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Kweichow Moutai (600519 CH)

2021 growth target implies no increase in ex-

A Wholly Owned Subsidiary Of China Merchants Bank

BUY (Maintain)

factory price of Moutai Target Price RMB2,447.30
(Previous TP RMB2,313.00)

o . . Up/Downside +22%

FY20 NP rose 13%, in line with consensus and our estimates. The Company Current Price RMB2,009.00

targets a 10.5% YoY revenue growth to ~RMB108bn in FY21E, which is 5%/11%
below consensus/our estimates. We assume the Company will postpone the ex-
factory price increase to 1Q22E. Our TP is raised from RMB2,313.0 to
RMB2,447.3, based on 53.7x average of FY21E and FY22E EPS. Given that
wholesale price of Moutai trades at RMB2,460, the upside potential of ex-factory
price is still large at >100%. Maintain Buy.

China White Wine Sector

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

B Results highlights. Revenue rose 10% to RMB98.0bn, in line. Moutai .
revenue +12% to RMB84.8bn, driven by 13% ASP growth. The ASP growth Stock Data
. . L . . Mkt Cap (HK$ mn) 2,523,701
was mainly led by increase of revenue mix in direct sales (from 9% of liquor Avg 3 mths /o (HKS mn) 10,036.03
revenue in FY19 to 14% in FY20), KA and e-commerce channels. Overall 52w High/Low (HK$) 2627.88/
GPM widened 0.1ppt to 91.6%, attributable to 0.2ppt GPM expansion of 1081.80
Moutai revenue. EBIT margin expanded 1.3ppt to 67.8%, 1.4ppt above our Vo) lssiee Sheles (i) Lecos
. . . Source: Bloomberg
estimates, due to 1.1ppt decrease of selling expenses ratio. In 4Q20, revenue
increased 11% and NP rose 20%. Shareholding Structure
. . L izh i .00%
B Unlikely to raise ex-factory price in 2021. The 10.5% revenue growth target S:chguc'rn‘:l;ﬁy(;mw 24.00%
in FY21E implies Moutai ex-factory price would remain at RMB969. The
production volume of Moutai base wine was 42,829 tonnes in FY17. Assuming Share Performance '
87% of base wine is converted into Moutai, 37,261 tonnes could be sold in — Abs;"lllg/e Re'ft%f
FY21E. This implies a 9% Moutai volume growth at most in FY21E. Coupled 3 mih v el
with the improvement of direct sales mix and prices hikes of Moutai Zodiac (% 6-mth 23.2% 14.7%

H /B), we think the Company could comfortably achieve its growth target.

Upside potential of ex-factory price still large. News reported the Company
raised ex-factory prices of Moutai Zodiac and series wine products by 53%
and 10-40% in 2021. One of its 2021 goals is to strengthen management of
distributors and maintain Moutai sales in order (437 % & i &£ % T 54 )7).
Given that wholesale price of Moutai trades at RMB2,460, the upside potential
of ex-factory price is >100%.

Maintain Buy. We lowered our FY21/22E NP estimates by 3%/6% as we
assume the Company postpones the ex-factory price increase to 1Q22E. We
lift TP from RMB2,313.0 to RMB2,447.3, at 53.7x average of FY21E and
FY22E EPS, as we rolled forward our valuation basis. Catalysts: raise ex-
factory price, better-than-expected revenue and margins. Risks: policy risk
and food safety issues.
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Related reports
1. “China White Wine sector —
Channel and product mix

(YE 31 Dec) FY19A FY20A FY21E FY22E FY23E optimization as well as price
Revenue (RMB mn) 88,854 97,993 109,222 128,355 144,161 hikes drive ASP growth” — 11 Jan
YoY growth (%) 15 10 11 18 12 2021

Net income (RMB mn) 41,206 46,697 52,289 62,208 70,171 2. “China Beer and White Wine
EPS (RMB) 32.80 37.17 41.62 49.52 55.86 Sector — Leaders to benefit from
YoY growth (%) 17 13 12 19 13 ASPgrowth and sector
Consensus EPS (RMB) na na 43.47 51.20 58.18 consolidation; top picks are
P/E (X) 61.2 54.0 48.3 40.6 36.0 Moutai and CR Beer” — 9 Nov
P/B (x) 18.6 15.6 13.3 11.2 9.6 2020

