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Selling Price Rise but Fair Valuation, “Neutral”
BN TG ST, <k

° Beer selling prices rose in January 2018. Numerous news reports

indicated that domestic beer breweries including CRB (00291 HK), Tsingtao Rating: Neutral
Brew (00168 HK) and Yanjing Brewery (000729 CH) had raised beer prices at
the beginning of 2018. CRB made an announcement admitting the price rise 2% . itk

and explained that the main reason was to offset cost hikes.
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° Profitability improvement can be expected in the long term but pressure
remains in the short term. China’s total beer production volume was not
favorable in 2017 with 0.7% YoY decline and we expect moderate sales
volume growth for the Company during the period. In addition, we believe that Share price K- HK$29.200
more brewery plants will close in 2017 and 2018, which will result in a larger
amount of impairment losses. However, we think the measure will help
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improve long-term profitability. Stock performance
o ) ) ) iFiESi)
o We maintain the investment rating as “Neutral” but raise TP to
HK$27.94. We revise down earnings in 2017 by 13.3% but revise up 2018 IZEZ T eofrewm
and 2019 by 1.8% and 6.7%, respectively. We think the Company’s current 80:D 1
valuation is fair and new TP represents 20.4x 2017 EV/EBITDA and 16.5x 700 1
o 2018 EVI/EBITDA, respectively. Upside risks include M&As and 600 -
Uk 2 lower-than-expected raw material costs; downside risks include fiercer 500 1
% & competition. zzz
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a Year End Turnover Net Profit EPS EPS PER BPS PBR DPS Yield ROE
s R4 [ION Jie AR 15 ) (yeE il WRIEFIAES) WEF G R 5313195 AR R
= 12/31 (RMB m) (RMB m) (RMB) (A %) x) (RMB) ) (RMB) (%) (%)
2015A 27.959 1.219 0.252 4.6 97.0 0.252 97.0 10.076 41.2 35
2016A 28,694 629 0.219 (13.1) 119.4 0.219 119.4 0.080 0.3 3.4
2017F 30,145 1,553 0.479 118.7 49.4 0.479 49.4 0.191 0.8 8.5
2018F 32,198 2,146 0.662 38.2 35.7 0.662 35.7 0.265 11 10.9
2019F 34,125 2,458 0.758 14.5 31.2 0.758 31.2 0.303 13 11.6
Shares in issue (m) &M% (m) 94,730.0 Major shareholder K% CRH beer Itd 51.7%
Market cap. (HK$ m) if (HK$ m) 2,766,116.0 Free float (%) HH7ELE (%) 42.9
3 month average vol. 3 > ¥ A2 i 4L (‘000) 4,293.6 FY18 Net gearing (%) FY18 i ffi/lk 4% 4 (%) 1.0
52 Weeks high/low (HK$) 52 & &i/{& (HK$) 21.200/ 14.460 FY18 Est. NAV (HK$) FY18 f i i (#i0) 30.0

Source: the Company, Guotai Junan International.
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Beer prices rose among main brands in China including China Resources Beer (“CRB” or “the Company”), Tsingtao
Brew (00168 HK) and Yanjing Brewery (000729 CH). Press reports indicated that several brewery enterprises implemented
substantial price increases from January 2018. CRB admitted the price increase in an announcement stating rising prices of
raw materials, packaging materials, labor and other costs as the main reasons. Also, Tsingtao Brew made an announcement
saying that price rises were limited to certain areas within certain products and the average increase rate would be no more
than 5%.

Price adjustments to offset the climb in costs. According to the Company, CRB raised prices of 9 products, including Snow
Brave the World Series and Snow Draft Beer, which are mid-end to high-end products and core competitive products. The
surge in raw material costs is a key reason for the price adjustment. Imported malt prices experienced rapid growth in 2H17,
increasing from US$198 per ton to US$234 per ton, up 17.8% HoH. Packaging material prices including aluminum and
fiberboard also reached high levels in 2H17. In addition, environmental protection tax implemented in 2018 is expected to
further erode profitability of beer companies. Thus, we believe that CRB’s gross margin may have been negatively affected by
the cost hikes in 2017 but will see strong improvement supported by price rise and product mix upgrades in 2018 and 2019.

