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The a2 Milk Co (A2M)

Recent reporting trends

Chinareporting season and other indicators

In this note we review post reporting datapoints and China peer group reporting. Key
points:

China IMF reporting season: Three listed IMF entities have recently reported. In
aggregate we noted: (1) Average contribution margin contraction of 500bp with a
spread of -1300-to-+120bp in 1H24 (vs. A2M of -180bp); (2) Average revenue growth
of -20% YOQOY (vs A2M of +2% YOQY) with revenue per distribution point (where
reported) down -15% YOY in NZD terms (vs. A2M of +5% YOY); and (3) CY24e
outlook comments generally suggested a stabilising but competitive market.

SM1 results read throughs: We noted a -10% YOY and -27% HOH contraction in
SM1 prepayments on balance sheet and a +46% YQY increase and an -11% HOH
decline in nutritional inventory volumes on SM1’s balance sheet. Prepayments reflect
near term orders where customers are required to pre-pay for non-dairy ingredients.

China trade flows: Imports of IMF into China have remained subdued, down -62%
YOY in Mar24 and down -36% YOY on a R12M basis. While changes in GB
standards and inventory distortions are difficult from a pcp perspective, the level of
imports into China remains at historically low levels and has been since Jun’23.

We have adjusted our forecasts for YTD FX resulting in immaterial NPAT changes (+/-
1% FY24-26e). Our A$5.70ps target price is unchanged.

Investment view; Hold rating unchanged

Our Hold rating is unchanged. The PRC label transition has been executed well to
date, with reported IMF revenues sustained in a falling market (at NZ$1.1Bn on a
R12M basis at 1H24). However, A2M (at ~16x FY24e EBITDA) is trading at a
reasonably large premium to China facing IMF (~10-11x FY24e EBITDA) and global
Dairy entities (~12-13x FY24e EBITDA). In the near term, competitor commentary
continues to suggest a difficult sector trading backdrop and we note overall levels of
inbound inventory movements into China remain subdued.

Earnings Forecast

Year end June 2023 2024e 2025e 2026e
%80 Sales (NZ$m) 1592.9 1663.5 1773.9 1863.7
37.0 EBITDA (NZ$m) 219.3 235.3 269.6 310.0
360 NPAT (adjusted) (NZ$m) 155.6 172.0 198.4 231.6
%50 NPAT (reported) (NZ$m) 97.4 138.2 198.4 231.6
34.0 EPS (adjusted) (NZ cps) 211 23.7 27.3 31.9
#3.0 EPS growth (%) 28.8 121 15.3 16.7
%20 PER (x) 20.7 26.5 23.0 19.7
310 FCF Yield (%) 2.6 4.3 53 6.3
suiprzz Dctl 22 Aplr23 Dctl 23 P.plr24 EV/EBITDA (x) 17.0 15.9 13.9 12.1
Dividend (NZ Cps) 0.0 0.0 0.0 0.0
——AIM =——5&P 300 Rebased Franking (%) 0.0 0.0 0.0 0.0
Yield (%) 0.0 0.0 0.0 0.0
ROE (%) 135 135 13.6 13.7
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
BELL POTTER SECURITIES LIMITED DISCLAIMER:
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A2M earnings drivers

Reporting season takeouts: Three listed IMF entities have recently reported. In
aggregate we noted: (1) Average contribution margin contraction of 500bp with a spread of
-1300-to-+120bp in 1H24 (vs. A2M of -180bp); and (2) Average revenue growth of -20%
YOY (vs A2M of +2% YOY) with revenue per distribution point (were reported) down -15%
YOY in NZD terms (vs. A2M of +5% YQY).

Figure 1 - China IMF contribution margins (%) — Juen YE Figure 2 - YOY IMF revenue growth - NZD basis (%) —June YE
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SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES. CONTRIBUTION MARGIN =

GROSS MARGIN — MARKETING-DSITRIBUTION SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

In general, CY24 outlook comments pointed to: (1) Ausnutria: an ongoing trend of industry
contraction and an intensification of market competition. Though it noted the year of the
dragon will likely provide some benefit to the IMF sector; (2) H&H Group: expects the BNC
segment in mainland China to stabilise, with an expected stabilisation in the birth rate; (3)
China Feihe: noted an expectation for the IMF market to be stable; and (4) Danone noted
in its quarterly sales update that growth had been achieved on the back of market share
gains and online was outgrowing MBS channels.

