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I Hong Kong
ADD (no change)

Consensus ratings*: Buy 14 Hold 7 Sell 3

Current price: HK$6.68
Target price: A HK$8.20
Previous target: HK$7.90
Up/downside: 22.8%
CGl / Consensus: 19.3%
Reuters: 0151.HK
Bloomberg: 151 HK
Market cap: US$10,594m
HK$82,933m

Average daily turnover: US$10.33m
HK$82.63m

Current shares o/s: 12,449m
Free float: 48.5%

*Source: Bloomberg

Key changes in this note

2» FY20F EPS increased by 3.3%.
®» FY21F EPS increased by 3.5%.
» FY22F EPS increased by 3.9%.
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Want Want China

Initiatives to drive more business growth

m Net profit for 1THFY20 was up 18.4% yoy to Rmb1,615m, above our expectation.

m Aside from industry-wide factors, such as falling raw material costs and a VAT cut,
Want Want achieved good growth for key high-end products and new products.

m We maintain our positive view on Want Want, as it should be able to maintain its
marketing-leading position with its multi-brand, multi-channel strategy.

m Maintain ADD with an updated DCF-based TP of HK$8.20.

Strong 1HFY20 above expectations on record-high GPM

Although we anticipated a strong set of 1HFY20 results, overall earnings were still above
our expectations. Total revenue was up only 0.6% yoy to Rmb9,304m, mainly because:
(1) certain non-core rice cracker products were no longer sold because of their low GPM,
and (2) snack revenue was down 6.2% yoy, as sales of popsicles, a major product
category, were affected by the cool summer. However, overall GPM expanded 4.4 ppt
yoy to 48.9%, a recent high. We estimate that (1) the VAT cut accounted for a ~2.2 ppt
expansion, while (2) falling raw material and packaging costs, and (3) an improving
product mix, each accounted for ~1.1 ppt expansion. Together with more careful
spending on advertising and promotion and some reduction of sales guides and sales
staff (c.10% headcount cut), these cost savings helped net profit rise 18.4% yoy.

Star products and new products sold well

Overall sales were flattish, but about 85% of the company’s core products still achieved
slight volume growth in 1HFY20. With the product-mix upgrade, overall the ASP recorded
a mid-to high-single-digit increase. The core product Hot Kid Milk achieved 6.6% yoy
sales growth, thanks to extensive channel distribution. Certain products also recorded
good growth, such as candy with high single-digit growth. Want Want introduced some
new products to the market to meet changing customer needs. For example, it launched
“Prime of Love” rice cracker products to target nutrient-cautious middle-aged and elderly
people, and “Fix Body” low-calorie products for health-conscious consumers. All these
new products are part of the Company’s multi-brand strategy to foster more sales.

Exploring new channels to drive sales

The solid sales growth of core products is also attributed to Want Want's channel
strategy. Emerging channels achieved double-digit growth, especially vendor machines
and ecommerce channels, as Want Want refined its product distribution strategy to target
customers more precisely. In the future, other emerging channels, such as themed stores
and maternity stores will also be the focus. Some new products will also be launched in
these channels, such as nut-flavoured Hot Kid Milk.

Overseas expansion more visible in FY21F

Want Want also achieved good mid- to high-single-digit sales growth in overseas
markets. Want Want believes that with its strong brand name and product portfolio, it
faces decent business opportunities in overseas Chinese communities, especially in
Southeast Asia. The factory in Vietnam is expected to commence production in 3QCY20.
We expect this to be one of the key drivers of long-term growth.

Maintain ADD with a new DCF-based TP of HK$8.20

We revised up our EPS forecast for FY20F-22F by 3.3%-3.9% to reflect better-than-
expected margin expansion. Our DCF-based TP is revised up to HK$8.20 (WACC:
8.6%), which is equivalent to 21.7x FY21F P/E. We maintain our ADD rating and our
positive view of Want Want's successful channel reforms and new digital marketing
strategy. Risks include (1) weaker-than-expected sales of Hot Kid Milk because of
intensifying competition; and (2) increasing milk powder prices.

Financial Summary Mar-18A Mar-19A Mar-20F Mar-21F Mar-22F
Revenue (Rmbm) 24,854 20,712 20,988 22,038 23,029
Operating EBITDA (Rmbm) 6,346 5,507 5,939 6,311 6,652
Net Profit (Rmbm) 3,865 3,477 4,003 4,268 4,520
Core EPS (Rmb) 0.31 0.28 0.32 0.34 0.36
Core EPS Growth 15.1% (9.7%) 15.1% 6.6% 5.9%
FD Core P/E (x) 19.36 21.44 18.62 17.47 16.49
DPS (Rmb) 0.10 0.13 0.14 0.15 0.16
Dividend Yield 1.71% 2.10% 2.42% 2.58% 2.73%
EV/EBITDA (X) 10.88 12.11 10.83 9.77 8.85
P/FCFE (x) 24.31 11.35 17.79 16.35 15.42
Net Gearing (38.3%) (49.4%) (56.8%) (63.3%) (68.7%)
P/BV (x) 5.16 4.86 4.25 3.75 3.33
ROE 28.9% 23.3% 24.4% 22.8% 21.4%
% Change In Core EPS Estimates 3.31% 3.52% 3.87%
CGl/consensus EPS (x) 1.05 1.08 1.09
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Initiatives to drive more business
growth

