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Abstract 
With the development of economy, the competition of liquor industry is becoming more 
and more fierce.In order to gain competitive advantage in the industry, it is necessary to 
evaluate the company's profit quality effectively.Taking Luzhou Laojiao As an example, 
this paper analyzes the company's profit quality level from four aspects of stability, 
profitability, growth and income, and puts forward reasonable suggestions for the 
company in combination with relevant influencing factors, so as to provide certain 
reference and decision-making for investors and the company's future development. 
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1. Introduction 

After ten years of golden development, the Baijiu liquor industry has entered the adjustment 
period due to the influence of three public consumption restrictions and plasticizer events. 
Subsequently, in order to cope with environmental changes, the liquor industry began to 
reform, on the one hand, on the whole, pay more attention to brand building, build the core 
competitiveness of the brand; on the other hand, we should strengthen the guidance of public 
consumption and promote the consumption habit of drinking less and drinking good wine. The 
high profit of liquor industry has attracted extensive attention from the market and investors, 
but the figures in the statements can not well reflect the sustainability of the company's profit. 
And, with the improvement of people's quality of life, the scale of liquor market will be further 
expanded. Therefore, in order to gain competitive advantage in liquor industry, it is urgent to 
carry out effective profit quality analysis for Luzhou Laojiao. 

2. Analysis of Profit Quality of Luzhou Laojiao 

2.1. Stability 
Table 1. Stability index of Luzhou Laojiao 

year Operating profit  ratio Inventory turnover Main business profit ratio 
2016 30.58% 1.17 50.96% 
2017 32.98% 1.10 59.09% 
2018 35.82% 0.97 65.22% 
2019 38.69% 0.89 68.13% 
2020 47.79% 0.67 69.69% 

 
As shown in Table 1, in the past five years, the operating profit  ratio and main business profit 
ratio of Luzhou Laojiao showed an upward trend, while the growth rate of main business profit 
ratio gradually declined.From an increase of 8.13% in 2017 compared to 2016, to an increase 
of 1.56% in 2020 compared to 2019, the profit ratio of the main business tends to be stable. 
However, the growth rate of operating profit is increasing year by year, with the biggest 
increase in 2020, which increased by 9.1% compared with the previous year. Both of these 
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financial indicators are related to the company's revenue for the current year. The difference is 
that the main business ratio puts more emphasis on the revenue related to the company's main 
business. This shows that the main business of Luzhou Laojiao tends to be stable in the past few 
years, with good earnings and improved profit quality. 
The inventory turnover rate reflects the company's ability to liquidate inventory. The higher 
the index value is, the faster the inventory turnover speed is and the stronger the liquidation 
ability is. Although inventory and monetary capital belong to current assets, compared with 
monetary capital, inventory has obvious disadvantages, such as the risk of overstocking and 
damage and the cost of warehouse preservation, and the use of inventory is narrower than that 
of monetary capital. It can be found that the inventory turnover of Luzhou Laojiao has declined 
gradually in the past five years, and the inventory is also increasing with the increase of profit. 
Therefore, it is necessary to explore the reasons behind the formation. Through understanding 
the operation of Luzhou Laojiao, it is found that in recent years, the company has repeatedly 
raised the price of its products, and the sales volume is declining, and the price increment 
decreases. That's why sales are down and profits are up. This is one of the reasons for the 
decline in inventory turnover.By checking the financial statements of the company in 2020, it 
can also be found that the increase of the inventory in this year is mainly due to the influence 
of the large increase in the production of raw wine in the homemade semi-finished products 
and the continuous production of part of the technical transformation project of the brewing 
engineering. Therefore, the increase in raw wine production is also one of the reasons for the 
decline in inventory turnover. 
 

