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FY19 NP +8% to RMB6,934mn, in line with our estimates and consensus. 1Q20 
NP was down 50% due to COVID-19 impact. That said, management said sales 
recovered 90% currently and expects a full recovery by Jun 2020. We cut our 
FY20/21E net profit estimates by 17%/5% mainly to reflect lower revenue and 
GPM. Our TP is revised from RMB34.04 to RMB33.10, based on 28.0x average 
FY20E and FY21E EPS. We expect Yili would benefit from industry consolidation, 
reflected by market share gain in 1Q20. Maintain Buy. 

 FY19 results in line. Revenue rose 14%, in line, led by liquid milk (+12%) 
and milk powder (+25%). Key products like Satine and Ambrosial grew by 17-
18%, behind MN’s Milk Deluxe and Just Yoghurt’s 20%+ growth. Market share 
of UHT milk and IMF rose 1.4ppt and 0.4ppt to 37.7% and 6.0%, respectively, 
in 2019. GPM fell 0.5ppt to 37.3%, slight below our expectation of 37.8%, led 
by 6.7ppt reduction in GPM of milk powder segment mainly due to margin 
dilution from the acquisition of Westland Co-operative Dairy. SG&A expenses 
ratio dropped 0.6ppt to 28.2%, led by 1.6ppt reduction in A&P expenses.   

 1Q20 hit by COVID-19. Revenue dropped 11% led by 19% decline of liquid 
milk sales as sales affected by COVID-19. Market share of UHT milk and 
chilled milk up 1.1ppt and 0.3ppt YoY. GPM squeezed by 2.4ppt to 37.5% on 
more promotion to destock old inventories. SG&A expenses ratio increased 
1.6ppt due to operating deleverage. Yili reported RMB67mn net finance cost 
(vs RMB105 net income) as total borrowing increased from RMB6.8bn in Dec 
2019 to RMB12bn in Mar 2020. NP fell 50% to RMB1,143mn.  

 FY20E guidance. Yili sets its total revenue and PBT target at RMB97bn and 
RMB6.1bn in FY20E, representing 7.5% YoY growth and 26% YoY decrease, 
respectively. This implies 14% YoY growth/13% YoY decline for total 
revenue/PBT, respectively, during 2-4Q20. That said, excluding government 
grant and share award expenses, management expects adj. NP to resume 
growth in 2-4Q20. Going forward, while Yili still focuses on domestic dairy 
business, it will develop Southeast Asia market and develop healthy drinks 
business. 

 Maintain Buy. Our new TP of RMB33.10 is based on 28.0x average FY20E 
and FY21E EPS. Our target P/E multiple is unchanged as we expect Yili to 
resume double-digit revenue growth beginning 2H20E. Catalysts: better-
than-expected revenue and margins. Risks: recovery slower-than-expected, 
raw milk cost pressure, food safety issues. 

 
Earnings Summary 

(YE 31 Dec) FY18A FY19A FY20E FY21E FY22E 

Revenue (RMB mn) 78,976  90,009  97,074  109,902  120,994  

YoY growth (%) 17  14  8  13  10  

Net profit (RMB mn) 6,440  6,934  6,264  8,155  9,305  

EPS (RMB) 1.060  1.150  1.027  1.338  1.526  

YoY growth (%) 7  8  (11) 30  14  

Consensus EPS (RMB) na na 1.088 1.361 1.559 

P/E (x) 27.6  25.4  28.5  21.9  19.2  

P/B (x) 6.4  6.8  6.5  5.7  5.1  

Yield (%) 2.4  2.8  2.5  3.2  3.7  

Source: Company data, Bloomberg, CMBIS estimates  

Yili (600887 CH) 
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Figure 1: FY19 and 1Q20 results review    
  

 
Source: Company, CMBIS 
 

  

Y/E Dec (RMB mn) FY19 FY18

change

(%) Remarks 1Q20 1Q19

change

(%)

Revenue 90,009 78,976 14% Key products like Satine, Ambrosial and plain milk

saw 17-18% growth according to Nielsen data
20,544 23,077 -11%

Cost of sales (56,392) (49,106) 15% (12,848) (13,858) -7%

Gross profit 33,617 29,870 13% 7,696 9,219 -17%

Other income and gains/(losses) 1,125 1,402 -20% 289 139 109%

Selling and distribution expenses (21,070) (19,773) 7% (5,203) (5,566) -7%

Administrative expenses (4,285) (2,980) 44% increased due to acquisition of new businesses, set up of

new business units, salary increase and share award exp
(915) (943) -3%

R&D expenses (495) (427) 16% (84) (92) -9%

Tax & surcharges (577) (531) 9% (125) (168) -25%

Other expenses (241) (76) 219% (7) 0 -29467%

Operating profit 8,075 7,486 8% 1,651 2,588 -36%

Finance income, net (8) 60 -113% total borrowing jumped from RMB1.56bn to RMB6.84bn (67) 105 -163%

