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WH Group (288 HK)

NDR takeaways; China market is improving in 3Q19E

We hosted a NDR yesterday. Key interested areas of investors were profitability
of various segments and policy. The improvement of China market performance
in 3Q19E, driven by packaged meat segment, is better than our expectation.

China market is improving in 3Q19E. (1) Packaged meat: It is the second
largest segment of WH in terms of profit contribution (38% of segment profit
in 1H19). 3Q19E OP/tonne has been improving notably compared to 1H19,
led by 4% ASP hike in Jul and consumption of low-cost pork inventory. Cost
pressure can be offset. The Shuanghui cooking sausage (= i & &) ¥ fj
*27%) launched in late Jun has been well received with average monthly
sales volume of 800 tonne. (2) Fresh pork: Due to supply shortage, hog
processing volume fell YoY and operating cost/head increased. However,
we think OP/head can achieve above normal profitability range (RMB40-
60/head) in 2H19E because WH started to sell low-cost pork inventory.

US market in 2H19 better than 1H19. (1) Hog production: management
reiterates the segment can achieve profitable growth in 2H19E and FY19E
thanks to hedging done in 1H19. (2) Fresh pork: the business was still loss-
making in Jul but turned around in Aug. We expect profitability in 3Q19E to
improve from 2Q19. (3) Packaged meat: We expect that OP margin would
continue to improve YoY in 2H19E as product mix enhancement carries on.

All eyes on trade talks in Oct. Regarding the news saying China
government would support enterprises to purchase certain volume of US
pork without additional tariff, WH has not received any formal notices yet.
According to CNBC, US Treasury Secretary Mnuchin said China and US
officials would have trade talks in two weeks. Management believes the
authorities may have updates on the exclusion of additional tariff after the
trade talks.

China hog price to go up in coming two quarters. Management expects
the price hike to be led by YoY sharp decline of hog and sow balance and
pork consumption peak season. WH is keeping to source cheap pork
overseas as reserves. Given that US hog and pork carcass prices trade at
67% and 69% discount to China’s, respectively, we expect US’ export
volume to China to keep going up, which should support US hog and pork
prices.

Maintain Buy. Our SOTP-based TP HK$9.20 represents 14.3x FY19E P/E.
Catalyst: China reduces import tariffs or increases pork imports on US pork.
Risk: Packaged meat and fresh pork margins below expectation.

Earnings Summary

(YE 31 Dec) FY17A FY18A FY19E FY20E FY21E
Revenue (US$ mn) 22,379 22,605 23,217 24,240 24,268
Net profit (US$ mn) 1,127 1,047 1,215 1,317 1,347
Adj. net profit (US$ mn) 1,090 1,046 1,215 1,317 1,347
Adj. EPS (US$) 0.075 0.071 0.083 0.090 0.092
YoY growth (%) 1.0 (4.9) 16.2 8.3 2.3
Adj. P/E (x) 12.0 12.6 10.9 10.0 9.8
P/B (X) 1.8 1.7 15 1.4 1.3
Yield (%) 3.8 2.8 4.1 4.5 4.6
Adj. ROAE (%) 15.8 13.8 14.9 14.7 13.8
Net gearing (%) 22 30 24 16 9
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Related Reports

1. “WH Group — US hog futures rallied as
trade tensions ease” — 14 Sep 2019

2. “WH Group — Expect a better 2H19” —
14 Aug 2019

3. “WH Group — 1H19 preview; expect a
better 2H19” — 24 Jul 2019

4.  “WH Group — US ham price up after
Mexico dropped tariff’ — 24 May 2019

5. “WH Group — 1Q19 net profit fell but
earnings outlook still positive” — 30 Apr
2019
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Figure 1: The discount of US pork carcass price to
China’s widened to 69% on 15 Sep 2019

Figure 2: The discount of US hog price to China’s

widened to 67% on 18 Sep 2019
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Figure 3: Growth of US breeding hog inventory softened Figure 4: Number of sows farrowing during the quarter
also moderated to flat in the quarter ended 1 Jun 2019

from 3% in Sep 2018 to 1% in Jun 2019
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Figure 5: China’s pork import from US jumped 207% YoY Figure 6: China’s pork import is estimated to grow by

in Jul 2019 41% in 2019E
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Figure 7: Sows balance in China fell 37% YoY in Aug 2019 Figure 8: Hogs balance in China fell 39% YoY in Aug
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Figure 9: US total pork export volume is accelerating

