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Mengniu Dairy (2319 HK)

Subpar growth target but good corporate governance
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practice could stabilize shareholders’ return Target Price HK$40.0
(Previous TP HK$52.0)
B 2023 outlook. Management guided for mid-to-high single digit revenue Up/Downside +22.7%
growth ex Milkground (Mengniu holds 35% of the latter and has started Current Price HK$32.6
consolidation from Dec 2022). This came in slightly below our expectation, China Consumer —
as the expected recovery now looks lack of steam. Alternatively, we argue Food and Beverage
that the milk powder business remains a drag to Mengniu, despite small,
and we still look for a HSD revenue decline. Accordingly, this will imply 7%/ Joseph Wong
25%+ revenue growth for the remaining liquid milk/ ice cream businesses. (852) 3900 0838
Separately, when the aggregate of input prices unlikely to significantly come josephwong@cmbi.com.hk
down, and when product mix upgrade decelerates, we see little ground for
GPM to meaningfully expand. The major catalyst to sustain a 0.5pp ,\S,,tkczcck Dz:% ) 128,850
. . . . . . ap mn ,
recurring EBIT margins expansion, in our view, falls on operatlon cogt Avg 3 mths tlo (HKS mn) S0
savings, when we forecast administrative cost ratio to normalize to that in 52w High/Low (HKS) 43.9/ 24.7
the pre-COVID era. Nevertheless, the merit will be partially offset by a Total Issued Shares (mn) 3,952
higher selling expense, which management expects it to come in at 24-26% S e
of 2023E revenue. Shareholding Structure
B Share buyback. Management reinstates its intention to buy back shares ggr':di?l_?j“ry'”vwmem co. 13:2;22
whenever they feel appropriate. When current production capacity is Brown Brothers Harri. & Co. 7.29%
sufficient to sustain a volume expansion for the next 3-5 years, in our view, Source: Wind
Mengniu’s capex cycle looks to have peaked-out. Considering also a 10%
. . . Share Performance
increase in OCI_: Fq RMBS.Spn in 2022, we see grounds for management to Absoluie  Relative
take on further initiatives to improve shareholders’ return. 1-mth -5.5% -10.2%
. 3-mth -7.9% -10.8%
B Earnings change. To reflect the actual 2H results, we cut our 2023/24E 6-mth 4.7% -10.6%
revenue by 2%/ 2.7%, respectively, along with a 1.1pp trim in GPM, and Source: Wind
these lead to an 11%.cu.t in our net profits estimates fpr both years. Our 12-m Price Performance
current forecasts fall within the range of management guidance and are 9% (HKD)
below consensus. 50.0 ——2319 HK —— HSCEI (rebased)
40.0
B Valuation. Upon our earnings changes, our new TP is based on 22.0x (from 300

26.0x) end-23E P/E, which now represents -1sd below long-term average
(from long-term average). To Mengniu, we believe its decelerating growth
trajectory should command a lower valuation range relative to its F&B peers,
which share higher sensitivity to China’s reopening. Comparably, we
applied the same methodology to Feihe. Despite this, when shares are
trading at historical low, we think the negatives are partially priced-in, and a
good corporate governance practice could hopefully stabilize shareholders’
return. Maintain BUY.
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Related Reports

1. Nongfu Spring (9633 HK) — Mid-
teen top-line growth and a 90%

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E dividend payout sustain the
Revenue (RMB mn) 76,035 88,141 92,593 100,354 111,018 e e -
YoY growth (%) 3.8) 15.9 5.1 8.4 10.6 30 Mar 2023
Net income (RMB mn) 3,525 5,026 5,303 6,022 7,108 2. Shenzhen Pagoda (2411 HK) —
EPS (RMB) 0.9 1.3 1.3 15 1.8 An ensuring 2022: and we
YoY growth (%) (7.6) 42.0 55 13.6 18.0 remain positive for 2023 — 30
Consensus EPS (RMB) n.a n.a 15 1.8 21 Mar 2023
P/E (x) na n.a 20.3 17.9 15.2
P/B (x) na n.a 2.7 2.4 2.2
Div yield (%) n.a n.a 15 1.7 2.0
ROE (%) 9.5 12.0 10.6 1.1 12.0
Net gearing (%) 19.4 28.2 44.8 37.4 25.3
Source: Company data, Bloomberg, CMBIGM estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
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Figure 1: Earnings revision

