotdunioniHKo )b.y Nut r
The Company claimed that it owned 60% of Nutriunion HK and has been consolidadingsults of this
purported subsidianjrsce 2016. In July 2019, the Company claimed to acquire the remaining 40% of Nutriunion
HK from Company executives for RMB 236 million (satisfied mostly through shares). However, Hong Kong
corporate registry filigs clearly state that as of both May 2818, and May 23, 201®utriunion HK was
owned not by the Company but 100% by Wdobhanly desuch Hua De
records suggest that the Company lied about its ownership rights to thisbenétgo indicateshat the buyout
of minority interest holders in July 2019 was illegitimate because such executives did not actually own any shares
of Nutriunion HK. In our view, this suggests that the buyout was merely a sham transaction to unjicstly e
insiders, andhat management has kept the entity for its own benefit.

5. Corporate Scandal and a Pattern of Undisclosed Related Party DistributorsAusnutria has a rich history
of corporate scandal . Unt i | Anerg suspendedod A years and4da di ng o
months B58days)after whistleblower allegations by its auditor (E&Y). The subsequent investigation revealed
that Ausnutria \as fabricatingsate and t hat <certain officers tried to
books and records. Although the CEO took the fall, many of the executives at or near the epicenter of the fraud
remain in key positions at the Company. Indobdiwe have foun@vidence that despite the scandal, Ausnutria
continues to engage in undisclosed related party transactions with distributors secretly controlled by Company
executives, including at least one former executive whops&sgouslycaught defauding shareholdsr
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a. Mygood: DisgracedFormer CFO Secretly Connected tdJndisclosed Related PartyDistributor . In its
limited investigation,PwC found that the eFO of key subsidiary Ausnutria Dairy China Co., Ltd
( Ausnutria China ) f a b rdirectadtsebdrdinates to fabricate recdrdsrder tomislead theauditor
and investors. I n the Companyds | ast annual repor
identified Mr. Dai Lianyu as the CFO of Ausnutria Chindis conduct shoudl have disqualified him from
ever dealing with the public Company again. Yet Chinese corporate records indicate that Dai Lianyu,
together with a current Ausnutria executive, own a controlling equity stake in an undisclosed entity, Mygood
Dairy (Hunan) CoJ( ( ) ) ( Mygood Hunao ) , which c¢cl aims to be
marketing and distributingntityf or A u s n ut brana dnsour Mewg thi®islcompelling evidence
that the Company is engaging in inappropriate transactions wilisalosed relategarty distributors. The
involvement of the disgraced €0 of Ausnutria China, allegedly integral to its previous fraud and tied
directly to the scandal, only makes such transactions more egregious.

b. ALHM Foods: Another Undisclosed Relded Party Distributor. In a recent announcement, the Company
referred toHunanAolian HemeiFoods Co. Ltd ( ) ( ALHM Foodsd ) , one of
the primary distri but drasdedfpwmducts; ds @an irClepenpdemtrthyrd martyEYet e nc e
evidence suggesit is another undisclosed related party distributor. ALHM Foods is 95% owned by a
Company exadtive, its registered email address uses an @ausnutria.com handle, and it claims to be a
Company subsidiary on multiple websites. Such transactions create the material risk that the Company is
using captured distributors to fake sales (again) or thatuéxes are secretly enriching themselves at the
expense of shareholders (again).

c. Another Undisclosed Related Party Distributor: Guiyang Milk. Ausnutria never discloses its 9% equity
interest in, or transactions with Guiyang Milk Supply Co. ( ) ( @uiyang Milko ))a
distributor ofAusnutriabranded milk powder products includingtitéa, Hyproca and Allnutria. Corporate
records indicate that Guiyang Milk is majority owned by AllHFoods, the undisclosed related party owned
by an Ausnutia executive. Corporate records also show that Company executive Liu Yuehui is the current
legal representative and chairman of Guiyang Milk. This is yet another example of transactions with an
undisclosed distributor owned by (and apparently managgdCbgnpany executives. Such transactions
create the material risk that the Company is using captlisé&ributors to fake sales (again) or that executives
are secretly enriching themselves at the expense of shareholders (again).
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VALUATION

We believe, based on the evidence presented in this report, that Ausnutria is overstating its revenues and understating
its costs. Chinesecustons dataindicatesthat the Company is not importing nearly enough rfahmnula (by volume

or value)for its saes to be true. For the tweear period from 2012017, weestimatethatbased on th&alue of

imports reportethy the Compap 6 s i mpsQAushutria gverstated its sales of infant milk formula by 52%. Based

on such independent evidence, we thirik reasonable to value the Company by downwardly adjusting its reported

and forecast revenue from infant milk formulaliwe PRC by this percentage.

