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Basic Issuer Information 
Issuer China Mengniu Dairy Co Ltd 
Equity Ticker 2319.HK 
Corporate Ticker CHMEDA 
Credit Rating 
(Moody’s/S&P) 

Baa1/BBB+ 

Country of Risk China 
Sector Consumer Defensive 

 
 

Price Since Inception 
 

CHMEDA 4.25% 7 Aug 2023 Price Chart 

 
Source: Bondsupermart 

 

Company Description  
Mengniu is the second-largest dairy producer in 
China, manufacturing and distributing dairy 
products in China and abroad. Mengniu has 
business segments in the liquid milk, milk 
powder, yogurt and others (including cheese).  

 

 
Key Financials 

 
(Currency) FY18A FY19A FY20E FY21E 
Revenue (bn) 69.0 79.0 87.5 97.1 
Gr Rate (%) 14.7 14.6 10.8 10.9 
EBITDA 5.6 7.2 6.8 8.4 
Margin (%) 8.2 9.1 7.8 8.7 
Debt/EBITDA 2.6 3.2 3.6 2.8 
EBITDA/Int 10.3 11.2 10.8 13.0 
D/E Ratio 0.5 0.7 0.6 0.6 

 

Key Executives  
 

Mr. Chen Lang Chairman 
Mr. Lu Minfang Chief Executive Officer 
Mr. Zhang Ping Chief Financial Officer 
  
  

 

 
 

Chinese Milk: A Rebuild Story 
 

Recommendations  
We are initiating coverage of China Mengniu Dairy Co. Ltd. We have 
given an issuer rating of overweight to Mengniu’s credit outlook. We 
will be focusing on two issuances. a) CHMEDA USD500m 4.25% 7 Aug 
2023 and b) CHMEDA USD500m 3.00% 18 Jul 2024. 

 
Recent Developments 
Mengniu is currently embarking on ambitious overseas expansion 
plans in hopes of gaining early dominance in the rising Southeast 
Asian market. The company has also been making acquisitions in 
attempts to diversify its supply base and develop niche product 
verticals. It recently acquired Bellamy Australia Ltd and attempted to 
acquire Lion Dairy & Drinks - the acquisition was finally vetoed by the 
Australian government due to strains in geopolitical tensions between 
the two countries. Moody’s and S&P have maintained their Baa1 and 
BBB+ rating respectively with a stable outlook. 

 
Key Credit Considerations 
• Dairy Industry in China on the whole will benefit from 

government assistance, although competition in existing product 
mix remains stiff. Consumer preferences in China are still nascent 
and taking shape, suggesting unpredictability.  

• Mengniu’s position as an industry leader, along with SOE 
ownership through COFCO suggests low refinancing risks.  

 

Credit Positives 
• Defensive business poised to be a long-term beneficiary of the 

Covid-19 pandemic as authorities promote the health benefits of 
dairy and demand capacity for premium dairy rises 

• Mengniu’s strategy of premiumization paves way for margin 
expansion and diversified revenue in the long-term 

• Mengniu will benefit from strategic ownership and partnerships 
with COFCO, Danone and Arla, receiving expertise and industry 
know-how from esteemed brands  

• Adequate financial position with positive credit metrics and low 
refinancing risks 

 
Credit Negatives 
• Geopolitical tensions particularly in the region would curtail 

overseas expansion strategy and disrupt growth  
• Tight competition in its existing revenue streams depresses 

margins and necessitates continuous product diversification, 
increasing competition risk 

• Acquisitions both domestic and overseas creates capital and 
integration risk due to the complexities of merging supply chains 
across geographical borders 
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Figure 1. Mengniu’s product mix 

 
Source: Company disclosures 
 
Figure 2. China milk distribution channels  

 
Source: Daxue Consulting 
 
Figure 3. 2019 revenue by product 

 
Source: Company disclosures 
 
Figure 4. Dairy market share distribution  

 
Source: Daxue Consulting  
 
Figure 5. Main competitors 

 
Source: Euromonitor 

Company Overview 
China Mengniu Dairy Company Limited (“Mengniu”) manufactures 
and distributes dairy products both in China and abroad, with a 
particular focus on China and the Southeast Asian market. Currently 
the second largest dairy manufacturer in China, it has a market 
capitalization of HKD 170 billion as of 19th December 2020. It mainly 
operates through its liquid milk and milk formula segments which, 
combined, contribute 96% to its 2019 revenue. 
 
