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Limited upside upon a lacklustre outlook; downgrade

to HOLD

We take the view that family and child planning is unlikely to top the consumers’
wallet (as opposite to dine-out and short-haul travel demand), and IMF is unlikely
to share a high sensitivity to China’s reopening. While we concur with market
view that the number of new borns could have troughed, however, it does not
necessarily infer an immediate V-shape recovery that could take place within
1H23, not to mention seeing one over the course of the year. The scenario should
leave Feihe’s new capacity in Canada and Harbin under-utilized, and further
weigh on GPM that has already seen pressure from an unfavorable sales mix
change. Feihe still derives 60%+ of its revenue from high-end SKU. Considering
a softening consumption sentiment at low birth rate, we think Feihe is unlikely to
outperform industry norms but to only safeguard its current market share (No. 1
domestic brand for now) at its best. With these, our current forecasts are below
management guidance, and growth in 2023 would mainly be driven by an easy
comp. We downgrade Feihe to HOLD, and expect the majority of shares’ return
to originate from its 5%+ dividend yield.

B Competition is heating up. Yili has made a hostile entry and has escalated
its investment to the IMF segment, subsequent to its take-over of Ausnutria.
Our channel check suggested the company has snapped up 11% of the
market in 2022, up from 9% in 2011, and it still targets a 20%+ sales growth
for 2023E. Considering its nationwide distribution channel and its mass
market positioning, in our view, Yili would unavoidably take up shares from
existing players, more likely from the leading one, when the market pie is not
growing, i.e. under a zero-sum game.

B Earnings change. 1Q23 sales were lukewarm, when part of the demand has
been pulled forward to end-22, and we mildly adjust our 2023-24E revenue
assumptions by 1-2%. We also tuned down our GPM by 0.2-0.3pp to reflect
the overhang from under-utilization, and raise our selling expense ratio by
0.2pp to reflect a more intensified marketing initiatives. Overall, our net profits
estimates decrease by 5%/6% respectively, over the same period. We are in
general 11% below consensus. We introduce our 2025E forecasts.

B Valuation. Our new TP is based on an updated 9.0x (from 11.0x) end-23E
P/E which still represents -1sd below its long-term average. Our methodology
reflects our vigilance on the intensifying competition of the IMF segment,
when China’s birth rate remains low.

Earnings summary

(YE 31 Dec) FY21A FY22A FY23E FY24E FY25E

Revenue (RMB mn) 22,776 21,311 22,937 26,036 29,980
YoY growth (%) 22.5 (6.4) 7.6 13.5 15.1
Net income (RMB mn) 6,871 4,942 5,068 5,679 6,691
EPS (RMB) 0.8 0.6 0.6 0.6 0.7
YoY growth (%) (7.6) (26.8) 25 12.1 17.8
Consensus EPS (RMB) n.a n.a 0.8 0.9 0.9
P/E (x) n.a n.a 8.7 7.8 6.6
P/B (x) n.a n.a 1.6 15 1.3
Yield (%) n.a n.a 5.1 5.7 6.7
ROE (%) 32.8 20.6 18.6 18.7 19.7
Net gearing (%) net cash net cash net cash net cash net cash

Source: Company data, Bloomberg, CMBIGM estimates
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Stock Data

Mkt Cap (HK$ mn) 48,062
Avg 3 mths t/o (HK$ mn) 108.6
52w High/Low (HK$) 9.2/ 45
Total Issued Shares (mn) 9,068

Source: Bloomberg

Shareholding Structure

Garland Glory Holdings 43.6%
Morgan Stanley 7.8%
Dasheng Ltd 4.5%

Source: HKEX

Share Performance

Absolute Relative
1-mth -9.4% -7.9%
3-mth -28.6% -22.4%
6-mth 2.7% -16.8%

Source: Bloomberg
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Figure 1: Earnings revision

New (o][] Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 22,937 26,036 29,980 23,087 26,560 n.a -0.6% -2.0% NA
Gross Profit 14,433 16,104 18,626 14,571 16,517 n.a -1.0% -2.5% NA
EBIT 6,765 7,588 8,951 7,100 8,072 n.a -4.7% -6.0% NA
Net profit 5,068 5,679 6,691 5,317 6,039 n.a -4.7% -6.0% NA
Gross Margin 62.9% 61.9% 62.1% 63.1% 62.2% n.a -0.2ppt -0.3ppt NA
EBIT Margin 29.5% 29.1% 29.9% 30.8% 30.4% n.a -1.3ppt -1.3ppt NA
Net Margin 22.1% 21.8% 22.3% 23.0% 22.7% n.a -0.9ppt -0.9ppt NA

Source: CMBIGM estimates

Figure 2: Our earnings estimates vs Bloomberg consensus

CMBIGM Consensus Diff (%)
RMB mn FY23E FY24E FY25E FY23E FY24E FY25E FY23E FY24E FY25E
Revenue 22,937 26,036 29,980 23,466 25,707 27,839 -2.3% 1.3% 7.7%
Gross Profit 14,433 16,104 18,626 15,975 17,595 17,595 9.7% -8.5% 5.9%
EBIT 6,765 7,588 8,951 7,485 8,285 8,718 -9.6% -8.4% 2.7%
Net profit 5,068 5,679 6,691 5,718 6,359 6,706 -11.4% -10.7% -0.2%
Gross Margin 62.9% 61.9% 62.1% 68.1% 68.4% 63.2% -5.2ppt -6.6ppt -1.1ppt
EBIT Margin 29.5% 29.1% 29.9% 31.9% 32.2% 31.3% -2.4ppt -3.1ppt -1.5ppt
Net Margin 22.1% 21.8% 22.3% 24.4% 24.7% 24.1% -2.3ppt -2.9ppt -1.8ppt
Source: Bloomberg, CMBIGM estimates
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Financial Summary

