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Mengniu (2319.HK) S
Continue pushing innovation, with bright growth prospects
China | Dairy | Company report

Investment Summary Accumulate

: - CMP HKD25.50
On 23rd December, China Shengmu Organic Milk (148®)ounced to sell to Inner (Closing price at 16/1/2019)

Mongolia Mengniu 26.67% interest in the Target Camp and Shengmu High-tech 0
agreed to sell to Inner Mongolia Mengniu 24.33%siiest in the Target Company. Upon TARGET HKD 28.50 (+11.8%)

the completion of the share purchase agreemerer Mongolia Mengniu will hold 51% .o\« paTA

interest in the Target Company, and is expectdxtiecognized as a subsidiary of Innerg;s’spares (Mn) - 3927
Mongolia Mengniu in its consolidated financial staents. MARKET CAP (HKDMN) : 100157
52 — WK LO/HI (HKD): 20.9/30.2

The consideration of the sale and purchase ofaleeshares under the share purchase
agreement is RMB 303,419,400. Among which RMB273,4Q0 will be paid with five
business days after the date of the payment caatiom certificate and the remaining
RMB30,000,000 will be paid within five business ddgom the first anniversary date o
the payment confirmation certificate.

SHARE HOLDING PATTERN » %
f COFCO Dairy Inv. 31.43

PRICE PERFORMANCE » %

Shengmu is the largest organic dairy company im&hiith the largest herd of organic 1@H  3f8AH 148
dairy cows nationwide. It is the only vertically@grated organic dairy company in Mengniu 472 11.6 3.87
China that meets E.U. organic standards. It i®tig dairy company in China that offers 25! 312 565 (1568

branded organic dairy products that are 100% pesceBom raw milk produced by self-

2 . : PRICE VS. HSI
owned certified organic dairy farms.

The target company recorded losses before taxafi®&MB68.44 million and wl

RMB1194.92million respectively in 2016 and 2017d émsses after taxation of ﬂ( i I "‘l
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RMB76.99million and RMB1185.44million. Shengmu leamounced profit warning L]
expecting to record a loss for the year ending 8tdnber 2018. Because of the i ‘\
impairment provisions made for trade receivablabather receivables, its total profit W
for the year ending 31 December 2018 is expectée ecreased by approximately
RMB1.06billion.However, if we only look at the ligumilk product business, the
revenue in 1H of last year was RMB480 million, whaccounted for only 1.4% of
Mengniu’s revenue in the same period.

Source: Phillip Securities (HK) Research

The principal businesses of Mengniu are liquid itk cream, milk formula and other KEY FINANCIALS

products. Liquid milk business accounted for 83@&%otal revenue in 1H of 2018. UHT RMBmn  FY16 FY17 FYIS8E FYI9E
milk business accounted for 47.4% of the revenueefiquid milk segment. Revenue Ofyersaies 53770 60.156 69247 76,304
UHT milk during the period grew 16.3% which wasven by Net Profit 51 2048 3047 3.866
a variety of mid- to high-end products that empbasiigh-quality milk sources,
including organic Milk Deluxe, Future Star which smaade will premium milk in

EPS, RMB NA 0.53 0.80 0.98

7 ) : o E NA 4247 2787 2269

limited supply from selected ranches, Greenhoweshfmilk, and Xianyu Pure Milk with FER, x

China Modern Dairy. BVPS,RMB 656 696 755 834
P/BV, x 340 321 296 2.68

We believe that the acquisition may bring slighégsure on Mengniu's short-term ROB,%  -319% 749% 1109% 12.33%

performance. In the medium and long term, it wiit only provide Mengniu with a Source: Company reports, Phillip Securities Est.
stable supply of raw milk, especially the orgarmia/milk supply, it will also enrich
Mengniu’s product categories in the end market,dha provide growth drivers for Research Analyst

revenue.We believe that the dairy industry in Clignaith rigid demand and the impact l;i;{fééﬁﬁﬁg ffnﬁk

from economic slowdown is limited. The double-digjibwth target for the whole year is
still able to meet. We believe that the recoveryasi milk prices in 2H will help its
material associate China Modern Dairy (1117) tthiew reduce its loss. Sales and
distribution expenses are expected to be lower iirarWWe maintain a forecast PE of 31
times and target price of HKD28.5. (current priseod16th January, 2019)
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Business/Industry Overview

Mengniu's interim revenue increased 17% y.o.y.MBR4.474 billion, of which
7% came from sales volume growth, and more (10%edaom the increase in
ASP, driven by the improvement in product portfoand decrease in discount
rate. Gross profit margin(GPM) increased 3.6ppiyyto 39.2%.

