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Milkiland

Return of milk VAT subsidy could raise EBITDA by 18% in 2012

Yesterday Ukraine’s parliament amended the Tax Code to partially restore
VAT subsidies for milk producers. If the president signs the law, we
estimate Milkiland, whose 9M11 financials suffered due to the absence of
the benefit, could raise its 2012 EBITDA by 18% to EUR 47 min as a result of
the subsidy’s return.

e The approved amendments stipulate processors will retain 70% of VAT
on raw milk procured from households in 2012 (60% in 2013, 50% in
2014) vs. 100% in 1998-2010 and 0% in 2011. Raw milk procured from
households accounted for 55% of milk Milkiland purchased this year.

e We estimate removal of the VAT subsidy was responsible for 5 pp of
Milkiland’s 11 pp yoy gross margin decline to 27% in 9M11. Milkiland’s
total raw milk costs in 9M11 equalled 60% of revenue (vs. 48% in
9M10).

e We expect the raw milk cash price to remain the same in 2012, but now
Milkiland will retain the VAT on raw milk purchased from households
and redirect it to pay for milk, effectively reducing COGS. We estimate
this will result in an increase in Milkiland’s EBITDA margin of 2.5 pp or of
18% to the absolute value of EBITDA to up to EUR 47 min in 2012.

e We reiterate our BUY recommendation on Milkiland and confirm our
target price of EUR 7.6/share (PLN 33.7 at the current exchange rate),
which implies 206% upside. We see the 58% decline in Milkiland shares
since August 30 as a reaction to weak 1H11-9M11 results spoiled by the
removal of the subsidy, and view yesterday’s news of its return as a
perfect reason to enter a long position in the stock.

Peer multiples

MCap EV EV/Sales EV/EBITDA

USD min  USD min 2011E 2012E 2011E 2012E
Milkiland NV 101 170 0.4 0.4 3.3 2.7
Danone 39,516 50,768 2.0 1.9 11.3 10.5
Saputo 7,643 8,115 13 1.2 10.0 9.9
Fraser and Neave 6,880 9,336 2.0 1.9 9.6 9.5
China Mengniu Dairy 5,972 5,118 0.9 0.7 11.5 9.1
Glanbia 1,752 2,588 0.7 0.7 9.3 8.7
Bongrain 947 1,753 0.3 0.3 5.1 4.8
Pinar Sut Mamulleri Sanayii 377 390 1.1 1.0 8.5 8.6
Ukrproduct 8 11 0.1 0.1 2.6 1.6
Peers harmonic mean 0.5 0.5 6.7 5.4

Source: Bloomberg, Concorde Capital

Ukraine | Research
Consumer, Non-Cyclical | Food Manufacturing

Desk Note
Yegor Samusenko
syg@concorde.com.ua
Bloomberg MLK PW
Reuters MLK=PW
Recommendation BUY
Price, EUR 2.48
12M target, EUR 7.60
Price, PLN 11.0
12M target, PLN 33.7
Upside 206%
No of shares, min 31.25
Market Cap, EUR min 77.4
52-week performance -77%
52-week range, EUR 2.5/12.3
ADT, 12M, EUR min 0.07
Free float, % 22.4%
Free float, EUR min 17.3

Prices as of Dec. 22, 2011

Share performance, PLN

60

50
40
30
20
10

0

Milkiland
WIG-Ukraine rebased

Dec-10 Mar-11  Jun-11

Source: Bloomberg

P/E

2011E  2012E
45 2.8
17.1 15.7
16.1 15.4
13.4 12.9
22.7 18.1
10.1 9.4
8.6 7.8
9.2 8.6
7.2 3.7
11.4 9.1

Sep-11  Dec-11




%LCQI\IICIOFI{PEL Milkiland Desk Note December 23, 2011

APPENDICES

Analyst certification

I, Yegor Samusenko, hereby certify that the views expressed in this research
report accurately reflect my personal views about the subject securities and
issuers. | also certify that no part of my compensation was, is, or will be, directly
or indirectly, related to the specific recommendations or views expressed in this
research report.

Date 12M target price, PLN Market price, PLN Rating Action
11-Apr-11 58.7 25.0 BUY Initiate
08-Sep-11 45.7 19.7 BUY Maintain
28-Sep-11 33.6 19.2 BUY Maintain
23-Dec-11 33.7 11.0 BUY Maintain

Company: Target price vs. share performance, PLN per share
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Investment ratings

The time horizon for target prices in Concorde Capital's research is 12 months unless otherwise
stated. Concorde Capital employs three basic investment ratings: Buy, Hold and Sell. Typically, Buy
recommendation is associated with an upside of 20% or more from the current market price; Sell is
prompted by downside from the current market price (upside <0%); Hold recommendation is
generally for limited upside within 20%. Though investment ratings are generally induced by the
magnitude of upside, they are not derived on this basis alone. In certain cases, an analyst may have
reasons to establish a recommendation where the associated range given above does not
correspond. Temporary discrepancies between an investment rating and its upside at a specific
point in time due to price movement and/or volatility will be permitted; Concorde Capital may
revise an investment rating at its discretion. A recommendation and/or target price might be placed
Under Review when impelled by corporate events, changes in finances or operations. Investors
should base decisions to Buy, Hold or Sell a stock on the complete information regarding the
analyst's views in the research report and on their individual investment objectives and
circumstances.
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DISCLAIMER

