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Impact of soju price hikes

Soju factory price raised by 6.5%

Hite Jinro announced that it was raising the factory price (ex-factory price plus taxes) of
its soju brands, Chamisul Fresh and Chamisul Classic (360ml), by 6.5% (W65.5) to
W1,081.2 per bottle (from W1,015.7) effective May 1°. The move was widely
anticipated, following Oriental Brewery's (OB) recent beer price increases (average of
5.3%) on April 4™, We believe other soju makers, such as Lotte Chilsung (005300 KS/CP:
W1,762,000), Muhak, and Bohae Brewery, will soon follow Hite Jinro’s lead and increase
prices.

The latest price hike is the first since November 2015. As a result of the increase, soju
retail prices at convenience stores and hypermarkets are expected to rise by around
W90-100. Restaurants and bars, which have been raising beer prices following the
factory price hikes, also look likely to raise soju prices with some time lag.

In 2018, Hite Jinro's soju revenue totaled around W1.04tr. Of this, domestic revenue,
which is subject to the latest price hike, was roughly W870bn. We estimate the price
increase to boost annual soju revenue by W45-50bn. The impact on operating profit is
likely to be more modest, at around W10-15bn, due to cost pressures (soju/beer costs
to increase W30-35bn). If restaurants and bars also increase soju prices, demand could
temporarily take a hit, reducing the impact of the factory price hike.

We believe Hite Jinro could also raise its beer prices in 2H19 (market leader OB already
increased prices in April). Hite Jinro’s domestic beer revenue (excluding imported beer)
was around W600bn in 2018. We think the company's traditional lager brands (Hite,
etc.) and FiLite would be included in the price increases, but not its new brand Terra. If
Hite Jinro hikes its factory beer prices by 5%, we estimate this would bring the company
an additional W25-30bn in revenue.

Increasing soju market share

Hite Jinro's soju market share has continued to increase, reaching 53% in 2018. In
particular, the company has been gaining ground in regions outside the Seoul capital
area, with market share rising to 12-15% in Busan/Ulsan/Gyeongnam (from 4-5% two
to three years ago), 55% in Honam (from 30-40%), 40-45% in Jeju, and 25-30% in
Daegu/Gyeongbuk. That said, the company’s market share has slightly fallen to 65% in
the Seoul capital area, where competition with Lotte Chilsung (market share estimated
at 19%) is intensifying.

Maintain Hold, but watch for positive momentum in 2H19

Despite the latest soju price hike, we expect earnings to remain depressed due to
heavy marketing spending on the new beer brand Terra in 1Q-2Q19. However, we see
positive earnings momentum in 2H19 coming from the effects of the soju price hikes
and stabilizing beer sales (increased sales of Terra, FiLite, and imported beer). We think
2H19 will provide a better investment opportunity than TH19.

FY (Dec.) 12/16 12/17 12/18 12/19F 12/20F 12/21F
Revenue (Wbn) 1,890 1,890 1,886 1,954 1,99 2,034
OP (Wbn) 124 87 20 920 100 103
OP margin (%) 6.6 46 4.8 4.6 5.0 5.1
NP (Wbn) 38 13 22 25 33 39
EPS (W) 538 178 312 344 465 547
ROE (%) 29 1.0 19 21 3.0 35
P/E (x) 39.2 1354 53.2 56.9 422 359
P/B (x) 1.1 13 1.0 1.2 1.2 12
Dividend yield (%) 43 33 4.8 4.1 4.1 4.1

Note: All figures are based on consolidated K-IFRS; NP refers to net profit attributable to controlling interests
Source: Company data, Mirae Asset Daewoo Research estimates

