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Improving growth and margins in FY23E

=Expect short-term pressure on revenue growth to persist and improvement would
ensue assuming COVID restrictions will ease after 2022

=|n the short term, margin profile would be afflicted by cost inflation, intensifying market
competition and pandemic challenges on operations that create additional expenses,
but we expect margin to expand for FY23E

=Maintain BUY; current TP represents 23.45x/18.55x 22E/23E P/E, or 4.67x/4.35x
22E/23E P/B

Revenue growth to pick up in FY23E. In 3Q22, revenue grew 6.7% YoY vs. 11.2% YoY
in 2Q22; liquid milk segment revenue declined 4.9% YoY while revenue of ice cream and
milk formula was up 35.3% YoY and 64.7% YoY. We believe 3Q22 revenue growth was
uneven among different product categories due to disruptions in the consumer market
brought by the social distancing measures as well as intensifying competition. Since we
expect such factors to remain in force, we adjust our projections accordingly and estimate
FY22E overall revenue growth to be 11.7% YoY; revenue of liquid milk, ice cream, and
milk formula products would grow 2.9% YoY, 31.3% YoY, and 50.5% YoY. Revenue growth
would improve to 13.4% YoY for FY23E as consumption gains more traction with COVID
policies likely to ease. FY21-24E revenue CAGR would be 12.5%.

Margin expansion in FY23E. 3Q22 GPM and NPM (to shareholders of the Company)
were 31.0% and 6.3% vs 32.8% and 8.1% in 2Q22. The slight deterioration of margins
was mainly due to higher raw material costs and the higher 3Q22 SG&A/revenue ratio at
24.1% (2Q22: 23.5%). We expect competitive environment, cost inflation, and
COVID-induced operational challenges would pressure margins in the short term but
optimization of product portfolio and operation should offset some of the negative impacts.
GPM and NPM (to shareholders of the Company) would be 32.6% and 7.9% for FY22E
and increase to 33.6% and 8.8% in FY23E; we estimate SG&A/revenue ratio to be
22.8%/22.3% for FY22E/23E.

Maintain BUY; TP at RMB 35.8. We revise down the DCF-derived TP due to the lower
revenue and profit projections. Basic EPS is currently projected to up by 12.3% YoY in
FY22E and 26.4% YoY in FY23E. Maintain BUY on improving growth and margins in
FY23E. Our DCF-derived TP represents 23.45x/18.55x 22E/23E P/E, or 4.67x/4.35x
22E/23E P/B.

Risk factors: 1) Macroeconomic risk; 2) Prolonged COVID-19 outbreak; 3) Rising raw
material costs; 4) Regulatory/policy risk; 5) Product quality/safety risk; 6) Risk of changing
consumer tastes; 7) Rising level of debt to push up financial expenses.

Results and Valuation
FY ended Dec 31 FY20A FY21A FY22E FY23E FY24E
Revenue (RMB mn) 96,886 110,595 123,576 140,108 157,289
Chg (%,YoY) 7.4 14.2 11.7 13.4 12.3
Net Profit (to owners of the

Company) (RMB mn) 7,078 8,705 9,773 12,350 14,381
Chg (%,YoY) 2.1 23.0 12.3 26.4 16.4
Basic EPS (RMB) 1.17 1.43 1.53 1.93 2.25
Chg (% YoY) 1.7 22.2 6.8 26.4 16.4
PIE (x) 23.38 19.13 17.92 14.18 12.18
BVPS (RMB) 5.00 7.45 7.66 8.23 8.91
P/B (x) 5.48 3.67 3.57 3.32 3.07
DPS(RMB) 0.82 0.96 1.07 1.36 1.58
Yield (%) 3.0 3.5 3.9 5.0 5.8
ROAA (%) 10.8 10.1 8.3 9.1 10.1
ROAE (%) 25.0 22.3 20.2 24.3 26.2

Source(s): Bloomberg, ABCI Securities estimates
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Pan Gang 4.48
Source(s): Bloomberg, Company

Sector Performance (%)
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FY ends at Dec 31

Assumptions

Exhibit 1: Changes in assumptions, projections, and valuations

FY22E

Inner Mongolia Yili Industrial Group Co Ltd (600887 CH, BUY)