 
Figure 1. Comparison of inventory turnover 

 
By selecting three liquor companies with similar industry status and market value to Luzhou 
Laojiao, the inventory turnover of the four companies was analyzed. It can be found that 
although the inventory turnover of  Yanghe stock has declined, it is generally stable, while 
Wuliangye is rising year by year, reflecting the company's good profit quality. Shanxi Fenjiu is 
the trend of first rise and then decline, there is a fluctuation. On the contrary, Luzhou Laojiao 
has been in a downward trend, and the decline of the largest range.It can be seen from Figure 1 
that the liquor industry shows a declining trend on the whole, which may be caused by the mass 
consumption trend gradually shifting to high-end liquor. Under the condition of constant 
consumption power, the increase in price and sales of high-end liquor will lead to a greater 
decline in the sales of low-end liquor. 
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2.2. Profitability 
Table 2. Profitability indicators of Luzhou Laojiao 

year Net profit margin on sales ROE Net profit margin on total assets 
2016 23.48% 17.48% 14.51% 
2017 25.03% 16.86% 15.56% 
2018 26.89% 20.55% 16.57% 
2019 29.35% 23.92% 18.02% 
2020 35.78% 26.03% 18.64% 

 
As shown in Table 2, net profit margin on sales refers to the company's ability to bring net profit 
from sales revenue. The annual increase of net profit margin on sales of Luzhou Laojiao means 
that the company's sales profit efficiency increases year by year. The profit growth brought by 
sales should be reflected in this index as year-on-year growth, but the data of this index in the 
past five years shows that the growth rate of net profit should be greater than that of sales 
revenue. It is speculated that the increase in net profit is caused by the growth of income from 
other businesses. Still, the company can be seen as more profitable. 
By observing the changes of roe in the past five years, it was found that this index showed an 
overall upward trend, but it declined in 2017, and that year was the lowest value of the company 
in the past five years. By comparing the trend of net profits and net assets, it is found that net 
assets increased greatly in 2017, but the growth rate of net profits is similar to other years. 
Therefore, it can be concluded that the decline of roe is caused by the increase of net assets.This 
measure reflects a company's ability to use its own assets to generate profits. The larger the 
index, the greater the ability to earn profits using the same net assets. In addition to the capital 
invested by the owners, corporate assets also have the money borrowed by creditors. The net 
profit margin of total assets is to measure the ability of enterprises to earn profits by using these 
two parts of capital. Combined with Net profit margin on total assets and ROE, the profitability 
of Luzhou Laojiao is increasing. 
 

 
Figure 2. Comparison of gross margin on sales 

 
The same selection of three liquor companies and Luzhou Laojiao sales gross margin 
comparison.As can be seen from Figure 2, the overall gross margin of liquor industry is 
relatively high and the overall trend is upward. Among them, Luzhou Laojiao has a particularly 
obvious trend of rising sales gross margin. From the bottom of the bottom four companies in 
2016, it has become one of the top four companies in sales gross margin in two years, and 
continues to increase in the following two years, and remains the first. Wuliangye keeps a 
relatively stable level, fluctuating around 73% all the time. Yanghe stock and Shanxi Fenjiu also 
maintain fluctuations in a certain range, but compared with wuliangye sales gross margin 
fluctuations with a larger range. Therefore, Luzhou Laojiao is also the only company in the past 
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five years, sales gross margin continued to grow.Through understanding the sales situation of 
Luzhou Laojiao, in the past few years, the price of the product has been raised many times. The 
increase in price leads to an increase in operating income, which will lead to an increase in gross 
profit under the condition that unit operating cost remains unchanged. And Luzhou Laojiao is 
also cutting its own low-end products. As a result, gross margin increased substantially. 

