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Acquisition of Bellamy In Line With Growth Strategy
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® Mengniu plans to acquire Bellamy. On 15 September 2019, Mengniu Dairy ("Mengniu” or the "Company")
entered into a scheme with Bellamy, a global leading organic instant milk formula (IMF) company based in
Australia, with strong brand recognition and attractive profit margin. Mengniu proposes to acquire all the
scheme shares for a scheme consideration of AU$12.65 (equivalent to approximately HK$68.15) per scheme
share. Bellamy is permitted to pay a special dividend of AU$0.60 per scheme. The cash amount (AU$13.25 per
share) is equal to 59% premium to the closing price of Bellamy on 13 September 2019. The total consideration
payable by the Company for the scheme shares is AU$1.46 billion (equivalent to approximately HK$7.86
billion), which represents around 30x FY19 EV/EBITDA, 34.1x FY18PER and 67.3x FY19PER. Bellamy's 30
June 2018 year-end revenue 30 June 2019 year-end revenue was AU$329 million and AU$266 million,
respectively. The net profit before and after taxation of Bellamy for the year ended 30 June 2018 amounted
AU$61.2 million and AU$42.8 million, respectively, and the net profit before and after taxation of Bellamy for the
year ended 30 June 2019 amounted AU$31.4 million and AU$21.7 million, respectively. Bellamy has decent
profitability but its net profit declined due to sluggish performance in China.
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® Acquisition will generate notable synergies. (1) After the disposal of Junlebao, Mengniu will have sufficient
cash to support the acquisition, which will not affect its leverage level and dividend payout policy. (2) Bellamy's
sales in China over recent years has been affected by new e-commerce regulation and the registration system
of IMF. Its offline sales has basically stagnated. Mengniu's communication with authorities is good, which can
support registration of more IMF goods of Bellamy. (3) Bellamy and Yashili are highly complementary. Bellamy
has success in tier-1 cities and e-commerce channels, focusing on the ultra-premium market. Yashili has
advantages in tier-3 and tier-4 cities, as well as MBS channel, focusing on the premium market. (4) One of the
Group's key growth strategies is to achieve breakthrough growth in the premium IMF segment. Organic IMF is
the fastest growing category of IMF, and Bellamy has outstanding presence in the organic IMF market, which is
expected to achieve rapid growth in China. And Bellamy has strong presence in baby foods. (5) The acquisition
of Bellamy is in line with Mengniu's globalization strategy. Bellamy has operations in Australia, New Zealand,
China and Southeast Asia.
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We reiterate "Accumulate” and TP of HK$33.50. The Company values high-quality long-term growth and has
confidence to achieve double-digit percentage growth over the next 5 years. We expect that the Company's
product mix will continue to improve after the acquisition of Bellamy. We have "Accumulate" rating and TP of
HK$33.50, which represents 17.9x 2019 PER, 26.9x 2020 PER and 23.4x 2021 PER. Our earnings forecasts
includes the impact of disposal of Junlebao but not included the acquisition of Bellamy.
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Company Rating Definition
The Benchmark:  Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark:  Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Outperform Mg R Relative Performance>5%;
or the fundamental outlook of the sector is favorable.
Neutral o Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.

Underperform kNl Relative Performance<-5%;
Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for KAISA GROUP (01638 HK),GUOTAI JUNAN 1| (01788 HK),JXR (01951 HK),BANK OF GANSU (02139 HK),JINSHANG
BANK (02558 HK),ZHONGLIANG HLDG (02772 HK),BINHAI INVESTMENT (02886 HK),CAM SCSMALLCAP (03157
HK),HAITIANTIAN (08227 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization
of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use 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
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2019 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.
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