
• 18-May-2021 | 00:45 EDT 

Wens Foodstuff 
Downgraded To 'BBB-' 
On Business 
Deterioration And Higher 
Leverage; Outlook 
Stable 

• Wens Foodstuff Group Co. Ltd.'s hog production volume declined over 
the past two years due to African swine flu (ASF), and the pace of 
recovery so far this year has been slower than we anticipated. 

• The delayed recovery at a time when hog prices have entered a 
downcycle coupled with Wens' increased capex needs to restore 
capacity could push the company's leverage to 2.4x in 2021, higher 
than our previous expectation of 1.0x-1.2x. 

• We lowered our issuer credit rating on Wens to 'BBB-' from 'BBB'. 

• The stable outlook reflects our expectation that Wens will meaningfully 
increase its hog production over the next two years, lowering its 
average production cost, which would help offset some pressure from 
lower hog prices. 

HONG KONG (S&P Global Ratings) May 18, 2021--S&P Global Ratings 
today took the rating actions listed above. Wens' production volume and 
market position are unlikely to fully recover over the next 12 months. The 
company's hog production volume nearly halved in 2020 to 9.5 million, 
and we expect the decline will continue in the first half of 2021. We 
attribute the slower hog volume recovery to the strategic decision on the 
method and timing of sow and boar herd replenishment, which caused 
Wens to be six months behind some domestic peers. In addition, Wens 
farm protection mechanism was not strong enough on the physical 



quarantine of its hogs against ASF. This resulted in Wens' market position 
sliding to No. 3 behind Muyuan Foods Co. Ltd. and Jiangxi Zhengbang 
Technology Co. Ltd. in 2020, from No. 1 in 2019. 

Chicken price recovery should temper the pressure from lower hog 
price.Wens' EBITDA declined 35% in 2020. A significant drop in poultry 
prices was the main drag, in addition to ASF. The company lost money on 
each chicken sold when the average price dropped by 23%. We expect 
poultry prices to recover to Chinese renminbi (RMB) 13-RMB15 per 
kilogram (kg) in 2021 and 2022, from RMB11.6/kg in 2020. This would 
offset some pressure from lower hog prices as they come off an 
ASF-induced high. We forecast average hog prices at RMB24-RMB26 
per kg in 2021 and RMB15-RMB18 per kg in 2022, from about RMB34/kg 
in 2020. As a result, we expect Wens' EBITDA margin to slightly improve 
to 16%-18% in 2021 and 2022, from 15.1% in 2020. This is through a 
combination of higher chicken prices and lower average hog production 
costs driven by better capacity utilization. 

Production increase will require significant capex, resulting in sizable free 
operating cash flow deficit.We forecast Wens will spend RMB14 
billion-RMB16 billion in 2021 mainly to restore its production, including 
purchasing breeding hogs and other assets as well as building new sow 
and boar farms. Capex will likely stay above RMB10 billion in 2022 as the 
company targets to increase production to 56 million hogs by 2024 under 
its five-year plan. It produced 9.5 million hogs in 2020 (with a capacity of 
more than 30 million heads). The investments include adding "corporate + 
farming community" inhouse production model to the existing "company + 
farmer" contractor model. The new model requires more up-front 
investments. The benefits of the inhouse production model, such as better 
environmental factors, higher operating efficiency, and better disease 
control, will take time to manifest as lower cost per hog. Wens' high capex 
and slower recovery in hog volume comes during a downcycle in hog 
prices. We expect these factors to translate to free operating cash flow 
deficits of RMB3.5 billion-RMB5.5 billion in 2021, reducing to RMB100 
million-RMB500 million in 2022. 

Wens' debt leverage will likely stay above 2.0x. The company's 
debt-to-EBITDA ratio could be as high as 2.4x in 2021 before declining to 
2.1x-2.3x. The spike in 2021 is due to declining hog prices and 
debt-funded capex, while its hog production remains low. With Wens' 
higher production and associated scale benefits, we expect the 
company's EBITDA to increase about 15% in 2022, bringing down its debt 
leverage. The company issued a convertible bond of about RMB9.3 billion 
earlier this year. The convertible bond is currently out-of-the-money. In the 



event that Wens' stock price increases meaningfully and the convertible 
bond converts, the company's debt leverage could fall to 1.8x-1.9x in 
2021 and 2022. 

Wens' cash flows could improve later in the year as volume recovers and 
the number of sows increases to fully support its expansion. The 
company's hog production costs surged to about RMB26/kg in 2020, from 
about RMB11/kg in 2018 prior to ASF. Wens had to buy piglets last year 
because its sow herd was affected by ASF and it has lower herd quality 
by age and by breed. We expect continued weak cash flow in the first half 
of 2021, given piglets purchases are still required and external piglets cost 
RMB1,500 per hog compared with the RMB500 cost of a self-produced 
hog. We anticipate cash flows to improve in the second half of 2021 as 
Wens' sow and boar capacity grows to sufficiently support volume 
expansion. The company's herd mix is improving with high-productive 
sows making up 85% of the sow herd in the first quarter of 2021 
compared to 70% in fourth quarter of 2020, despite limited improvement 
in the herd size. In addition, the size of its grand-parent herd has stabilized 
at 110 million since September 2020. Hogs for sale come typically come 
nine to 12 months after this happens. 