Current report
FY23E

Previous report
FY22E  FY23E

Food and Beverage
Nov 9, 2022

Rationale

D/E (%) 80.1 71.2 68.5 55.5 . .
DIA (%) 31.8 294 279 24.0 Adjusted based on 3Q22 data disclosed by

the Company
Tax rate (%) 13.6 13.6 13.6 13.6
Valuations
TP (RMB) 35.8 42.3 L TPisduetol 4 brofit
PIE (x) 23.45 18.55 24.43 20.96 ower TP is due to lower revenue and profi

level forecasts
P/B (x) 4.67 4.35 6.16 5.66
Note: Previous report was published on Sep 2, 2022
Source(s): ABCI Securities estimates
Exhibit 2: Changes in major forecasts

Current report Previous report Change (%)

As of Dec 31 FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue (RMB mn) 123,576 140,108 157,289 129,020 144,944 159,681 4.2) (3.3) (1.5)
?‘;l\tﬂgrcr’::])(to shareholders ofthe Company) g 775 15350 14381 11,081 12,916 14665 (1.8) (44) (L9
Basic EPS (RMB) 1.53 1.93 2.25 1.73 2.02 2.29 (11.8) (4.4) (1.9)

Source(s): ABCI Securities estimates
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Financial Statements

Consolidated income statement
FY ends at Dec 31 (RMB mn, except per share data) FY20A FY21A FY22E FY23E FY24E

Revenue 96,886 110,595 123,576 140,108 157,289
- Core revenue 95,345 108,462 121,608 137,866 154,977
- Liquid milk 76,123 84,911 87,395 97,220 108,673
- Ice cream 6,158 7,161 9,400 10,488 11,884
- Milk formula and milk products 12,885 16,209 24,401 29,911 34,157
- Non-core revenue 1,179 1,681 1,124 1,216 1,305
- Interest income 362 451 844 1,026 1,008
COGS (67,453) (76,417) (83,248) (92,970) (103,810)
Gross profit 29,433 34,178 40,327 47,138 53,479
- Core gross profit 28,858 33,342 39,274 45,882 52,226
- Liquid milk 21,256 24,057 25,956 29,718 33,718
- Ice cream 2,517 2,884 3,819 4,366 4,937
- Milk formula and milk products 5,049 6,358 9,397 11,736 13,504
- Non-core gross profit 213 385 210 230 245
- Gross profit on interest income 362 451 844 1,026 1,008
Business tax and levies (547) (664) (766) (870) (973)
S&D expenses (16,884) (19,315) (23,054) (25,589) (28,520)
Admin expenses (3,883) (4,227) (5,091) (5,614) (6,318)
R&D expenses (487) (601) (666) (758) (849)
Operating profit 7,633 9,372 10,751 14,307 16,819
Finance costs (188) 29 302 (300) (422)
Others 705 711 297 335 304
Pretax profit 8,150 10,112 11,350 14,342 16,701
Tax (1,051) (1,380) (1,547) (1,953) (2,276)
Net profit 7,099 8,732 9,803 12,389 14,425
- Profit attributable to shareholders 7,078 8,705 9,773 12,350 14,381
- Minority interest 21 27 30 38 45
Cash dividend 4,988 6,144 6,859 8,710 10,130
EPS (RMB)
- Basic 1.17 1.43 1.53 1.93 2.25
- Diluted 1.18 1.43 1.53 1.93 2.25
Cash DPS (RMB) 0.82 0.96 1.07 1.36 1.58

Note: items may not sum up due to rounding
Source(s): Company, ABCI Securities estimates
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Consolidated balance sheet

FY ends at Dec 31 (RMB mn)

Cash and cash equivalent
Trade and bills receivable
Inventory

Others

Total current assets

PP&E

Goodwill

LT Biological assets
Others

Total non-current assets

Total assets

Trade and bills payable
ST borrowings

Others

Total current liabilities

LT Borrowings

Bonds payable

Others

Total non-current liabilities

Shareholders' equity
Minority interest
Total equity

Total liabilities and equity

Inner Mongolia Yili Industrial Group Co Ltd (600887 CH, BUY)

