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000568 SZ Not rated
Stock price as of 16/11/2018 Rmb 40.29
GICS sector Consumer Staples
Market cap Rmb m 59,015
Avg Value Traded (3m) Rmb m 553
12m high/low Rmb 75.26/35.05
PER FY19 X 13.8
P/BV FY 19 X 3.1
Historical financials
YE Dec (RMBm) 2015A 2016A 2017A
Revenue 6,900 8,304 10,395
% growth 28.9 20.3 25.2
EBITDA 2,037 2,639 3,491
% growth 62.2 29.5 32.3
EPS 105.00 137.50 179.80
% growth 67.4 30.9 32.7
EBIT Margin 27.2 29.9 32.0

Source: Company data, FactSet,November 2018
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China

MacVisit: Luzhou Laojiao
Invest in the future, learn from the past

Premium liquor National Cellar 1573 is making a comeback, boosting sales
and gross profit margin, according to management.

The company is investing heavily in marketing expenses, while controlling
channel inventory to be less than 2 months.

Capacity expansion ongoing; high dividend payout ratio.

Outlook

We visited Luzhou Laojiao and talked with management. As one of China’s
oldest liquor manufacturers, its premium product National Cellar 1573 is sold
at a retail price of Rmb1,099/bottle on par with Wuliangye Yibin’s (A-Share)
(000858 CH, Rmb50.69, Neutral, TP: Rmb52.30) Puwu.

As pledged at its annual general meeting in June 2018, the company aims to
regain its top 3 spot in the Baiju industry in 2020 and lift its revenue to
Rmb30bn in 2020E (Rmb10.4bn in 2017). National Cellar 1573, mid-range
products, and health and other innovative liquors are each expected to make a
one-third contribution to revenue.

Key findings

National Cellar 1573 comes back, boosting sales and gross profit margin.
Amid the recovery of the baijiu industry and consumption upgrade trend, the
sales percentage of its high-end products leapfrogged to 52% in 1H18 from
22% in 2015. According to industry experts, 1573 won back its historical
market share in 2017 and gained more in 2018. As a result, GPM rose to
73.9% in 1H18 from 49.4% in 2015. Meanwhile, the ex-factory price of 1573
was lifted twice in 2017, by 6% and 9% in March and July, respectively. The
company plans to become more prudent on price hikes and to conduct a
pricing strategy following Wuliangye.

Invest in the future, while learning from the past. To expand in the high-
end market, the company continues to invest in marketing. As a result, its A&P
expenses ratio continued to increase 2.4ppt YoY to 22.5% in 9M18, higher
than 5.4% of Moutai and 10.5% of Wuliangye. However, gross margin
expansion driven by product mix upgrade more than offset the increase in
SG&A, and operating margin improved 3.2ppt YoY to 40.7%. Moreover, post
the hiccup in the baijiu industry and ineffectual pricing strategy, Laojiao rebuilt
its sales team in 2014 by product in lieu of regions. The company learned
lessons and is managing channel inventory under 2 months currently.

Capacity expansion ongoing; high dividend payout ratio. In September
2017, it raised Rmb3bn through non-public share offerings to expand 35k tons
of basic liquor capacity and 100k tons of storage capacity by the end of 2020.
Stripping out this Rmb3bn from cash and equivalents, its net gearing ratio
would be 36% in FY17. The company also paid out 71.6% of net profit last
year, up 2.8ppt from 68.8% in FY16. This is higher than the 51.0% and 52.2%
payout ratios of Moutai and Wuliangye in FY17, respectively.

Financials, valuations, and risks

9M18 revenue of Rmb9,263m, up 27% YoY, with net profit up 38% YoY to
Rmb2,743m. 3Q18 sales grew 31% and net profit rose 45%.The stock is
trading at a 14x FY19E PER, compared with domestic peers’ 15x FY19E, both
based on Bloomberg consensus estimates.