New Old Diff (%)
RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 92,593 100,354 111,018 92,802 102,393 114,048 -0.2% -2.0% -2.7%
Gross Profit 32,690 35,726 40,078 33,130 37,066 41,856 -1.3% -3.6% -4.2%
Recurring EBIT 6,378 7,141 8,455 6,205 7,460 8,880 2.8% -4.3% -4.8%
Net profit 5,303 6,022 7,108 5,898 6,771 7,938 -10.1% -11.1% -10.5%
Gross Margin 35.3% 35.6% 36.1% 35.7% 36.2% 36.7% -0.4ppt -0.6ppt -0.6ppt
EBIT Margin 6.9% 7.1% 7.6% 6.7% 7.3% 7.8% 0.2ppt -0.2ppt -0.2ppt
Net Margin 5.7% 6.0% 6.4% 6.4% 6.6% 7.0% -0.6ppt -0.6ppt -0.6ppt

Source: Company data, CMBIGM estimates

Figure 2: CMBIGM estimates vs consensus

CMBIGM Consensus Diff (%)
RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 92,593 100,354 111,018 93,531 106,576 116,048 -1.0% -5.8% -4.3%
Gross Profit 32,690 35,726 40,078 34,135 39,258 42,906 -4.2% -9.0% -6.6%
Recurring EBIT 6,378 7,141 8,455 6,390 7,654 9,105 -0.2% -6.7% -7.1%
Net profit 5,303 6,022 7,108 5,826 6,612 7,815 -9.0% -8.9% -9.1%
Gross Margin 35.3% 35.6% 36.1% 36.5% 36.8% 37.0% -1.2ppt -1.2ppt -0.9ppt
EBIT Margin 6.9% 7.1% 7.6% 6.8% 7.2% 7.8% 0.1ppt -0.1ppt -0.2ppt
Net Margin 5.7% 6.0% 6.4% 6.2% 6.2% 6.7% -0.5ppt -0.2ppt -0.3ppt
Source: Company data, CMBIGM estimate
Figure 3: 12M forward P/E band Figure 4: 12M trailing P/B band
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E
Revenue 76,035 88,141 92,593 100,35 111,01 Netincome 3,525 5,026 5,303 6,022 7,108
Liquid Milk 67,751 76,514 78,269 83,910 91,624 D&A 2,042 2,396 2,652 2,752 2,852
Others 8,284 11,627 14,324 16,445 19,394 Change in working capital 967 1,459 (3,644) (4,024) (577)
Others (1,187) (1,336) (1,896) (2,164) (2,260)
Gross profits 28,629 32,390 32,690 35,726 40,078 Net cash fr. operating act. 5348 7,545 2415 2586 7,123
D&A (2,042) (2,396) (2,652) (2,752) (2,852) Capex & investments (611) (565) (640) (640) (640)
Selling expense (21,541 (23,488 (22,347 (25,089 (27,755 Acquisition (26) (830) - - -
Administration expenses (2,915) (3,524) (4,442) (4,014) (4,441) Others 5,459 (14,045 657 779 779
Other operating expenses  (1,783) (1,629) (1,802) - - Net cash fr. investing act. 4,822 (15,440 17 139 139
Others 3,029 3,780 4,730 2,952 3,052
EBIT 3,377 5,132 6,177 6,823 8,082 Equity raised - - - - -
Change of Debts (3,926) 8,013 - - -
EBITDA 5419 7,529 8,829 9,576 10,935 Dividend paid (885) (1,282) (1,548) (1,698) (1,968)
Others 241 42 (81) - -
Finance costs, net (572) (743) (1,125) (1,125) (1,125) Net cash fr.financing act. (4,571) 6,773 (1,629) (1,698) (1,968)
Non-operating 1,350 1,479 1451 1,686 1,758
Pre-tax profit 4,155 5,868 6,502 7,384 8,715 Netchangein cash 5,599 (1,123) 803 1,028 5,294
Cash at the beginning of the 5970 12,351 11,963 13,894 14,922
Income tax (653) (905) (1,318) (1,496) (1,766) Exchange difference 172) (11) - - -
Less: Minority interests 23 62 118 134 158 Cash at the end of theyear 11,397 11,217 12,766 14,922 20,216
Net profit 3,525 5,026 5303 6,022 7,108 Less:pledged cash - - - - -
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Non-current assets 48,640 67,081 81,036 80,353 79,463 Sales mix (%)
PP&E/Fixed assets 12,547 17,335 19,653 18,716 17,099 Liquid Milk 89.1 86.8 845 836 825
Goodwill 4,883 4,858 8,888 8,888 8,888 Others 109 132 155 164 175
Deferred tax assets 1,277 1561 1601 1,601 1,601
Other non-current assets 29,933 43,327 50,895 51,148 51,875 P&L ratios (%)
Gross margin 37.7 36.7 35.3 35.6 36.1