Income statement Cash flow summary
YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E
Revenue 22,776 21,311 22,937 26,036 29,980 Netincome 6,871 4,942 5,068 5,679 6,691
IMF 21,364 19,956 21,533 24,582 28,472 D&A 443 510 601 684 773
Others 1412 1,355 1,404 1455 1,508 Change in working capital (827) 822 (479) (175) (191)
Others 328 (309) 22 22 22
Gross profits 16,008 13,951 14,433 16,104 18,626 Net cash fr. operating act. 6,815 5,966 5,211 6,211 7,295
D&A (443) (510) (601) (684) (773) Capex & investments (1,930) (2,023) (1,748) (1,742) (1,969)
Selling expense (6,729) (6,545) (7,111) (7,811) (8,844) Shortterm investment - - - - -
Administration expenses (1,208) (1,535) (1,674) (1,823) (1,949) Others (514) (466) (451) - -
Other income, gains 1,864 1252 1252 1,252 1,252 Netcash fr.investing act.  (2,444) (2,489) (2,199) (1,742) (1,969)
Other expense (90) (135) (135) (135) (135)
EBIT 9,844 6,987 6,765 7,588 8,951 Equity raised (365) - - - -
Change of Debts (444) 374  (100) - -
EBITDA 10,288 7,498 7,365 8,272 9,724 Dividend paid (3,392) (4,339) (1,739) (2,682) (3,006)
Others (44) 194 - - -
Finance costs, net 81 81 84 84 84 Net cash fr. financing act.  (4,245) (3,771) (1,839) (2,682) (3,006)
Non-operating (253)  (405) (16) (16) (16)
Pre-tax profit 9,672 6,663 6,833 7,656 9,019 Netchangeincash 125 (293) 1,173 1,786 2,321
Cash atthe beginning of theyear 9,553 9,629 9,336 10,509 12,295
Income tax (2,757) (1,715) (1,759) (1,971) (2,321) Exchange difference (49) - - - -
Less: Minority interests (44) (6) (6) (6) (6) Cash at the end of theyear 9,629 9,336 10,509 12,295 14,615
Net profit 6,871 4,942 5068 5679 6,691 Less:pledged cash - - - - -
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY21A FY22A FY23E FY24E FY25E YE 31 Dec FY21A FY22A FY23E FY24E FY25E
Non-current assets 11,512 13,286 14,869 15,912 17,091 Sales mix (%)
PP&E/Fixed assets 8,437 9,500 11,091 12,149 13,345 IMF 93.8 93.6 93.9 94.4 95.0
Intangible assets 133 131 139 139 139 Others 6.2 6.4 6.1 5.6 5.0
Right of use assets, net 1,707 2,025 2,025 2,025 2,025
Other non-current assets 1,234 1629 1614 1598 1,583 P&L ratios (%)
Gross margin 70.3 65.5 62.9 61.9 62.1
Current assets 19,970 22,230 23,739 25,973 28,757 Operating margin 432 328 295 291 @ 29.9
Cash 9,629 9,336 10,509 12,295 14,615 Pre-tax margin 42.5 31.3 29.8 29.4 30.1
Account receivable 477 431 457 519 598 Net margin 30.2 23.2 22.1 21.8 22.3
Inventories 576 507 507 507 507 Effective tax rate (28.5) (25.7) (25.7) (25.7) (25.7)
Other current assets 9,287 11,956 12,266 12,653 13,038
Balance sheet analysis
Current liabilities 6,942 7460 7,317 7,591 7,863 Currentratio (x) 0.5 0.4 0.4 0.5 0.5
Borrowings 833 1,042 1,133 1,284 1,774 Netreceivable days 7.5 7.3 7.3 7.3 7.3
Account payables 407 614 910 1,063 468 Inventory turnover days 69.2 88.0 70.0 70.0 70.0
Other payables 1,083 3,094 448 313 447 Net payable days 92.8 98.9 98.9 98.9 98.9
Rent payable 4,618 2,709 4,826 4,931 5,175 Netdebt to equity (%) net cash net cash net cash net cash net cash
Non-current liabilities 2,136 2,581 2,481 2481 2,481 Returns (%)
Borrowings 621 862 762 762 762 ROE 32.8 20.6 18.6 18.7 19.7
Deferred tax liabilities 115 126 126 126 126 Dividend yield n.a 4.9 5.1 5.7 6.7
Other non-current liabilites 1,399 1,593 1,593 1,593 1,593
Per share
Minority Interest 1,482 1489 1,495 1501 1,507 EPS (RMB) 0.8 0.6 0.6 0.6 0.7
DPS (RMB) 0.4 0.3 0.3 0.3 0.4
Total net assets 22,403 25,475 28,810 31,813 35,505 BVPS (RMB) 2.3 2.7 31 34 3.8

Shareholders' equity 20,921 23,986 27,315 30,312 33,998

Source: Company data, CMBIGM estimates
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covered in this report.

CMBIGM 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 CMBIGM

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
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