Other gains/(losses) (86) (113) -24% (334) (10) 3115%

Share of profit from JV/associate 214 144 48% 81 46 76%

Profit before tax 8,194 7,578 8% 1,332 2,728 -51%

Tax expense (1,243) (1,126) 10% (179) (448) -60%

Profit after tax 6,951 6,452 8% 1,152 2,280 -49%

Non-controlling interests 17 12 38% 9 5 100%

Net profit 6,934 6,440 8% 1,143 2,276 -50%

Margin & Ratio (%)

Gross margin 37.3 37.8 (0.5)
raw milk cost +6.7%, dilution from acquisition of Westland

Co-operative Dairy
37.5 39.9 (2.4)

Operating margin 9.0 9.5 (0.5) 8.0 11.2 (3.2)

Selling expenses expenses ratio 23.4 25.0 (1.6) A&P exp ratio fell 1.6ppt to 12.3% 25.3 24.1 1.2

Administrateive expenses ratio 4.8 3.8 1.0 4.5 4.1 0.4

R&D expenses ratio 0.6 0.5 0.1 0.4 0.4 0.0

Net margin 7.7 8.2 (0.5) 5.6 9.9 (4.3)

Effective tax rate 15.2 14.9 0.3 13.5 16.4 (2.9)

FY19 FY18 change

Inventory days 43 38 5

A/C receivables days 6 5 1

A/C payable days 64 62 2
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Figure 2: Earnings revision 

  New  Old  Diff (%)  

US$ mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E 

Revenue  97,074   109,902   120,994   100,972   110,638   na  -4% -1% na 

Gross Profit  36,053   41,452   45,906   38,443   42,307   na  -6% -2% na 

Operating Profit  7,361   9,602   10,845   8,632   9,884   na  -15% -3% na 

Net Profit  6,264   8,155   9,305   7,508   8,607   na  -17% -5% na 

Gross Margin 37.1% 37.7% 37.9% 38.1% 38.2%  na  -0.4ppt -0.5ppt na 

Operating Margin 7.6% 8.7% 9.0% 8.5% 8.9%  na  -0.9ppt -0.2ppt na 

Net Margin 6.4% 7.3% 7.5% 7.4% 7.8%  na  -1.0ppt -0.5ppt na 

Source: Company data, CMBIS estimates 

Figure 3: CMBIS estimates vs consensus 

  CMBIS  Consensus  Diff (%)  

US$ mn FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E 

Revenue  97,074   109,902   120,994  97,554  109,517  119,431  0% 0% 1% 

Gross Profit  36,053   41,452   45,906  36,231  41,570  45,177  0% 0% 2% 

Operating Profit  7,361   9,602   10,845  7,038  9,155  10,762  5% 5% 1% 

Net profit  6,264   8,155   9,305  6,513  8,401  9,425  -4% -3% -1% 

Gross Margin 37.1% 37.7% 37.9% 37.1% 38.0% 37.8% flat -0.3ppt +0.1ppt 

Operating Margin 7.6% 8.7% 9.0% 7.2% 8.4% 9.0% +0.4ppt +0.3ppt flat 

Net Margin 6.4% 7.3% 7.5% 6.7% 7.7% 7.9% -0.3ppt -0.4ppt -0.4ppt 

Source: Bloomberg, CMBIS estimates 

Figure 4: P/E band chart   

    
Source: CMBIS estimates, Bloomberg, Company data 
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Financial Summary 

Income statement             Cash flow summary           

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E   YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E 

Revenue 78,976  90,009  97,074  109,902  120,994    Profit before tax 7,578  8,194  7,401  9,636  10,994  

Liquid milk 65,679  73,761  77,378  88,315  97,467    JV & associates (144) (214) (216) (249) (274) 

Milk powder 8,045  10,055  12,614  13,752  14,999    D&A 1,598  1,891  2,373  2,903  3,183  

 Ice-cream 4,997  5,631  6,501  7,230  7,892    Net finance income (60) 8  89  129  39  

Others 833  776  795  819  850    Change in working capital 313  3,312  733  1,104  1,029  

Cost of sales (49,106) (56,392) (61,021) (68,450) (75,088)   Others (660) (4,736) (741) (1,322) (1,475) 

Gross profit 29,870  33,617  36,053  41,452  45,906    Operating cash flow 8,625  8,455  9,639  12,201  13,496  

              

Other income 1,402  1,125  879  902  927    Capex  (5,091) (9,243) (10,000) (4,000) (3,000) 

Selling expenses (19,773) (21,070) (23,298) (25,772) (28,313)   Acquisitions 0  (1,617) 0  0  0  

