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China Resources Beer (291.HK)

Acquisition of Heineken helping to open up mid-to f[gh-end market;
Looking forward to harvest period

China | Consumer | Company report 24 July 2019
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Investment Summary

China Resources Beer's acquisition of Heineken &hias completed on April 29 this year.
Heineken's mainland China , Hong Kong and Macadnkss will be included in CRB, Neutral
which we expect will be reflected in the finandiaport afterwards. The acquisition will help

to further increase the proportion of the high-émidre than RMB 5 per bottle) business OICMP.HKD3.7'4

CRB, which accounted for 43% in 2018 and is expkaterease to over 50% by 2020-2021(Closing price at 22July 2019)
According to GlobalData, CRB has a market shar@32% in the Chinese beer market inTARGET HKD36.2 (-3.2%
2018, which is the market leader. In the premiurd anper premium market, it ranks the

third, with a market share of 11%. The top two Buelweiser and Tsingtao. COMPANY DATA
OIS SHARES (MN) 3244
The recent suspension of the listing of Budweis®AG& has driven the market to payMARKET CAP (HKDBN): 121332

attention to the prospects of the beer industry. b&léeeve the suspension is more due to the? - WK HILO (HKD): 24.10/39.15

recent market volatility and we are optimistic abthe industry in medium to long term.
China’s beer market is the largest globally whichoanted for a 25% share of global beegyare HOLDING PATTERN » %
volumes. Despite its large aggregate size, beesurnption in China remains relatively l0W gaoling Fung,L.P. 6.04
on a PCC basis at 35 liters per capita in 2018¢atihg a significant potential for growth in wilhouse capital Management 6.02
beer consumption compared to other markets sutieddS, Brazil and Mexico, which are at

71 liters, 60 liters and 74 liters respectively.

PRICE PERFORMANCE » %

Overall beer market size in China by volume grew &AGR of 2% from 2013 to 2018, and 1fEH  3fEA 15
is expected to grow at a CAGR of 0.9% until 2028nfum and super premium categorie§H§|B 264570 32'(2)66 f)'f?
in China grew and is expected to grow at CAGR df6.and 4.9% respectively. In value ' ' ‘
terms, overall beer market size in China grew @A&R of 3.1% from 2013 to 2018, and iSge1rN Vs HsI

expected to grow at a CAGR of 4.7% until 2023. Ruemand super premium categories ==z

grew and is expected to grow at CAGR of 12% anéo3é&spectively.
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The management team of CRB expects that therebeith learning curve with Heinken in 1\-!"1'1 L “M '~'If\‘l""f Lo
2019, but believes that the situation will gradpathprove and they are optimistic about \} ‘qﬂ LAY
business performance in 2020. It is expected timatoperational efficiency will improve at \ (’ll fi M
that time. We expect the impact of the short-teagussition on the financial report to be a ARIRE i
minor. Heineken recorded a net loss after tax ofBR66.8 million in 2017. In 20186, it WW W‘-\,l v
{ ‘lﬂ

recorded a net profit after tax of RMB 51.3 million

CRB’s revenue in FY2018 increased by 7.2% y.o.giclkwwas mainly driven by an increaseSource: Aastocks, Phillip Securities

in ASP of 12.3%, while sales volume fell by 4.5%eTdecline in sales volume was due to

the decrease of volume in the northeastern maricgetraensified competitions, as well as thelEY FINANCIALS

decline in sales volume resulted from the increabgroduct price in certain areas. InRMBmn  FY17 FY18 FYI9E FY20E
addition to the increase in prices of some proddating the year, another important reasoiNet Sales 29732 31867 3346( 3546¢
is that the sales of medium and high-end beer &se@ by 4.8%. Therefore, even with theNetprofit 1175 977  149€  205¢
rising costs of some raw materials and packagintgmnads, GPM can still improve by 1.4ppt EPS, RMB
per year y.o.y. to 35.64%.

0.36 0.3C 0.4€ 0.64
PER, x 91.7¢ 108.8: 71.07 51.64

During the year, 13 beer factories ceased operation the company continued theBVPHRMB 57C 58 611  65C

production capacity optimization and organizatiorestructuring. As a result, there were?BV.x 5.8C 567 541  5.0¢
compensation and staff resettlement expenses. Tergetth the increase in transportation andR0E: % 642% 521% 7.61% 9.85%
advertising expenses, the operating expenses acanage of revenue increased by 3.1 pSburce: Company, Phillip Securities Est.
to 33.3%. Net profit fell 16.9% y.o.y.. As of thadceof 2018, CRB operated 78 breweries in
24 provincess, municipalities and autonomous reggiarmainland China, with an aggregateResearch Analyst
. . . T, . Tracy Ku (2277 6516)
annual production capacity of approximately 21 imllkiloliters. The management said that,, ., @philiip.com.hk
the cut down on the production capacity in FY 2B be less than that in FY 2018.We
expect EPS of FY2019 will be RMBO0.64, with targaice HKD36.2,and target price-
earnings ratio 50 times . (current price as of 22y2019)
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Investment Thesis & Valuation

We expect EPS of FY2019 will be RMBO0.64, with targeice HKD36.2,and
target price-earnings ratio 50 times . Potentigkstment risks include revenue
growth or channel expansion missing expectation,rketa competition
deteriorates huge fluctuations of raw material costs . (curgante as of 22 July,
2019)

Figure: Historical PE Ratio
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Source: Bloomberg, Phillip Securities
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Financials

FYE 2016 2017 2018 2019E 2020E
\Valuation Ratios

Price to Earnings (P/E) 150.2( 91.7¢ 108.8 71.07 51.64
Price to Book (P/B) 5.3§ 5.8( 5.67 5.41 5.0¢
Per Share Data (RMB)