2.3. Growth 
Table 3. Profitability indicators of Luzhou Laojiao 

year Main business income growth rate Net profit growth rate 
2016 20.35% 25.73% 
2017 25.18% 33.46% 
2018 25.60% 34.91% 
2019 21.15% 32.24% 
2020 5.29% 28.35% 

 
To judge whether an enterprise can continue to develop, we usually need to rely on the main 
business income growth rate index. Luzhou Laojiao changed its business model after entering 
the in-depth adjustment period of the industry, and a series of effective measures made Luzhou 
Laojiao quickly restore its former prosperity after the new chairman came to power. As can be 
seen from Table 3, the growth rate of main business of Luzhou Laojiao has remained above 20% 
from 2016 to 2019, with high competitiveness and earning power. But in 2020, the growth rate 
of main business revenue is much slower than in the previous four years. Through 
understanding, we found that due to the impact of the epidemic, the liquor industry in the first 
quarter of the overall decline in business revenue.Among them, the operating revenue of 
Luzhou Laojiao decreased by -14.79% year-on-year, and the growth in the second quarter was 
not high compared with the previous year. The operating income of Luzhou Laojiao was 
affected for two consecutive quarters, which led to the decline in the overall growth rate of 
operating income of Luzhou Laojiao in 2020.However, we can find through the growth rate of 
net profit, net profit has not been affected too much. By checking the company's statements, we 
can find that the sales expense in 2020 decreased by 1.095 billion yuan compared with that in 
2019, while the net profit in that year was 4.266 billion yuan. Obviously, the decrease in selling 
expenses contributed to the increase in net profit. Generally speaking, from the data of the two 
indicators in the past five years, the profit growth of Luzhou Laojiao is good, which reflects the 
strong operation and management ability of the company's management and high profit quality. 
 

 
Figure 3. Growth rate of main business income 
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Observation of figure 3 main business revenue growth index, found with the resurgence of 
liquor-making industry, several large liquor the operating income of listed companies are a 
trend of accelerated growth, but after a few years high speed development, the market began 
to saturation, industry competition intensifies, the overall operating income growth began to 
slow down, and continue to 2020.In recent years, the concentration of high-end products in the 
liquor market is high, and the competition is not so fierce compared with the low-end products. 
Besides Kweichow Moutai, Wuliangye and Luzhou Laojiu's Guojiao 1573 are the two brands 
with the highest market share of high-end baijiu. Therefore, the impact of competition on 
operating income is not as great as Yanghe stock and Shanxi Fenjiu. In addition to Yanghe stock, 
the three companies have achieved positive growth in operating income. Luzhou Laojiao in this 
process, in addition to a certain performance of resilience, indicating that the company's core 
competitiveness is strong, has a high growth. 

2.4. Cash Yield 
Table 4. Cash yield index of Luzhou Laojiao 

year Accounts receivable turnover Income cash ratio Net profit cash ratio 
2016 1029.95 times 95.08% 404.94% 
2017 1745.93 times 119.49% 477.37% 
2018 1423.51 times 113.58% 422.41% 
2019 1105.01 times 116.86% 398.15% 
2020 1681.96 times 103.18% 288.36% 

 
It can be seen from Table 4 that the turnover rate of accounts receivable of Luzhou Laojiao is 
maintained at a high level, indicating that accounts receivable account for a small proportion of 
the company's assets and the possibility of bad debts is also reduced to a large extent. The index 
also reflects the situation of the capital takes up, because the account receivable for the payer 
is generally without interest, the other party before the agreed return date can be used as 
arbitrary as company own assets, so the average company in the business process, in the 
premise that does not affect their credit situation, try to take the money. Therefore, the small 
occupation of receivables can also reflect luzhou Laojiao's high status in the industry and strong 
profitability of products, so there is no need to worry about sales. The earning-cash ratio refers 
to the cash received from selling goods and providing services every year. Starting from the 
actual cash inflow into the company, this index excludes the part of funds receivable but not 
received by the company. It can be found that the earning-cash ratio of Luzhou Laojiao has been 
greater than 1 in the past four years. Through the statements, it is found that the company has 
a lot of prepaid accounts every year, indicating that the company has the ability to possess the 
other party's funds. Combined with the net profit cash ratio, Luzhou Laojiao has a good cash 
flow, which in the operation process, has a strong ability to resist risks, high recovery ability. 
 

