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[bookmark: _Toc16727015]Executive summary
This study is an analysis of Ausnutria Dairy an investment holding company located in China. This paper contains financial and non-financial analysis of the company comparing it to two of its competitors Mengniu and Yashili both operating in the same industry as Ausnutria. The first chapter discusses the background of Ausnutria by evaluating its operating business, current environment and its company structure. The second chapter is a financial analysis that looks at its financial structure, ability to pay debt, operations, profitability, growth capacity and stock market prospects. The third chapter is an evaluation of the company’s capital structure while the fourth chapter looks at its new project of developing new headquarters in PRC. The fifth chapter analysis financing and capital management, sixth chapter gives recommendation and audit program while the last chapter gives a conclusion and recommendation. 
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[bookmark: _Toc16727017][bookmark: _GoBack]Chapter 1: Introduction
[bookmark: _Toc16727018]1.1 Company background
Ausnutria Dairy Corporation Ltd is an investment holding firm that engages in the production, marketing and distribution of paediatric milk formula products in China. The corporation also has presence in Netherlands where it operates in the dairy industry in research and development, processing, production and marketing of dairy products. Ausnutria was founded in September 2003 in Changsha City of Hunan Province and was listed in the Hong Kong stock exchange in October 2009, it is leading Chinese infant formula firm that currently sells its products in North America, Europe, Russia, Australia, and Middle East and beyond. In 2011, the company made its first major acquisition of Hyproca a dairy firm with more than a century of operations in Netherlands (Ausnutria,2019,pp39). In 2014, Ausnutria introduced the investment and construction of Pluto and Hector factories in Netherlands and bought an Australian nutrition products firm in 2016 (Ausnutria,2019,pp32). Ausnutria has continued to grow through diversification in new and existing products and also through acquisitions. Currently, Ausnutria owns 10 factories, two in China, two in Australia, and five in Netherlands and one in New Zealand (Ausnutria,2019,pp25).
[bookmark: _Toc16727019]1.2 Operating business overview
Ausnutria has third year of Golden Decade three strategic plans, first is to increase efforts to streamline supply chain for formula milk products in overseas factories. The second plan is to strengthen global sales network and third to streamline operations overseas. Ausnutria is also increasing investments in research and development, team building and human resources to accommodate the group’s long-term vision. Ausnutria has two main business segment, formula milk powder and nutrition business. The former is divided into different units such as Ausnutria own branded cow milk formula which had sales of RMB2,368 million representing an increase of 49.6% compared to 2017 (Ausnutria,2018,pp12). Another unit is the own branded goat milk formula which had sales of RMB1,772.5 million an increase of 64.4% in 2018 compared to 2017 which increased by 29.5% from 2016 (Ausnutria,2018,pp.25). Ausnutria has also a private label business unit under the formula milk powder business that deals with milk powder products from other worldwide customers. The private label sales decreased in 2018 by 19.9% and represented 6.3% of the group’s total revenue in 2018 compared to 10.7% in 2017 (Ausnutria,2018.pp27). The nutrition business started when the group acquired a nutrition business in Australia in October 2016. The segment had sales of RMB136.1 million which increased from RMB75.3 million in 2017 (Ausnutria,2018,pp28).

[bookmark: _Toc16727020]1.3 Today’s business environment
The number of new-borns in PRC in 2018 was 15.2 million while that of 2017 was 17.2 million representing a decrease of 9.3%. The decline was mainly due to the unwillingness of parents to have children, negative economic changes decline in the number of fertile women in the region (Ausnutria,2018,pp36). However, the relaxation of the one-child policy and consumer premiumisation in PRC has helped in growing the market of infant formula in PRC (Ausnutria,2018,pp36). In 2018, the market grew by 9.3% in regard to retail sales which represents about RMB162.6 billion. The market prospects for the next three years are mid-single digital range slower than the 9% annual growth experienced between 2014 and 2018 (Ausnutria,2018,pp36). The goat milk segment is the fastest-growing segment which is also one of the highest selling products of Ausnutria. 
[bookmark: _Toc16727021]1.4 Company structure
Ausnutria is headed by a board of directors, executive and non-executive directors, and chief executive officer. Ausnutria has segregated the duties of the Chairman and CEO which are now being held by different board members to ensure an independent and balanced judgement of views. In 2018, Ausnutria had 3,803 employees with a total staff cost of RMB 671.0 million an increase from 2,984 employees in 2017 with staff cost of RMB 484.4 million (Ausnutria,2018,pp35). 

[bookmark: _Toc16727022]1.5 Research comparison companies information
This study compares Ausnutria with two other corporations, China Mengniu Dairy Company limited (Mengniu) and Yashili International Holding Ltd (Yashili). The three companies have similar nature of business as seen below:





Table 1. Comparison of companies’ information
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[bookmark: _Toc16727023](Source: From this research)





















[bookmark: _Toc16727024]Chapter 2. Ausnutria financial analysis


The performance of Ausnutria Dairy based on its financial structure, ability to repay its debt, realisation capacity, operating capacity, growth capacity, market value and share returns. The performance of Ausnutria is compared to that of Mengniu and Yashili that are based on the data from companies’ annual reports from 2016 – 2018. 

[bookmark: _Toc16727025]2.1 Listed companies bankruptcy index z-score
The Altman Z-Score is the output of a credit strength test that measures a public firm’s prospect of becoming bankrupt. The score is based on five ratios calculated with data from financial statements. The score uses profitability, liquidity, solvency, and activity ratios to predict if a firm has high probability of being insolvent (Altman,1968.,pp.589-609).

 The tables below show the z-score analysis of Ausnutria in comparison to China Mengniu and Yashili. 
[image: ]
(Source: From this research)
Note 1: Sec 31 closing value by dividend and stock split adjustment. 
Z-score: Z – 1.2A +1.4B + 3.3C + 0.6D +0.999E as shown below:
[image: ]
(Source: From this research)
A Z-Score of z < 1.8 indicates the company is headed to bankruptcy. 1.8 < z > 2.99 implies the company is in the grey area while z >2.99 shows that the company is safe and not likely to go bankrupt (Altman et al.,2017,pp.131-171). In 2017 and 2016, Ausnutria’s z-score was in the grey area but in 2018 it was more than 2.99 showing that the company is not likely to go bankrupt. The average z-score is 2.997 showing that Ausnutria is safe. China Mengniu is in the grey area while Yashili has high average z-score hence it is also unlikely to go bankrupt. 

