EDISON
Marlborough Wine Estates

Half year preliminary results

Marlborough Wine Estates Group (MWE) is targeting development of
premium New Zealand (NZ) wine brands in China and, increasingly,
internationally. The global market is strong and the popularity of quality NZ
wine is growing. MWE continues to work to expand market share in China
and is exploring US, Japanese, Australian, UK and Canadian markets. In
this context, early inroads into the US and Japan are encouraging.

HY18 preliminary results: Improved bottom line

MWE reduced its net loss to NZ$0.7m (HY17: NZ$1.0m). Revenues, flat in total,
were 54% composed of bulk wines (HY17: 100% bottled). While these were sales
to the US, one of MWE'’s targeted new markets, they diluted gross margin to 13.3%
(HY17: 22.4%). However, management actions on operating costs, as well as lower
amortisation of intangible assets, more than compensated for the lower margin.

Strong harvest prospects, promising developments

Due to excellent weather in the region, prospects for the 2018 vintage are strong
both in terms of quality and crop yield. MWE forecasts a 10% increase in gross
harvest and it also has supply agreements in place for Bulk Grapes. The strategy is
to progressively allocate more production to higher margin Bottled Wines.

MWE is progressing its strategy on increasing market presence, building new
distribution networks for overseas markets and improving vineyard capacity and
efficiency. In H1, bottled wines were shipped to the US and Japan. It is also
exploring potential in Europe, Australia and Canada. With regularised water supply
in the McKee and Donaldson blocks, the way is clear for future production there.

First half and key operating milestones (KOMs)

Although KOMs for gross harvest and bulk grape sales are not applicable in H1 (as
the harvest is in H2), international wine sales of NZ$0.8m are promising against an
annual target of NZ$2m, given the progress in growing international markets. MWE
has also achieved over half its NZ$233,750 annual target for NZ bottled wine sales.

Valuation: Little comparability

For larger established peers, the average peer EV/revenue multiple of 2.6x for
FY18 is substantially lower than the 19.2x FY17 EV/revenue multiple on which
MWE is currently trading. However, MWE is at an earlier stage in its life cycle and
is currently in the process of repositioning its market focus.

Consensus estimates (historics if no consensus)

Year Revenue NPAT*** EPS DPS PIE Yield
end (NZ$000) (NZ$000) (c) (c) (x) (%)
06/15 PF* 2,788 170 0.1 0.0 N/A N/A
06/15* 1,840 590 0.2 0.0 N/A N/A
06/16 7,424 (481) 0.2) 0.0 N/A N/A
06/17 3,822 (717) 0.2) 0.0 N/A N/A

Source: Marlborough Wine Estates. Note: *Pro forma for 12 months; revenue includes sales
revenue and other revenue. **Actual from 18 March 2015 to 30 June 2015. ***FY15 NPAT
includes positive fair value adjustment of NZ$1.054m, according to management, and FY16
NPAT excludes one-off capital raising costs. FY16 and FY17 results are normalised.
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Business description

Marlborough Wine Estates Group (MWE) owns and
operates six vineyard blocks located in the Awatere
Valley in the Marlborough wine district of the South
Island of New Zealand (NZ). It sells bottled and bulk
wine to NZ and international markets, as well as bulk
grapes to wine producers in NZ.

Bull

Potential for developing intemational markets
building on the Marlborough region’s global
reputation for quality.

Option to improve eamings by converting more
of the grape harvest into bottled wine for local
and export sales.

Improvements in vineyard management,
particularly in securing water supply, could
improve grape yields.

Bear
Maintenance of premium pricing is dependent on
the quality of the product.
Increased competition and regulatory barriers in
Chinese markets.
Development of international markets is still at
an early stage.