THIS REPORT HAS BEEN PREPARED BY CONCORDE CAPITAL INVESTMENT BANK INDEPENDENTLY OF THE RESPECTIVE COMPANIES MENTIONED HEREIN FOR INFORMATIONAL PURPOSES ONLY. CONCORDE CAPITAL DOES AND SEEKS
TO DO BUSINESS WITH COMPANIES COVERED IN ITS RESEARCH REPORTS. AS A RESULT, INVESTORS SHOULD BE AWARE THAT CONCORDE CAPITAL MIGHT HAVE A CONFLICT OF INTEREST THAT COULD AFFECT THE OBJECTIVITY OF
THIS REPORT.

THE INFORMATION GIVEN AND OPINIONS EXPRESSED IN THIS DOCUMENT ARE SOLELY THOSE OF CONCORDE CAPITAL AS PART OF ITS INTERNAL RESEARCH COVERAGE. THIS DOCUMENT DOES NOT CONSTITUTE OR CONTAIN AN
OFFER OF OR AN INVITATION TO SUBSCRIBE FOR OR ACQUIRE ANY SECURITIES. THIS DOCUMENT IS CONFIDENTIAL TO CLIENTS OF CONCORDE CAPITAL AND IS NOT TO BE REPRODUCED OR DISTRIBUTED OR GIVEN TO ANY OTHER
PERSON.

CONCORDE CAPITAL, ITS DIRECTORS AND EMPLOYEES OR CLIENTS MIGHT HAVE OR HAVE HAD INTERESTS OR LONG/SHORT POSITIONS IN THE SECURITIES REFERRED TO HEREIN, AND MIGHT AT ANY TIME MAKE PURCHASES AND/OR
SALES IN THEM AS A PRINCIPAL OR AN AGENT. CONCORDE CAPITAL MIGHT ACT OR HAS ACTED AS A MARKET-MAKER IN THE SECURITIES DISCUSSED IN THIS REPORT. THE RESEARCH ANALYSTS AND/OR CORPORATE BANKING
ASSOCIATES PRINCIPALLY RESPONSIBLE FOR THE PREPARATION OF THIS REPORT RECEIVE COMPENSATION BASED UPON VARIOUS FACTORS, INCLUDING QUALITY OF RESEARCH, INVESTOR/CLIENT FEEDBACK, STOCK PICKING,
COMPETITIVE FACTORS, FIRM REVENUES AND INVESTMENT BANKING REVENUES.

PRICES OF LISTED SECURITIES REFERRED TO IN THIS REPORT ARE DENOTED IN THE CURRENCY OF THE RESPECTIVE EXCHANGES. INVESTORS IN FINANCIAL INSTRUMENTS SUCH AS DEPOSITORY RECEIPTS, THE VALUES OR PRICES OF
WHICH ARE INFLUENCED BY CURRENCY VOLATILITY, EFFECTIVELY ASSUME CURRENCY RISK.

DUE TO THE TIMELY NATURE OF THIS REPORT, THE INFORMATION CONTAINED MIGHT NOT HAVE BEEN VERIFIED AND IS BASED ON THE OPINION OF THE ANALYST. WE DO NOT PURPORT THIS DOCUMENT TO BE ENTIRELY ACCURATE
AND DO NOT GUARANTEE IT TO BE A COMPLETE STATEMENT OR SUMMARY OF AVAILABLE DATA. ANY OPINIONS EXPRESSED HEREIN ARE STATEMENTS OF OUR JUDGMENTS AS OF THE DATE OF PUBLICATION AND ARE SUBJECT TO
CHANGE WITHOUT NOTICE. REPRODUCTION OF THIS DOCUMENT IN WHOLE OR IN PART WITHOUT PRIOR PERMISSION IS PROHIBITED.

NEITHER THIS DOCUMENT NOR ANY COPY HEREOF MAY BE TAKEN OR TRANSMITTED INTO THE UNITED STATES OR DISTRIBUTED IN THE UNITED STATES OR TO ANY U.S. PERSON (WITHIN THE MEANING OF REGULATION S UNDER THE
U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”)), OTHER THAN TO A LIMITED NUMBER OF “QUALIFIED INSTITUTIONAL BUYERS” (AS DEFINED IN RULE 144A UNDER THE SECURITIES ACT) SELECTED BY CONCORDE
CAPITAL.

THIS DOCUMENT MAY ONLY BE DELIVERED WITHIN THE UNITED KINGDOM TO PERSONS WHO ARE AUTHORIZED OR EXEMPT WITHIN THE MEANING OF THE FINANCIAL SERVICES AND MARKETS ACT 2000 (“FSMA”) OR TO PERSONS
WHO ARE OTHERWISE ENTITLED TO RECEIVE THIS DOCUMENT UNDER THE FINANCIAL SERVICES AND MARKETS ACT 2000 (FINANCIAL PROMOTION) ORDER 2005, OR ANY OTHER ORDER MADE UNDER THE FSMA.

©2011 CONCORDE CAPITAL

Page 3