 
Figure 4. cash ratio of revenue 
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It can be seen from Figure 4 that all liquor industries have high cash to income ratios, indicating 
that liquor industry still has room for growth. Usually, in order to sell their products, 
enterprises may take the way of selling on credit to attract customers. In doing so, what appears 
to be a healthy financial statement does not really reflect the health of the company. For 
enterprises with strong core competitiveness and high profit quality, the corresponding 
accounts receivable occupied will be reduced accordingly. And the characteristic of liquor 
industry, it is sale pattern differs somewhat. Luzhou Laojiao's sales model is different from 
other companies.It can be found from the company's annual report that the total sales amount 
of the top five customers of Luzhou Laojiao in 2020 accounts for 74.78% of the total annual 
sales, among which the first customer accounts for 57.85% of the total annual sales amount. 
Through understanding, this is a brand monopoly company, although Luzhou Laojiao does not 
hold shares, but the company's management and staff, then Luzhou Laojiao sent. Therefore, the 
company also has the right to control. The franchised company is composed of dealers around 
the country, so Luzhou Laojiao also has a certain control over the sales of products. 

3. Analysis of Factors Affecting Profit Quality of Luzhou Laojiao 

3.1. Political Influence 
Since 2012, the liquor industry, especially the high-end liquor market, has been hit. The 
government consumption market was the main consumption channel of high-end liquor before, 
but the market shrank sharply after the introduction of various consumption measures. Sales 
have been greatly affected, the industry has entered a deep adjustment, the company is also 
facing the change of model, looking for new sales channels. As important sales channels are 
affected, companies need to find new ones. However, changing the model is risky, requiring 
companies to spend both money and time. During this period, the company's growth will 
stagnate, and investors and shareholders will lower their expectations about the company's 
future growth prospects. If the quality of the company's earnings is poor, the ability to resist 
risks is low, the chaos is easy to leak, leading to further deterioration of the company's 
operation. During the adjustment period, luzhou Laojiao's sales strategy of raising prices 
against the trend did not achieve good results. On the contrary, it also caused consumers' 
doubts, resulting in the backlog of inventory, which made dealers suffer unyielding and led to a 
rapid decline in sales. In addition, the policy has restricted the advertising of baijiu, which will 
affect the sales of baijiu products. Liquor products have a strong brand effect, the brand needs 
publicity and maintenance.Policy suppression, will bring brand influence decline. Advertising 
restrictions will also affect the company's ability to expand to new customers. A look at the 
company's financial indicators after 2012 shows that profits across the industry have suffered. 
And it can be found that companies in the industry sales channel transformation. However, the 
country to liquor culture, as one of the traditional culture. It is used to entertain foreign guests 
at state banquets and spread culture abroad, which can be used by the company to improve its 
brand image. 

3.2. Industry Competition 
As the traditional culture of our country, liquor manufacturers also have a long cultural heritage. 
With the advent of the Internet era and the gradual improvement of logistics system, the 
competition in liquor industry becomes more intense.Some small baijiu companies, squeezed 
by the industry, are rapidly losing competitiveness. Liquor consumption gradually gathers to 
the brand, on the one hand, the elimination of poor quality, no characteristic wine companies; 
On the other hand, by reducing the number of products made up by large competitive 
companies, the competition among large companies in the industry will inevitably intensify. 
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Liquor sex is fierce, consumer can have higher try threshold.As a large beer consumption 
country, China firmly occupies the first place in the global beer sales every year. Also as liquor, 
liquor and beer are competitive products, beer drink more, liquor will naturally drink less. Also, 
beer is low in strength, making it more palatable to non-drinkers. As a result, would-be alcohol 
consumers are more likely to become beer consumers. With the economic opening up of Our 
country, the national economy has been improved, consumption capacity has also been 
strengthened, foreign wine brands have gradually transferred to Our market. Young people's 
interest in new things, their admiration for foreign culture and the popularity of foreign movies 
and TV series will all influence consumers' choice of alcoholic drinks. Baijiu is impressive for its 
quality and unique taste, but there are many varieties of liquor in the liquor market, and baijiu 
is just one of them. The taste of baijiu is hard to change, but consumers' attitudes may now 
change. Therefore, the competition of high-end liquor market will also become the target of 
many liquor companies. 

