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Yihai International (1579 HK)

m 1H22 sales inline but GPM lower than expected
m Sales to Haidilao and margins should improve in 2H22

=  Maintain HOLD and TP of HKD23.1
Third parties sales grew while related party sales fell

Yihai reported lower-than-expected 1H22 earnings. 1H22 revenue was
RMB2,688mn, +2.2% yoy, inline with CMS est. 1H22 net profit was
RMB263mn, -24.6% yoy, -14.6% vs CMS est. Sales to third parties grew
18.8% yoy while sales to Haidilao fell 26.2% yoy mainly due to COVID
restrictions. Haidilao’s own 1H22 restaurant revenues fell 18.3% yoy.

ASP were better than expected; while GPM were worse

1H22 overall ASP increased 8.5% yoy, better than our est. of -5.4% yoy,
due mainly to a favourable sales mix towards products with ASP increases.
1H22 GPM was 28.5%, -4.3ppts yoy, -3.9% vs CMS est. 1H22 OPM was
14.5%, -5.1ppts yoy, +1.3ppts vs CMS est. The GPM decline was
attributable to higher raw material costs as well as some cuts in prices in
the convenient ready-to-eat products. While some costs such as packaging
materials and transport costs falling in 2H22, we should expect GPM to
recover somewhat in 2H22 despite Yihai not expecting to raise prices. The
OPM was better than expected as SGA expenses were lower than
expected. Yihai had previously said it hopes to keep 2H22 sales and
marketing expenses as a percentage of revenues flat yoy.

Sales to Haidilao should be better in 2H22

Haidilao said that its operating performance of restaurants has markedly
improved on a month-on-month basis since June 2022, after the relaxation
of COVID restrictions. As Yihai’'s management does not believe there to be
much room for cuts in its selling price to Haidilao, we do not expect any
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changes to selling prices in 2H22. 1579 HK 6.1 (32.8) @6.3)
Maintain HOLD and TP of HKD23.1 hSI (1.0) (12.2) (21.9)
We cut FY22/23/24 EPS by 8.8%/6.9%/7.1% respectively, mainly on lower
the_ln expecte_d 1H22 earnings and more conser\_/at|_ve_ assumptions. That Hang Seng Index (Aug 30, 2022) 19049
said, we believe the worst should be over for Yihai given the recovering HSCEI (Aug 30, 2022) 6820
operations at Haidilao and the trend of lowering raw material costs. We
maintain our TP of HKD23.1 which implies a target PE multiple of 25.1x Somock HKD 19.18 —
next 12 months’ EPS (previously 23x). We maintain our HOLD rating. “week range (HKD) 51.75
Key catalyst: Better-than-expected sales and margins from convenient —_Marketcap (HKD mn) 22,665.4
ready-to-eat products. Avg. daily volume (mn) 3.86
. . . ) BVPS (RMB) 4,78
Key downside risks: Higher-than-expected costs, more negative drag
from Haidilao due to COVID.
. . ZYSP YIHAI Ltd 35.6%
Financials LHY YIHAI Ltd 8.5%
SYH YIHAI Ltd. 8.5%
Revenue 5,360 5,943 6,476 7,801 9,279 JLIH YIHAI Ltd 6.4%
yoy growth 25.2% 10.9% 9.0% 20.5% 18.9% UBS Group AG 7.6%
Attributable net profit 885 766 694 870 1,006 No. of shares outstanding (mn) 980
Diluted EPS (RMB) 0.90 0.78 0.71 0.89 1.03 Free float 33.4%
yoy growth 21.8% -13.4% -9.4% 25.4% 15.6% Source: Bloomberg
P/E (x) 20.6x 23.8x 26.3x 21.0x 18.1x  Related Research
ROE 31.5% 22 5% 17.6% 19.1% 19.8% 1. Yihai Intgrnational (1579 HK) - Sales rebounds
Net debt (cash)/ equity 260.3% 238.3% 23.3% 26.7% 51.4% but margins should decline (HOLD) (Jun 15,