Figure-1: Imported Malt Price in China Figure-2: Average Rice Price of 50 Cities in China
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Source: China Customs. Source: National Bureau of Statistics of China.
Figure-3: Aluminum Price in China Figure-4: Average Fiberboard Price in East China
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Total beer consumption remained weak in China in 2017. According to the National Bureau of Statistics of China, total beer
production volume dropped by 0.7% YoY to 44,015 million liters in China and the production volume declined for the fourth
consecutive year. Looking at monthly production data, production volume recorded continuous decrease after short increases
during May-July. On the other hand, imported beer still achieved double-digit growth in volume of 10.8% in 2017, outpacing
total beer consumption volume despite that the growth rate has narrowed. We believe that per capita beer consumption in
China is at a relatively high level and do not expect fast volume growth in the coming years. Instead, product mix upgrades and
price rises will be a main revenue driver for the China’s beer industry.
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Figure-5:Monthly Beer Sales Volume and YoY Growth in  Figure-6: Accumulated Beer Sales Volume and YoY
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Figure-7: Imported Beer in China - By Sales Volume Figure-8: Imported Beer in China - By Sales Value
mn| USD mn
800 - 85.4% r 100% 800 - r 100%
71.4% - 80% 74.1% r 80%
4 0 4
600 55 59.4% 600 59.1% 60.6%
% r 60% 50.9% r 60%
400 - 400 -
30.8% - 40% - 40%
1175% 2 o 120.1%
200 I . 108 - 200 200 l I 1085 | 00,
0 - | || . . o+ == == N &= = = = = | . - 0%
2010 2011 2012 2013 2014 2015 2016 2017 2010 2011 2012 2013 2014 2015 2016 2017
N Total Imported Volume (LHS) YoY Growth (RHS) I Total Imported Value (LHS) YoY Growth (RHS)
Source: China Customs. Source: China Customs.

Earnings Forecast Assumptions and Revisions

We revise down 2017 shareholders’ profit by 13.3% and revise up 2018-2019 shareholders’ profit by 1.8% and 6.7%.
The Company’s beer sales volume growth in 1H17 outperformed the industry and recorded decent results in the peak season in
2H17 despite a weaker 4Q. We maintain our whole year sales volume forecasts. We think that increase in raw material costs and

China Resources Beer fEj#IE{E (00291 HK)

packing costs would erode the Company’s gross margin in 2017 but selling price rise is expected to offset the negative impact
and improve profitability in 2018 and 2019. In addition, the collective price rise among the main beer breweries in China shows a
good signal that price competition has been alleviated and profitability has become a focus in the industry. However, we expect
brewery optimization to continue in 2017 and 2018 and will record one-off impairment loss in the short term. In 2016, the
Company closed two small plants with impairment loss of around RMB460 million and the impairment is expected to be a larger
amount in 2017 and 2018 with more plant closures. Thus we cut 2017 net profit by 13.3% to RMB1,553 million and raise
2018-2019 forecasts by 1.8% and 6.7% to RMB2,146 million and RMB 2,458 million, respectively, taking account of the price rise
factor.

- Company Report
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Table-1: Key Figure Revisions for CRB

