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Product mix optimization continuing, expand emergiry channels and
digital marketing

China | Consumer | Company report 30 August 2019

Investment Summary Accumulate
. - ~ CMP HKD5.97
Want Want's revenue of FY 2018 increased by 2.&8%.yJnder the original accounting (Closing price at 28 August 2018)

standards, revenue increased by mid-single dige. ASP of the year also increased by +ArRGET HKD6.71 (+12.4%
mid-single digit, which means that the sales volgravth was flat. According to the
management team, sales performance of Q1 in Fy@@sJlat on y.o.y. basis due to the covpany DATA
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large base effect. Compared to the same perio@bf,4t recorded a mid-single digit OIS SHARES (MN) : 12,422
growth. MARKET CAP (HKDBN) : 74163
52 - WK HI/LO (HKD): 4.943/6.673

We expect revenue of FY2019 can remind a stabletbrwith the consideration of that
the company will launch a number of new producis year and is expected to account gy are HOLDING PATTERN » %

for 2.5% to 3% of the total revenue. The compariyalso continue to expand emerging birecior Tsai Eng Meng 50.70
channels such as maternity, cold chain, vendinghinas and Hot-Kid theme stores. We

expect this year's growth is mainly driven by satglsime. This year's new products

include “Mr. Bond” series, “Queen Alice” series whiaim to attract stylish urban ladies.
PRICE PERFORMANCE » %

The GPM of FY2018 increased by 2.7 ppt. to 45.4%nked to the decrease in cost of 1= 13{%{3 3{?4}1 18?;

certain key raw materials and the enhancementaafyat profitability. We expect the HST 88 648 965
GPM of FY2019 to be further improve as the costertain key raw materials such as
milk powder and packaging materials continue tdidecand the trend is expected to  RETURN VS. HSI

continue in the next two quarters, coupled withtitmred enhancement of profit P
profitability.
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The operation cost of FY2018 increased by 4% y.a/lyile the proportion to revenue VI ,.;jiv‘}q)’ﬂv"‘.“v I"‘a k} r’\ﬁﬁ‘;ﬁ,«m -
was 25.7%, which was similar to the previous y€he increase in management fees we ,,M | W \y‘ ‘""N"Lﬁ‘u‘d{ e “v
due to the increase in staff salaries. The managei®mam expect there will be an e H\ h ik ‘ } ‘--1&"‘1
increase of advertising expenses in distributigmeases which will be invest mainly in M i/ 'W r\j-fl' e
emerging channels and new products. k

Revenue from traditional channel shared 78% ofdted revenue in FY2018, whereas e-

commerce platform shared 4.5%, modern channelesHtd6, overseas market shared Source: Aastocks, Phllp Securiies

5%. We expect that all channels will maintain thevgh trend this year, and the e- KEY FINANCIALS

commerce platform will continue to maintain rapidwgth. RMBmn  FYI6  FY17 FYISE FYI%E

Net Sales 2071z  2123( 2165¢ 2197¢
Net Profit 3471 370 384¢ 397¢

After the cross-sector co-branding activities bemv@/ant Want and brands in the
fashion and apparel and beauty sectors, in Apfib2¢here was “Want at home”

programme, which was the idea of launching fureifaroducts such as Hot-Kid ball EPS,RMB ~ 02¢  0.3C 031 032
cakes couch and Want Want sugarcoated crackeeslgabp. Soon after, the PER, x 19 187 180 174
announcement regarding the “Hot-Kid seasoning’t{sagsavoury senbei powder and BVPS,RMB  1.2¢ 1.3t  14¢ 157
condensed milk) received over 200 million impressidNetizens showed great interest P/BV,x 45 4.1 3.8 35

and all are looking forward to the official launchthose products. We give forecast P/EROE, % 22.4% 22.0% 21.1% 20.2%
ratio 21 times, the corresponding target price HKI6(current price as of August 28,  source: Company, Phillip Securities Est.
2019)
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Business Overview

Financial performance review of FY2018

In 2018FY, the total revenue amounted to RMB20,G hdillion, representing an
increase of 2.8% as compared with that of 2017 kMitRattributable to equity
holders of the Company for 2018FY amounted to RMB8,6 million,
representing an increase of 11.6%.

Revenue from rice crackers and snack foods segmestRMB5,813.5 million
and RMB5,101.1 million respectively, representingspective increase of 3.9%
and 3.5% as compared with that of FY2017. The agdeerevenue from rice
crackers and snack foods segments accounted 665 the total revenue.

According to the management team, with the devetoyraf overseas markets,
rice crackers products with local characteristidshve launched in the future for
each targeted market. Revenue from dairy produntiaverages segment
increased by 1.6% as compared with that of FY2atunted to RMB9,729.6
million and accounted for 47.0% of the total revenu

Investment Thesis & Valuation

We give forecast P/E ratio 21 times, the correspantarget price HKD6.71.
Potential investment risks include revenue growtbh@annel expansion missing
expectation, raw material cost with huge volatil{turrent price as of August 28,
2019)

Figure: Historical PE Ratio
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Source: Bloomberg, Phillip Securities
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Financials

FYE 2016 2017 2018E 2019E 2020E
\Valuation Ratios

Price to Earnings (P/E) 22.3 19.9 18.7 18.Q 17.4
Price to Book (P/B) 4.9 4.5 4.1 3.8 3.5
Per Share Data (RMB)

EPS 0.25 0.2¢ 0.3¢ 0.31 0.32
Book Value Per Share 1.17 1.24 1.35 1.46 1.57%
Growth (%)

Revenue NA 2.8% 2.59 2.09 1.59
Operating Income NA 9.4% 6.99 4.09 3.59
Net Profi NA 11.69 6.59 3.89 3.49
Margins (%)

Gross Profit Margin 42.79 45.4% 46.49 46.99 47.49
Operating Profit Margin 20.89 22.1% 23.19 23.59 24.09
Net Profit Margit 15.49 16.7% 17.49 17.79 18.09
Key Ratios

ROE (%) 21.39 22.4% 22.09 21.19 20.29
ROA (%) 11.79 11.6% 11.49 10.99 10.59
Income Statement (RMB,

Revenue 2015( 20711 2123( 21654 21974
- Cost of Goods Sold -1153 11317 1138 -11501 -11564
Gross Income 861 940( 9847 10153 1041°
-SG&A expenses -512( -5323 -545¢ -5564 -564¢
Operating Income 861 940( 9847 10154 1041°
Pretax Income 4293 4806 5121 5317 5495
- Minority Interest 3116 3477 3704 3844 3974
Net Profit 2015( 20711 2123( 21654 21974

Source: Company, Phillip Securities (HK) Researstiniates
Exchange rat& 0.9329) is one year HKD/CNY forward contract price or' 28igust from Wind
(Financial figures as at 2@&ugust 2019)
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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 opiniookieCtively 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 parécuheeds 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 aogyrct described in
this material is suitable or appropriate for thapient. Recipients should be aware that many efptfoducts 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 hasrbade that such transactions would be appropdeate 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 listegp@ation.

Availability
The information, tools and material presented neaeé 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 (“PSHKbBlieved 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.
© 2019 Phillip Securities (Hong Kong) Limited
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