Analysts who prepared this report are registered as research analysts in Korea but not in any other jurisdiction, including the U.S.
PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS IN APPENIDIX 1 AT THE END OF REPORT.
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Table 1. Overview of Hite Jinro's Chamisul price hike
Pre-hike Post-hike Price change |% change
Price (W) Breakdown (%) Price (W) Breakdown (%) (W) (%)
Ex-factory price 476.9 34.0 507.7 34.0 30.8 6.5
Liquor tax 3434 245 365.5 245 221 6.5
Education tax 103.0 73 109.7 73 6.6 6.5
Supply price 9233 65.9 9829 65.9 59.6 6.5
VAT 923 6.6 98.3 6.6 6.0 6.5
Total taxes 538.7 384 5735 384 347 6.5
Factory price 1,015.7 725 1,081.2 725 65.5 6.5
Taxes/factory price - 53.0 - 53.0 - -
Distribution margin 203.1 145 216.2 145 131 6.5
Retail margin 182.8 13.0 194.6 13.0 1.8 6.5
Retail price 1,401.6 100.0 1,492.0 100.0 90.4 6.5

Notes: Based on the price of Chamisul Fresh (360ml bottle); retail prices are our estimates; ex-factory price includes production
costs, SG&A and margins (prices to be recognized as revenue); factory price includes taxes (assuming distribution margin of 20%
and retail margin of 15%)

Source: Mirae Asset Daewoo Research

Beer market competition to remain intense

We believe that competition in the beer market will remain intense, given: 1) stagnating
(declining) demand due to population aging; 2) market share gains by imported beers; 3)
the growing popularity of craft beer; 4) falling utilization at Hite Jinro and Lotte Chilsung; 5)
the launch of Hite Jinro's new brand (Terra); 6) expanding beer categories (regular,
premium, low-malt, third beer, etc.); and 7) OB’s rollout of a low-malt beer (low-malt beers
are subject to lower taxes, making them cheaper than regular beers).

Demographic changes, such as population aging, a decreasing percentage of consumers in
their 20s and 30s, and slowing population growth, suggest demand for beer could decline
over the long term. In Japan, beer consumption per capita has been falling since 1994, due
to a combination of slowing GDP growth and population aging.

Imported beers are also bringing about changes to the beer ecosystem. Beer imports
increased 44.5% in 2017 and 17.9% in 2018, and their market share has jumped from 4.9%
in 2013 to 19% in 2018. Up until 2010, domestic brewers were reluctant to import beer, as
imported beers ate into demand for domestic beers. However, as consumer preference for
imported beers increased, domestic brewers began to directly import beers, and imported
beers have now become a major part of their business.

The growing popularity of microbrews poses another threat to traditional brewers. As
consumers develop more sophisticated tastes, we expect demand for microbrews offering
unique flavors to continue to grow.

Impact of potential tax base change

The tax base for beers is expected to be changed from price to alcohol content. Currently,
taxes on domestic beers are imposed based on ex-factory price (including margins and
SG&A), while taxes on imported beers are calculated based on import prices (excluding
margins and SG&A expenses for distributors). Thus, taxes on domestic beers are higher
than those on imported beers.

A change in the tax base should be positive, albeit slightly, for domestic beers (although
benefits could differ depending on the type of beers). For imported beers, the change
should have a limited impact on margins of beers enjoying high popularity and sales, but
could sharply depress sales of less popular beers.

FiLite's sales performance

Sales of FiLite, Korea’s first low-malt beer (malt content below 10%) launched in 1H17,
surged 118.8% from W64bn in 2017 to W140bn in 2018, representing 19.6% of Hite Jinro's
beer revenue. We believe low-malt beer is growing into a major beer category, thanks to its
price appeal (factory price of W717, 40% cheaper than regular beers) and the rise of the
“small but certain happiness” consumption trend.
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In Japan, low-malt beers and third beers (no malt), which are more affordable than regular
beers, began to grow in popularity during the mid-1990s. Today, low-malt/third beers
account for 55% of the Japanese market, while regular/premium beers make up the rest.

Hite Jinro’s imported beer sales

In 2018, the imported beer market grew 17.9%, accounting for 19% of the overall market.
Sales of Hite Jinro’s imported beers (Kirin, Kronenbourg, Singha, Somersby, XXXX Gold, etc.)
have been trending upward, rising from W47bn in 2016 to W85bn in 2017 and W110bn in
2018 (15.4% of the company’s total beer sales). While the beer business as a whole is losing
money, Hite Jinro is generating a 7-8% margin on its imported beers.

