EQUITY RESEARCH

Kweichow Moutai (600519.SH)

The steady growth in performance and increase in price boosts market confidence.
China | Liquor |

Overview

The company is a leading enterprise in the domestic liquor industry, specializing in
the production and sale of Moutai, one of the world's three most famous liquors.
As the originator of China's Daqu Maotai-flavor liquor, Moutai is honored as the
"national liquor". Currently, the company offers a range of Moutai products with
and 33° Moutai, which have
expanded the development space for low-alcohol liquor within the Moutai family.

different alcohol content levels, including 43° - 38° -

In addition, Moutai Prince Liquor and Moutai Yingbin Liquor cater to mid- to low-
end consumers, while 15-year-old, 30-year-old, 50-year-old, and 80-year-old
Maotai liquor fill the gap for top-grade, vintage, and aged cellar liquor. The
company's product line comprises three series of low-alcohol, high-medium-low-
grade, and top-grade liquor with over 70 specifications and varieties. In 2022, the
company's brand value surpassed one ftrillion, ranking first in the global spirits
brand value rankings for the seventh consecutive year.

Company performance review

In the first three quarters of 2023, the company achieved a total operating income
of 105.316 billion yuan, representing a year-on-year increase of 17.3%. The
operating income amounted to 103.268 billion yuan, showing an increase of
18.48% compared to the same period last year. The net profit attributable to
shareholders of listed companies reached 52.876 billion yuan, with a year-on-year
growth rate of 19.09%. Excluding non-recurring gains and losses, the net profit of
shareholders of listed companies was 52.816 billion yuan, representing an increase
of 18.97% from the previous year. The gross profit margin decreased by 0.16
percentage points to 91.71%, while the net profit margin dropped by 0.05
percentage points to 53.09%. Earnings per share amounted to 42.09 yuan, showing
an increase of 19.09% compared to the same period last year. In the third quarter
of 2023, the total operating income amounted to 34.329 billion yuan, representing
a year-on-year increase of 13.14%. The operating income stood at 33.692 billion
yuan, indicating an increase of 14.04% from the corresponding period in the
previous year. The net profit attributable to shareholders of listed companies
reached 16.896 billion yuan, with a year-on-year growth rate of 15.68%. After
deducting non-recurring gains and losses, the net profit attributable to
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shareholders of listed companies was 16.868 billion yuan, representing an
increase of 15.30% from the previous year. The gross profit margin increased
by 0.10 percentage points to 91.52%, while the net profit margin rose by 0.45
percentage points to 51.93%. The increase in the gross profit margin was
mainly due to the rise in the proportion of direct sales. The growth rate of
operating income in the third quarter was slightly higher than that of the
previous two quarters, which was attributed to seasonal characteristics. In the
off-season context, the company's adjustment of the shipment pace was
conducive to maintaining market competitiveness. In terms of expense ratios,
the sales expense ratio/management expense ratio/research and
development expense ratio in Q3 2023 were respectively
3.79%/5.65%/0.08%, with year-on-year increases of +0.75pct/-0.90pct/-
0.10pct respectively. The increase in the sales expense ratio was mainly due
to increased investment in the marketization of the "1935" and other series of
wines, while management costs continued to decline with the benefits of
scale expansion.