[bookmark: _Toc16727026]2.2 Financial structure
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(Source: From this research)
Fixed asset to long-term liability ratio
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(Source: From this research)
The fixed asset to long-term liability ratio is a measure of solvency of a firm. Corporations secure long-term debts using fixed assets. Therefore, if a firm does not have adequate fixed assets, it may be unable to acquire long-term debt financing which is why creditors are interested in this ratio. A big ratio is preferred since it shows fixed assets are able to cover the company’s debt. In 2016 and 2017, the ratio in Ausnutria was less than one showing in the two years, the company had lesser fixed assets than long-term debt. The ratio is also low in Yashili but the Ausnutria average is higher than one. Among the three corporations, Mengniu has the best ratio. 

Short-term debt-paying ability
The current liabilities to net assets ratio of Ausnutria was slightly higher in 2017 and 2016 but decreased to 0.782 in 2018 which is as a result of an increase in net assets from 1,947.006 million to 3,394.548 million (Ausnutria,2018,pp97). The current liabilities of Ausnutria increased in 2017 but later decreased in 2018 especially due to changes in payables, accruals and derivatives financial instruments all which decreased in 2018 showing the company has been paying up its short-term liabilities. Comparing Ausnutria to its competitors, it is seen to have higher ratios.

Current liabilities to stock ratio 
This ratio also measures solvency of a firm and according to the above table, Ausnutria is seen to have a decreasing ratio from 2.285 to 1.718 which is an indication that the company is reducing its reliance on unsold goods to finance operations. Among the three companies, Mengniu has the highest ratio showing its high reliance on unsold goods. 
 	For overall financial structure analysis, Ausnutria is performing better than its competitors. 
[bookmark: _Toc16727027]2.3 Paying debt ability
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(Source: From this research)
Current ratio / Quick ratio
This solvency ratio assesses the capability of a firm to meet its current obligations using current quick assets (Nuhu,2014.pp.105). The current ratios of Ausnutria in the last three years were more than one showing it had more current assets than current liabilities. The quick ratio, on the other hand, was less than 100% implying that in the last three years, Ausnutria was not able to meet its current liabilities using quick assets. Comparing Ausnutria to its competitors, it is seen to have lower solvency which implies that improvement is needed. 

Stock credit index
The stock credit index of Ausnutria in the last three years has been positive unlike that of its competitors which have been negative. The positive figures are an indication that the company has too large inventory and not easy to transfer from inventory to cash, it is poor liquidity in cash flow, unlike its competitors. 

Cash ratio
The ratio measures the ability of a firm to repay its current liabilities using cash and cash equivalent (Almamy et al.,2016, pp.278-285). The ratio of Ausnutria in the three years was less than 100%  or 1 showing the cash and cash equivalents were less than current liabilities hence unable to meet these obligations when they fall due (Efinancemanagement,2019). The ratio, however, was increasing as the company held more cash and cash equivalents and its current liabilities were decreasing. In comparison to its competitors, Ausnutria has higher cash ratio than that of Mengniu but lower than Yashili.
Equity and debt ratios
Total debt ratios of Yashili is lower than one showing that only a small percentage of the company’s debt is funded by assets and hence its risk of default is low. The ratio is higher in Mengniu and in Yashili although it is lower than 100% in all corporations. The debt to equity ratios of Ausnutria is higher than one an indication that debt is higher than equity and the company is at risk. The ratio is also seen to increase in 2017 due to increase in debt and decrease in equity although it decreased in 2018 as a result of decrease in debt and increase in equity from 1,947.006 million to 3,394.548 million (Ausnutria,2018,pp,97). The high increase in equity of about 74% came from increase in retained earnings as the company made more profit in 2018 than it did in 2017. 

Long term debt ratio* 
Although the long term debt ratio* of Ausnutria is highest than other two competitors, all three years average ratio result of three companies are below 0.5 which are considered as “healthy” company(Hillier et al.,2013). From 2017 to 2018, Ausnutria decreases in its ratio that shows company becoming progressively less dependent on debt to raise its business.
*Interest bearing rate at 3.00% to 4.56% (Ausnutria,2018,pp,181).

Total debt / fixed asset ratio
The average total debt to fixed asset ratio of Ausnutria is 2.40 which is higher than that of Mengniu and Yashili as shown in the table above. The high ratio is due to the company’s policy of increasing fixed assets while its liabilities are also increasing compared to its competitors. 

Times interest cover ratio
The ratio measures the number of times a firm can pay its interest expense from earnings before interest and tax (Robinson et al.,2015). A high ratio is good as it shows the firm is generating adequate EBIT to meet its finance cost. In Ausnutria, the ratio is increasing as the company’s EBIT is increasing. The ratio is also very high compared to its competitors showing that Ausnutria is better positioned to meet its finance cost than the other two corporations. 
Paying debt ability: Although Ausnutria has high debt levels compared to its equity and its competitors, it is also generating adequate profit to meet its interest payments and it’s also able to pay its principal amount. Moreover, the company has adequate fixed assets to cover its debts. 

[bookmark: _Toc16727028]2.4 Operational ability
The total sales proceeds of Ausnutria came from its two main business segments formula milk powder and nutrition business. The graph below shows sales revenue of Ausnutria and its competitors in the last four years. 
[image: ]
Figure 1. Sales revenue of Ausnutria and its competitors.
Among the three companies, Mengniu has the highest sales amount followed by Ausnutria and Yashili respectively (Source: From this research). 
[image: ]
Figure 2. Sales growth of Ausnutria and its competitors.

The sales revenue of all corporations is increasing as seen in the graph above. However, the revenue of Ausnutria is increasing at a higher percentage of 43% and 36% in 2017 and 2018 respectively compared to that of Mengniu of 12% and 15% and Yashili at 2% and 34%. The increasing revenue in all the three corporations is due to growth of the infant milk industry which has been growing in China. 
Operating expenses
	The four main operating expenses of Ausnutria and its competitors are as shown in the table below: 
Table 7. The four main operating expenses of Ausnutria and its competitors.
[image: ]
(Source: From this research)

