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ñLeopards do not change their spotsò 

ïAfrican Proverb 

    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

THIS RESEARCH REPORT EXPRESSES SOLELY OUR OPINIONS.  We are short sellers. We are biased. So are long investors. So is Ausnutria. So are the banks that 

raised money for the Company. If you are invested (either long or short) in Ausnutria, so are you. Just because we are biased does not mean that we are wrong.  Use BOC 

Texas, LLCôs research opinions at your own risk. This report and its contents are not intended to be and do not constitute or contain any financial product advice.  Because 

this document has been prepared without consideration of any specific clientsô investment objectives, financial situation or needs, and no information in this report should 

be construed as recommending or suggesting an investment strategy. Investors should seek their own financial, legal and tax advice in respect of any decision regarding 

any securities discussed herein.  You should do your own research and due diligence before making any investment decisions, including with respect to the securities 

discussed herein.  We have a short interest in Ausnutriaôs stock and therefore stand to realize significant gains in the event that the price of such instrument declines. 

Please refer to our full disclaimer located on the last page of this report. 

 

COMPANY:  Ausnutria Dairy Corp Ltd ƅ HK: 1717 

INDUSTRY: Infant Milk Formula 

PRICE (AS OF CLOSE 
8/14/19) 
HKD 12.18 
 
MARKET CAP 
HKD 20 BILLION 
 
30 DAY AVG 
VOLUME 

4 MM SHARES 
 
BLUE ORCA 
VALUATION 
HKD 5.78 
 

 

Ausnutria Dairy Corp Ltd (HK: 1717) (ñAusnutriaò or the ñCompanyò) claims to be a fast-growing, 

vertically integrated infant milk formula producer.  Ausnutriaôs core business is importing infant 

milk formula from Company-owned production facilities or third-party suppliers in Europe, 

Australia and New Zealand for sale in China.   

 

Ausnutriaôs history is plagued by scandal.  Until August 2014, trading of Ausnutriaôs shares were 

suspended for 2 years and 4 months (858 days) after whistleblower allegations by its auditor 

(E&Y) .  A subsequent investigation revealed that Ausnutria was fabricating sales and that certain 

officers tried to cover it up by doctoring the Companyôs books and records.  Although the CEO 

resigned and took the fall, many of the executives at or near the epicenter of the fraud remain in key 

positions at the Company.  

  

Today, we think the Company is at it again.  Our extensive investigation indicates, in our opinion, 

that the Company inflates revenues, hides costs, misleads Chinese consumers and secretly enriches 

executives through undisclosed related party transactions.  Accordingly, we apply a 25% 

governance discount to its P/E multiple, which we think is conservative considering that, in our 

opinion, Ausnutria is a governance nightmare whose financials should not be relied upon.  After 

adjusting its revenue to reflect the independent evidence, we value Ausnutria at HKD 5.78 per share, 

a 53% downside from its last traded price.  Ultimately, we view Ausnutria as simply uninvestable. 
 

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 Company-owned factories or third-party suppliers in Europe, New 

Zealand and Australia.  However, publicly available customs records indicate that Ausnutria is importing far less infant 

milk formula than the Company claims, indicating in our opinion, that Ausnutria is overstating both its revenues and 

profits.  For the two-year period from 2016-2017, we calculate that based on the value of imports reported by the 

Companyôs import agents, Ausnutria overstated its sales of infant milk formula in the PRC by 52%.    

 

2. Understating Labor Costs.  Ausnutria reported RMB 484 million in wages, salaries, pensions and labor related costs in 

2017.  Most of the Companyôs infant milk formula is produced in the Netherlands, by Company-owned factories 

organized under its Dutch subsidiary Ausnutria B.V.  In its Dutch regulatory filings, Ausnutria B.V. reported 1,225 full 

time employees in 2017, 40% of the total full time employees (3,092) reported by the Company that year.  However, 