Sources: Company data, CMS (HK) estimates; share price as of Aug 30, 2022
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Unit: RMB mn CM;HEZ;Z; altHuzazl % diff yoy %
Revenue 2,688 2,688 0.0% 2.2%
Gross profit 869 765 -12.0% -11.1%
Operating profit 458 389 -15.0% -24.5%
Pretax profit 458 401 -12.4%  -23.5%
Attributable net profit 308 263 -14.6% -24.6%
EPS (RMB) 0.31 0.27 -14.6% -24.5%
Key metrics (%)
GP margin 32.3% 28.5% -3.9ppt -4.3ppt
EBIT margin 17.0% 14.5% -2.6ppt -5.1ppt
PBT margin 17.0% 14.9% -2.1ppt -5.0ppt
Net profit margin 11.5% 9.8% -1.7ppt -3.5ppt
Revenue breakdown
Hot pot condiments 1,416 1,423 0.9% -5.7%
Third parties 756 810 7.1% 17.0%
Related parties 660 613 -7 1%  -25.0%
Chinese style compound condime 353 343 -2.8% 6.5%
Third parties 332 338 1.7% 14.1%
Related parties 21 5 -76.6% -81.1%
Convenient ready to eat products 855 897 4.9% 19.9%
Third parties 816 856 4.8% 22.6%
Related parties 39 42 7.2% -18.0%
Others 64 25 -60.1% -50.1%
GPM
Hot pot condiments 37.7% 32.8% -4.9ppt -3.8ppt
Third parties 50.4% 47.9% -2.5ppt -3.5ppt
Related parties 23.0% 12.7% -10.3ppt -11.3ppt
Chinese style compound condime 33.0% 31.8% -1.3ppt -2.0ppt
Third parties 33.8% 32.0% -1.8ppt -2.8ppt
Related parties 20.1% 16.0% -4.1ppt -5.1ppt
Convenient ready to eat products 25.6% 21.1% -4.5ppt -5.6ppt
Third parties 25.5% 21.2% -4.2ppt -52ppt
Related parties 29.2% 18.9% -10.4ppt -11.4ppt
Others 0.2% 1.6% 1.5ppt 1.5ppt
Overall 32.3% 28.5% -3.9ppt -4.3ppt
Key expense ratio
Distribution Expenses 333 (314) -5.7% -3.6%
Distribution expense ratio 12.4% 11.7% -0.7ppt -0.7ppt
Admin expense 138 (1286) -8.3% -6.3%
admin expense ratio 5.1% 4.7% -0.4dppt -0.4ppt

Sources: Company data, CMS (HK) estimates
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Unit: RMB mn 2022 2023 2024
Original New Diff %| Original New Diff % New

Revenue 6,613 6,476 -2.1% 8,000 7,801 -2.5% 9,520 9,279 -2.5%
Gross profit 2,081 1,923 -7.6% 2,523 2,385 -5.5% 2,968 2,803 -5.6%
GPM 31.5% 29.7% "  -1.8ppt 31.5% 30.6% -1.0ppt 31.2% 302% " -1.0ppt
Operating profit 1,157 1,054 -8.9% 1,419 1,330 -6.3% 1,645 1,537 -6.6%
OPM 17.5% 16.3% " -1.2ppt 17.7% 17.0%"  -0.7ppt 17.3% 16.6% "~ -0.7ppt
Attributable net profit 762 694 -8.8% 935 870 -6.9% 1,083 1,006 7.1%
EPS (RMB) 0.78 0.71 -8.8% 0.95 0.89 -6.9% 111 1.03 7.1%
Revenue
Hot pot condiments

Third parties 1,933 1,986 2.8% 2,164 2,224 2.8% 2,424 2,491 2.8%

Related parties 1,821 1,735 -4.7% 2,106 2,005 -4.8% 2,359 2,245 -4.8%
Sub-total 3,754 3,721 -0.9% 4,270 4,229 -1.0% 4,783 4,737 -1.0%

Compound condiments

Third parties 546 555 1.6% 639 649 1.6% 747 759 1.6%
Related parties 47 31 -35.4% 55 35 -36.9% 62 39 -36.9%
Sub-total 593 585 -1.3% 694 684 -1.4% 809 798 -1.3%

Convenient ready to eat products

Third parties 2,024 1,970 -2.7% 2,736 2,664 -2.7% 3,557 3,463 -2.7%
Related parties 117 117 -0.2% 149 149 -0.2% 190 190 -0.2%
Sub-total 2,141 2,087 -2.5% 2,886 2,813 -2.5% 3,748 3,653 -2.5%
Others 125 82 -34.6% 150 76 -49.6% 180 91 -49.6%
Total revenue 6,613 6,476 -2.1% 8,000 7,801 -2.5% 9,520 9,279 -2.5%

Sources: Company data, CMS (HK) estimates

Stock price 21.7
HKD to RMB 0.86
Price date 8/30/2022

Fy21 FY22E FY23E FY24E
EPS (RMB) 0.78 0.71 0.89 1.03
P/E 23.8x 26.3x 21.0x 18.1x
EPS yoy growth -13% -9% 25% 16%