EPS 0.24 0.36 0.3( 0.46 0.64
Book Value Per Share 6.14 5.7( 5.83 6.11 6.5(
Dividend Per Share 0.04 0.14 0.17 0.19 0.25
Growth (%)

Revenue

Operating Income 2.639 3.62% 7.189 5.009 6.009
Net Profi -6.309 6.35% 18.729 33.62% 36.78%
Margins (%) -5.709 86.80% 16.859 53.12% 37.63%
Gross Profit Margin

Operating Profit Margin 33.71% 33.73% 35.149 35.64% 36.64%
Net Profit Margir 6.379 6.54% 4.969 6.319 8.149
Key Ratios 2.199 3.95% 3.079 4.479 5.819
ROE (%)

ROA (%) 8.03¢ 6.42% 5.219 7.619 9.859
Income Statement (RMB,

Revenue 28694 29732 31861 3346( 3546¢
- Cost of Goods Sold -19021 -19708 20664 -2153§ -22473
Gross Income 9673 1002p 11194 11921 1299
-SD&A expenses -8568 -8988 10611 -10807 -11107
Operating Income 1824 1944 158( 2111 2884
Pretax Income 173 1816 153 2063 284(
- Minority Interest 790 11 8 12 17
Net Profit 629 1175 9717 1496 2054

Source: Company, Phillip Securities (HK) Research Estimates

Exchange rate (0.8835) is one year HKD/CNY forward contract price on 22th July from Wind

(Financial figures as at 22th July 2019)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current pice
-5% to +5% Neutral 3 Trade within __+ 5% from the current price
4
5

-5% to -20% Reduce -5% to -20% downside from the current pge
<-20% Sell >20%downside from the current price

We do not base our recommendations entirely omltioee quantitative return bands. We consider tizde factors like (but not limited to) a stock’s
risk reward profile, market sentiment, recent mitshare price appreciation, presence or absenstok price catalysts, and speculative undertones
surrounding the stock, before making our final recwendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securit{e®ong Kong) Ltd (“Phillip Securities”). By receivinor reading this publication, you agree to be lobloy the terms and
limitations set out below.

This publication shall not be reproduced in whoteiro part, distributed or published by you for apyrpose. Phillip Securities shall not be liable &y direct or
consequential loss arising from any use of mateoatained in this publication.

The information contained in this publication haeib obtained from public sources which Phillip Sit@s has no reason to believe are unreliable aandanalysis,
forecasts, projections, expectations and opiniookeCtively the “Research”) contained in this goation are based on such information and are ssjmes of belief only.
Phillip Securities has not verified this informatiand no representation or warranty, express oliechgs made that such information or Resear@dt@irate, complete or
verified or should be relied upon as such. Any siébrmation or Research contained in this pubiarais subject to change, and Phillip Securitieallshot have any
responsibility to maintain the information or Restamade available or to supply any correctionslatgs or releases in connection therewith. In remewill Phillip
Securities be liable for any special, indirectjdental or consequential damages which may be ieddrom the use of the information or Researchevmdilable, even
if it has been advised of the possibility of suemages.

Any opinions, forecasts, assumptions, estimatdsatians and prices contained in this materialzex®f the date indicated and are subject to chahgay time without
prior notice.

This material is intended for general circulatianlyoand does not take into account the specifiestment objectives, financial situation or parécuheeds of any
particular person. The products mentioned in thégemial may not be suitable for all investors angkeson receiving or reading this material shoeleksadvice from a
financial adviser regarding the suitability of sumfoducts, taking into account the specific investimobjectives, financial situation or particulaeds of that person,
before making a commitment to invest in any of spidducts.

This publication should not be relied upon as attiitive without further being subject to the reeit’s own independent verification and exercisgidgment. The fact
that this publication has been made available @atess neither a recommendation to enter into &iquéar transaction nor a representation that aogyrct described in
this material is suitable or appropriate for thapint. Recipients should be aware that many efptfoducts which may be described in this publiceinvolve significant

risks and may not be suitable for all investorg] #mt any decision to enter into transactions lirikg such products should not be made unlessuzh sisks are

understood and an independent determination hasrbade that such transactions would be approp#date discussion of the risks contained herein wébpect to any
product should not be considered to be a disclosuaé risks or a complete discussion of suchgisk

Nothing in this report shall be construed to beoffer or solicitation for the purchase or sale afezurity. Any decision to purchase securities maet in this research
should take into account existing public informatimcluding any registered prospectus in respestich security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) prepaitimns report nor his associate has any finannigrést in or serves as an officer of the listegha@tion covered in this
report.

Firm's Disclosure: Phillip Securities does not hawg investment banking relationship with the listerporation covered in this report nor any finahimterest of 1% or
more of the market capitalization in the listedpzoation. In addition, no executive staff of Pipilbecurities serves as an officer of the listepp@ation.

Availability
The information, tools and material presented neaeé not directed, intended for distribution tause by, any person or entity in any jurisdictiarcountry where such
distribution, publication, availability or use walbe contrary to the applicable law or regulatiorvbich would subject Phillip Securities to anyistgation or licensing or
other requirement, or penalty for contraventioswdéh requirements within such jurisdiction.

Information contained herein is based on sourcasRhillip Securities (Hong Kong) Limited (“PSHKbBglieved to be accurate. PSHK does not bear replitgsor any
loss occasioned by reliance placed upon the cantesreof. PSHK (or its affiliates or employees)yrhave positions in relevant investment products. details of

different product’s risks, please visit the Riskdosures Statement on http://www.phillip.com.hk.
© 2019 Phillip Securities (Hong Kong) Limited
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