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The a2Milk Company (A2M)

FX, interest and trade flows

Adjusting ahead of FY23 results

The following is main takeaways from monthly data points we monitor for A2M:

Australia China exports: Exports from Australia (to China and HK) continue to remain
subdued, down -44% YQY through 4Q22 and compares to inbound shipments from
NZ (where the three leading brands are manufactured) down -32% YOY. While supply
chains are constantly evolving there does not appear to be any material sustained
recovery as yet in trade flows.

China IMF imports: Total landed IMF volumes in China fell -9% YQY in 4Q22, though
this follows a period of material inventory accumulation (volumes up +38% YOY in
3Q23) ahead of new GB standards. We would expect a period of dislocation in China
shipments and revenue generation as channels are destocked and restocked. Direct
shipments to China and HK from SM1 centric ports (i.e. A2M volume proxy) were up
+88% YOY in volume terms and +130% YOY in value terms in 2H23 (with a +140%
YOY uplift in HK bound shipment values in 4Q23).

COGS: Commodity based COG’s in IMF continued the downdraft visible in 1H23, on
average down -22% YOY in 2H23. Given the timing of inventory accumulation in China
we would expect any benefit from lower ingredient costs to be more likely realised from
2Q24e.

We have updated our forecasts to reflect movements in FX, interest rates and export
pricing outcomes. The net effect is upgrades to NPAT of +3% in FY23e, +9% in FY24e
and +8% in FY25e, the majority being higher interest income. Target price is reduced
to $5.70ps (prev. $5.95ps) on a higher WACC hurdle with higher base rates.

Investment view: Hold rating unchanged

With the inventory build and unwind in China around new GB standards and change in
how platforms are doing business, reading individual patterns in the data variables for
A2M is incredibly complex in 2H23-1H24e. On face value HK trends looked to have
improved in 4Q23 (from historically low levels) while China data is reflective of
upcoming label transitions. We would expect FY24e revenue growth to be 2H biased.

Earnings Forecast

Year end June 2022 2023e 2024e 2025e
30
z | I Sales (NZ$m) 1446.2 1587.3 1671.9 1756.0
7.0
5 EBITDA (NZ$m) 196.2 215.4 242.0 270.0
6.0
<50 NPAT (adjusted) (NZ$m) 1226 1475 175.2 200.7
54'0 NPAT (reported) (NZ$m) 98.2 1475 175.2 200.7
53-0 EPS (adjusted) (NZ cps) 16.4 20.0 24.2 27.7
52'0 EPS growth (%) 51.6 22.0 206 146
’ PER () 33.8 27.7 23.0 20.1
$1.0
FCF Yield (%) 6.0 25 55 6.3
Sﬂ.ﬂ T T T 1
Auz21 Feb22 Aug22 Feb23 Aug23 EV/EBITDA (x) 165 15.0 13.4 12.0
Dividend (NZ Cps) 0.0 0.0 0.0 0.0
AZM “S&P 300 Rebased Franking (%) 0.0 0.0 0.0 0.0
Yield (%) 0.0 0.0 0.0 0.0
ROE (%) 103 125 13.0 13.0
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
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A2M variable earnings drivers

Australian Shipments: Export activity ex-Australia into China has picked up from the lows
seen earlier in the year and demonstrating reasonable YOY growth on a R3M basis.

Figure 1 —Finished IMF exports Australia - China Figure 2 - R3M AUS-CHN exports vs. imports from NZ (t)
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China shipment values: HK revenue trends (CBEC) have bounced off the bottom. China
shipments are likely distorted by product movements ahead of GB standard changes.
Average shipment values (per Kg) were up +14% YOY to China and +8% YOY to HK.

Figure 3 - R12M China shipments value ex-CHC (NZ$m) Figure 4 — R12M HK shipments value ex-CHC + AUK (NZ$m)
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China overall activity: Total China imports of finished IMF have weakened following the
surge seen heading into regulatory changes in Feb’23.

Figure 5 — Total China landed imports (t) Figure 6 —R12M total landed IMF volumes — China (t)
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Ingredient input costs: Commodity derived COGS in the IMF supply chain have
bottomed in recent months.

Figure 7 — IMF constituent index Figure 8 — IMF ingredient index
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China metrics: A2M is relatively underexposed in offline distribution points relative to
peers. A2M gross contribution margins (GM-Marketing-Distribution) is broadly comparable
to the peer group.