Supermarkets have traditionally been the main distribution channel 
for dairy, making up 44.3% of demand. E-commerce’s strong foothold 
in China has extended to groceries as well, compounded by Covid-19. 
During 1Q2020, China’s online food sales grew 32.7% year-on-year 
even as China’s e-commerce sales across all categories increased by 
only 5.9%, according to the National Bureau of Statistics.  
 
E-Commerce and O2O capabilities will occupy a larger part of 
Mengniu’s future. Mengniu has focused on strategic partnerships with 
e-commerce giants Alibaba and JD.com, with e-commerce now 
accounting for 6% of liquid milk revenue. Mengniu is also partnering 
with logistics companies like Meituan and ele.me to develop delivery 
solutions, and with O2O supermarkets such as Hema and 7Fresh 
which fulfill online orders through brick-and-mortar stores. GMV of 
O2O models reached over RMB1 billion in 1H, up by 200% YoY.  
 
Revenue Streams  
Mengniu’s revenue is divided into 4 main streams, liquid milk, milk 
powder, ice cream products and others which include cheese. Liquid 
milk sales take up the bulk portion of revenue at more than 85% of 
2019 revenue. Products under liquid milk include a diverse range 
notably UHT milk, room temperature and chilled yoghurt and chilled 
milk beverages. This is followed by milk powder products (mainly 
infant milk formula), ice cream and others with each taking up 10%, 
3% and 1% of 2019 total revenue, respectively. Despite efforts to 
diversify revenue globally, more than 99% of revenue still comes from 
the Chinese market.  
 
Market Share  
Mengniu is the second largest milk manufacturer and distributor in 
China, just behind Yili, making up 19.4% of the market. Both 
companies are currently competing to be the first dairy company in 
China to hit RMB$100bn in sales revenue and are focused on boosting 
liquid milk sales to achieve this target. Other major players include 
Yangyuan Zhihui and Want Want. 
 
In 2008, milk and infant formula was found to be contaminated with 
melamine, an industrial compound widely used in plastic and fertilizer 
production, causing the deaths of 6 babies and poisoning 300,00 more, 
severely undermining trust in the domestic dairy industry, compelling 
consumers to look overseas for dairy instead. 22 companies in total 
were involved in the tainted-milk scandal.  
 
Following that, the government imposed strict regulation, pushing 
forth greater consolidation within the market which we expect to 
continue in the long-run. Consumers’ perception of domestically 
produced milk has improved as a result of strict regulations, causing 
the decline in market share for foreign competitors from 10.1% in 
2014 to 7.5% in 2019. 
 
Supplier 
Mengniu has 41 production facilities in China (mainly in the southern 
and eastern regions), one in Indonesia and one in New Zealand. Prior 
to the acquisition of China Modern Dairy Holdings, Mengniu mainly 
sourced their milk from farmers in Europe. As the market and 
consumer demand continues to evolve, Mengniu is also looking to 
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Figure 6. Mengniu business structure 
 

 
Source: Factset  
 
Figure 7: Mengniu’s ownership 

 
Source: Capital IQ 
 
Figure 8. Number of dairy farms and average 
number of cows per farm in China 
 

 
Source: PwC  
 
 
 
 
 
 
 
 
 
 
 
Figure 9. China raw milk production target 

 
Source: PwC 

diversify their supply base and reinforce product verticals across all 
existing segments.  
 

Recent Earnings Review 
For 1H20, Mengniu recorded a revenue of RMB37.5 billion, 5.8% 
lower than the same period in 2019. Despite the Covid-19 pandemic, 
the group managed to maintain relatively stable revenue driven by an 
increase in awareness of health benefits in consuming dairy. Gross 
profit fell by 5.9% largely attributed by the increase in cost related to 
adhering to safety measures by the government regarding the 
pandemic and also donation of cash and products to the community in 
the fight against the pandemic. The group recorded negative earnings 
of RMB126.8 million in the first quarter but staged a strong recovery 
in the second quarter for overall 1H earnings to be RMB1.13 billion.  
The strong recovery in Q2 was largely attributed to increased 
marketing efforts (sales, bundle discounts etc.) and the use of e-
commerce to replace traditional brick and mortar sales. 
 