Figure 1. Earnings revision on Want Want

FY3/20F FY3/21F FY3/22F
old New % change old New % change Oold New % change
Sales (Rmb m) 20,665 20,988 1.6% 21,697 22,038 1.6% 22,672 23,029 1.6%
Gross margin 47.2% 48.1% 1.0% 47.5% 48.6% 1.1% 47.6% 48.8% 1.2%
Distribution expen/sales 14.1% 13.9% -0.2% 14.0% 13.8% -0.2% 13.9% 13.7% -0.2%
Operating margin 24.5% 24.9% 0.4% 24.8% 25.3% 0.5% 25.0% 25.7% 0.6%
Effective tax rate 27.5% 27.5% 0.0% 27.8% 27.8% 0.0% 28.0% 28.0% 0.0%
Net profit (Rmb m) 3,875 4,003 3.3% 4,122 4,268 3.5% 4,351 4,520 3.9%
Figure 2: Want Want's 1HFY20 review
(Rmb m) 1HFY3/19 1HFY3/20 yoychg 2HFY3/19  2HFY3/20F yoy chg FY3/19  FY3/20F yoychg Prev. FY3/20F
Turnover 9,248.1 9,304.1 0.6% 11,463.9 11,684.1 1.9% 20,712.0 20,988.2 1.3% 20,664.6
Rice crackers 1,859.3 1,820.6 -2.1% 3,954.2 4,077.5 3.1% 5,813.5 5,898.1 1.5% 5,987.9
Dairy and beverages 4,690.3 4,949.9 5.5% 5,039.3 5,222.4 3.6% 9,729.6  10,172.3 4.5% 9,972.8
Snacks 2,675.8 2,508.6 -6.2% 2,425.3 2,334.6 -3.7% 5,101.1 4,843.2 -5.1% 4,632.6
Others 22.6 24.9 10.0% 45.2 49.7 10.0% 67.8 74.6 10.0% 71.2
Cost of sales -5,131.2 -4,754.0 -7.4% -6,180.7 -6,129.9 -0.8% -11,311.9 -10,883.9 -3.8% -10,916.0
Gross profit 4,116.9 4,550.0 10.5% 5,283.2 5,554.2 5.1% 9,400.2  10,104.3 7.5% 9,748.6
Gross margin 44.5% 48.9% 4.4%pts 46.1% 47.5%  1.5% pts 45.4% 48.1%  2.8%pts 47.2%
Other operating income 209.7 159.3 -24.0% 299.4 340.7 13.8% 509.1 500.0 -1.8% 500.0
Distribution costs -1,439.1 -1,369.9 -4.8% -1,545.5 -1,549.6 0.3% -2,984.6 -2,919.5 -2.2% -2,915.8
G&A expenses -1,115.1 -1,285.7 15.3% -1,223.0 -1,167.6 -4.5% -2,338.1 -2,453.3 4.9% -2,270.8
Operating profit 1,772.4 2,053.8 15.9% 2,814.1 3,177.7 12.9% 4,586.5 5,231.5 14.1% 5,062.0
Operating margin 19.2% 22.1%  2.9% pts 24.5% 27.2%  2.6%pts 22.1% 24.9%  2.8% pts 24.5%
Share of profits of associates -3.7 -1.8 -52.0% -1.7 -5.7 227.7% -5.4 -7.5 37.8% -7.5
Net financing charges 112.4 137.4 22.2% 112.9 142.0 25.8% 225.3 279.4 24.0% 279.4
Profit before tax 1,881.1 2,189.4 16.4% 2,925.3 3,314.1 13.3% 4,806.3 5,503.4 14.5% 5,333.9
Tax -525.6 -584.5 11.2% -818.2 -928.9 13.5% -1,343.8 -1,513.4 12.6% -1,466.8
Minority interest 8.9 10.1 12.5% 5.1 3.1 -38.3% 14.0 13.2 -5.9% 7.9
Net profit 1,364.4 1,614.9 18.4% 2,112.2 2,388.3 13.1% 3,476.6 4,003.2 15.1% 3,875.0
Figure 3: DCF Valuation
DCF valuation (Rmb m) FY19 FY20F FY21F FY22F FY23F FY24F FY25F FY26F FY27F FY28F FY29F FY30F FY31F FY32F
EBIT 4,586.5 52315 55849 59079 61004 6,297.5 6,499.1 6,7053 6916.1 7,131.5 7,351.6 7,576.4 7,805.9 8,040.0
Taxes -1,343.8 -1,513.4 -1,640.2 -1,754.5 -1,811.7 -1,870.2 -1,930.1 -1,991.3 -2,053.9 -2,117.9 -2,183.3 -2,250.1 -2,318.2 -2,387.7
NOPAT 32427 3,718.1 39448 4,153.3 42887 4,427.2 4569.0 47139 4,862.1 50136 5168.3 53263 5487.7 56523
NOPAT growth 147%  61%  53% 3.3% 32% 32% 32% 31% 31% 31% 31% 3.0%  3.0%
D&A 9209 707.8 7258 7438 7662 7891 8128 8372 8623 8882 9148 9423 9705  999.7
Funds from operation 4,163.6 44259 4,670.6 4,897.2 50549 52164 53818 55511 57244 5901.8 6,083.1 62686 6,458.2 6,652.0
Change in net working Capital -47.7 -1159  -343  -297 -306 -316 -325 -335 -345 -355 -366 -37.7 -388  -40.0
Cash flow from operation 4,115.9 4,310.0 4,636.3 4,867.4 50242 51848 53493 5517.6 5690.0 5866.2 6,046.6 62309 6,419.4 6,612.0
Capex -382.0 -400.0 -400.0 -400.0 -412.0 -424.4 -437.1 -450.2 -463.7 -477.6 -4919 -506.7 -521.9 -537.6
Free cash flow from operation 37339 3,910.0 42363 4,467.4 46122 47605 49122 5067.4 52262 53886 5554.6 57242 58975 6,074.4
FCF growth 47%  83%  55%  32%  32% 32% 32% 31% 31% 31% 31% 3.0% 3.0%
Terminal free cash flow 112,529.5
Total discounted free cash flow 39,824.9
Present value of terminal free cash flow 41,427.0
Total present value of forecasted free cash flows 81,251.9
Less: Net Debt -10,000.2
Equity Value 91,252.2
No. of outstanding shares (millions) 12,449.3
Per share Equity Value (Rmb) 7.30
Exchange rate 1.12

