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Synlait Milk Ind (SM1.AX)

April rain

Softening the A2M recovery trajectory

A2M provided updated FY21e earnings guidance, which projected a slower recovery in
4Q21e than expected and the potential for this to drag into 1Q22e. In light of this we
softened the trajectory of the rebound in A2M volumes impacting our SM1
assumptions. Key points below:

A2M FY21le guidance downgrade: FY21e revenue guidance has been downgraded
from NZ$1.4Bn to NZ$1.20-1.25Bn and EBITDA margin guidance downgraded to 11-
12% from 24-26%. Revised guidance includes NZ$80-90m in inventory impairments
(on top of NZ$23m taken in 1H21) and NZ$8m in expensing of a new ERP system.
Underlying FY21e EBITDA looks closer to NZ$243-271m or a margin of 20-22%.

Inventory management: A2M will move to an inventory swap with key customers to
remove aged stock from the supply chain. At the same time A2M will continue to
supply lower levels of volume into the channel, on balance we do not expect a material
deviation from our previous FY21e SM1 volume expectations, though would expect a
softer recovery in FY22-23e volumes. We would expect SM1 sales to more closely
align with A2M volumes in FY22-23e.

Following changes to our A2M forecasts we have downgraded EBITDA forecasts by
7% in FY22e and 6% in FY23e. This results in NPAT downgrades of 14% in FY22e
and 13% in FY23e. Our target price is downgraded to A$3.85ps (prev. A$4.10ps)
following these changes.

Investment view: Retain Buy rating

FY2le ROIC (particularly 2H21e) is reflective of a business that has completed the
commissioning of major capital works while experiencing an unfavourable shift in sales
mix. As SM1 moves from the commissioning to product mix optimisation of the asset
lifecycle, we would expect a material recovery in earnings and ROIC. We are
cognisant of the potential risk in FY24e around A2M English label IMF supply, however
see moves to de-risk key customer exposure at Pokeno and through investments in
Dairyworks and liquids as reducing the downside to future earnings and cashflow.

Earnings Forecast

Year end July 2020 2021e 2022e 2023e
»120 Sales (NZ$m) 1302.0 1168.7 1354.2 1423.3
$10.0 EBITDA (NZ$m) 171.4 83.1 138.9 146.7
53.0 NPAT (reported) (NZ$m) 75.2 -1.4 43.9 49.0
NPAT (adjusted) (NZ$m) 75.2 -1.4 43.9 49.0
36.0 EPS (adjusted) (NZ¢ps) 41.7 0.7 20.0 223
$4.0 EPS growth (%) 86 n.a. na. 11.7
$2.0 PER (X) 7.8 -493.1 16.3 14.6
FCF Yield (%) 9.2 -14.3 12.0 11.8
50.0 T T T )
May 19 Nov 18 May 20 Nov 20 May 21 EV/EBITDA (x) 7.0 14.4 8.6 8.2
Dividend (NZ¢ps) 0.0 0.0 0.0 0.0
=——5M1 ==5&P 300Rebased Franking (%) 0.0 0.0 0.0 0.0
Yield (%) 0.0 0.0 0.0 0.0
ROE (%) 12.4 0.2 5.2 55
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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 also has a branded presence in consumer dairy (cheese
and liquid products). 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$3.85ps 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 8.2%; (2) spot AUDNZD of 1.08 for conversion to an AUD target price;
and (3) ROIC of 6.9% in FY22e for the operational assets.

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
SML1 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 and Munchkin Inc 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;

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 Al 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,;
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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;

Balance sheet risk: SM1 is operation with a high level of debt. Failure of EBITDA to
recover and shift sales towards consumer packaged products, may result in the need for
additional funding.

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;

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.
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le 1 - Financial summary

July yearend M6 2017 2018 2019 020 02Me 2026 202% [Prioe (ASps) 303

TargetPrice (ASps) 38

Sales revenue 5465 7500 8790 10243 13020 11687 13542 14233 [TargetPrice (NZSps) 415

... Change 22% 39% 16% 17% 2% -10% 16% 5% Recommendaton Buy

EBITDA 87 888 1386 1521 1714 831 1389 1467 Sharesonissue (m) 2186

Deprec. & anort (27 (B0 (56 (U8 (481) (568) (567) (595 |Marketcap (ASm) 6623

EBIT 6.1 658 1134 145 183 %64 821 872 |Enterprise value (ASm) 11091

Infrestexpense (150) (122 (93) (04 (A4 (275) (04) (184)  [Freefoat(% 3%

Pre-tax proft 461 536 1038 151 1019 (1) 617 689  [NCLCUEADLIAR 108

Tax expense (134 (183) (03 (28 (267 (02 (178 (198

... taxrale W% % 8% 9% 6% 2% 9%  29%  Julyyearend 016 2017 2018 2019 2020 02Me 202 202

