
 INSTITUTIONAL EQUITY RESEARCH 
 

Page | 1 | PHILLISECURITIES (HK) RESEARCH 

Yihai International (1579.HK) 
Fast-growing Compound Condiment Producer 
 
Hong Kong | Consumer | Company report 

 

 
 

8 January 2018 

Investment Summary 
Yihai is a leading and fast-growing compound condiment manufacturer in PRC. The 
company achieved high growth since 2013, given revenue/net profit recorded FY13-16 
CAGR of 51%/104% respectively. We believe that the company will benefit from the 
trend of consumption upgrade and increasing resident consumption demand. We also 
highlight that the company enjoys significant brand advantage and has strong channel 
advantage with a national wide distribution network. We use DCF model to get stock 
price and review it with relative valuation, which shows our target price located in a 
rational range. We give ‘Accumulate’ recommendation with target price of HKD9.1 
implying 11.8% upside, and suggest buying during price dips. 
 

Business Overview 
Company Background. The company started from producing hot pot flavoring for 
Haidilao restaurants and was listed on HK exchange in 2016. Haidilao (HDL) was 
established in 1994 and now has become a national hot pot chain with 192 restaurants in 
China as up to 17H1. According to Frost & Sullivan, HDL is the largest Chinese hot pot 
restaurant chain and the No.1 Chinese cuisine restaurant company in China, as measured 
by 2015 sales. The listed company is the sole supplier of hot pot soup flavoring products 
to HDL. The company hss the exclusive right to use the Haidilao brand to sell condiment 
products on a royalty-free basis for a perpetual term commencing from 2007. 
 
Product Portfolio. The company manufactures mid- to high-end compound condiment 
products, including hot pot soup flavoring products, hot pot dipping sauce products and 
Chinese-style compound condiment products. The main product is hot pot soup flavoring 
making up 85% in 17H1 revenue with gross profit margin around 33%. According to 
Frost & Sullivan, the company is the largest mid- to high-end hot pot soup flavoring 
condiment manufacturer as measured by 2015 sales, which accounts for over 30% market 
share. 
 
Figure: Product Information  

 RMB  Number of  
Products 

Price Range 
/RMB per kg 

Shelf Life 
/Months 

17H1 Sales  
& Weight 

Hot Pot Soup Flavoring Products 

Vegetable-oil-based spicy 
hot pot soup flavoring 
products 

20 7.4-54.0 

Animal-oil-based spicy hot 
pot soup flavoring products 

2 5.5-62.6 

Non-spicy nutritional hot 
pot soup flavoring products 

16 0.4-29.0 

6-12 536mn, 85% 

 
 
 
 

Accumulate (Initiation) 
CMP HKD8.14 
(Closing price at 4 Jan 2018) 
TARGET HKD9.10 (+11.8%) 
 
COMPANY DATA 
O/S SHARES (MN)  : 1046.9 
MARKET CAP (HKDMN) : 8522 
52 - WK HI/LO (HKD): 8.55 / 2.78 
  
 
SHARE HOLDING PATTERN，，，， % 
Direct Zhang Yong & Family 35.59 
Director Shu & Family 16.93 
Vistra Fiduciary HK Ltd. 7.38 
FIL Ltd. 4.99 

 
 
PRICE PERFORMANCE，，，， % 

1M 3M 1Y 
Yihai 19.71 24.46 152 
HSI 5.43 8.25 39.7 
 
RETURN VS. HSI 

 
Source: Aastocks, Phillip Securities  
 
KEY FINANCIALS 
RMB mn FY16 FY17E FY18E FY19E 

Net Sales 1,088 1,491 1,902 2,310 

Net Profit 186.7 234.4 299.0 363.2 

EPS, RMB 0.23 0.24 0.31 0.37 

PER, x 41.70 39.68 31.10 25.61 
BVPS, 
RMB 

1.59 1.55 1.86 2.23 

P/BV, x 5.12 5.26 4.39 3.65 

ROE, %  14.75 15.62 16.62 16.79 

Source: Company, Wind, Phillip Securities Est. 
 
