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Want Want China Holdings Ltd 
(151 HK)
Expecting deterioration to continue; in-line results

Underweight
Price: HK$7.99
16 Mar 2015

Price Target: HK$7.00
PT End Date: 31 Dec 2015

Want Want announced US$619mn net profit for FY14, down 10% y/y in line with our estimate of 9% y/y decline. Weak 
results should be a non-event given that the company had issued a profit warning earlier. However, it is worth highlighting 
some interesting points from the results.

• Dairy revenue was down 5% y/y in 2H14 (vs 5% y/y growth in 1H14 and c17% growth in FY13). Want Want tried to 
lower channel inventory and improve sales after a weak 1H performance; it seems that efforts have not paid in the dairy 
division and competition continues to impact WW’s dairy segment performance.

• Snacks revenue was down 2% y/y in 2H14 following a strong 14% y/y growth in 1H14. Snacks slowdown in 2H 
seems alarming as this is not a product that has a lot of gifting related sales (such as rice crackers). And in fact during 
the same period Orion posted c5% y/y growth in its China confectionary and snacks business, which likely shows WW 
underperformed in this segment.

• On the margin front (with low WMP cost not yet helping WW) operating margin for the entire company came at 
19.9% in 2H14 down 370bps on y/y basis.

• The dividend payout in FY14 was c52% which compares to c67% in FY13. 

Post the profit warning we downgraded Want Want (WW) to UW as we believe further de-rating is on the way as 
potential margin recovery on the back of input cost correction takes the back seat and focus is now on top line slowdown. 
WW used to be a core holding among China consumer names given its: i) dominant market share in niche categories with 
little competitive pressure, ii) strong pricing power, which meant that it was able to pass on input cost increases via ASP 
increase and reported strong margin expansion when input costs corrected as it had little need to boost A&P, and iii) on 
the back of all these had strong top line driven both by volume and ASP. We believe all these pillars have cracked. With a 
structural slowdown in top line growth (due to high penetration and tough competition) and almost no pricing power left 
(which likely means not benefitting from input costs correction as it used to do) we believe the stock’s de-rating which 
just started will continue.

Figure 1: Want Want dairy sales growth y/y growth

Source: Company reports.
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Table 1: Want Want 2H14 results vs JPM estimates

USDmn 2H13 2H14A % chg y/y 2H14E Actual/Est
Sales revenue 2,063 1,923 -7% 1,914 0.5%
Gross profit 862 772 -10% 746 3.5%
Gross margin 41.8% 40.2% 39.0%
Other income 37 33 -11% 53 -38.9%
Total operating expenses -413 -423 2% -413 2.4%
EBIT 486 382 -21% 387 -1.2%
EBIT margin 23.6% 19.9% 20.2%
Net interest income (expense) 27 22 -19% 24 -9.8%
Associates 1 0 2
Pretax profit 514 403 -21% 412 -2.2%
Tax -135 -102 -24% -106 -3.6%
Effective tax rate -26% -25% -26%
Minority interests -1 0 1
Net profit 378 301 -20% 307 -1.9%
Net margin 18.3% 15.7% 16.0%

Source: J.P. Morgan estimates, Company data.

Table 2: Want Want FY14 results vs JPM estimates

USDmn FY13 FY14A % chg y/y FY14E Actual/Est
Sales revenue 3,818 3,775 -1% 3,767 0.2%
Gross profit 1,586 1,519 -4% 1,493 1.7%
Gross margin 41.5% 40.2% 39.6%
Other income 78 73 -6% 94 -22.0%
Total operating expenses -781 -816 4% -806 1.2%
EBIT 883 777 -12% 781 -0.6%
EBIT margin 23.1% 20.6% 20.7%
Net interest income (expense) 49 53 9% 56 -4.3%
Associates 2 -1 2
Pretax profit 934 830 -11% 839 -1.1%
Tax -247 -210 -15% -214 -1.8%
Effective tax rate -26% -25% -26%
Minority interests -1 -1 1
Net profit 686 619 -10% 625 -1.1%
Net margin 18.0% 16.4% 16.6%

Source: J.P. Morgan estimates, Company data.

