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Yili Industrial (600887 CH) o

1Q22 in line; management guidance implies

c.10% 2022E core revenue growth Target Price RMBA47.0
(Previous TP RMBA46.5)
Up/Downside +23.6%

4Q21 net profits came in at RMB761mn, up 3% YoY and was slightly below our Current Price RMB38.0

estimate on higher-than-expected promotional expense for the Winter Olympics.

Raw milk appeared to be a smaller drag to the quarter's GPM which came in China Consumer Staples

slightly higher YoY at c28%. Overall, 2021 is reported on track with Yili’s guidance,

achieving 18% recurring net profit growth with NPM expansion of 0.5pp. Joseph Wong

(852) 3900 0838

Meanwhile, 1Q22 results kicked in line with our estimate at a 13% revenue growth ) :
josephwong@cmbi.com.hk

albeit any pandemic-driven lockdowns. Along with the announcement, Yili also
guided for a RMB129.6bn/ 12.2bn revenue/ profits before tax targets for 2022E,
and these imply 17.2%/ 20.8% YoY growth respectively. The targets take into
account, in our view, the impact from Ausnutria consolidation starting from 2Q22

Zheng Xiaohui
zhengxiaohui@cmbi.com.hk

(previously recognized as JCE), after Yili raised its stake in the former to 59.17% Stock Data
since mid-March. Excluding the event, we estimate 2022E core revenue growth Mkt Cap (RMB mn) 291,235
to be c10%, which is ¢3% below our previous forecasts. Despite this, we raise Avg 3 mths t/o (RMB mn) 1,507
our 2022E revenue by 3% to reflect the net impact of the above, and hence our ?ﬁ‘gl":'sgs':f'e‘gvéézz?(mn) 43'2/6,34163
slightly higher net profits estimates. We are buy-rated. Our new TP is still based Source: Wind
on 28.5x (unchanged) end-22E P/E which represents +1sd above its 3-year
average Shareholding Structure
' HKSCC 14.9%
. . Huhe Haote Investment 8.4%
Highlights from management call: Pan Gang 4.5%
Source: Wind
B Revenue/ net profit came in at RMB1,106bn/ RMBS.?pn in 2_021, .+14%/ +23% Share Performance
YoY and continued to top the league among dairy firms in Asia. Volume Absolite _Relative
increase, sales mix upgrade and price increases or reduced promotions on 1-mth 5.6% 11.1%
certain SKUs contributed 7.5%, 3.8% and 2.5% to revenue growth, gm ﬁng 1;‘-;2?
respectively, which also drove +0.5ppt improvement YoY in GPM to 30.3%. Source- Wind = —
u AII. main segments, including liquid milk, milk powder and products, frozen 12-mth Price Performance
dairy, recorded DDG, at +11.5%, +25.8%, +16.3% YO0Y, respectively. (RMB)
46.0 ——600887.SH —— CSI300 (re-based)
B Liquid milk: home-temp liquid milk continued to outperform the industry in Joge
terms of growth, achieving 40% market share, the No.1 in the industry. 400
38.0
B Milk powder and products: IMF achieved the highest growth and 2nd 0
largest market share in the industry. The cheese business recorded 150%+ 220
revenue growth and +6.3ppt market share improvement in 2021 YoY. ol o
B Frozen dairy: has maintained the leading position in the sector for the 27th YQ««W;Q,&;&“&;é;@oy;y;@%éz@fi;ﬂ

year. Source: Wind
Earnings Summary

Related reports

(YE 31 Dec) FY20A FY21A FY22E FY23E FY24E

Revenue (RMB mn) 96,886 110,595 129,612 145,072 161,699 1. “Yili Industrial (600887 CH) — We
YoY growth (%) 7.4 14.2 17.2 11.9 11.5 expect synergy from the Ausnutria
Net income (RMB mn) 7,078 8,705 10,774 12,601 15,948 takeover” — 8 Feb 2022

EPS (RMB) 12 1.4 L7 19 24 2. “Yili_Industrial (600887 CH) —
YoY growth (%) 2.0 23.0 15.6 17.0 26.6 Promotional expense on_Winter
Consensus EPS (RMB) n.a 1.5 1.8 2.0 2.0 Olympics could weigh on 4Q
P/E (x) n.a 26.6 23.0 19.7 15.6 results” — 25 Jan 2022

P/B (x) n.a 4.8 4.5 4.3 4.0

Yield (%) n.a 2.6 3.2 3.8 4.8

ROE (%) 22.0 16.6 21.1 23.2 27.4

Net gearing (%) 1.3 net cash net cash net cash net cash

Source: Company data, Bloomberg, CMBIGM estimates
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A Wholly Owned Subsidiary Of China Merchants Bank

Targets and outlook: Management targeted to achieve 9-10% NPM by 2025E and
lead Yili to become the largest dairy firm globally in longer term. They believed in a still
large upside in China’s dairy market, given <25kg annual per capita milk consumption
in China, compared to the global average of 113kg.

