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ABSTRACT

This thematic paper analyzes the business operating situations of a leading
dairy company called Yili Group. Based on the company's historical financial
performance and unique strategies, combined with the industry projection, using the
Discounted Cash Flow (DCF) model to estimate the share price of Yili Group, helping
investors know the company's potential and growth in 5 years. After revealing the
problems and risks of Yili Group, providing recommendations for improving their
performance. According to the DCF analysis in this paper, it was assumed that Weight
Average Cost of Capital of 6.73% and a terminal growth rate of 3.44%. our estimated
share value of Yili Group is 34.93 CNY per share, which is a little higher than the latest
stock price on May 3™, 2025, which is 29.76 CNY per share.

This suggests that Yili Group's share price is undervalued a little and has
potential to get a higher price than its current market price, but the price trend is
relatively stable. In conclusion, the recommendation for the investors is to “HOLD”.
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CHAPTER 1

YILI GROUP OVERVIEW

In the first chapter, we will give a comprehensive introduction to Yili Group,
finding out the performance and strategic advantages of Yili Group as a leading
international dairy company in the past five years. The contents will be included in the
first chapter as below:

Yili Group's Profile (1.1), Business Operations (1.2), Industry and Market
Landscape (1.3), Financial Highlights (1.4), Benchmarking Summary (1.5). Through
description and analysis, provide information about the current situation of Yili Group

and understand its existing problems.

1.1 Company Profile
In the first chapter, we will introduce the company background and do the
business overview mainly based on the general information combined with industry

current situations.

1.1.1 Company Introduction

According to TongHuashun Financial Research Center (TongHuashun
Financial Research Center, 2024), Yili Group (full name: Inner Mongolia Yili Industrial
Group) is the most well-known dairy product manufacturer in mainland China. The
company originated from the Hohhot Hui Minority District Cattle Raising Cooperative,

which was established in 1956. Founded formally in 1993, it is one of China's largest



dairy companies with a variety of product lines. Yili’s multiple business units include
liquid milk, yogurt, milk powder, cold drinks, etc., and main products include pure milk,
milk drinks, ice cream, milk powder, yogurt, cheese, etc. It is the largest and highest-
revenue dairy company in China. (Brand Finance, 2021)

Yili Group not only occupies a leading position in the domestic market, but
its business has also expanded to many regions around the world. Yili focuses on the
development of the dairy industry and insists on the layout of the dairy industry
chain.(CCTV, 2023) It is the largest dairy company in Asia and has been ranked first in
the Asian dairy industry for many years. According to Sina News, Rabobank's 2023
Global Dairy Top 20 list, Yili ranked among the top 5 in the global dairy industry, and
it was the only Chinese dairy industry to enter the top 5. (Sina News, 2025) (Yili firmly
holds its position in top 5 global dairy giants). This position reflected Yili's leading
position and market effect in the Chinese dairy industry and even in the Asian dairy
industry.

The Yili Group has critical strategies for globalization and its R&D (Yili
Group, 2023). This organization not only owns the largest high-quality milk source base
in China, but also has established dairy bases around the world. Besides these, it has
cooperated on innovative platforms, promoted industry innovation, has integrated
global high-quality resources as well. The company has put into place a network
comprising a global resource system from 2013. Their new goal in 2025 is to enter the

top 3 of the global Dairy enterprises. (Brand Finance, 2024)

1.1.2 General Information

Inner Mongolia Yili Industrial Group Co., Ltd. A famous dairy processing
company from China, established in June 1993. Listing on Shanghai Stock Exchange
(6008870) from 1996. Registered Capital is CNY 6.36 billion. (Yili Group, 2023)

According to Sina Finance and Yili annual report of 2023, Yili Group has
no absolute controlling shareholder or actual controller (Sina Finance, 2023), The
company's largest shareholder is Hong Kong Securities Clearing Company Limited
(Eastmoney,2025) holds a 10.67% stake, and a total of 64.58% shares are held by public



investors. Yili Company's own strategy has limitations the shares will not concentrate
on the control of a high-level certain manager. In this way, the company's management

can manage the company better, more public shareholders can participate in the

management.

1.1.3 Business Model & Strategy

Key Partners

« Dairy farm partners
for raw milk (capital
or technical
cooperation)

* Core raw material
suppliers
(centralized bidding)

« Third-party logistics
service providers

« International
subsidiaries (e.g.,
Westland, Oceania
Dairy, Ausnutria)

Cost Structure

Yili’s Business Model

Key Activities

 Professional
management of six
major product
categories.

Key Resources

« Global production bases

« Stable milk supply partnerships
« Big data platform for logistics

« Digital consumer engagement

platform

« Product R&D and compliance

with industry standards

Customer

Relationship
Strengthen loyalty
via omni-channel

Value
Propositions
» Safe, high-quality

dairy products
covering diverse

customer needs management
« Strong brand
reputation in Asia
« Efficient, scalable Channel
supply chain o Offline
* Seamless customer « Online
experience through
¢ Overseas

digital transformation
« Trusted nutritional
solutions for all ages

Revenue Stream

Customer
Segments

+ Domestic mass
consumers: infants,
adults, elderly

« Health-conscious
individuals

« Overseas
consumers (Asia-
Pacific, Southeast
Asia, Europe)

« Institutional buyers
(hospitals, schools)

* Raw milk procurement

* Production and processing costs

o Logistics and distribution expenses

« Marketing, promotion, and R&D costs

* Overseas operation and compliance costs

« Domestic product sales (milk, yogurt, nutrition, etc.)
« Export revenue from international subsidiaries

« Branded product innovation sales

« Nutrition and health-related product lines

Figure 1.1: Yili's Business Canvas
Source: Yili Group Annual Report 2023, 1IDE 2023

In Yili's business strategy, it follows the two main ways of globalization and
R&D and wins more consumers' trust with diversified products which are high quality
and high-tech content. Yili Group has the slogan of "no innovation, no future". (Yili
Group, 2023) By building a "global smart chain”, integrating global innovative
resources, and focusing on the construction of a green and low-carbon industrial chain,
it has achieved an internal growth model driven by high-tech development.