Table 3: Want Want 2H14 revenue, gross profit and EBIT breakdown by segment vs JPM estimates

USDmn 2H13 2H14A % chg y/y 2H14E Actual/Est
Revenue breakdown
Rice crackers 590 508 -14% 502 1%
Dairy products & beverages 1,057 1,006 -5% 1,010 0%
Snack foods 412 405 -2% 397 2%
Others 5 4 5
Total 2,063 1,923 -7% 1,914 0%
Gross profit breakdown
Rice crackers 257 206 -20% 205 1%
Dairy products & beverages 425 385 -9% 367 5%
Snack foods 178 180 1% 169 6%
Others 2 0 5
Total 862 772 -10% 746 4%
EBIT breakdown
Rice crackers 147 102 -30% 95 8%
Dairy products & beverages 287 245 -15% 224 9%
Snack foods 87 77 -12% 83 -7%
Unallocated costs -35 -43 -16
Total EBIT 486 382 -21% 387 -1%
Gross profit margin
Rice crackers 43.6% 40.7%
Dairy products & beverages 40.2% 38.3%
Snack foods 43.4% 44.5%
Total 41.8% 40.2%
EBIT margin
Rice crackers 24.9% 20.2%
Dairy products & beverages 27.2% 24.4%
Snack foods 21.3% 19.1%
Total 23.6% 19.9%

Source: J.P. Morgan estimates, Company data.
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Table 4: Want Want FY14 revenue, gross profit and EBIT breakdown by segment vs JPM estimates

USDmn FY13 FY14A % chg y/y FY14E Actual/Est
Revenue breakdown
Rice crackers 910 812 -11% 806 1%
Dairy products & beverages 1,999 1,993 0% 1,997 0%
Snack foods 900 963 7% 955 1%
Others 9 8 9
Total 3,818 3,775 -1% 3,767 0%
Gross profit breakdown
Rice crackers 371 324 -13% 323 0%
Dairy products & beverages 826 765 -7% 747 3%
Snack foods 387 432 12% 421 3%
Others 2 -2 3
Total 1,586 1,519 -4% 1,493 2%
EBIT breakdown
Rice crackers 185 153 -17% 145 5%
Dairy products & beverages 560 488 -13% 467 4%
Snack foods 204 215 5% 221 -3%
Unallocated costs -65 -79 -52
Total EBIT 883 777 -12% 781 -1%
Gross profit margin
Rice crackers 40.8% 39.9%
Dairy products & beverages 41.3% 38.4%
Snack foods 43.0% 44.9%
Total 41.5% 40.2%
EBIT margin
Rice crackers 20.3% 18.8%
Dairy products & beverages 28.0% 24.5%
Snack foods 22.7% 22.4%
Total 23.1% 20.6%

Source: J.P. Morgan estimates, Company data.

Table 6: Product segment brekadown trends

USD mn 1H11 2H11 1H12 2H12 1H13 2H13 1H14 2H14
Revenue breakdown
Rice crackers 279 538 277 535 320 590 304 508
Dairy products & beverages 623 770 796 912 942 1,057 987 1,006
Snack foods 369 354 450 380 488 412 558 405
Others 8 5 4 4 4 5 4 4
Total 1,279 1,667 1,528 1,831 1,754 2,063 1,853 1,923
Gross profit breakdown
Rice crackers 89 218 98 219 114 257 117 206
Dairy products & beverages 211 255 290 385 400 425 380 385
Snack foods 121 128 178 157 208 178 252 180
Others 1 2 1 0 1 2 -2 0
Total 422 603 567 761 724 862 747 772
EBIT breakdown
Rice crackers 36 125 34 112 38 147 50 102
Dairy products & beverages 127 148 188 246 273 287 243 245
Snack foods 63 70 102 82 117 87 138 77
Unallocated costs -22 -23 -26 -28 -30 -35 -36 -43
Total EBIT 204 319 298 413 397 486 395 382
% revenue growth
Rice crackers 18% 37% 0% -1% 15% 10% -5% -14%
Dairy products & beverages 29% 32% 28% 18% 18% 16% 5% -5%
Snack foods 35% 37% 22% 7% 8% 8% 14% -2%
Others -24% -20% -54% -10% 6% 18% -6% -26%
Total 28% 34% 19% 10% 15% 13% 6% -7%
GPM ppt chg
Rice crackers (990) 37 310 52 40 266 300 (294)
Dairy products & beverages (60) (169) 260 915 610 (200) (400) (193)
Snack foods (920) (304) 680 509 310 199 250 113 
Total (510) (111) 410 543 415 22 (92) (164)
EBIT margin ppt chg
Rice crackers (46) (224) (60) 398 466 (470)
Dairy products & beverages 325 780 537 16 (436) (279)
Snack foods 560 198 131 (46) 78 (215)
Total 358 341 315 101 (134) (368)
Gross margin by product
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Rice crackers 32.1% 40.4% 35.2% 41.0% 35.6% 43.6% 38.6% 40.7%
Dairy products & beverages 33.8% 33.1% 36.4% 42.2% 42.5% 40.2% 38.5% 38.3%
Snack foods 32.8% 36.3% 39.6% 41.4% 42.7% 43.4% 45.2% 44.5%
Total 33.0% 36.2% 37.1% 41.6% 41.2% 41.8% 40.3% 40.2%
EBIT margin by product
Rice crackers 12.9% 23.1% 12.4% 20.9% 11.8% 24.9% 16.5% 20.2%
Dairy products & beverages 20.3% 19.2% 23.6% 27.0% 28.9% 27.2% 24.6% 24.4%
Snack foods 17.0% 19.7% 22.6% 21.7% 23.9% 21.3% 24.7% 19.1%