Main business analysis

The company specializes in Maotai liquor and a range of other liquor
products. It follows the "strengthening Moutai and expanding its series of
wines" dual-wheel strategy. Moutai uses high-quality local waxy sorghum as
raw material and wheat-based high-temperature koji. The production
process involves unique techniques such as koji usage, prolonged
fermentation, multiple fermentations, and multiple wine extractions. Brewing
Moutai requires two cuttings and nine fermentations, with a production cycle
lasting up to one year. After aging for over three years, blending, and further
storage for another year to enhance harmony and smoothness, the wine is
ready for bottling and distribution. The entire production process spans
approximately five years. Moutai is positioned as a premium liquor, priced at
1,000 yuan and above. Its product line includes 53° and 43° Moutai under
the Feitian trademark and the five-star trademark, aged Moutai (15 years, 30
years, 50 years, 80 years), rare and fine Moutai, Moutai zodiac wine, gift box
Moutai, and other varieties based on Moutai and aged Moutai. Among these,
the 500ml 53%vol classic Feitian Moutai is the flagship product of Moutai. In
recent years, the company has continuously enhanced Moutai product
innovation by launching non-standard products such as vintage wine, zodiac
wine, solar term wine, etc., thereby enriching its product portfolio. The series
of wines primarily comprises three Mao (grains) and four sauces: Guizhou
Daqgu, Huamao, Wangmao, Laimao, Hanjiang, Renjiu, Prince, and Yingbin.
Moutai 1935 also addresses the gap in the company's overall thousand-yuan
price range and expands the potential for the development of its series wines.
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In terms of product performance, Moutai generated a revenue of 87.27
billion yuan in the first three quarters of 2023, representing a year-on-year
growth of 17.30%, accounting for 84.51%. This represented a decline of 0.85
percentage points compared to the previous year. The series of wines
achieved a revenue of 15.594 billion yuan, with a year-on-year increase of
24.35%, accounting for 15.10%. This represented an increase of 0.71
percentage points from the previous year. In the third quarter of 2023,
Moutai generated a revenue of 27.991 billion yuan, showing a year-on-year
growth of 14.55%, accounting for 83.08%. This represented an increase of
0.37 percentage points compared to the same period last year. The series of
wines achieved a revenue of 5.520 billion yuan, with a year-on-year increase
of 11.69%, accounting for 16.38%. This represented a decrease of 0.34
percentage points from the previous year. The steady growth in Moutai
liquor revenue is primarily attributable to products such as 100ml Xiao
Moutai, Zodiac Liquor, and Moutai Premium Investment. With increased
volume and the successful launch of new products like 24 solar terms wine,
Moutai's product portfolio has become increasingly diverse, benefiting from
optimized sales channels. The slower growth rate in series wines can be
attributed to the company's adjustments in delivery speed and maintenance
of market prices during the off-season in the third quarter, aiming to achieve
a strategy of increasing sales during peak seasons while maintaining prices
during off-peak periods.

The company has developed its offline pipeline through direct operations. In
recent years, it has continuously increased its self-operated direct sales, and
alcohol e-commerce has gradually become an important purchasing method
for consumers. In May 2023, the China Alcoholic Drinks Association and JD
Supermarket jointly released the "2023 Online Alcohol Consumption Trend
Report". The report shows that online wine sales have generally maintained
steady growth from 2018 to 2022. Specifically, the compound annual growth
rate of foreign wine, wine, and liquor sales exceeded 50%, 40%, and 25%,
respectively. Online wine purchases are increasing and gradually becoming a

mainstream purchasing method.

Looking at channels, the company's direct sales channel revenue in the first
three quarters of 2023 was 46.207 billion yuan, representing a year-on-year
increase of 44.93% and accounting for 44.92%. This represents an increase
of 8.25 percentage points compared to the previous year. During the same
period, the company's wholesale pipeline revenue was 56.657 billion yuan,
with a year-on-year increase of 2.90% and accounting for 55.08%. This

Page | 3 | PHILLIPCAPITAL HONGKONG RESEAREH



P

. PhillipCapital

represents a decrease of 8.25 percentage points compared to the previous
year.

In the third quarter of 2023, the company's direct sales channel revenue was
14.787 billion yuan, showing a year-on-year increase of 35.26% and
accounting for 44.13%. This represents an increase of 6.91 percentage points
compared to the previous year. The wholesale channel revenue was 18.724
billion yuan, with a year-on-year increase of 1.52% and accounting for
55.87%. This represents a decrease of 6.91 percentage points compared to
the previous year. The proportion of direct sales further increased due to the
increased transaction volume of i Moutai and direct sales channels. As a self-
operated e-commerce platform, i Moutai began trial operation on March 31,
2022. In the first three quarters of 2023, the "i Moutai" digital marketing
platform achieved alcohol tax-free revenue of 14.871 billion yuan,
representing a year-on-year increase of 75.75% and accounting for 10% of
the direct sales channel revenue. In the third quarter of 2023, the "i Moutai"
digital marketing platform achieved alcohol tax-exclusive revenue of 5.533
billion yuan, showing a year-on-year increase of 36.77% and accounting for
37.42% of direct sales channel revenue, representing an increase of 0.41
percentage points compared to the previous year. It is expected that as the
product structure improves in the future, platform performance will further
enhance.

