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Want Want China (151.HK)

Pushing innovations but not price deductions as thkey to success while
facing potential market challenges, entering new @rseas market in

Vietnam and ASEAN countries
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Investment Summary Buy (Initially )

CMP HKD5.54
- After revenue falling for the third consecutivecal year from 2014, FY2018 resumed (Closing price at 11 October 2018)

growth. We believe that this reflected the growftithe overall market demand, as well 0
as the company's own efforts in new products afutméng of sales and distribution TARGET HKD6.58 (+27.7%

channels. We expect the top line growth will acakefurther this financial year, taking COMPANY DATA

into account of the increase in ASP, launching pevducts, as well as non-traditional 5,5 spares (MN) - 12,449
channels expansion. The company raised ASP by metdithigh single digit since April MARKET CAP (HKDBN) : 68969
to May. It expects that the impact of the fare @ase on sales volume is short-term, ands2 - WK HI/LO (HKD): 5.47/8.01

the actual sales performance in July-August ignie With expectations. It plans to invest
the gain from price increase into channels gndd)myn Th_e sales of regylar-3|ze fce o CE HOLDING PATTERN » %
cakes has not been affected by the price hike tochirwhile the larger size one has beeBirector Tsal Eng Meng

affected. Tetrapak “Hot-Kid milk” has not been atfed too much, while the aluminum-
can one has been affected.

50.59

After June, the Chinese retail market sentimenmsde be negatively affected by factors”RICE PERFORMANCE - %

such as the Sino-US trade war, the beverage miaakeslowed down and about to have . 1ER  3fEA 14
price war. Facing the potential market challenges management team stressed that it " " -13;?28 1332 1;33
will not respond by price reductions, but will cionte pushing innovations of products — — —
and channel promotion. It will also control the sp®f shipment to ensure the inventory Return vs. Hsl

turnover staying health. Since April, new prodwsiish as Sawow cocktail, moisten- i .

throat tea, latic acid water, “Dongchi”’(room tergterre ice-cream) and ect have been
introduced. Mr. Bond Coffee was also launched mmas and offices in East China,
mainly targeting young customers, and the marketésponded well.

The management team expects that the contributinewe products this year will be o ]
higher than low single digit in previous years.diti@nal channels will be raised :
penetration, and non-traditional channels (e-commenaternity channel, modern

channel and overseas market) will be further expdnohcluding the launch of channel-

specific products. Last year, non-traditional chesmccounted for about 20% of total  source: Aastocks, Phillip Securities
revenue, and we expect the share will further eeehis year and beyond. In overseas

market, the company has started to build a prooligtiant in Vietnam and is expected ta{EY FINANCIALS

start production from the end of 2019 to the beigigof 2020. The outputs will mainly RMBmn  FYI6 FY17 FYISE FYI9E
supply to local and neighboring ASEAN marketsslaiso looking at market-expansion NetSales 19017 20275 21,897 23429

opportunities in Thailand, Indonesia and EuropethedJnited States. NetProfit 3,337 3,116 3375 3,670
EPS,RMB 026 025 027 029

- The cost of raw materials for food industry hasibstable since the beginning of 2018 pgg 4 1864 1973 1814 16.69

For example, the price of sugar has begun todad, the price of iron has also stabilized.gyps,

Only the price of packaging paper is still at ahhligvel due to factors such as the RMB 0.97 L7 128 140

imported waste paper policy. The management stiadsf the revenue was in line with  P/BV,x 505 421 384 351

expectation and the overall raw materials remagtable compared to last financial yearROE, % 27.06% 2129% 21.11% 21.03%
and the gross profit margin will be able to expaieg.expect this year's profit to resume Source: Company, Phillip Securities Est.
growth, ending the declining trend in profits fouf consecutive years since 2014. We

give Buy Rating, forecast P/E ratio 21.6 times,dbgesponding target price HKD6.58. Research Analyst

(current price as of October 11, 2018) l;i‘;{fééﬁﬁﬁ,f ff;?k
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Business Overview

Wang Wang was established in Taiwan and officiayested in the Chinese
market in 1992. It was the first Taiwanese compartyave a registered trademark
in mainland China. It was listed on the Hong KongiiviBoard in 2008. It was
added as one of the Heng Seng Index constituecksstnd became blue chip
stock in 2011.

