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Synlait Milk Ltd (SM1)

Rabbit don't come easy

Six more weeks of winter

SM1 have downwardly revised FY23e NPAT expectations relative to market
expectations ahead of its 1H23e result. Key points below:

NPAT guidance statements: FY23e NPAT is forecast at NZ$15-25m, which is lower
than our previous NZ$35.8m forecast (and consensus of ~NZ$50m). Major drivers of
the changes to expectations have been listed as order deferrals from major IMF
customers, inflationary cost pressures, lower milk production levels and higher working
capital funding costs. SM1 has also stated that the two year recovery plan is likely to
now take three years, implying a lower FY23e exit rate than previously suggested
(previous guidance was for a FY23e exit run rate more consistent with profitability
levels pre-FY21), reflecting elevated costs and reduced customer demand.

Nutritionals: Our previous forecasts had implied limited demand growth from A2M in
FY23e (we note A2M FY23e revenue guidance was unchanged in Feb’22), with low-
mid single digit volume growth in FY24-25e assuming SAMR registration and a
resumption of growth in China distribution points. These estimates remain broadly
unchanged. However, we have moderated assumed volume ramp-up profiles for both
the new Pokeno and new base powder customers.

Following the update we have downgraded our EBITDA forecasts by -11% in FY23e,
-12% in FY24e and -11% in FY25e. This along with a higher funding cost to carry
working capital, results in NPAT downgrades of -43% in FY23e, -33% in FY24e and
-22% in FY25e. Our target price is downgraded to A$3.20ps (prev. A$4.00ps) following
these changes.

Investment view: Buy rating unchanged

SM1 has now been imbedded in a three year earnings downgrade cycle and is not
without risk. However, if it can deliver acceptable returns on the new Pokeno
nutritionals customer, successfully navigate A2M’s new-GB registration and add new
base powder customers then there is material operating leverage beyond FY23e
profitability levels and this is what drives the expected earnings uplift in FY24-25e.

Earnings Forecast

Year end July 2022 2023e 2024e 2025e
350 Sales (NZ$m) 1551.0 15233 1700.9 1782.5
EBITDA (NZ$m) 116.8 1242 153.1 1675
NPAT (reported) (NZS$m) 385 205 436 50.8
$3.0 NPAT (adjusted) (NZ$m) 385 205 436 50.8
52.0 EPS (adjusted) (NZ¢ps) 175 93 19.9 27.2
EPS growth (%) na. -46.8 1130 370
51.0 PER (x) 16.4 30.8 14.4 10.5
FCF Yield (%) 18.9 6.0 15.3 17.4
#00 ' ' ' ' EV/EBITDA (x) 10.0 94 7.7 7.0
Mar2l Sep 21 Mar22 Sep 22 Mar23
Dividend (NZ¢ps) 0.0 0.0 0.0 0.0
=———SM1 =—S5&F 300Rebased Franking (%) 0.0 0.0 0.0 0.0
Yield (%) 0.0 0.0 0.0 0.0
ROE (%) 5.1 2.7 5.4 6.9
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
BELL POTTER SECURITIES LIMITED DISCLAIMER:
ABN 25006 390 772 THIS REPORT MUST BE READ WITH THE DISCLAIMER ON PAGE 7 THAT FORMS PART OF IT. Page1
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SM1 drivers in charts

R6M IMF export trends remain at elevated levels from SM1 ports. We would expect
shipment volumes to weaken materially in 2H23e as China volumes are removed.

Figure 2 — China IMF monthly IMF imports (t)

Figure 1 — R6M IMF shipments by SM1 port and destination (t)
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Ingredient volumes ex-CHC have demonstrated a recovery from the levels seen in 1Q23
that are likely to impact 1H23 ingredient earnings. Average realised SMP & WMP values
ex-CHC are no longer demonstrating premium outcomes relative to lagged GDT values.

Figure 3 — SMP & WMP exports ex-CHC (T) Figure 4 — FOB prices vs. lagged GDT outcomes (NZ$/t)
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SMP & WMP returns continue to correct downwards. AMF pricing has been exceeding
Butter pricing (a dynamic that benefits SM1), though weakened from 1Q23 levels.