Figure 1. Operating income growth rate
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Figure 2: Net profit growth rate
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On November 1, 2023, the company issued a major announcement. After
thorough research and decision-making, the company has decided to
increase the factory price of its 53%vol Kweichow Moutai (Feitian, Five Star)
starting from November 1, 2023, with an average increase of approximately
20%. According to data from "Moutai Time and Space," this is the eighth
price adjustment since Moutai's public listing in 2001. The previous price
adjustments occurred in 2001, 2003, 2006, 2008, 2010, 2012, and 2018, with
adjustment ranges varying between 10% and 35%. Feitian Moutai boasts
strong brand power, and this price increase does not affect the market guide
price. The new price for Feitian Moutai now stands at approximately 1,169
yuan/bottle. By increasing the ex-factory price, the company aims to
appropriately control dealers' profit margins, encourage dealers to stock up,
and boost sales. This price adjustment signifies the return of the price
increase mechanism to the market, directly contributing to the company's
increased operating income and profits. From an industry perspective, the
liquor industry continues to face pressure, and price increases will help drive
the overall valuation premium and promote consumption recovery. The
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fourth quarter is the peak consumption season for the liquor industry, where
stocking up occurs in preparation for the Spring Festival. This price increase
has a solid market foundation. Furthermore, from an overall product
structure standpoint, this price increase breaks industry barriers and
facilitates raising prices for products below Feitian Moutai's price range,
ultimately optimizing the overall product structure.

Valuation and recommendation

On November 20, the company announced its plan to distribute special
dividends to repay shareholders in 2023. The company intends to pay a cash
dividend of 19.106 yuan per share to all shareholders and plans to distribute
a total cash dividend of 24.001 billion yuan (including tax). This marks the
ninth consecutive year that the company has paid dividends exceeding 50%.
The special dividend aims to reward shareholders, boost market confidence,
share profits with investors, and attract long-term funds to increase the

company's valuation.

Considering that Moutai's core single product is Feitian Moutai, which caters
to high-end business banquets and gifting scenarios, demand remains rigid
and less affected by macroeconomic fluctuations. Furthermore, in the third
quarter of 2023, the company's coffee and chocolate co-branded products
effectively reached more young consumer groups, reflecting the company's
focus on the wine industry while continuously pursuing product innovation
and establishing an industrial ecosystem centered around "wine" products.
We predict that the company's operating income will increase by
16%/16.50%/13% respectively in 2023-2025, reaching 143.956 billion yuan,
167.709 billion yuan, and 189.511 billion yuan. The earnings per share (EPS)
are projected to be 57.71/67.61/76.79 yuan, corresponding to price-earnings
ratios (P/E) of 27.88/23.80/20.95x. Meanwhile, the company's average P/E in
the past three years is approximately 43.04. With a forecasted 31 times P/E in
2023 and a valuation of RMB 1,789, we recommend a "buy" rating. (as of
January 19).

Risk warning: (1) The weakening of consumer spending power is negatively
impacting industry demand. (2) There have been recent changes in industrial

policies that are affecting the market.
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Financial