Minores - -

Net Profit 27 B2 A6 822 152 (14) 439 490 EPS(gps) 20 R M3 4563 472 (066) 2000 23

Abs. & extas. 17 00 00 00 00 00 00 00  Change(%) 54%  T73%  103%  -86%  na  na 1MT%

Reported Profit M4 B2 TA6 822 T2 (14 439 490 PE() U3 M0 790 746 783 (49313) 1635 1464
EVIEBITDA (x) 1429 1348 863 78 698 1439 862 815
EVIEBIT (x) 1960 1849 1058 961 970 4539 M5 1372

Powders and creams 100303 122606 93042 106802 101222 128829 137,983 135690

Consumer Packaged 15999 18776 35580 42007 49180 28279 38250 45250  NTA(Sps) 172 216 23 264 313 343 363 35

Lacbferrin 10 1 16 2 30 30 K| 0 PNTA() 190 151 140 124 105 0% 090 08

Everyday dairy 8840 36500 42782 45696 51131 BookValue (ps) 176 219 237 275 338 364 384 406

Total volumes 116402 141393 128638 158,570 186932 199920 221,059 232100  PricefBook (x) 186 149 138 119 09 080 085 080

Gross margin per ton () 863 792 1294 175 1090 507 124 740

GrossmarginperKgMS (§) 173 172 274 282 289 128 185 198 DPS(f) 000 000 000 000 000 000 000 000

EBITDA per ton (§) M9 68 1078 959 917 416 626 632 Payout(%) 00%  00%  00%  00%  00%  00%  00%  00%
Yield (%) 00%  00%  00%  00%  00%  00%  00%  00%

EBITDA 837 88.8 1386 1521 1714 83.1 1389 1467 Performance Ratios

Tax Paid (00) (102 (139 (%67) (66 (135  (90)  (188)  EBITDA'sales (%) 153%  M7%  158%  148%  132%  TA%  103%  103%

Net Inrest Expense (168)  (121)  (112) (168 (229 (%2 (%64) (194)  EBITA'sales %) 2% 87% 2%  122%  95%  23%  61%  61%

Change in Wkg Capiel (45 %4 (07) 00 (45 (488 409 (52  OCF Realsafon () 157%  168% 7%  100%  64%  -24% 4% 9%

Oher U704 (56 (88) (89  (8) 00 00 FCF Reasaion (%) 5% 183%  -4d% 2%  81%  6944%  181%  160%

Operating Cash Flow 874 1030 872 1199 784 (135 1446 1034 ROE(%) 20% 9%  176%  167%  124%  -02% 5%  55%

Capex (397)  (331) (103 (304) (1392 (815 (650) (50)  ROIC(%) 185%  139%  223%  183%  126%  22%  67%  73%

Div Paid 00 00 00 00 00 00 00 00 AseetTum|(years) 360 386 542 550 356 146 245 247

Free Cash Flow 474 700 (33) (008 (608 (950) 796 784 CapexDepn(x) s T Toam Ts To2s9 T s T

Acquisiions 14 @) 02 (18N (662 (57 00 00 Inerestoover(x) 407 539 1219 1320 576 09 403 475

Disposals 04 00 00 00 04 35 00 00  NetDebtEBITDA(x) 28 093 082 219 306 535 263 196

Share Issues 00 %4 00 00 00 190 00 00  Netdeblequiy (%) 8% 2% 2% 68% 8%  S6% 4% 3%

Oher 25 (1) 13 (0N (40 00 00 00

(Inc.) Idec. in net debt 486 132 (3200 (288 (1907) 787 7196 7184 [ILLmLlLrAL) 1H18  2H18  1H19  2H19  1H20  2H20  1HH  2HMe
Sales revenue 4393 M83 4710 5534 5593 7427 6642 5045

. Change pp 0% ATH 126 D% 8% MZ BB R20%

Cash & near cash 20 738 21 161 59 59 100 1267  EBITDA M 65 701 80 676 1038 477 354

Inverlories B9 87 M54 744 2694 3002 2844 2989 Deprec hamort (130)  (126)  (137) (140) (212 (269 (®80) (287

Receivables 8 790 471 619 B4 566 656 689  EBT 612 519 55 681 464 769 196 68

Oher %2 29 152 302 484 431 500 525 Inerestexpense 46) @) @) (3 @5 (19 (1) (164)

Current assets 1499 2585 298 2826 3864 4059 4100 5411 Preaxproit 566 472 523 627 %9 650 85 (3)

Fixed assets 4339 406 537 8452 9651 9906 9996 9658  Taexpense (160)  (133)  (150) (178 (107  (160) (1) 19

Intangbles 4136 73 201 1080 1080 1080 1080  ...taxrak V2% B2 BI%  B4%  00%  A6%  246%  192%

Oher 26 09 89 02 %7 542 606 629  Minoriies 00 00 00 00 00 00 00 00

Non current assets 4406 4951 5538 8654 1059 11529 11683 11368 NetProfit 07 BI W3 M9 %62 0 64 (1Y)