Analysts
Paul Hickman +44 (0)203 681 2501
Sara Welford +44 (0)446664 1598

Marlborough Wine Estates coverage is
provided through the NXT Research
Scheme


mailto:consumer@edisongroup.com

EDISON

Preliminary H118 results: Improved bottom line

In its half year to December 2017, MWE improved its net financial result year-on-year. NPAT was a
loss of NZ$0.7m compared with NZ$1.0m for the six months to December 2016:

Exhibit 1: H118 versus H117

NZ$m H117 H118
Sales 0.9 0.9
Cost of sales (0.7 (0.8)
Gross profit 0.2 0.1
Gross profit margin 224% 13.3%
Statutory EBITDA (0.6) (0.5)
Adjusted EBITDA (0.6) (0.5)
EBIT (1.1) (0.8)
Net profit before tax, adjusted (1.2) (0.9
Net profit after tax, adjusted (1.0) (0.7)
EPS adjusted (NZ$) (0.004) (0.002)

Source: Marlborough Wine Estates

Revenues in the period, while similar in total to the prior year period, were composed very
differently. Whereas in H117 they all consisted of bottled wine sales, in H118 bulk wine sales
accounted for 54% of revenue, with bottled wines only making up 46%. While the bulk wine sales
represent shipments of product to the US, one of the company’s targeted new markets, bulk wine
sales are less profitable, which resulted in the reduction in the company’s gross margin percentage.

There were no bulk grape sales in the period in either year, as the bulk grape product is seasonal
and is only sold after the harvest has taken place in April and May each year.

During the period management took action on improving efficiency and the allocation of human and
capital resources. As a result, operating expenses were reduced to $0.64m, down from $0.89m in
the prior year period. This meant that, despite the lower gross profit, EBITDA improved from a loss
of NZ$0.6m in H117 to a loss of NZ$0.5m.

In addition, amortisation costs were lower following the write-down of intangible assets in the year
ended June 2017, resulting in an adjusted loss after tax of NZ$0.7m versus NZ$1.0m in the
corresponding period.

Promising medium-term developments

MWE is continuing its strategy of increasing market presence, building new distribution networks to
expand into overseas markets, improving vineyard production capacity and operating efficiency.

The company reports progress in the US and Japanese markets with two shipments of bottled
wine sent to each of these markets during the period. MWE is also working closely with various
contacts to explore new distribution networks and sales channels in Europe, Australia and
Canada. The US was also a destination for bulk wine as noted above.

Following the completion of the Donaldson Dam construction in FY17, the company’s McKee
and Donaldson blocks are now receiving a steady water supply, which should be reflected in
future production. Preparation has started for five hectares of Pinot Noir planting in the
Donaldson block. International demand is growing and further planting is planned for the next
two to three years.

During the first half, MWE launched a new product, Marlborough Pinot Gris, under the O:TU
Classic range. The range also includes a Marlborough Sauvignon Blanc, a Merlot Rosé and a
Merlot Cabernet Sauvignon. Management regards the Classic range as a key driver of growth
in the New Zealand and international markets, and intends to continue to strengthen its product
range and look for new growth opportunities.
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First-half results and key operating milestones

Against its key operating milestones (KOMs), MWE has had a promising start.

Exhibit 2: Progress against key operating milestones

H118 actual FY18 target
Gross harvest (tonnes) 0 1,600
Bulk grape sales (tonnes) 0 1,200
International Wine Sales Revenue (NZ$000) 755 2,000
NZ bottled wine sales (NZ$000) 158 234

Source: MWE

Although the KOMs relating to the gross harvest and bulk grape sales are not applicable in the first
half (since the harvest is in the second), fair progress has been achieved both on international wine
sales and NZ bottled wine sales. International wine sales are promising, considering that
management has good hopes of growing new international markets. Meanwhile, the company has
achieved over half its annual target for NZ bottled wines.

Strong prospects for the harvest and wine market

The prospects for the 2018 vintage are good. Due to the excellent weather in the Marlborough
region during the growing season, the 2018 harvest is likely to be earlier than previous years and
there is reason to expect high quality grapes combined with higher crop yield.

MWE is forecasting a gross harvest of 1,600 tonnes, an increase of 150 tonnes over the previous
year. Grape supply agreements are in place to supply bulk grapes from some of the company’s
blocks, including a bulk grape swap deal with a reputable winery in New Zealand which enables
MWE to secure premium quality red grapes.