The above expenses are best compared when they are expressed as a percentage of sales as shown in the table below: 
[image: ]
(Source: From this research)
Sales and distribution expenses are seen to occupy the highest percentage of sales in all the three companies in the last three years. The expense is followed by administrative and then depreciation and amortisation expenses respectively. Ausnutria is seen to have higher  expenses as a 8.091% of administrate expense compared to Mengniu showing that the company is capable of making some improvements through increased efficiency which will not only help minimise its expenses but also maximise its profits hence adhering to the profit-maximisation goal of shareholders(Queen,2015,pp.683-694). 
[image: ]
(Source: From this research)
Total assets turnover
The total assets turnover ratio of Ausnutria is lower than one showing that each RMB of assets in the company is generating less than one RMB of sales. The ratio is increasing showing increasing efficiency although it is lower than that of Mengniu and higher than Yashili’s. 
Average collection period days
Ausnutria takes 24.5 days which is more days than its competitors to collect its accounts receivables which are due to its relaxed debt collection policy.
Day’s in sales inventory
Ausnutria took very long in each of the last three years to convert its inventory into cash, unlike Mengniu which only took 34 days while Yashili took 187 days.
Accounts payable turnover days
Ausnutria is taking shorter days to meet its payables, unlike its competitors. The low ratio in Ausnutria is an indication of its low bargaining power.
Operating capacity analysis: The high sales growth of Ausnutria is desirable although its efficiency in managing inventory, accounts receivables and payables is low. The company, therefore, should improve on its efficiency to help it boost its cash flows.
[bookmark: _Toc16727029]2.5 Profitability
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(Source: From this research)


 Gross profit margin
The gross profit margin of Ausnutria has been improving and increasing ratio is as a result of increasing revenue at a rate higher than increase in cost of revenue. The ratio is also higher than that of its competitors showing superior performance in Ausnutria. 
Net profit growth and margin
Ausnutria has 7421.569% very high net profit growth in year 2016 because it has reduced taxation in year 2015.Both net profit growth is increasing in Ausnutria and are higher than that of its competitors. Based on the analysis of Ausnutria’s efficiency ratios, if the company became more efficient it would have even higher net profit margins. 

Leverage ratio / Return on equity (After tax)
[image: ]
(Source: From this research)
The leverage ratio in Ausnutria shows it has more assets than debt. The ratio is lower than that of Mengniu showing it is has a higher percentage of assets than debt compared to Ausnutria and Yashili. Ausnutria, therefore, can improve its leverage. The return on equity of Ausnutria is slightly decreased in 2018 as a result of high increase in equity. The ratio, however, is higher than that of Yashili and Mengniu an indication that shareholder’s fund of Ausnutria is generating more income than that of its competitors. 
Profitability analysis: The profitability of Ausnutria is superior to that of Mengniu and Yashili. Ausnutria also has an opportunity to improve its profitability by increasing its efficiency. 
[bookmark: _Toc16727030]2.6 Growth ability
[image: ]
(Source: From this research)

Retained yield/ Self-sustained growth
The retained yield of Ausnutria has been decreasing although it is higher than that of Mengniu and lower than that of Yashili. Ausnutria’s ratio is lower probably because the company is reinvesting its profits to take advantage of profitable opportunities in the market. The net profit margin is also high and growing self-sustained growth rate unlike that of Mengniu. The ratio of Yashili, however, is higher implying that there is a chance for Ausnutria to improve.
Growth capacity analysis: The growth of Ausnutria is good although it can be improved as it is lagging behind its peer. 

[bookmark: _Toc16727031]2.7 Stock market prospects
[image: ]
(Source: From this research)
Ausnutria has a higher market capitalisation than Yashili although it is lower than Mengniu. The market to book ratio is higher than one implying investors are willing to pay more for Ausnutria than its net assets are worth. The enterprise value, however, is lower than its competitors. The EPS of Yashili is higher than that of its competitors and has resulted in a higher P/E ratio as 705.209 million. The 24.133% dividend yield of Ausnutria compared to its competitors. The higher rate’s company is more profitable. 
Stock markets prospect analysis: The stock market performance of Ausnutria is favourable, it is earning its shareholders good returns making it a good investment. 






[bookmark: _Toc16727032]Chapter 3. Ausnutria’s corporate governance assessment

From chapter 2, financial assessment analysis, Ausnutria is seen to have difficulties with its efficiency despite the adoption of lean production management model in 2017 (Ausnutria,2018,pp.19). The profitability of the company is high and growing while its solvency is good although it can be improved. In this chapter, we explore how Ausnutria’s corporate governance has impacted its financial performance, its internal control and risk management and assess if these strategies are sufficient or if more improvements are needed. 
[bookmark: _Toc16727033]3.1 Corporate governance of business organisation and its impact
Corporate governance is measured by the board’s ownership, effectiveness, size, independence, CEO duality experience and structure (Ali,2018,pp.15-30). The board performance, on the other hand, is measured based on ROE and ROA (Tulung and Ramdani 2018). According to Ali(2018, pp.15-30),their study found that corporations in developed countries followed their codes of conduct better than those in developing nations. Moreover, the authors concluded that variable such as board ownership, board education and experience, effectiveness, CEO duality have positive impact on the performance of a firm. 
[bookmark: _Toc16727034]3.2 Ausnutria’s existing corporate governance
Ausnutria’s corporate governance is headed by the board of directors who are committed to attaining high standards of corporate governance within the group at all time. It is the belief of the board that such practices help in safeguarding the interest of shareholders, enhance corporate value and accountability as well as improve its performance (Ausnutria,2018,pp51). Ausnutria is governed by a code set out in the Corporate Governance Code the CG Code (Ausnutria,2018,pp.57). The company has adopted the Model Code for Securities Transactions that lists rules to be followed by directors. According to the 2018 annual report, all directors are said to have adhered to the code. In regard to employees, Ausnutria has a written guideline that helps employees in determining the best way of conduct which is per the requirements of Securities and Futures ordinance(SFO). Ausnutria acknowledges that its employees may be in access to unpublished information which may gain them an advantage in the stock market. Therefore, employees are obliged to act accordingly to avoid incidents of insider trading. The board in Ausnutria is composed of nine members including 3 executives, 4 non-executive directors and 4 independent non-executive directors(Ausnutria,2018,pp56). The company has detailed names and a position held by its board and has also outlined the number of times the board met during the year. The key responsibilities of the board are leading, directing and supervising the group’s affair to ensure long-term sustainability of the company. The board has also been ensuring adequate availability of funds which has enabled it grow both in size and value. The board acknowledges the preparation of financial statements and have certified that they are true and a fair representation of the company. The statements have also been audited by Ernst & Young who have also given their opinion (Ausnutria,2018,pp62).  The performance of the board in the company is seen from the healthy ROE and ROA as shown in the table below:
[image: ]
(Source: From this research)
The return on assets ratio of Ausnutria is higher than that of its competitors to indicate that it is earning more return from its assets than its competitors. The return on equity is also higher than its competitors showing that shareholder’s funds are also generating more net income in Ausnutria. The two ratios are an indication of good corporate governance since the board has availed funds for the company to use and has also made good corporate decisions.
[bookmark: _Toc16727035]3.3 Suggestions for Improvement
The recommendation is that Ausnutria should pay attention to the following issues for improvements:
1. Transparency: The board should be more transparent on the academic qualifications and experience of its members.
2. Tighten internal control: The internal control system of Ausnutria should be tightened more to enable better monitoring of the company’s internal activities.
3. Reduce expense: It needs to reduce expenses in order to reduce selling and administration costs in order to increase profit. For example, it is suggested to use automatic machinery instead of labours and outsourcing of cheaper distribution channels in order to reduce expenses in operation.
4. Improve operation: It is suggested to have ISO certification certifies that a management system, documentation procedure, service and  manufacturing process requirements for quality assurance and standardization (Barnes,2000,p.11).
5. Postpone payment: Company payment period is shorter than its competitors, it needs to postpone payments day and requests vendors to extend payment period additional 18 to 40 days comparing its competitors.   
6. Credit risk management. Ausnutria faces significant credit risk which should be mitigated to help improve the company’s operations.
7. For corporate governance performance measuring, it is recommended to have third parties agencies for rating. For example: Mengniu was rated “Baa1” by Moody  and “A” grade by Standard & Poor  in 2019 (Bank of china,2019). The rating agency will find evidence that corporate governance ratings are associated with the level of future operating performance (Larcker et al.,2007,pp.93-1008). Peer pressure creates this race to the top and impacts positively on corporate governance performance (Baker,2006,pp.382-399).
Generally, the corporate governance of Ausnutria is recommendable as it has enabled the company to grow its profits and be in a better position for self-growth. 

