Figure 5 - FSF Farmgate vs. SMP/WMP Figure 6 - AMF-Butter pricing comparison (USD/t)
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SM1 Overview

COMPANY DESCRIPTION

Synlait Milk (SM1) is NZ’s fourth largest milk processor (accounting for ~4% of NZ’'s milk
intake) and a B2B supplier of dairy ingredients (SMP, WMP & AMF), infant formula (IMF)
products and Lactoferrin. SM1 counts global FMCG companies among its client base,
including the a2Milk Co (A2M) for which SM1 is the exclusive supplier of infant formula in
China, Australia and NZ.

TARGET PRICE

In deriving our A$3.20ps target price we have utilised an ROIC based model, which looks
to capitalise returns on the existing asset base twelve months forward while incorporating a
value for assets currently under development. Major assumptions in this model are: (1) a
WACC hurdle of 9.7%; (2) spot AUDNZD for conversion to an AUD target price; and (3)
underlying ROIC of 6.2% in FY23e lifting to 9.0% in FY24e.

RISKS

SM1 is a high growth FMCG business with exposures to an agricultural supply chain. Risks
associated in an investment in SM1 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.

NZD Commodity prices: A large portion of SM1’s volumes and revenues are exposed to
global export markets for dairy ingredient and infant nutrition products. As a consequence
SM1 is exposed to both movements in the NZD and global dairy commodity prices. Sharp
movements up or down in these commodity prices can have a material impact on
profitability, particularly in movements of non-reference products that don’t flow through to
the Fonterra FMP mechanism;

Milk supply risk: SM1 is exposed to supply risk in the form of: (1) competition for milk
among NZ processors and its ability to pay an above market FMP to secure new farmer
suppliers; (2) on farm profitability risk and the ability of farmers to produce milk to the
volume requirements of SM1; and (3) seasonal weather factors that may reduce the level
of milk produced in the catchment area;

Change in long-term relationships: as a B2B processor SM1 manufacturers and
distributes both bulk and canned IMF products for a number of leading branded dairy
businesses, with A2M the most important for existing and projected growth. Any change in
the operating results of key offtake partners can have a material impact on the profitability
and growth prospects of SM1. In addition any change to contractual supply arrangements
including product mix could impact SM1’s returns profile;

A2M risk scientific risk: As the largest single customer for SM1 and a key growth driver
for the business, SM1 is inherently bound by company specific risks that face A2M
including but not isolated to: (1) Scientific risk: The A2M brand proposition is built
primarily on the potential digestive well-being benefits of A1 Protein Free milk products.
Any information that diminishes or rejects the scientific arguments for consumers’
experiences may impact the performance of A2M and SM1; and (2) Intellectual Property:
A2M’s business relies in part on its intellectual property portfolio, including brands and
trademarks, patents, proprietary processes and know-how. Any loss of these protection
may impact the performance of A2M and SM1;

BELL POTTER
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Execution risk: SM1 is in the midst of a material capital expenditure program aimed at
lifting revenues and earnings of SM1. A lack of success in both installing and then utilising
these facilities may have a material impact on the business and prospects for SM1;

Brand risk: While SM1 does not directly own brands, its counterparties do. 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 SM1 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: SM1 and its offtake partners 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 SM1 in operating its business will not be issued,
renewed or will be issued or renewed on more restrictive or onerous terms, or in limited
circumstances, revoked. Particular reference should be made to SAMR re-registration
applications for a2 Platinum in China. Should re-registration not be achieved then SM1
would likely fail to achieve our forecasts.

Key personnel risk: SM1’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
SM1'’s strategy; and

Industry risk: There are a number of industry factors outside the control of the company,
including regulatory, compliance and variations in legislation and government policies.

