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Issuer: Dukang Distillers Holdings Limited
Security: Dukang Distillers Holdings Limited

Meeting details:

Date: 28 Oct 2016

Time: 15:00H

Venue: Orchard Room, Level 4, Raffles City Convention Centre, 80 Bras Basah Road, Singapore 189560

Company Description

Dukang Distillers Holdings Limited, an investment holding company, manufactures, markets, and sells baijiu products in the
People’s Republic of China. It sells products under the Dukang brand. The company was formerly known as Trump Dragon Distillers
Holdings Limited and changed its name to Dukang Distillers Holdings Limited in May 2010. Dukang Distillers Holdings Limited was
incorporated in 2008 and is based in Zhengzhou, the People’s Republic of China.

(Source: http://www.sgx.com/wps/portal/sgxweb/home/company_disclosure/stockfacts?code=BKV)
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Q1. In the Chairman’s Statement (page 6 of the annual report), the Chairman acknowledged that “Dukang”, being a second-tier
baijiu brand, faced challenges from first-tier baijiu brands. As a result of the austerity measures implemented by the Chinese
government, second-tier brands cannot compete with the first-tier baijiu brands as they lack the brand value recognition. These
first-tier brands have carried out aggressive price rationalisation.

Even though the group had carried out aggressive advertising and promotional (“A&P”) activities and participated pro-actively in
national level trade fair during the financial year, the group witnessed a further decline in sales volume across the premium and
regular segments. With selling and distribution expenses increasing by 35.4% year-on-year to RMB216.7 million mainly due to
higher A&P expenses, the sales volume still dropped 11.3%.

The group has listed the following measures:
- Increase the fermentation period from 60 days to 90 days to improve quality
- Reposition “Dukang” brand in a more contemporary and trendy approach
- Streamline the distributorships by replacing those non-performing distributors
- Reduce sales channel length and increase service efficiency
- Streamlined organisational structure to improve its operational efficiency and internal cost controls

a) If the measures work, Dukang will still be at best the top tier-two baijiu brand that would capture the residual demand that
cannot be met by the tier-one brands. Is this the best feasible strategy for the group? Are there ways to think outside the
box and to create a new niche for Dukang?

b) There were no sales contribution by “Siwu” and no mention of it was made in the current annual report or the last annual
report. Can management update shareholders if this has been a strategic move to focus the group’s resources on just
the “Dukang” brand? If Siwu is no longer in the group’s strategic plans, could the brand be sold or repositioned?
What is the financial impact of the discontinuation of Siwu on the financial position?

c) As early as the two years ago (in the FY2014 annual report), the Chairman started reporting the new austerity measures by
the Chinese government affecting conspicuous consumption of luxury gifts.

a. Excerpt from Dukang Distillers Holdings Limited Annual Report 2014 (page 5):

b. The financial year ended 30 June 2014 ("FY2014”) is one of the toughest periods in the Group’s years of growth
and development. The austerity measures of the Chinese government, the uncertainties in the macroeconomy, the
shift in market consumption of baijiu and the stiff competition among the baijiu giants have impinged on the growth
of the baijiu sector.

The austerity and anti-corruption drive only intensified since then. Revenue of Dukang has since fallen by the start of the austerity
drive. Unfortunately, due to the urbanisation re-zoning plans of the local authorities in Yichuan, the Group is required to relocate
its factory and operations. When the plans were announced in February 2015, the proposed new site has a land size of 1,038 mu
(310 mu in the first phase) when the existing site is only 173 mu. The production capacity of phase 1 would be 3,500 tonnes when
the existing site could only produce 2,000 tonnes a year.

Given the drastic drop in demand and the challenging conditions, what are the group’s plans with regard to the new Yichuan
factory? Can the group review the operational needs and reduce the size of the new land? Can the group update on the
development timeline for phase 1 now that it has been delayed?
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Q2. The group has net assets of RMB 1.4 billion (page 35). Inventories (consisting of raw materials, work in progress and finished
goods) account for RMB 644 million or 45% of the group’s net assets.

According to the note 4.8 (page 45 — Inventories):

Inventories are carried at the lower of cost and net realisable value. Cost is determined using the weighted average basis,
and in the case of work in progress and finished goods, comprise direct materials, direct labour and an appropriate
proportion of overheads. Net realisable value is the estimated selling price in the ordinary course of business less the
estimated cost of completion and applicable selling expenses.

Can the board, in particular, the audit committee help shareholders understand if the inventories are carried at cost or net
realisable value? Has there been any impairment as the average selling price has been severely depressed? What is the audit
committee’s role in assessing the quantity and value of the inventories? Can the external auditors explain what their roles are in
assessing the quantity and value of the inventories?

Q3. In the operations review (page 9), it was disclosed that “cash and cash equivalents increased by RMB 192.6 million from RMB
403.0 million for FY2015 to RMB 595.6 million for FY2016".

Note 9 (page 55 — Finance costs) shows that the group has had RMB 8.89 million in “interest on bank and other loans”.

Note 23 (page 66 — Bank and other loans, secured) shows that the group has “Other loan” amounting to RMB 15 million with an
effective interest rate of 8.78% per annum and “Bank loans” of RMB 120 million with an effective interest rate of 5.98% per annum.

Would the board help shareholders understand why the group has not utilised its cash but relied on bank and other loans and
incurred finance costs of nearly RMB 9 million for the financial year?

With a more stable outlook for baijiu, and with a sizeable cash hoard, would the board consider rewarding shareholders with a
dividend?

Would the independent directors comment if they think the group has the ability to give out dividends and manage its cash flow
requirements (including the relocation and working capital needs) since the cash and cash equivalent increased to a substantial
level of RMB 596 million?
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