SM1 indicators: We noted a -10% YOY and -27% HOH contraction in SM1 prepayments
and +46% YOQY increase and an -11% HOH decline in nutritional inventory volumes on
SM1’s balance sheet. Prepayments reflect near term orders where ingredients have been
acquired and inventories SM1 expectations of required inventory (though both reflect total

demand).
Figure 3 — SM1 pre-payments vs following 6mths A2M sales Figure 4 — R6M export volumes vs. SM1 reported nutrional vols.
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SOURCE: COMPANY DATA SOURCE: STATSNZ

Australian Shipments: Export activity ex-Australia into China has remained subdued and
at historically low levels. The misalignment between inbound volumes from NZ and
outbound to China is at its widest since 2020.
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Figure 5 —Finished IMF exports Australia - China
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Figure 6 - R3M AUS-CHN exports vs. imports from NZ (t)
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China activity levels: HK and China shipments (ex-SM1 ports) has demonstrated +8%
YQY growth in value ex traditional SM1 ports 2H24TD (YTD up +13% YOY). Total imports
of IMF into China (both traditional and bonded) have continued to demonstrate high double
digit YOY declines are at historically low levels, down -62% YOY in Mar223, with NZ
landed volumes down -37% YOY and Australian landed volumes down -82% YOQOY.

Figure 7 - R12M China shipments value ex-SM1 ports (NZ$m) Figure 8 — Total landed finished IMF China (t)

12M China direct shipment value (NZ$m) China finished IMF import volume (t)
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A2M Overview

COMPANY DESCRIPTION

The a2 Milk Company (A2M) is in the business of producing, marketing and selling
branded dairy and infant milk formula (IMF) products in Australia, New Zealand, China, US
and UK. A2M branded milk contains only A2 Protein rather than both A1 and A2 proteins
which are found in Regular Cows’ Milk. The business model of A2M is to focus on
consumer facing products with a target on the functional food markets where a premium
can be generated.

TARGET PRICE

Our target price for A2M is A$5.60ps and derived utilising our ROIC based methodology. In
deriving our target price we have utilised: (1) FY23e ROIC pre-US losses of 53.8% lifting to
60.6% in FY25e; (2) a pre-tax WACC of 10.8%; and (3) AUDNZD cross rate consistent
with the spot. To this we incorporate a value for A2M’s holding in SM1 at market.

RISKS

A2M is a high growth FMCG business with exposures to an agricultural supply chain. Risks
ssociated in an investment in A2M include but are not isolated to:

COVID-19: The substantial impact of COVID-19 on the global and domestic economies is
creating enormous volatility and uncertainty in global share markets. The forecasts in the
report may be subjected to significant changes if this situation continues for an extended
period of time.

Scientific risk: The A2M brand proposition is built primarily on the potential digestive well-
being benefits of A1 Protein Free milk products compared to Regular Cows’ Milk products
which contain both Al Protein and A2 Protein. There is the risk of research or information
being published that diminishes or rejects the scientific arguments or consumers’
experiences as to the benefits of the consumption of A1 Protein Free dairy products. As a
result, the A2M brand may lose its differentiated position and it may become difficult for
A2M to continue to position its products as premium products sold at a premium price.

Intellectual Property: A2M's business relies in part on its intellectual property portfolio,
including brands and trademarks, patents, proprietary processes and know-how. Some
forms of registered intellectual property, including patents, are of fixed duration and will
expire over time. As any of A2M’s registered intellectual property expires, or if it is
invalidated or removed from intellectual property registers, this will adversely impact on
A2M’s ability to claim and enforce exclusive rights in such intellectual property. Because of
the importance of its intellectual property, A2M may also need to defend its intellectual
property or take action against third parties that infringe or claim rights in its intellectual
property. Such action may include litigation, which may be protracted and expensive, and
which may result in negative publicity.

Emergence of new competition: A2M’s business model relies on A2M branded products
being differentiated from other dairy products in each market in which it operates because
they consist of, or are made using, Al Protein Free milk. There is a risk that a competitor
or competitors may launch Al Protein Free milk products, and this risk may increase over
time as A2M patents expire. There is also a risk that competitors may develop branding
that creates confusion between a2MC branded products and Regular Cows’ Milk products
or otherwise reduces the perception of A2M branded products as differentiated A1 Protein
Free milk products

Supply chain disruption: A2M’s business model and supply chain are dependent on
contractual arrangements with third parties which provide essential processing, production

BELL POTTER
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or distribution functions for A2M branded products globally. There is the risk that the
operations of one or more third parties change in a material and adverse way or that one or
more third parties could reduce their support for the A2M brand. This could reduce A2M’s
ability to maintain supply to its customers in the short to medium term and reduce its ability
to maintain its position in existing markets or enter new markets. This may also necessitate
the need for A2M to invest in manufacturing capacity that would likely be returns
dilutionary.

