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China Consumer Staples

Expert call takeaways and CNY wrap-up -
baijiu, beer and dairy sales stood out

Name
CR Beer
Mengniu
Feihe
Nongfu
Tsingtao
Yili Industrial 600887 CH  Buy 40.5 50.0
Budweiser
Smoore
RELX

Key findings of our expert call. The speaker noted that overall consumption
sentiment remained weak but sales of selective beverages were solid. Foot
traffic to the expert’s offline stores in Beijing saw steep recovery (from about -
30% YoY to +10% YoY) upon the start of the CNY break. The trajectory has
put average store visitation largely at par to that of last year, although such was
still 10-20% below that of 2019. By segment, baijiu sold the best, with most
categories recording +ve growth, while processed meats and condiments
disappointed despite huge promotional input. Meanwhile, the expert does not
see ground to ramp-up consumption tax and expects supportive policy roll-out
later this year to stimulate birth rate and hence child-related spendings.

Other data sources we tracked pointed to similar conclusions. Overall
traffic flow improved YoY, but was still subpar to what we saw in 2019.
Pandemic control intensity remains key to the pace of the recovery. F&B
spending in general remained resilient, driven by stay-home and festive
demands. We note double digit growth in baijiu, low-teen growth in dairy and
MSD growth in beer sales.

B Baijiu: premium sales was steady while those of subpremium diverged.
National subpremium sold worse than regional’s as the latter was able
to ride on “back home” traffics. Pricings were well disciplined, and
inventory was healthy at around 30 days.

B Dairy: demand remained strong with premium outperforming on similar
reasons as above. Other than that, an increasing health consciousness
counts. Yili and Mengniu brand sales grew ~15% YoY, largely in line
with our expectation.

B Beer: bright sales in January and CNY despite sporadic lockdowns.
Price hike expectation and an earlier CNY holiday altogether drove
strong channel re-stocking ahead of the forthcoming high season.

B E-cigar: momentum stablised, after a low 2H21 due to intensifying
comeptition rather than regulatory headwinds.

Stock for actions. Impact from property deleveraging and the zero-COVID
policy remain lasting drags to the waning consumption sentiment. Amid a de-
risking mentality, we cherry-pick relative outperformers that, in our view, are
anecdotally less hammered by the languishing propensity to consume and are
more responsive to price hikes. Our top picks are CR Beer, Mengniu and
Feihe, followed by Nongfu and Budweiser. Meanwhile, we also believe near
term earnings risks for these stocks are well-contained into March’s results
season based on findings from our pre-results NDRs.

Price TP
Ticker Rating (LC) (LC)
291 HK Buy 63.7 80.0
2319 HK Buy 49.2 57.0
6186 HK Buy 11.3 14.0
9633 HK Buy 48.0 53.0
168 HK Buy 77.3 86.0

Mkt Cap P/E (x) EV/EBITDA (x)  ROE (%)

(US$mn) FY21E FY22E FY21E FY22E FY21E FY22E
26,491 532 397 263 220 140 16.6
24908 307 266 232 187 118 13.2
12,900 116 101 69 59 404 418
69,202 761 700 425 387 336 306
17,323 318 265 162 130 122 136
40,887 279 248 196 176 273 291
39217 455 395 187 164 78 85
27,583 348 268 262 198 404 414
5985 168 152 139 114 566 38.7

1876 HK Buy 23.1 26.6
6969 HK Buy 35.8 43.0
RLX US Buy 3.8 4.3
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Investment thesis

A habitual consumption pattern,
premiumization and an effective
cost pass-through are structural
merits that F&B players offer as
margins buffer amid cost inflation.

Our sector top picks:

CR Beer (291 HK, Buy)

Target Price (HK$) 80.0
Up/Downside +25.6%
Current Price (HK$) 63.7
52w High/Low (HK$) 76.0/53.4
Source: Bloomberg, CMBIS

Mengniu (2319 HK, Buy)

Target Price (HK$) 57.0
Up/Downside +15.9%
Current Price (HK$) 49.2
52w High/Low (HK$) 51.1/ 38.5
Source: Bloomberg, CMBIS

Feihe (6186 HK, Buy)

Target Price (HK$) 14.0
Up/Downside +23.9%
Current Price (HK$) 11.3
52w High/Low (HK$) 25.7/9.7

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk

Source: Bloomberg, CMBIS
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Key takeaways from our expert call

B Overall sales in CNY and to date: The speaker noted that overall consumption
sentiment remained weak since 2Q21. This was largely due to income growth slowdown
and traffic flow restrictions amid the pandemic. F&B has been relatively steady. During
the CNY, dairy and beer were the outperformers, thanks to smooth sales mix upgrade
and price pass-through. A normalizing offline social activities also aided the robust
performance. Baijiu was steady, with majority of the brands recording positive growth.
Separately, both processed meat products and condiments sales disappointed, with the
former recording a y-y decline and the latter growing below expectation.

