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The worst is over

Yurun is likely to recover from the clenbuterol event in 2011.
Following the declines in the past 2 years, slaughtering
capacity utilization rate is set to recover. The company is
expanding multi-channels to raise upstream sales and
rebuilding the brand to improve downstream margins. Based
on Bloomberg consensus, the stock is trading at 30x earnings
and 0.22x sales in 2015.

B Focus on high-end meat productions and stringent quality control. Yurun has
been the leading company of the LTMP industry for the past 15 years. It focuses on
the production of chilled meat and LTMP products. In 1H13, chilled meat and LTMP
products accounted for 74% and 12.5% of the company’s revenue respectively. For
food safety consideration, Yurun has implemented “21+1” inspections on each hog
from entry quarantine to slaughtering and distribution. Yurun also invites customers
to visit the company’s food safety control processes in its factories.

B Slaughtering capacity utilization rate is set to recover. In the past 2 years,
Yurun continued to suffer from declines in slaughtering volume and decreases in
selling prices following the clenbuterol event in 2011. In addition, the sharp increase
in slaughtering capacity in 2011-2012 also dragged down its utilization rate from
67% in 2010 to less than 30% in 2013. However, the company’s slaughtering
utilization rate is likely to recover in 2014 due to 1) the company’s slaughtering
capacity is stabilizing at least for the next few years; 2) the negative impact of the
clenbuterol event has gradually diminished; and 3) the company will benefit from
consolidation in the sector. With slaughtering utilization rate recovery, the company
is likely to see an improvement in its gross margin in 2014.

B Expanding multi-channels to raise upstream sales. Although third-party
distributors are still the main channel for Yurun to sell its upstream products,
restaurant chains have grown to be another important distribution channel. In 1H13,
restaurant chains generated 28.5% of upstream segment sales compared to 7.9%
in 2006. Furthermore, Yurun has planned to increase the number of franchised
stores from the current 5,000 to 20,000 in the next three years.

B Rebuilding the brand to help improve downstream margins. Gross margin of

the downstream segment recovered strongly to 18.8% in 1H13 from the historical
low of 15.1% in 1H12 thanks to the success in rebuilding customer confidence on
the Yurun brand. On the back of a stronger brand, we believe the company will be
able to improve its downstream product mix by launching more new products
(especially for the LTMP) with comparatively higher prices and gross margins. This
will further help improve gross margin going forward.

Financial Summary

Year to Dec 2008A 2009A 2010A 2011A 2012A

Revenue (HK$ m) 13,024 13,870 21,473 32,315 26,782
Operating Profit (HK$ m) 1,175 1,956 2,974 1,942 -422
Reported Profit (HK$ m) 1,138 1,749 2,737 1,806 -611
Underlying EPS (HK$) 0.74 1.09 157 0.99 -0.33
DPS (HK$) 0.19 0.30 0.39 0.22 0.00
BVPS (HK$) 3.4 5.0 8.0 8.9 8.5
P/E (x) 6.1 4.2 2.9 4.6 NA
Dividend Yield (%) 5.3% 8.4% 11.0% 6.1% 0.0%
P/B (X) 1.33 0.91 0.57 0.51 0.53

Source: Guosen Securities (HK)
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Key Data
Price(HK$) 4.56
Shares Outstanding(m)* 1822.7
Market Cap. (HK$ m)* 8,312
Free float (%) 74.18%
Average Daily Turnover HK$40m
52 Week Range 4.32/6.00
Controlling Shareholder Willie Holdings (25.82%)
BVPS (HK$) 8.53
Debt ratio (%) 39.4

For ratings definitions and other important disclosures, refer to the Information Disclosures at the end of this report.