Please refer to page 6 for important disclosures and analyst certification, or on our website

www.macquarie.com/research/disclosures.
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Ownership (As of September 30™, 2018)

History and corporate governance

e Luzhou Laojiao Group (SOE), 26.02%
e Luzhou Xinlu Investment company(SOE), 24.99%

e China Securities Finance Corporate, 2.31%

Hong Kong Securities Clearing Co. Ltd., 2.02%

e E-fund Securities Investment Fund.,1.69%

Balance sheet data and refinancing (As of September 30™",
2018)

1915 Luzhou Laojiao Tequ won the Panama International Fair
gold medal.

1994 Luzhou Laojiao Co., LTD was established and listed on
the Shanghai Stock Exchange.

2009 the controlling shareholder was changed to Luzhou
Laojiao Group, and the actual controller remained as Luzhou
State-owned Assets Supervision and Administration
Commission(SASAC).

Management and Directors background

e Cash and bank balance of Rmb8,384m
e Fixed asset and construction in process of Rmb2,979m
e No short-term and long-term debt

e Net cash/equity ratio at 51.7%

Latest results highlights (3Q18)

Mr. Liu Miao, aged 49, was appointed Chairman in June 2015.
He previously served as General Manager Assistant, Deputy
General Manager, and General Manager of sales subsidiary at
the company.

Mr. Lin Feng, aged 45, was appointed General Manager in
June 2015. He was in charge of sales subsidiary, the marketing
department and the HR department consecutively.

Mr. Wang Hongbo, aged 54, serves as Deputy General
Manager and Broad Secretary. Prior to joining Luzhou Laojiao,
he was Director of the Bureau of Commerce of Luzhou.

Latest results highlights (FY17)

e Revenue grew by 31% to Rmb2,843m in 3Q18.

e Gross margin expanded by 22bps to 81.5% in 3Q18.
e EBIT margin increased by 111bps to 35.5%.

e Net profit increased by 45% to Rmb772m.

Fig 1 Revenue breakdown by product (Rmb m)

Revenue grew by 20.5% to Rmb10.4bn in FY17.

Gross margin expanded by 950bps to 71.9% from 62.4% in
FY16.

EBIT margin was trimmed by 207bps to 32% from 29.9%.
Net profit increased by 30.7% to Rmb2558m.

Fig 2 Gross margin by product
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Fig 3 Revenue breakdown by region (Rmb m)

Fig 4 Gross margin by region (%)
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Fig 5 Sales volume ('000 tons)

Fig 6 Average selling price (RMB/ton)
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Fig 7 Gross margin trend (%) Fig 8 Operating margin trend (%)
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Fig 9 Net profit margin trend (%) Fig 10 Net debt to equity ratio (%)
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Fig 11 Free cash flow (Rmb m)
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Luzhou Laojiao (000568 CH, not rated)