[bookmark: _Toc16727036]Chapter 4. Investment project appraisal

Ausnutria in 2018 started a capital investment project whereby it builds new headquarter of the PRC region. In 2017, the company purchased two adjacent plots of land in the PRC at a cost of RMB139.0 million. The lands are 34,424 square meters and 6,922 square meters (Ausnutria,2018,pp201). The development of the land will cost RMB 100.0 million although the development will occur through a partnership, for the sake of this analysis, we will assume there is no partnership and Ausnutria will develop the land on its own. It analyses its capital investment project and finds NPV, Payback period, ARR and IRR as below: 
[bookmark: _Toc16727037]4.1 Project Items Basic Information
The table below shows the basic information associated with the purchase and development of the land. 
[image: ]
(Source: From this research)
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(Source: From this research)
[bookmark: _Toc16727038]4.2 First-year calculation of sales
It is assumed that building the new headquarters in PRC will help coordinate the operations of nutrition product in the region better which will also help increase sales by a growth assumption made by its three years average growth rate to estimate sales in 2019 as shown below:
[image: ]
(Source: From this research)
	This report assumes the lowest total sales of nutrition products in 2018 to be year 1 and lowest % of 3years average growth rate to analysis this investment in order to minimize risk in investment as following  table.  





[bookmark: _Toc16727039]4.3 Computing tax cost
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(Source: From this research)
4.4 Cash flow calculation
[image: ]
(Source: From this research)

[bookmark: _Toc16727040]4.5 ARR, NPV and IRR analysis
[image: ]
(Source: From this research)
The Accounting Rate of Return(ARR) is determined the annual 57% rate of return of this project which is favourable. However, the limitation of ARR will not consider the timing value of money(TVM) and will not consider the increasing uncertainty associated with long periods and also increasing risk of long-term project. Therefore, we are also need to analysis its net present value(NPV) and internal return rate(IRR)(Livingstone and Salamon,1970,pp190-216). 
The 7.119% of ROA is assumed in the calculation of NPV of the development project as following table.
[image: ]
(Source: From this research)


[bookmark: _Toc16727041]4.6 Payback period 
[image: ]
(Source: From this research)
[bookmark: _Toc16727042]4.7 Investment Appraisal
As result of analysis, the Ausnutria’s payback period for the new development is about 4 years and 8 months. The NPV of the project is positive which implies that the development is viable and will increase the profits of the company. Therefore, Ausnutria should undertake this development. 
The returns from the development project are positive as seen from the positive NPV. The sales of Ausnutria will grow over the years which will lead to growth of the cash flows related to the project. The ARR of the project is 57% a rate which is favourable. Furthermore, the IRR is 28% which is higher than the cost of capital hence making the project viable. 

[bookmark: _Toc16727043]4.8 Suggestion for cash flow of new project
In 2018, Ausnutria has recorded retained earnings of RMB 3,116.317 million which was enough to sue in funding the development project that will cost it RMB130 million plus additional expenditures yearly. With the projected cumulative cash flows of RMB 26.138 million at year 5, Ausnutria can deploy these resources into other profitable projects and continue to grow. The company can also use them to repay its existing debt which will help reduce its gearing. 


[bookmark: _Toc16727044]Chapter 5. Financing and capital management
Ausnutria now has a capital project that will use RMB130 million. This chapter analyses how Ausnutria has been financing its capital projects and will also propose the best method to finance the new project.
[bookmark: _Toc16727045]5.1 Financing methods for analysing 
[image: ]
(Source: From this research)
1. Cash payments. The retained earnings of Ausnutria are higher than Mergniu but lower than Yahsili. Despite making high profits, the company is also retaining a significant portion for reinvestment. The cash ratio of three companies are lower than 1 or 100% which are probably due to its weak cash flow movement seen from the long time it takes to collect cash from debtors and too slow to convert inventory into cash (Efinancemanagement ,2019). 
2. Bank loan financing. Ausnutria funds its projects using equity and debt. Debt financing is through loans from banks both short-term and long-term. The loans are taken out at different interest rates with the highest rate being 4.56% (Ausnutria, 2018,pp181). In 2018, various government grants have been received for investments in Hunan province of  PRC where is the company’s subsidiaries operate (Ausnutria,2018,pp155). Therefore, interest expense and net debit were decreased and lower than its competitors. 
3. Issued Share capital fundraising. Being a publicly-traded company, Ausnutria has equity capital which consists of share capital and reserves. Comparing debt to equity, Ausnutria is seen to have more debt than equity which is due to the low cost of debt. The cost of debt is lower than that of equity since interest payable on debt is tax allowable (Baghai et al. 2014). Moreover, debt is less risky than equity (Baker and Wurgler,2015,pp. 315-20). However, have too high debt levels puts the company at risk of bankruptcy hence, Ausnutria should not raise any more debt capital rather, it should use equity financing. 
[bookmark: _Toc16727046]5.2 Financing method proposed
Assuming that Ausnutria wants to raise a one-time significant additional capital equivalent to 3% of its total assets. Then it will require to raise an amount equivalent to 3% of its total assets RMB 6,829.006 million, that is, the sum of total current assets and non-current assets of 4,138.551 million and 2,690.455 million respectively (Ausnutria, 2018, p.96). The amount to raise is, therefore, is RMB 2,048.70 (0.3*6,829.006). Currently, Ausnutria funds its projects using equity and debt. Equity financing is in the form of retained earning such as in 2018 where it had reserves of RMB 3,116. 317 million (Ausnutria, 2018, p. 97). The company can use these reserves in funding its upcoming projects. The advantages of this financing will not incur any expenses. Ausnutria being a publicly-traded company could also raise additional equity in the market where it will issue new shares. The advantage of this new method will help the company raise funds without an obligation to make any interest every year. The disadvantage is diluted its current shareholding. Issuing new shares means that the number of ordinary shares in Aunutria will increase hence diluting the current ownership. Ausnutria can also arise the additional funds through debt. The company can take more loans from the banks which is a cheaper type of finance but the company will has high debt levels as seen from its high debt ratios of more than 1.  The high debt levels put the company at risk of bankruptcy and increases the company's cost of operation due to high-interest rates. As result, the debt levels continue to increase, the company may experience difficulties in securing more debts.