Food and Beverage
Nov 9, 2022

FY24E

40,526
3,486
13,121
8,225
65,358

44,257
4,444
3,071

29,449

81,220

146,578

18,609
26,199
27,192
72,000

8,256
2,867
2,307
13,430

56,995
4,153
61,148

146,578

Note: items may not sum up due to rounding
Source(s): Company, ABCI Securities estimates

Consolidated cash flow statement

FY ends at Dec 31 (RMB mn)

Net profit

Depreciation and amortization
Change in working capital

Others

Cash flow from operating activities

Change in PP&E, intangible assets, and other non-current
assets

Others

Cash flow from investing activities

Change in borrowings

Cash flow related to dividend payment, interest payment, or profit
distribution

Others

Cash flow from financing activities

Net change in cash
ForEx effect
Cash and cash equivalent - end

FY24E

14,425
4,657
1,125
2,849

23,057

(16,629)
(201)
(16,830)

(1,988)

(8,206)
3,963
(6,231)

®)
(43)
39,740

Note: items may not sum up due to rounding
Source(s): Company, ABCI Securities estimates



1) S

ABC INTERNATIONAL

T —— Inner Mongolia Yili Industrial Group Co Ltd (600887 CH, BUY)

Food and Beverage

Nov 9, 2022
Key operating and financial ratios
FY ends at Dec 31 FY20A FY21A FY22E FY23E FY24E
Growth (YoY %)
Revenue 7.4 14.2 11.7 134 12.3
Core revenue 6.5 13.8 12.1 13.4 12.4
- Liquid milk 3.2 11.5 29 11.2 11.8
- Ice cream 9.3 16.3 31.3 11.6 13.3
- Milk formula and milk products 28.1 25.8 50.5 22.6 14.2
Gross profit (13.0) 16.1 18.0 16.9 135
Core gross profit (13.7) 15.5 17.8 16.8 13.8
- Liquid milk (18.1) 13.2 7.9 14.5 13.5
- Ice cream (3.9) 14.6 32.4 14.3 131
- Milk formula and milk products 4.3 25.9 47.8 24.9 15.1
Operating profit 3.1 22.8 14.7 33.1 17.6
Pretax Profit (0.5) 24.1 12.2 26.4 16.5
Net profit (to owners of the Company) 2.1 23.0 12.3 26.4 16.4
Profitability ratios (%)
GPM 30.4 30.9 32.6 33.6 34.0
Core-GPM 30.3 30.7 32.3 33.3 337
- Liquid milk 27.9 28.3 29.7 30.6 31.0
- Ice cream 40.9 40.3 40.6 41.6 41.5
- Milk formula and milk products 39.2 39.2 38.5 39.2 39.5
OPM 7.9 8.5 8.7 10.2 10.7
Pretax margin 8.4 9.1 9.2 10.2 10.6
NPM (to owners of the Group) 7.3 7.9 7.9 8.8 9.1
Revenue contribution (%)
Core revenue/ total revenue 98.4 98.1 98.4 98.4 98.5
Core revenue composition
- Liquid milk 79.8 78.3 71.9 70.5 70.1
- Ice cream 6.5 6.6 7.7 7.6 7.7
- Milk formula and milk products 13.5 14.9 20.1 21.7 22.0
Return ratios (%)
ROAA 10.8 10.1 8.3 9.1 10.1
ROAE 25.0 22.3 20.2 24.3 26.2
Liquidity ratio (x)
Current ratio 0.8 1.2 1.0 1.0 0.9
Quick ratio 0.6 1.0 0.9 0.8 0.7
Cash ratio 0.3 0.7 0.7 0.6 0.6
Cash conversion cycle (days)
Days of outstanding receivable 6 6 7 8 7
Days of inventory on hand 42 40 44 46 45
Days of outstanding payable 60 60 60 60 60
ccc (12) (14) ()] (6) (8
Leverage ratios (%)
Total debt/Equity 42.0 44.5 80.1 71.2 62.9
Total debt/Total assets 18.0 21.3 31.8 29.4 26.2
Net debt or (cash)/Equity 3.7 (20.6) (6.6) 0.2 (3.4)
Net debt or (cash)/Total assets 1.6 (9.9) (2.6) 0.1 (1.4)

Note: items may not sum up due to rounding
Source(s): Company, ABCI Securities estimates
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