MWE’s core strategy is to continue expanding sales of bottled wines and as a result the intention is
to progressively allocate more of its grape production to bottled wine processing, where it will attract
the best margins.

The global wine market has been strong for the past few years and the appreciation and popularity
of quality New Zealand wine is growing. MWE continues to work to expand its market share in
China and intends to invest into the US, Japan, Australia, UK and Canada. In this context, the
company’s early inroads into the US and Japanese markets are encouraging.

Valuation: Limited comparability

As a valuation reference for MWE we review market valuations for comparable companies. There
are two listed peers in the NZ/Australian market. Both companies are well established, are
substantially larger than MWE and are therefore of limited relevance.

Exhibit 3: Peer group valuation

Company Currency  Market 2018e 2019 2018e 2019 2018e EVI  2019e EV/

cap (m) PIE (x) PIE(x) EVIEBIT (x) EVIEBIT (x) Revenue (x) Revenue (x)
Australian Vintage A$ 164 227 13.7 15.7 1.1 1.0 1.0
Delegat Group NZ$ 819 19.3 16.9 15.2 135 4.1 37
Average 21.0 15.3 15.5 12.3 2.6 24

Source: Bloomberg. Note: Prices at 28 February 2018. Both companies have a 30 June year end

However, they are trading on an average FY18 EV/revenue multiple of 2.6x, substantially lower
than the 19.2x FY17 EV/revenue multiple on which MWE is currently trading, although MWE is at
an earlier stage in its life cycle, and in addition is in the process of repositioning its market focus.
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. Edison is authorised and regulated by the . Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ
is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison
US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Pty Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison. Edison Germany
is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER
This report has been commissioned by NZX Limited (“NZX”") and prepared and issued by Edison Investment Research (NZ) Limited (“Edison”). This report has been prepared independently of NZX and does not represent
the opinions of NZX. NZX makes no representation in relation to acquiring, disposing of or otherwise dealing in the securities referred to in this report.

All information used in the publication of this report has been compiled from publicly available sources that are believed to be reliable, however neither NZX nor Edison guarantees the accuracy or completeness of this
report. Opinions contained in this report represent those of the research department of Edison at the time of publication. The securities described in this report may not be eligible for sale in all jurisdictions or to certain
categories of investors. This research is issued in Australia by Edison Investment Research Pty Ltd (Corporate Authorised Representative (1252501) of Myonlineadvisers Pty Ltd (AFSL: 427484)) and any access to it, is
intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. This research is distributed in the United States by Edison US to major US institutional investors only. Edison US is not
registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion” from the definition of investment adviser under Section 202(a)(11) of the Investment
Advisers Act of 1940 and corresponding state securities laws. As such, Edison US does not offer or provide personalised advice. This research is distributed in New Zealand by Edison). Edison is the New Zealand
subsidiary of Edison Investment Research Limited. Edison is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial
adviser services only. The distribution of this document in New Zealand is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class service” provided by Edison within
the meaning of the New Zealand Financial Advisers Act 2008 (FAA) (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment
decision. Edison publishes information about companies in which we believe our readers may be interested, for informational purposes only, and this information reflects our sincere opinions. This report is not intended to
be, and should not be construed in any manner whatsoever as, personalised advice. Also, this report should not be construed as a solicitation or inducement to buy, sell, subscribe, or underwrite any securities referred to in
this report. For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to
acquiring or disposing (including refraining from acquiring or disposing) of securities. Edison has a restrictive policy relating to personal dealing. Edison does not conduct any investment business and, accordingly, does not
itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any or related securities mentioned in this report.
Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large and sudden
swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not necessarily a guide to future performance.
Forward-looking information or statements in this report contain information that is based on assumptions, estimates of future results, estimates of amounts not yet determinable, and therefore involve known and unknown
risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. To the maximum extent permitted by law,
NZX, Edison, either of their affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information
contained in this report and do not guarantee the returns on investments in the products discussed in this publication.
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