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China Tianyi (756 HK)
Meeting Key Takeaways

We hosted a small group meeting for Tianyi on April 30, 2014 at our
Hong Kong office. CEO Mr. Daniel Liao started off with a blind tasting
test of the company’s product. Tianyi is one of the few integrated
producers in the frozen concentrated orange juice (FCOJ) industry in
China. It will also be the first company to exploit the largely untapped
not from concentrated orange juice (NFCOJ) in China by 2H FY2014.
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Blind tasting test

We conducted a blind tasting test of different brands of NFCOJ, including Tinayi,
Florida’s Natural, and Tropicana.

One of the few integrated FCOJ producers in China

Tianyi has been operating in the FCOJ industry for 20 year. It adopts an integrated
business model, which ranged from upper stream, middle stream and lower
stream. The company is one of the few FCOJ processors operating its own
upstream orange farm. It's Chongging plantation, with area of 76,000 mu,
produced 102 thousands tones of oranges in 1H14. Tianyi is one of the few local
FCOJ suppliers for world's leading beverage manufacturers in China, which include
Coca-Cola in China, Japan-based Suntory and Wahaha. Typically, FCOJ earns a
segment margin of 35-38% compared with around 24% for fresh oranges.

Exploiting the untapped NFCOJ market
In 2012, 100% pure juice only accounted for 4% of total orange juice consumption
in China. However, improvement of Chinese people’s per capita income and health

consciousness will shift demand from juice drink to nutrition and healthy pure juice.

Tianyi is planning to enter into this market with the launch of its NFCOJ in 2H FY
2014. NFCOIJ is 100% orange juice and is the highest quality orange juice among
nectars and orange juice drinks. Currently, there is no locally produced NFCOJ in
China and Chinese consumers pay roughly RMB50 per Liter for imported NFCOJ.
Due to short shelf life (60 days), high transportation cost of NFCOJ and up to 37%
import tariffs of NFCOJ, there is high barrier of entry for foreign producers to enter
into the NFCOJ market in China.

Stronger product portfolio

The production process for FCOJ and NFCOJ are more or less the same but NFCOJ
is expected to earn a higher gross margin than FCOJ. As such, the addition of
NFCOJ into the product portfolio will provide a natural hedge against Tianyi’s FCOJ
business and improve overall margin of the company. Tianyi can adjust its
resources into FCOJ and NFCOJ based on market demand. Distribution channels for
NFCOJ will include selling NFCOJ as raw material, to OEMs, and launching its own
branded NFCOJ products through collaboration with exclusive local vendors in 4
selective cities, including Shanghai, Beijing, Chongqging and Hong Kong.

NFCOJ production facilities completed and peak CAPEX cycle passed
To build facilities for NFCOJ production, Tianyi incurred a CAPEX of RMB 203million
in 1H14. These include building road and watering system in Chongging plantation,
two new modern NFCOJ production and packaging lines and one exclusive freezer
of NFCOJ. With the new production facilities for NFCOJ completed, the expected
CAPEX will significantly decrease in 2H14.

Tianyi to benefit from favorable government policy

Tianyi benefits from “China’s agriculture, rural areas and farmers” policy and
enjoys enterprise income tax exemption.

Other takeaways

See the last page of this report for important disclosures
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Company background

China Tianyi Holdings Limited manufactures and
produces frozen concentrated orange juice in the
People's Republic of China. The Company also provides
wholesale  distribution of oranges, produces
concentrated strawberry and gooseberry juice, and
processes dehydrated longans.

Source: Bloomberg
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NFCOJ price is yet to be determined.

Orange harvest is only in November each year.

Management expects to keep some inventory in 2H14, in anticipation of rising FCOJ prices.

The company terminated Fujian OJ plantation in Jun 2013, and consolidated OJ plantation in Chongging.

Brazil and USA supply 80% and 20% of global FCOJ, respectively. The orange future price decreased significantly in 2012 and started to
pick up in 2013. We expect the upward movement of OJ future will benefit Tianyi.

Figure 1: Financial Summary

Year to Jun 30 (RMBmn) 2009A 2010A 2011A 2012A 2013A
Revenue 464 479 455 651 526
Operating Profit 139 196 185 277 144
Reported Profit 95 157 154 250 67
Underlying Profit 95 157 154 250 67
Underlying EPS (RMB) 0.1 0.2 0.1 0.2 0.1
DPS (RMB) 0.00 0.00 0.01 0.00 0.01
BVPS (RMB) 0.50 0.61 0.76 1.06 1.14
P/E (x) 8.53 5.88 5.99 4.31 16.05
Dividend Yield (%) 0.0 0.0 14 0.0 1.3
P/B (x) 1.78 1.45 1.17 0.84 0.78