Eurus Zhou (2277 6515) 
euruszhou@phillip.com.hk 
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Hot Pot Dipping Sauce Products 

Premium dipping sauce products 2 7.8-8.8 

Regular dipping sauce products 7 3.8-6.5 

12 24mn, 3.9% 

Chinese-style Compound Condiment Products 

Seafood condiment products 2 11.9-13.8 

Spicy blended condiment 
products 

7 13.7-14.8 

12 66.3mn, 
10.5% 

Source: Prospectus, Financial Reports, Phillip Securities 
 
Distribution Channels. The company produces and sells compound condiment 
products to related-party customers (mainly HDL) and third-party customers. We 
see both channels develop quickly, with income from HDL recording FY13-16 
CAGR 49.7% and 52.8% for third-party sales. Currently, related-party sales 
contributes most to company revenue (55% in 2016 topline, 69% in 2017H1 
topline). The products for HDL are exclusively customized for HDL restaurants 
and mainly involve hot pot flavoring. Third-party clients consist of distributors, 
online shoppers and catering service providers. Distributors as the most significant 
channel contribute over 90% to third-party sales. Now the company has 782 
distributors, covering 360 Chinese cities and 14 foreign countries and areas. 
 
Figure: Revenue by distribution network 

RMB mn  2013 2014 2015 2016 2017H1 

Revenue  315.86  498.23  847.3  1,088.0  630.9  

YoY - 57.74% 70.07% 28.40% 56.58% 

Related-party 
sales 

180.7  278.4  465.1  605.7  434.7 

YoY - 56.86% 68.14% 32.53% 52.89% 

Weight 57.21% 55.88% 54.89% 55.67% 68.9% 

Third-party 
sales 

135.2 219.8 382.2 482.3 196.2 

YoY - 62.76% 73.25% 25.78% 65.44% 

Weight 42.79% 44.12% 45.11% 44.33% 31.1% 

 
Figure: 2017H1 Sales Breakdown 

 Revenue 
(RMB mn) 

ASP 
(RMB/kg) 

GPM (%)  

Related-party 434.4    

Hot Pot Soup Flavoring Products 422.0  27.1  27.88% 

Hot Pot Dipping Sauce Products 0.2  18.8  49.54% 

Chinese-style Compound Condiment 
Products 

12.2  25.8  31.05% 

Third-party 192.7    

Hot Pot Soup Flavoring Products 114.2  28.3  51.04% 

Hot Pot Dipping Sauce Products 24.3  17.4  37.50% 

Chinese-style Compound Condiment 
Products 

54.1  23.0  42.30% 

Others 3.9    

Total 630.9    

Source: Company, Phillip Securities 
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Growth Momentum 
 
Rising Industry. (1) Hot port condiment. According to Frost & Sullivan, in 2015 
the market size of hot port condiment (including both hot pot soup flavoring 
products and dipping sauce products) totaled to RMB15.4bn with FY10-15 CAGR 
15.9%. And it is estimated to expand to RMB31.0bn in 2020 implying FY15-20 
CAGR of 15%. (2) Chinese-style compound condiment. Sales of Chinese-style 
compound condiment products is also predicted to enjoy high growth in future 
with FY15-20 CAGR of 16.9%, from RMB12.3bn in 2015 to RMB26.8bn in 
2020E. (3) Consumption upgrade trend brings opportunities to mid- to high-end 
market players. With the rising per capita income and the upgrading of 
consumption structure, the family and individual consumption of mid- to high-end 
products will further increase. And consumers tend to place more importance on 
food safety and product quality rather than price. It is estimated that sales of mid- 
to high-end hot pot soup flavoring products accounted for 23% market share (mass 
market 77%). This market share is predicted to climb to 29.6% in 2020E implying 
CAGR 22%, higher than expected growth of the whole hot pot soup flavoring 
market. 
 
