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CRE profit warning; FY14 underlying bottom line in the red Price Target: HK$15.50

PT End Date: 31 Dec 2015

CRE announced a profit warning for FY 14 noting that the Group will announce an underlying consolidated loss for FY 14 mainly
attributable to weak retail results. Management noted that for FY 14 retail operations profitability islikely to decrease around
HKD2bn y/y dueto i) China's anti-extravagance policy ii) competition from e-commerce and iii) initial stage of integration
process with Tesco. Thisisin line with our expectations as we expect CRE to post HKD1.3bn loss for retail businessfor FY 14 vs
HKD734mn profit in FY 13 (details below in our earnings preview comment). CRE separately noted that the company booked
800mn provisions during 4Q for the closure of less efficient stores. We had been expecting around 600mn one-off loss during

FY 14. The provision figure is slightly higher than our estimate which might signal slightly better recurring earnings for FY 15.
Having said that we have some optimistic assumptions for FY 15 such as HKD500mn savings from integration with Tesco and NE
China losses narrowing down substantially due to store closures and if these do not materialize there is likely to be some downside
risk to our FY 15 retail earnings estimates. We continue to rate CRE as UW as we see no catalystsin the future.

* 4Q14 lossto be higher than 3Q14 loss: As per our understanding from peers 4Q14 continues to be challenging for food
retailers. Carrefour recently reported a 7.8% SSSG decline for 4Q14. Therefore, we expect no pick-up in CRE’ s retail
operations in the 4Q14. Moreover, the recent SAB Miller release indicated that CR Snow volume and revenue were down 3%
and 7% yly, respectively in 4Q14. With that we have cut our beer estimates for 4Q14. We now expect CRE to report a HK
$1.2bn recurring net loss during 4Q14 with retail net loss at HK$1bn (vs HK$732mn loss in 3Q) and beer net loss at HK
$190mn.

* FY 15 estimates: For FY 15, we expect CRE to report HK$170mn recurring net loss. We expect HK$1bn net loss from retail
operationsin FY 15 compared to FY 14 retail loss estimate of HK$1.3bn. CRE will consolidate 12 months of Tesco lossesin
FY 15 but at the same time we have started to build in some savings from: i) integration with Tesco and ii) the closure of some
loss-making stores. Hence, we expect overall retail 1osses to narrow. For the beer segment, we are looking for 9% sales and
17% earnings growth in FY 15 as we expect the market to go back to MSD volume growth. Tesco is covered by our European
analyst Borja Olcese.

Table 1: JPM's estimates on CRE's 2H14E and FY14E results

HK$mn 2H13 2H14E % chg yly FY13 FY14E % chg yly
Revenue 74,556 87,420 17.3% 146,413 170,926 16.7%
Gross profit 19,338 22,717 17.5% 37,373 44,099 18.0%
Operating profit 2,355 -847 -136.0% 4,789 1,677 -65.0%
PBT 2,568 -895 -134.8% 5,046 1,602 -68.3%
Net profit 890 -1,268 -242.4% 1,908 -339 -117.8%
Recurring net profit 697 -1,327 -290.4% 1,702 -659 -138.7%
Margins

Gross margin (%) 25.9% 26.0% 25.5% 25.8%

Operating margin (%) 3.2% -1.0% 3.3% 1.0%

Tax rate (%) -34.7% na -37.5% -103.0%

Net margin (%) 1.2% -1.5% 1.3% -0.2%

Recurring net margin (%) 0.9% -1.5% 1.2% -0.4%

Source: J.P. Morgan estimates, Company data.