[bookmark: _Toc16727047]Chapter 6. Recommendation and audit program

After the above analysis, the following is the proposed operational audit of Ausnutria.
1.  Conversion of inventory into cash: The financial analysis of Ausnutria revealed that the company is taking too long to convert its inventory into cash. The day’s inventory sales ratio showed that Ausnutria took more than 206 days in 2018 to convert its inventory into sales a ratio which is very low compared to that of its competitor of 34 days. Ausnutria should audit its inventory to determine if it is holding any obsolete stock and access why it is taking too long to convert the inventory into cash. Improvement in this area will help it improve its cash flows and also increase its profitability through reduced inventory holding cost. It is recommended to do more effective in managing inventory by promotion sales and launches internet commercial for shorter payment period and gets faster turnover in cash.
2. Debtors’ collection policy: The financial analysis also revealed that Ausnutria is taking long to collect its receivables from debts. The company has a more relaxed debt collection policy which is negatively affecting its cash inflows. Although having a very tight debt collection policy may be harmful to the company since it needs to retain good relationships with its customer, it should consider having a better bargaining power and collect its receivables more often. 
3. Payment periods. Another area that is not performing well in Ausnutria is the payments turnover as the company is seen to quickly pay its payables, unlike its competitors who are taking longer. A quarterly audit on turnover days is needed which will help come up with a better strategy to improve the cash flows of the company hence increase its operational efficiency.
4. Customer loyalty program: Ausnutria operates a customer loyalty program in Mainland China that permits customers to accumulate award points when they buy the company’s products. The customers then redeem the award points for free products. Before adopting International financial reporting standard (IFRS 15), the group allocated a portion of the customer loyalty programs using fair value of points awarded and recognised deferred income in relation to ward points not yet redeemed or those expired. After adopting IFRS 15, the group is now classifying deferred income related to the programs to contract liabilities within other payables and accruals. The complicated calculations regarding loyalty programs need to be carefully observed to ensure the correct data is being recorded and the company is adhering to the IFRS standards. 



	






















[bookmark: _Toc16727048]Chapter 7. Conclusion
The analysis of Ausnutria in comparison to its competitors show that although the company does not have as high sales revenue as Mengniu, its sales growth rate is the highest implying it is improving its performance more than its competitors. As the number of infants in the country is decreasing, Ausnutria should come up with better marketing strategies to help it acquire more market share. The profitability of Ausnutria is recommendable. The company has high and growing profit margins higher than its competitors. Ausnutria, however, has high levels of debt, which is not good for the company. The corporation is generating adequate profits to meet its interest and principal loan payments, although it would be better if it maintained low debt levels like its competitor Yashili. The efficiency of Ausnutria is low compared to its competitors. The company should manage its assets better to ensure they earn higher yields. Corporate governance of Ausnutria is recommendable. It has helped the company have high ROE and ROA compared to its competitors. The analysis of the Ausnutria development project has positive NPV, a payback period of 4 years 8 months and an IRR higher than the cost of capital. Therefore, the project is profitable and viable. The analysis also shows that funding the project using equity finance will have the most benefits, such as low cost associated with retained earnings and will help reduce the high gearing of Ausnutria.
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Company Name Ausnutria dairy corporation 

limited

China Mengniu dairy 

company limited

Yashili International 

holding Limited

Stock number 1717 2319 1230

Business nature

Enterprise value (RMB in million) 11813.994 91196.110 14417.270

P/E ratio 52.594 1.106 705.209

Market area China, New Zealand, Australia 

and Netherlands.

China China

Investment holding, manufacturing and distribution.
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Table 2: Financial analysis  Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Net Current Assets 708.500      455.800      1,485.396     883.232                4,238.644                 1,990.264             

Total Assets 3,923.646   5,621.130   6,829.006     5,457.927             57,906.719               7,706.261             

Retained earnings 1,359.614   1,631.319   3,116.317     2,035.750             10,105.721               5,184.103             

EBIT 315.601      460.655      821.745        532.667                2,420.177                 (158.042)               

Stock value (HKD) (Dec 31 closing value by dividend and stock split adjustment)*¹ 3.028          4.595          8.711            5.445                    20.617                      1.463                    

RMB/HKD currency closed exchange rate on stock closing dated *² 1.117          1.201          1.139            1.152                    1.152                        1.152                    

No of stock (Million Shares) at 31 Dec 1,247.733   1,256.061   1,582.151     1,361.982             3,926.699                 4,745.560             

Total liabilities 2,333.950   3,674.124   3,434.458     3,147.511             32,685.398               2,122.806             

Sales 2,740.262   3,926.466   5,389.568     4,018.765             60,970.676               2,489.744             

Ausnutria Dairy Co Ltd.

Note 1: See stock values at Appendix 1 to 3.