Admin expenses (2,980) (4,285) (4,854) (5,275) (5,808)   Others (284) 861  115  115  115  

Other op expenses (1,033) (1,314) (1,420) (1,706) (1,868)   Investing cash flow (5,375) (9,999) (9,885) (3,885) (2,885) 

EBIT 7,486  8,075  7,361  9,602  10,845          

         Change of debt (6,337) 6,633  5,441  (1,000) (1,510) 

Finance income, net 60  (8) (89) (129) (39)   Dividend and interest paid (4,393) (4,406) (5,287) (4,820) (6,109) 

Other gains/(losses) (113) (86) (86) (86) (86)   Others (19) (3,244) 0  0  0  

JV & associates 144  214  216  249  274    Financing cash flow (10,749) (1,016) 154  (5,820) (7,619) 

Pre-tax profit 7,578  8,194  7,401  9,636  10,994           

Income tax (1,126) (1,243) (1,121) (1,464) (1,672)   Net change in cash (7,499) (2,560) (92) 2,496  2,992  

Less: Minority interests (12) (17) (17) (17) (17)   Cash at the beginning  20,756  13,564  11,066  10,974  13,470  

Net profit 6,440  6,934  6,264  8,155  9,305    Exchange difference 307  62  0  0  0  

        Cash at the end 13,564  11,066  10,974  13,470  16,462  

             

                          

                          

Balance sheet             Key ratios           

YE 31 Dec (RMB mn) FY18A FY19A FY20E FY21E FY22E   YE 31 Dec FY18A FY19A FY20E FY21E FY22E 

Non-current assets 23,151  34,755  42,648  44,043  44,183    Sales mix (%)           

Fixed asset 17,374  24,461  32,138  33,283  33,149    Liquid milk 83.2  81.9  79.7  80.4  80.6  

Prepaid lease payments 650  1,936  1,936  1,936  1,936    Milk powder 10.2  11.2  13.0  12.5  12.4  

Interest in JV 1,909  1,961  2,177  2,426  2,701     Ice-cream 6.3  6.3  6.7  6.6  6.5  

Other non-current assets 3,217  6,397  6,397  6,397  6,397    Others 1.1  0.8  0.7  0.6  0.6  

               

Current assets 24,455  25,706  26,223  30,162  34,431    P&L ratios (%)      

Inventories 5,507  7,715  8,348  9,365  10,273    Gross margin 37.8  37.3  37.1  37.7  37.9  

Account receivables 1,282  1,837  1,981  2,243  2,470    EBIT margin 9.5  9.0  7.6  8.7  9.0  

Prepayments 1,614  1,352  1,443  1,608  1,750    Net margin 8.2  7.7  6.5  7.4  7.7  

Others 5,001  3,476  3,476  3,476  3,476    Payout ratio 66.1  70.9  70.0  70.0  70.0  

Cash 11,051  11,325  10,974  13,470  16,462         

        Balance sheet ratios      

Current liabilities 19,171  31,432  34,474  37,522  38,317    Current ratio (x) 1.3  0.8  0.8  0.8  0.9  

Account payables 9,116  10,801  11,688  13,111  14,382    Quick ratio (x) 1.0  0.6  0.5  0.6  0.6  

Other payables 8,135  12,262  12,977  14,101  15,136    A/C receivables days 5  6  7  7  7  

Borrowings 1,556  4,866  9,366  9,866  8,366    A/C payables days 62  64  67  66  67  

Tax payables 353  397  397  397  397    Inventory days 38  43  48  47  48  

Others 10  3,106  47  47  37    Net cash (RMB mn) 9,495  4,488  (4,363) (867) 3,625  

              

Non-current liabilities 398  2,755  6,755  5,255  5,255    Returns (%)      

Borrowings 0  1,971  5,971  4,471  4,471    ROAE 24.3  25.7  23.4  27.8  28.2  

Others 398  784  784  784  784    ROAA 13.3  12.8  9.7  11.4  12.2  

               

Total net assets 28,037  26,274  27,641  31,428  35,042    Per share      

Shareholders' equity 27,916  26,131  27,481  31,251  34,848    EPS (RMB) 1.06  1.15  1.03  1.34  1.53  

Non-controlling interests 122  143  160  177  194    DPS (RMB) 0.70  0.81  0.72  0.94  1.07  

        BVPS (RMB) 4.59  4.29  4.51  5.13  5.72  

Source: Company data, CMBIS estimates   



4 May 2020  

 

 
 
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5 

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 (II) 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 
This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities 
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US institutional investor that receives a copy 
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.  
 
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 in Singapore to a person who is not an Accredited Investor, Expert Investor or 
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents 
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising 
from, or in connection with the report. 