Source: WIND, CMBIS

Figure 10: US pork export volume to Mexico, its
largest export destination, has recovered since 20%
tariff eliminated in May 2019
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Figure 11: 2020E US hog futures prices are trading above 2019 hog price
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Figure 12: US fresh pork margin could recover in Sep 2019
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Figure 13: SOTP-based valuation
FY19 net profit ~ Valuation

Segment FY19 P/E (USSMN) (USSmN) EEMEWS

US & Europe businesses  12.0 714.8 8,578 12x FY19E P/E

China business 17.6 500.2 8,804 30% discount on HK listed peers' average 25.1x FY19 P/E
Total 17,382

Value per share (HK$) 9.2

Implied FY19 P/E 14.3

Source: Company data, Bloomberg, CMBIS estimates

Figure 14: P/E band
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Figure 15: Major assumptions for US market

(US$mn) FY17 FY18 FY19E FY20E FY21E
Packaged meat segment

External revenue 7,807 7,773 7,846 8,004 8,165
growth % 9.6% -0.4% 0.9% 2.0% 2.0%
Sales volume (mn metric tons) 1.45 1.46 1.45 1.46 1.47
growth % 3.3% 0.9% -0.5% 0.5% 1.0%
ASP (US$/ton) 5,395 5,324 5,404 5,485 5,540
growth % 6.1% -1.3% 1.5% 1.5% 1.0%
OP margin 9.3% 10.1% 11.4% 11.7% 11.9%

Fresh pork segment

External revenue 4,961 4,790 4,983 5,285 4,891
growth % 11.7% -3.4% 4.0% 6.1% -7.4%
Hog processed (mn heads) 34.43 33.95 34.29 34.63 33.94
growth % 8.0% -1.4% 1.0% 1.0% -2.0%
OP/head (US$) 12.6 1.4 1.0 1.0 4.0
Hog production segment

External revenue 510 619 676 710 668
growth % -358%  21.4% 9.2% 5.1% -5.9%
Hog produced (mn heads) 16.38 16.47 17.13 17.47 17.12
growth % 4.8% 0.5% 4.0% 2.0% -2.0%
OP/head (US$) (4.2) (8.9) 8.0 19.0 5.0
Total external revenue 13,278 13,182 13,505 13,998 13,724
Packaged meat 7,807 7,773 7,846 8,004 8,165
Fresh pork 4,961 4,790 4,983 5,285 4,891
Hog production 510 619 676 710 668
Segment profit 923 615 974 1,202 1,084
growth % 3.9% -33.4% 584%  23.4% -9.8%
Packaged meat 726 785 895 937 972
Fresh pork 433 48 34 35 136
Hog production (68) (147) 137 332 86
Others (168) (71 (92) (102) (110)
Segment profit margin 7.0% 4.7% 7.2% 8.6% 7.9%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6



#Eéﬁaﬁ

25 Sep 2019 (
CMB INTERNATTONAI

Figure 16: Major assumptions for China market
(US$mn) FY17 FY18 FY19E FY20E FY21E
Packaged meat segment
External revenue 3,312 3,458 3,338 3,490 3,631
growth % -1.0% 4.4% -3.5% 4.5% 4.0%
Sales volume (mn metric tons) 1.58 1.60 1.58 1.60 1.63
growth % -1.4% 1.1% -1.0% 1.0% 2.0%
ASP (Rmb/ton) 14,126 14,303 14,746 15,262 15,567
growth % 2.2% 1.3% 3.1% 3.5% 2.0%
OP margin % 20.9% 20.6% 17.5% 15.5% 19.0%
Fresh pork segment
External revenue 3,888 3,584 3,639 3,701 3,536
growth % -7.3% -7.8% 1.5% 1.7% -4.5%
Hog processed (mn heads) 14.27 16.31 15.49 13.94 14.64
growth % 15.5% 14.3% -5.0% -10.0% 5.0%
OP/head (Rmb) 48.8 72.7 79.0 45.0 50.0
Hog production segment
External revenue 11 8 7 7 7
growth % -21.4%  -27.3% -7.0% 0.8% -9.0%
Hog produced (mn heads) 0.31 0.29 0.27 0.26 0.26
growth % 0.0% -6.1% -9.0% -4.0% 0.0%
OP/head (Rmb) 498.0 113.0 -300.0 -200.0 -150.0
Total external revenue 7,446 7,328 7,301 7,545 7,556
Packaged meat 3,312 3,458 3,338 3,490 3,631
Fresh pork 3,888 3,584 3,639 3,701 3,536
Hog production 11 8 7 7 7
Others 235 278 315 347 382
Segment profit 525 922 783 662 832
growth % -36.2% 75.6% -15.1% -154% 25.6%
Packaged meat 692 712 584 541 690
Fresh pork 103 179 175 90 105
Hog production 23 5 (11) (7) (5)
Others (293) 26 35 39 43
Segment profit margin 7.1% 12.6%  10.7% 8.8% 11.0%
Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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Figure 17: Major assumptions for Europe market