Ausnutia is currently trading at 301H19 LTM earnings, a high growth multiple befitting only companies with the
highest governance standards. However, our extensive investigation suggests, in our opinion, that the Company
inflates revenues, hides costs, magle Chinese consumers and unjustly enriches executives with secret interests in
its distributors. Accordigly, we apply a 25% governance discount on its P/E multiple, which we think is conservative
considering that, in our opinion, the Company is a gaussea nightmare and its financials should not be relied upon.

HKD LTM1H19 2019E 2020E
Net profit (RMB M) 563 707 1,203
EX Rate 1.1492 1.1100 1.1100
Net profit (HKD M) 646 785 1,335
# of shares outstanding (million) 1,608 1,608 1,608
EPS (HKD) 0.40 0.49 0.83
Last traded price (t 12.18 12.18 12.18
P/E multiple 30.3x 25.0x 14.7»
Corporate Governance Discount 25% 25% 25%
Adjusted P/E Multiple 22.7x 187x 11.0x

Source:CCBInternationalEstimatesBlue Orca Calctlation

We then apply consenspsofit before taxmargin forecasts to our adjusted revenue forecast and adjusted P/E

multiple to reach our valuation.

RMB M LTM1H19 2019E 2020E
Infant formula revenue in the PRC 4,784 5,466 7,004
Custom data suggested revenue overstatemerit52% -52% -52%
Adjusted infant formula revenue in the PRC 2,319 2,649 3,395
Other segment revenues 1,171 1,342 1,567
Adjusted total tevenue 3,489 3,991 4,962
Profit before tax me 12.7% 13% 17%
Adjusted profit before tax 445 538 839
Effective tax rate 20% 20% 20%
Adjusted net profit 356 430 671
# of shares outstanding (million) 1,608 1,608 1,608
Adjusted EPS (RMB) 0.22 0.27 0.42
EX Rate 1.1492 1.1100 1.1100
Adjusted EPS (HKD) 0.25 0.30 0.46
Adjusted P/E multiple 22.7x 18.7x 11.0»
Blue Orca valuation 5.78 5.56 5.10
Last traded price (t 12.18 12.18 12.1¢
Downside% -53% -54% -58%

Source:CCB InternationalEstimatesFactSet,Blue Orca Calculation

After adjusting its revenue to reflect the independent datzussed in our report, we value Ausnutria at HKD 5.78
per share, a 53% downside from its last traded price. We consider this valudi®rdry conservative, as it still
gives a 23x P/E multiple to a Company whose history is tarnished by fraud awldiseghose executives engage in
brazen undisclosed related party transactions, and whose financials, in our opinion, cannot be relidtimataty,

we think Ausnutria is simplyninvestable
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CUSTOMS DATA INDICATES PRC INFANT MILK FORMULA SALES OVERS TATED BY 52%

All of the infantformula products sold by the Company in China are imported from Compamngd factories or
third-party suppliers ithe Netherlands;rance, New Zealand and Australia. Howegewnernment research papers
and othepublicly available customs recordsdicate thatusnutria is importing far less infant milk formula than the
Company claims, indicating in our opinion, that Ausnutria is overstating both its revenues and profits.

Kabrita-brand infangoat milk formulaisoneof A s nut ri ads f | agsfhoirp 3b8 % nodfs ,t haec cGounn
revenues in 2018All Kabrita goat milkfiormulais produced, packaged and labelled by Comgamged factories in
the Netherlands and then imported to China.

In its 2016interiminvestorpresentation, Ausnutria claimed that it imported 2,177 tons of Kabrita branded go&nt
milk formula to China in the first half of 2016epresenting 55% dhe volume of total goat milk formula imported
to China in that period.

Kabrita imported 2,177 tons

2 ) ]- 7 7Thcua‘nud
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8,834,104

7,231,440

7711458

According to customs records, Ausnutria
imported in total 7,711 tons of infant milk
formula between January and July, 2016

Source: Ausnutria 2016H Investor Relations Presentation
However, a research repban the goat milk formula industry in China, published by the governaféitiated
Chinese Academy GAS9o,cicaolntScaideincctess t(hie Companyodtg report

of the CASS report is beyond doubt. Not only was the research cited Byettiep | e pthe officealinéwgpaper of
the Chinese Communist Party, but Kabrita cited the CASS report in itpi@sa release

The CASS study states that in the first half of 2017, Ausnutria importd954 tons of Kabrita branded infant
goat milk formula.

Chinese Academy of Social Sciences publishes Developmental Research on Chinese Goat Milk Powder Industry

[ iRl (hEEDT I RERR)| ENs e S — e

Author: Administrator
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In the first half of 2017, the import volume of Kabrita goat milk powder was 954.43 tons,
worth USD10.6 million, accounting for 40.92% of the total import volume of goat milk
infant formula powder.