Yield (%) 0.8 1.0 1.1 1.3 1.4

ROAE (%) 33.1 31.4 29.8 30.1 28.8

Net cash (RMB mn) 119,581 140,049 163,891 196,097 233,057

Source: Company data, Bloomberg, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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 14% CAGR from FY20 to

Figure 2: Net profit to grow at 15% CAGR from FY20

FY23E to FY23E
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Figure 3: GPM expansion

Figure 4: Sales volume and ASP estimates in FY20-

23E
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Figure 5: CR Beer and Heineken have unrivalled 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
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Figure 7: FY20 results review

Y/E Dec (RMB m) FY20 FY19 YoY (%) Remarks
Total revenue 97,993 88,854 10% Total sales volume -1%, ASP +12%
Cost of sales (8,265) (7,576) 9%
Gross profit 89,728 81,278 10%
Other income 18 5 282%
Selling expenses (2,548) (3,279) -22%
Administrative expenses (6,790) (6,168) 10%
R&D expenses (50) (49) 4%
Tax & surcharges (13,887) (12,733) 9%
Others (71) (5) 1243%
EBIT 66,400 59,049 12%
Finance income, net 235 (7) -3246%
Non-operating income, net (438) (259) 69%
Profit before tax 66,197 58,783 13%
Tax expense (16,674) (14,813) 13%
Profit after tax 49,523 43,970 13%
Non-controlling interests (2,826) (2,764) 2%
Net profit 46,697 41,206 13%
Margin & Ratio (%)
Gross margin 91.6 915 0.1 Moutai GPM +0.2ppt to 94.0%; series wine GPM -2.1ppt to 70.1%
EBIT margin 67.8 66.5 1.3
SG&A expenses ratio 7.0 7.0 (0.0)
Net margin 47.7 46.4 1.3
Effective tax rate 25.2 25.2 (0.0)
FY20 FY19 change
Inventory days 1,196 1,175 20
A/C receivables days 6 4 2
A/C payable days 63 65 2)
Net cash (RMB mn) 140,049 119,581 17%

Source: Company data, CMBIS

Earnings Revision

Figure 8: Earnings revision

New Old Diff (%)
RMB mn FY21E FY22E FY23E FY21E FY22E FY23E FY21E FY22E FY23E
Revenue 109,222 128,355 144,161 114,733 138,187 na -5% -71% na
Gross Profit 100,272 118,468 133,147 105,850 128,543 na -5% -8% na
EBIT 74,117 88,222 99,521 77,555 95,076 na -4% -7% na
Adj. Net profit 52,289 62,208 70,171 54,107 66,472 na -3% -6% na
Gross Margin 91.8% 92.3% 92.4% 92.3% 93.0% na -0.5ppt -0.7ppt na
EBIT Margin 67.9% 68.7% 69.0% 67.6% 68.8% na +0.3ppt -0.1ppt na
Adj. Net Margin 47.9% 48.5% 48.7% 47.2% 48.1% na +0.7ppt +0.4ppt 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 109,222 128,355 144,161 113,109 130,624 152,484 -3% -2% -5%
Gross Profit 100,272 118,468 133,147 104,612 121,015 na -4% -2% na
EBIT 74,117 88,222 99,521 77,048 92,647 104,650 -4% -5% -5%
Adj. Net profit 52,289 62,208 70,171 54,661 64,506 74,223 -4% -4% -5%
Gross Margin 91.8% 92.3% 92.4% 92.5% 92.6% na -0.7ppt -0.3ppt na
EBIT Margin 67.9% 68.7% 69.0% 68.1% 70.9% 68.6% -0.2ppt -2.2ppt +0.4ppt
Adj. Net Margin 47.9% 48.5% 48.7% 48.3% 49.4% 48.7% -0.4ppt -0.9ppt flat

Source: CMBIS estimates, Bloomberg estimates

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

Figure 10: Peers valuation table

Mkt cap P/B  ROAE

(RMB/ P/E (x) EPS growth (%) (%) (%)