Table 2: Revenue and net income breakdown by product category

HK$mN 2H13 2H14E % chg yly FY13 FY14E % chg yly
Turnover breakdown

Retail and property 47,267 57,484 21.6% 95,174 110,073 15.7%
Beer 16,916 16,178 -4.4% 32,994 34,653 5.0%
Beverage 3,930 4,914 25.0% 7,305 9,971 36.5%
Food processing and distribution 7,065 9,586 35.7% 12,069 17,621 46.0%
Intersegment -622 =742 19.3% -1,129 -1,392 23.3%
Total 74,556 87,420 17.3% 146,413 170,926 16.7%

Recurring net income
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Retail and property 110 -1,765 -1704.4% 734 -1,326 -280.6%
Beer 585 436 -25.4% 943 853 -9.5%
Beverage 67 77 15.2% 106 143 35.1%
Food processing and distribution 42 -47 -211.3% 113 -119 -205.1%
Unallocated corporate expenses -107 -29 -73.1% -194 -212 9.2%
Total 697 -1,327 -290.4% 1,702 -660 -138.8%
Recurring net margins

Retail and property 0.2% -3.1% 0.8% -1.2%

Beer 3.5% 2.7% 2.9% 2.5%

Beverage 1.7% 1.6% 1.5% 1.4%

Food processing and distribution 0.6% -0.5% 0.9% -0.7%

Total 0.9% -1.5% 1.2% -0.4%

Source: J.P. Morgan estimates, Company data.

Table 3: Quarterly revenue and net income

HK$mn 1Q13 2Q13 3Q13 4Q13 1Q14 2Q14 3Q14 4Q14E
Turnover Breakdown

Retail and property 25,923 21,984 23,920 23,347 28,081 24,508 29,582 27,452
Beer 6,548 9,530 11,332 5,584 7,876 10,599 10,911 5,267
Beverage 1,453 1,922 2,494 1,436 2,259 2,798 3,162 1,752
Food processing and distribution 2,433 2,571 3,171 3,894 3,942 4,093 4,334 5,252
Intersegment elimination -204 -303 -334 -288 -346 -304 -438 165
Total 36,153 35,704 40,583 33,973 41,812 41,694 47,551 39,889
Recurring net income

Retail and property 525 99 75 35 471 -32 -732 -1,033
Beer -23 381 749 -164 6 411 625 -189
Beverage 8 31 90 -23 10 56 85 -8
Food processing and distribution 57 14 30 12 -50 -22 -19 -28
Unallocated corporate expenses -55 -32 -33 -74 -81 -101 -60 30
Total 512 493 911 -214 356 312 -101 -1,227

Source: J.P. Morgan estimates, Company data.

Investment Thesis

We believe CRE’ s weak earnings momentum in 3Q14 islikely to continue in 4Q14 as the food retail segment remains lacklustre and beer
numbers are weaker than expected. For FY 14, we now expect the company to report HK$660mn recurring net 1oss which implies a HK$1.2bn
recurring net loss as of 4Q14, notably above the 3Q14 net loss figure of HK$101mn as 4Q is alow season for beer (loss making) and retail
losses continue to impact overall earnings. We have increased our earnings estimates for FY 15 for retail as we are now building some savings
on the back of bigger integration with Tesco and we have further assumed that CRE will be looking to close down some its loss-making stores.
If these do not materialize we will have downside risk to FY 15 earnings estimates. As such as we are expecting HK$170mn recurring net loss
for FY 15, out of this HK$1bn is from retail operations (which will consolidate 12 months of Tesco losses). We continue to rate CRE as UW as
we see no catalysts in the future.

Valuation

Our Dec-15 PT is HK$15.50, based on our sum-of-the-parts valuation, in which we assign: 1) 6x EV/ EBITDA to FY 16E Retail discounted to
FY 15; 2) 22x P/E for Beer, 3) 15x P/E for beverages; 4) 10x P/E for food and 5) 10x P/E for property.

CRE: SOTP Valuation

2015E Recurring earnings (EBITDA for Valuation (HK % of Total

retail) Valuation Method $m) Valuation
Retail* 6x EV/ EBIDTA for FY16E discounted to

1,820 FY15E 9,666 26%
Beer 1,052 22x PIE 23,139 62%
Beverage 186 15x PIE 2,791 %
Food processing and distribution 2 10x PIE 19 0%
Property 400 10x PIE 4,000 11%
Net corporate interest & expenses 212 discounted at 10% 2118 6%
Total (HK$m) 37,497 100%
Price Target per share (HK$) 155

Source: J.P. Morgan estimates, 2016E for Retail

Risksto Rating and Price Target

Key upside risksto our rating and price targetinclude: 1) a faster-than-expected turnaround in NE Chinaretail; 2) afaster-than-expected
turnaround in the Tesco JV; 3) better-than-expected margin improvements from product mix in beer; and 4) sizeable M&A.