Yili's innovation team envisioned the development of drinkable ambient
yogurt, which opened a difficult development path. After the product development
project was established, Yili's R&D team made a lot efforts to break the conventional
theory of ambient yogurt production technology, established a new product technology

theory, obtained 8 invention patents in China, and launched Yili's world-first PET



drinkable ambient yogurt and drinkable fruit particle ambient yogurt products, creating

a precedent for
success.(I1DE,2023)

international

dairy

1.2 Business Operations

Yili’s Business Operations

Production Process

Raw Material Sourcing:
« High-quality fresh milk
from major bases (e.g.
Inner Mongolia), strict
supplier screening
and quality tests for
ingredients and packaing

Processing:

» Product-specific
production lines (e.g UHT
for liquid milk, spray
drying for milk powler)

» Automated systems
ensure stability and
consistency

QOuality Control:

* Multi-point inspection
throughout the process
(physicohemichal,

Inventory
Management

Warchouse

Management:

« Modernized,
categorized storage
(cold vs. ambient).
FIFO-system with
shelf-life monitoring

Digital Inventory

System:

« Real-time tracking
and forecasting via
intelligent systems
to avoid overstock
or shortage

Figure 1.2: Yili's Business Operations

Source: Yili Group Annual Report 2023

1.3 Global Economic Trends and Their Impact

Logistics &
Distribution

Distribution Network:

« Nationwide coverage
with regional hubs
partnerships with
third-party logistics
plus in-house fleet

Cold Chain Logistics:

« Specialized cold
storage and transport
for temperature
sensitivee products
like yogurt

Customer Service

» Multi-channel Access
Support through phone,
online platforms, and

innovation and achieving huge market

Organizational
& Management
System

Structured Hierarchy:

» Support through phone,
online platforms, and
social modial

Professional Team:

« Trained staff, fast-
response mechanism
and customer stisaition
prioritization

Structured Hierarchy
« Clear division of roles
from HO to business
units (strategy'vs.

execution)

Evidently, the macroeconomy has a significant impact on the dairy industry.

The following discussions will explore this in greater depth.

1.3.1 Fast Growth of China’s Dairy Industry

China’s dairy industry has been growing steadily. In 2023, the market size
reached 5738.6 billion CNY, with an annual growth rate of 5.3% from 2016 to 2021



(Du Kaiyu, 2024). By 2029, the market is expected to grow at 4-5% per year, exceeding
1 trillion CNY (Liu, 2021). This growth is mainly due to higher incomes, better health
awareness, and faster urbanization. As a leading company, Yili is expanding its products
and improving its supply chain to take advantage of this trend.

1.3.1.1 Government Support or Health and Wellness.

The Chinese government promotes healthy food and functional dairy
products under the Healthy China 2030 Plan. (People’s Bank of China,2023) Policies
encourage people to buy low-fat, high-protein, and probiotic dairy products. As a result,
products like probiotic yogurt and lactose-free milk are becoming more popular. Yili is
following this trend by introducing more health-focused products and strengthening its
market position.

1.3.1.2 Focus on Environmental, Social, and Governance.

Consumers and investors are paying more attention to sustainability. Yili is
taking steps in renewable energy, carbon emission reduction, and rural development.
These actions improve Yili’s brand image and follow global sustainability trends (Food
and Agriculture Organization: FAO, 2023). According to the Wind (2024), the ESG
rating of Yili ranks 13th in China's food industry and has been awarded an A-level badge.
(Wind,2023)

1.3.2 The Impact of Global Economic Growth and Consumer Income

on China's Dairy Industry
1.3.2.1 Impact of Global Economic Growth

The global dairy industry experienced significant fluctuations during 2020-
2023 due to the COVID-19 pandemic and subsequent economic recovery. In 2020, the
pandemic disrupted supply chains, reduced consumer spending, and caused a temporary
decline in demand for dairy products, particularly in the food service sector. However,
as economies began to recover in 2021 and 2022, the dairy industry rebounded strongly.
(International Monetary Fund, 2024) Global dairy trade increased by 4.5% in 2022,
driven by rising demand from emerging markets such as Southeast Asia and the Middle
East (FAO, 2023).



In China, the dairy industry showed resilience during this period. Despite
initial challenges, domestic demand for dairy products grew steadily, supported by
government policies promoting health and nutrition.(Fortune Business Insights ,2025)
For example, the "Healthy China 2030" initiative encouraged higher consumption of
dairy products as part of a balanced diet. By 2023, China's dairy market had recovered
fully, with annual growth rates returning to pre-pandemic levels of 5-6% (China Dairy
Association, 2023).

However, global economic uncertainties, such as rising inflation and
geopolitical tensions, have continued to pose challenges for the dairy industry.
Fluctuations in currency exchange rates and trade barriers have impacted on the cost of
imported dairy products, particularly milk powder and cheese. Despite these challenges,
the industry has adapted by focusing on cost efficiency and diversifying supply chains.

1.3.2.2 Influence of Consumer Income on China's Dairy
Market.

Consumer income is a critical driver of dairy consumption in China. As
disposable incomes have risen, particularly in urban areas, consumers have shifted from
basic dairy products to higher-value items such as organic milk, probiotic yogurt, and
specialty cheeses. According to the National Bureau of Statistics, China's per capita
disposable income increased by 6.3% annually from 2020 to 2023, reaching CNY
36,883 in 2023 (National Bureau of Statistics of China, 2024).

This income growth has led to a significant increase in dairy consumption.
For example, the per capita consumption of liquid milk in urban areas rose from 22 kg
in 2020 to 25 kg in 2023, while rural areas saw an increase from 10 kg to 12 kg during
the same period (China Dairy Association, 2023). Despite this growth, China's per capita
dairy consumption remains well below the global average, indicating substantial room
for further expansion.

The rising middle class, particularly in tier-2 and tier-3 cities, has become
a key target market for dairy companies. These consumers are more willing to pay a

premium for high-quality, functional dairy products that offer health benefits.