Rating Price uss$mn) FY2 FY1l FY2 FY3 FY1 FY1
Kweichou Moutai 600519 CH Buy  2009.00 2,523,701 Dec-19 54.0 483 406 13 12 19 15.6 314 14.7 33
Haitian Flavouring 603288 CH NR 159.80 517,823 Dec-19 799 669 563 21 19 19 25.2 331 19.8 3.4
Yili 600887 CH Buy 40.03 243,487 Dec-19 329 278 241 6 18 15 8.5 27.1 13.0 21
Tsingtao Brewery 600600 CH Hold 84.64 98,056 Dec-19 49.0 425 378 18 15 12 5.5 11.7 15.3 2.8
Yonghui 601933 CH NR 6.80 64,711 Dec-19 276 221 180 48 25 23 31 10.8 31.6 0.7
C&S Paper 002511 CH NR 25.84 33,876 Dec-19 379 303 255 45 25 19 6.9 18.5 29.1 1.0
Shanghai Jahwa 600315 CH NR 48.02 32,556 Dec-19 827 621 429 (30) 33 45 4.9 5.7 10.5 5.9
Segment leaders 51.7 420 341 18 23 22 9.0 17.8 19.9 2.7
Wuliangye 000858 CH Buy 267.98 1,040,193 Dec-19 522 418 348 15 25 20 121 24.9 19.7 2.1
Jiangsu Yanghe 002304 CH NR 164.70 248,201 Dec-19 331 296 254 1 12 16 6.2 19.2 9.7 3.0
Luzhou Laojiao 000568 CH NR 225.02 329,599 Dec-19 56.8 46.2 382 25 23 21 144 26.3 22.9 2.0
Shanxi Fen Wine 600809 CH NR 332.80 290,045 Dec-19 975 749 581 53 30 29 30.1 322 36.9 2.0
Anhui Gujing 000596 CH NR 210.17 91,644 Dec-19 50.8 399 33.0 (1) 27 21 10.2 19.9 15.2 2.6
Sichuan Swellfun 600779 CH NR 71.53 34,938 Dec-19 504 381 310 (16) 32 23 154 305 10.9 3.5
Jiangsu King's Luck 603369 CH NR 49.05 61,533 Dec-19 398 320 26.0 6 24 23 7.4 18.7 174 1.8
Beijing Shunxin 000860 CH NR 46.93 34,811 Dec-19 478 351 271 (10) 36 29 4.3 8.4 16.6 21
Anhui Kouzi 603589 CH NR 62.00 37,200 Dec-19 271 225 197 (20) 20 14 4.9 17.8 3.1 7.2
White wine sector 50.6 40.0 326 6 26 22 11.7 22.0 16.9 29
Diageo DGE LN NR  3019.50 97,343 Jun-20 267 240 218 3 11 10 9.0 37.0 8.2 2.9
Remy Cointreau RCO FP NR 159.60 9,459 Mar-20 60.7 489 422 6 24 16 5.4 9.1 14.9 3.3
Pernod Ricard RI FP NR 160.90 49,447 Jun-20 288 249 222 5 16 12 2.8 10.0 109 2.3
Brown-Forman BF/B US NR 70.00 32,665 Apr-20 404 373 337 1 9 11 13.2 37.1 6.5 5.7
Constellation STZ US NR 233.95 45,220 Feb-20 238 224 194 8 7 15 3.1 14.5 9.7 2.3
Int'l wine sector 36.1 315 279 4 13 13 6.7 215 10.0 33
Int'l wine sector - excluidng outliers 10.0 33
LVMH MC FP NR 565.30 334,905 Dec-19 70.6 371 318 (44) 90 17 75 111 7.7 4.8
Hermes RMS FP NR 945.20 117,097 Dec-19 879 564 492 (26) 56 14 14.0 16.4 9.7 5.8
Richemont CFR SW NR 91.14 55,472 Mar-20 585 31.7 25.7 (18) 85 23 3.0 4.6 229 14
Kering KER FP NR 591.10 86,719 Dec-19 36.8 264 226 37) 39 17 6.5 18.2 0.7 38.3
Ferrari RACE IM NR 177.95 38,571 Dec-19 625 428 37.1 (23) 46 15 19.9 31.8 8.9 4.8
Prada 1913 HK Buy 48.55 15,980 Dec-19 na 739 459 (118) (500) 61 4.9 (1.8) 5.1 14.6
Int'l luxury goods sector 633 447 354 (44) (31) 25 9.3 13.4 9.2 11.6
Int'l luxury goods sector - excluding outliers 12.3 4.2

Source: Bloomberg estimates, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 4
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Income statement

