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COMPANY UPDATE

China Mengniu Dairy (2319 HK)

Takeaways From Mengniu Factory Visit; Full-Year Guidance Unchanged

We visited Mengniu’s first fully intelligent factory and met with the senior management
in Yinchuan, Ningxia. Overall ytd top-line performance was in line with its 2023 growth
guidance in the mid-single digits yoy, and management’s full-year guidance was
unchanged. Mengniu will continue to lead in the UHT milk market with its high-end
Deluxe brand while efforts in product mix upgrade (ie promoting Selection Meadow) will

lift its gross margin. Maintain BUY with an unchanged target price of HK$39.30.

WHAT’S NEW

o We attended China International Dairy Intelligent Manufacturing Summit and China Mengniu
Dairy’s (Mengniu) first fully intelligent factory visit in Yinchuan, Ningxia. Our key takeaways
are as below:

Ytd sales running in line with full-year guidance. Per management, ytd sales
performance was in line with its full-year mid-to-high single-digit growth guidance, and
showed a sequential yoy improvement trend each month. However, the growth was below
the company’s more-aggressive-internal target. By category, Milk Deluxe and the basic ultra-
high-temperature (UHT) milk, fresh milk and ice cream registered yoy growth, while the low-
temperature yoghurt declined by low-single-digit yoy ytd, better than 2022 and the industry’s
level. Milk beverage (¥ 4t47) saw decent recovery in 2Q23.

Guidance remains unchanged. Management maintains its top-line growth guidance at mid-
to-high single digit in 2023, and an operating margin expansion of 30-50bp. In 2023, it will
allocate more expenses in advertising and promoting the basic UHT milk as well as to
convert raw milk to milk powder. However, that will be offset by the higher gross profit margin
as a result from the raw milk price decline and product mix upgrade.

The new factory caters for the production of the Deluxe DreamCap series. The new
factory is the world’s first fully intelligent dairy factory. It only caters to Milk Deluxe’s
DreamCap production, and currently eight out of 24 production lines have commenced
operation. The factory has a designed capacity of around 1m tonnes with 100 workers,
hence, it is expected to produce an output value of Rmb10b. Currently, the DreamCap series
accounted for one-third of Deluxe revenue since the release in 2019.

Liquid milk sales growth to recover next year. Liquid milk sales growth will be the slowest
this year, and is expected to recover subsequently, per management. Sales growth target for
Deluxe remained unchanged at double digit yoy in 2023, while basic UHT milk is expected to
grow by single digit yoy. Nevertheless, management aims to grow Deluxe sales to Rmb5b-
6b (vs 2022’s Rmb3b) in the coming years, thanks to the rise in consumption scenes such as
specialty coffee shops. Furthermore, it is keen on producing ready to drink (RTD) coffee in
the future.

KEY FINANCIALS

Year to 31 Dec (Rmbm) 2021 2022 2023F 2024F 2025F
Net turnover 88,141 92,593 102,016 111,817 122,734
EBITDA 7,483 7,620 8,736 9,705 10,803
Operating profit 5,087 5,723 7,021 8,152 9,398
Net profit (rep./act.) 5,222 5,193 6,165 7,093 8,191
Net profit (adj.) 5,222 5,193 6,165 7,093 8,191
EPS (sen) 131.6 131.4 155.9 179.5 207.2
PE (x) 20.7 20.8 17.5 15.2 13.2
P/B (x) 29 2.7 24 22 1.9
EV/EBITDA (x) 18.2 17.9 15.6 141 12.6
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Net margin (%) 5.9 5.6 6.0 6.3 6.7
Net debt/(cash) to equity (%) 32.1 56.0 41.6 29.7 18.4
ROE (%) 15.0 13.5 14.5 15.0 15.5
Consensus net profit - - 6,232 7,289 8,396
UOBKH/Consensus (x) - - 0.99 0.97 0.98

Source: Mengniu, Bloomberg, UOB Kay Hian
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BUY

(Maintained)

Share Price HK$30.20
Target Price HK$39.30
Upside +30.1%

COMPANY DESCRIPTION

Mengniu is the second largest dairy company
in China. Its Deluxe brand is the leading high-
end UHT milk brand with the largest market
size in China.
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o Current capacity utilisation rate is at an average level of 60-70%, vs the earlier period’s
58-60% and the highest was 76-78%.

o Milk powder. Management does not think birth rates will rebound this year. Nevertheless,
Bellamy saw positive growth ytd from a decline. The market share of adult milk powder is
expected to surpass that of infant milk powder, though the company will keep investing in
both segments.

Expansion of ice-cream into Southeast Asian markets. Mengniu will replicate its success
of Aice products, driven by low-cost operations, affordable prices and strong distribution
capability, to other countries in Southeast Asia. The Philippine factory achieved profits within
the first year of operation commencement.

Capex update. The company expects annual capital expenditure to return to a normal level
at Rmb4b vs Rmb5b-6b in previous years, hence, free cash flow is expected to improve. The
overall technical transformation cost for the factories is Rmb500m-600m per year.
Management plans to raise dividend payout ratio (from 30%) if it performs well.

The company will promote Selection Meadow products this year, which targets the mid-
end price range, as: a) management sees the opportunity to grab market shares from those
mid-to-small brands, and b) it has higher gross margins. The company targets selling prices
of Milk Deluxe, Selection Meadow, and basic UHT milk at <Rmb5.0/Rmb3.5-5.0/Rmb<3.5
per package. In terms of gross profit margins, the room-temperature Milk Deluxe is at >45%,
basic UHT milk is nearly 30%, while gross margin of the Selection Meadow lies in between.

