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BUY (Maintain)

Premiumization trend accelerated in 4Q20

Target Price HK$73.10
(Previous TP HK$73.10)
. . . . ) . Up/Downside +23%
Excluding staff settlement compensation and impairment on fixed assets relating Current Price HK$59.40
to breweries closure, FY20 adj. NP rose 5% to RMB2,967mn, in line with our
estimates. Raw materials costs were under control because certain procurement China Beer Sector
was done in advance. Premiumization trend saw acceleration in 4Q20. CR Beers Al s

targets to achieve high double-digit growth of sub-premium or above beer in
FY21E. We maintain our TP at HK$73.10. CR Beer’s 2.0x FY21E PEG is lower
than international peers’ 3.7x and Bud APAC’s 6.0x. Maintain Buy.

(852) 3900 0838
albertyip@cmbi.com.hk

B Sub-premium or above beer growth in line. Total sales volume dropped Stock Data
2.9% to 11.1mn kL due to outbreak of COVID-19 in 1H20 and exit of Mkt Cap (HK$ mn) 192,704
unprofitable businesses in certain regions (1ppt vol decline). That said, sub- Avg 3 mths t/o (HK$ mn) 806.41
premium or above beer volume increased 11.1% to 1.46mn kL, led by almost ofy e () MR EED
. Total Issued Shares (mn) 3,244.2
100% growth of Heineken, followed by 40%+ growth of Super X Souice: Blooimberg
Premiumization trend saw acceleration given that such growth was stronger
than 7% in 9M20. i;aéeholding Structure —
roup .24%
B Continue to improve production efficiency. CR Beer further closed two hiSWEKEN 20.67%
inefficient breweries in 2H20 (four in FY20) and total breweries was 70 in end Source: HKEx
of 2020. Utilization rate rose 3.4ppt to 59.2% in FY20. The Company has set Share Performance
its five-year capacity plan. CR Beer could close 2-4 inefficient breweries every Absolute  Relative
year, but the closure plan should be balanced with new capacity built. émn -1;82? ig-ng
o -0. (1] S s (]
B Raw materials costs under control so far. Spot prices of barley, can and 6-mth e e
. . . Source: Bloomberg
paper box increased a lot. Because certain procurement of raw materials was
secured in advance, management thinks the cost pressure was under control. 12-mth Price Performance
If prices of_raw' materials increase further, the Company might raise price (;)K@ 201K Sl Gebased)
nationwide in mid-2021 or 2H21. o
B Premiumization momentum continued in 2M21. By comparing 2M21 to %
2M19, overall sales volume has recovered and sub-premium or above beer .
recorded double-digit growth. CR Beer targets to achieve high double-digit 20
YoY growth of sub-premium or above beer in FY21E. The Company had set o ‘ ‘ ‘
a CAGR target of 16.6% from 2020 to 2025E. $/2020 62020 92020 1212020

. . . . Source: Bloomberg
B Maintain Buy. We keep our estimates largely unchanged. Our TP remains at

HK$73.10, still at 51x FY21E adj. P/E. We forecast CR Beer to deliver 21% adi. Auditor: Ernst & Young
EPS CAGR in FY19-22E. Catalysts: better-than-expected revenue and margins.
Risks: costs pressure, keen competition and food safety issues. Related reports

“China Beer and White Wine Sector —
Leaders to benefit from ASPgrowth
FY19A FY20A FY21E FY22E FY23E and sector consolidation; top picks are

Earnings Summary
(YE 31 Dec)

Revenue (RMB mn) 33,190 31,448 36,197 39,209 42,014 Moutai and CR Beer” — 9 Nov 2020
YoY growth (%) 4 5) 15 8 7
Net profit (RMB mn) 1,312 2,094 3,738 4,675 5,614
Adj. net profit (RMB mn) 2,838 2,967 4,113 5,025 5,964
Adj. EPS (RMB) 0.875 0.915 1.268 1.549 1.838
YoY growth (%) 12 5 39 22 19
Consensus EPS (RMB) na na 1.161 1.463 1.578
Adj. P/E (x) 59.9 57.8 41.4 33.9 28.6
P/B (x) 8.6 8.1 7.3 6.5 5.4
Yield (%) 0.3 0.5 0.9 1.1 13
Net cash (RMB mn) 1,897 4,614 7,599 10,804 16,288

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk
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Focus Charts