Key downside risksinclude: 1) further deterioration in retail margins from extended losses; 2) worsening competition in beverage; and 3)
worsening competition in retail.
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specific recommendations or views expressed by the research analyst(s) in this report. For all Korea-based research analysts listed on the front cover, they also
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J.P. Morgan does and seeks to do business with companies covered in its research reports. As aresult, investors should be aware that the firm may have a
conflict of interest that could affect the objectivity of this report. Investors should consider this report as only asingle factor in making their investment decision.

Important Disclosures

¢ Client: J.P. Morgan currently has, or had within the past 12 months, the following company(ies) as clients. China Resources Enterprise.
Company-Specific Disclosures: Important disclosures, including price charts and credit opinion history tables, are available for compendium reportsand all J.
P. Morgan—covered companies by visiting https.//jpmm.com/research/disclosures, calling 1-800-477-0406, or e-mailing research.disclosure.

inquiries@jpmorgan.com with your request. J.P. Morgan's Strategy, Technical, and Quantitative Research teams may screen companies not covered by J.P.

Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail research.disclosure.inquiries@jpmorgan.com.

Date Rating Share Price Price
(HK$) Target (HK
$)
30-Apr-07 ow 26.70 32.80
18-Jul-07 N 32.70 32.80
27-Aug-07 ow 32.00 35.00
31-Mar-08 ow 25.00 30.00
21-Jul-08 ow 19.70 24.80
04-Sep-08 ow 20.20 25.00
20-Nov-08 ow 11.20 18.00
06-Mar-09 ow 11.04 13.80
01-Apr-09 ow 12.00 13.50
22-May-09 uw 16.26 16.00
03-Aug-09 N 20.70 22.30
03-Sep-09 ow 18.60 21.40
. 30-Oct-09 ow 26.45 27.00
http://gps-app.emea.jpmchase.net:6080/server/console/chart/? U-Nov-09 N 26.80 57,00
shareClassld=502044&shareClassServerld=4&chartDesignation=1&actionType=C| %Mar10 N 2890 2900
27-Aug-10 N 31.55 32.00
18-Nov-10 N 32.95 34.00
06-Apr-11 N 32.85 28.00
12-Oct-11 N 29.15 26.00
14-Jan-12 N 21.75 24.50
22-Mar-12 N 29.75 25.00
16-May-12 N 26.05 24.50
17-Aug-12 N 24.25 23.00
21-Nov-12 N 26.25 22.50
05-Feb-13 NR 26.90 -
19-Feb-14 N 23.50 21.00
17-Apr-14 N 22.70 22.00
26-May-14 N 23.90 20.00
24-Sep-14 N 19.94 18.40
16-Nov-14 uw 17.18 15.00
25-Feb-15 uw 16.42 15.50

The chart(s) show J.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire period.
J.P. Morgan ratings or designations: OW = Overweight, N= Neutral, UW = Underweight, NR = Not Rated
Explanation of Equity Resear ch Ratings, Designations and Analyst(s) Coverage Universe:
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J.P. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the average total return of
the stocksin the analyst’s (or the analyst’s team'’s) coverage universe.] Neutral [Over the next six to twelve months, we expect this stock will performin line
with the average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe.] Underweight [Over the next six to twelve months, we
expect this stock will underperform the average total return of the stocks in the analyst’s (or the analyst’s team'’s) coverage universe.] Not Rated (NR): J.P.
Morgan has removed the rating and, if applicable, the price target, for this stock because of either alack of a sufficient fundamental basis or for legal, regulatory
or policy reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a recommendation or a
rating. In our Asia (ex-Australia) and U.K. small- and mid-cap equity research, each stock’s expected total return is compared to the expected total return of a
benchmark country market index, not to those analysts' coverage universe. If it does not appear in the Important Disclosures section of this report, the certifying

analyst’s coverage universe can be found on J.P. Morgan’ s research website, www.jpmorganmarkets.com.