Figure: Market Size of Hot Pot Condiment and YoY Growth in China  

 
* Market size refers to total sales value consumed. 
Source: Frost & Sullivan, Phillip Securities 
 
 
 
 



 
 

Page | 4 | PHILLISECURITIES (HK) RESEARCH 

Yihai International (1579.HK) Company report 

 
Brand Advantage. We believe that barriers to enter condiment industry are not 
high, which often leads to product homogeneity. We think the core 
competitiveness should not be product differentiation, but rather the brand. 
Outstanding brand often represents trustable food safety, superior quality and 
pleasing customer experience. HDL hot pot chains, with the first market share in 
mid- to high-end market, enjoy wide popularity and good brand image. The brand 
is often associated with good service and quality products. Selling under Haidilao 
brand, Yihai thus enjoys greater brand advantage than peers. 
 
Quick Expansion of HDL. Frost & Sullivan projects that the hot pot catering 
market will grow at 10.2% CAGR during 2015 to 2020E. The increasing trend in 
hot pot catering service market is likely to drive the growth of hot pot condiment 
market. In past years, we see HDL chains expanded quickly, although all of its 
restaurants are self-operated rather than franchised. As up to end of 2017 June, 
HDL operates 192 hot pot restaurants in China, 23 of which are newly opened 
during first half. In future, we expect HDL to remain relatively rapid expansion 
and continue to raise same store sales growth, through improving table turnover 
and consumption per capita. 
 
Figure: Expansion of HDL 

 2013 2014 2015 2016 2017H1 
Number of shops 93 111 142 169 192 
Newly-opened - +18 +31 +27 +23 

Source: Company, Phillip Securities 
 
Strengthening Third-party Channels. (1) Distributors: In 16H1 the company 
replaced big provincial level wholesalers with more city-based distributors. We 
expect that Yihai continues to widen sales terminal network and enhance sales 
efficiency. With new capacity starting to contribute revenue and intensifying 
promotion, we expect this channel to maintain stable growth. (2) E-commerce. 
The company makes efforts to develop online channel, through enhancing 
marketing and promotion activities and broadening online new product portfolios. 
As of June 2017, Yihai builds five flagship stores on popular e-commerce 
platforms like Tmall and Suning. E-commerce channel sales grew at 215.7% YoY 
in 17H1. Considering its low base, we project E-commerce sales to continue high 
growth in future. (3) Third-party catering companies. The number of such 
customers reached 69 as at 30 June 2017 and sales revenue amounted to RMB 
11.7mn. Although currently only a small portion of hot pot restaurants are using 
packaged hot pot soup flavoring products, while the majority of them choose to 
make hot pot condiments themselves. However, with business expansion, more 
catering service providers start to adopt packaged compound condiments in order 
to realize standardization and accompanying quality consistency. We expect the 
company to seize chance of this segment market to provide more diversified and 
customized products to clients. 
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Valuation 
 
We adopt DCF method to calculate stock price and review our result referring to 
peers’ PE valuation.  
 
(1) We predict the sales and EPS by estimating the growth of different channels 
and assume relatively stable profit margins.  
 
(2) Given Beta 1.33, WACC 7.59%, our DCF model gives stock price of 
HKD9.05, representing PE 44.12x.  
 
(3) We build a sample by selecting 11 listed firms focused on condiment products 
in PRC. We get market-cap weighted average PE 40.06x and median PE 36.54x. 
To further excluding market-cap influence, we pick 3 firms with most similar 
market cap, which implies even higher average PE 45.77x and median PE 47.36x. 
Relative valuation indicates a rational PE range of 36.54x to 47.36.  
 
(4) Our target PE from DCF is located in this range. Besides, we highlight that 
Yihai’s revenue and net profit grow more rapidly than peers. Therefore, we think 
that DCF derived price 9.05 is generally reasonable. (Exchange rate refers to 
HKDCNY 1y forward price on Jan 3rd 2018.) 
 