B Baijiu: Moutai saw still strong demand and inventory shortage for the core Feitian,
while a more rational attitude and less speculative run for higher-priced new products
including Moutai Zhenpin upgraded (MSRP Rmb4,599), the zodiac Tiger themed wine
(MSRP Rmb2,499). The sales for the core thousand-yuan-priced new product, Moutai
1935 (2,000-3,000 tons planned production), was expected to ramp up in 2022. Fenjiu
grew better than peers at 20-30% y-y, but such was still slightly weaker than expected.
Wuliangye grew by 10-15%, with healthy pricing and inventory, but its relatively lower
channel margins could incentivize distribution to allocate greater promotional effort to
other higher-margin brands of similar positioning. Laojiao was expected to accelerate,
given its higher channel margins and ESOP plan could create major incentives for
distributors and employees. Sub-premium: Shede, Jiuguijiu were relatively the
strongest trending ones, with 50-70% and 40-50% growth in CNY, based on channel
check. Shuijingfang and Kouzijiao were robust, with 25-30% growth in CNY. The trend
in Yanghe improved since 3Q21, with ~15% growth in CNY.

B Dairy: both Yili and Mengniu maintained robust sales in CNY, likely achieving low-to-
mid-teen growth YoY. Both had a lower promotional spending for this CNY than the last
National Day and Mid-Autumn Festival. Super-premium products maintained strong
momentum, and the expert expected that to persist over 2022. Both companies are
likely to ramp up their cheese businesses this year. The expert envisaged competition
to intensify, but was optimistic about its growth potential in the long term, thanks to
consumption upgrade.

B |IMF: competition is heating up, as Yili and Mengniu are making major effort to expand
their footholds in this market in the year, according to the expert. Growth was relatively
soft for Feihe in CNY, with low-to-single digit growth YoY in the period. The expert also
commented a relatively high current level of channel inventory (~100 days) and declines
in ASP for Feihe products since 4Q21, which could discourage distributors to further
stock up in the next cycle.

B Beer: overall healthy pricing and discounts during CNY. The robust sales were
sustained by continued online growth and the recovery of on-trade channels such as
nightclubs. CR Beer was the outperformer. Its Yongchuang was among the best sellers,
while Marrsgreen and Heineken also performed brightly.

B Condiments and packaged food: recorded weaker-then-expected sales, mainly due
to slow recovery of restaurant channel along with heavy discounts. The impact of price
hikes initiated in 2H21 was likely offset by heavier discounts. On the other hand,
inventory level was high even for major players including Haitian, Chubang, Hengshun,
Fulingzhacai and Angel Yeast. Yihai and Tianwei, the two leading players in hot pot
bed charge, have been facing intensified competition in the segment.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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COVID was well managed during the CNY holiday

Overall, the Covid situation has been well under control in mainland China during 2022
CNY holiday (31 Jan — 6 Feb) and to date thereafter. There have been 163 newly confirmed
domestic cases during CNY (mainly in Guangxi, Guangdong, Zhejiang and Tianjin), notably
lower than 237 in the previous week. The rate of vaccination was 219 doses per 100
persons in China as of 14 Feb, ranked the 12t globally. China has been trying to adopt
more flexible Covid-19 policy, to avoid unnecessary harm to consumption and traffic flow
recovery due to too simplistic Covid-19 response applied to all regions. Restrictions have
been marginally relaxed during 2022 CNY. Oxford Covid-19 Government Response Index
for China dropped to 69.91 on 24 Jan from 79.19 the day before. Overall, the humber of
mid/ high-risk districts in China has kept falling. The conditional approval of Pfizer’s Covid-
19 drug Plaxlovid on 11 Feb also reflected China’ s willingness to accelerate the recovery
process.