Table Company History
Year History
2011 Became a new favorite choice of stock on theg-5eng index

2008 Listed in the HK stockmarket

2007 Delisited from SGX

1996 Listed on the main board of the SGX-ST

1992 Invested in a facility in Hunan, PRC

1989 Completed Want Want brand trademark registrati PRC
1983 Launched rice cracker products in Taiwan

1979 Hot-Kid was born

1976 Tsai family took over | Lan Foods Industrial. Ctd

1962 Establishment of | Lan Foods Industrial Cal. lLlb Taiwan
Source: Company, Phillip Securities

Last finacial year's performance review

Revenue grew by 6.6% to RMB 20.27billion as comgaoethe previous year. In
particular, each of the core products including-Kiat milk, core-brand rice
crackers, popsicles and ball cakes, achieved alelaligiit growth rate or slightly
below such growth rate. Gross profit margin dropgigdificantly by 4.1
percentage points to 43.1% due to the rising afstertain raw materials and
packaging materials. Accordingly, net profit attiiédble to equity holders of the
Company decreased by 6.6% to RMB3115.8 millionasspared with that of the
same period in the previous year.

In terms of the Company’s revenue attributablééathree key product segments,
the revenue from the rice crackers, dairy prodantsbeverages, and snack foods
accounted for 27.88%, 47.42% and 24.47% of thé tet@nue last financial year.
Among the three segments, rice crackers grew giedti.e. 8.37%, the other two
segments were 7.11% and 4.01% respectively.

Operating expense ratio decreased by 0.4 perceptages y.0.y. to 25.9%.
Distribution costs to revenue ratio was 14.8%, eepnting a decrease of 0.4
percentage points y.o.y. partly due to the incréagestment in advertising and
promotion resources in modern channels and emeafiagnels which include e-
commerce. The ratio of administrative expensesytenue was dropped by 1.2
percentage points due to the improved sales andti®# cost control. By the end
of March 2018, the inventory turnover days recor8gdliays improving from 94
days on the end to December 2016. Trade receitaflever days remained
around 20 days.
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Figure: FY2018 Revenue in segments

Revenue in segments(RMB,000)

M Rice cracker M Diary and Beverages ™ Snack Foods M Others

44901,0%

Source: Company, Phillip Securities

Figure: FY2018 Cost of sales breakdown

Cost of sales breakdown

B Raw materials, packaging
& Consumables used

M Salary & employee
benefits

W Depreciation &
amortization

B Others

Source: Company, Phillip Securities

Non-traditional channels continue to expand: launchng exclusive products
for online channels

Want Want has put effort in channel restructurigs lyear. Sales through
traditional channels (wholesale business) had redurn a positive growth track.
Sales through modern channels have maintainedaeaddigit growth momentum
since 2016. Sales through e-commerce channel veeslglet each year in recent
two years and have become an important revenuetlydriver. In particular, one-
third of the revenue growth of the dairy productd Aeverages segment has come
from e-commerce channel. Sales from maternity chlaslso maintained strong
growth momentum. Under the trend of having a seeathild and consumption
upgrade in China, there will be more market opputies.
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Want Want's sales strategy on the e-commerce piaifoto reduce direct
competition through channel-specific products saglrands, packaging and
tastes that are different from offline channelstr€utly dry goods and Hot-Kid
milk are quite popular on e-commerce platform, velasrmaternity channel
mainly focus on rice crackers under the brand naitiBaby Mum-Mum”.

Sales through traditional channels account for 8%e total revenue currently,
modern channels account for 10%, export accounts fo 6%, and emerging
channels (ecommerce and maternal and child plasfoane nearly 4%.

Increasing investment in overseas market

For overseas market, revenue achieved a doublegidmuth last year , becoming
one of the main drivers of the rice cracker's sgtesith. The management team
plan to grape the opportunity of One Belt One Rpality by setting up factories
in Southeast Asia to further open up the local mik plans to invest 250 to 300
million yuan annually within the next 3 to 5 yeaisset up 3 to 5 factories.
Although the land cost in Southeast Asia is mogaesive than China, wage and
tax rates are cheaper.