Capital expenditure was up 58.9% y-o-y as Mengniu continued its 
expansion plans within the region. Inventory turnover increased in 
1H2020 despite the pandemic as consumers stock-piled and increased 
dairy consumption. 
 

Ownership & Management 
Mengniu’s major shareholder is state-owned COFCO Group, China’s 
largest food processor, and also one of the world’s largest agribusiness 
groups. Through a joint venture with Arla foods and Danone, COFCO 
owns an estimated 31% of the company.  
 
As of 18th December 2020, the top 5 institutional investors of 
Mengniu are Schroder Investment Ltd, FIL Investment International, 
First Sentier Investment (Hong Kong) Ltd, FIL Investment Advisors 
(UK) Ltd and T. Rowe Price international Ltd. 
 

Industry Outlook 
China 
As the pandemic continues to disrupt economies around the globe, 
China is projected to be one of the few countries to enjoy positive GDP 
growth this year. China’s consumer confidence index has also seen an 
increase in the second half of 2020 where net intent for spending is 
40% higher than February and March this year. As vaccines start being 
distributed, we remain optimistic of China’s growth moving forward 
as the global economy starts to recover from the health crisis. 
 
In the recent Fifth Plenum, the Chinese government announced a new 
dual circulation strategy moving forward where they aim to tap into 
internal consumption patterns to help boost growth as the US takes on 
a protectionist approach on global trade. While the trade front with 
the US remains uncertain under a Biden presidency, China has been 
making efforts to bolster trade relations with its neighbours within 
Asia - a recent example being the ASEAN-China Free Trade Agreement. 
We anticipate improved trade dynamics to have a positive trickle 
down impact on Mengniu’s operation and expansion plans. 
 
The Covid-19 pandemic is predicted to accelerate milk consumption 
in China - GlobalData is projecting an additional $1.6 billion milk sales 
in 2020. This figure is forecasted to increase gradually to $29 billion 
in 2023. Historical trends support these estimates as current daily 
milk consumption has increased by four times from 6.39kg/year to 
28kg/year. Estimates say that this number will increase to 41 kg/year 
by 2030. 
 
Moreover, the National Health Commision of China issued an advisory 
to the public to recommend consuming 300g of liquid milk or other 
dairy products daily for a healthy diet and strong immunity. These 
initiatives have helped catalyse the growth in dairy demand and 
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Figure 10: Number of refrigerators in China per 
100 households 

 
Source: Statista 
 
Figure 11: China plant-based protein beverage 
market 

 
Source: Daxue Consulting 
 
Figure 12: Breastfeeding preference in Asia by 
country 

 
Source: WHO, Fitch Solutions 
 
 
 
 
 
Figure 13: Disposable income per capita 

 
Source: CKGSB Knowledge 
 
 
 
 
 

probiotic products during the pandemic. The government's stance on 
dairy consumption is expected to continue for the foreseeable future 
as complete eradication of the infectious virus remains unlikely in the 
short-term. The government is also aiming to increase raw milk 
production to 45 million tonnes by 2025 by rolling out incentives for 
further research and development into genetic alteration to boost 
milk output per cow.  
 
The government is also encouraging and incentivizing larger-scale 
farms as the production of milk in China has traditionally been highly 
fragmented which makes it difficult to ensure safety and quality. 
Although domestic raw milk production has stagnated since 2012, The 
Opinions on Further Advancing Dairy Industry Rejuvenation has set a 
production target of 45 million tonnes by 2025, an increase of nearly 
50% from 2018. As such, we can expect governmental support and a 
smaller number (but larger) dairy farms.   
 
Liquid Milk 
Ultra-high-temperature (UHT) milk is the most consumed milk in 
China accounting for more than half of the liquid milk market. UHT 
remains popular as UHT milk is suitable for storage at room 
temperature, and refrigerators are not commonplace in lower-tier 
cities in China.  
 