Cash flow summary

YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E YE 31 Dec (RMB mn) FY19A FY20A FY21E FY22E FY23E
Revenue 88,854 97,993 109,222 128,355 144,161 Profit after tax 43,970 49,523 55,482 66,040 74,501
Liquor 85,345 94,822 105,705 124,401 139,617 D&A 1,243 1,317 1,376 1455 1519
Others 3,510 3,171 3,517 3,954 4,545 Net finance cost 0 0 (316) (326) (338)
Cost of sales (7,576) (8,265) (8,950) (9,887) (11,014) Change in working capital (23) 763 (426)  (655)  (621)
Gross profit 81,278 89,728 100,272 118,468 133,147 Qthers 20 66 (1,424) (1,567) (1,723)
Net cash from Operating 45,211 51,669 54,692 64,946 73,338
Other income 5 18 10 10 10
Selling expenses (3,279) (2,548) (2,995) (3,347) (3,659) Capex (3,149) (2,090) (4,225) (3,225) (1,725)
Admin expenses (6,168) (6,790) (7,521) (8,550) (9,518) Others @an 285 1,784 1,937 2,105
R&D expenses (49) (50) (87)  (103) (12) Net cash from investing (3,166) (1,805) (2,441) (1,288) 380
Tax & Surcharges (12,733) (13,887) (15,557) (18,252) (20,444)
Others ©®) (71) ®) ®) (4) Interest paid © 0 (44) (44) (44)
EBIT 50,049 66,400 74117 88222 99521 Dividend paid (20,117) (24,091) (26,940) (29,842) (34,990)
Others 833 (37) 0 0 0
Finance costs, net O 235 316 326 338 Net cash from financing (19,284) (24,128) (26,984) (29,886) (35,034)
Non-operating items (259)  (438)  (259)  (259)  (259)
Profit before tax 58,783 66,197 74,174 88289 99,600 Net change in cash 22,761 25736 25267 33,772 38,684
Income tax (14,813) (16,674) (18,692) (22,249) (25.099) Cash at the beginning 98,243 121,004 146,741 172,007 205,779
Non-controlling interests (2,764) (2,826) (3,193) (3,832) (4,330) Exchange difference 0 0 0 0 0
Net profit 41,206 46,697 52,289 62,208 70,171 Cash at the end 121,004 146,741 172,007 205,779 244,463
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 24,018 27,744 30,593 32,363 32,569 Sales mix (%)
PPE 17,663 18,673 21447 23146 23,285  Liquor 96.0 968 968 969  96.8
Intangible assets 4,728 4,817 4,903 4,984 5062  Others 4.0 3.2 3.2 3.1 3.2
Loans and advances 49 2953 2953 2953 2953
Other non-current assets 1578 1,301 1,290 1,280 1,269 Margin & ratios (%)
Gross margin 91.5 91.6 91.8 92.3 92.4
Current assets 159,024 185,652 214,088 251,517 294,092  EBIT margin 665 678 679 687  69.0
Inventories 25,285 28,869 31,756 34932 38425  Net margin 464 477 479 485 487
Trade receivables 1463 1533 1708 2008 2255  Payout ratio 5.9 519 519 519 519
Others 1,647 960 1,067 1249 1,399
Placement with inst. 117,378 118,200 124,110 130,315 136,831 Balance sheet ratios
Cash balance 13252 36,091 55448 83014 115182  Current ratio () 3.9 4.1 4.4 4.9 5.4
Quick ratio (X) 3.3 3.4 3.8 4.2 4.7
Current liabilities 41,093 45674 48417 51,418 54,688  A/C receivables days 4 6 5 5 5
Trade payables 1514 1,342 1454 1606 1789  A/C payables days 65 63 57 56 56
Other payab|es 6,035 6,238 6,699 7,198 7,739 Inventory turnover days 1175 1196 1236 1231 1215
Customer deposits 13,740 14,931 15,678 16,462 17,285 Net cash (RMB mn) 119,581 140,049 163,891 196,097 233,057
Others 19,805 23,162 24586 26,152 27,876
Returns (%)
Non-current liabilities 73 1 1 1 1 ROAE 331 31.4 29.8 30.1 28.8
Deferred tax liabilities 73 1 1 1 1 ROAA 25.6 25.0 24.2 25.0 24.4
Total net assets 141,876 167,721 196,263 232,461 271,972 Per share
Shareholders' equity 136,010 161,323 189,376 224,446 262,331  EPS (RMB) 32.80 37.17 41.62 4952 55.86
Minority Interest 5866 6398 6887 8015 9,641  DPS (RMB) 17.03 1929 21.60 2570 28.99
BVPS (RMB) 108.27 128.42 150.75 178.67 208.83
Source: Company data, CMBIS estimates
PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 5
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