Figure 1: No. of newly confirmed domestic cases Figure 2: No. of newly confirmed domestic cases

during 2022 CNY during 2022 CNY by province
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Figure 5: Map of existing confirmed cases in China by province (Feb 16)
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Passenger flow improved YoY, but still below that of 2019; T1/2 cities recovered
relatively slower than T3/4 cities due to stricter Covid control

Based on Ministry of Transport’s data, passenger flow in the first 21 days of the CNY
holiday between Jan 17-Feb 6, or the so-called “Chunyun” was up 43% YoY to 512m.
Despite the increase, the number only represented 34% of what we saw for 2019, and
is below the estimates of Peking University, which forecasted passenger flow to reach
about 46% of 2019. On the other hand, accrding to Baidu, the traffic flow during
Chunyun (which included also private cars) was up 67% YoY and stood at 91% of 2019.
The slightly diverging data sets put us to believe that the actual traffic would have stood
between the studies. Meanwhile, we also noted that higher tier cities recovered slower
than lower tier cities, as a result of having a higher number of districts being regarded
as mid to high-ris. Of note, traffic flow of the latter has already approached pre-covid
level in 2019.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Figure 6: Passenger flow in 2022 CNY

Figure 7: China monthly air traffic (total seats)
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Dairy and beer sales stood out as expected

B Dairy: robust sales; premium products the outperformer in particular

Based on channel check, dairy demand was solid over 2022 CNY, with premium
segment extenting its above-trend growth, driven by improved “back home” traffic flow
and higher health consciousness amid pandemic. Both Yili and Mengniu likely
registered double-digit sales growth in UHT products, driven in particular by premium
liquid milk and yogurt. Channel inventory stood at relatively low level. Selling expenses
should have been overall stable, as the two major players have not notably increased
promotional moves for this CNY and existing promotions were often for premium
products, based on our channel check. Yili, as the only official dairy sponsor of 2022
Beijing Winter Olympic Games, has carried out a series of innovative marketing
initiatives, including the launch of special Olympics-themed milk packaging, the first
variety show dedicated to Winter Olympic Games and the first digital milk NFT. We
remain positive on dairy consumption going forward, driven by Increasing demand
stickiness, strong momentum of premiumization and softening competition.

B Beer also tracked brightly

Expectation of further price hikes and an earlier CNY have driven strong channel re-
stocking ahead of the incoming high season. Overall, on-trade sales recorded a positive
trend with more flexible Covid policy during CNY. TB’s produced 11mn liters beer in
CNY, over 200% increase YoY. Based on channel check, TB is likely to record mid-
single-digit sales volume growth in Jan, CRB and Chongging Brewery to register strong
Jan sales volumes, while Zhujiang Beer to record slight growth in sales volume YTD.

B Premium baijiu sales steadied while that of sub-premium diverged; prices in
general were stable and inventory was healthy
Sales: based on channel check, premium sales was steady while that of sub-premium
diverged. Shortage of Moutai persisted; when Wuliangye sales was flat or slightly higher
YoY on a high base. Distributors were in general confident about future price increase
of Wuliangye products. On the other hand, Luzhou Laojiao has been relatively weak in
non-core regions. Separately, sales for national sub-premium diverged while regional
sub-premium has overall shown a positive trend. Traditional core products of
mainstream sub-premium brands, including Gujinggong, Kouzijiao, Yingjia, Yanghe,
Jinshiyuan, were strong in their core regional markets. Overall, regions with stronger
“back home” traffic inflow, lower number of mid/ high covid risk districts, such as Anhui,
Jiangsu and Jiangxi, have stood out in particular.

Prices: overall, prices have been stable. Premium segment: price difference between
Moutai loose bottles and FCL (full container load) narrowed. Sales of the newly
launched Moutai 1935 was not particularly strong, of which wholesale price stood at
Rmb1,500-1,600. Wuliangye’s core product, Puwu’s wholesale price maintained flat at
Rmb970. For Luzhou Laojiao’s Guojiao, wholesale price increased by Rmb30-40 to
Rmb910-920. Sub-premium segment: wholesale prices of core products were Rmb380
for Fenjiu’s Qinghua, Rmb350-360 for Shede’s Pinwei, Rmb210-220 for Gujinggong’s
Gu-8, Rmb220 for Kouzijiao’s Kouzi-10.