Interim Results 2H16A 1H17A 2H17A 1H18A Annual Results 2014A 2015A 2016A 2017A
Revenue m 4,034 5,116 5,279 6,420 Revenue m 5,353 6,900 8,304 10,395
Gross profit m 2,655 3,508 3,969 4,810 Gross profit m 2,549 3,408 5,184 7,477
Cost of goods sold m 1,379 1,608 1,310 1,611 Cost of goods sold m 2,804 3,492 3,120 2,918
EBITDA m 1,069 2,006 1,484 2,696 EBITDA m 1,256 2,037 2,639 3,491
Depreciation m 77 81 80 79 Depreciation m 146 154 150 161
Amortisation 4 4 4 4 Amortisation 9 8 8 8
EBIT m 992 1,921 1,400 2,613 EBIT m 1,101 1,875 2,481 3,321
Net interest income m 30 36 71 105 Net interest income m 91 58 59 107
Forex gain/loss m 0 0 0 0 Forex gain/loss m 0 0 0 0
Other pre-tax profit m -430 2 3 (10) Other pre-tax profit m 25 33 (10) 6
Pre-Tax Profit m 1,002 1,960 1,474 2,708 Pre-Tax Profit m 1,218 1,967 2,530 3,434
Tax expenses m (205) (450) (381) (672) Tax expenses m (241) (416) (580) (832)
Net profit m 797 1,509 1,093 2,036 Net profit m 976 1,551 1,950 2,602
Minority interest m -18 42 2 69 Minority interest m 96 78 22 44
Reported Earnings m 815 1,467 1,091 1,967 Reported Earnings m 880 1,473 1,928 2,558
Reported Earnings m 815 1,467 1,091 1,967 Reported Earnings m 880 1,473 1,928 2,558
EPS (rep) ¢ 58 105 75 134 EPS (rep) ¢ 63 105 138 180
EPS (adj) ¢ 58 105 75 134 EPS (adj) ¢ 63 105 138 180
EPS grow th yoy (adj) % 81 32 29 28 EPS grow th yoy (adj) % (74) 67 31 33
PE (rep) X 32 26 24 37
PE (adj) X 32 26 24 37
EBITDA margin % 26.5 39.2 28.1 42.0
EBIT margin % 24.6 37.6 26.5 40.7 Total DPS ¢ 44.0 50.0 50.0 50.0
Revenue grow th % 26 20 31 25 Payout ratio % 69.8 47.6 36.4 27.8
EBIT grow th % 75 29 41 36 Weighted average shares m 685 685 685 685
2014A 2015A 2016A 2017A Cash Flow Analysis 2014A 2015A 2016A 2017A
Profit and Loss Ratios
Revenue growth % (48.7) 28.9 20.3 25.2 Net income m 976 1,551 1,950 2,602
EBITDA grow th % (73.0) 62.2 29.5 32.3 Depreciation & Amortisation m 154 162 158 169
EBIT Grow th % (75.6) 70.3 323 33.9 Other non-cash adjustments m 1,779 (1,628) 464 (1,057)
Gross profit margin % 47.6 49.4 62.4 71.9 Changes in non-cash capital m (1,603) 68 54 1,979
EBITDA margin % 235 29.5 31.8 33.6 Operating cash flow m 1307 153 2625 3693
EBIT margin % 20.6 27.2 29.9 32.0 Acquisations m 0 0 0 0
Net profit margin % 18.2 225 235 25.0 Capex m (164) (79) (237) (1,416)
Payout ratio % 69.8 47.6 36.4 27.8 Asset sales m 0 0 0 0
Other m 21 (31) 1 19
Balance Sheet Ratios Investing cash flow m (143) (110) (236) (1,396)
ROE % 9 15 18 20 Dividends m (1,803) (1,214) (1,175) (1,387)
ROA % 7 12 15 16 Equity raised m 0 0 0 0
Net debt/equity X (0.5) (0.3 (0.4) (0.55) Debt movements m 0 0 0 0
Other m (21) 23 5 2,714
Financing cash flow m (1,825) (1,191) (1,169) 1,326
Forex m (1) (0) 0 (0)
Net change in cash/debt m (662) (1,148) 1,219 3,623
Free cash flow m 1,143 74 2,388 2,277
Balance Sheet 2014A 2015A 2016A 2017A
Cash 4,710 3,540 4,765 8,450
Receivables 1,779 24957 21767 2,722
Inventories 2,827 2,860 2,488 2,812
Investments 0 0 0 0
Fixed asset 1,372 7 1,293 7 1363 "7 2697
Intangible asset 251 244 235 231
Other assets 2,232 2,750 2,647 r 2,844
Total assets 13,171 13,182 13,674 19,756
Payables 758" 993" 12367 2268
Short term debt 0 0 0 0
Long term debt 0 0 0 0
Other liabilities 2,620 1826 7 13147 2176
Total liablities 3,377 2,819 2,549 4,443
Share capital 1,402 1,402 1,402 1,465
Surplus reserves 1,402 1,402 1,402 1,465
Undistributed profits 6,242 6,593 7,398 8,527
Other 747 964 922 3,856
Total S/H equity 9,793 10,362 11,125 15,313
Total liab & S/H equity 13,171 13,182 13,674 19,756

All figures in CNY unless noted.