Because imported beers are more expensive than regular beers, growth may be limited in
the restaurant/bar segment, but we see potential for growth in the household segment (70-
80% of imported beer is consumed at home), given the increasing number of single-person
households and diversifying consumer tastes.

1Q19 preview

For 1Q19, Hite Jinro's revenue and operating profit are expected to contract 1.4% and 63.6%
YoY, respectively. Wholesalers' inventory stockpiling of Cass (OB's major beer brand) in
March ahead of OB's price hikes in April is believed to have depressed Hite Jinro's beer sales
(37.9% of total revenue). Meanwhile, slower beer sales, higher marketing expenses
following the launch of Terra, and costs related to the conversion of the Masan factory from
beer to soju production likely dragged down operating profit.

Table 2. 1Q19 preview (Wbn, %)
1Q19F Growth
Q18 18 R Consensus YoY QoQ
Daewoo
Revenue 420.7 477 4148 4215 14 -12.
Operating profit 16.7 17.6 6.1 10.0 -63.6 -654
Pretax profit 55 54 -43 -14 TIR TIR
Net profit 26 0.6 5.3 2.7 TTR TTR
OP margin 40 37 15 24 - -
Net margin 0.6 0.1 -13 0.6 - -
Source: Company data, Quantiwise, Mirae Asset Daewoo Research estimates
Table 3. Quarterly and annual earnings (Wbn, %)
18 19F 17 18 19F
1Q 2Q 3Q 4Q 1QF 2QF 3QF 4QF Annual Annual Annual
Revenue 421 493 500 472 415 513 526 500 1,890 1,886 1,954
Operating profit 17 27 29 18 6 25 35 25 87 90 90
Pretax profit 5 16 15 5 -4 14 24 10 40 42 44
Net profit 3 10 9 1 -5 9 15 6 13 22 25
OP margin 40 54 59 37 1.5 43 6.6 5.0 46 43 46
Net margin 0.6 19 1.9 0.1 -13 1.7 28 1.2 0.7 12 13
Revenue growth 1.8 04 5.3 32 -14 41 5.1 6.1 0.0 0.2 36
OP growth TTB 233 -483 237 -63.6 7.8 18.0 417 296 37 0.1
Pretax profit growth TTB -30.2 -65.2 597.5 TTR -108 577 836 -35.1 58 43
Net profit growth TTB -30.8 -69.2 TTB TTR 79 575 964.4 -67.0 754 10.3
Source: Company data, Mirae Asset Daewoo Research estimates
Table 4. 2019-20 earnings forecast revisions (Wbn, %)
Previous Revised % chg.
Notes
19F 20F 19F 20F 19F 20F
Revenue 1,907 1,926 1,954 1,996 25 3.7| Reflected soju price hikes
Operating profit 83 86 90 100 8.8 159 | Reflected increase in beer COGS
Pretax profit 40 43 44 53 96 239 Expected beer price hike not reflected
Net profit 22 25 25 33 11.6 325
OP margin 44 45 46 5.0 - -
Net margin 12 13 13 17 - -

Source: Company data, Mirae Asset Daewoo Research estimates
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Figure 1. Soju price trend Figure 2. Soju price (W1,492) breakdown (%)
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Figure 3. Hite Jinro's soju OP and OP margin Figure 4. Hite Jinro's imported beer and FiLite sales
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Source: Company data, Mirae Asset Daewoo Research
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APPENDIX 1

