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Milk procurement prices likely to remain stable/ lower in near term

Key observations for milk prices based on our discussions with dairy companies and channel checks are: (1) wholesale
milk prices have risen YoY in Aug’23; (2) there is a steady deceleration in milk price inflation in south India; inflation
has declined from 12.8% in Dec’22 to 9.6% in Aug’'23 (but inflated on MoM basis); (3) milk procurement prices are likely
to remain stable/ slightly lower till end of CY23. The onset of a healthy flush season, normal monsoon, reducing impact
of lumpy skin diseases, and stabilising global supplies are likely to act as key triggers for stable milk procurement
prices. We maintain the thesis of a cyclical recovery in the dairy sector in H2FY24E-FY25E.

We remain constructive on the sector due to its strong return ratios (> cost of capital) across cycles and likely recovery
in margins in H2FY24. We have a BUY rating on Heritage Foods, ADD on Dodla Dairy and HOLD on Hatsun Agro.

Wholesale milk prices rising MoM and YoY Aniruddha Joshi

Pan-India wholesale milk prices have increased 10.5% YoY and 0.6% MoM in ogilruzdzdgggc;s;igigcicisecurities.com
Aug’23-TD. Milk prices in south India are up 9.6% YoY. North and east India N
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Nilesh Patil
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We note that milk wholesale prices in south India have been witnessing steady
deceleration since the beginning of CY23. Prices in the region were up 12.8%
YoY in Dec’22. In Aug’23, inflation was 9.6%. However, prices have inflated on
MoM basis.

Correction in global SMP prices & stability in cattle feed prices

We note global SMP prices have corrected 31.1% YoY in Aug'23-TD. Cattle
feed prices have stabilised with stable food grain prices. We believe costs for
Indian farmers will likely reduce with stable cattle feed prices.
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Milk procurement prices are on the correction path in south India since May’'23.
The key triggers are advent of a healthy monsoon, weakening impact of lumpy
skin disease and stabilising global supply. It lowers the probability of milk 0

procurement price inflation in the near term. We model milk procurement Sydag a8
prices to correct in H2FY24E due to the commencement of flush season and 2 &z & 3 & 3
normal monsoon. Dodla Dairy (ADD)

Dairy sector likely to see cyclical revival 900
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We note the margins of dairy companies tend to be cyclical when milk 1o
procurement prices are volatile. We model the margins of these companiesto g5
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We model dairy companies under our coverage to report EBITDA margin FENIESRR

expansion in H2FY24E. Key factors for the same are: (1) lower RM prices 238888 <x2

leading to improved gross margin, (2) benefit of carry-over of price hikes, (3)

. S Hatsun Agro (HOLD)
operating leverage kicking in, and (4) favourable base.
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We remain positive on the dairy sector on the back of structural growth — £

£ 800
triggers such as: (1) migration from the unorganised sector to the organised £ 600
sector, (2) growing consumption of margin-accretive value-added products, ‘z‘gg
and (3) strong return ratios and growth potential. We prefer Heritage Foods 0

(BUY) and Dodla Dairv (ADD). We have a HOLD ratina on Hatsun.
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Exhibit 1: Wholesale milk prices

Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23
Region (INR/Itr)
North zone 54.4 55.1 55.3 55.6 55.4 55.6
West zone 50.1 50.7 50.8 51.2 51.4 51.8
East zone 49.8 50.8 51.4 51.6 52.1 51.9
North-East zone 64.4 64.2 64.7 64.9 64.9 65.7
South zone a47.7 47.6 48.3 48.8 48.9 50.0
Pan-India 52.8 53.2 53.7 54.1 54.2 54.6
Growth rates (YoY) (%)
North zone 10.6 10.4 10.3 9.8 10.1 9.5
West zone 7.3 8.3 6.3 6.8 4.9 5.3
East zone 8.5 9.9 10.7 11.0 11.7 11.5
North-East zone 2.7 0.8 1.6 4.0 3.3 4.2
South zone 9.5 7.6 8.4 7.5 7.4 9.6
Pan-India 11.2 10.7 10.7 10.6 10.4 10.5

Source: Industry data, I-Sec research

Exhibit 2: Skimmed milk powder (SMP) prices have corrected YoY
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Wholesale milk prices across India
Exhibit 3: Milk prices in west India Exhibit 4: Milk prices in south India
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Exhibit 6: Milk prices in northeast India

Exhibit 5: Milk prices in east India
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Exhibit 8: Milk prices pan-India

Exhibit 7: Milk prices in north India

Pan India
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Risks

Sharp increase in input prices

Any major increase in commodity prices will likely result in downside to our estimates.

Supply-chain disruption

Any major disruption in the supply-chain of milk products may lead to downside to our

estimates.
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“In case of industry/sector reports or a report containing multiple stocks, the rating/recommendation for a particular stock may be based on the last released stock
specific report for that company.”

This report may be distributed in Singapore by ICICI Securities, Inc. (Singapore branch). Any recipients of this report in Singapore should contact ICICI Securities, Inc.
(Singapore branch) in respect of any matters arising from, or in connection with, this report. The contact details of ICICI Securities, Inc. (Singapore branch) are as follows:
Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports and
no charges are levied for providing research reports to such investors."

New I-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return
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Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Registration granted by SEBI and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors. None of the
research recommendations promise or guarantee any assured, minimum or risk free return to the investors.

Name of the Compliance officer (Research Analyst): Mr. Atul Agrawal, Contact number: 022-40701000, E-mail Address : complianceofficer@icicisecurities.com
For any queries or grievances: Mr. Prabodh Avadhoot Email address: headservicequality@icicidirect.com Contact Number: 18601231122
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