B Management was positive on liquid milk, especially higher-end SKUs, which would
be driven by consumption upgrade and penetration into lower-tier cities in China.

B Milk powder could accelerate as management expected birth rate to rebound on
fading Covid impact and favorable birth policies that China has been issuing.
Management was confident to maintain steady growth and market share expansion
in the segment in 2022E.

B Cheese could embrace its prime age in the next 3-5 years, given a still large space
for product differentiation, channel expansion and consumer education in the
Chinese market.

Covid impact: The negative impact from outbreaks and lockdowns since Mar in several
important regional markets, such as Shanghai, was mainly on the efficiency of logistics
and deliveries, while the “supply guarantee” policies in different cities under lockdowns
could even result to be favorable for such industry leader as Yili, which was preferred
by local governments or consumers when choosing the products for the guarantee of
daily necessities.

Raw milk price was expected to remain overall stable in 2022E, as demand-supply
was likely to remain in balance for the year, according to management. In longer term,
raw milk price may still trend up, on expected increasing demand for dairy products, but
a dramatic uptick was unlikely as the government has been issuing favorable policy for
dairy upper stream to boost raw milk production which, though, should be better aligned
with downstream need in the future as the industry was expected to be increasingly
consolidated.

Figure 1: Earnings revision

New Old
RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E
Revenue 129,612 145,072 161,699 125,929 140,856 NA 2.9%
Gross Profit 39,814 45,776 53,302 45,233 51,020 NA NA
EBIT 11,220 13,756 17,645 11,862 14,257 NA NA
Net profit 10,774 12,601 15,948 10,648 12,743 NA 1.2%
EPS (RMB) 1.65 1.93 2.45 1.63 1.96 NA 1.2%
Gross Margin 30.72% 31.55% 32.96% 35.92% 36.22% NA NA
EBIT Margin 8.66% 9.48% 10.91% 9.42% 10.12% NA NA
Net Margin 8.31% 8.69% 9.86% 8.46% 9.05% NA -0.1ppt

Diff (%)

FY23E FY24E
3.0% NA
NA NA

NA NA
-1.1% NA
-1.1% NA
NA NA

NA NA
-0.4ppt NA

Note: the new gross profit and EBIT and related margins are not comparable to the old once as the former are based on updated accounting

standards which require re-classifying certain items previously recognized as selling and admin expenses to COGS.
Source: Company data, CMBIGM estimates

Figure 2. CMBIGM estimates vs consensus
CMBIGM

Consensus

RMB mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E
Revenue 129,612 145,072 161,699 124,159 138,039 156,355 4.4%
Gross Profit 39,814 45,776 53,302 44,943 50,488 52,582 -11.4%
Operating Profit 11,220 13,756 17,645 12,321 14,453 16,865 -8.9%
Net profit 10,774 12,601 15,948 10,692 12,495 14,846 0.8%
EPS (RMB) 1.65 1.93 2.45 1.70 1.98 2.34 -2.4%
Gross Margin 30.7% 31.6% 33.0% 36.2% 36.6% 33.6% -5.5ppt
Operating Margin 8.7% 9.5% 10.9% 9.9% 10.5% 10.8% -1.3ppt
Net Margin 8.3% 8.7% 9.9% 8.6% 9.1% 9.5% -0.3ppt

Diff (%)

FY23E FY24E

5.1% 3.4%
-9.3% 1.4%
-4.8% 4.6%

0.8% 7.4%
-2.5% 4.6%

-5ppt -0.7ppt

-1ppt 0.1ppt

-0.4ppt 0.4ppt

Source: Company data, CMBIGM estimates
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Figure 4: Trailing P/B chart