Note 2: See RMB/HKD currency exchange rates at Appendix 4 to 6.
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Table 3: Z-score analysis Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

A=Working Capital/Total Assets 0.181 0.081 0.218 0.160 0.074 0.259

B=Retained Earnings/Total Assets 0.347 0.290 0.456 0.364 0.173 0.673

C= EBIT/Total Assets 0.080 0.082 0.120 0.094 0.038 -0.020

D=[(Stock value x Total number of stocks)/RMB & HKD ex rate]/Total liabilities 1.449 1.308 3.525 2.094 2.134 2.849

E= Sales/Total Assets 0.698 0.699 0.789 0.729 1.056 0.323

Z score =1.2A+1.4B+3.3C+0.6D+0.999E 2.535 2.256 4.200 2.997 2.793 3.218

Ausnutria Dairy Co Ltd.
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Table 4: Financial structures comparison Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Fixed Assets 859.699 1565.028 1607.635 1,344.121 13,382.584 1,634.079

CL 1828.589 2763.240 2653.155 2,414.995 20,992.693 2,107.185

Net asset 1589.651 1947.006 3394.548 2,310.402 27,691.710 5,583.455

Debt=Long Term Liabilities* (interest bearing) 1215.092 1973.776 416.400 1,201.756 31,179.069 0.000

Equity 1589.651 1947.006 3394.548 2,310.402 27,691.710 5,583.455

Ausnutria Dairy Co Ltd.
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Table 5:Financial structure analysis Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Fixed Asset to Long term Liability Ratio 0.708 0.793 3.861 1.787 3.563 0.292

Current Liabilities to Net Asset Ratio 1.150 1.419 0.782 1.117 0.752 0.377

Current Liabilities to Stock Ratio 2.285 2.551 1.718 2.185 5.348 2.971

Ausnutria Dairy Co Ltd.
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Table 6: Paying debit ability Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Current ratio (%) 138.743% 116.497% 155.986% 137.075% 121.125% 195.208%

Quick Ratio (%) 94.979% 77.290% 97.779% 90.016% 103.036% 160.631%

Stock Credit Index 0.115 0.579 0.038 0.244 -0.144 -0.454

Cash Ratio (%) 29.888% 23.004% 54.647% 35.846% 31.713% 85.853%

Total Debt Ratio (%) 59.484% 65.363% 50.292% 58.380% 51.873% 27.519%

Debt/Equity Ratio 1.468 1.887 1.012 1.456 1.084 0.380

Long Term Debt Ratio* 0.310 0.351 0.061 0.241 0.113 0.000

Total Debit/Fixed Asset Ratio 2.715 2.348 2.136 2.400 0.918 1.303

Time Interest Cover Ratio 17.682 20.835 27.619 22.045 4.997 -8.391

Cash Coverage Ratio 24.332 21.830 36.206 27.456 9.348 1.074

Ausnutria Dairy Co Ltd.

Note: Interest bearing
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Table 7: Operating expenses Mengniu Yashili

In RMB 1 million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Depreciation and Amortization 51.130 73.369 144.222 89.574 1,714.608 167.171

Selling and distribution expense 646.411 969.127 1444.237 1,019.925 15,712.433 1,068.180

Administrate expense 215.656 298.025 461.853 325.178 2,627.871 289.805

Other expenses 14.055 28.466 59.621 34.047 1,600.163 127.015

Ausnutria Dairy Co Ltd.
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Table 8: Operating expenses per sales ratio  Mengniu Yashili

In RMB 1 million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Depreciation and Amortization 1.866% 1.869% 2.676% 2.137% 2.825% 6.904%

Selling and distribution expense 23.589% 24.682% 26.797% 25.023% 25.668% 43.544%

Administrate expense 7.870% 7.590% 8.569% 8.010% 4.324% 12.213%

Other expenses 0.513% 0.725% 1.106% 0.781% 2.787% 5.425%

Ausnutria Dairy Co Ltd.


image16.emf
Table 9. Operating expenses and operation period Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Total assets turnover 0.698 0.699 0.789 0.729 1.056 0.323

Average Collection Period (days) 28.903 20.954 23.880 24.579 15.748 23.285

Day's Sales in Inventory (days) = Main business cost/stock 180.818 176.828 206.556 188.068 34.176 187.179

Payment period(days) [turnover days = (Accounts payable*365)/ Cost of sales] 34.329 44.383 37.930 38.881 57.774 79.122

Operation period days 175.392 153.399 192.506 173.766 -7.849 131.342

Ausnutria Dairy Co Ltd.

* Operation period days=Cash period= Average collection days + Day's Sales in inventory - Payment period
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Table 10. Profitability Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Net profit (1 Million RMB) 233.996 334.78 644.552 404.443 1,473.878 -149.251

Net profit growth  7421.569% 43.071% 92.530% 25.191 0.918 -1.812

Gross profit margin 41.049% 43.046% 49.366% 44.487% 35.128% 42.542%

Net Profit margin 8.539% 8.526% 11.959% 9.675% 2.170% -6.924%

Ausnutria Dairy Co Ltd.
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Table 11. Total Assets Turnover Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Total assets turnover 78.809% 82.275% 78.922% 80.002% 105.579% 37.966%

Leverage ratio 0.595 0.654 0.503 0.584 1.084 0.275

Return on Equity (after tax) (%) 15.939% 19.235% 18.988% 18.054% 4.940% -2.650%

Ausnutria Dairy Co Ltd.
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Table 12. Growth ability Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Retained yield (times) 5.810 4.873 4.835 5.173 -0.320 17.935

Self-sustainable growth ratio (%) 85.529% 83.786% 91.804% 87.040% 36.181% 92.846%

Ausnutria Dairy Co Ltd.
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Table 13. Stock market prospects analysis Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Market Capitalization 3,383.000    4,804.062     12,105.508       6,764.190             70,056.692           6,030.659             

Market to book ratio (times) 2.128           2.467            3.566                2.721                    2.511                    1.080                    

Enterprise value (EV) 7,469.800    10,852.434   17,119.750       11,813.994           91,196.110           11,920.788           

EBITDA 333.300       503.300        948.700            595.100                3,491.433             (136.600)               

Enterprise value multiple (EV multiple) 22.412         21.563          18.045              20.673                  37.770                  143.884                

Earning per share (HK$)  17.040         24.610          47.200              29.617                  0.375                    (3.599)                   

Price-earning Ratio (Times) 73.224         51.039          33.520              52.594                  1.106                    705.209                

Dividend yield (%) 23.849% 16.290% 32.261% 24.133% 0.806% -3.693%

Ausnutria Dairy Co Ltd.
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Table 14. ROA & ROE Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

ROA (after tax) % 5.964% 5.956% 9.438% 7.119% 2.220% -1.921%

ROE (after tax) % 15.939% 19.235% 18.988% 18.054% 4.940% -2.650%

Ausnutria Dairy Co Ltd.
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Project items Remarks RMB in million

Area 34,424 and 6,922 (square meters)  Existing in Changsha City in the PRC.(Ausnutria,2018.pp.36)

1) Building Price  Ausnutria builds new headquarter (HQ) in year 2019 100.000                     

2) Decoration ( 15 Million RMB) Assumption building external decorations cost 15.000                       

3) New office equipments (15 Million RMB) Assumption additional office equipment cost 15.000                       

Total cost Building, decorations and new Office equipments  130.000                     

Table 15. Project budget 
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Table 16. Project basic information Remarks

RMB in million

4.00

3.00

3.00

Sales growth rate (See table 15) Average sales growth in year 2016 to 2018. 36.940%

Ultimate growth rate *² Inflation rate of 2019 2.700%

EBITDA  Average of (EBITDA/Sales) in year 2016 to 2018. 14.808%

Cash period (days) Average operation period in year 2016 to 2018. 173.766

Depreciation*¹ 5 years on 15 million of external decorations by China's accounting legislation (Ausnutria,2018.pp.124).