Companies like Yili have capitalized on this trend by launching innovative products
tailored to the preferences of higher-income consumers.
1.3.2.3 Effect of Inflation on Raw Material Costs.

Inflation has had a significant impact on the cost of raw materials in the
dairy industry, particularly milk powder and grassland maintenance. From 2020 to 2023,
global milk powder prices increased by 20-30%, driven by rising feed costs, labor
shortages, and supply chain disruptions (FAO, 2023). In China, the cost of raw milk
also rose due to higher demand and limited domestic supply.

Grassland maintenance costs have also increased due to inflation. The price
of fertilizers, seeds, and irrigation equipment has risen by 15-20% since 2020, putting
additional pressure on dairy farmers (China Dairy Association, 2023). These rising costs
have forced dairy companies to either absorb the higher expenses or pass them on to

consumers through price increases.

1.4 Financial Highlights

To understand the overall financial situation of Yili Group, we will study
the trends of some basic financial indicators over the past five years. Then we will select
two domestic and global competitors of Yili Group to conduct a comparative analysis
of some key financial indicators to better understand the market position and prospects

of this company.



1.4.1 Growth Analysis

Yili Growth Trends: Revenue, Profit, Assets, Equity
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Figure 1.3: Yili's Growth Trends
Source: Yili Group 2023 and Own Calculation

This chart indicates the growth of Yili’s business from 2016 to 2023. It
includes four key financial items: total revenue, net profit, total assets, and total equity.

From the chart, we can see that total revenue increased steadily every year.
This means the company sold more products and earned more money over time. Net
profit also grew year by year, especially after 2020. This shows that the company was
not only selling more but also making more money after paying all costs. Total assets
had a big jump after 2021. This may be because Yili invested in more equipment,
buildings, or other businesses. Total equity also went up slowly, showing that

shareholders’ value became stronger.



1.4.2 Profitability Trend

Yili Profitability Trend (2016-2023)
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Figure 1.4: Yili’s Profitability Trends
Source: Yili Group 2023 and Own Calculation

This chart presents five important profitability ratios of Yili from 2016 to
2023. These include Gross Profit Margin, Net Profit Margin, ROE, ROA, and EBIT
Margin. Gross Profit Margin stayed quite stable during the period. This means the
company kept good control over its cost of goods. Net Profit Margin had some small
changes, but overall, it was also stable. It shows that the company was able to keep a
good level of profit after all expenses. ROE was the highest among all the ratios. This
means that Yili gave a good return to its shareholders. ROA was lower than ROE, but
still at a healthy level. It shows that the company used its assets efficiently. EBIT Margin
moved in a similar way as net margin. It shows the company’s ability to make profit

from its main business.
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1.4.3 Capital Structure

Yili Capital Structure (Stacked Ratios)
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Figure 1.5: Yili’s Capital Structure
Source: Yili Group 2023 and Own Calculation

This bar chart displays the structure of Yili’s assets, liabilities, and equity
from 2016 to 2023. It helps us understand how the company uses its money and how it
is financed. We can see that current assets made up a large part of total assets. Non-
current assets were also important, but a bit smaller than current assets. For liabilities,
current liabilities were bigger than long-term liabilities. This means the company had
more short-term payments. Shareholders’ equity took up a good part of the structure. It
shows that the company was not too dependent on debt, and the owners had strong

support in the company.
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1.4.4 Operating Efficiency Trend

Yili Operating Efficiency Trend (2016-2023)
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Figure 1.6: Yili’s Operating Efficiency Trend
Source: Yili Group 2023 and Own Calculation

This chart suggests three efficiency ratios from 2016 to 2023: Inventory
Turnover, Receivables Turnover, and Asset Turnover.

Inventory Turnover went up and down over the years. This means the speed
of selling and replacing inventory was not always the same. In some years, the company
may have sold products faster, and in other years, slower. Receivables Turnover stayed
quite stable. It shows that Yili was good at collecting money from customers after selling
products. Asset Turnover was lower than the other two ratios and slowly went down.

This means the company used more assets but didn’t grow its revenue at the same speed.

1.5 Benchmarking Summary
After knowing the basic situations and issues of the industry and
macroeconomic environment, the key criteria for finding Yili Group benchmark

companies we select:
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Similar age (Yili was founded in 1993, 32 years) and size (market cap of
$44.56 billion in 2023) in the same industry, and the geographical range is international.
Main direct competitors with almost the same product range, the operating situation and
profitability are relatively stable, and revenue of 2023 did not have a huge gap.

Through searching for relevant information in the industry, we select six
companies. They are Danone (BN), Mengniu Dairy, Bright Dairy, China Feihe, Meiji
Holdings and Nestlé

1.5.1 Peer Comparison

1.5.1.1 Danone (BN.PA)

Found in 1919, market cap was $35.59 billion in 2023. Danone
is a French multinational food-products corporation and a global company with
operations in various regions around the world. Its business includes fresh dairy and
plant-based products (accounting for about 50% of total revenue), specialty nutrition
products (infant milk powder, etc., accounting for about 30%), and drinking water and
beverages (about 20%). In 2023, Danone achieved revenue of about 27.6 billion euros,
an increase of 7% from 2022 (Danone, 2024). Its Net profit was 953 million Euro.
(Danone net income 2023 | Statista), the net interest rate was about 3%. Danone's
profitability is in the middle of its global peers, and its ambient yogurts (such as
Actimel's Yakult range) and infant milk powder (such as Aptamil) are global market
leaders. As a mature market company, Danone has slow revenue growth but steady cash
flow([PDF] Strong full-year results Consistently delivering on Renew Danone). As the
international comparable company of Yili, Yili is superior in growth but not as
internationalized as Danone. Comparison between the two is helpful to evaluate the
space for Yili's future growth and valuation.