Figure: Assumption of Topline Growth 

Source：Company, Phillip Securities 
 
Figure: DCF valuation 

Beta 1.33  (With reference to listed peers) 

WACC 7.59%   

Terminal Growth 3.00%   

(RMB mn) 2017E 2018E 2019E 2020E 2021E Terminal Value 

EBIT 314.64  401.40  487.52  564.43  633.94   

Free cash flow 71.03  105.83  194.49  296.72  403.34  9051.25 

Total Firm Value 7125.34  

Net Cash  917.21  

Equity Value 8042.54  

Shares 1,046.90 

Price per share 9.05  
Source: Phillip Securities 
 

RMB mn 2016A 2017E 2018E 2019E 2020E 2021E 
Related-party 
sales YoY growth 

30.24% 36.25% 28.40% 20.75% 13.30% 6.05% 

Store expansion % 27.93% 17.61% 25.00% 20.00% 15.00% 10.00% 

SSSG % - - 9.00% 7.00% 5.00% 3.00% 

Third-party sales 
YoY growth 26.17% 38.06% 26.56% 22.34% 18.85% 19.73% 
Distributors 19.42% 30% 20% 20% 15% 15% 

E-commerce 422.93% 100% 50% 20% 20% 20% 

Third-party 
catering companies 

74.43% 200% 100% 50% 50% 50% 
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Figure: Relative Valuation 

Peers 
Code Firm Market Cap 

/RMB bn 
PE(TTM)  2016 Revenue 

Growth%  
2016 Net Profit 

Growth %  

603288.SH Haitianweiye 143.38 42.89 10.21 13.29 

600298.SH Anqijiaomu 27.91 36.54 14.88 91.04 

600872.SH Zhongjugaoxin 20.31 44.06 14.19 46.55 

600873.SH Meihuashengwu 17.10 15.94 -7.20 144.84 

002507.SZ Fulingzhacai 13.24 36.39 19.95 63.46 

0546.HK Fufeng 11.56 8.54 5.29 111.62 

002650.SZ Jiajia 8.16 54.01 7.02 1.88 

600305.SH Hengshun 7.12 35.93 10.24 -28.89 

603027.SH Qianhe 6.28 47.36 22.81 50.44 

603696.SH Anji 4.68 125.22 -2.90 -23.26 

2226.HK Honworld 1.99 10.83 3.84 -9.58 

Weighted Average  40.06 10.55 35.91 

Median   36.54 10.21 46.55 

1579.HK Yihai 7.05 33.25 29.46 49.92 

Peers with more similar market-cap 

Code Firm 
Market Cap 

/RMB bn PE(TTM)  
2016 Revenue 

Growth%  
2016 Net Profit 

Growth %  

002650.SZ Jiajia 8.16 54.01 7.02 1.88 

600305.SH Hengshun 7.12 35.93 10.24 -28.89 

603027.SH Qianhe 6.28 47.36 22.81 50.44 

Average   45.77 13.35 7.81 

Median   47.36 10.24 1.88 

1579.HK Yihai 7.05 33.25 29.46 49.92 
*Data as at 3 Jan 2018 from Wind. 
 
Figure: DCF Valuation vs Relative Valuation 

Target price (DCF)/HKD 9.05 

EPS 2017E /RMB 0.242 

DCF Implying PE 44.12x   

Relative PE range 36.54x - 47.36x 

Source: Phillip Securities 
 
Investment Recommendation  
 
The condiment industry is expected to benefit from rising consumer demand and 
consumption upgrade. We highlight that leading enterprises with brand and 
channel advantages are more likely to achieve significant development. Yihai 
features outstanding brand advantage and expanding channels. Although the stock 
price increased dramatically since Dec 2017, given current lower than average PE 
and strong growth expectation, we still consider the stock attractive. We give 
‘Accumulate’ recommendation, target price HKD9.10 with 11.8% upside, and 
suggest buying during price dips. 
 