Figure 1: Revenue to grow at 10% CAGR from FY20 to
FY23E

Figure 2: Adjusted net profit to grow at 26% CAGR
from FY20 to FY23E
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Figure 3: GPM expansion led by premiumization and
capacity efficiency gain

Source: Company data, CMBIS estimates

Figure 4: Sales volume and ASP estimates in FY20-
22E
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Figure 5: CR Beer and Heineken have unrivalled
market leadership in China

Source: Company, Tmall, CMBIS estimates

Figure 6: P/E band chart
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Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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Results highlights

Revenue dropped 5% to RMB31,448mn, 2%/3% below our estimate/consensus,
attributable to 2.9% volume decline and 2.4% ASP decline. The volume decline was due
to the outbreak of COVID-19 in1H20 and contraction of non-profitable businesses. Volume
of sub-premium or above beer increased 11.5% to 1.46m KL, in line with expectation. The
Company further implemented the beer sales with returnable bottles in more regions in
2020. We think these measures caused ASP to drop 2.4%.

GPM widened by 1.6ppt to 38.4% driven by premiumization and cost savings from
expansion of the beers sales with returnable bottles. GPM was 0.7ppt below our estimates
because of expansion of the beer sales with returnable bottles, which caused bottle usage
fees to soar 179% to RMB567mn.

Other income jumped 101% to RMB1,493mn due to increase of bottle usage fees and
government grant.

SG&A expenses ratio increased by 2.1ppt to 29.5%. Overall, EBIT margin expanded 2.0ppt
to 13.7%.

Number of breweries decreased from 74 in 2019 to 70 in 2020, implying two breweries
closed in 2H20. Impairment loss on fixed assets fell 18% to RMB574mn. Impairment loss
on inventories rose 12% to RMB395mn.

Net cash surged 143% to RMBA4.6bn. Payout ratio maintained at 40%. Total dividend in
FY20 increased 57% to HK$0.259/share.

Figure 7: FY20 results review

Y/E Dec (RMB mn) FY20 FY19 % change REMENS

Vol down 2.9%. Exit of non-profitable businesses
Revenue 31,448 33,190 -5% contributed 1ppt decline. ASP down 2.4% due to increased
beers with returnable concept
Cost of sales (19,373) (20,964) -8%
Gross profit 12,075 12,226 -1%
Other income 1,493 741 101% Bottle usage fee +179% to 567mn. Gov't grant +192% to473mn
Selling expenses (6,123) (5,925) 3%
Administrative expenses (3,151) (3,168) -1%
EBIT 4,294 3,874 11%
Finance income 141 109 29%
Finance costs (211) (70) 201%
profit on disposal of fixed assets 53 167 -68%
Impairment loss on fixed assets and stocks (969) (1,052) -8% closed two breweries each in 1H20 and 2H20
compensation and staff settlement exp (299) (826) -64%
Profit before tax 3,009 2,202 37%
Tax expense (915) (892) 3%
Profit after tax 2,094 1,310 60%
Non-controlling interests 0 2 -100%
Net profit 2,094 1,312 60%
Adjusted net profit 2,967 2,838 5%
Adjusted EPS (RMB) 0.91 0.87 5%
Margin & Ratio (%)
Gross margin 38.4 36.8 1.6 sub-premium or above beer vol +11.1%
Adjusted gross margin (incl. bottle usage fee) 39.5 37.2 2.3
EBIT margin 13.7 11.7 2.0
SG&A expenses ratio 29.5 27.4 2.1
Staff expenses ratio 17.8 19.0 (1.2) number of headcount reduced from 30,000 to 27,000
Net finance income (0.2) 0.1 (0.3)
Adjusted net margin 9.4 8.6 0.9
Effective tax rate 40.5 30.4 10.1
FY20 FY19 change
Inventory days 113 99 14
A/C receivables days 3 4 1)
A/C payable days 48 44 4
Net cash (RMB mn) 4,614 1,897 143%

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Earnings Revision

Figure 8: Earnings revision

New Old Diff (%)
RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 36,197 39,209 42,014 36,873 39,499 na -2% -1% na
Gross Profit 14,584 16,373 18,135 15,268 17,030 na -4% -4% na
EBIT 5,565 6,646 7,813 5,576 6,620 na 0% 0% na
Adj. Net profit 4,113 5,025 5,964 4,110 4,982 na 0% 1% na
Gross Margin 40.3% 41.8% 43.2% 41.4% 43.1% na -1.1ppt -1.3ppt na
EBIT Margin 15.4% 17.0% 18.6% 15.1% 16.8% na +0.3ppt +0.2ppt na
Adj. Net Margin 11.4% 12.8% 14.2% 11.1% 12.6% na +0.3ppt +0.2ppt na