Consolidated Statement of Profit or Loss

Dec Y/E. RMB thousand 2021 2022 2023E 2024E 2025E
Total net revenues 109.464,276.56  127,553.959.36 147,599.821.11 171,552.856.80 193,566,303.85
Moutai 93.464,512.12  107.833,685.28 124,780.388.92 145,030.204.17 163,640,297.76
Other series of wines 12,594, 778.23 16,938,647 07 1844350005 2143657831 24 187,293 11
Other business 130,864.50 32751142 731,929.80 1,241,746.39 1,683,046.76
Other financial income 3,274123.72 3.454 11558 3,644,002 33 3,844 32792 4,055 666.22
Total cost of revenues 8,983,377.81 10,093 468 .62 1151646550 13,081,26625 14 402 808 46
Moutai 5577,910.54 6,265,810.91 7149177 15 8,120,571.59 8,940,957 54
Other series of wines 3,313,079.97 3,630,302.43 4.142.109.54 4,704,916.68 5,180,236.10
Other business 92,387.30 197,355.28 225178.81 255.774.98 281.614.81
Total gross profit 100,480,900.75  117,460.490.74 136,083,355.60 158,471,591.54 179,163,495.39
Sales and marketing expenses 2,737,369.43 3,297,724 19 3,825,360.06 445654447  5035,895.25
General and administrative expenses 8,450,274.07 9,012,191.07 1045414165 12179,075.02 13,762,354.77
Research and development expenses 61.923.21 135,185.68 166,515.39 162,669.93 206.439.62
Other income(expense) 14,703,302.15 17,313,900.05  21,2127958.98 24,638.123.12 27,779,348.76
Total profit 74,528,031.89 87,701,489.75 100,434,239.53 117,015,159.01 132,379,456.99
Income tax 18.807.501.94  22326,352.98 25,108,559.88 29.253,789.75 33,094.864.25
Net profit 55,720,529 96 65,375,136.77  75,325679.65 B7.761,369.26 9928459274
EPS(RMB) 41.76 49.93 7.7 67.61 76.79
DPS{RMB) 21675 25911 2995 35.09 39.85
Dividend payout ratio 51.90% 51.89% 51.89% 51.589% 51.589%
Weighted shares outstanding 1,256,198 1,256,198 1,256,198 1,256,198 1,256,198
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Consolidated Statement of Financial Position
Dec ¥/E. RMB thousand

2021

2022

2023E

Kweichow Moutai

2024E

\
P PhillipCapital

INITIATION REPORT

2025E

Current assets

Cash, CE and Restricted cash 51,810,243 61

Inventary

Account receivable net
Short-term investments,net
Other current assets
Accounts Prepayment

33,394 ,365.08
33.158.97
135,067.287.78
71,527 56
389.109.84

58,274,318.73
38,824,374 24
158,208.98
116,172,711.55
2.284.445.01
89737716

§1,083,276.56
44 530,549.07
183,522 42
121,704,349, 11
166,497 45
1,058,753.15

118,680,003.70

51.678.089.67
213.803.61

121,704,349 11
172,349.96
1,225,373.30

160,702.216.29
58,622 24132
241.598.08
121,704,349 11
178.408.19
1,375.719.67

Total Current Assets

220,765,692 85

216,611,435 67

248,726,947 75

293.873,969.35

342,824 532 67

Non-current assets
Property and equipment,net
Deferred Tax Asset
Intangible assets net
Long-term prepaid expenses
Long-term investments net
Other non-current assets

13,794 ,161.72
2.237.206.44
6.571,144.30
139,342 46
3.595,643.62
2.065,003.77

21,950,952 .44
3.458,931.37
7,485 728.76

336,991.98

451542973

5.335.05

286,802,116.89
4.012,360.39
8,527.942 59
152,043.67
5,646.438.33
5,335.05

33,554 466 18
4,674,399 85
9,715.633.62
162,043.67
7.486.186.68
5,335.05

37,916,546 .78
5,282.071.83
11,069,149 63
152,043.67
10,553,754 94
5,335.05

Total Non-Current Assets

34.402.502.31

37,753,369.32

47.146,236.92

55,688.067.04

64,978,901.90

Total Assets

255.168,195.16

254,364,805.00

295,873,184.67

349.462,036.39

407,803,434.57

Non-current Liabilities

Long-term debt

296.466.20

334.447.94

334.447.94

334.447.94

334.447.94

Total Non-current Liabilities

296.466.20

334.447.94

334.447.94

334.447.94

334.447.94

Current Liabilities

Account payable

Other current liabilities

21,791,585.14
36,122,337.12

18,631,080.55
30,434 ,588.24

21,742.570.09
34,042 .563.32

25,225 242 12
37.004.188.99

28,399,439.54
39.722,327.00

Total current liabilities

57,914,222 25

49.065,668.80

55,785.433.41

62,229.431.11

68,121.766.54

Total liabilities

58.210.688.45

49.400.116.74

56,119.881.35

62,563,679.05

68,456,214 .48

Equity
Equity Capital

Retained Eamings
Other sharesholders’ equity

1.256,197.80
160,716,861.92
34,984 446 99

1,256,197.80
161,301,978.18
42 406,512 27

1,256.197.80
196,172,118.81
42,324 986 71

1,256,197.80

1,256,157 .80

237,023,524 52 283,417.321.24

48,618,435 02

54 673,701.05

Total equity

196,957.506.71

204,964,688 25

239,753,303.32

286,898,157.33 339,347.220.09

Total liabilities and equity

255,166,195.16

254 364,505.00

295,873,1684.67

349,462,036.358 407.5803.434.57
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INITIATION REPORT