(US$mn) FY17 FY18 FY19E  FY20E  FY21E
Packaged meat segment
External revenue 658 916 989 1,134 1,277
growth % 8.4% 39.2% 8.0% 14.6% 12.6%
Sales volume (mn metric tons) 0.24 0.29 0.31 0.34 0.37
growth % 11.6% 18.0% 8.0% 10.0% 10.0%
ASP (EUR/ton) 3,105 3,818 3,627 3,881 4,075
growth % -0.5% 23.0% -5.0% 7.0% 5.0%
OP margin 2.6% 5.5% 5.4% 6.2% 7.5%
Fresh pork segment
External revenue 677 762 925 1,011 1,105
growth % 24.7% 12.6% 21.4% 9.3% 9.4%
Hog processed (mn heads) 5.09 5.83 6.82 7.50 8.25
growth % 0.6% 14.6% 17.0% 10.0% 10.0%
OP/head (EUR) 2.5 3.9 -4.0 -4.0 -2.0
Hog production segment
External revenue 51 61 69 73 69
growth % 41.7% 19.6% 13.0% 5.3% -4.6%
Hog produced (mn heads) 3.53 4.17 4.30 4.42 4.56
growth % 8.9% 18.0% 3.0% 3.0% 3.0%
OP/head (EUR) 32.4 8.2 25.0 30.0 23.0
Total external revenue 1,655 2,095 2,411 2,696 2,988
Packaged meat 658 916 989 1,134 1,277
Fresh pork 677 762 925 1,011 1,105
Hog production 51 61 69 73 69
Others 269 356 428 479 537
Segment profit 135 113 145 184 190
growth % 753% -16.3% 281% 27.1% 3.5%
Packaged meat 17 50 53 71 95
Fresh pork 11 19 (24) (26) (14)
Hog production 101 29 95 114 88
Others 6 15 21 25 21
Segment profit margin 8.2% 5.4% 6.0% 6.8% 6.4%