BELL POTTER
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Synlait Milk Ltd

as at 17 March 2023

lel-Fin ial summary

July year end 2018 2019 2020 2021 2022 2023 2024 2025 |Price (A%ps) 267
TargetPrie (ASps) 320
Sales revenue 8790 10243 13020 13673 15510 15233 17009 17825  [Recommendaton Buy
... Change 16% 7% 2% 5% 13% 2% 12% 5% Shares on issue (m) 2186
EBITDA 1386 1521 1714 313 1168 1242 1531 167.5 Market cap (A$m) 583.6
Deprec. & amort (256) (276 @81 (50 (42 (624) (646)  (638) Netdebt (ASm) 316.3
EBIT "3 1245 1283 (170) 626 61.8 88.5 103.7 Assigned receivables (ASm) 163.3
Infrestexpense 03 (94 (4 @5 (0 (326 (@1 (199 Lease fbilfies (ASm) 270
Pre-tax profit 1038 1151 1019 (392 416 292 614 838 Enterprise value (ASm) 1090.3
Tax expense 93 (328 (@67 107 @3N @) (178 (40 [Freefoat(%) 37%
... fxrat 28% 29% 26% 21% 7% 30% 29% 29% Converted at AUDNZD: 1.08
Minorifes - - - - - - - -
Net Profit 74.6 82.2 752 (28.5) 38.5 205 436 50.8
Abs. & extras. 0.0 0.0 0.0 00 0.0 00 0.0 00 July year end 2018 2019 2020 2021 2022 2023e  2024e 2025¢
Reported Proi M6 w2 152 (85 B5 N5 #8658
EPS (¢ps) MIT 4563 472 (1378) 1754 9.33 19.88 2122
Change (%) 103%  -8.6% na. na.  -468%  1130%  37.0%
Nutifonals 2477 5231 52871 34362 33506 35872 475714 53810 PE(x) 6.94 6.29 688  (2083) 1636 3075 1444 1054
Ingredients 86,424 98499 97561 125914 132481 120000 125000 130,000  EV/EBITDA(x) 845 770 6.84 3142 1003 944 766 7.00
Liquids 8947 32803 31499 31972 39472 46972 47,097  EVIEBIT (x) 10.36 94 9.51 na. 1872 1896 1324 131
Consumer Foods 12015 26983 26983 28332 20749 31236
Total sales volumes 128,601 158,677 195250 218,758 224,942 223676 249,204 262,203  NTA($ps) 2.34 264 313 322 296 310 333 364
PINTA (x) 1.23 1.09 092 089 097 093 0.86 079
Gross margin per ton ($) 1283 1168 1031 309 662 663 m ™ Book Value ($ps) 237 275 3.38 351 342 352 3n 399
Gross margin per KgMS ($) 2N 280 2.86 0.82 1.89 207 230 238 Price/Book (x) 1.2 1.04 085 082 0.84 082 077 072
EBITDA per ton ($) 1078 959 878 n 519 555 614 639
DPS (¢) 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Payout(%) 00% 00%  00% O00%  O0%  00%  00%  O0%
EBITDA 1386 1521 1714 313 1168 1242 1531 167.5 Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Tax Paid (139) (%67 (66 (80 30 (59 (132 (209
Net Interest Expense (112)  (168) (229) (237) (59 (268 (298)  (285) Performance Ratios
Change in Wkg Capial (20.7) 200 (345 (218 1143 (113 41 37 EBITDA/sales (%) 158%  149%  132%  27% 75% 8.2% 9.0% 94%
Other (56) (88 (89 43 (54 00 00 00  EBITAsales(%) 129%  122%  95% 3% 40%  41% 5%  58%
Operating Cash Flow 81.2 1199 784 (117) 2030 80.3 141 1268 OCF Realisation (%) 87% 109% 64% -44%  219% 97% 105% 103%
Capex (1203)  (3204) (1392) (1162) (929 (450) (250) (350)  FCF Realsaion (%) A4% 4% B1%  A49%  286%  1T2%  204%  170%
Div Paid 0.0 00 00 00 0.0 00 00 00 ROE (%) 176% 167% 124%  -37%  51% 2.1% 54% 6.9%
Free Cash Flow (334)  (2006) (608 (1279) M0A 353 891 1018  ROIC(%) 23% 183%  126% 15%  54%  57%  84%  103%