Figure 9 - Gross contribution margin China IMF Figure 10 - Offline distribution points
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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$5.70ps and derived utilising our ROIC based methodology. In
deriving our target price we have utilised: (1) FY23e ROIC pre-US losses of 56.5% lifting to
63.1% in FY25e; (2) a pre-tax WACC of 11.4%; 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
associated 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 2019 2020 2021 2022 2023e  2024e  2025¢  [Rating
e i (59
Sales revenue 13045 17311 12067 14462 15873 16719 17560  |Targetprice (ASps) $5.70
... Change H“4%  R7%  -303% 198%  98%  53%  50% |Sharesonissue (m) 7220
EBITDA 437 5520 1234 1962 2154 2420 2700  |Marketcap (ASm) 31254
Deprec. & amort (2.2) (44) (75 (189) (199 (2190 (219)  |Enterprise Value (ASm) 3005.8
EBIT 416 5476 1160 1773 1955 2200 2481  Converted at AUDNZD of: 1.08  EV: MKt cap less cash and SM1 holding
Interest expense 42 5.7 33 41 231 36.3 429
Pre-tax proft 4157 5534 1193 1814 2186 2563 2910  Yearend June 2019 2020 2021 2022 2023 2024 2025¢
Tax expense (128.0) (1652) (386)  (66.6)  (80.1)  (89.0)  (98.2)  NEIENLJNIENTE
... txrate 31% 30% 32% 37% 37% 35%  34%  Adjusted EPS (¢ps) 389 524 108 164 200 242 27
Minorites 0.0 0.0 0.0 79 9.0 79 8.0 Change (%) 469%  345% -793% 516% 220%  206%  14.6%
Net Profit 2877 3881 807 1226 1475 1752 2007  Adjustd PE (x) 143 106 513 338 27 230 201
Abs. & extras. (66.7)  (555) (1335) (245 0.0 0.0 00 EV/Sales (x) 25 19 27 22 20 19 18
Reported Profit 210 3326  (529) 982 1475 1752 200.7  EV/EBITDA(x) 78 59 262 16.5 15.0 134 120
EVIEBIT (x) 79 59 219 18.3 16.6 147 130
NTA (Sps) 06 182 145 1% 16 18 21
EBITDA 437 5520 1234 1962 2154 2420 2700  PINTA(x) 49 34 36 33 32 28 24
Net Interest Expense 42 57 33 30 21 363 429  BookValue ($ps) 1.07 1.53 1.46 161 1.64 1.87 214
Tax Paid (1339) (197.9) (97.8)  (230) (734)  (845)  (936) Price/Book (x) 52 36 38 35 34 30 26
Change in Wkg Capitl (12) 58.2 534 370 (627 19 19 DPS (¢) 0.0 00 0.0 00 0.0 00 0.0
Other 6.3 76 (162 (134 00 0.0 00 Payout (%) 00% 00% 00% 00% 00% 00%  00%
Operating Cash Flow 2891 4256 662 1997 1025 1956 2212  Yield (%) 00% 00% 00% 00% 00%  00%  00%
Capex (34  (72) (13 (52 (202 (187) (185)
Dividen paid 0 00 00 00 00 00 00
Free Cash Flow 2857 4184 589 1945 822  177.0 2027  EBITDA/sales (%) 3M7%  39%  102%  136%  136%  145%  154%
Acquistions (1623) (219) (571) (2148) 00 0.0 00 EBIT/sales (%) 315%  316%  96%  123%  123%  132%  14.1%
Disposals 00 0.0 00 0.0 00 0.0 00 OCF Realisaon (%)~ 100%  108%  75%  141%  61%  99% 99%
Share issues 29 0.0 22 (133)  (1500) 00 00 FCF Realisation (%) 99%  108%  73%  159%  56%  101%  101%
Other (20 (12 170 (786) 00 0.0 00 ROE (%) 365% 342%  T4%  103% 125%  13.0%  13.0%
(Inc.) Idec. in net debt 1244 3894 210 (1122) (678) 1770 2027  ROIC (%) 1214% 1957%  555%  414%  40.0%  46.0%  52.9%
Assetturn (years) 19013 12566 1656 1037 1081  11.03 1231
CapexDepn() " 155 " 164 " 0% "oz " " oss " oss
Cash & near cash 4648 8542 8752 8873 8196 9965 11992  Interestcover (x) (98.95) (95.31) (3525) (4322) (845) (6.06) (5.78)
Receivables 52.7 707 65.3 835 917 965 1014 NetDebtEBITDA(x)  (1.12)  (1.55)  (7.09)  (389)  (3.23) (360) (3.98)
Inventories 1085 1473 1122 1400 1667 1756 1844  Netdebtlequiy (%) 59%  -75%  -81%  -64% 5%  -65%  -70%
Other 497 5.3 443 604 614 644 67.3
Current assets 6757 11285 10969 11712 11393 13330 1553
Fixed assefs 103 304 172 2405 2459 2437 2413 AustaliaNZ 8427 9657 5897  B32T 472 ANMT 4252