Note 1: Depreciation is calculated on the straight-line basis to write off the cost of each item.(Ausnutria,2018.pp.124)          

Depreciation*¹ 25 years on 100 million of building by China's accounting legislation.(Ausnutria,2018.pp.124)          

Note 2: China inflation rate at 10 July, 2019 in appendix 7 (Trading economics,2019).

Depreciation*¹ 5 years on 15 Million of new office equipments by China's accounting legislation (Ausnutria,2018.pp.124).
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RMB in million (Year) 2015 2016 2017 20183 years average

Sales 2,103.534 2,740.262     3,926.466         5,389.568            

Sales growth rate (%) 30.269% 43.288% 37.263% 36.940%

Total sales of nutrition products 12.300 78.176              136.108               

Sales growth rate (%) of nutrition products 535.577% 74.105% 304.841%

Ausnutria Dairy Co Ltd.

Table 17. Calculation of sales and growth rate for comparison.


image25.emf
RMB in million (Year) Year 1 Year 2 Year 3 Year 4 Year 5

Total sales[Assume total sales of year 1* x (1+ 36.94% growth rate)] 136.108      186.386        255.237        349.522       478.635     

Average of (EBITDA/Sales) in year 2016 to 2018. 20.155        27.600          37.796          51.757         70.876       

Building depreciation (RMB 100 million for 25 years) (4.000)         (4.000)           (4.000)           (4.000)          (4.000)       

Decoration depreciation (RMB 15 million for 5years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

Office equipment depreciation (RMB 15 million for 5 years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

EBIT 10.155        17.600          27.796          41.757         60.876       

China standard tax rate at 25% (Ausnutria,2018.pp.164) 2.539          4.400            6.949            10.439         15.219       

Profit (After tax) 7.616          13.200          20.847          31.318         45.657       

RMB in million (Year) Year 6 Year 7 Year 8 Year 9 Year 10

Total sales[last year sales x (1+ 2.7% inflation rate*)] 491.559      504.831        518.461        532.460       546.836     

Average of (EBITDA/Sales) in year 2016 to 2018. 72.790        74.755          76.774          78.847         80.976       

Building depreciation (RMB 100 million for 25 years) (4.000)         (4.000)           (4.000)           (4.000)          (4.000)       

Decoration depreciation (RMB 15 million for 5years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

Office equipment depreciation (RMB 15 million 5 years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

EBIT 62.790        64.755          66.774          68.847         70.976       

China standard tax rate at 25% (Ausnutria,2018.pp.164) 15.698        16.189          16.693          17.212         17.744       

Profit (After tax) 47.093        48.567          50.080          51.635         53.232       

RMB in million (Year) Year 11 Year 12 Year 13 Year 14 Year 15

Total sales[last year sales x (1+ 2.7% inflation rate*)] 561.601      576.764        592.336        608.330       624.754     

Average of (EBITDA/Sales) in year 2016 to 2018. 83.162        85.407          87.713          90.082         92.514       

Building depreciation (RMB 100 million for 25 years) (4.000)         (4.000)           (4.000)           (4.000)          (4.000)       

Decoration depreciation (RMB 15 million for 5years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

Office equipment depreciation (RMB 15 million for 5 years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

EBIT 73.162        75.407          77.713          80.082         82.514       

China standard tax rate at 25% (Ausnutria,2018.pp.164) 18.290        18.852          19.428          20.020         20.628       

Profit (After tax) 54.871        56.556          58.285          60.061         61.885       

RMB in million (Year) Year 16 Year 17 Year 18 Year 19 Year 20

Total sales[last year sales x (1+ 2.7% inflation rate*)] 641.623      658.947        676.738        695.010       713.775     

Average of (EBITDA/Sales) in year 2016 to 2018. 95.012        97.577          100.212        102.917       105.696     

Building depreciation (RMB 100 million for 25 years) (4.000)         (4.000)           (4.000)           (4.000)          (4.000)       

Decoration depreciation (RMB 15 million for 5years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

Office equipment depreciation (RMB 15 million for 5 years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

EBIT 85.012        87.577          90.212          92.917         95.696       

China standard tax rate at 25% (Ausnutria,2018.pp.164) 21.253        21.894          22.553          23.229         23.924       

Profit (After tax) 63.759        65.683          67.659          69.688         71.772       

RMB in million (Year) Year 21 Year 22 Year 23 Year 24 Year 25

Total sales[last year sales x (1+ 2.7% inflation rate*)] 733.047      752.840        773.166        794.042       815.481     

Average of (EBITDA/Sales) in year 2016 to 2018. 108.550      111.481        114.491        117.582       120.757     

Building depreciation (RMB 100 million for 25 years) (4.000)         (4.000)           (4.000)           (4.000)          (4.000)       

Decoration depreciation (RMB 15 million for 5years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

Office equipment depreciation (RMB 15 million for 5 years) (3.000)         (3.000)           (3.000)           (3.000)          (3.000)       

EBIT 98.550        101.481        104.491        107.582       110.757     

China standard tax rate at 25% (Ausnutria,2018.pp.164) 24.637        25.370          26.123          26.895         27.689       

Profit (After tax) 73.912        76.111          78.368          80.686         83.067       

Note: Assume China inflation rate 2.7% at 10 July,2019 for growth rate in appendix 7 (Trading economics,2019)..

Note: Assume China inflation rate 2.7% at 10 July,2019 for growth rate in appendix 7 (Trading economics,2019).

Table 18. Tax cost calculation 

Note: Assume total sales of year 1 = Total sales RMB 136.108 million of nutrition products in 2018. 

Note: Assume China inflation rate 2.7% at 10 July,2019 for growth rate in appendix 7 (Trading economics,2019).