1.5.1.2 Mengniu Dairy(HK02319)

Found in 1999, also a leading dairy company headquartered in
the same place with YILI, is the main direct competitor of Yili Group in China with
diversified products range and the strategy of globalization and innovation. Market

capitalization was $32.59 billion in 2023. In 2022, Mengniu achieved an operating
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income of about 92.5 billion CNY (Eastmoney, 2024). It is comparable in size to Yili.
Net profit of about 3 billion CNY, net interest rate of about 3%, slightly lower than Yili.
Mengniu's P/E was low, at about 13 times earnings (see Figure 1.11). Mengniu's P/E
has averaged about 20 times over the past few years, the price-to-book ratio is about 1.5
times (Financial Intelligence Network, 2024). All were lower than Yili's valuation in the
same period, reflecting the market's relatively lower profit level for Mengniu.

1.5.1.3 Bright Dairy(600597.SH)

Bright dairy is the top 3 dairy companies in China starting from
1949 and formally founded in 1996 in Shanghai. Before 2003, the company had the top
revenue and market cap in China. It also offers liquid milk, modulated milk, and many
types of milk products. The company provides a comprehensive logistics and
distribution network reaching the UK, Hong Kong, US. The market cap of 2023 was
CNY 11.36 billion. The company's volume is significantly smaller than that of Yili, and
its operating income in 2023 was about 26.49 billion CNY, down 6.1% year-on-year;
Net profit attributable to shareholders of the parent was approximately RMB 970 million,
an increase of 168% year-on-year (mainly due to one-time gain on disposal of assets)
(21st Century Business Herald, 2024). In fact, the profit base of Bright Dairy was weak,
and the net interest rate was hovering around 2% for many years. As a regional company,
Bright Dairy is not as diversified as Yili or Mengniu in terms of market scale and product
structure, but as a comparable company, it reflects the operating conditions of Chinese
traditional dairy enterprises in the regional market.

1.5.1.4 China Feihe(6186.HK)

Feihe is a leading enterprise in the field of infant formula milk
powder in China. The company focuses on high-end infant milk powder products, with
the highest gross and net profit margin in the industry (net profit rate was above 15% all
year round). In 2023, Flying Crane achieved revenue of about 19.53 billion CNY, down
8.3% year-on-year, and net profit of about 3.29 billion CNY (China Feihe: annual
revenue 2023 - Statista) (China Feihe net income 2023 | Statista). Although the income
has declined due to the declining birth rate in China (National Bureau of Statistics of

China, 2024), the profitability of Feihe was still outstanding, and the profit margin was
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far higher than that of comprehensive dairy enterprises such as Yili.(Marketing 91, 2024)
The revenue of Feihe mainly came from the business model of a single category of milk

powder, which was different from Yili. However, as it belongs to the dairy industry and

has a relatively large scale, we believe that Feihe and Yili are comparable to a certain

extent.

1.5.1.5 Meiji Holdings (2269.T)

Meiji is one of the largest dairy and food companies in Japan,
specializing in dairy products (milk, yogurt, ice cream, etc.) as well as functional
nutrition foods and pharmaceuticals. In 2023, Meiji Holdings achieved revenue of about
1.105 trillion yen (about 55 billion CNY), net profit of about 67.6 billion yen (about 3.3
billion CNY), and net interest rate of about 6% (Meiji Holdings Third Quarter 2025
Earnings: Beats Expectations). Meiji holdings is a leading position in the Japanese
market, with a wide range of products such as liquid milk and chocolate. The selection
of Meiji as a comparable company can be contrasted with the difference in profitability
and valuation between Yili and its peers in mature Asian markets. Yili's growth and
scale have surpassed Meiji, so it should have a higher valuation multiple to reflect its
stronger growth momentum.

1.5.1.6 Nestl&(NESM.SW)

Found in 1866 and it is one of the largest food and beverage
companies in the world. The headquarter of Nestl€is in Switzerland. Nestl€offers a
wide range of products, including milk, yogurt, cheese, and infant food in the dairy
industry. The company is playing an important role as it is known for its high-quality
dairy products. In 2023, its market cap was about $234.85 billion. It’s ranked the top 1
in this industry. Nestl&s revenue was about CHF 92.298 billion (That is about CNY
757.78 billion) (The Wall Street Journal, 2024), its net profit was CHF 11.2 billion, with
a net profit margin of about 12.1% (Nestléreports full-year results for 2023). We have
chosen Nestléas one of our comparable companies. It is good for us to value the scale
and the valuation of Yili Group from a global benchmark perspective. In 2023, Yili’ s
revenue was CNY 126.18 billion (Financial Statement), which was approximately 16.65%

of Nestl&s. According to the previous ROE and net profit margin of Yili, Yili's net profit
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rate was lower than Nestl&s, but Yili's growth rate was faster. Yili's valuation thus falls
somewhere between an established giant and an emerging market champion.

1.5.2 Industry Position

ROE IN 2023

18.48993122
'Aﬂ 411641174

33.12381138

Figure 1.8: Peer’s ROE
Source: Own Calculation
This is a pie chart showing the ROE of several dairy companies in 2023.
The red part represents Inner Mongolia Yili Industrial Group, with an ROE
of 18.49%. This is one of the higher ROE values in the chart, meaning Yili is quite

efficient in using its equity to make profits.
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Figure 1.9: Peer’s PE in 2023
Source: Own Calculation

This is a radar chart showing the P/E ratio of peer dairy companies.

The P/E ratio shows how much investors are willing to pay for 1 dollar of
earnings. A higher P/E usually means higher growth expectations.

Inner Mongolia Yili Industrial Group has a P/E ratio higher than the median,

meaning investors have positive expectations for Yili's future performance.
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CHAPTER 11

VALUATION-DISCOUNTED CASH FLOW METHOD

In this chapter, by using discounted cash flow valuation method to estimate
the enterprise value and stock price. The contents include Free Cash Flow to Firm
Projection (2.1), Discounted Cash Flow Projection (2.2), Sensitivity Analysis (2.3),
Valuation Recommendation (2.4).

The discounted cash flow valuation is a method based on a company’s free
cash flow, which can reflect the enterprise's true value well and consider the time value.
Generally, the company's goal is to generate cash flow, so this method can provide a
relatively accurate and flexible reflection of enterprise value and not rely on market-

comparable companies.

2.1 Free Cash Flow to Firm Projection
To do DCF valuation, the most important part of the model is to predict
future cash flow. Therefore, we first need to forecast the free cash flow of Yili Group in

the next few years based on historical data and future expectations.