Important Disclosures & Disclaimers

2-Year Rating and Target Price History

Company (Code) Date Rating Target Price
Hite Jinro (000080) 1172972018 Hold C | Hite Jinro
05/30/2018  Trading Buy 24,000 ’
04/05/2018  Trading Buy 27,000 30,000
09/06/2017  Trading Buy 29,000
12/05/2016  Trading Buy 25,000 20,000
10,000
0 .
Apr17 Apr 18 Apr 19
Stock Ratings Industry Ratings
Buy : Relative performance of 20% or greater Overweight  :Fundamentals are favorable or improving
Trading Buy : Relative performance of 10% or greater, but with volatility Neutral : Fundamentals are steady without any material changes
Hold : Relative performance of -10% and 10% Underweight : Fundamentals are unfavorable or worsening
Sell : Relative performance of -10%

Ratings and Target Price History (Share price (—), Target price (=), Not covered (m), Buy (4 ), Trading Buy (m), Hold (), Sell (¢))

* Our investment rating is a guide to the relative return of the stock versus the market over the next 12 months.

* Although it is not part of the official ratings at Mirae Asset Daewoo Co., Ltd., we may call a trading opportunity in case there is a technical or short-term material
development.

* The target price was determined by the research analyst through valuation methods discussed in this report, in part based on the analyst's estimate of future
earnings.

* The achievement of the target price may be impeded by risks related to the subject securities and companies, as well as general market and economic
conditions.

Equity Ratings Distribution & Investment Banking Services

Buy Trading Buy Hold Sell
Equity Ratings Distribution 83.52% 8.24% 8.24% 0.00%
Investment Banking Services 82.61% 4.35% 13.04% 0.00%

* Based on recommendations in the last 12-months (as of March 31, 2019)

Disclosures
As of the publication date, Mirae Asset Daewoo Co., Ltd. and/or its affiliates do not have any special interest with the subject company and do not own 1% or more of
the subject company's shares outstanding.

Analyst Certification

The research analysts who prepared this report (the “Analysts”) are registered with the Korea Financial Investment Association and are subject to Korean
securities regulations. They are neither registered as research analysts in any other jurisdiction nor subject to the laws or regulations thereof. Each Analyst
responsible for the preparation of this report certifies that (i) all views expressed in this report accurately reflect the personal views of the Analyst about
any and all of the issuers and securities named in this report and (ii) no part of the compensation of the Analyst was, is, or will be directly or indirectly
related to the specific recommendations or views contained in this report. Mirae Asset Daewoo Co., Ltd. (“Mirae Asset Daewoo") policy prohibits its Analysts
and members of their households from owning securities of any company in the Analyst's area of coverage, and the Analysts do not serve as an officer,
director or advisory board member of the subject companies. Except as otherwise specified herein, the Analysts have not received any compensation or
any other benefits from the subject companies in the past 12 months and have not been promised the same in connection with this report. Like all
employees of Mirae Asset Daewoo, the Analysts receive compensation that is determined by overall firm profitability, which includes revenues from,
among other business units, the institutional equities, investment banking, proprietary trading and private client division. At the time of publication of this
report, the Analysts do not know or have reason to know of any actual, material conflict of interest of the Analyst or Mirae Asset Daewoo except as
otherwise stated herein.

Disclaimers

This report was prepared by Mirae Asset Daewoo, a broker-dealer registered in the Republic of Korea and a member of the Korea Exchange. Information
and opinions contained herein have been compiled in good faith and from sources believed to be reliable, but such information has not been
independently verified and Mirae Asset Daewoo makes no guarantee, representation or warranty, express or implied, as to the fairness, accuracy,
completeness or correctness of the information and opinions contained herein or of any translation into English from the Korean language. In case of an
English translation of a report prepared in the Korean language, the original Korean language report may have been made available to investors in
advance of this report.

The intended recipients of this report are sophisticated institutional investors who have substantial knowledge of the local business environment, its
common practices, laws and accounting principles and no person whose receipt or use of this report would violate any laws or regulations or subject Mirae
Asset Daewoo or any of its affiliates to registration or licensing requirements in any jurisdiction shall receive or make any use hereof.