Target Price calculation

Target P/E Multiple 25.1x
Target Price (HKD)
Upside 6.7%

Sources: Company data, Bloomberg, CMS (HK) estimates
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Revenues 5,360 5,943 6,476 7,801 9,279
PP&E 790 1,283 1,543 1,771 1,873 COGS -3,270 -4,019 -4553 -5416 -6,476
Right of use assets 208 281 269 257 251 Gross profit 2,090 1,924 1,923 2,385 2,803
Intangible assets 21 20 22 23 23 Distribution Expenses -563 -698 -739 -891 -1,060
Deferred income tax 16 45 89 108 80 Administrative expenses -281 -247 -254 -307 -365
Other non-current assets 422 980 822 822 822 Other income and gains 88 168 125 143 160
Non-current assets 1,457 2,610 2,745 2,981 3,050 Operating profit 1,334 1,147 1,054 1,330 1,537
Inventories 406 395 419 496 573 Interest income 20 29 15 0 0
Trade receivables 191 237 234 278 270 Interest expense -2 -5 -3 0 0
Term deposits 132 0 0 0 0 Profit before tax 1,352 1,170 1,066 1,330 1,537
Cash and equivalents 1,987 1574 2,033 2,531 3,013 Income tax expense -369 -313 -291 -362 -419
Other current assets 114 189 109 109 109 Net profit 983 858 775 967 1,118
Current assets 2,830 2,395 2,795 3,414 3,965 Non-controlling interest -98 -91 -81 -97 -112
Total assets 4,287 5,005 5540 6,395 7,015 Attributable net profit 885 766 694 870 1,006
Lease liabilities 44 104 99 98 97 Diluted EPS (RMB) 0.90 0.78 0.71 0.89 1.03
Other non-current liabilities 24 59 0 0 0 Dividend per share 0.21 0.22 0.20 0.25 0.29
Non-current liabilities 68 163 99 98 g7 (RMB)
Trade payables 279 294 308 364 426
Contract liabilities 80 108 70 82 73
Lease liabilities 29 37 49 49 48
Other payables and accruals 192 197 231 273 432 Yoy growth rate
other liabilities 125 96 93 113 79 Revenue 252% 10.9% 9.0% 20.5% 18.9%
Current liabilities Gross profit 27.3% -7.9% -0.1% 24.1% 17.5%
Total liabilities 774 896 849 979 1,155 Operating profit 24.5% -140% -81% 262% 15.6%
Share capital 0 0 0 0 0 Net profit 23.2% -13.4% -9.4% 25.4% 15.6%
Shares held for employee share 0 0 0 0 o EPS 21.8% -134% -9.4% 254% 156%
Reserves 3295 3,806 4,307 4,935 5335 Profitability
Non-controlling interests 218 303 384 481 525 Gross margin 39.0% 32.4% 29.7% 30.6% 30.2%
Shareholder's equity 3514 4,109 4,691 5416 5860 EBITmargin 24.9% 19.3% 16.3% 17.0% 16.6%

Net margin 16.5% 12.9% 10.7% 11.2% 10.8%

Liquidity

AR days 15.7 13.1 13.3 12.0 10.8
Profit before tax 1,352 1,170 1,066 1,186 1,330 Inventory days 39.3 36.4 32.6 30.8 30.1
Finance income/expense -18 -23 -12 0 0 AP days 27.7 26.0 24.1 22.6 22.3
D&A 86 122 151 167 183 Cash conversion cycle 27.2 23.5 21.8 20.2 18.6
Changes in OWC 63 =77 71 15 -11 Cash flow and leverage
Interest received 20 29 15 0 0 Free cash low 793 277 588 748 890
Income tax paid -319  -357 -374 -357 -362  Net debt to equity -60.3% -38.3% -43.3% -46.7% -51.4%
Others 14 -34 2 -3 0 Dividend payout ratio 22.9% 28.1% 27.8% 27.8% 27.8%
CF from operating activities 1,199 829 918 1,007 1,139 pjyidend yield 08% 0.9% 0.8% 1.0% 1.1%
Capital expenditure -326  -608 -400  -400  -400 Return analysis
Proceeds from disposal of PPE 50 2 0 0 0 ROE 31.5% 225% 17.6% 19.1% 19.8%
Others 204 315 157 0 0 Asset tumover 14 13 12 13 14
CF from investing activities -73  -922 243  -400  -400 "Nt margin 183% 14.4% 12.0% 12.4% 12.1%
Dividend paid 204 244 193  -193 -242 Financial leverage 1.2 1.2 1.2 1.2 1.2
Repayment of bank borrowings 0 0 0 0 0 Roic 18.6% 10.2% 7.0% 83% 9.3%
New borrowings raised 0 0 0 0 0 Valuation ratios
Proceeds from equity issuance 0 0 0 0 == 206x  238x 263x 21.0x  18.1x
- —
lc\l::t :;Smh ;?Oavr\;cmg activities 916 392 260 288 297 Sources: Company data, CMS (HK) estimates
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Investment Ratings