2.1.1 Relevant Data Preparation

Before we make the assumptions about our forecasting data, we first need
to determine the period of historical data and the period of reasonable prediction. In
order to reflect the company's business model and financial stability, we have selected
5 years of historical data. As a leading dairy company, Yili is a relatively mature

enterprise. 5-year data can provide relatively stable and sufficient trend information to
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avoid abnormal changes caused by short-term fluctuations and reflect the company's
main business performance and historical capital expenditure. This can support our
valuation assumptions of using growth trends to make reasonable forecasts.

Considering Yili Group is a leading company in the dairy industry, and the
company is facing the challenge of market demand changing about different product
lines. We need to forecast sales growth rate based on industry trends and product
segments. According to China Diary Development Plan (FAO-Publications,2023), dairy
annual revenue growth rate is expected at 4% ~ 5% in 2025 to 2030. According to the
global industry's annual growth rate of 2.68% is expected from the Statista (CAGR
2025-2029). (Milk-Statista,2025).

We can see the dairy industry facing the challenge of the new substitutes
products and different market trends now. Compared with 2020-2022 data the industry
growth rate is obviously decaying. In 2020, the impact of covid-19 led to a significant
drop in sales. Although dairy consumption has recovered after 2022, the contradiction
between supply and demand of raw milk may be further aggravated. According to
Nielsen 1Q's report, dairy industry sales fell 6.5% in 2022, showing pressure on
consumption growth. Consumers' sensitivity to promotion has increased, sales of large
packaging products have increased, and the trend of health is obvious. (Nielsen,2023)
China's dairy consumption diverged from 2022. Normal white milk, adult milk powder
and cheese products grew about 7 to 15% year-on-year, while sales of low-temperature
yogurt, milk drinks and infant formulas fell. (Xue Qiu,2023).

To determine the reasonable terminal growth rate, China's real GDP growth
rate is 2% (National Bureau of Statistics of China, 2024), inflation is 1.5% (FAO,2024).
According to Euromonitor, the CAGR of China's dairy products market from 2023 to
2028 is expected to be 4.2% (Euromonitor,2024), combined with the industry's growth
rate of 2.68%, | choose to take the average of 3.44%.

2.1.2 EBIT Projection

We need to do the EBIT (earnings before interest and tax) projection as

preparation for calculating FCFF.


https://www.statista.com/outlook/io/agriculture/milk/worldwide
https://nielseniq.cn/global/zh/insights/report/2023/niq-2023-china-fbic-dairy-insight/
https://xueqiu.com/9176605336/249312058
https://www.stats.gov.cn/tjsj/ndsj/
https://www.fao.org/markets-and-trade/commodities-overview/basic-foods/dairy/en
https://www.euromonitor.com/dairy-products-and-alternatives-in-china/report

19

Based on the analysis above, we can determine the next 5 years Yili’s sales
growth rate in segments revenue. It can be seen that after the recovery from the COVID-
19, the proportion of Yili's different product categories' contribution to sales has been
adjusted, but the general trend can be predicted. By calculating the proportion and
forecast the sales growth rate trends in segments, determine the Yili’s sales growth rate
of 4.69%.

Table 2.1: Segment Revenue and Sales Growth Rate Projection

Sales Growth Rate
Ll (2025-2029)

Ligquid Mills(%0) 67.79% | 61.79% 3% 1.85%
Milk Powder & Milk Products{%) | 21 87% 24.30% 4% 0.97%
Ice Cream& drinks(%6) 5.67% 12.27% 14.55% 1.79%

| Other Products(%6) 0.14% 0.96% 0.98% 0.01%
Others(%0) 1.69% 0.68% 9.90% 0.07%

Yili's Sales o
Source: Yili Group 2023 and Own Calculation

After experiencing a slowdown in sales growth, Yili Group is expected to
improve operational efficiency through its digital transformation strategy from 2023 to
2028. The chairman of Yili Group made it clear that in the future, it will increase
investment in the field of new consumer trends and realize the consumer orientation of
brand building and product innovation. For example, Yili has established a digital
system covering the entire supply chain to improve management efficiency and market
response speed. (Sina Finance,2024)

In terms of international business, Yili Group actively expands overseas
markets. Combined with the macro environment analysis, we think the prospects for the

future five years are optimistic. Then we can calculate the Operating Income.
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Table 2.2: Historical Operating Income

In Millions of CNY

2020
12 Months Ending

Revenue 0688564 11059520 123171.04 12617946 118808.53
Revenue Growth Rate(%s) 7.38% 14.15% 11.37% 2.44% -5.84%

Cost of Revenue 6745295 7641671 §E311855 E478E59 TE11147

Gross Profit 2943269 3417850 4005250 4139087 4090782

Gross Marzin (%) 30.38% 30.90% 32.52% 32.80% 34.43%

Operating Income(EBIT) | 8179.14 10035.60 10979.89 12814.99 12220.97

Source: Yili Group 2023

Table 2.3: Operating Income Projection

In Millions of CNY
2025E

Revenue 12438065 130219 13633148 1427308 149450.58
Revenue Growth Rate(%) 4.69% 4.69% 4.69% 4.69% 4.69%
Cost of Revenue 8133692 8789785 9202375 9634332 100865.64
Gross Profit 42916.01 42321.19 44307.73 4638752 4856494
Gross Margin (2%) 3450% 3250%  3250%  3150% 32.50%
Operating Income(EBIT) | 13806.35 12362.11 13606.29 1492236 16313.96

Source: Own Calculation

2.1.3 Calculate NOPAT (Net Operating Profit after tax)

Net Operating Profit After Tax We can minus taxes from EBIT to get
NOPAT. The tax rate can generally be estimated using Yili's historical tax rate (Yili
Group 2023). Net Operating Profit minus Adjusted Taxes is also part of our calculation
of cash flow projection. We need to obtain the company's effective tax rate to calculate

this value as a measure of the profitability of the company's operating activities.