Acquisfions 02 (181 (862 (42 00 00 00 00  AseetTum(years) 54 55 35 068 215 199 237 262
Disposals 00 00 04 36 N5 00 00 00  CapexDem(x) Tan "o Toge Tom "m0 0390 0%
Share Issues 0.0 00 00 196.0 0.0 00 00 00 Interest cover (x) 1219 1320 5.76 (0.82) 298 1.90 326 522
Other 13 (0 () (05 (38 00 00 00 NetDebiEBITDA(x) 08 219 306 1278 291 245 141 068
(Inc.) Idec. in net debt (320)  (2188) (190.7) 470 136.7 353 89.1 1018 Net debtequity (%) 21% 68% 86% 62% 45% 40% 21% 13%
Semi-annual (NZSm) 1H19  2H19  1H20  2H0  tHZ MM K2 2H22
Cash & near cash 321 16.1 59 16.2 145 159 540 517 Sales revenue 4710 5534 5593 7427 6642 7031 790.6 7604
Inventories 1454 1744 2694 2709 2329 2500 2894 3030 ... Change pep T2%  234% 188%  342%  188%  -5.3% 19.0% 8.1%
Receivables 411 61.9 63.1 108.4 911 731 76.1 5.1 EBITDA 70.1 820 67.6 103.8 417 (104) 68.4 484
Other 152 302 484 515 31 39 327 330 Deprec &anort 137 (140 (12 (69 (81 (269 (270 (2712
Current assets 2308 2826 3864 4530 3706 380.0 4520 4694  EBIT 565 681 464 769 196 (313 414 212
Fixed assels 5377 8452 9651 10274 10159 10075 9760 9446  Inkerestexpense @) B3 (95 (M9 (1) (104 (103 (10)
Intangibles 73 2041 1080 1238 1617 1527 1445 1374 Pre-tax proft 523 62.7 36.9 65.0 85 (47.7) 311 105
Other 89 02 327 42 219 28 81 282  Taxexpense (150) (178 (107)  (160) (1) 128 (32 (32)
Non current assets 5538 8654 1,059 11652 12054 11879 11486 11100 .. .Gxrake 287%  284% 290%  246%  246%  26.8% 10.2% 29.9%
Total assets 7937 11480 14923 16182 15760 1,5679 16006 15794  Minoriies 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Creditors 1522 2160 2388 2641 3281 3199 3672 3743 Net Profit 313 449 26.2 49.0 64 (34.9) 219 14
Borrowings 493 99.6 1028 333 589 398 27 15.1 Abs. & extras. 00 00 00 00 00 00 0.0 00
Other 352 512 431 14.0 60.2 68.7 75 15 Reported Profit 313 49 26.2 4.0 6.4 (34.9) 219 74
Current liabilities 2367 3728 3847 M4 4423 4284 4584 4609
Borrowings 974 2495 4268 4596 2956 2808 2400 1564
Other 352 333 743 80.0 89.7 89.7 89.7 89.7
Non current liabilities 1322 2628 5010 5396 3853 3706 3297 2462
Totalliabilities 3689 6556 8858 8510 8276  799.0 7884 707
Net assets 4247 4924 6065 7671 7484 7689 8125 8723
Share capital 2681 2681 2685 4648 4648 4648 4648 4648
Reserves 99 (45 140 88 (485 (485 (485  (485)
Refained earnings 1665 2488 3240 2936 3321 3626 3962 4560
QOutside equity Interests 00 00 00 00 00 00 00 00
Siholders' funds 4247 4924 6065 7671 7484 7689 8125 8723
NetDebt (Cash) 1143 3380 5287 4767 3400 3047 2156 1139

SOURCE: BELL POTTER SECURITIES ESTIMATES
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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
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verified independently the information contained in this document and Bell Potter Securities Limited and its directors, employees and
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