Source: Company data, Wind, Bloomberg, November 2018

20 November 2018


http://www.hibor.com.cn/

Macquarie Research

MacVisit: Luzhou Laojiao

Important disclosures:

Recommendation definitions

Macquarie - Australia/New Zealand

Outperform — return >3% in excess of benchmark return
Neutral — return within 3% of benchmark return
Underperform — return >3% below benchmark return

Benchmark return is determined by long term nominal
GDP growth plus 12 month forward market dividend
yield, which is currently around 9%.

Macquarie — Asia/Europe

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Mazi Macquarie — South Africa

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie - Canada

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark return

Macquarie - USA

Outperform (Buy) — return >5% in excess of Russell
3000 index return

Neutral (Hold) — return within 5% of Russell 3000 index
return

Underperform (Sell)— return >5% below Russell 3000
index return

Volatility index definition*

This is calculated from the volatility of historical
price movements.

Very high—highest risk — Stock should be
expected to move up or down 60—-100% in a year
— investors should be aware this stock is highly
speculative.

High — stock should be expected to move up or
down at least 40—60% in a year — investors should
be aware this stock could be speculative.

Medium — stock should be expected to move up
or down at least 30—40% in a year.

Low—medium — stock should be expected to
move up or down at least 25-30% in a year.

Low — stock should be expected to move up or
down at least 15-25% in a year.

* Applicable to Asia/Australian/NZ/Canada stocks
only

Recommendations — 12 months
Note: Quant recommendations may differ from
Fundamental Analyst recommendations

Recommendation proportions — For quarter ending 30 September 2018

Financial definitions

All "Adjusted" data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense
Excluded: nonrecurring items, asset revals, property
revals, appraisal value uplift, preference dividends &
minority interests

EPS = adjusted net profit / efpowa*

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit /average
total assets

ROE = adjusted net profit / average shareholders’
funds

Gross cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighted average
number of shares

All Reported numbers for Australian/NZ listed stocks
are modelled under IFRS (International Financial
Reporting Standards).

AUINZ Asia RSA USA CA EUR
Outperform 51.56% 59.51% 45.05% 46.88% 67.86% 46.70% (for global coverage by Macquarie, 3.70% of stocks followed are investment banking clients)
Neutral 33.20% 28.92% 37.36% 47.70% 25.00% 42.73% (for global coverage by Macquarie, 2.04% of stocks followed are investment banking clients)
Underperform 15.23% 11.57% 17.58% 5.42% 7.14% 10.57% (for global coverage by Macquarie, 0.47% of stocks followed are investment banking clients)
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(all figures in CNY currency unless noted)

Note: Recommendation timeline — if not a continuous line, then there was no Macquarie coverage at the time or there was an embargo period.
Source: FactSet, Macquarie Research, November 2018

12-month target price methodology
000858 CH: Rmb52.30 based on a PER methodology

Company-specific disclosures:

Important disclosure information regarding the subject companies covered in this report is available at www.macguarie.com/research/disclosures.

Target price risk disclosures:

000858 CH: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may include
geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global
economic conditions generally, including conditions in financial markets. The company is exposed to market risks, such as changes in interest rates,
foreign exchange rates and input prices. From time to time, the company will enter into transactions, including transactions in derivative instruments, to
manage certain of these exposures.

Analyst certification:

We hereby certify that all of the views expressed in this report accurately reflect our personal views about the subject company or companies and its or
their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendations or views
expressed in this report. The Analysts responsible for preparing this report receive compensation from Macquarie that is based upon various factors
including Macquarie Group Ltd total revenues, a portion of which are generated by Macquarie Group’s Investment Banking activities.