This report is for general information purposes only and it is not and shall not be construed as an offer or a solicitation of an offer to effect transactions in
any securities or other financial instruments. The report does not constitute investment advice to any person and such person shall not be treated as a
client of Mirae Asset Daewoo by virtue of receiving this report. This report does not take into account the particular investment objectives, financial
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situations, or needs of individual clients. The report is not to be relied upon in substitution for the exercise of independent judgment. Information and
opinions contained herein are as of the date hereof and are subject to change without notice. The price and value of the investments referred to in this
report and the income from them may depreciate or appreciate, and investors may incur losses on investments. Past performance is not a guide to future
performance. Future returns are not guaranteed, and a loss of original capital may occur. Mirae Asset Daewoo, its affiliates and their directors, officers,
employees and agents do not accept any liability for any loss arising out of the use hereof.

Mirae Asset Daewoo may have issued other reports that are inconsistent with, and reach different conclusions from, the opinions presented in this report.
The reports may reflect different assumptions, views and analytical methods of the analysts who prepared them. Mirae Asset Daewoo may make
investment decisions that are inconsistent with the opinions and views expressed in this research report. Mirae Asset Daewoo, its affiliates and their
directors, officers, employees and agents may have long or short positions in any of the subject securities at any time and may make a purchase or sale, or
offer to make a purchase or sale, of any such securities or other financial instruments from time to time in the open market or otherwise, in each case
either as principals or agents. Mirae Asset Daewoo and its affiliates may have had, or may be expecting to enter into, business relationships with the
subject companies to provide investment banking, market-making or other financial services as are permitted under applicable laws and regulations.

No part of this document may be copied or reproduced in any manner or form or redistributed or published, in whole or in part, without the prior written
consent of Mirae Asset Daewoo.

Distribution

United Kingdom: This report is being distributed by Mirae Asset Securities (UK) Ltd. in the United Kingdom only to (i) investment professionals falling within
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”), and (ii) high net worth companies and other
persons to whom it may lawfully be communicated, falling within Article 49(2)(A) to (E) of the Order (all such persons together being referred to as
“Relevant Persons”). This report is directed only at Relevant Persons. Any person who is not a Relevant Person should not act or rely on this report or any of
its contents.

United States: Mirae Asset Daewoo is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the
preparation of research reports and the independence of research analysts. This report is distributed in the U.S. by Mirae Asset Securities (USA) Inc., a
member of FINRA/SIPC, to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6(b)(4) under the U.S.
Securities Exchange Act of 1934, as amended. All U.S. persons that receive this document by their acceptance hereof represent and warrant that they are a
major U.S. institutional investor and have not received this report under any express or implied understanding that they will direct commission income to
Mirae Asset Daewoo or its affiliates. Any U.S. recipient of this document wishing to effect a transaction in any securities discussed herein should contact
and place orders with Mirae Asset Securities (USA) Inc. Mirae Asset Securities (USA) Inc. accepts responsibility for the contents of this report in the U.S.,
subject to the terms hereof, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. Under no circumstances should
any recipient of this research report effect any transaction to buy or sell securities or related financial instruments through Mirae Asset Daewoo. The
securities described in this report may not have been registered under the U.S. Securities Act of 1933, as amended, and, in such case, may not be offered
or sold in the U.S. or to U.S. persons absent registration or an applicable exemption from the registration requirements.

Hong Kong: This report is distributed in Hong Kong by Mirae Asset Securities (HK) Limited, which is regulated by the Hong Kong Securities and Futures
Commission. The contents of this report have not been reviewed by any regulatory authority in Hong Kong. This report is for distribution only to
professional investors within the meaning of Part I of Schedule 1 to the Securities and Futures Ordinance of Hong Kong (Cap. 571, Laws of Hong Kong) and
any rules made thereunder and may not be redistributed in whole or in part in Hong Kong to any person.

All Other Jurisdictions: Customers in all other countries who wish to effect a transaction in any securities referenced in this report should contact Mirae
Asset Daewoo or its affiliates only if distribution to or use by such customer of this report would not violate applicable laws and regulations and not subject
Mirae Asset Daewoo and its affiliates to any registration or licensing requirement within such jurisdiction.
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