Brand risk: In common with many other food companies, there is a risk that raw materials
may deteriorate or that products may become contaminated, tampered with, adulterated or
otherwise unsafe or unfit for sale or consumption within the supply chain due to various
factors, including human error and equipment failure. Potential adverse consequences for
A2M include regulatory penalties, termination of distribution arrangements, liability
associated with adverse health effects on consumers, product recall and disposal costs,
loss of stock, delay in supply and financial costs.

Regulatory risk: A2M and its strategic suppliers and contractors require certain licences,
approvals and consents in order to conduct their businesses. There is a risk that any such
licences, approvals or consents that are material to a2MC in operating its business will not
be renewed or will be renewed on more restrictive or onerous terms, or in limited
circumstances, revoked.

China regulatory risk: At this stage we are projecting no material change in China C2C
law changes which would likely have a detrimental impact on the level of sales in the
Australian IMF business, but following a transition would be more than mitigated by faster
growth in the China business where gross margins are higher than those achieved in
Australia. As such while we are cognisant that a change in Chinese C2C trading
regulations can impact near term earnings, we don’t necessarily view this as detrimental to
the company’s longer-term growth trajectory.

Key personnel risk: A2M’s performance is dependent on the ability of its senior
executives and key personnel to manage and grow its business. Continuity and retention of
senior executives and key personnel are important for the ongoing implementation of
A2M’s strategy.

Execution risk: Part of our optimism centres around management'’s ability to generate a
profitable return in the US and UK fresh dairy markets. Failure to execute this strategy may
impact stock performance and its ability to realise our target price.

BELL POTTER
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Table 1 - Financial summary