Source: CMBIS estimates

Figure 9: CMBIS estimates vs consensus

CMBIS Consensus Diff (%)
RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 36,197 39,209 42,014 35,776 38,493 38,877 1% 2% 8%
Gross Profit 14,584 16,373 18,135 14,486 16,239 16,778 1% 1% 8%
EBIT 5,565 6,646 7,813 5,040 6,273 6,260 10% 6% 25%
Adj. Net profit 4,113 5,025 5,964 3,530 4,634 5,182 17% 8% 15%
Gross Margin 40.3% 41.8% 43.2% 40.5% 42.2% 43.2% -0.2ppt -0.4ppt flat
EBIT Margin 15.4% 17.0% 18.6% 14.1% 16.3% 16.1% +1.3ppt +0.7ppt +2.5ppt
Adj. Net Margin 11.4% 12.8% 14.2% 9.9% 12.0% 13.3% +1.5ppt +0.8ppt +0.9ppt

Source: CMBIS estimates, Bloomberg estimates

Valuation

Figure 10: Peers valuation table

Mkt cap P/B ROAE FY0-3

Stock (HK$/USS$/ PIE (x) EPS growth (%) (x) (%)  EPS

code i i RMBmn) FY1 FY2 FYl1 FY2 FY3 FY1 FY1  cagr
Budweiser Brewing 1876 HK NR 23.65 313,206 Dec-19 662 401 335  (39) 65 20 4.0 6.3 6.7 6.0
CR Beer 291 HK Buy 59.40 192,704 Dec-19 578 414 339 5 39 22 8.1 13.8 21.0 2.0
Tsingdao Beer 168 HK Buy 69.00 111,865 Dec-19 321 274 241 12 17 14 4.0 11.1 14.2 1.9
H share beer sector 520 363 305 7) 40 18 5 10 14.0 3.3
Tsingtao Brewery 600600 CH Hold 78.81 93,776 Dec-19 482 411 362 12 17 14 5.2 111 14.2 29
Chongging Brewery 600132 CH NR  102.82 49,762 Dec-19 734 669 578 3 10 16 36.4 51.9 9.3 7.2
Yanjing Brewery 000729 CH NR 7.24 20,406 Dec-19 1034 724 557 (13) 43 30 15 15 17.6 41
Zhujiang Beer 002461 CH NR 9.62 21,292 Dec-19 370 321 279 18 15 15 2.4 6.4 16.2 2.0
A share beer sector 655 531 444 5 21 19 11.4 17.7 143 4.0
Asahi 2502 JP NR  4729.00 22,045 Dec-19 212 153 140  (30) 38 9 16 6.8 21 7.2
Kirin 2503 JP NR  2179.50 18,316 Dec-19 19.1 168 144  (16) 13 17 21 9.1 36 47
Carlsberg CARLB DC NR  990.60 24,525 Dec-19 228 218 19.2 6 5 14 35 133 7.9 2.8
Heineken NV HEIA NA NR 89.74 61,620 Dec-19 449 284 226  (54) 58 26 33 6.2 (3.2 (8.8)
Budweiser BUD US NR 63.83 128,888 Dec-19 365 214 181  (58) 71 18 17 4.0 (5.7) (3.7
Int'l beer sector 289 207 177 (31) 37 17 24 79 0.9 0.4

Int'l beer sector - excluding outliers 5.8 37

Source: Bloomberg estimates, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Financial Summary

Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20E FY21E FY22E FY23E
Revenue 33,190 31,448 36,197 39,209 42,014 Profit before tax 2,202 3,489 5,051 6,276 7,535
Cost of sales (20,964) (19,373) (21,613) (22,837) (23,879) D&A 1,724 1,825 1,605 1,585 1,607
Gross profit 12,226 12,075 14,584 16,373 18,135 Net finance cost (44) (109) (161) (229) (322
Change in working capital 75 633 853 523 547
Other income 741 1,493 1,480 1,530 1,600 Others 141 (769) (1,187) (1,591) (1,880)
Selling expenses (5,925) (6,123) (7,221) (7,881) (8,445) Operating cash flow 4,098 5,068 6,161 6,563 7,487
Administration expenses (3,168) (3,151) (3,277) (3,375) (3,477)
EBIT 3874 4294 5565 6,646 7,813 Capex (1,490) (2,000) (2,000) (2,000) (2,000)
Acquisitions (2,216) 0 0 0 0
Finance income, net 39 (70) 161 229 322 Others 938 310 381 479 620
Profit on disposals of FA 167 53 100 100 100 Investing cash flow (2,768) (1,690) (1,619) (1,521) (1,380)
Impairment losses (1,052)  (969) (600)  (550)  (550)
Staff compensation (826)  (299) (75) (50) (50) Change of borrowing (241)  (511) 0 0 0
Pre-tax profit 2,202 3,009 5151 6,376 7,635 Dividend paid (494)  (561) (1,477) (1,761) (552)
Income tax (892)  (915) (1,313) (1,600) (1,922) Others (143)  (103) (80) (76) (72)
Less: Minority interests 2 0 0 0 0 Financing cash flow (878) (1,175) (1,557) (1,837) (624)
Net profit 1,312 2,094 3,738 4,675 5,614
Adjusted net profit 2,838 2,967 4,113 5,025 5,964 Net changein cash 452 2,203 2,985 3,205 5,483
Cash at the beginning 1,858 2,340 4,543 7,528 10,733
Forex effect 30 0 0 0 0
Cash at the end 2,340 4,543 7,528 10,733 16,216
Balance sheet Key ratios
YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec FY19A FY20A FY21E FY22E FY23E
Non-current assets 31,816 30,398 30,793 31,248 31,602 pgl| ratios (%)
PPE 19,413 17,781 18,240 18,720 19,177  Gross margin 36.8 384 403 418 432
Goodwill and intangible assets 9,749 9,646 9,582 9,557 9,454 EBIT margin 11.7 13.7 15.4 17.0 18.6
Others 2654 2971 2971 2971 2971  Netmargin 4.0 6.7 10.3 11.9 13.4
Adjusted net margin 8.6 9.4 114 12.8 14.2
Current assets 9,775 13,377 17,081 20,875 26,878 Payout ratio 40.8 40.1 40.0 40.0 40.0
Inventories 6,018 6,014 6,374 6,735 7,042
Trade receivables 329 196 226 244 262 Balance sheet ratios
Other receivables 671 2,182 2,511 2,721 2,915 Current ratio (X) 0.5 0.6 0.8 0.9 1.1
Others 417 447 447 447 447 Quick ratio (x) 0.2 0.3 0.5 0.6 0.8
Cash balance 2,340 4,538 7,523 10,728 16,212 A/C receivables days 4 4 2 2 2
A/C payables days 44 48 42 43 43
Current liabilities 19,856 19,572 21,436 22,791 24,103 Inventory days 99 107 105 105 105
Trade payables 2,713 2,337 2,607 2,755 2,881 Asset turnover (x) 0.8 0.8 0.8 0.8 0.7
Other payables 16,348 16,990 18,592 19,807 20,997 Net cash (RMB mn) 1,897 4,606 7,599 10,804 16,288
Bank borrowings 511 0 0 0 0
Others 284 245 237 229 226 Returns (%)
Adjusted ROE 14.7 13.7 18.3 20.2 20.6
Non-current liabilities 2,008 2,929 2,904 2,883 2,866 Adjusted ROA 7.0 6.6 9.0 10.1 10.8
Borrowings 0 0 0 0 0
Others 1,330 2,41 2116 2095 2078 Per share
Deferred tax liabilities 678 788 788 788 788 Adj. EPS (RMB) 0.87 0.91 1.27 1.55 1.84
DPS (RMB) 017 026 046 058 069
Total net assets 19,727 21,274 23,534 26,449 31,510 BVPS (RMB) 6.06 6.54 7.24 8.14 9.70
Shareholders' equity 19,670 21,217 23,477 26,392 31,454
57 57 57 57 57

Non-controlling interests

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



14 H R

“MB INTERNATIONAL

23 Mar 2021

wooW W7 WO AW
A Wholly Owned Subsidiary OF Ghina Merchants Ba

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 (l)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 (ll) 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.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

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 6