Risk  
Sales may be adversely affected if Haidilao brand is harmed; Price hike of raw 
material and rising expenses; Revenue growth fail expectations. 
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Financials 
 
FYE 2016A 2017E 2018E 2019E 2020E 
Valuation Ratios       

Price to Earnings (P/E) 41.70 39.68 31.10 25.61 22.12 

Price to Book (P/B) 5.12 5.26 4.39 3.65 3.06 

Per Share Data (RMB)       

EPS 0.23 0.24 0.31 0.37 0.43 

Book Value Per Share 1.59 1.55 1.86 2.23 2.66 

Growth (%)       

Revenue 28.40 37.05 27.58 21.45 15.78 

Gross Profit 41.70 30.54 27.58 21.45 15.78 

Operating Income 33.73 42.11 27.58 21.45 15.78 

Net Profit 49.92 25.54 27.58 21.45 15.78 

Margins (%)       

Gross Profit Margin 38.32 36.50 36.50 36.50 36.50 

Operating Profit Margin 20.35 21.10 21.10 21.10 21.10 

Net Profit Margin 17.16 15.72 15.72 15.72 15.72 

Key Ratios       

ROE (%) 14.75 15.62 16.62 16.79 16.28 

ROA (%) 13.12 13.98 14.98 15.25 14.91 

        

FYE 2016A 2017E 2018E 2019E 2020E 
Income Statement (RMB Mn)      

Revenue 1,088.0 1,491.2 1,902.4 2,310.5 2,675.0 

- Cost of Goods Sold -671.1 -946.9 -1,208.0 -1,467.2 -1,698.6 

Gross Income 416.9 544.3 694.4 843.3 976.4 

- Operating Expenses -195.5 -229.6 -293.0 -355.8 -412.0 

Operating Income 221.4 314.6 401.4 487.5 564.4 
+ Net Non-Operating 
Gain/Loss 33.7 0.0 0.0 0.0 0.0 

Pretax Income 255.1 314.6 401.4 487.5 564.4 

- Tax -68.4 -80.2 -102.4 -124.3 -143.9 

Net Profit 186.7 234.4 299.0 363.2 420.5 
Source: Bloomberg, Phillip Securities (HK) Research Estimates 
(Financial figures as at 4 Jan 2018) 
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We do not base our recommendations entirely on the above quantitative return bands.  We consider qualitative factors like (but not limited to) a 
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative 
undertones surrounding the stock, before making our final recommendation 
 
GENERAL DISCLAIMER 
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and 
limitations set out below. 
 
This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or 
consequential loss arising from any use of material contained in this publication. 
 
The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any analysis, 
forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are expressions of belief 
only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such information or Research is accurate, 
complete or verified or should be relied upon as such. Any such information or Research contained in this publication is subject to change, and Phillip Securities shall not 
have any responsibility to maintain the information or Research made available or to supply any corrections, updates or releases in connection therewith. In no event will 
Phillip Securities be liable for any special, indirect, incidental or consequential damages which may be incurred from the use of the information or Research made 
available, even if it has been advised of the possibility of such damages. 
 
Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at any time 
without prior notice. 
 
This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any 
particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should seek advice from a 
financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or particular needs of that person, 
before making a commitment to invest in any of such products. 
This publication should not be relied upon as authoritative without further being subject to the recipient’s own independent verification and exercise of judgment. The 
fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a representation that any product 
described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products which may be described in this publication 
involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions involving such products should not be made unless all 
such risks are understood and an independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein 
with respect to any product should not be considered to be a disclosure of all risks or a complete discussion of such risks. 
 
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in this research 
should take into account existing public information, including any registered prospectus in respect of such security. 
 
Disclosure of Interest 
Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation covered in 
this report. 
Firm’s Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial interest of 1% or 
more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed corporation. 
 
Availability 
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where 
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any registration or 
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction. 
 
Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear responsibility for any 
loss occasioned by reliance placed upon the contents hereof.  PSHK (or its affiliates or employees) may have positions in relevant investment products. For details of 
different product's risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.   

© 2018 Phillip Securities (Hong Kong) Limited 
 

Contact Information (Regional Member Companies) 

Total Return Recommendation Rating Remarks 
>+20% Buy 1 >20% upside from the current price 

+5% to +20% Accumulate 2 +5% to +20%upside from the current price 
-5% to +5% Neutral 3 Trade within  ± 5% from the current price 
-5% to -20% Reduce 4 -5% to -20% downside from the current price 

<-20% Sell 5 >20%downside from the current price 
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