Table 2.4: Historical Net Operating Profit After Tax

In Millions of CNY
12 Months Ending 2020 2021 2022 2023
Operating Income(EBIT) | 8179.14 10035.60 10979.89 12814.99 12220.97
Income Tax Expense 105091 138033 131198 143688 149413
Tax Rate (%) 12.89 13.65 12 34 12.26 1223
NOPAT 105468.73 136985.12 135514 44 15709693 149413 33
CAPEX -6522.20 -6682.73 -6646.11 -6955.60 -553132
%4 of Revenue -6.73% -6.04% -5.40% -5.51% -4 66%
Source: Yili Group 2023 and Own Calculation
Table 2.5: Net Operating Profit After Tax Projection
In Millions of CNY
Operating Income(EBIT) 13806.35 12362.11 13606.29 1492236 16313.96
Income Tax Expense 168911 151242 166405 182565 199590
Tax Rate (%) 1223 12.23 1223 12.23 12.23
NOPAT 1211724 1084969 1194224 1309671 14318.06
CAPEX -5481.72 -585986 -613492 642289 672438
%5 of Revenue -4.41% -4.50% -4 50% -4.50% -4.50%

Source: Own Calculation

2.1.4 Depreciation and Amortization and Capital Expenditure
(CAPEX) Projection

Forecasting depreciation and amortization is a very important step in our
discounted cash flow valuation because it directly affects the company's free cash flow
calculation, this part is non-cash expenses that we need to add into our FCFF. Because
Yili Group has been carrying out mergers and acquisitions and capital expansion in
recent years, and combined with their internationalization strategy (Yili Group,2023),
purchased a lot of new equipment and plants, but gradually shifted to product
development and clear inventory in 2023, so the amortization amount and capital
expenditure forecast should be relatively stable in the next five years. We need to
consider capital expenditure as well. Yili Group focuses on maintaining its assets. Since
we have capital expenditure, we need to calculate the capital expenditure ratio using

opening fixed assets to forecast depreciation and amortization further. (Yili Group,2023)


http://www.sse.com.cn/assortment/stock/list/info/announcement/index.shtml?productId=600887
https://static.sse.com.cn/disclosure/listedinfo/announcement/c/new/2024-04-30/600887_20240430_DRWF.pdf
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Capital expenditures are typically used to purchase or upgrade fixed assets.
Therefore, there is a direct relationship between Capex and the growth of fixed assets,
because an increase in Capex usually leads to an increase in future depreciation.

By calculating the Capex ratio (the ratio of Capex to fixed assets at the
beginning of the period), we can more reasonably predict the future depreciation and
amortization, better reflect the company's capital expenditure strategy, it will help us

better assess the company's future growth potential.

Table 2.6: Historical Capital Expenditure

III}_,_P:::I;E ;ﬂ; ! 2020 2021 2022 2023
Depreciation & Ameortization | 243345 331325 429159 448008 525229
Fixed Asset 2370497 1968497 3868897 4040227 3394529
Fixed Asset turnover 4.09 3.73 3.18 3.12 3.50
% depreciation 1293%  1398%  1446% 11.58% 13%
CAPEX -652220 -6682.73 -6646.11 -6955.60 -848632
Capex() 3465%  28.19%  2239%  17.98% 25%

Source: Yili Group 2023 and Own Calculation
Table 2.7: Capital Expenditure Projection

In Millions of CNY ,
12 Months Ending )

Depreciation & Amortization | 441289 472778 496941 5124328 550237

Fixed Asset | 36367.54 3812613 40186.74 4231590 44669.11
Fixed Asset turnover . "3.50 3.50 3.50 3.50 3.50
% depreciation | 13% 13% 13% 13% 13%
CAPEX -8827.74 -9301.71 -973833 -1019545 -10674.02
Capex(o) 25% 25% 25% 25% 25%

Source: Own Calculation

2.1.5 Changes in Working Capital Projection

Working capital is necessary to predict changes in accounts receivable,
inventory, accounts payable. over the next few years, which will affect the cash flow
available to the company. Generally, the increase in working capital means that the

company needs to invest more funds to carry out efficient operations, which will reduce
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free cash flow. On the contrary, the decrease in working capital will release cash and
increase free cash flow. The main parts reflect the company's operating efficiency,
accounts receivable days, inventory turnover, and accounts payable days.

By calculating the cash conversion cycle (CCC), CCC is about -4 to -9 days,
indicating that the company can quickly recover cash, which is also the competitive
advantage of Yili Group. In 2022, the CCC rose to 14 days, reflecting the decline in
operational efficiency or changes in the market environment after the period of epidemic
recovery. By forecasting working capital changes, we can identify potential liquidity
risks and make our valuation assumptions more reasonable.

We identify trends based on the number of days of Yili Group's working
capital and its components (accounts receivable, inventory, accounts payable) during
the historical period. Since Yili's working capital management policies such as supply
chain management are stable and effective, historical data can reasonably reflect future
trends. At the same time, it should be noted that Yili's CCC is relatively short, indicating
its high operational efficiency, and the sustainability of this advantage should be
considered when forecasting. The market environment forecast for the next few years is
relatively stable, so we think it is reasonable to make a slight adjustment to historical
trends and maintain stability.

Table 2.8: Cash Conversion Cycle

In Millions of CNY

12 Months Ending 2020 2021 2022 2023 2024
Account Receivable 337556 406641 633852 638978 583903
Inventory 754503 891720 14836.16 12511.78 "12840.24
Account Payable 1137647 1365952 1592580 13798.87 1391026
Working Capital -455 88  -67592 524888 510268 478903
Change in working Capital -1122.52  -22004 592480  -14620 31365
Account receivable days 13 13 19 18 18
inventory days (S A T SR~ 60
account payable days 62 65 70 59 65
CcCcC -8 -9 14 13 13

Source: Yili Group 2023 and Own Calculation
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Table 2.9: Working Capital Projection