Channel inventory: Overall inventory level is healthy. So far, inventory is low for Moutai,
while ~1 month for other premium brands, ~1.5 months for sub-premium (~1 month for
Fenjiu), 1.5-2 months for regional brands.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6
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Figure 8: Prices, inventory, shipments and payment for main spirit companies in CNY

% of orders paid by

Company Wholesale price (Rmb) Inventory level distributors % of orders shipped

Moutai Feitian loose bottles 2,750-2,800 <0.5m ¢.25% in Jan-Feb Started shipment of the quota for Feb
Feitian FCL 3,150-3,200
Moutai 1935 1,500-1,600

Wuliangye Standard Wuliangye c.970 clm c.40% c.30%
Classic Wuliangye 1,750-1,800

Luzhou Laojiao  Guojiao 910-920 clm c.35% c.25%

Yanghe Dream 3 crystal version 410-440 Overall ¢.40%, c.45% in Jiangsu prc Overall slower than payment by distributors
Dream 6+ 610-640

Shanxi Fenjiu Qinghua 20 380 <1lm ¢.30-35% Overall in line with payments by distributors
Qinghua 30 renaissance version 850-890

Jiuguijiu Jiuguijiu 850-560 c.1.5m c.35-40% Overall slower than payment by distributors

Shede Pinwei 350-360 c.15-2m c.30% Overall in line with payments by distributors
Zhihui 450-470

Jinshiyuan Sikai 420-440 c.1.5-2m ¢.40% in Anhui province Overall slower than payment by distributors

Shuijingfang No.8 330 c1-15m c.30% Overall in line with payments by distributors
Jingtai 440

Gujinggong Honor version 80 c.2m in Anhui province, 30% out: Overall slower than payment by distributors, ¢.30%
Gub 110
Gu8 210
Gu 20 560

Kouzijiao Kou 5 100 c.1.5m c.30% Overall slower than payment by distributors
Kou 10 220
Kou 20 320-330

Yingjiagongjiu Dong 6 100 c.2m ¢.50% Overall slower than payment by distributors
Dong 9 180-200
Dong 16 290-300
Dong 20 c.500

Source: channel check, CMBIS

B E-cigar recorded steady sales momentum

66% of the 385 e-cigar retailers we monitored recorded steady sales in Jan 2021 vs
Dec 2022. Most retailers surveyed were optimistic on e-cigar sales growth after the new
policy roll-out in the remainder of the year. Some retailers commented to record weaker
sales in 2H21 vs 1H21, and attributed the decline to intensifying competition, rather than
any regulatory shake-up. So far, business performance of leading brands has been

steady.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 7
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Overall consumption in slow recovery

According to PBOC, the number and total amount of non-cash payments during 2022 CNY
grew 10% and 16.2% YoY, weaker than National holiday in 2021. Delivery parcel volume
grew 16% YoY/ +585% vs 2019. The number of domestic touristic visitations and revenue
declined 2% and 3.9% YoY, and were 74% and 56% of 2019 level, respectively. These
ranked relatively low among the major national holidays since the Mid-Autumn Festival in
2020.

Figure 9: Recovery rate vs 2019 during major national holidays since 2020
(%)

== Recovery rate of domestic touristic visitations (vs 2019) === Recovery rate of domestic touristic revenue (vs 2019)
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Source: Ministry of Culture and Tourism, CMBIS

Figure 10: Summary of consumption data by provinces/ cities in 2022 CNY

SEICE
value Change YoY
(Rmb)

Province/
Provincial city

Key monitored department stores, supuermarkets, specialty

Beijing . . 5.2bn Stable
stores, catering and e-commerce enterprises
Shanghai Amount of offline consumption 37.1bn 28.6% (vs 2019)
. . . ) 8.5% (ws 2021),
Jiangsu Key monitored commercial enterprises 13.8bn
g y P 23% (vs 2019)
. . . . . 7.3% (vs 2021),
Sich K tored retail and cat t 2.5b
ichuan ey monitored retail and catering enterprises n 15.8% (vs 2019)
Henan 320 key monitored retail and catering enterprises 2.3bn 6.5%
Hebei 147 Iarge—scale shopping malls, supermarkets and catering 1.75bn 7 2%
enterprises
Shaanxi 524 key monitored commercial enterprises 1.43bn Flat
. . . 1.8% (vs 2021)
Shandon 500 monitored commercial enterprises 8.84bn ’
9 P 7.5% (s 2019)
Hunan 283 key monitored retail and catering enterprises 1.9bn 12.40%
Chongging Major business centers and key monitored commercial 30bn 9.30%