Fresh milk is considered a premium product compared to UHT milk 
due to its higher nutritional value, and therefore is highly consumed 
in tier 1 and 2 cities. As lower-tier cities continue to urbanize and 
refrigeration capabilities continue to develop, Mengniu will be able to 
capitalize on the increased demand and achieve greater penetration 
within the Chinese market with its vertically integrated cold chain 
distribution capabilities. 
 
Plant based milk products such as soymilk and almond milk are seeing 
a rise in consumption as more consumers become aware of the 
maltreatment of cows in dairy production facilities. Furthermore, 
plant-based milk has traditionally been accepted in China due to the 
prevalence of soy in the Chinese diet. The perceived benefits of plant-
based dairy are also higher. With more than 85% of the population 
being lactose intolerant, demand for plant-based milk will increase. 
Recognizing its growth in popularity, Mengniu attempted to acquire 
Lion Dairy & Drinks - part of the Australian food and drinks business 
owned by Japan’s Kirin Holdings - in an attempt to diversify its 
portfolio. However, the attempted acquisition was vetoed by the 
Australian government - we will elaborate in detail in a later segment. 
 
Infant Milk Formula (IMF) 
China has the largest infant milk formula market in the world and is 
expected to continue its growth with increasing affluence. Despite 
declining fertility rates, we believe the infant milk formula segment 
will continue to enjoy long-term secular growth as Chinese consumers 
continue to place huge emphasis on early child development and 
nutrition. Based figures by the China Development Research 
Foundation, only 29.2% of newborn babies are exclusively breastfed 
in the first 6 months which is considerably lower than the global 
average of 43%. As Chinese parents are still largely reliant on infant 
milk formula, we foresee its demand to be stable. Even though the 
government is looking to ban advertising of milk formulas for 
newborn children, impact on sales would be limited to stage 1 (0-6 
months) infant formulas. It is also forecasted that there will be growth 
opportunities in lower tier cities largely attributed to the higher 
population growth and the increase in household income. Disposable 
income per capita for lower tier cities is expected to grow faster and 
close the gap with tier 1 and 2 cities.   
 
The IMF market is still largely dominated by foreign brands due to 
better consumer perception as a result of past milk scandals. 
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Figure 14: Yoghurt market growth in Indonesia 

 
Source: Euromonitor 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 15: Mengniu table of financial ratios 

 
Source: Company disclosures 
 
Figure 16. Mengniu Indonesia production 
facility 

 
Source: ACN Newswire 
 
 
 

Naturally, domestic IMF producers have a higher cost structure as 
compared to foreign brands as raw materials are mostly imported. 
However, the Chinese government has unveiled plans to boost local 
output and reduce reliance on imported infant milk products. China 
aims to exceed 60% self-sufficiency for infant formula while 
bolstering consumer confidence following the scandal in 2008. As 
domestic producers continue to grow and leverage economies of scale, 
we expect the difference in cost structures to likely narrow, allowing 
domestic producers to provide consumers with more price incentive 
to purchase local products. 
 
Southeast Asia 
We believe that the relatively untapped dairy market in Southeast Asia 
presents an immense opportunity for dairy companies. The region has 
historically shown strong economic performance as one of the fastest 
growing regions in the world. Moving forward, we believe that the 
burgeoning middle class and a young and productive work population 
will be a significant driving force behind the dairy market. For 
example, yoghurt penetration in Southeast Asia currently stands at 
17% as compared to 80% in China and 95% in the US; and is projected 
to experience a CAGR growth of 11% in the next five years. 

Government policies further support the growth of the dairy sector as 
countries like Thailand and Philippines are promoting the 
consumption of milk in schools. Moreover, Southeast Asia is a heavy 
net importer of milk, which makes it an attractive region for dairy 
firms to expand into. Only 1% of milk consumed in the Philippines is 
produced domestically, while the majority of Thailand’s - the most 
developed milk market in Southeast Asia - total milk consumption 
(55%) is imported. 
 