Kweichow Moutai

Consolidated Statement of Cash Flow

Dec Y/E., RMB thousand

2021

2022

2023E

2024E

2025E

64.028.676.15
56,720,529 96

36,698,595 .83
65,375136.77

74.673,684.47
75,325 679.65

86,236,711.97
87.761,369.26

98.435346.30
99,284 59274

Depreciation and Amortization 1,570,526.38  1,676,962.69 187231720 237437475 2,752,190.43

Change in working capital 6.744.470.01 -30.348.428.75 -2.619.998.74 -3.895149.76 -3,597.748.70
-6,850.20 -5.074.87 -4,313.64 -3.862.28 -3.688.16

-5.562,44570 -5.536,826.33 -16.428.341.64 -10.154,165.41 -11,535,353.31

Short term and long term investment,net -2,156,124 65 -230,635.07  -6.662.646.16 -1,839.750.35 -3.067.566.27

Purchase of property. equipment and intangible assets  -3.406.321.06  -5,306,191.27 -9.765,695.49 -8.314415.06 -8.467,787.04

Cash paid for distribution of dividends
Cash received from financing

-26.564,141.39
-26.476,019.84
-88,121.55

-57.424 528 98
-57.370,196.19
5433279

-37.674,792 83
-37.628,609.96
-46,182.87

-44 124 59906
44,083,034 48
41,664 .58

-50,103,353.31
-50,063,866.96
-39.486.35

Effect of exchange rate changes on cash

-2,026.54

911.09

0.00

0.00

0.00

Net Change in Cash
Cash, CE and Restricted cash at Beg
Restricted currency funds for disbursements

31,900,062 .51
146,740,524 87
-126,830,343.77

-26.261,848 .40
178,640,587 38
-94.104,420.25

20,470,550.00
58,274.318.73
2,338,407.83

31,957,947 40
81,083,276 46
5.638,779.64

36,796,639 68
118,680,003.70
5,225 572.91

Cash, CE and Restricted cash at Y/E

51,810,243 61

58,274.318.73

61,083,276 56

118,680,003.70

160,702,216.29
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Key Financial Data

Dec Y/E 2021 2022 2023E 2024E 2025E
Valuation Ratio

P/E 3853 3223 27 88 23.80 2095

P/S 19.03 16.29 14.04 12.05 10,67

Dividend Yield,% 1.35% 1.61% 1.86% 2.18% 2.48%
Price 1609 1609 1609 1609 1609

Per Share data(RMB)

EPS(RMB) 41.76 4993 5771 67.61 76.79

BWPS 156.79 163.16 190 86 22839 27014
DPS 2168 259 29.95 35.09 3985

Sales Per Share 84 53 98.79 114.60 133.50 150.86

Growth&Margin

Revenue Growth 11.71% 16.53% 15.72% 16.23% 12.83%
Gross Profit Growth 15.81% 16.90% 15.85% 16.45% 13.06%
EBIT Growth 12.59% 17.68% 14 52% 16.51% 13.13%
Net Profit Growth 12.51% 17.33% 15.22% 16.51% 13.13%
Margin

Gross Profit Margin 91.54% 91.87% 92.00%  9220%  9240%
EBIT Margin 65.08% 66.76% 68.04%  68.21%  68.39%
Met Profit Margin 47.92% 4917% 49.12%  4951%  49.83%
Key Ratios

ROE 26.64% 30.60% 30.24% 29.60% 28.42%
ROA 20.56% 24 66% 24 50% 24.30% 23.65%

Current price as of January 19, 2024
source: PSHK Est.
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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 price
-5% to +5% Neutral 3 Trade within % 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited to) a
stock's risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts, and speculative
undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER

This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the terms and
limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct or
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