Outlook 
The stable outlook reflects our expectation that Wens will meaningfully 
increase its hog production volume over the next two years, lowering its 
average production cost, which would help offset some pressure from 
lower hog prices. The increase in hog production should be particularly 
sharp in 2022, enabling the company's debt-to-EBITDA ratio to 
strengthen to 2.1x-2.3x in 2022, from our forecast of 2.4x in 2021. 

Downside scenario 
We could lower the rating if Wens' leverage stayed above 2.5x. This could 
happen if: 

• The company's debt-funded capex is more aggressive than we 
anticipate as it transitions to in-house production; 



• A flare-up of ASF results in a meaningful setback in the company's 
efforts to increase its herd; and 

• A significantly higher decline in hog or poultry prices than we expect 
causes Wens' profit margin and cash flow to plummet. 

Upside scenario 
We could raise the rating if Wens regains its market share and marketing 
leading position in hog production, and maintains its debt leverage at less 
than 2x. This will likely take some time as the company shifts to more 
in-house production even as competitors are aggressively investing in 
new facilities. 
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on S&P Global Ratings' public website at www.standardandpoors.com. 
Use the Ratings search box located in the left column. 

European Endorsement Status 
Global-scale credit rating(s) have been endorsed in Europe in accordance 
with the relevant CRA regulations. Note: Endorsements for U.S. Public 
Finance global-scale credit ratings are done per request. To review the 
endorsement status by credit rating, visit the spglobal.com/ratings website 
and search for the rated entity. 

No content (including ratings, credit-related analyses and data, valuations, 
model, software or other application or output therefrom) or any part 
thereof (Content) may be modified, reverse engineered, reproduced or 
distributed in any form by any means, or stored in a database or retrieval 
system, without the prior written permission of Standard & Poor’s 
Financial Services LLC or its affiliates (collectively, S&P). The Content 
shall not be used for any unlawful or unauthorized purposes. S&P and 
any third-party providers, as well as their directors, officers, shareholders, 
employees or agents (collectively S&P Parties) do not guarantee the 
accuracy, completeness, timeliness or availability of the Content. S&P 
Parties are not responsible for any errors or omissions (negligent or 
otherwise), regardless of the cause, for the results obtained from the use 
of the Content, or for the security or maintenance of any data input by the 
user. The Content is provided on an “as is” basis. S&P PARTIES 
DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, 
INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF 
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE 
OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR 
DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE 
UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH 
ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event 
shall S&P Parties be liable to any party for any direct, indirect, incidental, 
exemplary, compensatory, punitive, special or consequential damages, 
costs, expenses, legal fees, or losses (including, without limitation, lost 
income or lost profits and opportunity costs or losses caused by 
negligence) in connection with any use of the Content even if advised of 
the possibility of such damages. 
 
Credit-related and other analyses, including ratings, and statements in the 
Content are statements of opinion as of the date they are expressed and 
not statements of fact. S&P’s opinions, analyses and rating 
acknowledgment decisions (described below) are not recommendations 
to purchase, hold, or sell any securities or to make any investment 
decisions, and do not address the suitability of any security. S&P 



assumes no obligation to update the Content following publication in any 
form or format. The Content should not be relied on and is not a substitute 
for the skill, judgment and experience of the user, its management, 
employees, advisors and/or clients when making investment and other 
business decisions. S&P does not act as a fiduciary or an investment 
advisor except where registered as such. While S&P has obtained 
information from sources it believes to be reliable, S&P does not perform 
an audit and undertakes no duty of due diligence or independent 
verification of any information it receives. Rating-related publications may 
be published for a variety of reasons that are not necessarily dependent 
on action by rating committees, including, but not limited to, the 
publication of a periodic update on a credit rating and related analyses. 
 
To the extent that regulatory authorities allow a rating agency to 
acknowledge in one jurisdiction a rating issued in another jurisdiction for 
certain regulatory purposes, S&P reserves the right to assign, withdraw or 
suspend such acknowledgment at any time and in its sole discretion. S&P 
Parties disclaim any duty whatsoever arising out of the assignment, 
withdrawal or suspension of an acknowledgment as well as any liability for 
any damage alleged to have been suffered on account thereof. 
 
S&P keeps certain activities of its business units separate from each other 
in order to preserve the independence and objectivity of their respective 
activities. As a result, certain business units of S&P may have information 
that is not available to other S&P business units. S&P has established 
policies and procedures to maintain the confidentiality of certain 
non-public information received in connection with each analytical process. 
 
S&P may receive compensation for its ratings and certain analyses, 
normally from issuers or underwriters of securities or from obligors. S&P 
reserves the right to disseminate its opinions and analyses. S&P's public 
ratings and analyses are made available on its Web 
sites, www.standardandpoors.com (free of charge), 
and www.ratingsdirect.com and www.globalcreditportal.com (subscri
ption), and may be distributed through other means, including via S&P 
publications and third-party redistributors. Additional information about our 
ratings fees is available at www.standardandpoors.com/usratingsfees. 
 
Any Passwords/user IDs issued by S&P to users are single 
user-dedicated and may ONLY be used by the individual to whom they 
have been assigned. No sharing of passwords/user IDs and no 
simultaneous access via the same password/user ID is permitted. To 
reprint, translate, or use the data or information other than as provided 
herein, contact S&P Global Ratings, Client Services, 55 Water Street, 
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New York, NY 10041; (1) 212-438-7280 or by e-mail 
to: research_request@spglobal.com. 
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