Target price (HK$) 8.20




O FEEAERE

Food & Beverages | Hong Kong CHINA GALAXY INTERNATIONAL

Want Want China | November 19, 2019

Figure 4: WACC assumptions

WACC assumptions (%)
Cost of equity 8.6%
Risk free rate 4.0%
Market risk premium 7.6%
Beta 0.60
Target Debt / (Debt + Equity) 0%
Target Equity / (Debt + Equity) 100%

WACC 8.6%
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD Core EPS
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Profit & Loss

(Rmbm) Mar-18A Mar-19A Mar-20F Mar-21F Mar-22F
Total Net Revenues 24,854 20,712 20,988 22,038 23,029
Gross Profit 10,790 9,400 10,104 10,710 11,238
Operating EBITDA 6,346 5,507 5,939 6,311 6,652
Depreciation And Amortisation (1,150) (921) (708) (726) (744)
Operating EBIT 5,196 4,586 5,232 5,585 5,908
Financial Income/(Expense) 138 225 279 322 366
Pretax Income/(Loss) from Assoc. (8) (5) (8) (8) (8)
Non-Operating Income/(Expense) 0 0 0 0 0
Profit Before Tax (pre-El) 5,325 4,806 5,503 5,900 6,266
Exceptional Items

Pre-tax Profit 5,325 4,806 5,503 5,900 6,266
Taxation (1,468) (1,344) (1,513) (1,640) (1,755)
Exceptional Income - post-tax 0 0 0 0 0
Profit After Tax 3,857 3,463 3,990 4,260 4,512
Minority Interests 8 14 13 8 8

Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax

Net Profit 3,865 3,477 4,003 4,268 4,520
Recurring Net Profit 3,865 3,477 4,003 4,268 4,520
Fully Diluted Recurring Net Profit 3,865 3,477 4,003 4,268 4,520
Cash Flow

(Rmbm) Mar-18A Mar-19A Mar-20F Mar-21F Mar-22F
EBITDA 6,346 5,507 5,939 6,311 6,652
Cash Flow from Invt. & Assoc.