OVERWEIGHT Expect sector to outperform the market over the next 12 months

NEUTRAL Expect sector to perform in-line with the market over the next 12 months

UNDERWEIGHT Expect sector to underperform the market over the next 12 months

BUY Expect stock to generate 10%-+ return over the next 12 months
HOLD Expect stock to generate +10% to -10% over the next 12 months
SELL Expect stock to generate loss of 10%+ over the next 12 months
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The analysts primarily responsible for the preparation of all or part of the research report contained herein
hereby certify that: (i) the views expressed in this research report accurately reflect the personal views of each
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Disclaimer

This document is prepared by China Merchants Securities (HK) Co Limited. The information contained herein
has been obtained from or is based on sources believed to be reliable. China Merchant Securities (HK) Co
Limited, its holding company or affiliated companies, or any of its or their directors, officers or employees
(collectively “CMS”) do not represent or warrant, expressly or impliedly, that it is accurate, correct or complete
and it should not be relied upon. CMS will not accept any responsibility or liability whatsoever for any use of or
reliance upon this document or any of the content thereof.

This document is for information purpose only. Neither the information nor opinion expressed shall be construed,
expressly or impliedly, as an advice, offer or solicitation of an offer, invitation, advertisement, inducement,
recommendation or representation of any kind or form whatsoever to buy or sell any security, financial
instrument or any investment or other specific product. The securities, instruments or strategies discussed in
this document may not be suitable for all investors, and certain investors may not be eligible to participate in
some or all of them. Certain services and products are subject to legal restrictions and cannot be offered
worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. CMS is not registered as
a broker-dealer in the United States and its products and services are not available to U.S. persons except as
permitted under SEC Rule 15a-6.

Opinions, and associated estimates and forecasts, or any content and information in this document are only
current as of the date of their publication and will be subject to change without prior notice. Past performance
is not indicative of future performance. Estimates of future performance are based on assumptions that may
not be realized. The analysis contained herein is based on humerous assumptions. Different assumptions could
result in materially different results. Opinions expressed herein may differ or be contrary to those expressed by
other business divisions or other members of CMS as a result of using different assumptions and/or criteria.

This document has been prepared without regard to the individual financial circumstances and investment
objectives of the persons who receive it. Use of any information herein shall be at the sole discretion and risk
of the user. Investors are advised to independently evaluate particular investments and strategies, take financial
and/or tax advice as to the implications (including tax) of investing in any of the securities or products mentioned
in this document, and make their own investment decisions without relying on this publication.
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CMS may have a long or short position, make markets, act as principal or agent, or engage in transactions in
securities of companies referred to in this document and may also perform or seek to perform investment
banking services or provide advisory or other services for those companies.

This document is for the use of intended recipients only and this document may not be reproduced, distributed
or published in whole or in part for any purpose without the prior consent of CMS. CMS will not be liable for any
claims or lawsuits from any third parties arising from the use or distribution of this document.

This document is for distribution only under such circumstances as may be permitted by applicable law. This
document is not directed at you if CMS is prohibited or restricted by any legislation or regulation in any
jurisdiction from making it available to you. In particular, this document is only made available to certain US
persons to whom CMS is permitted to make available according to US securities laws, but cannot otherwise be
made available, distributed or transmitted, whether directly or indirectly, into the US or to any US person.

In Hong Kong, this document is distributed by China Merchants Securities (HK) Co., Limited, which is a licensed
corporation to carry on Type 1 (dealing in securities), Type 2 (dealing in futures), Type 4 (advising on securities),
Type 6 (advising on corporate finance) and Type 9 (asset management) regulated activities under the Securities
and Futures Ordinance (Chapter 571).

In South Korea, professional clients can get copies of this document (upon request) through China Merchants
Securities (Korea) Co., Limited

In the United Kingdom, this document is distributed by China Merchants Securities (UK) Limited. This document
is for distribution only to persons who: (i) are persons falling within the definition of "Investment Professionals"
pursuant to Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as
amended, the “Financial Promotion Order”); (ii) are persons falling within Article 49(2)(a) to (d) (“High Net Worth
Companies, Unincorporated Associations, etc.”) of the Financial Promotion Order; or (iii) are persons to whom
an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial
Services and Markets Act 2000) may otherwise lawfully be communicated or caused to be communicated (all
such persons together being referred to as "Relevant Persons™). This document is directed only at relevant
persons and must not be acted on or relied on by persons who are not Relevant Persons. Any investment or
investment activity to which this document relates is available only to Relevant Persons and will be engaged in
only with Relevant Persons.

If there is any inconsistency or ambiguity between the English version and the Chinese version of this disclaimer,
the English version shall prevail.
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