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The Evolution of Wine as
a Luxury Consumer
Product in China




What is Luxury in China?

Luxury has a broad definition

What some people think is luxury is another person everyday product

Have money,but
hard to get it

Can purchase,
but expensive

<«

<«

Hermes : DRC

Gucci : Penfolds

LV : Chateau Lafite &
Other 1st Growths

>>

If you have money
you can getit,but
not everyone
wants it



Four Generations
China’s 1st & 2nd Tier Cities

Luxury market purchasing behavior influenced by each generation’s formative years experience



1960-1979 Generation

Spending priorities include face, home renovation, health improvement and retirement

. : =N
[ Hrrg..]_;xl‘\f_:",‘ i
{ 3 3 li-'.h,

’} Q
y " ‘y
[




1980—- 1989 Generation

Society’s Leaders & Influencers
Significant consumer target market but priorities are not luxury
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Millennials and Gen £6st2000’s)

Spend Everything & Enjoy Life Generation
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1960- 1979Generation:.)

Influential, Wealthy but Conservative Spenders

Have the most money and power to buy
longer targeted by luxury brands

Purchase products for kids and grardkic

influenced by current trends

Women control the household mone

Give and receive wine as gifts. Used
drink, but as a decoration in the hom

Mainly drink spirits, but will buy first gro
Bordeaux or other famous label wine
important occasions such as wedding
graduation, birthdays, etc.

Men still primary decision maker on w
purchases




1960-1979 Generation:

Influential, Wealthy but Conservative Spenders

Very stubborn Loyalty to one brand or category

Main purchasing channels are friends
suppliers with whom they have a relatio

Heavily influenced by friend circle on
wines to purchase




1980- 1989 Generation:

Significant consumer target market but priorities are not luxury

Have less savings Purchase wines, sensitive to the pri

More open to different styles of wine mg

Better English and more foreign expos and varietals
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1980—- 1989 Generation:

Significant consumer target market but priorities are not luxury

Sensitive to pricing and promotions

Enjoy eating and drinking

Main channels are wine shops, supermg

and internet especially during promotion

1111) and festival periods. Can be stim
to make purchases

Have little Chinese spirits experience, so
fixed on high alcohol wines.
Enjoy beer and wine
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Millennials and Ge& Post2000’s)

Primary target for all brands due to spending behavior & willingness to try new things

Sensitive to pricing and promotions Target of all brands

Open to all types of wine, varietals, st
Best educated and travel a lot overse categories. Sparkling wines are ver
popular in clubs

= [ess loyalty

Hjoy eating, drinking and new fashion trends e s
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. The Evolution of the
- Distribution & Retail
Channels in China

JOHN WATKINS

T
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37YEARS LIVING,WORKING & CONTRIBUTING IN CHINA

2017 CEO,Asia —-TheVOID if4 | HIA

2015-2017 Country Director, China - CRH ple liRtH

20012 - 2015 f Chief Executive Officer, ASC Fine Wines
Senior Executive, Business Operations
GE Aviation

President & CEQ, GE AYIC Civil Avionics
Systemns Company Ltd. (AVIAGE Systems)

2009 = 201 Chairman, The American Chamber of Commerce in China _

2010 = 2012

2003-2009 7 Vice President = Cummins Inc. o
Chairman & CEO = Cummins (China) Investment Company Ltd, @ x;fr E
=
L

Chairman, Beljing International Christian Fellowship

2001 - 2005
999 - 2002/ Chairman, China Board of Airline Representatives

1998 ) Vice President = China

¥ice President — Customer Service and Ground Operations, (LIS)

Director = Special Projects (LUS) v ﬁ
Managing Director — Hong Kong, China and Taiwan (China) nwa

Manager, Beijing and Sales Representative, Shanghal (China)
Graduated Miami University of Ohio / Commenced Chinese Language Studies, Shanghai



Mainland China Market All Alcohol

= Wine (local and imported) represents a very small percentage of overall alcohol sales

= Ratio between domestic -imported changed from 5:1 to 2:1 from 2013 -2017

. 2013 2016 2017 CAGR
Yellow Wine Local Wine ey (m 9L Cases) (m 9L Cases) (m 9L Cases) AT, S 2013-2017
Imported 18.5% 1.7%
" u 0 . 0
Spirits  0.1% Imported Wine Beer Local 5,624.40 5,007.2 4,890.6 -2.3% -3.4%
1%
Beer Import 16.2 71.8 79.6 +10.9% +48.8%