3.3. Inventory Increase 
In the above analysis of inventory turnover, we can find that the inventory turnover of Luzhou 
Laojiao Has been declining in recent years, and when compared with other liquor enterprises 
of the same size, it is also found that the company's inventory turnover has the largest decline. 
As one of the important components of a company, inventory needs to be strictly managed. The 
long-term occupation of inventory in the warehouse will lead to the increase of storage fees and 
the risk of damage. Under normal circumstances, the enterprise sales situation has not changed, 
then the inventory turnover rate will remain at a stable level. But Luzhou Laojiao is a 
continuous decline, which is related to the company's development strategy.It can be found that 
part of the wine making engineering technical transformation project invested by Luzhou 
Laojiao has been put into use, which will increase the output and storage capacity of high-
quality base wine. This will undoubtedly expand the product sales market and strengthen the 
earning power of the company in the period of rapid development. However, the liquor industry 
has begun to enter the extrusion growth, the launch of technical transformation project, the 
product will further increase the production, if the sales are blocked, will increase the burden 
of the company. 

4. Improvement Measures for Profit Quality 

4.1. Actively Exploring the Market 
A good product also needs to be recognized by consumers. Only when consumers understand 
and recognize this product can the company bring new profit growth point. Luzhou Laojiao 
newly launched light luxury liquor, fresh taste, more suitable for young people. At the same 
time with high cost performance, we should actively promote and promote. Liquor in the young, 
there is a broad market space. Luzhou Laojiao can strengthen the cooperation with the popular 
stars in the market, so that the public can easily learn about this wine and accept this wine, and 
can refer to the publicity mode of other drinks. The advertisements show the characteristics of 
baijiu and the people who are targeted so that consumers can understand the positioning of the 
liquor. 

4.2. Focus on Product Quality 
Under the management mode of Liu Miao and Lin Feng, Guojiao 1573 shows a good trend of 
increasing both volume and price, and takes a firm foothold in the high-end market. As a high-
end product of Luzhou Laojiao, it must be the concern of many liquor stakeholders. Then behind 
the bright must be the need for quality support. Especially in the case of increased capacity, it 
is more necessary to strictly control the production of products. If the product quality problem, 
it will seriously damage the company's brand image.For example, in the 2012 plasticizer 
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scandal, baijiu was found to contain excessive amounts of plasticizer. Seriously affecting 
consumers. Therefore, as drinks, especially in the high-end market competition products, must 
pay attention to the quality of the product. 

5. Conclusion 

Based on the existing theories and combined with the financial statements of Luzhou Laojiao 
From 2016 to 2020, this paper analyzes the reasons for the fluctuations of its relevant financial 
indicators and judges the quality of the company's earnings through the analysis of financial 
indicators from four aspects. From the perspective of stability, the main problem is the 
continuous decline of the company's inventory turnover, the company needs to pay attention 
to inventory management.The profit performance of the company is good, the gross margin 
continues to rise, there is a high earning ability. Due to the impact of the epidemic, growth 
indicators in 2020 declined, which was not as good as in previous years, but the company's 
profits did not decline much that year. Finally, in terms of cash, liquor companies perform well. 
Accounts receivable account for a small proportion of assets, so there is almost no need to 
worry about the impact of accounts receivable on the company's cash flow. Generally speaking, 
Luzhou Laojiao has a good profit and quality level, but the company should continue to improve 
the competitiveness of products, maintain production quality and expand the sales market of 
products. 
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