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**SALES DESK COMMENTARY** 
 

Bellamy’s Australia Ltd. (BAL.ASX, A$13.40, Mkt cap 
A$1,295M) – Bellamy’s premium organic brand not likely to 
be impacted by recent volatility     BUY, PT $20.00 
 

 

Unnecessary panic over Blackmores’s result and China regulatory concerns overblown. 

 Post FY16 results, markets reacted positively to BAL’s surprise results announcement and the share 
price gained more than 10% in two days. The management of BAL clearly assured analysts during 
results conference call that BAL is fully prepared to meet the requirements of China’s new infant 
formula regulations and reiterated that they will prove beneficial to the company. 

 However since the Blackmores’s (BKL) results announcement on 24th August, market sentiment has 
turned negative towards dairy and infant formula stocks, on warning of a volatile Australian 
wholesale market and retailers de-stocking.  

 We believe these concerns have been overblown, and will have no effect on BAL’s business 
performance. BAL’s organic infant formula is among the top 10, on leading Chinese e-commerce 
website Tmall. BAL multichannel strategy of selling online and through retailers in China is 
progressing as planned. 

 Under the new regulations, infant formula makers will only be able to register 3 brands and sell 3 
products under each brand, which means a total of only 9 products can be sold by one 
manufacturer. This rule will prove detrimental to domestic producers, who in some cases sell 50 or 
60 different products. BAL will be the beneficiary as it is targeting to sell only 9 products, under 3 
brands.  

 

Bellamy’s surprises with an unexpected high margin and a solid FY 16 result 

 The FY16 result by Bellamy’s Australia (BAL) surprised the market, when it announced a significant 
improvement in EBIT margin. FY16 EBIT margin more than doubled to 22%. The margin boost was 
the result of management’s decision to increase the price of infant formula in December 2015, after 
a period of five years.  

 The decision paid off handsomely as consumers continue to demand the premium organic infant 
formula and have happily absorbed higher prices. The 95% lift in FY16 revenue is a testament to 
the strength of the brand.  

 BAL’s business is growing stronger by the year. In Australia, and overseas sales are skyrocketing at 
double digit rates. Australia sales were up 67%, China/HK were up 331%.  

   

A successful business model, ambitious management and a bright future 

 BAL’s clean and natural organic infant formula has been success story from the beginning and is 
backed by an ambitious management, which continues to invest in brand and its people. 



  We believe that there is no shortage of growth opportunities as BAL expands its distribution 
network in China and SE Asia. To meet un-interrupted strong demand for its infant formula, a 5-
year supply agreement was signed with Fonterra in 2016, to strengthen the supply base.      

 Consumer demand for organic milk continues to rise in China, and BAL has the advantage of being 
the first mover brand to market organic infant formula in China.  

 

Outlook 

 We believe these regulatory changes are a step by the Chinese government to control the grey 
market. They are aimed at protecting the consumer, by making product registration procedures 
tougher. They will have no impact on BAL’s business model as it has taken steps to ensure 
compliance with new regulations. 

Recommendation - Buy 

 Rising popularity, successful expansion of distribution network in China, SE Asia, and Australia has 
setup BAL for strong growth. We believe that BAL is a Buy, and our 12month price target is $20 
based on a FY17e PE multiple of 30x.  
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