Financial Analysis 
Overview: 
The table on the left shows Mengniu’s 5-year historical financial 
performance including key ratios which indicate their profitability, 
activity, liquidity and leverage positions. The company has been a 
beneficiary of a booming dairy market in China, growing revenues at 
12.7% CAGR over the past five years. Mengniu has also reaped 
rewards in terms of margin expansion as a result of brand 
premiumization and continuous improvements in operational 
efficiency. Results from FY16 were weighed down by Yashili’s 
underperformance, which led to a one-off spike in operating expenses, 
resulting in EBITDA and net income losses. However, the company 
recovered well from its lacklustre FY16 results by focusing on its core 
business and improving its product mix.  
 
Moving forward, we are expecting a stable ~11% revenue growth y-
o-y over the next three years despite the short disruption as a result 
of lockdowns imposed during the peak of the Covid-19 pandemic. This 
number might be conservative, considering the likely demand spike 
for dairy products as the pandemic incentivized people to increase 
consumption of dairy products due to their proclaimed benefits of a 
stronger immune system. In addition, we believe that Mengniu’s early 
regional expansion into Indonesia will continue to be a significant 
growth driver in the short-term. 
 
Stable liquidity position despite pandemic impacts 
Despite the rampant effects of the pandemic, Mengniu managed to 
maintain positive liquidity ratios. Mengniu booked a positive cash 
balance of CNY 6.5bn in 2019, backed by strong positive cash balances 
historically. While liquidity ratios might not paint the best picture 
about short-term liquidity (Figure xx), we do not foresee high liquidity 
risks due to the fast-moving nature of the business and its current 
strong market position.  
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Figure 17: Mengniu’s historical capex 

 
Source: Company disclosures 

Comfortable leverage with strong and stable cash flows 
Mengniu is currently operating at ~3.2x debt/EBITDA, as it has done 
over the past few years. Our estimates project a slight increase in 
leverage as the company borrows more to cushion the impacts of the 
pandemic in the first half, as well as to fund their expansion overseas. 
However, considering its impressive historical track record of 
generating stable and increasing cash flows, we are of the opinion that 
Mengniu will face little difficulty with any debt obligations.  
 
State-owned company with low refinancing risks 
Considering the fact that Mengniu is largely state-owned (by COFCO), 
we believe that Megniu will have no problem refinancing their debt to 
support their ambitious expansion plans. The government has also 
been working closely with the company and given Mengniu sufficient 
monetary support to tide through the pandemic in the first half of 
2020.  
 

 
Figure 18: Acquisition of Lion Dairy falls 
through 

 
Source: Dairy Reporter 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 19. College-entrance exam themed 
packaging 

 
Source: Obor Consulting 

Recent developments 

Given its stable financial position and increasing momentum within its 
home market in China. The company has been actively making 
acquisitions and investing heavily in capex to develop its product 
verticals, diversify supply sources and expand regionally to leverage 
the fast-growing Southeast Asian market.  
 
At the end of 2018, Mengniu opened up its first Southeast Asian 
production base in Indonesia as it aims to be the top yoghurt brand 
within the next five years. While yoghurt is not very popular in the 
huge Indonesian market yet, we believe that the long-term secular 
tailwinds of rising affluence of the middle class will prove to be a 
significant driving force for the premium dairy market.  
 
In 2019, Mengniu acquired Bellamy Australia Ltd - the dominant 
organic infant nutrition company - for $978m. The deal helped 
Mengniu extend its portfolio into premium products after it acquired 
control of lower-end maker Yashili in 2013.  
 
However, straining geopolitical tensions between China and other 
countries have placed downward pressure on Mengniu’s overseas 
development. Despite previously giving the green light to the sale of 
Lion Dairy, the Australian government is now forbidding the 
transaction after increasing diplomatic tensions which resulted from 
dumping accusations, retaliatory tariffs and the criticism of Hong 
Kong’s National Security Law. The fact that Mengniu is largely state-
owned exacerbates its exposure to such risks. Moving forward, we 
believe that strategic acquisitions in Australia will remain unlikely in 
the short-term. A recent health scandal regarding Bellamy’s baby food 
has also presented some natural risk to Mengniu, especially 
considering it had been involved in the 2008 melamine scandal which 
severely diminished consumers’ confidence in Chinese dairy.  
 