enterprises
Source: Departments of Commerce of different provinces, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 8
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B Limited effect of consumption-related policies up-to-date urges for more direct
and powerful supportive policy
Since the Central Economic Work Conference (CEWC) in Dec 2021 has indicated the
expansion of domestic consumption as a key task for 2022, there has been the issuance
of different implementation measures to support consumption, but mainly at local level
and in the forms of consumption vouchers (usually discounts upon reaching certain level
of spending threshold), tickets for touristic visits, red pocket for “stay in place”
employees etc. Currently, these measures seem to have given limited results, based on
the consumption data during 2022 CNY. The two-year average growth of total retail
sales in China has declined to 3.9% in 2021, almost halved vs pre-covid level. This
could urge for more supportive policies to come out in 2022, in our view.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 9
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Price hikes catalyse near term positive stock returns

We recommend investors to accumulate F&B names which offer price hike potential at any
share price correction. In our view, breweries are likely to revise their pricing strategies in
2Q, ahead of the peak season in summer while dairies premiumize their products mainly
through mix upgrade and hence impact is more gradual.

Our analysis of stock price data in 2007-2021 suggests that price hike is likely to be a
meaningful catalyst for short-term stock rally. Based on our sample, for historical waves
(2007-2019) of price hike, the odds to achieve a positive return, if holding the stock from
30 days prior to 30 days after the day when a price hike goes live, was 72.5%, and 55%
for obtaining >5% return and 30% for >10% return. This confirms our belief that investors
do not only price-in ahead the event, but also react on the positive earnings impact brought
by a higher margin.

Figure 11: Price hike and stock returns, 2007-2019

Stock Stock Stock Stock Stock Stock Stock Stock Stock  Stock  Stock
return return return return return return return return return return return
60D -30D D +7D +30D +60D +90D +180D +360D +720D +1080D
Cheng De LoLo Sof drink 422007  -133% -18.1% 93% -16% -76% 146%
Tsingtao Beer Brewery  Jan 2008 2.0% 1.7% 2.1%0  38.3% 5.5%  -9.8%
Yanjing Beer Brewery 122008 140% 201% -438% 4.9%
Cheng De Lolo Sof dink  Oct 2010 12.8% 15% -117% -97% -26.4%
Hengshun Vinegar Condiments Dec 2010 175% 194% -16% -53% -92% -20B%
Tsingtao Beer Brewery 122011 -0.9%  -456% 0.9% 0.1%

Company Sector Period

Fuling Zhacai Condiments  1Q2011 na. -10.0% -42% -15% -135% -94% -157%
Yanjing Beer Brewery  Jan 2011 -1.2% -36% -53% -13% 0.7%
Tsingtao Beer Brewery  Apr 2011 3.2% 99% 116% 238% 223% 142% 195k

Bright Dairy Dairy Dec 2011 15.5% 63% -01% -49% -53%
Bright Dairy Dairy Jan 2013 90% 136% 8.0%
Sanyuan Dairy Feb 2013 22095- 0.7% 1.9%
¥ili Dairy Apr2013 | 232% 149% -2.4%

1.3%
-2.2% -74%

Mengniu Dairy Apr 2013 -1.5% 2.5% 6.2%
Jonjee Condiments  Jul 2013 20.5% 9.9% 4.8% T4%
Mengniu Dairy Sep 2013 60% -11% 5.9% 4.0

ili Dairy Sep 2013 134% 278% 177%

ili Dairy Dec 2013 -8.9% 3.1% 3.6% -3.3% -40%

Sanyuan Diairy Dec 2013 -52% 08% -39% -45% -43%
Bright Dairy Daiy  Dec2013  -33%00GMN  03% -17% -26% -22.2%
Hengshun Vinegar Condiments Jan 2014 9.1% 23% 6.3% 4.0%  274% 9.0% !
Haitian Flavoring Condiments Nov2014 - 10%  38% 65%  53% 201% 596k 658%
Jonjee Condiments Dec 2014 5.5% 6.5% 132% 235% 48.1%