General disclaimers:

Macquarie Securities (Australia) Ltd; Macquarie Capital (Europe) Ltd; Macquarie Capital Markets Canada Ltd; Macquarie Capital Markets North America
Ltd; Macquarie Capital (USA) Inc; Macquarie Capital Limited, Taiwan Securities Branch; Macquarie Capital Securities (Singapore) Pte Ltd; Macquarie
Securities (NZ) Ltd; Mazi Macquarie Securities (RF) (Pty) Ltd; Macquarie Capital Securities (India) Pvt Ltd; Macquarie Capital Securities (Malaysia) Sdn
Bhd; Macquarie Securities Korea Limited and Macquarie Securities (Thailand) Ltd are not authorized deposit-taking institutions for the purposes of the
Banking Act 1959 (Commonwealth of Australia), and their obligations do not represent deposits or other liabilities of Macquarie Bank Limited ABN 46
008 583 542 (MBL) or MGL. MBL does not guarantee or otherwise provide assurance in respect of the obligations of any of the above mentioned
entities. MGL provides a guarantee to the Monetary Authority of Singapore in respect of the obligations and liabilities of Macquarie Capital Securities
(Singapore) Pte Ltd for up to SGD 35 million. This research has been prepared for the general use of the wholesale clients of the Macquarie Group and
must not be copied, either in whole or in part, or distributed to any other person. If you are not the intended recipient you must not use or disclose the
information in this research in any way. If you received it in error, please tell us immediately by return e-mail and delete the document. We do not
guarantee the integrity of any e-mails or attached files and are not responsible for any changes made to them by any other person. MGL has
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established and implemented a conflicts policy at group level (which may be revised and updated from time to time) (the "Conflicts Policy") pursuant to
regulatory requirements (including the FCA Rules) which sets out how we must seek to identify and manage all material conflicts of interest. Nothing in
this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. In
preparing this research, we did not take into account your investment objectives, financial situation or particular needs. Macquarie salespeople, traders
and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions which are contrary to the
opinions expressed in this research. Macquarie Research produces a variety of research products including, but not limited to, fundamental analysis,
macro-economic analysis, quantitative analysis, and trade ideas. Recommendations contained in one type of research product may differ from
recommendations contained in other types of research, whether as a result of differing time horizons, methodologies, or otherwise. Before making an
investment decision on the basis of this research, you need to consider, with or without the assistance of an adviser, whether the advice is appropriate
in light of your particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities
can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of
the investment. This research is based on information obtained from sources believed to be reliable but we do not make any representation or warranty
that it is accurate, complete or up to date. We accept no obligation to correct or update the information or opinions in it. Opinions expressed are subject
to change without notice. No member of the Macquarie Group accepts any liability whatsoever for any direct, indirect, consequential or other loss arising
from any use of this research and/or further communication in relation to this research. Clients should contact analysts at, and execute transactions
through, a Macquarie Group entity in their home jurisdiction unless governing law permits otherwise. The date and timestamp for above share price and
market cap is the closed price of the price date. #CLOSE is the final price at which the security is traded in the relevant exchange on the date indicated.
Members of the Macro Strategy team are Sales & Trading personnel who provide desk commentary that is not a product of the Macquarie Research
department or subject to FINRA Rule 2241 or any other regulation regarding independence in the provision of equity research.

Country-specific disclaimers:

Australia: In Australia, research is issued and distributed by Macquarie Securities (Australia) Ltd (AFSL No. 238947), a participating organization of the
Australian Securities Exchange. Macquarie Securities (Australia) Limited staff involved with the preparation of research have regular interaction with
companies they cover. Additionally, Macquarie Group Limited does and seeks to do business with companies covered by Macquarie Research. There
are robust information barriers in place to protect the independence of Macquarie Research’s product. However, recipients of Macquarie Research
should be aware of this potential conflict of interest. New Zealand: In New Zealand, research is issued and distributed by Macquarie Securities (NZ) Ltd,
a NZX Firm. Canada: In Canada, research is prepared, approved and distributed by Macquarie Capital Markets Canada Ltd., a (i) member of the
Investment Industry Regulatory Organization of Canada and the Canadian Investor Protection Fund, and (ii) participating organisation of the Toronto
Stock Exchange, TSX Venture Exchange & Montréal Exchange. This research is distributed in the United States, as third party research by Macquarie
Capital Markets North America Ltd., which is a registered broker-dealer and member of Financial Industry Regulatory Authority and the Securities
Investor Protection Corporation. Macquarie Capital Markets North America Ltd. accepts responsibility for the contents of reports issued by Macquarie
Capital Markets Canada Ltd. in the United States and sent to US persons. Any US person wishing to effect transactions in the securities described in
the reports issued by Macquarie Capital Markets Canada Ltd. should do so with Macquarie Capital Markets North America Ltd. This research is
intended for distribution in the United States only to major Institutional Investors (as such term is defined in SEC 15a-6 and Section 15 of the Securities
Exchange Act of 1934, as amended) and is not intended for the use of any person or entity that is not a major institutional investor. Research analysts
of Macquarie Capital Markets Canada Ltd. are not registered/qualified as research analysts with FINRA. The Research Distribution Policy of Macquarie
Capital Markets Canada Ltd. is to allow all clients that are entitled to have equal access to our research. United Kingdom: In the United Kingdom,
research is issued and distributed by Macquarie Capital (Europe) Ltd, which is authorised and regulated by the Financial Conduct Authority (No.
193905). Germany: In Germany, this research is issued and/or distributed by Macquarie Capital (Europe) Limited, Niederlassung Deutschland, which is
authorised and regulated by the UK Financial Conduct Authority (No. 193905). and in Germany by BaFin. France: In France, research is issued and
distributed by Macquarie Capital (Europe) Ltd, which is authorised and regulated in the United Kingdom by the Financial Conduct Authority (No.
193905). Hong Kong & Mainland China: In Hong Kong, research is issued and distributed by Macquarie Capital Limited, which is licensed and
regulated by the Securities and Futures Commission. In Mainland China, Macquarie Securities (Australia) Limited Shanghai Representative Office only
engages in non-business operational activities excluding issuing and distributing research. Only non-A share research is distributed into Mainland China
by Macquarie Capital Limited. Japan: In Japan, research is Issued and distributed by Macquarie Capital Securities (Japan) Limited, a member of the
Tokyo Stock Exchange, Inc. and Osaka Exchange, Inc. (Financial Instruments Firm, Kanto Financial Bureau (kin-sho) No. 231, a member of Japan
Securities Dealers Association). India: In India, research is issued and distributed by Macquarie Capital Securities (India) Pvt. Ltd. (CIN:
U65920MH1995PTC090696), 92, Level 9, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai — 400 051, India, which is a
SEBI registered Research Analyst having registration no. INHO00000545. Malaysia: In Malaysia, research is issued and distributed by Macquarie
Capital Securities (Malaysia) Sdn. Bhd. (Company registration number: 463469-W) which is a Participating Organisation of Bursa Malaysia Berhad and
a holder of Capital Markets Services License issued by the Securities Commission. Taiwan: In Taiwan, research is issued and distributed by Macquarie
Capital Limited, Taiwan Securities Branch, which is licensed and regulated by the Financial Supervisory Commission. No portion of the report may be
reproduced or quoted by the press or any other person without authorisation from Macquarie. Nothing in this research shall be construed as a
solicitation to buy or sell any security or product. The recipient of this report shall not engage in any activities which may give rise to potential conflicts of
interest to the report. Research Associate(s) in this report who are registered as Clerks only assist in the preparation of research and are not engaged in
writing the research. Macquarie may be in past one year or now being an Issuer of Structured Warrants on securities mentioned in this report. Thailand:
In Thailand, research is produced, issued and distributed by Macquarie Securities (Thailand) Ltd. Macquarie Securities (Thailand) Ltd. is a licensed
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