Total 15.9% 19.1% 19.5% 22.5% 22.6% 23.6% 21.3% 19.9%

Source: J.P. Morgan estimates, Company data.

 
Investment Thesis
We reiterate UW on Want Want (WW). We believe further de-rating is on the way as potential margin recovery on the back of input 
cost correction takes the back seat and focus is now on top line slowdown. WW used to be a core holding among China consumer 
names given its: i) dominant market share in niche categories with little competitive pressure; ii) strong pricing power which meant 
that they were able to pass on input cost increases via ASP increase and reported strong margin expansion when input costs corrected 
as they had little need to boost A&P; and iii) on the back of all these had strong top line driven both by volume and ASP. We believe 
all these pillars have cracked. With a structural slowdown in top line growth (due to high penetration and tough competition) and 
almost no pricing power left (which likely means not benefitting from input costs correction as they used to do), we believe the stock’s 
de-rating which just started will continue.

Valuation
Our Dec-15 PT of HK$7 is based on 16x one-year forward P/E, 2-standard deviation below the historical mean as growth rates are 
lower than in the past. 

Risks to Rating and Price Target
Risks to our UW rating and price target include: i) a stronger-than-expected margin recovery in 2015 which should kick in after 1Q, 
thanks to low milk powder price and likely lead to decent earnings growth this year; and ii) seasonal sales momentum, which might 
mean we are likely to have strong 1Q15 sales given the shift in CNY. 
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investment decision.
Important Disclosures 

• Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Want Want China Holdings Ltd.

• Client/Non-Investment Banking, Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as 
clients, and the services provided were non-investment-banking, securities-related: Want Want China Holdings Ltd.
• Client/Non-Securities-Related: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients, and the 
services provided were non-securities-related: Want Want China Holdings Ltd.
• Investment Banking (next 3 months): J.P. Morgan expects to receive, or intends to seek, compensation for investment banking services in the 
next three months from Want Want China Holdings Ltd.
• Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services other than 
investment banking from Want Want China Holdings Ltd.
Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reports 
and all J.P. Morgan–covered companies by visiting https://jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.
inquiries@jpmorgan.com with your request. J.P. Morgan’s Strategy, Technical, and Quantitative Research teams may screen companies not covered 
by J.P. Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.

http://gfd-app.emea.jpmchase.net:6080/server/console/chart/?
shareClassId=503771&shareClassServerId=4&chartDesignation=1&actionType=CHART&isAdr=false&isUSDTranslation=false&cos=false&imageTypeId=4&chartHeight=288&chartWidth=456&svrTs=1426570412341

Date Rating Share Price 
(HK$)

Price 
Target (HK
$)

09-Feb-10 N 5.08 5.20
10-Mar-10 N 5.86 5.40
28-Jun-10 N 6.57 5.80
25-Aug-10 N 6.06 5.80
04-Nov-10 OW 7.43 8.80
17-Jul-11 N 7.29 8.00
24-Aug-11 N 6.28 6.50
12-Oct-11 N 6.89 6.00
07-Mar-12 N 7.52 7.00
02-Jul-12 N 9.76 7.60
30-Aug-12 N 9.68 8.50
16-Jan-13 N 10.16 9.00
05-Mar-13 N 11.48 9.50
27-Aug-13 N 11.42 10.00
12-Mar-14 N 11.36 10.50
26-Jul-14 N 10.62 10.20
25-Nov-14 N 10.28 9.90
11-Feb-15 UW 8.68 7.00