New Old Change
RMB million
2017F 2018F 2019F 2017F 2018F 2019F 2017F 2018F 2019F
Sales volume (mn kl) 12.1 124 12.8 12.1 124 12.8 0.0% 0.0% 0.0%
YoY% 3.2 2.7 2.7 3.2 2.7 2.7 0 ppt 0 ppts 0 ppts
ASP (RMBJKI) 2,493 2,593 2,676 2,493 2,566 2,640 0.0% 1.1% 1.4%
YoY% 1.8 4.0 32 1.8 29 29 0 ppt 110 ppts 30 ppts
Revenue 30,145 32,198 34,125 30,145 31,857 33,666 0.0% 1.1% 1.4%
Gross profit 9,978 11,269 12,046 9,918 10,545 11,244 0.6% 6.9% 7.1%
EBITDA 3,829 4,677 5,183 4,130 4,622 4,980 -1.3% 1.2% 4.1%
Operating profit 2,049 2,805 3,189 2,351 2,750 2,986 -12.8% 2.0% 6.8%
Shareholders’ profit 1,553 2,146 2,458 1,790 2,108 2,304 -13.3% 1.8% 6.7%
EPS (RMB) 0.479 0.662 0.758 0.552 0.650 0.710 -13.3% 1.8% 6.7%
Gross margin 33.1% 35.0% 35.3% 32.9% 33.1% 33.4% 0.1 ppts 1.9 ppts 1.9 ppts
EBITDA margin 12.7% 14.5% 15.2% 13.7% 14.5% 14.8% -1.0 ppt 0 ppts 0.4 ppts
Operating margin 6.6% 8.5% 9.2% 7.6% 8.5% 8.8% -1.0 ppt 0.1 ppts 0.5 ppts
Net margin 5.2% 6.7% 7.2% 5.9% 6.6% 6.8% -0.8 ppts 0.1 ppts 0.4 ppts

Source: Guotai Junan International.

Maintain investment rating as “Neutral” but raise TP to HK$27.94. CRB’s stock price experienced a surge after reports of
selling price rise. We are positive on the Company’s long-term profitability and improving operating efficiency. However, we think
the current valuation is fair and the bottom line in the short term may stay below market consensus. Thus, we maintain our rating
as “Neutral” but raise TP to HK$27.94, presenting 49.6x 2017 PER, 35.9x 2018 PER, 20.4x 2017 EV/EBITDA and 16.5x 2018
EV/EBITDA. Upside risks include M&As and lower-than-expected raw material costs; downside risks include stronger
competition.
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Table-2: Peers Comparison

Market
ST PER(X) EV/EBITDA PBR(X)  ROE(%) DI (%) Cap
Stock Code Currency Last price 16A 17F 18F 19F 16A 17F 18F 19F 17F 17F 17F  HKD mil o
HK - Listed Brewery 2
Tsingtao Brewery 168HK  HKD 41900 464 310 283 254 128 150 136 119 2.7 8.7 12 59474 §
China Resources Beer 201HK  HKD 29200 1135 449 339 287 140 27 163 139 40 9.0 06 94,730 %
Simple Average 800 379 311 274 134 178 149 129 34 89 09 ;
Weighted Average 877 3905 318 274 135 185 153 131 35 8.9 08
PRC - Listed Brewery
Tsingtao Brewery 600600 CH CNY  37.320 483 349 315 284 128 150 136 120 29 8.6 11 59,474
Beijing Yanjing Brewery 000729 CH CNY 7.050 635 452 360 308 15.9 160 142 12.8 15 33 06 24504
Chonggqing Brewery 600132 CH CNY  20.390 551 2041 240 200 28.0 na. na. na. 79 262 26 12,169
Simple Average 557 364 305 264 189 1565 139 124 41 12.7 14
Weighted Average 531 368 317 280 155 153 138 123 32 95 1.2
HK - Listed Staple
Hengan Intl 1044HK  HKD 73250 211 190 172 160 120 124 13 103 45 24.6 34 88,353
Want Want China 151 HK HKD 6.170 194 202 195 189 9.3 18 14 11.0 46 237 23 76913
Tingyi 322HK HKD 15200 620 409 326 287 8.6 1.8 104 9.6 38 9.6 13 85373
China Mengniu Dairy 2319HK  HKD 24600 na. 332 235 194 53.1 178 139 1.9 34 10.3 07 96613
Uni-President China 220 HK HKD 6.760 41 269 28 203 9.0 9.0 79 7.0 1.8 7.0 11 29,199
Vinda International 3331HK  HKD 15380 257 202 242 198 19 128 13 9.9 2.1 8.0 1.2 18,367
China Foods 506 HK HKD 3.850 215 374 241 195 1.1 7.9 6.9 6.0 1.6 12.0 104 10,769
Simple Average 318 295 234 204 164 119 104 94 3.1 136 29 %
Weighted Average 341 287 233 206 203 134 14 103 37 15.5 2.0 5
g
International Brewery iz
Anheuser-Busch Inbev ABI BB EUR 84050 1291 248 201 180 198 146 133 123 29 1.2 38 16389 | -
Diageo Plc DGELN GBp 2,474.000 276 233 214 198 205 184 171 16.0 6.6 283 27 665,095 Z
Heineken Nv HEIANA  EUR 82100 304 242 195 178 16 130 105 97 36 146 1.7 456,687 g
Asahi Group 2502 JP JPY' 5.405.000 278 202 174 165 108 145 19 10 26 136 13 190079 |
Kirin Holdings 2503 JP JPY' 2,505.500 193 184 213 199 1.0 138 1.0 10.0 28 16.0 1.7 166,535 9&;
Carlsberg CARLBDC DKK 703.000 239 852 206 194 95 159 9.4 8.8 23 26 21 138,905 §
Simple Average 430 327 200 186 13.9 147 122 1.3 34 14.4 2.2 %
Weighted Average 785 264 202 184 17.4 15.1 13.3 124 3.7 15.2 3.0 é