EARNINGS REVISION/RISK

¢ Unchanged earnings forecasts.

¢ Risks. Slowdown in consumption recovery; higher-than-expected selling expenses.
VALUATION/RECOMMENDATION

¢ Maintain BUY and target price of HK$39.30. We are positive on Mengniu’s robust OPM
expansion in 2023 and thereafter. Maintain BUY and target price of HK$39.30, which implies
22.7x 2023F PE and 19.7x 2024F PE.

BRANDS UNDER MENGNIU SCREEN MONITORING OF THE FACTORY
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EIGHT PRODUCTION LINES IN OPERATION

Source: Mengniu, UOB Kay Hian
PACKAGED MILK ON BELT CONVEYORS

Source: Mengniu, UOB Kay Hian
FACTORY CONTROL ROOM

Source: Mengniu, UOB Kay Hian

Source: Mengniu, UOB Kay Hian
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Year to 31 Dec (Rmbm) 2022 2023F 2024F 2025F  Year to 31 Dec (Rmbm) 2022 2023F 2024F 2025F
Net turnover 92,593.3 102,016.3 111,816.6 122,733.7 Fixed assets 19,652.6 21,9447 242038 26,535.2
EBITDA 7,620.2 8,736.4 9,7045 10,803.2 Other LT assets 61,3835 61,2157 61,0479 60,880.1
Deprec. & amort. 1,896.7 1,715.4 1,552.3 1,405.4 Cash/ST investment 12,7658 12,730.1 135145 16,325.7
EBIT 57235 7,021.0 8,152.2 9,397.8 Other current assets 24,0112 256775 27,4105 29,3410
Total other non-operating income 408.9 925.0 11115 1,217.0 Total assets 117,813.2 121,568.1 126,176.7 133,082.0
Net interest income/(expense) 260.1 (142.9) (316.9) (285.8) ST debt 9,094.7 9,831.9 9,448.0 9,661.8
Pre-tax profit 6,392.5 7,803.0 8,946.8  10,329.0 Other current liabilities 24,0585 27,0836 29,4155 31,9115
Tax (1,317.5)  (1,607.4) (1,816.2) (2,096.8) LT debt 26,1063 21,4933 18,8727 16,9638
Minorities 118.2 (31.0) (37.8) (41.2)  Other LT liabilities 85019 85019 85019 85019
Net profit 5,193.2 6,164.6 7,092.8 8,191.0 Shareholders' equity 40,0985 44,6732 49,916.6 55979.8
Net profit (adj.) 5,193.2 6,1646  7,0928 81910 Minority interest 9,953.3 99842 10,0220 10,063.2
Total liabilities & equity 117,813.2 121568.1 126,176.7 133,082.0
CASH FLOW KEY METRICS
Year to 31 Dec (Rmbm) 2022 2023F 2024F 2025F  Year to 31 Dec (%) 2022 2023F 2024F 2025F
Operating 2,981.9 9,453.7 9,465.6  10,387.1 Profitability
Pre-tax profit 6,502.4 7,803.0 8,946.8 10,329.0 EBITDA margin 8.2 8.6 8.7 8.8
Tax (1,317.5) (1,607.4) (1,816.2) (2,096.8) Pre-tax margin 6.9 7.6 8.0 8.4
Deprec. & amort. 1,896.7 1,7154 15523 14054 Net margin 5.6 6.0 6.3 6.7
Working capital changes (1,040.4) 1,358.9 598.9 565.6 ROA 48 5.2 5.7 6.3
Other operating cashflows (3,059.1) 183.9 183.9 183.9 ROE 135 145 15.0 155
Investing (965.4)  (4,023.6) (3,827.4) (3,752.9)
Capex (growth) (5,621.9) (3,923.6) (3,727.4) (3,652.9) Growth
Investments 5,397.5 0.0 0.0 0.0 Turnover 51 10.2 9.6 9.8
Proceeds from sale of assets 0.0 0.0 0.0 0.0 EBITDA 18 14.6 11.1 11.3
Others (741.0)  (1000)  (100.0)  (100.0)  Pre-tax profit 54 221 147 15.4
Financing (467.5) (5465.8) (4,853.8) (3,822.9) Net profit (0.5) 18.7 151 155
Dividend payments (1506.2) (1,590.0) (1,849.4) (2,127.8) Net profit (adj.) (0.5) 18.7 15.1 155
Proceeds from borrowings 5,304.1 5,218.9 6,827.4 7,752.9 EPS 0.1) 18.6 15.1 15.5
Loan repayment (4,265.5)  (9,004.7)  (9,831.9) (9,448.0)
Others/interest paid 0.0 0.0 0.0 0.0 Leverage
Net cash inflow (outflow) 1,549.0 (35.7) 784.4 2,811.2 Debt to total capital 413 36.4 321 28.7
Beginning cash & cash equivalent 11,2169 12,7658 12,730.1 13,5145 Debt to equity 87.8 70.1 56.7 476
Changes due to forex impact 0.0 0.0 0.0 0.0 Net debt/(cash) to equity 56.0 416 29.7 18.4
Ending cash & cash equivalent 12,7658 12,730.1 135145 16,325.7 Interest cover (x) n.a. 61.1 30.6 378

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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