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (US$ mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec (US$ mn) FY17A FY18A FY19E FY20E FY21E
Revenue 22,379 22,605 23,217 24,240 24,268 Profit before tax 1,501 1,411 1,795 1,964 2,025
China 7,446 7,328 7,301 7,545 7,556 Depreciation and amortization 394 441 469 501 514
us 13,278 13,182 13,505 13,998 13,724 Change in working capital (321) (570) (341)  (65) @
EUR 1,655 2,095 2,411 2,696 2,988 Others (62) (27) (359) (372) (428)
Cost of sales (17,766) (18,103) (18,406) (19,098) (19,260) Net cash from operating 1,512 1,255 1,564 2,028 2,109
Gross profit 4,613 4,502 4,811 5,142 5,008
Capex & investments (530) (811) (80OO) (600) (600)
Other income and gains 113 98 86 88 95 Interest received 12 6 17 15 20
SG&A expenses (2,753) (2,871) (2,917) (3,104) (2,918) Others (266) (412) (58) (57)  (56)
Operating profit 1,973 1,729 1,980 2,126 2,184 Net cash from investing (784) (1,217) (841) (642) (636)
Finance cost (198) (115) (132) (112) (111) cChange of borrowings 64 4 0 (200) (300)
Other expenses (326) (74) (74) (74) (74) Dividend paid (668) (795) (447) (728) (790)
Other gains/(losses) 7 (21) 0 0 0 Others 13 1 0 0 0
Share of profit of associate 8 8 3 3 4 Net cash from financing (591) (790) (447) (928) (1,090)
Share of profit of JV 14 23 18 20 22
Profit before tax 1,478 1,550 1,795 1,964 2,025
Income tax (165) (293) (372) (427) (440) Net changein cash 137 (752) 276 458 383
Non-controlling interests (186) (210) (208) (220) (238) cash at the beginning 1,123 1,279 484 760 1,218
Net profit 1,127 1,047 1,215 1,317 1,347 Exchange difference 19 (43) 0 0 0
Adj. net profit 1,090 1,046 1,215 1,317 1,347 Cash at the end 1,279 484 760 1,218 1,601
Bank and cash balance 1,371 525 801 1,259 1,642
Bank overdraft (92)  (41) (41 (41 (41
Balance sheet Key ratios
YE 31 Dec (US$ mn) FY17A FY18A FY19E FY20E FY21E YE 31 Dec FY17A FY18A FY19E FY20E FY21E
Non-current assets 9,592 9,838 10,191 10,313 10,425 Sales mix (%)
PPE 5,037 5,300 5,644 5756 5,855 China 33.3 32.4 31.4 31.1 31.1
Goodwill 3,580 3,581 3,572 3,563 3,554 us 59.3 58.3 58.2 57.7 56.6
JV/associates 295 352 374 397 423 EUR 7.4 9.3 10.4 111 12.3
Others 680 605 601 597 593
P&L ratios (%)
Current assets 5,666 5,460 6,145 6,757 7,129  Gross profit margin 206 199 198 205 20.6
Cash and pledged deposits 1,440 579 855 1,313 1,686  Operating profit margin 8.8 7.6 8.5 8.8 9.0
Inventory 1,905 2,022 2,391 2,477 2,474 Net profit margin 5.0 4.6 5.2 54 5.6
Trade receivables 989 1,135 1,166 1,217 1,218  Adj. net profit margin 4.9 4.6 5.2 54 5.6
Others 1,332 1,724 1,734 1,750 1,750 Payout ratio 44.7 40.0 45.0 45.0 45.0
Current liabilities 3,499 3,328 3,472 3,566 3,565 Balance sheet ratios
Borrowings 901 860 960 960 960 Current ratio (x) 1.6 1.4 1.8 1.9 2.0
Trade payables 1,076 977 1,005 1,041 1,039 Receivables turnover days 15 17 18 18 18
Other payables 1,472 1,430 1,470 1,523 1,521 Payables turnover days 20 21 19 19 20
Others 50 61 37 43 44 Inventory turnover days 37 40 43 46 47
Asset turnover (X) 15 15 14 1.4 1.4
Non-current liabilities 3,537 35552 3,470 3,300 3,001  Net gearing ratio (%) 22 30 24 16 9
Borrowings 2,297 2,259 2,159 1,959 1,659
Deferred revenue 601 695 713 743 744 Returns (%)
Others 639 598 598 598 598 Adj. ROAE 15.8 13.8 14.9 14.7 13.8
Adj. ROAA 8.8 8.2 9.0 9.2 9.2
Minority Interest 777 672 808 847 888
Total net assets 8,222 8,418 9,394 10,203 10,989 Per share data
Shareholders' equity 7,445 7,746 8,586 9,356 10,110 Adj. EPS (US$) 0.075 0.071 0.083 0.090 0.092
DPS (HK$) 0.27 0.20 0.29 0.31 0.32
BVPS (US$) 0.51 0.53 0.58 0.64 0.69

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



25 Sep 2019 C-ﬂ'ﬁﬁ@ﬁ

CMB INTERNATIONAI

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors.
CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives,
financial position or special requirements. Past performance has no indication of future performance, and actual events may differ materially from
that which is contained in the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a
result of their dependence on the performance of underlying assets or other variable market factors. CMBIS recommends that investors should
independently evaluate particular investments and strategies, and encourages investors to consult with a professional financial advisor in order to
make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security
or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers
or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information
contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness.
CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice.
CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect different assumption,
point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself
and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business
relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect
the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only
and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written
consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a copy
of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser
as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute
reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of
the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or
an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents
of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising
from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10



