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Yili Industrial (600887 CH)

- BUY (Maintai
We expect synergy from the Ausnutria takeover

Target Price RMB46.5
Up/Downside +20.0%
Current Price RMB38.76

With the tie up with Ausnutria, Yili has completed a key step forward to meet its
target of “ranking among the top 3 globally by 2025” and “top 1 by 2030”, in our
view. It would help the company to rapidly expand its market share and optimize
sales mix in the IMF market. We expect more birth supportive policies to come
out in 2022 which could become near term catalyst to stock price. We are Buy-
rated with TP of RMB46.5 (unchanged).

China Consumer Staples

Joseph Wong
(852) 3900 0838
josephwong@cmbi.com.hk

B What’s new. On 28 Jan 2022, Yili announced the completion of its acquisition

Stock Data
of 34.33% of equity stake in Ausnutria (1717HK, not rated) for HK$6.2bn MKt Cap (RMB mn) 248,069
(including new issued shares), and became the latter's largest single Avg 3 mths t/o (RMB mn) 2,438
shareholder. Consensus estimates Ausnutria to generate RMB1.45bn net 52W|Hi9h/'-gWrERMB) 48.38/ 2(228
profits for 2022E. This implies the transaction will be ~4.7% accretive for Yili. gg;?c:sgfgomsbe?ges (mn) :
Post acquisition, Yili would become the 2nd largest player by sales value and
rank only behind Feihe. Shareholding Structure

HKSCC 12.3%

B We expect market share gain and sales mix upgrade to be major revenue Huhe Haote Investment 8.9%
Pan Gang 4.7%

drivers for IMF players. The number of new births in China saw sharp decline
YoY for two consecutive years in 2020 (-18%) and 2021 (-12%), with the total
number of new marriages in 2019-20 in continued decline YoY and Covid
vaccination to delay some parents’ decision to give birth. In our view, the
volume headwind is likely to extent into 2022-23. By then, market share gain
and sales mix upgrade would be the key factors to sustain top line growth.

Enhanced consolidation leaves narrowing room for smaller players to
emerge. Yiliis one of the top 5 dairy companies globally. IMF business (~14%
of revenue in 2021E) has become a major revenue growth contributor for the
company. Ausnutria is one of the leading IMF makers in China and is strong
in high end goat milk/cow milk products. The tie up with Ausnutria would help
Yili to enhance its leading position through synergies in high-quality milk
sources, channels and product/brand portfolios.

More supportive policies liekly to come out in 2022. Various cities/
provinces issued implementation measures since the release of the 3rd child
supportive policy in Jun 2021. These included cash subsidy, maternity leave,
housing service, childcare services etc. We expect to see more this year.

Valuation. Our TP is based on 28.5x end-22E P/E which represents +1sd
above its 3-year average.

Source: HKEXx

Share Performance
Absolute Relative

1-mth -3.4% 0.5%
3-mth -10.4% -6.3%
6-mth 9.5% 16.3%

Source: Bloomberg
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1. “Promotional expense on Winter
Olympics could weigh on 4Q
results” — 25 Jan 2022

2. “Cherry-picking amid a de-risking

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E mentality; our top picks: CRB/
Revenue (RMB mn) 90,223 96,886 110,813 125,929 140,856 Mengniu/ Feihe” — 21 Jan 2022
YoY growth (%) 134 /-4 14.4 13.6 11.9 3.  “Marketing feedback — inflation &
Net income (RMB mn) 6,934 7,078 8,902 10,648 12,734 price hikes are key words appeared
EPS (RMB) 11 12 15 1.6 2.0 in_every meeting” — 23 Nov 2021
YoY growth (%) 11.6 2.0 25.8 11.7 19.7
Consensus EPS (RMB) n.a n.a 1.5 1.6 2.0 4.  “Structural merits look prominent
P/E (x) n.a n.a 27.0 24.1 20.2 amid transitional headwind and any
stagflation expectation” — 2 Nov

P(B (x) n.a na 7.3 6.6 6.0 2021
Yield (%) n.a n.a 2.8 3.1 3.7
ROE (%) 24.9 22.0 27.3 29.1 32.0
Net gearing (%) net cash 1.3 7.6 5.7 2.5