Figure 3: 1-year forward P/E chart
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E
Revenue 96,886 110,59 129,61 145,07 161,69 Netincome 7,078 8,705 10,774 12,601 15,948
Liquid milk 76,123 84,911 90,854 100,84 111,94 D&A 2,442 2,988 3,252 3,688 4,104
Others 20,762 25,685 38,757 44,224 49,758 Change in working capital 4,684 (5,518) (6,588) (424) (456)
Others (4,353) 9,352 34 21 21
Gross profits 34,534 33,515 39,814 45,776 53,302 Net cash fr. operating act. 9,852 15,528 7,471 15,886 19,617
D&A (2,442) (2,988) (3,252) (3,688) (4,104) Capex & investments (6,522) (6,683) (7,638) (6,845) (7,027)
Selling expense (21,538 (19,315 (22,636 (25,388 (28,297 Acquisition 22 - - - -
Administration expenses (5,363) (4,828) (5,658) (6,333) (7,059) Others (2,543) (1,114) (900) (900) (900)
Other op expense 2,286 2,547 2,952 3,388 3,804 Net cash fr.investing act.  (9,043) (7,797) (8,538) (7,745) (7,927)
EBIT 7,476 8,930 11,220 13,756 17,645
Equity raised 248 16,047 - - -
EBITDA 9,919 11,919 14,472 17,444 21,749 Change of Debts 5,122 5,882 (2,400) (1,600) -
Dividend paid (4,988) (4,988) (5,913) (8,035) (9,398)
Finance costs, net (188) 29 96 (39) (53) Others (428) (4,996) - - -
Investment gains/loss 1,270 1,271 1,200 900 900 Net cash fr. financing act. (47) 11,945 (8,313) (9,635) (9,398)
Non-operating (408) (118) - - -
Pre-tax profit 8,150 10,112 12,515 14,617 18,493 Net changein cash 762 19,676 (9,380) (1,494) 2,292
Cash at the beginning of the 11,328 12,095 31,742 22,362 20,868
Income tax (1,051) (1,380) (1,708) (1,995) (2,524) Exchange difference (395) (29) - - -
Less: Minority interests (21) 27) (34) (21) (21) Cash at the end of the year 11,695 31,742 22,362 20,868 23,160
Net profit 7,078 8,705 10,774 12,601 15,948 Less: pledged cash - - - - -
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY20A FY21A FY22E FY23E FY24E YE 31 Dec FY20A FY21A FY22E FY23E FY24E
Non-current assets 42,774 51,807 57,644 61,701 65,524 Sales mix (%)
PP&E/Fixed assets 28,768 29,379 33,437 36,551 39,360 Liquid milk 786 768 701 695 69.2
Goodwill 1,897 1,609 2,487 2,530 2,644 Others 214 232 299 305 308
Investments 3,423 4,210 5,110 6,010 6,910
Other non-current assets 8,685 16,610 16,610 16,610 16,610 P&L ratios (%)
Gross margin 35.6 30.3 30.7 31.6 33.0
Current assets 28,381 50,155 45,496 45,713 49,694 Operating margin 7.7 8.1 8.7 9.5 109
Cash 11,695 31,742 22,362 20,868 23,160 Pre-tax margin 8.4 9.1 9.7 101 114
Account receivable 1,875 2,107 3,551 3,975 4,430 Netmargin 7.3 7.9 8.3 8.7 9.9
Inventory 7,545 8,917 12,195 13,483 14,716 Effective tax rate (12.9) (13.6) (13.6) (13.6) (13.6)
Other current assets 7,266 7,388 7,388 7,388 7,388
Balance sheet analysis
Current liabilities 34,768 43,296 42,351 44,202 47,932 Current ratio (x) 0.4 0.6 0.5 0.5 0.5
Borrowings 6,957 12,596 11,396 10,596 10,596 Net receivable days 7.1 70 100 10.0 10.0
Account payables 17,975 14,062 12,195 13,483 14,716 Inventory turnover days 446 426 50.0 50.0 50.0
Other payables 9,836 16,638 18,760 20,123 22,619 Net payable days 106.2 67.2 50.0 50.0 50.0
Net debt to equity (%) 1.3 (28.2) (13.0) (12.5) (15.5)
Non-current liabilities 5853 9875 8,675 7,875 7,875
Borrowings 5,137 5,380 4,180 3,380 3,380 Returns (%)
Other non-current liabilities 716 4,495 4,495 4,495 4,495 ROE 22.0 16.6 21.1 23.2 27.4
Dividend yield n.a 2.6 3.2 3.8 4.8
Common stock 6,083 6,400 6,513 6,513 6,513
Retained earnings 23,541 24,298 27,036 30,239 34,292 Per share
Minority Interest 149 1,083 1,116 1,137 1,158 EPS (RMB) 1.2 1.4 1.7 1.9 2.4
DPS (RMB) 0.8 1.0 1.2 1.4 1.8
Total net assets 30,533 48,791 52,113 55,337 59,411 BVPS (RMB) 5.0 7.8 8.4 8.9 9.6
Shareholders' equity 30,384 47,708 50,997 54,200 58,253 EV/EBITDA (x) na 187 171 142 113

Source: Company data, CMBIS estimates
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