Hengshun Vinegar Condiments Jun 2016 2.6% 4 4% 1.9% 4.5%  10.6% 8.1% 2.3% 5.0%
Fuling Zhacai Condiments  Jul 2016 10.8%  10.8% 5.4% 5.0% TT%  134% 129% 141% 4354
Haitian Flavoring Conciments Jan 2017 [O07AR068% o0o%  00%  64%  46% 187% 417% 834%
Yantang Dairy  Jan2017 | -323% -204% -50%0 13% 0 OckBE0N -0o% -237% -197%
Fuling Zhacai Condiments Feb 2017 4 6% 8 4% 3.6% 5 5% 6.2% 68% 11.0% 33.6%

Jonjee Condiments Mar2017  g4% 36002k  12% 47% 140%  7.7% 408%
Sanyuan Dairy Mar 2017 TGN -0.2% -16%  2.2% -28% -113% -184% -157%
Qianhe Condiments Apr 2017 -1.5% 1.1% -6.4% 1.5% 7.9% T2%  317%
Yanjing Beer Brewery  Dec 2017 10% -30% 127% 249% 229%
CRB Brewery Jan 2018 269% 317% 8.2% 5.3% 12.3% 212%  362%
Tsingtao Beer Brewery  Jan 2018  264% 27 6% 19% 118% 5.7% 6.2% . 6.7%
Chongging Brewery  Brewery  Feb 2018  212%  106% 3_49!_ -60% -65% L 352%  36.6%

Yanjing Beer Brewery  Mar 2018 4_89&- 21% -7.8% 4.3% 65.9%
Zhujiang Brawery Brewery  Apr2018 | -35% 80% 103% -07% -13% 425K
Tsingtao Beer Brewery May 2018 175% 136% 3.4% 21%  -44%  -74%
Fuling Zhacai Condiments Oct 2018 149% 124% 134% 184% 451%
Hengshun Vinegar Condiments Jan 2019 5.6% 8.1% 2.9% 80% 184% 327% T7i1%

Source: Company data, CMBIS

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 10
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Figure 12: Odds of positive returns upon price hike, 2007-2019
Stock Stock Stock Stock Stock Stock

2007-2019 Stock return
return return return return return return

60D 30D +fD +30D +60D -30D to +30D

Odds of +ve return 59.0% T71.8% 65.0% 55.0% 55.0% 62.5% 72.5%
Odds of -ve return 41 0% 28.2% 35.0% 45 0% 45 0% 37.5% 27 5%
Odds of >+5% return 46.2% 43.6% 27 5% 22.5% 42 5% 50.0% 55.0%
Odds of =+ 10% return 33.3% 28.2% 7.5% 12.5% 15.0% 35.0% 30.0%
Odds of =+15% return 30.8% 12.8% 0.0% 5.0% 5.0% 20.0% 25.0%
Odds of =+20% return 20.5% 7.7% 0.0% 5.0% 5.0% 12 5% 12 5%

Source: Company data, CMBIS

To further substantiate our findings, we also look into the recent wave of price hike that
took place over mainly over 2H21. We calculate the odds to obtain positive return in the
30-day period prior to the event was 66.7%, compared to 52.2% in the 30-day period post
event, and the odds to obtain >5%/>10% returns were 63%/40.7% ahead of the event,
notably higher than 34.8%/26.1% post event. While there could be subsequent rounds of
price increases by sector leaders in brewery and dairy in 2022E, in our view, it could
become the catalyst for further rounds of stock rallies.

Figure 13: Price hike and stock returns, 2020 - 2021

Stock Stock Stock Stock Stock Stock Stock  Stock  Stock  Stock  Stock
return return return return return return return return return return return
60D -30D D +7D +30D0  +60D +90D +180D +360D -+720D +1080D
¥ili Dairy Dec 2020 5.4% 2.2% 5.2% 3.2% -3.5%

Company Sector Period

Mengniu Dairy  Dec 2020 8IS 193% s52% 112% -11% -4.1% 3% na na
Budweiser Brewery  May 2021 0.2% 6.2% 4.7% 5.3% a. n.a. n.a.
Jonjee Condiments May 2021 -5.1% na. na.
Tsingtac Beer Brewery  Aug 2021 -13.4% 2.0% 3.9% n.a. na. na.
CRE Brewery  Sep 2021 28%  -3.4% 21158 n.a. n.a. n.a.
Angel Yeast Condiments Sep 2021 10.0% 8.3% 201% n.a. na. na.

Teway Food Condiments  Oct 2021 -0.8% 1.9%- 15.3% n.a. n.a. n.a. n.a. n.a.