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period. 
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe: 
J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total 
return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock 
will perform in line with the average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Underweight [Over the 
next six to twelve months, we expect this stock will underperform the average total return of the stocks in the analyst’s (or the analyst’s team’s) 
coverage universe.] Not Rated (NR): J.P. Morgan has removed the rating and, if applicable, the price target, for this stock because of either a lack of a 
sufficient fundamental basis or for legal, regulatory or policy reasons. The previous rating and, if applicable, the price target, no longer should be 
relied upon. An NR designation is not a recommendation or a rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each 
stock’s expected total return is compared to the expected total return of a benchmark country market index, not to those analysts’ coverage universe. 
If it does not appear in the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan’s 
research website, www.jpmorganmarkets.com. 
Coverage Universe: Sener Kurumlu, Ebru: Ajisen China Holdings Ltd (0538.HK), Belle International Holdings Ltd. (1880.HK), Cafe de Coral 
Holdings Ltd (0341.HK), China Foods Ltd (0506.HK), China Mengniu Dairy Co. Ltd. (2319.HK), China Resources Enterprise (0291.HK), Chow Tai 
Fook Jewellery Company Ltd. (1929.HK), Esprit Holdings (0330.HK), Golden Eagle Retail Group Ltd (3308.HK), Hengan International Group Ltd 
(1044.HK), Li & Fung (0494.HK), Lifestyle International Holdings (1212.HK), New World Department Stores Ltd (0825.HK), Parkson Retail Group 
Ltd (3368.HK), Prada S.P.A (1913.HK), Tibet 5100 Water Resources Holdings Ltd (1115.HK), Tingyi (Cayman Islands) Holding Corp (0322.HK), 
Tsingtao Brewery - A (600600.SS), Tsingtao Brewery - H (0168.HK), Uni-President China Holdings Ltd (0220.HK), Want Want China Holdings Ltd 
(0151.HK)
J.P. Morgan Equity Research Ratings Distribution, as of January 1, 2015

Overweight 
(buy)

Neutral 
(hold)

Underweight 
(sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%
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IB clients* 56% 49% 33%
JPMS Equity Research Coverage 45% 48% 7%
IB clients* 75% 67% 52%

*Percentage of investment banking clients in each rating category. 
For purposes only of FINRA/NYSE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating 
category; and our Underweight rating falls into a sell rating category. Please note that stocks with an NR designation are not included in the table above. 
 

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please 
see the most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan 
representative, or email research.disclosure.inquiries@jpmorgan.com.
Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon 
various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues. 
Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates 
of JPMS, are not registered/qualified as research analysts under NASD/NYSE rules, may not be associated persons of JPMS, and may not be subject 
to FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by 
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plc, Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht. Hong Kong: 
The 1% ownership disclosure as of the previous month end satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons Licensed 
by or Registered with the Securities and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month 
end data from two months prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider/market maker for derivative warrants, callable bull bear contracts 
and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: http://www.hkex.com.hk. Japan: There is a risk 
that a loss may occur due to a change in the price of the shares in the case of share trading, and that a loss may occur due to the exchange rate in the case of foreign share 
trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying 
the executed price by the commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial 
Instruments Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers Association, 
The Financial Futures Association of Japan, Type II Financial Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have 
been edited or contributed to from time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul Branch. Singapore: JPMSS and/or its affiliates may have a 
holding in any of the securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures 
section above. Taiwan: This material is issued and distributed in Taiwan by J.P. Morgan Securities (Taiwan Limited). India: For private circulation only, not for sale. 
Pakistan: For private circulation only, not for sale. New Zealand: This material is issued and distributed by JPMSAL in New Zealand only to persons whose principal 
business is the investment of money or who, in the course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this 
material to members of "the public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any 
third party or outside New Zealand without the prior written consent of JPMSAL. Canada: The information contained herein is not, and under no circumstances is to be 
construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to buy securities described herein, in 
Canada or any province or territory thereof. Any offer or sale of the securities described herein in Canada will be made only under an exemption from the requirements 
to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively, pursuant to 
an exemption from the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. The information contained 
herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the recipient. To the 
extent that the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of 
Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority in Canada has 
reviewed or in any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, and any representation to 
the contrary is an offence. Dubai: This report has been issued to persons regarded as professional clients as defined under the DFSA rules. Brazil: Ombudsman J.P. 
Morgan: 0800-7700847 / ouvidoria.jp.morgan@jpmorgan.com. 
General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co. or its 
affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to JPMS and/or its 
affiliates and the analyst's involvement with the issuer that is the subject of the research. All pricing is as of the close of market for the securities discussed, unless 
otherwise stated. Opinions and estimates constitute our judgment as of the date of this material and are subject to change without notice. Past performance is not 
indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The opinions and 
recommendations herein do not take into account individual client circumstances, objectives, or needs and are not intended as recommendations of particular securities, 
financial instruments or strategies to particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial 
instruments mentioned herein. JPMS distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic updates may be 
provided on companies/industries based on company specific developments or announcements, market conditions or any other publicly available information. Clients 
should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home jurisdiction unless governing law permits otherwise. 
"Other Disclosures" last revised November 29, 2014. 

Copyright 2015 JPMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed 
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