Note: Assume China inflation rate at 10 July,2019 for growth rate in appendix 7 (Trading economics,2019).
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Cash flow calculation (RMB in million) Initial cost Year 1 Year 2 Year 3 Year 4 Year 5

EBITDA (14.195%) 20.155          27.600          37.796         51.757        70.876        

Assumption expenditures of electricity fee RMB 1 million yearly (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

Assumption expenditures of outside building gardening fee RMB 0.5 million yearly (0.500)           (0.500)           (0.500)          (0.500)        (0.500)         

Assumption expenditures of building maintenance and repair cost yearly (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

China standard tax rate at 25% (Ausnutria,2018.pp.164) (2.539)           (4.400)           (6.949)          (10.439)      (15.219)       

Cash flow*³ (EBITDA - Expenditures-Tax Cost) (130.000)            15.116          20.700          28.347         38.818        53.157        

Cash flow calculation (RMB in million) Year 6 Year 7 Year 8 Year 9 Year 10

EBITDA (14.195%) 72.790          74.755          76.774         78.847        80.976        

Expenditures of decoration cost RMB 1 million for every 5 years (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

Expenditures of Office equipment depreciation (RMB 0.5 million for every 5 years) (0.500)           (0.500)           (0.500)          (0.500)        (0.500)         

Expenditures of building maintenance cost and repair cost yearly (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

China standard tax rate at 25% (Ausnutria,2018.pp.164) (15.698)         (16.189)         (16.693)        (17.212)      (17.744)       

Cash flow*³ (EBITDA - Expenditures-Tax Cost) 54.593          56.067          57.580         59.135        60.732        

Cash flow calculation (RMB in million) Year 11 Year 12 Year 13 Year 14 Year 15

EBITDA (14.195%) 83.162          85.407          87.713         90.082        92.514        

Expenditures of decoration cost RMB 1 million for every 5 years (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

Expenditures of Office equipment depreciation (RMB 0.5 million for every 5 years) (0.500)           (0.500)           (0.500)          (0.500)        (0.500)         

Expenditures of building maintenance cost and repair cost yearly (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

China standard tax rate at 25% (Ausnutria,2018.pp.164) (18.290)         (18.852)         (19.428)        (20.020)      (20.628)       

Cash flow*³ (EBITDA - Expenditures-Tax Cost) 62.371          64.056          65.785         67.561        69.385        

Cash flow calculation (RMB in million) Year 16 Year 17 Year 18 Year 19 Year 20

EBITDA (14.195%) 95.012          97.577          100.212       102.917      105.696      

Expenditures of decoration cost RMB 1 million for every 5 years (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

Expenditures of Office equipment depreciation (RMB 0.5 million for every 5 years) (0.500)           (0.500)           (0.500)          (0.500)        (0.500)         

Expenditures of building maintenance cost and repair cost yearly (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

China standard tax rate at 25% (Ausnutria,2018.pp.164) (21.253)         (21.894)         (22.553)        (23.229)      (23.924)       

Cash flow*³ (EBITDA - Expenditures-Tax Cost) 71.259          73.183          75.159         77.188        79.272        

Cash flow calculation (RMB in million) Year 21 Year 22 Year 23 Year 24 Year 25

EBITDA (14.195%) 108.550        111.481        114.491       117.582      120.757      

Expenditures of decoration cost RMB 1 million for every 5 years (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

Expenditures of Office equipment depreciation (RMB 0.5 million for every 5 years) (0.500)           (0.500)           (0.500)          (0.500)        (0.500)         

Expenditures of building maintenance cost and repair cost yearly (1.000)           (1.000)           (1.000)          (1.000)        (1.000)         

China standard tax rate at 25% (Ausnutria,2018.pp.164) (24.637)         (25.370)         (26.123)        (26.895)      (27.689)       

Cash flow*³ (EBITDA - Expenditures-Tax Cost) 81.412          83.611          85.868         88.186        90.567        

Table 19. Cash flow for 25 years
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ARR  (RMB in million)

Total income for 25 years 1,855.478                  

Average ARR (A) 74.22                         

Initial cost (B) 130.000

ARR (A/B) 57%

Table 20. ARR ratio
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Year Cash flowPresent value interest factor at 7.119% Present value

Year 0 -130.000 1 (130.000)                

Year 1 15.116                1.071                                             14.112                   

Year 2 20.700                1.147                                             18.040                   

Year 3 28.347                1.229                                             23.062                   

Year 4 38.818                1.317                                             29.482                   

Year 5 53.157                1.410                                             37.690                   

Year 6 54.593                1.511                                             36.135                   

Year 7 56.067                1.618                                             34.644                   

Year 8 57.580                1.734                                             33.215                   

Year 9 59.135                1.857                                             31.845                   

Year 10 60.732                1.989                                             30.531                   

Year 11 62.371                2.131                                             29.271                   

Year 12 64.056                2.283                                             28.064                   

Year 13 65.785                3.452                                             19.056                   

Year 14 67.561                2.619                                             25.796                   

Year 15 69.385                2.806                                             24.732                   

Year 16 71.259                3.005                                             23.711                   

Year 17 73.183                5.054                                             14.479                   

Year 18 75.159                3.448                                             21.795                   

Year 19 77.188                3.694                                             20.896                   

Year 20 79.272                3.957                                             20.034                   

Year 21 81.412                4.239                                             19.207                   

Year 22 83.611                4.540                                             18.415                   

Year 23 85.868                4.864                                             17.655                   

Year 24 88.186                5.210                                             16.927                   

Year 25 90.567                5.581                                             16.228                   

146.228                 

IRR      = 28%

Table 21. NPV (RMB in million) and IRR (%)

NPV= all cash flow for 25 years - initial cost :
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Items (RMB in 1 million) Cash flow Cumulative cash flows

Year 0 -130.000 (130.000)                                       

Year 1 15.116                (114.884)                                       

Year 2 20.700                (94.184)                                         

Year 3 28.347                (65.837)                                         

Year 4 38.818                (27.019)                                         

Year 5 53.157                26.138                                          

Payback period is about 4 years and 8 months.

Table 22. Payback period 
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Table 23. Financing analysis Mengniu Yashili

RMB in million (Year) 2016 2017 2018 3 years average 3 years average 3 years average

Cash and equivalents 546.532 635.65 1449.861 877.348 3,618.492 1,800.510

Bank loans 761.455 1158.04 659.042 859.512 12,091.148 695.972

Cash ratio 29.888% 23.004% 54.647% 35.846% 17.734% 85.853%

Retained profit 5.810 4.873 4.835 5.173 -0.320 17.882

Net debit ratio¹ 6.331% 26.830% -49.748% -5.529% 31.630% -19.887%

Net interest expense*² 23.305         11.245          (3.422)              10.376                  267.617                    79.751                  

Net interest expense/turnover 0.850% 0.286% -0.063% 0.358% 0.426% 3.345%

Ausnutria Dairy Co Ltd.

Note 1: Net debt ratio = (bank loans - Cash and equivalents) / Equity.

Note 2: Net interest expense = Interest payment – Interest Income.
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