Local Spirits  17.5% Cider Local 0.0 0.2 0.2 +21.2% +49.5%
Cider Import 0.1 0.3 0.3 +11.5% +26.0%
RTD Local 42 6.9 6.0 -12.3% +9.2%
RTD Import 0.1 0.2 0.2 +34.6% +18.6%
Spirits Local 1,173.1 1,212.0 +0.6% +1.0%
Spirits Import 5.7 5.2 6.0 +15.8% +1.5%
Yellow Wine Local 550.0 580.0 590.0 +1.7% +1.8%

Wine Local 152.1 128.6 117.7 -8.5% -6.2%
Local Beer

15

Imported Beer
1.1%

*Wine in this chart includes still wine, sparkling wine, fortified wine, etc.



China vs. Global Wine Production & Consumption

« China’s per capita consumption well below global average - opportunity

Regional Distribution of Wine Brand and Output in China

China Wine Production (Mbtl)
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Imported Wine Market Demographies’rice & Market Size by MSA

 China is many distinct markets ... more like the EU not USA

Where are they ?

100
90
Size of the bubble indicates the size of
urban aged 18-54 upper middle class
drinkers of imported wine in each
cities 80
i *Owverall market attractiveness score, 70

caloulated based on a combination of

~®  atributes that assess economic
strength and openness to foreign
products including: population size, Shen.lg: 2.8 60
GDP size, GDP growth, GOP per capita,
CPl, number of Starbuck's, a selection
of hypermarkets, wine specialists store
and chain restaurants. *

50

40

30

20

10

Top 10 Cities Total Shanghai Beijing Shenzhen Guangzhou
E<100 ®=100-200 =200-400 => 400
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Imported Wine Market Evolution of Pricing by Occasion

Average spend increasing regardless of occasion but higher when outside of home

Typical spending for different occasions - changes from 2013 to 2017

The average cost of buying a bottle of wine for household use

Base: all customers (n=605),
our predictionis based on the
frequencies of reports from
customers.

2o i [5%

(n=605)

16%

500 RMB and above
50C
300-499 RMB

m 200-299 RMB

m 150-199 RMB

M 100-149 RMB

m Under 100 RMB

100
m No information

3% 3% 2%

2013 ‘ 2015 ‘ 2017 | 2013 ‘ 2015 ‘ 2017 | 2013 ‘ 2015 ‘ 2017 | 2013 ‘ 2015 ‘ 2017

Source:
Wine Intelligence, Fev 2018

Relaxing at home Dailv meal Official dinners and banquet Celebration
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China Wine Market Major Players

 Value chain highly fragmented and competitive

Imported Wine
Distributors

CHANGYU -
YNAST China R ~.
DYeaY Market

2018

@ TEE

R | SEE
brc | g
[a ] SUMMERGATE | “
wins wimas oL spirie KA

Domestic Wine
Producers

Imported Wine
Countries of Origin

m Imported Wines = Chinese Wines
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Chlna Wine Market Major Playerémporters

8,000

7,000

6,000

5,000

4,000

3,000

2,000

1,000

Highly fragmented market with 5000

4-5 top well -known firms

Maijority imported wines in range of RMB30
(CIF)

Moving from non

owned or brand -directed distribution

-7000 Importers

-35 per bottle

-brand -owning distributors to brand

2016 importers  Stopped in  New in 2017 2017 importers

2017 2018

Stopped in

T

Top 3 Importers vs. Total Market:

= 5-6%1in value

2-3% in volume

Top 100 Importers vs. Total Market:

= 40%in value

= 20%in volume

2

TREASURY
WINE ESTATES

ik

COFCO

New in 2018 2018 importers

Rank [Importers English Business Type| BTL(750) Value (RMB) P[;XEZ?I%;B)/BTL
LR 44 25 [ PPk A BR A COFCO WS Dominated | 13,591, 034. 35 507, 065, 763. 00 37.31
2|26 R RO d P () 5 BR A ] ASC ASC 10, 976, 622. 12 490, 054, 694. 00 44. 65
S|VL I3 75 w7 A [l s 57 5 5 PR 20 ) 7,536, 630. 00 96, 085, 142. 00 12.75
4| L YR PR A TWE WS Dominated | 6,584, 243. 01 526, 531, 543. 00 79.97
5| H HRH 5 (L) HIRAH SUMMERGATE ASC 6,377,417.81 157,017, 999. 00 24. 62
6| R it (IR 2 FH 7Y R A 6,072, 946. 04 246, 968, 133. 00 40. 67
7GR AR A (D LA R A PERNOD RICARD [WS Dominated | 5,996, 653. 04 124, 941, 893. 00 20. 84
8| JE 13 7 1] P b £E [ 4 PR A ) C&D WINES WS Dominated | 5,781, 128.64 109, 873, 054. 00 19.01
9| HIH £ g 3 e i FE BTV A5 BR A ) CHANGYU Pure WS 5, 625, 600. 00 66, 639, 129. 00 11.85

11 HE s A TR B A PR A A EC_AND WS 4, 813, 286. 00 65, 994, 514. 00 13.71
14| BB I i R PR A 4,218,923.86 | 1,493, 365, 122. 00 353. 97
18V (L) VRS B A IR A F] 3,929, 508. 91 56, 487, 141. 00 14. 38
21| b bk o 42 3 4 0 5 S AT PR A ) TORRES ASC 3, 440, 734. 60 100, 859, 031. 00 29. 31
22| ey i 7 M B £ A BR 28 ] WAHAHA 3, 288, 246. 00 34, 654, 010. 00 10. 54
26 [ bRt A (E B R ARH R A H JD EC 2, 743, 169. 20 87, 676, 347. 00 31. 96
30 [HR VT4 v I F 52 PR A METRO OFF_TRADE 2,492, 490. 79 107, 137, 448. 00 42.98
34|VR/RH (b E) EARA A WALMART OFF_TRADE 2,224, 036. 56 101, 350, 069. 00 45.57
58| M P4 4 (i) S G AR A 7 EMW ASC 1, 601, 568. 00 33, 342, 520. 00 20. 82
99| B (h ) A5 B 7] 354> 28 &1 | JEBSON ASC 1, 161, 873. 00 43, 811, 830. 00 37.71
14857 B — A (1) RO AR A A KERRY 880, 326. 97 46, 848, 338. 00 £U 53. 22




China Wine Market Major Player&roducers

= Dominated by state -owned wineries
Total Vineyard = 870 K Hectares
= Significant production reduction since 2013
Others ,9.8%

» Rise of boutique wineries

YunNan ,5.7%
= Premiumization at big wineries

= Lack of legal definitions

NingXia ,9.4% ShanDong ,40.8%

E7 : 2018fFm=—=EHEHSE it WERAEEER (86 : 125, %)

N 1.65% Bl (Z)  vEWREEEEE (%)
PN 0.00%
~ _
. -0.96% v v GanSu, 9.0%
-5.00%
-4.39%
a0 38.61
e -10.00%
Beijing ,2.9%
30 15.00% JiLin ,5.0%
P -20.00% HeBei , 10.9% . .
Xindiang ,4.2% CiacNingi 2o
o csa -25.00% . .
- 284 139 249 —Large Wineries;
0 [ | — 30.00%
i BAEH LETY HE R 44 BRmb —Revenue
20-25 Rmb —average ex-cellar price;
PRI - BT R T T @ETHBEETFTEA APP
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Primary Distribution Channels’ Evolution

» Evolving as China develops & prospers

1970s

Diplomatic
Pouch

1980s

Diplomatic
Pouch

Foreign Hotel
On-trade

State -owned
Off -trade

All On -trade

Direct

State -owned
Off -trade

On -trade

Direct

N\

s

| Foreign -owned

Off -trade

~N

m 2000s 2010s

All Off -trade

E-Commerce

On -trade

Off -trade

E-Commerce

On -trade

Direct

Direct
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Imported Wines Distribution Channel Evolution 197@820s