Haitian Flavoring Condiments Oct 2021 3.6% 1.6% 3.4% n.a. n.a. na. na.
Chacha Food Food  Oct2021 183% 119%  76% 162% 126% @40Kns. na. na  na  na
Chongging Brewery ~ Brewery  Oct 2021 14.81&_ 5.8% 5.6% n.a. n.a. n.a. n.a. n.a.
Ligao Foods Food Oct 2021 -3.0% 7.1% na. na. na. na. na.
Anjoy Foods Food Mov 2021 -5.0% -1.3% n.a. n.a. n.a. na. na.
Angel Yeast Condiments Nov 2021 15.0%  15.0% A n.a. n.a. n.a. n.a. n.a.
Haixin Foods Food MNov 2021 n.a. n.a. n.a. n.a. n.a.
Hengshun Vinegar Condiments MNov 2021 12.0% n.a. n.a. n.a. na. na.
Snowsky Salt  Condiments MNov 2021 -5.0% 9.3% . na. na. na na. na.
Jiajia Food Condiments Mov 2021 8.1% 19.3% 24% 123% na. n.a. n.a. n.a na. na.
Fuling Zhacai Condiments Mov 2021 -0.5%[ -5.5% 0.2%) 12.6% n.a. n.a. n.a. n.a na. na.
Yili Dairy Maov 2021 T3% -01% -33% na na. na. n.a na. na.
Qianhe Condiments Mov 2021 28.9% 9.5% na. n.a. n.a. n.a na. na.
Sanquan Food Food MNov 2021 21.7% 4.8% -79% na. na. na. n.a na. na.
Budweiser Brewery  Mov 2021 51% -10% -3.1% 2.9% na. n.a. n.a. n.a n.a. n.a.
Jonjee Condiments Mov 2021 32% -O6% -5.8% 4.5% n.a. n.a. n.a. n.a. n.a n.a. n.a.
lianweiyangchu Foc Food MNov 2021 2.1% 14% na. na. na. na. n.a na. na.
Mengniu Dairy Dec 2021 —B.EW -0.4% na. na. n.a. n.a. n.a na. na.
Want Want Food 2.0% 5.8% na. na. n.a. n.a. n.a n.a. n.a.

Dec 2021 5.8%

Source: Company data, CMBIS
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Odds of -ve return 33.3% 33.3%
Odds of =>+5% return 63.0% 63.0%
Odds of =+10% return 51.9% 40.7%
Odds of >+15% return 40.7% 18.5%
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Figure 14: Odds of positive returns upon price hike, 2020-present

Stock
return
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return
+fD
70.4%
20.6%
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37%

Stock Stock
return return
+30D +60D
52.2% 63.6%
47 8% 36.4%
34.8% A5 5%
26.1% 36.4%
B.7% 27.3%
4.3% 9.1%

Stock return

-30D to +30D

73.9%
26.1%
60.9%
52 2%
30 4%
21.7%

Source: Company data, CMBIS

Figure 15: Stock price and GPM - TB

Figure 16: Stock price and GPM — CRB

100 Price hike BB GPM e=—=Tsingtao Beer

80

60

40

20 |

il "lel _
[t I Y A o A o o o Y o A 2 O o Y o A o I ¥ ¥ Y o A o N Y
ddddddddddddddddd
[T T o M+ R = R e T o VA o I~ N T € I M+ s I = N e |
o o o o o A = = = = o = 4 o ~ &

55%

50%

45%

40%

35%

30%

80
70
60
50
40
30
20
10

0

Price hike B GPM e CRB
A b LTttt inrain
Lot I o I Y A oV A o T o I o A A o A I o Y oV A o Y o I ot Y o A ¥
ddddddddddddddddd
[T T o M+ R s O o O 2 0 R~ ol o T ¥ I o o < R o s e |
o o o o 9 A o o = = = o o A o ©~ ©~

65%

55%

45%

35%

25%

15%

Source: Company data, CMBIS. Note: stock price re-based with 1%

Source: Company data, CMBIS. Note: stock price re-based with 1%

Jan 2006 as inception data Jan 2006 as inception data

Figure 17: Stock price and GPM - Yili Figure 18: Stock price and GPM — Mengniu
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Our stock screening framework and pecking order

We rank CR Beer and Mengniu as our top pick followed by Feihe. We also like Nongfu
Spring, Tsingtao, Yili and Budweiser. We cherry pick stocks by elimination and assemble
our framework with several criteria. These include near term earnings risks, and company
fundamentals such as demand resilience amid the pandemic, regional exposure and
pricing power. Meanwhile, we increasingly prefer low valuation to high valuation play given
that the latter is more sensitive to valuation risk, when tapering and rate hike looks imminent
in the US. Corporate governance is rated as important as the abovementioned, while, in
contrast, exposure to risks as a result of any regulatory reforms is least preferred.