Regardless, we believe that outlook remains fairly positive for 
Mengniu as the company continues to make strategic plans to 
penetrate lower-tier cities in China and expand overseas. While the 
global pandemic has definitely battered broader demand, we believe 
the bulk of spending cuts occur within the consumer discretionary 
space. Moreover, China has been promoting milk consumption on the 
basis of its health benefits for the past several years. For example, 
official guidelines on diet recommend people eat triple the amount of 
dairy foods that they typically consume currently. 
 
In wake of Covid-19, Mengniu has upgraded its brand proposition and 
attracted customer loyalty in the process, most notable through a +0.5 
increase in Brand Power Index in 2020Q2 from 2019Q3. Initiatives 
such as RMB 740M Donations, cartoonized marketing and college 
entrance-themed packaging were well-received by the public.  
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Figure 20. China Modern Dairy Production 
Facility 

 
Source: CDH Fund 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

In addition to the global pandemic catalysing the growth in dairy 
consumption, Southeast Asia presents an attractive opportunity for 
Mengniu due to its immense emerging market. We believe Mengniu’s 
continued expansion within the region will play a pivotal role in its 
ability to sustain its high growth rates in the long-term.  

 
Issuer Credit Analysis 

Positives 
1. Strong ownership & strategic private and public backing 
Mengniu’s largest shareholder, COFCO, has been found playing a more 
active role in Mengniu’s operations since acquiring a larger stake. 
COFCO is a food conglomerate across multiple industries, and can offer 
Mengniu strategic advice and know-how in areas such as quality 
control - a prudent measure given the sensitive nature of the food 
industry. This point is especially poignant as Mengniu had been one of 
the firms caught up in the melamine milk contamination scandal of 
2008 which led to extensive loss of trust in domestic chinese milk 
producers.  
 
In terms of aligned interest, we observe that Mengniu’s current 
Chairman, Chen Lang, is also an Executive Vice President with COFCO. 
Furthermore, we are of the view that Mengniu, as one of the world’s 
largest dairy producers, is of strategic importance to China’s goal of 
increasing food safety and security while meeting consumption 
demands; as such, Mengniu will receive strong backing and strategic 
support given its industry-leading position.  
 
Mengniu has undertaken efforts to integrate its business and maintain 
improved quality of its dairy, integrating the upstream farming and 
downstream distribution. The efforts are complementary with the 
strategic ownership by Danone, a world-leading food company that 
offers advanced management experience, production techniques and 
farmer management skills. Simultaneously, Mengniu enhances 
Danone’s ability to establish a major presence in the Chinese market 
and  expand its reach beyond Shanghai and Guangzhou. Collaborations 
with Arla, the largest dairy producer in Europe, has fostered a 
professional ranch management system by Mengniu.  
 
2. Extensive distribution capabilities, including cold chain 
Mengniu’s strength has traditionally been its strong market position 
and distribution capabilities. According to Nielsen, it had a 28% 
market share in the liquid milk market in 2018. Together with Yili, it 
processed 45% of China’s raw milk production in 2018.   
 
Mengniu has continued to invest in its distribution network, such as 
co-investments with key distributors and development of more direct 
sales points which yields greater penetration through major channels. 
With extended reach of the internet and pervasiveness of 
smartphones, distribution has also expanded to online retail to 
develop interactions with end-consumers and facilitate 
responsiveness to market trends and preferences.  
 
Strategic investments in China Modern Dairy and Shengmu High-Tech 
Dairy, which are upstream producers of raw milk and organic milk 
respectively,  ensures greater control over the supply of raw milk 
which ultimately leads to better quality assurance. We believe that 
vertical integration will lead to greater food safety and foster greater 
trust in the domestic dairy industry.   
 