In terms of GPM, the stable raw milk procuremendtamupled with the higher

growth rate of the high-margin Deluxe, room-tempaeyogurt and milk powder,

led to the increase in overall GPM. The managersenéed that the high GPM in

1H of the year was sustainable and that it coulthbmtained throughout the year
and next year. The raw milk price in 2H is expedtede higher than 1H due to

seasonal reasons, but it is believed that it wallab reasonable and controllable
level. The annual raw milk price is expected tdlaey.o.y.

Valuation and risk

We are optimistic about the industry and the comgfsmprospects, thus maintain
forecast PE ratio of 31 times and target price KDI8.5. Potential risks include

failure to meet revenue growth, lower profit magyithan expected, and huge
fluctuations in raw milk prices. (current priceaafSLGh January 2019)

Figure: historical PE ratios
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Source: Bloomberg, Phillip Securities
Figure: peers comparison
Market Price Market Cap PE ratio
China Mengniu Diary(2319.HK) HKD25.5 HKD100.157B 34.54
H&H (1112.HK) HKD44 HKD28.174B 26.38
Inner Mongolia Yili(600887.SH) CNY24 CNY145.875B 23.83
Bright Dairy & Food(600597.SH) CNYS8.47 CNY10.371B 21.51
Danone SA(BN:FP) EUR62.03 EUR42.652B 14.77
Meiji(2269.JP) JTPY8530 JPY1.302T 18.15

Source: Bloomberg, Phillip Securities
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WILELITPEFER 4] Company report

Financials

FYE 2015 2016 2017 2018E 2019E

Valuation Ratios

Price to Earnings (P/E) 36.68 NA 4247 21.87 22.69
Price to Book (P/B) 3.26 3.40) 3.21 2.96 2.68
Per Share Data (RMB)

EPS 0.61 NA| 0.53 0.80 0.98
Book Value Per Share 6.84 6.56 6.96 7.55 .34
Dividend Per Share 0.14 0.089 0.12 0.18 0.22
Growth (%)

Revenue -2.04% 9.69% 11.86% 15.11% 10.19%
Operating Income -6.32% -71.13% NA| 29.73% 17.75%
Net Profit 0.70% -131.73% NA 53.69% 22.84%
Margins (%)

Gross Profit Margin 31.36% 32.79% 35.21% 36.41% 36.96%
Operating Profit Margin 5.40% -0.78% 4.94% 5.84% 6.44%
Net Profit Margin 4.83% -1.40% 3.40% 4.55% 5.07%
Key Ratios

ROE (%) 9.47% -3.19% 7.49% 11.09% 12.33%
ROA (%) 4.98% -1.65% 3.49% 5.17% 5.75%
Income Statement (RMB,Mn)

Revenue 49,027 53,779 60,156 69,247 76,304
-Cost of Goods Sold -33,651 -36,144 -38,973 -44,032 -48,101
Gross Income 15,375 17,635 21,183 25,215 28,203
- SG&A expenses -12,856 -15,907 -17,366 -20,774 -22,891
Operating Income 2,648 -420) 2,972 4,045 4916
| Share of profits/(losses) of associates 138 2225 -532 0 100
Pretax Income 3,030 -461 2,625 4,250 5,221
- Minority Interest 153 -62 -17 140 172
Net Profit 2,367 -751 2,048 3,147 3,860

Source: Company, Phillip Securities (HK) Researstingates
The exchange rate assumption is 0.8760.
(Financial figures as at {&lanuary 2019)

Page | 3 | PHILLIPSECURITIES (HK) RESEARCH




P PhillipCapital

PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable eandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aoglyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be appropdate discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listegp@ation.

Availability

The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear resplitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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