Source: Bloomberg, Guotai Junan International.
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Financial Statements and Ratios

Income Statement Balance Sheet
Year end 31 Dec (RMB m) 2015A 2016A 2017F 2018F 2019F Year end 31 Dec (RMB m) 2015A 2016A 2017F 2018F 2019F 0_9
Total Revenue 27,959 28,694 30,145 32,198 34,125 Fixed assets 21,389 20,900 21,920 23,049 24,555 8
Cost of sales (19,272) (19,021) (20,167) (20,928) (22,079) Goodwill 8,326 8422 8,375 8,375 8,375 %
Gross profit 8,687 9,673 9,978 11,269 12,046 Prepayments 158 89 93 98 103 _g
Others 0 0 0 0 0 Ii)
<
Other income 658 652 602 616 630 Total Non-current Assets 31,732 31,602 32,596 33,746 35,275 g
Selling & distribution exp. (4,552) (5,033) (5,486) (5,763) (5,972)
General & administrative exp. (3,003) (3,535) (3,045) (3,316) (3,515) Cash & Cash Equivalents 2,802 3487 3,134 3,969 4,749
EBITDA 3,574 3478 3,829 4,677 5,183 Inventories 6,488 6,110 5,802 6,020 6,351
Operating Profit 1,790 1,757 2,049 2,805 3,189 Trade & other receivables 1,531 1,253 1,254 1,315 1,373
Others 0 0 0 0 0
Interest income 161 71 67 72 89 Total Current Assets 11,036 11,028 10,357 11,497 12,689
Finance costs (228) (89) (126) (126) (126)
Profit Before Tax 1,723 1,739 1,991 2,751 3,152 Total Assets 42,768 42,630 42,952 45,243 47,964
Income Tax (394) (320) (438) (605) (693)
profit After Tax 1,329 1419 1,553 2,146 2458 Trade & other payables 16,778 16,411 18,233 18,922 19,962
Non-controlling Interest (110) (790) 0 0 0 Short term loans 1,778 1,592 1,000 1,000 1,000
Shareholders' Profit/ Loss 667 629 1,553 2,146 2,458 Taxation payable & others 194 80 80 80 80
Basic EPS 0.252 0.219 0479 0.662 0.758 Total Current Liabilities 18,750 20,805 19,313 20,002 21,042
Cash Flow Statement Long term loans 3,839 2,953 3,200 3,200 3,200
Deferred taxation liabilities 258 2n 285 299 314
Year end 31 Dec (RMB m) 2015A 2016A 2017F 2018F 2019F Other non-current liabilities 601 934 1,261 1,324 1,390
PBT 1,723 1,739 1,991 2751 3,152 Total Non-current Liabilities 4,698 4,158 4,745 4,823 4,904
D&A 3572 1,721 1,780 1,871 1,994
Working capital change 746 1,338 2130 407 651 Total Liabilities 23,448 24,963 24,059 24,824 25,946
Others (1,353) 478) (151) (583) (669) Total Shareholders' Equity 10,056 17,601 18,894 20419 22,019
Cash from Operating Activities 4687 4320 5,682 4375 5,039 Minority Interest 9,264 66 0 0 0
Total Equity 19,320 17,667 18,894 20419 22,019
Capital Expenditure (5,262) (2,949) (2,800) (3,000) (3,000 g:
Sales of assets 1919 280 0 0 0 Financial Ratios 5
Investments (89) 0 0 0 0 2015A 2016A 2017F 2018F 2019F g
Others 1,340 1,405 92 81 (400) Gross margin 31.1% 33.7% 33.1% 35.0% 35.3% g
Cash from Investing Activities (2,002) (1,564) (2,708) (2919) (3,400) EBIT margin 6.4% 6.1% 6.8% 8.7% 9.3% g
EBITDA margin 12.8% 12.1% 12.7% 14.5% 15.2% 8
Issue of shares 0 8,149 0 0 0 Net profit margin 2.4% 22% 5.2% 6.7% 7.2% %
Net bank loans (3,263) (1,310) (3,067) 0 0 {—_E)
Interest paid (346) (106) 0 0 0 ROA (%) 16 15 36 47 5.1
Dividend paid (13,739) (15) (260) (621) (858) ROE (%) 35 34 85 109 1.6
Others 1,469 (754) 0 0 0 Payout ratio (%) - 413 400 400 40.0
Cash from Financing Activities (15,879) (2,185) (3,327) (621) (858) Net gearing (%) 139 208 52 0.6 Net cash
Debtlequity (%) 55.9 43 222 206 19.1
Net Changes in Cash (13,284) 571 (353) 835 780 Current ratio (x) 06 05 05 06 06
Cash at Beg of Year 16,288 2,802 3487 3,134 3,969
Foreign exchange effect (202) 14 0 0 0 PIE (x) 932 148 498 360 315
Cash at End of Year 2,802 3487 3,134 3,969 4,749 PIB (x) 62 46 41 38 35
EV/EBITDA (x) 19.6 233 205 16.6 14.8
Div yield (%) 429 0.3 08 11 13