Intangibles 130 136 151 1093 1083 1072 1062  China 4057 6994 5834 7265 9754 10548 11148
Other 2045 2808 2428 1947 2047 247 2247  US&UK 56.1 66.1 63.6 827 1131 1235 1341
Non current assets 3178 3248 2751 5446 5589 5657 5722  Processing 1089 1128 1128 1128
Total assets 9935 14533 13720 17159 16982 1,898.6 21245  Corporate and other 00 00 00 (45 (309 (309 (309
Creditors 1602 2819 2663 3761 3492 3678 3863  Revenue 1,3045 17314 12067 14462 15873 1,671.9 1,756.0
Borrowings 0.0 0.0 0.0 439 439 439 439
Other 451 235 84 202 400 545 69.1 Australia/NZ 3882 4656 1488 1732 1141 1135 1192
Current liabilities 2054 3054 2747 4402 4332 4662 4993  China 1239 2249 756 1451 2233 2493 2709
Borrowings 00 0.0 00 804 804 804 804  US&UK (395)  (505) (335) (36.7) (231) (205 (17.3)
Other 02 138 134 1.3 13 1.3 13 Processing (188)  (189)  (143)  (147)
Non current liabilities 0.2 138 134 817 81.7 817 817 Corporate & Other (589) (879) (675  (666)  (80.0) (86.0) (88.2)
Total liabilities 2056 3193 2881 5219 5149 5479 5810  Associates 00 00 0.0 00 00 0.0 00
Net assets 7879 11341 10840 11940 11833 11,3507 15435  EBITDA M37 5520 1234 1962 2154 2420 2700
Share capital 1445 1469 1491 1492 1000 1000  100.0 IMF rev share (%) 815% 823% 759% 705% 708%  716%  72.1%
Reserves 649 29  (1101) (136.3) (236.3) (236.3) (236.3)  GrossMargin (%) 547%  56.0%  422%  459%  46.2%  47.2%  474%
Retained earnings 57184 9643 10449 11676 13151 14903 1,691.0  GMex-MVM (%) 547%  560% 414%  49.0%  48.0%  49.0%  49.1%
Outside equity Interests 0.0 0.0 0.0 13.6 46 (33 (11.2)  IMF GMex-impairments 56.7%  59.3%  59.6% 552%  555%  56.7%  56.6%
Siholders' funds 7879 14344 10840 11940 11833 1,350.7 1,5435  Marketing (NZ$m) 1353 1940 1687 2300 2749 2998 3085
NZDAUD 0.94 095 093 0.94 091 093 093
Net Debt (Cash) (4648) (854.2) (875.2) (763.0) (695.2) (8722) (1,0749) NZDUSD 0.67 0.64 0.70 068 0.61 061 0.61
NZDCNY 459 448 457 440 429 430 430

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
and regulatory constraints.
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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.

All opinions, projections and estimates constitute the judgement of the Author as of the Date of the Research Report and these, plus any
other information contained in the Research Report, are subject to change without notice. Prices and availability of financial instruments
also are subject to change without notice.

Notwithstanding other departments within Bell Potter Securities Limited advising the subject Company, information obtained in such role is
not used in the preparation of the Research Report.

Although Bell Potter Research does not set a predetermined frequency for publication, if the Research Report is a fundamental equity
research report it is the intention of Bell Potter Research to provide research coverage of the covered issuers, including in response to
news affecting the issuer. For non-fundamental Research Reports, Bell Potter Research may not provide regular updates to the views,
recommendations and facts included in the reports.

Notwithstanding that Bell Potter maintains coverage on, makes recommendations concerning or discusses issuers, Bell Potter Research
may be periodically restricted from referencing certain Issuers due to legal or policy reasons. Where the component of a published trade
idea is subject to a restriction, the trade idea will be removed from any list of open trade ideas included in the Research Report. Upon lifting
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