Source:http://www.kabrita.com.cn/newsangye/32929.html

1 The full report is available dtttps://wenku.balu.com/view/a9ala43e777f5acfalc7aa00b52acfc788eh9f79
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The CASS report states that Kabrita imported 56% lessmgiflatinfant formula (by volume) in 1H 2017 than the

Company claimed to be importing LH 2016. It is implausible thatich a discrepancy between reported and actual

i mports can be reconciled with Ausnutriabds reported gr
data unambiguously indicates that the Company vastlystated its imports (and thus sgled its flagship infant

goat milk product.

Company Reported 2016 1H Kabrita Impc 2,177
CASS Reported 2017 1H Kabrita Import Volume 954
Difference (1,223)
Difference % -56%

Source: CASS report, Company public filings

The discrepancy persists when we compare the CASS data
Ausnutria reported that it imported 5,717 tons afbiita branded infant goat milk formula to China in the calendar
year 2017.

The Group's goat milk formula products are marketed under the brand name of Kabrita. During the Year
2018, sales of Kabrita continued to be promising. In particular, it continues to be ranked as the number one
imported goat milk infant formula in the PRC, accounting for 62.5% (Year 2017: 50.1%) of total imported
volume of approximately 14,844 tons (Year 2017: 11,412 tons).

Source: 201&nnual Report

If we annualize the CASS import number, we calculate that the Company imported only 2,289 tons of goat milk
formula in 2017, which i$0% less than he Company claimed for that year And this calculation assumes 40%
growth in 2H 2017, a gemous assumption in favor of Ausnutria.

Tonnes

CASS Reported 2017 1H Kabrita Import Volume 954
Annualized CASS 2017 Kabrita Import Volume 2,289
Company Reported 2017 Kabrita Import Volume 5,717
Difference (3,428)
Difference % -60%

Note: Ausnutria reported thatabrita sales in PRC grew 40% in 2H 2017 compared to 1H 2017.
We assumed the same growtteror 2017 2H import volume.
Source: CASS report, Company public filings, Blue Orca Cdiicula

We believe that the CASS report is highly credible, as the study is produced by a government affiliated research team
and is widely reported by major Chingaéblications. Everusnutriacitesthe CASS research report on its official
Kabrita Chinese website. In our opinion, this government data indicates that the Company imports substantially les
goat milk formula than it clans.

Kabrita Import Volume (Tonnes)

-56% -60%
2,177 5,717

954 2,289

Company Reported 2016 1H CASS Repoted 2017 1H Company reported 2017 CASS data annualized 2017
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Because the governmesponsored researanly contains data for goat milk imports ihe first half of 2017, we
decided to compare the Co mp aarmutaacross alpte qow ad goat mikdorartds o f i
with customs data available from a thjpdrty vendor for the full years 2016 and 2017. The results were the same.

Customs Data (20162017) Indicates Ausnutria Imports Far Less Infant Milk Formula than Reported

Ausnutria claims that all afs infant milk formula products sold in the PRC are imported from abroad, either from
Companyowned factories or thirgharty suppliers inhe Netherlandssrance, New Zealand and Australitndeed,
one of t hskey@arketing clayms is that madtits products are produced, packaged and labelled outside
of China?

Since all of the Companyés infant formula products sol
Company6s i mporst sdisshcolud sde dnaG @@S idpartedurereasehireinvéhtony)doa any 6 s
given year.

diversified its formula milk powder supply to a number of countries in recent years. For the Year 2017, the

formula milk powder products sold by the Group in the PRC are imported from the Netherlands, New

Zealand, Australia, and France. The Board believes that the above strategies will facilitate the steady, long-

term growth of the Group.
Source: 207 Annual Report

Group diversified its infant formula supply to a number of countries in recent years. For the Year 2016, the

infant formula sold by the Group in the PRC are supplied by different manufacturers which are located in

New Zealand, Australia, France as well as the Group's own factories in the Netherlands. The board (the

"Board") of directors (the “Directors”) of the Company believes that the above strategies will facilitate the
long-term continuous growth of the Group.

Source: 2016 Annual Report

Ausnutriad s igeamerd presentatiomsdicatethatcostsof transportingmilk formulaproductsfrom the Companys
oversas factorieto Chinaare included ints selling and distribution expensest in COGS

Source: Ausnutria 2018 1H Interim Investor Presentation

2 According to the State Administration for Market Regulation ¢f e P R SAMRa )vhech ificludes the formeZhina Food
and Drug Administrationas of August 1, 201%usnutria haseaived approvalor fifteen infant formuleébrands. Twelvebrands
are produced, packaged and labelled outside of China. BraeggPuredo, Mygood and Aoyou Aiyou) use imported milk powder
butare packaged in China.