Current assets 31,507 31,020 36,777 39,876 46,443 Operating margin 4.4 5.8 6.7 6.8 7.3
Cash 11,397 11,217 12,766 14,922 20,216 Pre-tax margin 55 6.7 7.0 7.4 7.9
Account receivable 2,927 4,160 3,660 3,967 4,389 Net margin 4.6 5.7 5.7 6.0 6.4
Inventory 5512 6,485 8,073 8,710 9,561 Effective taxrate (15.7) (15.4) (20.3) (20.3) (20.3)
Other current assets 11,670 9,158 12,278 12,278 12,278
Balance sheet analysis
Current liabilities 26,144 29,072 33,153 30,072 30,768 Currentratio (x) 0.4 0.4 0.3 0.4 0.4
Borrowings 4,924 4,265 9,095 9,095 9,095 Netreceivable days 14.1 17.2 14.4 14.4 14.4
Account payables 7,969 8,804 10,201 7,120 7,815 Inventory turnover days 42.4 42.5 49.2 49.2 49.2
Other payables 8,326 11,737 4,763 4,763 4,763 Net payable days 38.3 36.5 40.2 40.2 40.2
Lease liabilities 4,924 4265 9,095 9,095 9,095 Netdebt to equity (%) 19.4 282 448 374 253
Non-current liabilities 16,754 27,030 34,608 35,914 35,914 Returns (%)
Borrowings 13,696 18,786 26,106 26,106 26,106 ROE 95 120 106 111  12.0
Deferred tax liabilities 2,280 2,456 3,926 3,926 3,926 Dividend yield n.a n.a 15 1.7 2.0
Other non-current liabilities 779 5,787 4575 5,882 5,882
Per share
Minority Interest 4,265 5,174 9,953 9,819 9,661 EPS (RMB) 0.9 13 13 15 1.8
DPS (RMB) 0.3 0.4 0.4 0.5 0.5
Total net assets 37,248 41,999 50,052 54,242 59,223 BVPS (RMB) 8.3 9.3 101 112 125

Shareholders' equity 32,983 36,826 40,099 44,423 49,562

Source: Company data, CMBIS estimates
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIGM Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIGM

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Global Markets Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Global Markets Limited (“CMBIGM”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned
subsidiary of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIGM does
not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIGM recommends that investors should independently evaluate particular investments and strategies, and encourages investors
to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM or its
affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or
enter into any transaction. Neither CMBIGM nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss,
damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information
contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIGM
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the information,
advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM may issue other publications having information
and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIGM may make
investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf
of its clients from time to time. Investors should assume that CMBIGM does or seeks to have investment banking or other business relationships with the companies in
this report. As a result, recipients should be aware that CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM will not assume
any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or
published in whole or in part for any purpose without prior written consent of CMBIGM.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (ll) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
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analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.
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