Source: Company data, Bloomberg, CMBIS estimates
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Figure 1: Revenue growth, Mengniu vs Yili Figure 2: EBIT margins, Mengniu vs Yili
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Figure 3: Revenue breakdown 2017-23E Figure 4: Gross profits breakdown by product
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Figure 5: 1-year forward P/E chart Figure 6: Trailing P/B chart
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 90,223 96,886 110,813 125,929 140,856 Netincome 6,934 7,078 8,902 10,648 12,743
Liquid milk 73,761 76,123 85,182 95,810 105,37 D&A 1,958 2,442 2,821 3,252 3,688
Others 16,462 20,762 25,631 30,119 35,479 Change in working capital (2,286) 4,684 (901) 981 963
Others 1,850 (4,353) (429) (539) (595)
Gross profits 33,254 34,534 39,414 45,233 51,020 Net cash fr. operating act. 8,455 9,852 10,392 14,342 16,799
D&A (1,958) (2,442) (2,821) (3,252) (3,688) Capex & investments (9,243) (6,522) (6,597) (7,638) (6,845)
Selling expense (21,070) (21,538) (23,603) (26,445) (29,298) Acquisition (1,583) 22 - - -
Administration expenses (4,780) (5,363) (6,095) (6,926) (7,465) Others 826 (2,543) (900) (900) (900)
Other op expense 1,734 2,286 2,821 3,252 3,688 Net cash fr.investing act.  (9,999) (9,043) (7,497) (8,538) (7,745)
EBIT 7,181 7,476 9,717 11,862 14,257
Equity raised 275 248 - 1,200 -
EBITDA 9,139 9,919 12,537 15,114 17,944 Change of Debts 8,986 5,122 (400) (400) (400)
Dividend paid (4,913) (4,988) (4,988) (6,639) (7,942)
Finance costs, net (8) (188) (369) (470) (456) Others (5,364) (428) - - -
Investment gains/loss 1,108 1,270 1,350 1,460 1,516 Netcash fr.financing act. (1,016) (47) (5,388) (5,839) (8,342)
Non-operating (86) (408) (200) (300) (300)
Pre-tax profit 8,194 8,150 10,497 12,552 15,016 Net changein cash (2,560) 762 (2,493) (36) 712
Cash at the beginning of the 13,824 11,328 11,695 9,203 9,167
Income tax (1,243) (1,051) (1,575) (1,883) (2,252) Exchange difference 62 (395) - - -
Less: Minority interests @an (21) (21) (21) (21) Cash at the end of the year 11,325 11,695 9,203 9,167 9,879
Net profit 6,934 7,078 8,902 10,648 12,743 Less: pledged cash - - - - -
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 34,755 42,774 47,900 53,746 58,419 Sales mix (%)
PP&E/Fixed assets 24,461 28,768 32,282 36,340 39,455 Liquid milk 818 786 769 761 748
Goodwill 1936 1,897 2,160 2,487 2,530 Others 182 214 231 239 252
Investments 2,494 3,423 4,773 6,233 7,749
Other non-current assets 5,864 8,685 8,685 8,685 8,685 P&L ratios (%)
Gross margin 36.9 356 356 35.9 36.2
Current assets 25,706 28,381 28,204 29,712 31,942 Operating margin 8.0 7.7 8.8 9.4 101
Cash 11,325 11,695 9,203 9,167 9,879 Pre-tax margin 9.1 8.4 95 10.0 10.7
Account receivable 2,032 1,875 2,429 2,760 3,087 Netmargin 7.7 7.3 8.0 8.5 9.0
Inventory 7,715 7,545 9,307 10,519 11,710 Effective tax rate (15.2) (12.9) (15.0) (15.0) (15.0)
Other current assets 4,634 7,266 7,266 7,266 7,266
Balance sheet analysis
Current liabilities 31,432 34,768 37,635 41,261 45,105 Current ratio (x) 0.4 0.4 0.3 0.3 0.3
Borrowings 4,560 6,957 6,757 6,557 6,357 Net receivable days 8.2 7.1 8.0 8.0 8.0
Account payables 13,618 17,975 19,390 21,914 24,395 Inventory turnover days 499 446 480 48.0 480
Other payables 13,254 9,836 11,488 12,790 14,353 Net payable days 88.1 106.2 100.0 100.0 100.0
Net debt to equity (%) net cash 1.3 7.6 5.8 25
Non-current liabilities 2,755 5,853 5,653 5453 5,253
Borrowings 1,971 5,137 4,937 4,737 4,537 Returns (%)
Other non-current liabilities 784 716 716 716 716 ROE 24.9 22.0 27.3 29.1 32.0
Dividend yield n.a n.a 2.8 3.1 3.7
Common stock 6,096 6,083 6,083 6,513 6,513
Retained earnings 21,534 23,541 25,804 28,510 31,749 Per share
Minority Interest 143 149 169 190 211 EPS (RMB) 11 1.2 15 1.6 2.0
DPS (RMB) 0.8 0.8 1.1 1.2 15
Total net assets 26,274 30,533 32,816 36,743 40,003 BVPS (RMB) 4.3 5.0 5.4 6.0 6.5
Shareholders' equity 26,131 30,384 32,647 36,553 39,792 EV/EBITDA (X) n.a na 193 171 144
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS does not
provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position or special
requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in the report. The value
of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets
or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments and strategies, and encourages investors to
consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or its affiliate(s)
to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in securities or enter into any
transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be liable for any loss, damage or expense
whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone making use of the information contained in this report
does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable. CMBIS
has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the information, advices
and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other publications having information and/ or
conclusions different from this report. These publications reflect different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment
decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or on behalf of
its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with the companies in this
report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report and CMBIS will not assume any
responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published
in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended
from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations, etc.,) of the Order, and
may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as defined in the
Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed
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