http://www.hibor.com.cn/

A A SR (@) N
ﬁﬁﬂﬂiﬁq (1068. HK) cuoeen GUOSEN SECURITIES (HK) — = conriioneione
2014 4E 2 H 24 H

i

|

ME &M (1068.HK) -

R R 75 Pl il AT M

2011 FERBPIE L 5, FHEAH TREQEEN. MEREE o
WHBLR AT FIARE, RIVIGERATE 2014 ERBE  pan
HLFE 7= AR LB 5 I B T BRI A L RO AT

yangnx@guosen.com.hk

B FEREEWNERMIE, FERRALEFE. AR GRS  E KB K
JERARME R PSR, IR BR AR ZERTEER I, 15 R e s
AT — BLRARIR B R A Ak . 2013H1, AR Z A 8L RARIE B H RN & f—
Fear 5 74%K% 12. 5%, TRER4RIABRHRIE. £ LT, AFFRLRA , S
21+ R ISR AR T AR AT A AR R BOEE R T, ik S Rl .M' q
S5 BRET AT SRR, DU~y &=t ’ﬂ (‘M'gigMﬂMw\"
B ZFERERRLEEE. A7 EEETMREESE =7 T, HRYPCRELE L Mﬂ \f ﬂﬁ
B EEAN 2006 FEIA 2 8%RFERIRTFE 2013H1 ) 28. 5%, Tt AR KRB R IRE AT, oro
BIAFBORHERE . thah, A RIR RIS RN G, THRIM B AT 5000 ZKA1E
KR ZAEPNBEINE 20000 K.

n BRI RETR EWRRIE . A AI7EL T T 2011 4R PR SR R,
R R TR, TSN BRI, Ak, I EJB SRR, T A
BATE EWrE AR FHZE M 2010 FE K] 67% B8 THEE 2013 FE AL 30%. 3|
1. AR AR TV R T HE KB S~ R A 510 4 AT 1) 5665 J7%, AEHH=Ag: H R B4
2. VRS S LRI ST B R AT AL, AR A R B 2 BT, 3. A B A G5 5S)

TR R TR

st R BATE F7 RETTFFAEITT: BBE, RATUNAR LIS THEAS  ans (am 16227
S HT P AR T A T BT ST oo
" TP RSHAARERREAT. 2012 Fok, AT FHLSEREN  JHEER Jisaom
2012H1 fRBCAR A 15, 1%L ZZ M F+ 25 2013H1 1) 18. 8%, AT, AFlEN EX ST Willie Holdings
BB R R R R TS TR = b, BB RN IR avan s o) 653
5, EHRYEEME R R AHE ® 294

B A 1R

HE 31/12 2008A 2009A 2010A 2011A 2012A
B (T E ) 13,024 13,870 21,473 32,315 26,782
ZERF ETE ) 1,175 1,956 2,974 1,942 -422
HRNE (ETE ) 1,138 1,749 2,737 1,806 -611
R SEBREF () 0.74 1.09 1.57 0.99 -0.33
R AR 2. (s ) 0.19 0.30 0.39 0.22 0.00
HRKEMNE ) 3.4 5.0 8.0 8.9 8.5
THEZE (%) 6.1 4.2 2.9 4.6 NA
B R (%) 5.3% 8.4% 11.0% 6.1% 0.0%
i (x) 1.33 0.91 0.57 0.51 0.53

FARR: BISIER (F#)

EEES (58
WIRE(UA Table SHAMANE, EEUEEEXS EHRERH.


http://www.hibor.com.cn/

M ilE & (1068.HK)

2014 4F 2 A 24 H| HPEKRKE EKEF#EH#X

4 EHE 027 (&)

suosen GUOSEN SECURITIES (HK)

Financial Summary
Profit & Loss (HK$ m)

2008A 2009A 2010F 2011A 2012A

Financial Ratios

Chilled and Frozen meat 10,078 10,582 17,652 28,542 24,102  Revenue growth (%)

Processed meat products 2,946 3,289 3,821 3,841 2,688 Operating profit growth (%)

Revenue 13,024 13,870 21,473 32,382 26,790  Reported profit growth (%)

Cost of sales -11,334-11,710-18,375-29,530 -26,384  Underlying profit growth (%)