Coverage Universe: Sener, Kurumlu Ebru: Ajisen ChinaHoldings Ltd (0538.HK), Belle International Holdings Ltd. (1880.HK), Cafe de Coral Holdings Ltd
(0341.HK), China Foods Ltd (0506.HK), China Mengniu Dairy Co. Ltd. (2319.HK), China Resources Enterprise (0291.HK), Chow Tai Fook Jewellery
Company Ltd. (1929.HK), Dairy Farm International Holdings Limited (DAIR.SI), Esprit Holdings (0330.HK), Golden Eagle Retail Group Ltd (3308.HK),
Hengan International Group Ltd (1044.HK), Li & Fung (0494.HK), Lifestyle International Holdings (1212.HK), New World Department Stores Ltd (0825.HK),
Parkson Retail Group Ltd (3368.HK), Prada S.P.A (1913.HK), Tibet 5100 Water Resources Holdings Ltd (1115.HK), Tingyi (Cayman Islands) Holding Corp
(0322.HK), Tsingtao Brewery - A (600600.SS), Tsingtao Brewery - H (0168.HK), Uni-President China Holdings Ltd (0220.HK), Want Want China Holdings
Ltd (0151.HK)

J.P. Morgan Equity Resear ch Ratings Distribution, as of January 1, 2015

Overweight  Neutral Underweight
(buy) (hold) (sell)

J.P. Morgan Global Equity Research Coverage 45% 43% 12%

IB clients* 56% 49% 33%

JPMS Equity Research Coverage 45% 48% 7%

IB clients* 75% 67% 52%

* Percentage of investment banking clients in each rating category.
For purposes only of FINRA/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category; our Neutral rating falls into a hold rating category; and our
Underweight rating fallsinto a sell rating category. Please note that stocks with an NR designation are not included in the table above.

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered companies, please see the
most recent company-specific research report at http://www.jpmorganmarkets.com, contact the primary analyst or your J.P. Morgan representative, or email
research.disclosure.inguiries@jpmorgan.com.

Equity Analysts Compensation: The equity research analysts responsible for the preparation of this report receive compensation based upon various factors,
including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.

Registration of non-US Analysts: Unless otherwise noted, the non-US analysts listed on the front of this report are employees of non-US affiliates of JIPMS,

are not registered/qualified as research analysts under NASD/NY SE rules, may not be associated persons of JPMS, and may not be subject to FINRA Rule 2711
and NY SE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held by aresearch analyst account.

Other Disclosures

J.P. Morgan ("JPM") isthe global brand name for J.P. Morgan Securities LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing name for the U.K.
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All research reports made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Not all research content is redistributed, e-mailed or made
available to third-party aggregators. For al research reports available on a particular stock, please contact your sales representative.
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Facsimile: 91-22-6157 3990 and Website: www.jpmipl.com. For non local research reports, this material is not distributed in India by J.P. Morgan India Private Limited. Thailand:
Thismaterial isissued and distributed in Thailand by JPMorgan Securities (Thailand) Ltd., which isamember of the Stock Exchange of Thailand and is regulated by the Ministry
of Finance and the Securities and Exchange Commission and its registered addressis 3rd Floor, 20 North Sathorn Road, Silom, Bangrak, Bangkok 10500. I ndonesia: PT J.P.
Morgan Securities Indonesiais a member of the Indonesia Stock Exchange and is regulated by the OJK ak.a. BAPEPAM LK. Philippines: J.P. Morgan Securities Philippines Inc.
isa Trading Participant of the Philippine Stock Exchange and a member of the Securities Clearing Corporation of the Philippines and the Securities Investor Protection Fund. It is
regulated by the Securities and Exchange Commission. Brazil: Banco J.P. Morgan S.A. is regulated by the Comissao de Valores Mobiliarios (CVM) and by the Central Bank of
Brazil. Mexico: J.P. Morgan Casade Bolsa, S.A. de C.V., J.P. Morgan Grupo Financiero is amember of the Mexican Stock Exchange and authorized to act as a broker dealer by
the National Banking and Securities Exchange Commission. Singapor e: This material isissued and distributed in Singapore by or through J.P. Morgan Securities Singapore Private
Limited (JPMSS) [MCI (P) 199/03/2014 and Co. Reg. No.: 199405335R] which is amember of the Singapore Exchange Securities Trading Limited and is regulated by the
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securities business under licence number 35-07079 and its registered addressis at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of
Saudi Arabia. Dubai: JPMorgan Chase Bank, N.A., Dubai Branch is regulated by the Dubai Financia Services Authority (DFSA) and its registered addressis Dubai International
Financial Centre - Building 3, Level 7, PO Box 506551, Dubai, UAE.