Change In Working Capital 249 (48) (116) (34) (30)

(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense

Other Operating Cashflow ?3) 2) 0 0 0
Net Interest (Paid)/Received (266) (278) (264) (248) (233)
Tax Paid (1,402) (1,344) (1,513) (1,640) (1,755)
Cashflow From Operations 4,924 3,836 4,046 4,388 4,634
Capex (409) (382) (400) (400) (400)
Disposals Of FAs/subsidiaries 57 0 0 0 0
Acg. Of Subsidiaries/investments

Other Investing Cashflow 895 503 543 570 599
Cash Flow From Investing 544 121 143 170 199
Debt Raised/(repaid) (2,390) 2,610 0 0 0
Proceeds From Issue Of Shares (323) 0 0 0 0
Shares Repurchased

Dividends Paid (1,804) (1,564) (1,801) (1,920) (2,034)
Preferred Dividends

Other Financing Cashflow 97 101 0 0 0
Cash Flow From Financing (4,419) 1,146 (1,801) (1,920) (2,034)
Total Cash Generated 1,048 5,104 2,388 2,638 2,799
Free Cashflow To Equity 3,077 6,568 4,189 4,559 4,833

Free Cashflow To Firm 5,733 4,235 4,453 4,807 5,066
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BY THE NUMBERS... cont’'d

Balance Sheet
(Rmbm) Mar-18A Mar-19A Mar-20F Mar-21F Mar-22F
Total Cash And Equivalents 12,500 17,134 19,515 22,145 24,937
Total Debtors 1,146 1,035 1,105 1,177 1,249
Inventories 2,569 2,384 2,383 2,483 2,588
Total Other Current Assets 1,138 641 650 683 713
Total Current Assets 17,353 21,195 23,653 26,488 29,487
Fixed Assets 8,990 8,302 7,994 7,668 7,325
Total Investments 324 326 326 326 326
Intangible Assets 16 14 14 14 14
Total Other Non-Current Assets 0 0 0 0 0
Total Non-current Assets 9,330 8,642 8,334 8,008 7,664
Short-term Debt 3,803 1,744 1,744 1,744 1,744
Current Portion of Long-Term Debt
Total Creditors 1,287 1,035 1,117 1,162 1,210
Other Current Liabilities 3,639 3,516 3,396 3,521 3,651
Total Current Liabilities 8,729 6,295 6,257 6,427 6,605
Total Long-term Debt 3,101 7,770 7,770 7,770 7,770
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 242 343 343 343 343
Total Non-current Liabilities 3,343 8,113 8,113 8,113 8,113
Total Provisions 0 0 0 0 0
Total Liabilities 12,072 14,408 14,370 14,540 14,718
Shareholders' Equity 14,488 15,331 17,532 19,880 22,365
Minority Interests 123 98 84 76 68
Total Equity 14,611 15,428 17,617 19,956 22,434
Key Ratios

Mar-18A Mar-19A Mar-20F Mar-21F Mar-22F
Revenue Growth 26.1% (16.7%) 1.3% 5.0% 4.5%
Operating EBITDA Growth 12.8% (13.2%) 7.8% 6.3% 5.4%
Operating EBITDA Margin 25.5% 26.6% 28.3% 28.6% 28.9%
Net Cash Per Share (Rmb) 0.45 0.61 0.80 1.01 1.24
BVPS (Rmb) 1.16 1.23 1.41 1.60 1.80
Gross Interest Cover 17.46 16.51 19.83 22.52 25.34
Effective Tax Rate 27.6% 28.0% 27.5% 27.8% 28.0%
Net Dividend Payout Ratio 33.1% 45.0% 45.0% 45.0% 45.0%
Accounts Receivables Days 22.13 19.22 18.66 18.90 19.23
Inventory Days 81.23 79.92 80.15 78.39 78.48
Accounts Payables Days 42.58 37.46 36.18 36.72 36.72
ROIC (%) 35.8% 37.0% 48.5% 52.8% 57.9%
ROCE (%) 25.7% 21.9% 22.2% 21.7% 21.2%
Return On Awerage Assets 13.9% 11.7% 12.3% 12.1% 11.9%
Key Drivers

Mar-18A Mar-19A Mar-20F Mar-21F Mar-22F
ASP (% chg, main prod./serv.) N/A N/A N/A N/A N/A
Unit sales grth (%, main prod./serv.) 2.0% 3.5% 3.5% 2.5% 2.5%
Util. rate (%, main prod./serv.) N/A N/A N/A N/A N/A
ASP (% chg, 2ndary prod./serv.) N/A N/A N/A N/A N/A
Unit sales grth (%,2ndary prod/serv) 0.0% 3.5% 5.0% 5.0% 5.0%
Util. rate (%, 2ndary prod/serv) N/A N/A N/A N/A N/A
ASP (% chg, tertiary prod/serv) N/A N/A N/A N/A N/A
Unit sales grth (%,tertiary prod/serv) -1.0% 7.0% 4.0% 3.0% 3.0%
Util. rate (%, tertiary prod/serv) N/A N/A N/A N/A N/A
Unit raw mat ASP (%chg,main) N/A N/A N/A N/A N/A
Total Export Sales Growth (%) N/A N/A N/A N/A N/A
Export Sales/total Sales (%) N/A N/A N/A N/A N/A
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