A key area of focus for Mengniu has also been cold chain distribution. 
Since premium products including fresh milk, yogurt and ice cream 
would all require cold chain networks, we believe that Mengniu’s 
integrated distribution capabilities will allow it to continue capturing 
a greater share of the market as they expand into lower-tier cities in 
China.  
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Figure 21. China $ GNI per Capita (2000-2019) 

 
Source: World Bank 
 
Figure 22. Long-term debt maturity schedule 

 
Source: Company disclosures 
 
Figure 23. EBIT margins FY17A to FY22F 

 
Source: Company disclosures, NUS Investment 
Society estimates 
 
Figure 24. Interest coverage ratio FY17A to 
FY22F 
 

 
 
Source: Company disclosures, NUS Investment 
Society estimates 
 
 
 
 
 
 

3. Premiumization of products  
Mengniu’s efforts to diversify its product offerings and differentiate 
itself is congruent to the evolving domestic consumption patterns in 
China. China’s middle class is estimated to reach 550 million by 2022, 
according to McKinsey. To further highlight the middle class’ huge 
purchasing power and a shift in consumer preferences, as of 2019, its 
Gross National Income (GNI) per Capita has increased more than 10-
fold since 2000.  
 
As such, Mengniu is focusing greatly on higher-end, premium products 
such as chilled fresh milk, yogurt, cheese, organic milk and goat milk. 
These premium products tend to produce higher margins than other 
products, with gross margins estimated to be 30-40% for China’s 
leading dairy companies. Fresh milk, for example, has profit margins 
twice as high as that of UHT milk.  
 
Therefore, we expect that the focus on premium products will yield 
greater profitability for Mengniu while the premium dairy segment is 
nascent and new customer segments are developing.  
 
4. Adequate financial position  
Mengniu’s financial position demonstrates resilient profitability and 
ability to meet its debt obligations. EBIT margins have remained 
consistent around 5-6% from FY17 to FY19 and based on our 
projections, is expected to increase in the near future to around 7% as 
China and the world emerges from the pandemic.  
 
Despite stagnating in 1Q20, revenue exhibited double-digit growth in 
the subsequent quarter. While it may have more to do with China’s 
effective management of the virus and the subsequent rebound in 
retail demand, it also demonstrates the resilience of Mengniu’s 
products.  
 
From a debt perspective, quick ratio and current ratio has hovered 
around 1.0x and 1.2x respectively from FY17 to FY19, and we do not 
expect drastic changes into the near future - only slight improvements 
as Mengniu eventually repays CHMEDA 2023 4.250% in 2023. Interest 
Coverage has also improved from 7.0x in FY17 to 7.7x in FY19.  
 
As of 31 December 2019, Mengniu had RMB25.7 billion in cash and 
short-term invested deposits, which is sufficient to cover the RMB13.8 
billion of short-term debt, RMB700 million in dividend payouts and 
RMB4.7 billion of capital spending in the next 12 months. 
 
Despite making several acquisitions recently, it has retained a prudent 
financial position and assures us of management’s ability to keep 
credit metrics reasonable and appropriate. 
 
Negatives 
1. Geopolitical tensions may affect future acquisitions  
Relations between China and Australia have soured, with China calling 
Australia a ‘puppet of the US’. Anti-dumping duties imposed by 
Australia, criticism of the HK National Security Law and inquiries into 
the origins of Covid-19 have put a strain on bilateral relations between 
the 2 nations, so much so that a review of the China-Australia Free 
Trade Agreement appears unlikely.   
 
Australia is not alone in its heightened global skepticism of China 
surrounding the origins of Covid-19. The World Health Organization 
(WHO) has announced that a team will be sent to China in early 2021 
to investigate the origins of the virus, originally thought to have come 
from a city market selling animals.  
 
Prior to the pandemic, Mengniu had expanded its production facilities 
to Australia and New Zealand, two key markets in the dairy industry, 
and had expected to continue doing so. However, the Lion Dairy & 
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Figure 25. RV for Mengniu 

 
Source: Factset 
 
Figure 26. Bond comps for Mengniu 

 
Source: Factset 

Drinks acquisition has already fallen victim to these tensions, being 
vetoed by the Australian government as mentioned earlier. Further 
escalation of tensions, be it with Australia or other nations, could 
materially impact its overseas strategic layout, impacting the long-
term strategies of Mengniu.  
 