In Millions of CNY 2025E 2026E 2027E 2028E 2029E

12 Months Ending

Account Receivable 6277.14 659795 693634 730557 7710.01
Inventory 712924.77 "13855.70 "14046.09 "14245.85 1445627
Account Payable 1448466 1608251 1690733 1780732 18793.15
Working Capital 471725 437114 407510 374410 3373.13
Change in working Capital 7178 -346.11  -296.04  -331.00  -370.97
Account receivable days 18 18 18 18 18
inventory days 58 36 54 52 50
account payable days 65 65 65 65 65
cce 11 9 7 5 3

Source: Own Calculation

2.1.6 FCFF Projection

According to our projection, we can calculate our free cash flow to firm
using the formula of:

FCFF=NOPAT+ Depreciation and Amortization — CAPEX — Changes in
Working Capital

Table 2.10: Cash Flow to The Firm

0 1 . 3 4 5
2024 E 2025E 2027E 2028E 2029E
EBIT 12220.97 13806.35 12362.11  13606.29 14922.36 16313.96
TAX 1494.13 1689.11 1512.42 1664.05 1825.65  1995.90
NOPAT 10,727 12,117 10.850 11,942 13.097 14,318
DEPRECIATION 5.252 4,413 4,620 4,837 5.064 5.301
AWORKING CAPITAL -314 -215 -320 -305 -343 -383
CAPEX -8486.32 -8827.74 -9301.71 -0738.33 -10195.45 -10674.02
CASHFLOW TO THE FIRM| 7806.46  7917.47 6487.37 7345.16 ~ 8307.51  9328.83

Source: Own Calculation
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2.2 Discounted Cash Flow Projection

2.2.1 WACC (Weighted Average Cost of Capital) calculation

After we searched for the relevant data, the risk-free rate is the 10-years
Chinese government bond yield of 1.76% (Trading Economics, 2024), the current beta
of Yili Group is 1.032 (Bloomberg), the market risk premium is 6.17%
(Damodaran,2025). Then calculate the WACC as the formula of

WACC=We*Re+ Wd*Rd*(1—Tax Rate)

We: Weight of shareholders' equity in the capital structure of the company.

Wd: Debt weight of the company's total capital

We + Wd should equal to 100%, reflect the company’s capital structure.

Rd: Cost of Debt, because the Yili Group credit rating of 2024 is A-, so we
can use the spread risk-free rate of 2.19% to add the risk-free rate, get the cost of debt
of 3.9%.

Re: Cost of Equity, we can use CAPM approach, the formula is:

Re=Rf+px(Rm—Rf) = Risk Free Rate + Yili’s beta*Market Risk Premium
to get the answer of 7.93%

Table 2.11: Weight Average Cost of Capital Estimation

WACC

RISK FREE 1.67% Share price (March 3rd.2025) 29.75
Spread Risk Free Rate 2.19% # shares (Mn) 6,366
MARKET RISK PREMIUM 6.07% Equity Vahe (RMBMa) 189389
BETA 1.032 Debt (EMBMn) 72,504
COST OF EQUITY 7.93% DEBT / (Equity + DEBT) 27.68%
COST OF DEBT 3.9%

Tax Rate 12%

AFTER TAX COST OF DEBT 3.4%

Source: Trading Economics 2024, Damodaran 2025 and Own Calculation

2.2.2 Terminal Value Calculation
After calculating the Weighted Average Cost of Capital, we can use it to

calculate the terminal value of our predicted free cash flow. In the DCF valuation
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method, the enterprise value is divided into two parts, the free cash flow (FCF)
projection of each prediction period, and the next is to calculate the terminal value
assuming that the company in a stable environment and the cash flow continues to grow
at a constant growth rate (g). As mentioned in data preparation, we choose the terminal
growth rate at 3.44% and WACC is 6.68%. Cash flows at the terminal value stage belong
to all investors of the enterprise, so a WACC discount is required. We use the formula
of:

Terminal Value=FCFF of
(WACC—growth rate) = 298,083CNY
Table 2.12: Discounted Cash Flow

the last periodx (1+growth rate)/

Terminal Growth Rate(g)=3.44%
3 4 5
2025E 2027E 2028E 2029E
EBIT 12220.97 13806.35 12362.11 13606.29 1492236 16313.96
TAX 1494.13 1689.11 1512.42 1664.05 1825.65 1995.90
NOPAT 10,727 12,117 10,850 11,942 13,097 14,318
DEPRECIATION 5,252 4.413 4.620 4837 5.064 5.301
AWORKING CAPITAL -314 -215 -320 -305 -343 -383
CAPEX -8486.32 -8827.74 -9301.71 -0738.33 -10195.45 -10674.02
FCFF 7806.46 7917.47 6487.37 7345.16 8307.51 0328.83 208,083
DCF 7.421.89 5,700.65 6.,05042 6.414.80 6.752.55 215,764

Source: Own Calculation

2.2.3 Discounted Cash Flow and Enterprise Value

We use the formula of DCF=FCFF/(1+WACC) "n to calculate discounted
cash flow every period, and the next step is using our discounted cash flow to get the
enterprise price. Following the formula of EV=Y DCF + Terminal Value(1+WACC) "n,
we calculate the Enterprise Value is 243,823 CNY and minus company's interest-
bearing debt, then divide by the shares outstanding of 6,366 million of 2024. Our
estimated share price is 34.93 CNY per share, compared with the price of December 31°

2024 of 30.18 CNY per share, we can see the stock price is undervalued.