Gross profit 1,690 2,161 3,098 2,852 406 Underlying EPS growth (%)

Other net income 344 625 966 703 944 Dividend growth (%)

Distribution expenses -547 -510 -627 -758 -744 Dividend payout (%)

G&A expenses -312  -320 -463 -788 -1021 Gross profit margin (%)
Operating profit margin (%)

Operating profit 1175 1956 2974 2009  -414 Underlying profit margin (%)

Finance income 137 51 122 139 65 ROE (%)

Finance costs -73 -116  -169  -175 -209 ROA (%)

Associates & JCE 0 0 0 0 -2 Net debt/equity (%)

Profit before taxation 1239 1891 2926 1973  -561 Net debt/total assets (%)

Taxation -101  -143  -189 -100 -42 Current ratio (%)

Non-controlling interests -1 3 9 7 -6 Interest cover (x)

Net profit 1139 1745 2728 1866  -597 Dividend cover (x)

Balance Sheet (HK$ m) 2008A 2009A 2010F 2011A 2012A  Cash Flows (HK$ m)

Fixed assets 2,588 5,065 8,037 12,635 14,518  Profit before taxation

Lease prepayments 1,104 1,407 2,159 3,281 3,759 Depreciation & amortization

Intangible assets 86 86 90 94 94 Interest income

Others 1,287 1,175 1,215 1,119 660 Others

Non-current assets 5,065 7,734 11,502 17,129 19,031  Change in working capital

Inventories 703 936 1,268 1,453 1,665 Tax paid

Debtors & prepayments 727 957 1,237 1,538 2,111 Operating activities

Others 616 843 381 290 29 Purchase of non-current assets

Cash and cash equivalents 1,209 2,465 5,972 5,069 2,812 Disposal of non-current assets

Current assets 3,256 5,201 8,859 8,350 6,617 Payments for lease prepayments

Bank & other borrowings 1,096 3,109 3,152 5,142 3,618 Interest received

Trade & payables 903 1,085 1,817 3,015 2,632 Dividends received

Taxation 20 19 30 34 19 Others

Current liabilities 2,018 4,213 4,999 8,190 6,270 Investing activities

Bank & other borrowings 833 24 530 785 1,879 New loans raised

Others 235 298 350 333 1,953 Repayment of loans

Non-current liabilities 1,068 322 879 1,118 3,831 Dividends paid

Net assets 5,235 8,400 14,482 16,172 15,546  Others

Share capital 182 182 182 182 182 Financing activities

Premium & reserves 5,062 8,202 14,256 15,927 15,307 Inc/(dec)in cash

Shareholders' funds 5,244 8,385 14,438 16,109 15,489  Cash at beginning of year

Non-controlling interests 20 30 46 63 57
5,264 8,415 14,484 16,172 15,546
Source: Guosen Securities (HK)

Foreign exchange effect

Total equity Cash at end of year

2008A
50.8%
34.8%
32.4%
32.4%
27.4%
27.0%
25.5%
13.0%
9.0%
8.7%
21.7%
13.7%
13.7%
8.6%
161.3%
13
3.9

2008A
1,239
109
-41
-230
172
-55
1,195
-1,307
248
-266
22
0
-719
-2,022
1,122
-298
291
543
-10
-837
1,966
81
1,209

2009A
6.5%
66.4%
53.3%
53.3%
46.4%
72.5%
28.8%
15.6%
14.1%
12.6%
20.8%
13.5%
-32.8%
5.2%
123.5%
15
3.5

2009A
1,891
153
-45
-89
-280
-61
1,569
-1,649
318
-897
32
0
-548
-2,744
4,444
-3,240
-374
1,600
2,430
1,254
1,209
2
2,465

2010F 2011A 2012A

54.8%
52.1%
56.3%
56.3%
43.7%
42.5%
26.2%
14.4%
13.8%
12.7%
18.8%
13.4%
-30.9%
-11.2%
177.2%
15