Ausnutria B.V. also reported in its Dutch regulatory filings that it incurred salary expenses, pension costs and labor 

related costs of RMB 454 million (ú59.5 million) in 2017. This means that even though Ausnutria B.V. (and its Dutch 

subsidiaries) accounted for only 40% of the Companyôs total employees, they accounted for 94-96% of the total 

consolidated wages, salaries and pension costs reported by the Company that year.  It is implausible that the remaining 

60% of the Companyôs employees are working for free.  Rather, Dutch regulatory filings suggest that the Company is 

likely understating its labor and staffing costs and that Ausnutria is substantially less profitable than it claims.  

https://www1.hkexnews.hk/listedco/listconews/sehk/2012/0329/ltn20120329445.pdf
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a. 2018 Court Cases 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 representatives were technically on its payroll, it didnôt owe back wages because they were 

effectively employees of Ausnutria.  Initially, the court agreed, finding that the sales representatives should 

be considered Ausnutria employees because they were recruited, hired, paid 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 

regulatory filings, such revelations support our opinion that Ausnutriaôs costs are far higher and its business 

is far less profitable than it reports to investors. 

   

3. Misleading Chinese Consumers.  Kabrita infant goat milk formula is one of Ausnutriaôs flagship brands, 

accounting for 38% of the Companyôs revenues in 2018.  Although Kabrita is careful 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.  Articles posted on Kabritaôs Chinese website advertise its goat milk formula as 

an alternative for babies who are lactose intolerant or who are allergic to cow milk protein.  By contrast, on 

Kabritaôs American and European websites, the Company clearly warns parents that lactose intolerant babies 

or babies allergic to cow milk should NOT be given Kabrita goat milk formula.  Moreover, Kabrita falsely 

claims in its leading Chinese e-commerce stores that the lactose in its goat milk infant formula comes from goats, 

when the Company admits in European and American markets that the lactose in its goat milk infant formula 

comes from cows. We believe that the Companyôs misleading disclosures risk consumer backlash in China.   

 

4. Nutriunion: Sham Transactions and Siphoned Subsidiaries.  Ausnutriaôs Nutrition Care branded products are 

marketed and distributed in the PRC primarily by Nutriunion (Hong Kong) Company Limited (ñNutriunion HKò). 

The Company claimed that it owned 60% of Nutriunion HK and has been consolidating the results of this 

purported subsidiary since 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 filings clearly state that as of both May 23, 2018, and May 23, 2019, Nutriunion HK was 

owned not by the Company but 100% by Wong Wei Hua Derek, the Companyôs CFO.  Not only do such 

records suggest that the Company lied about its ownership rights to this entity but also indicates that 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 unjustly enrich 

insiders, and that management has kept the entity for its own benefit.   

 

5. Corporate Scandal and a Pattern of Undisclosed Related Party Distributors.  Ausnutria has a rich history 

of corporate scandal.  Until August 2014, trading of Ausnutriaôs shares were suspended for 2 years and 4 

months (858 days) after whistleblower allegations by its auditor (E&Y).  The subsequent investigation revealed 

that Ausnutria was fabricating sales and that certain officers tried to cover it up by doctoring the Companyôs 

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.  Incredibly, we have found evidence 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 who was previously caught defrauding shareholders.   

https://www1.hkexnews.hk/listedco/listconews/sehk/2012/0329/ltn20120329445.pdf
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a. Mygood: Disgraced Former CFO Secretly Connected to Undisclosed Related Party Distributor .  In its 

limited investigation, PwC found that the ex-CFO of key subsidiary Ausnutria Dairy China Co., Ltd 

(ñAusnutria Chinaò) fabricated or directed subordinates to fabricate records in order to mislead the auditor 

and investors.  In the Companyôs last annual report before the suspension, filed in April 2011, Ausnutria 

identified Mr. Dai Lianyu as the CFO of Ausnutria China.  His conduct should 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) Co. ( ( ) ) (ñMygood Hunanò), which claims to be the primary 

marketing and distributing entity for Ausnutriaôs Mygood brand.  In our view, this is compelling evidence 

that the Company is engaging in inappropriate transactions with undisclosed related party distributors.  The 

involvement of the disgraced ex-CFO 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 Related Party Distributor .  In a recent announcement, the Company 

referred to Hunan Aolian Hemei Foods Co. Ltd ( ) (ñALHM Foodsò), one of 

the primary distributors for the Companyôs Eurence branded products, as an independent third party.  Yet 

evidence suggests it is another undisclosed related party distributor.  ALHM Foods is 95% owned by a 