Country and Region Specific Disclosures

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by JPMS plc. Investment research
issued by JPM'S plc has been prepared in accordance with JPM S plc's policies for managing conflicts of interest arising as aresult of publication and distribution of investment
research. Many European regulators require a firm to establish, implement and maintain such apolicy. This report has been issued in the U.K. only to persons of akind described in
Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons'). This
document must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relatesis only available to
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in their home jurisdiction. Australia: This material isissued and distributed by JPMSAL in Australiato "wholesale clients' only. This material does not take into account the
specific investment objectives, financial situation or particular needs of the recipient. The recipient of this material must not distribute it to any third party or outside Australia
without the prior written consent of JPMSAL. For the purposes of this paragraph the term "wholesale client" has the meaning given in section 761G of the Corporations Act 2001.
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disclosure may be based on the month end data from two months prior.) J.P. Morgan Broking (Hong Kong) Limited isthe liquidity provider/market maker for derivative warrants,
callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: http://www.hkex.com.hk.
Japan: Thereisarisk that aloss may occur due to a change in the price of the sharesin the case of share trading, and that aloss may occur due to the exchange rate in the case of
foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying
the executed price by the commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments Firms:
JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers Association, The Financial Futures
Association of Japan, Type Il Financial Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have been edited or contributed to from
time to time by affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul Branch. Singapore: JPMSS and/or its affiliates may have a holding in any of the securities discussed in
this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures section above. Taiwan: This material isissued and
distributed in Taiwan by J.P. Morgan Securities (Taiwan Limited). India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New
Zealand: This material isissued and distributed by JPMSAL in New Zealand only to persons whose principal businessis the investment of money or who, in the course of and for
the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of “the public" as determined in accordance with section 3 of
the Securities Act 1978. The recipient of this material must not distribute it to any third party or outside New Zealand without the prior written consent of PMSAL. Canada: The
information contained herein is not, and under no circumstancesis to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein,
or solicitation of an offer to buy securities described herein, in Canada or any province or territory thereof. Any offer or sale of the securities described herein in Canadawill be
made only under an exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable
securities laws or, aternatively, pursuant to an exemption from the dealer registration requirement in the relevant province or territory of Canadain which such offer or saleis
made. Theinformation contained herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to the needs of the
recipient. To the extent that the information contained herein references securities of an issuer incorporated, formed or created under the laws of Canada or a province or territory of
Canada, any trades in such securities must be conducted through a dealer registered in Canada. No securities commission or similar regulatory authority in Canada has reviewed or
in any way passed judgment upon these materials, the information contained herein or the merits of the securities described herein, and any representation to the contrary isan
offence. Dubai: Thisreport has been issued to persons regarded as professional clients as defined under the DFSA rules. Brazil: Ombudsman J.P. Morgan: 0800-7700847 /

ouvidoriajp.morgan@jpmorgan.com.

General: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co. or its affiliates and/or
subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any disclosures relative to JPM S and/or its affiliates and the analyst's
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