3.8

2010F
2,926
249
-36
-214
201
-140
2,986
-2,831
304
-615
29
0
-385
-3,499
5,394
-4,975
-619
4,058
3,858
3,345
2,465
162
5,972

50.8%
-32.4%
-31.6%
-31.6%
-36.8%
-43.9%
22.3%
8.8%
6.2%
5.8%
11.5%
7.3%
-32.2%
3.4%

-17.3%
-120.6%
-132.0%
-132.0%
-133.6%
NA
0.0%
1.5%
-1.5%
-2.2%
-3.8%
-2.3%
-33.8%
10.5%

102.0% 105.5%

9
4.5

2011A
1,973
351

-103
306
-147
2,339
-4,164
639
-793
40

534
-4,812
6,578
-4,517
-766
136
1,431
-1,042
5,972
206
5,136

-4
NA

2012A
-561
463

-150
-968

-1,281
-2,207
1,395
213
40

0
-1,278
-2,263
7,249
-6,088
0

149
1,311
-2,233
5,069
-15
2,821
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Information Disclosures

Stock ratings, sector ratings and related definitions

Stock Ratings:

Buy: Areturn potential of 10 % or more relative to overall market within 6 — 12 months.

Neutral: A return potential ranging from -10% to 10% relative to overall market within 6 — 12 months.
Sell: A negative return of 10% or more relative to overall market within 6 —12 months.

Sector Ratings:

Overweight: The sector will outperform the overall market by 10% or higher within 6 =12 months.

Neutral: The sector performance will range from -10% to 10% relative to overall market within 6 —12 months.
Underweight: The sector will underperform the overall market by 10% or lower within 6 — 12 months.

Interest disclosure statement

The analyst is licensed by the Hong Kong Securities and Futures Commission. Neither the analyst nor his/her associates serves as an
officer of the listed companies covered in this report and has no financial interests in the companies.

Guosen Securities (HK) Brokerage Co., Ltd. and its associated companies (collectively “Guosen Securities (HK)") has no disclosable
financial interests (including securities holding) or make a market in the securities in respect of the listed companies. Guosen Securities
(HK) has no investment banking relationship within the past 12 months, to the listed companies. Guosen Securities (HK) has no
individual employed by the listed companies.

Disclaimers

The prices of securities may fluctuate up or down. It may become valueless. It is as likely that losses will be incurred rather than profit
made as a result of buying and selling securities.

The content of this report does not represent a recommendation of Guosen Securities (HK) and does not constitute any buying/selling or
dealing agreement in relation to the securities mentioned. Guosen Securities (HK) may be seeking or will seek investment banking or
other business (such as placing agent, lead manager, sponsor, underwriter or proprietary trading in such securities) with the listed
companies. Individuals of Guosen Securities (HK) may have personal investment interests in the listed companies.

This report is based on information available to the public that we consider reliable, however, the authenticity, accuracy or completeness
of such information is not guaranteed by Guosen Securities (HK). This report does not take into account the particular investment
objectives, financial situation or needs of individual clients and does not constitute a personal investment recommendation to anyone.
Clients are wholly responsible for any investment decision based on this report. Clients are advised to consider whether any advice or
recommendation contained in this report is suitable for their particular circumstances. This report is not intended to be an offer to buy or
sell or a solicitation of an offer to buy or sell the securities mentioned.

This report is for distribution only to clients of Guosen Securities (HK). Without Guosen Securities (HK)'s written authorization, any form
of quotation, reproduction or transmission to third parties is prohibited, or may be subject to legal action. Such information and opinions
contained therein are subject to change and may be amended without any notification. This report is not directed at, or intended for
distribution to or use by, any person or entity who is a citizen or resident of or located in any jurisdiction where such distribution,
publication, availability or use would be contrary to applicable law or regulation or which would subject Guosen Securities (HK) and its
group companies to any registration or licensing requirement within such jurisdiction.
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