Investment highlights of our top picks are set out below:

B CRB (291 HK, Buy, TP HK$80.0). We slightly revised down our 2021E volume growth
by 0.4pp to -0.7% to factor-in a slower 2H volume growth of a -7.5% decline. Despite
this, we maintain our ~21% recurring EBIT growth (vs consensus ~25%) for 2021E.
Factoring also a 3% higher SG&A expense, these lead to a ~1% to 5% reduction in
our 2021/22E revenue and EBITDA assumptions, respectively. The volume hiccup
has not altered our positive view on CR Beer, however, as we believe the company is
set to deliver the highest margins expansion potential, among its peers, thanks to a
unique blend of product premiumization and capacity optimization.

B Mengniu (2319 HK, Buy, TP HK$57.0). We maintain our recurring OPM of 5.4% for
2H21. A lower opex ratio should suffice to mitigate the risks to our RMB2bn net profits
assumption brought by the transitory raw milk price hike - we expect it to peak out and
taper from 17% YoY in 1H to LSD/MSD in 2H21E. Into 2022E, we look for a 13% top
line growth. After all, we largely maintain our 2021/22E earnings assumption despite
small changes in house-keeping items. We slightly twist our TP to HK$57.0. Mengniu
is our top pick.

B ChinaFeihe (6186 HK, Buy, TP HK$14.0). We cut our 2021E revenue and net profits
by 2%/ 8%, respectively, upon coverage transfer. After the adjustment, we still forecast
a RMB23bn+ revenue for 2021E with 30% net margin. Looking into 2022E, we trim
7% of our volume assumption and hence an 8%/ 14% reduction in revenue and net
profits. Albeit a relatively gloomy industry outlook, Feihe looks to stand tall with solid,
though slower, premiumization progress and Stage 4 product rotation to play around
any regulatory reforms.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 13



14 H R

CMB INTERNATIONAL

18 Feb 2022

Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the securities
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject securities
or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by that analyst
in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities
and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue
of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this report; (3) serve
as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies
covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all investors. CMBIS
does not provide individually tailored investment advice. This report has been prepared without regard to the individual investment objectives, financial position
or special requirements. Past performance has no indication of future performance, and actual events may differ materially from that which is contained in
the report. The value of, and returns from, any investments are uncertain and are not guaranteed and may fluctuate as a result of their dependence on the
performance of underlying assets or other variable market factors. CMBIS recommends that investors should independently evaluate particular investments
and strategies, and encourages investors to consult with a professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of CMBIS or
its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any security or any interest in
securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants, directors, officers or employees shall be
liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying on the information contained in this report. Anyone
making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available and reliable.
CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIS provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIS may issue other
publications having information and/ or conclusions different from this report. These publications reflect different assumption, point-of-view and analytical
methods when compiling. CMBIS may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in
this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for itself and/or
on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other business relationships with
the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that could affect the objectivity of this report
and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended recipients only and this publication, may not be
reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (l)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005
(as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies, Unincorporated Associations,
etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

For recipients of this document in the United States

CMBIS is not a registered broker-dealer in the United States. As a result, CMBIS is not subject to U.S. rules regarding the preparation of research reports and the
independence of research analysts. The research analyst who is primary responsible for the content of this research report is not registered or qualified as a research
analyst with the Financial Industry Regulatory Authority (“FINRA”). The analyst is not subject to applicable restrictions under FINRA Rules intended to ensure that the
analyst is not affected by potential conflicts of interest that could bear upon the reliability of the research report. This report is intended for distribution in the United States
solely to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities Exchange Act of 1934, as amended, and may not be furnished to any other
person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it shall not
distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the information
provided in this report should do so only through a U.S.-registered broker-dealer.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial Adviser as
defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may distribute reports produced
by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers
Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, as defined
in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal responsibility for the contents of the report to such persons only to the
extent required by law. Singapore recipients should contact CMBISG at +65 6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 14