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: Hong Kong Hang Seng Index

Time Horizon: 6 to 18 months

Rating Definition
Buy SEN Relative Performance>15%;
or the fundamental outlook of the company or sector is favorable.
Accumulate llog:=, Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral [SeE Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce el Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell S Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: Hong Kong Hang Seng Index
Time Horizon: 6 to 18 months

Rating Definition
Outperform B o T Relative Performance>5%;

or the fundamental outlook of the sector is favorable.
Neutral Ak Relative Performance is -5% to 5%;

or the fundamental outlook of the sector is neutral.
Underperform MR Relative Performance<-5%;

Or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for MIKO INTL (01247 HK),GREENLAND BROAD (01253 HK),GUOTAI JUNAN | (01788 HK),BINHAI INVESTMENT (02886
HK),GFI MSCI Al (03156 HK),CAM SCSMALLCAP (03157 HK),ZHENRO PPT (06158 HK),LINK HOLDINGS (08237 HK),GFI MSCI A
I-R (CNY) (83156 HK),Guotai Junan and its group companies do not hold equal to or more than 1% of the market capitalization of the
issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research
Report within the preceding 12 months.

(5) Guotai Junan and its group companies are not making a market in the securities in respect of the issuer mentioned in this Research
Report.

(6) Guotai Junan and its group companies have not employed an individual serving as an officer of the issuer mentioned in this Research
Report. There is no officer of the issuer mentioned in this Research Report associated with Guotai Junan and its group companies.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan”). Guotai Junan and its group companies may do business that relates to companies covered in research
reports, including investment banking, investment services, etc. (for example, the placing agent, lead manager, sponsor, underwriter or invest
proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or be
contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research 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
Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.
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