Year end June 019 2020 0 02 023 0e 225 0%
e
Sals revenue 13045 17311 12067 14462 15929 16635 17739 18637  |Targetprice (ASps) $5.70
...Change A4%  RT% 0% 198% 104%  44%  66%  51% [Sharesonissue(m) 729
EBITDA M37 520 1234 1962 2193 2353 2696 3100 [Marketcap (ASm) 4713
Deprec. & arort (22 @4 (15 (1BY (182 (182 (212 (227)  |Enkrprise Value (ASm) 34320
EBIT M16 5476 1160 1773 2011 271 2484 2873 Converted st AUDNZD of: 109 EV: MKt cap less cash and SM1 holding
Interestexpense 42 57 33 41 218 332 379 444
Pre-ax prot #57 534 1193 1814 229 2503 2862 317 Yearend June 019 2020 02 202 223 204e 225 0%
Tax expense (1280) (1652) (386) (666) (78.0) (899  (983) (110.3)  NEIMENLNNENGE
. Burae M% A% W% 3 3% %% % 3% AdusedEPS(fps) 389 B4 108 164 21 87 273 39
Minores 00 00 00 79 108 116 105 104 Change(%) 9% 5% 193% 516% 288% 121% 153%  167%
Net Profit W17 381 807 1226 1556 1720 1984 2316 AdusedPE(x) 64 120 50 33 07 265 B0 197
Abs. & extras. (667) (555 (1335 (245) (83 (38 00 00  EViSas() 29 22 26 28 22 21 2
Reported Profit 210 326 (529) 982 914 1382 1984 216 EVEBITDA() 90 68 %03 190 170 59 139 12
EVIEBIT (1) 9 68 22 A1 186 172 150 130
NTA ($ps) 106 18 145 159 15T 1M 201 23
EBITDA M37 B0 1234 192 2193 2353 2696 3100 PNTA(x) 54 38 40 3§ 37 33 29 25
NetInerest Expense 42 57T 33 30 188 %2 319 444 BookValue ($ps) 0 1B 146 161 15 177 203 2%
Tax Paid (1339) (1979) (978) (280) (349) (%0) (%) (1043)  PriceBock(x) 59 41 43 39 39 36 3 2T
ChangeinWhgCaplel ~ (12) 582 534 3710 (1031) 166 08 06  DPS(g) 00 00 00 00 00 00 00 00
Oer 63 76 (162 (134 77 00 00 00 Payout(%) 00% 00%  00% 00% 00% 00%  00%  00%
Operating Cash Flow 2891 4256 662 197 1017 1914 2140 2507 Yied (%) 00% 00%  00% 00% 00% 00%  00%  00%
Capex B4 12 (13 (2 (04 (03 (153 (153
Diiendpi D00 00 00 00 00 00 00
Free Cash Flow W57 4184 589 145 973 1608 1987 254 EBITDASaes(h)  31T%  319% 102% 136% 138% 141%  152%  166%
Aoguisios (1623) (219 (671) (248 (35 (68) 00 00  EBiTlsdes(%) 5% 36%  96%  123% 126% 130% 140%  154%
Disposals 00 00 00 00 00 00 00 00  OCFRealsaion(h)  100% 108%  79%  141% 6%  101%  OT% 9%
Share isues 2900 22 (133 (M494) 00 00 00  FCFReaisalon(%) 9%  108% 73 150% 6% 9% 100%  102%
Oer (200 (12 170 (8§ (1) 00 00 00  ROE(%) 5% M2 T4% 0% 135%  135% 136%  137%
(Inc)fdec.innetdebt 1244 394 210 (1122 (623) 1539 1987 2354 ROIC(%) 1274% 1957% 555%  A01%  448%  515% 605%  T24%
Assettm (years) 19043 12566 1656 1037 1205 1293 1272 1366
CpeDepn(x) " 155 " 164 0% "o "osm Ter "o 7ooes
Cash & near cash 448 8542 G752  8OT3 822  OM6 11133 1387 Inerestoover(x)  (9895) (531) (B25) (822) (024) (653 (65 (647)
Receivables 527 707 663 85 792 827 882 97  NetDsEBTDA() (112 (155 (109 (389 (320) (363 (3%1)  (416)
Inveniories 1085 1473 1122 1400 1934 1830 161 2050  Netdeblequiy(h)  -59% 6%  B1% 6% 6% 6T% % -T6%
Oer 97 563 M3 604 412 514 5AB 54
Curtent assets 6757 11285 10969 14712 1121 12318 14514 17039
Fived assef 03 304 172 2405 452 2465 249 2T Auskalaz 827 9657 5607 27 M7 3380 3688 368
Inangbles 80 136 151 1093 1084 1077 1069 1061  China W57 6994 5834 TS5 0022 11229 MOTA 12669
Oer 245 2808 2428 147 130 1260 1360 1460 US&UK 51 661 636 87 051 1128 1192 1242
Noncurentasses 3178 3248 2151 5446 4806 4001 4878 4938 Processing 1089 462 1128 137 1646
Total assets 935 14833 13120 47159 16117 17119 1932 21976 Coporaandoher 00 00 00 (45) (323 (B0)  (400)  (800)
Crediors 1602 2619 2663 3761 3132 3271 3488 3665  Revenue 13045 17311 12067 14462 15929 V16635 17739 18637
Borrowings 00 00 00 439 192 50 50 50
Oer 51 B5 84 02 468 481 658 851 Austalaz 2 456 1488 1732 W5 23 806 952
Curtent libilities 54 3054 24T 402 32 3802 M96 4566 China 1239 249 756 151 41 297 30T 354
Borrowings 00 00 00 804 83 50 550 50 USAUK (305 (505 (385 (67 (B3 (150 (124 (95)
Oer 02 138 134 13 07 07 07 07  Processig (188) (265 (92 (48 (35
Noncurent liabiies 02 13§ 134 817 830 557 557 557  Coporae&Oher (589 (§79) (675 (666) (185) (25 (55 (774)
Total liablities 56 3193 2884 509 422 4359 4152 5122 Associs 00 00 00 00 00 00 00 00
Net assets T89 11341 10840 11940 10495 12761 14640 16854  EBITDA #3750 1234 1962 2193 ' 2353 2696 3100
Share capial 1445 1469 1491 192 01 01 01 01  IMFrevshae()  815% 823% 759% 707% 696% 709% T11% 723%
Reserves 649 29 (M0A) (1363 (1775) (1775) (I775) (7775) GuossMagn(%)  54T% 560% 422% 459%  464%  463% 46%%  478%
Retained earmings 5184 943 10449 11676 1332 14614 16507 18913  OMexMVM(%)  5AT%  560%  414% 492%  504% 40%  503%  518%
QOuside equity Interests 00 00 00 136 37 (79)  (184) (285  IMF GMex-impairments 56.7%  59.3%  596%  552%  584% 57.3%  57.6%  57.6%
Sholders'funds 819 11341 10840 11940 11495 12764 14640 16854 Mareig(NZSm) 1353 1940 1687 2300 2600 200 2912 3069
NZDAUD 09 0% 0% 0% 0% 0% 092 0%
NetDebt Cash) (4648) (8542) (8752 (7630) (1007) (8546) (10533) (12887) NZDUSD 067 064 070 088 06 060 05 059
NZDCNY 450 448 45T 40 42 429 430 40