Channels Maturing as China Develops
Private Channel - Consumer Driven
Buyer Doesnt Consume = Buyer Consumes
Technology Irrelevant - Technology Enabled

mOn Trade m Direct to Consumer m Off Trade meCommerce m Diplomatic Pouch




China Distribution- Online vs. Offline Dynamics

ONLINE

SYNERGIES

B2B2C Model

» Brand Building
» Content Marketing
* Recruitment (CRM)

* 020 Opportunities

CONFLICTS

Media / TV Shopping * Price Control

(B2C)

* Brand Image

SOCIAL MEDIA to Drive TRAFFIC > » 020 Conflicts

Path to Social E -Commerce

WaCrzn weibo.com

* Product Segmentation

OFFLINE

On Premise (HORECA)
* Very fragmented
 Quality wines + Service

& Off Premise (RETAIL)
sr§ns 1+ Premium Retail & CVS
| J© Traditional Super & Hyper

@ Y » Top Retailers go direct
— sourcing and Online

DIRECT SALES (B2C)
+ Connoisseur market
+ Personal consumption

Distribution Partner &

19 19> Wholesaler
e Traditional RTM



Off Trade Channelncreasing Importance

Off Trade

Super / Hyper Wine Department Convenience
Cash & Carry Shop Store Store, Others
® [[E - 1z
L
o)

= Brand awareness Carrefour N KBS -,,
FINE WINE & BEER I
wiomx S 854833

CenturyMart

» |n-store promotions Walmart -
= NKAs are powerful
= Broad coverage

= Premium retail vs. Masstige
25



E Commerce Channel Expanding Universe

PLATFORMS A S

Sub -

Online & CHANNELS Cross
offline Border

Tmal&
related
DP

TV
shopping

JD &
related
DP

Vertical
platforms

r<gop

JD.COM A=

s
Lokes]

26
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E Commerce Channel Expanding Univel8i&A Activity & Consolidation

* Increasingly dominated by two ecosystems

F--== Tencen iR ------ 1--r B:L% g;!in
_____ X2
Z'?/ O‘ I' - ‘I SUN ART GRT-MM
JD. CgMﬂ‘?:f | Retail Group Limited RUChan Eﬂﬁlj
|

Walart @— -!

x MR OB

U

« __________ _: -Eﬂ‘*m.

----- - onzRaY Y
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Media, KOL and Education

Trade Media

—_—— R A,

Hl

m Decantéi &

Vinehoo.com y u i 37, ®

ganlanhuabac.com

Ot ¥ @ id ¥
LR )
LG4 @

CHINA WINE NEWS

NEmA @15t

Social Media & KOL

o

' = O Je—.
. l e
0 g
@ ™
j-'s:lh S’na ﬁmai@om %—H_c—?%

saxi 2B

IFENG.COM

WWW.News.cn

98 2 Nevease mﬁﬁ

www:1B3.com S(‘f?
verw xinhuanet.cam

Traditional Media

| B/ RLAI Al [~

II()NINII‘]S]( ll{l

| PAW4 B | VIR DI D
H1NA

(

RE™TERE  \7\\R

s VOGULE

Emigly* memnEs

Life Style

LUXE ZZ

MAGAZIN+

Education
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Distribution & Retail Evolutionin China’sWineMarket- Summay

Buyer # Consumer +
Buyer #= Consumer Buyer=Consumer
Buyer =Consumer

90%+ Foreigners 90%+ Chinese

Bordeaux —>80% Bordeaux —50% Bordeaux —<40%

RMB 500/bottle RMB 5000 /bottle RMB 120/bottle

. Handful Diplom a Grads, MW Candidates, #1-2 in WSET Students, MW Candidates,
No MW, Diploma, MS Grads Som Students

Tightly Regulated &Highly Concentrated Regulated SOE + Foreign Owned

Chinese SOE Only Im porters Im porters —Still Concentrated Unregulated &Fractured




| What is the Future of
- Wine Gonsumption in
China

Lili Tong

&

30




What is the future of wine consumption in China?

= 3 and 4 t tier cities

= More diversity of styles

» Changing palates

= Back vintages and large formats
= Changing channels

= Less cheating

= More demand on Chinese -made wines
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My Opinion of the

Future of Argentina
Wines in China

Best target market on which to focus is the
1990-2000 Generation

Influence the post 1980s to 1989 Generation

Malbec & Torrontes strong reputation

Food and wine culture
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