2. Capital and integration risk 
Mengniu has consistently invested in its integrated business model to 
broaden its distribution network both in China and overseas. Mengniu 
also opened the first production facility in Indonesia by a Chinese 
dairy company in November 2018.  
 
Since 2016 it has acquired several companies in Australia, including 
Burra Foods, a raw milk processor and Bellamy’s Organic, a renowned 
food manufacturer to build a complete overseas supply chain. It has 
also invested in milk producers like Fuyuan International, Modern 
Dairy and Shengmu High-Tech. As a result, the complete integration of 
operational and distribution synergies across geographical borders 
would take time and pose additional risks. 
 
3. Slowing growth and fickle consumption 
Although Mengniu has a leading market position, competition remains 
stiff as the Chinese dairy market rapidly matures, squeezing margins 
and pressuring profitability. UHT Milk, which contributes heavily to 
Mengniu’s revenue, is under heavy competition.  
 
In addition, consumers are becoming even more health conscious and 
plant-based milk is increasingly popular as previously mentioned. 
Mengniu would have to contend with new products and continue its 
efforts to diversify its product mix and remain competitive.  
 

Issuance Analysis – RV  
 
 Mengniu’s Outstanding Bonds 

 
 
All Mengniu’s bonds are rated investment grade with a BBB+ rating 
and stable outlook. They adhere rather closely to a consistent yield 
curve and spreads are tight.  
 
CHMEDA 4.25 08/07/23 and CHMEDA 3.00 07/18/24 are overweight. 
Both bonds have a slightly wider G-spread (130.9 bps and 138.3 bps 
respectively) which might be an indication of the slight overpricing of 
risk. However, considering our research above, we believe that this 
might be unjustified considering the company’s strong financial and 
market position.  
 
While the other two traded bonds lie closely about the yield curve as 
well, they have comparatively tighter spreads as compared to 
CHMEDA 4.25 and CHMEDA 3.00, at which we favour. However, we 
are inclined towards an overweight rating as we foresee successful 
market expansion into Southeast Asian markets, and in particular 
Indonesia. Therefore, we believe long-term business growth will 
outweigh short-term credit negatives, resulting in lower credit risks 
and yields for the company. 
 
We think bonds from comparable companies like Nestle and Kraft 
Heinz do not provide an attractive opportunity - despite the fact that 
its bonds are trading far below the yield curve with a ~29 bps and ~20 
bps G-spread - given their global, long-standing position in the food 
and beverages market. They are thus able to enjoy lower credit rates 
resulting in low G-spreads. Fufeng Group, on the other hand, has 
shown lacklustre financial performance over the years as it remains 
highly susceptible to cyclical monosodium glutamate (MSG) prices. 



 

9 
 

Top and bottom lines have been inconsistent over the past decade, 
with the core business facing secular headwinds as consumers are 
becoming increasingly health-conscious. Therefore, we are inclined to 
avoid any investments in the business despite the seemingly wide G-
spread of 238 bps. 

 

 
Disclaimer 

 
This research material has been prepared by NUS Invest. NUS Invest specifically prohibits the redistribution of this material  in whole or in 
part without the written permission of NUS Invest. The research officer(s) primarily responsible for the content of this research material, in 
whole or in part, certifies that their views are accurately expressed and they will not receive direct or indirect compensation in exchange for 
expressing specific recommendations or views in this research material. Whilst we have taken all reasonable care to ensure that the 
information contained in this publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or 
completeness, and you should not act on it without first independently verifying its contents. Any opinion or estimate contained in this report 
is subject to change without notice. We have not given any consideration to and we have not made any investigation of the investment 
objectives, financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given 
and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient or any class of persons 
acting on such information or opinion or estimate. You may wish to seek advice from a financial adviser regarding the suitability of the 
securities mentioned herein, taking into consideration your investment objectives, financial situation or particular needs, before making a 
commitment to invest in the securities. This report is published solely for information purposes, it does not constitute an advertisement and 
is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments. No representation or warranty, 
either expressed or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein. The 
research material should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
research material are subject to change without notice. 
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Appendix:  
 

Pro Forma Financial Statements (3FS) 
Balance Sheet 

 

 
 
Income Statement 
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Cash Flow 
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Debt Schedule 
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