Company executive, 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 that executives 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. ( ) (ñGuiyang Milkò), a 

distributor of Ausnutria-branded milk powder products including Kabrita, Hyproca and Allnutria.  Corporate 

records indicate that Guiyang Milk is majority owned by ALHM Foods, the undisclosed related party owned 

by an Ausnutria 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 managed by) Company executives.  Such transactions 

create the material risk that the Company is using captured distributors 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.  Chinese customs data indicates that the Company is not importing nearly enough milk formula (by volume 

or value) for its sales to be true.  For the two-year period from 2016-2017, we estimate that based on the value of 

imports reported by the Companyôs import agents, Ausnutria overstated its sales of infant milk formula by 52%.  Based 

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

and forecast revenue from infant milk formula in the PRC by this percentage.   

 

Ausnutria is currently trading at 30x 1H19 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, misleads Chinese consumers and unjustly enriches executives with secret interests in 

its distributors.  Accordingly, 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 governance nightmare and its financials should not be relied upon.   

 

    
Source: CCB International Estimates, Blue Orca Calculation 

 

We then apply consensus profit before tax margin forecasts to our adjusted revenue forecast and adjusted P/E 

multiple to reach our valuation. 

    
Source: CCB International Estimates, FactSet, Blue Orca Calculation 

 

After adjusting its revenue to reflect the independent data discussed in our report, we value Ausnutria at HKD 5.78 

per share, a 53% downside from its last traded price.  We consider this valuation to be very conservative, as it still 

gives a 23x P/E multiple to a Company whose history is tarnished by fraud and scandal, whose executives engage in 

brazen undisclosed related party transactions, and whose financials, in our opinion, cannot be relied upon. Ultimately, 

we think Ausnutria is simply uninvestable.   

HKD LTM 1H 19 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 (HKD) 12.18          12.18      12.18      

P/E multiple 30.3 x 25.0 x 14.7 x

Corporate Governance Discount 25% 25% 25%

Adjusted P/E Multiple 22.7 x 18.7 x 11.0 x

RMB M LTM 1H 19 2019E 2020E

Infant formula revenue in the PRC 4,784          5,466      7,004      

Custom data suggested revenue overstatement-52% -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 margin 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 22.7 x 18.7 x 11.0 x

Blue Orca valuation 5.78            5.56        5.10        

Last traded price (HKD) 12.18 12.18 12.18

Downside % -53% -54% -58%
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CUSTOMS DATA INDICATES PRC INFANT MILK FORMULA SALES OVERS TATED BY 52% 

All of the infant formula products sold by the Company in China are imported from Company-owned factories or 

third-party suppliers in the Netherlands, France, New Zealand and Australia.  However, government research papers 

and other publicly available customs records indicate that Ausnutria 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 infant goat milk formula is one of Ausnutriaôs flagship brands, accounting for 38% of the Companyôs 

revenues in 2018.  All  Kabrita goat milk formula is produced, packaged and labelled by Company-owned factories in 

the Netherlands and then imported to China.   

In its 2016 interim investor presentation, Ausnutria claimed that it imported 2,177 tons of Kabrita branded infant goat 

milk formula to China in the first half of 2016, representing 55% of the volume of total goat milk formula imported 

to China in that period. 

 
Source: Ausnutria 2016 1H Investor Relations Presentation 

However, a research report1 on the goat milk formula industry in China, published by the government-affiliated 

Chinese Academy of Social Sciences (ñCASSò), contradicts the Companyôs reported import figures.  The credibility 

of the CASS report is beyond doubt.  Not only was the research cited by the Peopleôs Daily, the official newspaper of 

the Chinese Communist Party, but Kabrita cited the CASS report in its own press release.  