According to the management, the development of MEMness will not be
ruled out and net profit will have relevant indmatequirements. At present, the
revenue share of the business over the total revismanly low single digit.

New products being launched this year production cost under control

New products have or will be launched among theetnain segments. For the
rice cracker segments, non-fry products will bentzhed. We expect this kind of
products can match consumers’ increasing demaritefdthy foods. For dairy
products and beverages segment, there will be ardeginctive new products
such as lactic acid water, Sawow cocktail, moigkenat tea , Mr Bond Coffee
and etc. which will be marketed and sold to specifinsumer groups.

For snack segments, the company will launch a medyzt with Tetra Pak
package “Dongchi”’(room temperature ice-cream), Wil extend the
company's product range to include ice-cream prsduc
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Want Want China (151.HK)
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We expect this year's profit to resume growth, egdihe declining trend in profits
for four consecutive years since 2014. We give Rating, forecast P/E ratio 21.6
times, the corresponding target price HKD6.58. Riiseinvestment risks include
revenue growth or channel expansion missing expectaaw material cost with
huge volatility. (current price as of October 1018)

Figure: Historical PE Ratio
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Figure: Peers Comparison
Company Market PE Ratio
Value(HKD,mn)
Want Want China | 0151.HK 68969.05 17.74
Mengniu Dairy 2319.HK 89154.36 30.29
Tingyi 0322.HK 69997.52 24.33
WH Group 0288.HK 85704.83 10.02
Dali Foods 3799.HK 72578.82 16.77
U-Presid China 0220.HK 33906.77 27.95
H&H 1112.HK 26600.16 24.49
Vitasoy 0345.HK 26474.88 45.20
Yihai 1579.HK 17315.73 38.92

Source: Wind, Phillip Securities
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Financials
FYE 2016 2017 2018E 2019E 2020E
Valuation Ratios
Price to Earnings (P/E) 18.64 19.73 18.14 16.69 15.47
Price to Book (P/B) 5.05 4.21 3.84 3.51 3.22
Per Share Data (RMB)
EPS 0.26 0.25 0.27 0.29 0.32
Book Value Per Share 0.97 1.17 1.28 1.40 1.53
Dividend Per Share 0.12 0.20 0.16 0.18 0.19
Growth (%)
Revenue NA 6.61% 8.00% 7.00% 6.00%
Operating Income NA -7.38% 8.31% 8.73% 7.84%
Net Profit NA -6.62% 8.33% 8.74% 7.85%
Margins (%)
Gross Profit Margin 47.19% 43,08% 45.08% 45.58% 46.08%
Operating Profit Margin 23.80% 20.68% 20.74% 21.07% 21.44%
Net Profit Margin 17.53% 15.34% 15.39% 15.64% 15.91%
Key Ratios
ROE (%) 27.06% 21.29% 21.11% 21.03% 20.79%
ROA (%) 12.25% 11.66% 11.56% 11.51% 11.39%
Income Statement (RMBB,]
Revenue 19,017 20,275 21,897 23,429 24,835
-Cost of Goods Sold -10,044 -11,539 -12,026 -12,750 -13,391
Gross Income 8,973 8,735 9,871 10,679 11,444
-SG&A expenses -5,016 -5,245 -5,884 -6,295 -6,673
Operating Income 4,526 4,192 4,541 4,937 5,324
Pretax Income 4,608 4,293 4,651 5,058 5,455
- Minority Interest 3 -5 -6 -6 -7
Net Profit 3,334 3,110 3,369 3,664 3,952

Source: Company, Phillip Securities (HK) Researstiniates
Exchange rate 0.8880) is one year HKD/CNY forward contract price orf' Tlctober from Wind
(Financial figures as at  Dctober 2018)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate +5% to +20%upside from the current pice

2

-5% to +5% Neutral 3 Trade within _ * 5% from the current price

-5% to -20% Reduce 4 -5% to -20% downside from the current pge
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely omltioe quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final reowendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssgjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siaébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or paricuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aoglyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efittoducts which may be described in this publiceiinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatiscluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listepp@ation.

Availability
The information, tools and material presented neaee not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear resplitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2018 Phillip Securities (Hong Kong) Limited
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