Table 2.13: Estimate Share Price

PV OF FIRM VALUE 248.104
NET DEBT 25,726
PV OF EQUITY VALUE 222378
# OF SHARES (MN) 6,366
EST. SHARE VALUE 3493
Undervalued 14.83%

Source: Own Calculation

2.3 Sensitivity Analysis
Table 2.14: Sensitivity Analysis

Sensitivity of WACC and Terminal Growth Rate to Yili's Stock Price

n WACC Stock Price Change in Value Terminal Growth Stock Price Change in valie

30% 8.68% 19.8 -43% 4.47% 513 47%
25% 8.35% 21.5 -38% 4.30% 47.6 36%
20% 8.02% 23 4 -33% 4.13% 444 27%
15% 7.68% 256 -27% 3.96% 416 19%
10% 7.35% 282 -19% 3.78% 391 12%
5% 7.01% 312 -11% 3.61% 36.9 6%
0% 6.68% 349 0% 3.44% 349 0%
-10% 6.01% 452 29% 3.10% ile -10%
-20% 5.34% 62.6 T9% 2.75% 288 -18%

Source: Own Calculation

Stock Price

100

0.0
-30% -20% -10% 05 10% 20% 30% 40%

Deviation
—8— WACC —@—Terminal Growth Rate
Figure2.1: Sensitivity Analysis

Source: Own Calculation
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Because our DCF valuation is based on a series of predicted assumptions,
due to the different scenarios of our expectations, these assumptions are uncertain and
may lead to fluctuations of the share price. The important indicators we use such as
WACC and the terminal growth rate will affect the valuation results. Therefore, we need
to conduct sensitivity analysis to help us understand the specific impact of changes in
important assumptions on our estimate stock price and identify the sensitive factors in
the valuation results to better understand our valuation range under different
circumstances.

We conducted a sensitivity analysis of WACC and the terminal growth rate,
which increased by 10% from -20% to 0%, and 5% from 0% to 30%. The impact of
changes on stock prices and the trend chart are shown. Our calculation results and charts
show that WACC has a negative relationship with stock prices. On the contrary, the
terminal growth rate has a positive relationship with our stock price. For the sensitivity,
we can see that WACC and terminal growth rate both obviously impact on the stock
price, WACC has generally stronger influence than the terminal growth rate within -20%
to 30% change range.

For example, a 10% change in WACC results in a 19% change in stock price,
while in terminal growth rate results in a 12% change in stock price. A negative 20%
change in WACC results in a 79% change in stock price, while in terminal growth rate
results in an 18% change in stock price. Furthermore, the negative correlation of WACC
and stock price indicates that if the market overestimates the cost of capital, Yili's share

price may be undervalued.

2.4 Valuation Recommendation

Based on our assumptions and calculations in discounted cash flow
valuation, our estimate share price is 34.9 CNY per share, the price of December 31 of
2024 is 30.18 CNY per share, which shows that Yili Group’s stock is undervalued by
18.24% of the market. In addition, the price of May 3' of 2025 is 29.76 CNY per share.

We have also searched for the 50-day simple moving average to 200-day simple moving
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average in 2024, is about 26.844 CNY to 28.39 CNY per share (Bloomberg). The price
of 30.18 is above the moving averages data, indicating that the price may be in an
upward trend in the short term. In long term trend, the price around the whole year is
relatively stable. So, our recommendation is that the investment outlook of Yili Group

IS optimistic, investors can HOLD it.
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CHAPTER III

CONCLUSION

In this chapter, we want to combine two different valuation methods to

understand the estimated stock price while considering risks. Then combined with the

risks, we can reflect on the potential and investment prospects of Yili.

Intolerable

Risk Matrix Acceptable Moderate

R&D Risk: Consumer Demand Risk: Regulatory Risk:
Unlikely Investment may not lead to sales growth. [Trends favor plant-based & low-sugar options Strict safety regulations.
Tech edge is hard to sustain. Yili may lag behind. Past incidents hurt brand trust.
Supply Chain Risk: Market Competition Risk: Macroeconomic Risk:
Possible Short shelf life & high logistics demand.  |Mengniu pricing wars; Nestlé global pressure. Slow income growth & inflation.
COVID disruptions affect supply. Margin compression likely. Premium product demand weakened.
Raw Material Risk: Equity Control Risk: Policy Change Risk:
Probable Milk/feed/packaging cost volatility. Dispersed shares risk takeover. New tax/ad/antitrust laws.
Hard to fully hedge even with own farms. Weak internal control hurts governance. Higher cost and strategy disruption.

Figure 3.1: Risk Matrix for Yili
Source: Own Compilation

For the discounted cash flow method, by assuming the terminal growth rate
of Yili of about 3.44%, our estimated stock price was 34.93 CNY per share, which is
slightly higher than the current market price. The investment prospects are relatively
optimistic, but due to the slowdown in revenue growth, fierce competition in the same

industry, and the fact that milk is not easy to preserve, risks are also obvious.
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For the relative valuation method, we can see that based on P/E and
EV/EBITDA valuation, Yili has some upside potential, with a target price reaching
40.11 CNY (+34.81%). The dairy industry remains stable, and Yili benefits from strong
branding, market share, and international expansion, making it a good long-term
investment.

However, PBV valuation is relatively high (target price only 12.92 CNY),
suggesting that the market has priced Yili’s assets at a premium, which may bring
downside risk. Additionally, increasing competition, rising raw material costs, and
macroeconomic changes could impact future profitability.

Overall, Yili is suitable for long-term investment, but its short-term
valuation is high. Investors may consider buying when the price falls to a reasonable
range.

Our target price is determined by the discounted cash flow method based on
historical financial data and growth trends. As a result, our target price is around 34.9
CNY per share. With the price of around 29.75 CNY per share on March 14",
2025(Bloomberg), the price of December 31st, 2024, of 30.81, and 28.97 CNY per share
on April 26", 2025. Our valuation thinks the current price is still undervalued. This
implies an opportunity for an upward trend.

If earnings grow as expected, the stock could exceed 40 CNY, but if the
market adjusts its valuation, the price may decline further. Investors should make careful
decisions based on their risk tolerance.

To improve competitive advantages and reduce the risks of R&D and market
demand, we believe that in the future we can pay attention to Yili's layout in emerging
categories (health, low sugar, plant-based and other trends) , forecast and analyze
consumer trends, ensure that its technology and product innovation can effectively meet
market demand, which can also improve brand differentiation and enhance the
competitive advantage of Yili. It is also possible to consider cooperating with other
industries or scientific research institutions to develop new technologies and products

and increase the success probability of technological innovation success while sharing
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research and development costs. At the same time, we need to keep an eye on Yili’s
internationalization strategy and performance in the international market.

So, our recommendation is that if you already have the Yili group stocks,
you can HOLD them. And if you are considering their potential and growth situation to
decide whether to invest or not, our valuation methods both show an optimistic

investment environment, so you can BUY it.
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