SOURCE: BELL POTTER SECURITIES ESTIMATES
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Research Coverage & Policies

For Bell Potter Securities’ Research Coverage Decision Making Process and Research Independence Policy please refer to our company
website: https:/bellpotter.com.au/research-independence-policy/.

Authoring Research Analyst’s Certification

The Authoring Research Analyst is responsible for the content of this Research Report, and, certifies that with respect to each security that
the Analyst covered in this Report (1) all the views expressed accurately reflect the Analyst’s personal views about those securities and
were prepared in an independent manner and (2) no part of the Analyst's compensation was, is or will be, directly or indirectly, related to
specific recommendations or views expressed by that Research Analyst in the Research Report.

Research Analyst’s Compensation

Research Analyst's compensation is determined by Bell Potter Securities Research Management and Bell Potter Securities’ Senior
Management and is based upon activities and services intended to benefit the investor clients of Bell Potter Securities Ltd. Compensation
is not linked to specific transactions or recommendations. Like all Company employees Research Analysts receive compensation that is
impacted by overall Company profitability.

Prices

The Price appearing in the Recommendation panel on page 1 of the Research Report is the Closing Price on the Date of the Research
Report (appearing in the top right hand corner of page 1 of the Research Report), unless a before midday (am) time appears below the
Date of the Research Report in which case the Price appearing in the Recommendation panel will be the Closing Price on the business day
prior to the Date of the Research Report.

Availability

The completion and first dissemination of a Recommendation made within a Research Report are shortly after the close of the Market on
the Date of the Research Report, unless a before midday (am) time appears below the Date of the Research Report in which case the
Research Report will be completed and first disseminated shortly after that am time.

Dissemination

Bell Potter generally disseminates its Research to the Company’s Institutional and Private Clients via both proprietary and non-proprietary
electronic distribution platforms. Certain Research may be disseminated only via the Company’s proprietary distribution platforms; however
such Research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise
inconsistent with the Author’s previously published Research. Certain Research is made available only to institutional investors to satisfy
regulatory requirements. Individual Bell Potter Research Analysts may also opt to circulate published Research to one or more Clients by
email; such email distribution is discretionary and is done only after the Research has been disseminated. The level and types of service
provided by Bell Potter Research Analysts to Clients may vary depending on various factors such as the Client’s individual preferences as
to frequency and manner of receiving communications from Analysts, the Client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific long term and short term etc.) the size and scope of the overall Client relationship with the Company and legal
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and regulatory constraints.

Disclaimers

This Research Report is a private communication to Clients and is not intended for public circulation or for the use of any third party,
without the prior written approval of Bell Potter Securities Limited.

The Research Report is for informational purposes only and is not intended as an offer or solicitation for the purpose of sale of a security.
Any decision to purchase securities mentioned in the Report must take into account existing public information on such security or any
registered prospectus.

This is general investment advice only and does not constitute personal advice to any person. Because this Research Report has been
prepared without consideration of any specific client’s financial situation, particular needs and investment objectives (‘relevant personal
circumstances’), a Bell Potter Securities Limited Broker (or the financial services licensee, or the representative of such licensee, who has
provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of your relevant personal
circumstances and consulted before any investment decision is made on the basis of this Research Report.

While this Research Report is based on information from sources which are considered reliable, Bell Potter Securities Limited has not
verified independently the information contained in this document and Bell Potter Securities Limited and its directors, employees and
consultants do not represent, warrant or guarantee expressly or impliedly, that the information contained in this Research Report is
complete or accurate.

Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views, opinions or recommendations contained in
this Research Report or for correcting any error or omission which may have become apparent after the Research Report has been issued.

Bell Potter Securities Research Department has received assistance from the Company referred to in this Research Report including but
not limited to discussions with management of the Company. Bell Potter Securities Policy prohibits Research Analysts sending draft
Recommendations, Valuations and Price Targets to subject companies. However, it should be presumed that the Author of the Research
Report has had discussions with the subject Company to ensure factual accuracy prior to publication.
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