The CASS study states that in the first half of 2017, Ausnutria imported only 954 tons of Kabrita branded infant 

goat milk formula . 

 
Source: http://www.kabrita.com.cn/news-hangye/32929.html 

 
1   The full report is available at https://wenku.baidu.com/view/a9a1a43e777f5acfa1c7aa00b52acfc788eb9f79 

http://www.msweekly.com/show.html?id=103477
http://www.kabrita.com.cn/news-hangye/32929.html
http://www.kabrita.com.cn/news-hangye/32929.html
https://wenku.baidu.com/view/a9a1a43e777f5acfa1c7aa00b52acfc788eb9f79
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The CASS report states that Kabrita imported 56% less goat milk infant formula (by volume) in 1H 2017 than the 

Company claimed to be importing in 1H 2016.  It is implausible that such a discrepancy between reported and actual 

imports can be reconciled with Ausnutriaôs reported growth of Kabrita sales in China.  Rather, in our view, the CASS 

data unambiguously indicates that the Company vastly overstated its imports (and thus sales) of its flagship infant 

goat milk product.  

 
Source: CASS report, Company public filings 

 

The discrepancy persists when we compare the CASS data to the Companyôs 2017 disclosures.  In its annual report, 

Ausnutria reported that it imported 5,717 tons of Kabrita branded infant goat milk formula to China in the calendar 

year 2017.   

 
Source: 2018 Annual 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 is 60% less than the Company claimed for that year.  And this calculation assumes 40% 

growth in 2H 2017, a generous assumption in favor of Ausnutria.  

 
Note: Ausnutria reported that Kabrita sales in PRC grew 40% in 2H 2017 compared to 1H 2017. 

We assumed the same growth rate for 2017 2H import volume. 

Source: CASS report, Company public filings, Blue Orca Calculation 

 

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 Chinese publications.  Even Ausnutria cites the CASS research report on its official 

Kabrita Chinese website. In our opinion, this government data indicates that the Company imports substantially less 

goat milk formula than it claims.   

Kabrita Import Volume (Tonnes)  

      

Tonnes

Company Reported 2016 1H Kabrita Import Volume 2,177      

CASS Reported 2017 1H Kabrita Import Volume 954         

Difference (1,223)  

Difference % -56%

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%

http://www.kabrita.com.cn/news-hangye/32929.html
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Because the government-sponsored research only contains data for goat milk imports in the first half of 2017, we 

decided to compare the Companyôs reported imports of infant milk formula across all its cow and goat milk brands 

with customs data available from a third-party vendor for the full years 2016 and 2017.  The results were the same.      

Customs Data (2016-2017) Indicates Ausnutria Imports Far Less Infant Milk Formula than Reported 

Ausnutria claims that all of its infant milk formula products sold in the PRC are imported from abroad, either from 

Company-owned factories or third-party suppliers in the Netherlands, France, New Zealand and Australia.  Indeed, 

one of the Companyôs key marketing claims is that most of its products are produced, packaged and labelled outside 

of China.2   

Since all of the Companyôs infant formula products sold in China are imported from abroad, the total value of the 

Companyôs imports should match its disclosed COGS (plus the Companyôs reported increase in inventory) for any 

given year.   

 
Source: 2017 Annual Report 

 
Source: 2016 Annual Report 

Ausnutriaôs management presentations indicate that costs of transporting milk formula products from the Companyôs 

overseas factories to China are included in its selling and distribution expenses, not in COGS. 

 

 
Source: Ausnutria 2018 1H Interim Investor Presentation 

 
2 According to the State Administration for Market Regulation of the PRC (the ñSAMRò), which includes the former China Food 

and Drug Administration, as of August 1, 2019, Ausnutria has received approval for fifteen infant formula brands.  Twelve brands 

are produced, packaged and labelled outside of China. Three brands (Puredo, Mygood and Aoyou Aiyou) use imported milk powder 

but are packaged in China.  