Total assets 5005 7536 7937 1480 14923 15568 15782 16839  Abs. &extas. 0000 00 00 00 00 00 00

Crediors 556 1421 1522 2160 2388 2143 2483 2610  Reported Profit 07 NI W3 M9 262 40 64 (19

Borrowings 465 724 493 96 1028 209 1754 2138

Oher 184 178 %2 512 431 42 412 468

Current liabilities 1206 2323 267 3128 34T 4894 4649 526

Borrowings 1689 836 971 2405 468 2000 2000 2000

Oher 41 M6 32 B3 T3 TA3 TA3 T3

Non current liabilities 30 182 1322 2828 M0 2143 2143 2143

Total liabilities 3936 3605 3689 6556 G858 7637 7302 7959

Net assets 2568 3034 4247 4924 6065 7951 8300 8884

Share capial 1722 2681 2681 2681 2685 4585 4585 4585

Reserves UT B9 (99 (M5 M0 40 140 140

Retained earnings 49 881 1665 2488 340 326 365 4156

QOutside equity Interests 0.0 0.0 00 00 0.0 00 00 0.0

Sholders' funds 2568 3034 4247 4924 6065 7951 8300 8884

NetDebt (Cash) 234 823 1143 3330 537 M50 3654 2870

SOURCE: BELL POTTER SECURITIES ESTIMATES
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Research Team

Staff Member Title/Sector Phone @bellpotter.com.au
Expect >15% total return on a TS Lim Joint Head of Research/Banks 612 82242810  tslim
12 month view. For stocks regarded Chris Savage Joint Head of Research/Industrials 612 8224 2835 csavage
as ‘Speculative’ a return of >30% is Analysts
expected. John Hester Healthcare 612 8224 2871 jhester
Expect total return between -5% Tanushree Jain Healthcare 612 8224 2849 tnjain
and 15% on a 12 month view Elyse Shapiro Healthcare 613 9235 1877 eshapiro
Steven Anastasiou Industrials 613 9235 1952 sanastasiou
Expect <-5% total return on a James Filius Industrials 61392351612  ffilius
12 month view Sam Haddad Industrials 61282242819  shaddad
Speculative Investments are either start-up Alex McLean Industrials 612 8224 2886 amclean
enterprises with nil or only prospective Hamish Murray Industrials 613 9235 1813 hmurray
operations or recently commenced Jonathan Snape Industrials 613 9235 1601 jsnape
operations with only forecast cash flows, or Damien Williamson Industrials 613 9235 1958 dwilliamson
companies that have commenced David Coates Resources 612 8224 2887 dcoates
operations or have been in operation for Stuart Howe Resources 613 9235 1856 showe
some time but have only forecast cash Brad Watson Resources 618 9326 7672 bwatson
flows and/or a stressed balance sheet. Joseph House Resources 613 9235 1624 jhouse
Associates
Such investments may carry an Sam Brandwood Associate Analyst 612 8224 2850 sbrandwood
exceptionally high level of capital risk and Olivia Hagglund Associate Analyst 612 8224 2813 ohagglund

volatility of returns.

Bell Potter Securities Limited
ABN 25 006 390 772

Level 29, 101 Collins Street
Melboume, Victoria, 3000
Telephone +61 39256 8700
www.bellpotter.com.au

Bell Potter Securities (HK) Limited Bell Potter Securities (US) LLC
Room 1701, 17/F Floor 39

Prosperity Tower, 39 Queens Road 444 Madison Avenue, New York
Central, Hong Kong, 0000 NY 10022, US.A

Telephone +852 3750 8400 Telephone +1 917 819 1410

Bell Potter Securities (UK) Limited
16 Berkeley Street

London, England

W1J 8DZ, United Kingdom
Telephone +44 7734 2929

The following may affect your legal rights. Important Disclaimer:

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities
Limited. In the USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified
countries. In Hong Kong, this research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission,
Hong Kong. In the United States, this research is issued and distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any
person receiving this report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter Securities (US) LLC.

This is general investment advice only and does not constitute personal advice to any person. Because this document 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 investment adviser (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 document.

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained
in the 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 document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views opinions, or
recommendations contained in this document or for correcting any error or omission which may become apparent after the document has been issued.

Except insofar as liability under any statute cannot be excluded. Bell Potter Securities Limited and its directors, employees and consultants do not accept any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, indirect, consequential or
otherwise) suffered by the recipient of this document or any other person.

Research Policies:
For Bell Potter's Research Coverage Decision Making Process and Research Independence Policy, please refer to our company website:

https://bellpotter.com.au/research-independence-policy/
Disclosure of interest:

Bell Potter Securities Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting
and management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from time to time hold interests
in the securities referred to in this document.

ANALYST CERTIFICATION

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that the analyst
covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner
and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the
research report.
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