Source: Guosen Securities(HK)
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Summary financial statements
Profit & Loss (RMBmn)  2009A 2010A 2011A 2012A 2013A Financial Ratios 2009A 2010A 2011A 2012A 2013A
Revenue 464 479 455 651 526 Revenue growth (%) 0.0 34 (5.0) 43.0 (19.2)
Cost of sales (336) (294) (314) (403) (328) Operating profit growth (%) 00 417 (5.6) 49.4 (48.1)
Gross profit 128 186 141 248 198 Reported profit growth (%) 0.0 64.7 (1.8) 62.8 (73.2)
Other income/(expense) 47 81 121 107 23 Underlying profit growth (%) 0.0 64.7 (1.8) 62.8 (73.2)
Operating expenses (36) (70) (77) (78) (77) Underlying EPS growth (%) 0.0 45.1 (1.8) 38.8 (73.1)
Operating profit 139 196 185 277 144 Dividend growth (%) 0.0 0.0 0.0 (100) 0.0
Other non operating inc/(exp) 0 0 0 0 Gross profit margin (%) 27.5 38.7 31.0 38.1 37.7
Finance income 0 0 0 0 Operating profit margin (%) 29.9 40.9 40.7 425 273
Finance expenses (1) (2) (20) (27) (44) Underlying profit margin (%) 20.5 32.7 33.8 384 128
Associates & JCE 0 0 0 0 0 Net debt/equity (%) (42.0) (46.3) (37.7) (14.8) (16.2)
Profit before taxation 138 194 166 250 100 Net debt/total assets (%) (38.6) (35.8) (27.3) (11.3) (12.0)
Taxation (40) (36) (12) 0 (33) Current ratio (%) 1,531 2,369 247 468 367
Non-controlling interests (2) (2) 0 0 0 Dividend payout (%) 0.0 0.0 8.6 0.0 214
Net profit 95 157 154 250 67 Interest cover (x) 227.1 109.2 9.5 10.4 33
Other Adjustments on UP 0 0 0 0 0 Dividend cover (x) 11.6 4.7
Underlying Profit 95 157 154 250 67 Dupont Analysis 2009A 2010A 2011A 2012A 2013A
Source: Guosen Research estimates Tax burden (%) 68.9 805 928 100 67.2
Interest burden (%) 99.6 99.1 89.4 90.3 69.4
Operating profit margin (%) 29.9 40.9 40.7 425 273
Asset turnover (x) 0.7 0.5 0.5 0.3
Leverage ratio (x) 1.2 1.3 1.3 1.3
ROA (%) 239 16.1 18.0 3.8
ROE (%) 28.8 21.6 24.1 5.0
Source: Guosen Research estimates
Balance Sheet (RMBmn) 2009A 2010A 2011A 2012A 2013A Cashflow (RMBmn) 2009A 2010A 2011A 2012A 2013A
Fixed assets 108 143 159 235 245 Operating profit 139 196 185 277 144
Associates & JCE 0 0 0 0 0 Depreciation & amortization 6 8 12 22 28
Others 45 143 255 659 725 Interest income (2) (1) (5) (8) (7)
Non-current assets 153 286 414 894 970 Change in working capital 52 19 96 (264) (168)
Inventories 10 5 8 34 33 Tax paid (55) (33) (17) (11) (1)
Debtors & prepayments 80 54 64 164 185 Other operating cashflow (35) (66)  (106) (92) (6)
Bank deposits & cash 193 429 556 513 489 Operating activities 105 123 165 (77) (10)
Others 58 45 49 86 193 Purchase of non-current assets (Capex) (88) (48) (34) (38) (33)
Current assets 340 533 677 797 900 Free cash flow 17 75 131  (115) (43)
Bank & other borrowings 0 0 256 141 186 Disposal of non-current assets 0 0 0 1 0
Trade & payables 19 18 8 8 6 Associates & JCE (net) 0 0 0 17 0
Taxation 0 0 33 Interest received 2 1 2 3 2
Others 0 0 10 21 20 Dividends received 0 0 0 0 0
Current liabilities 22 22 274 170 246 Other investing cashflow (8) 0 (115) (2) 3
Bank & other borrowings 5 139 5 184 199 Investing activities (94) (47) (147) (18) (28)
Others 12 24 21 49 45 New loans raised 5 0 254 576 69
Non-current liabilities 17 162 26 233 244 Repayment of loans (17) 0 (140) (558) (27)
Net assets 455 634 790 1,287 1,380 Dividends paid 0 0 (13) 0 (14)
Share capital 9 9 9 11 11 Other financing cashflow 126 160 8 34 (12)
Premium & reserves 446 625 781 1,277 1,369 Financing activities 114 160 109 52 15
Shareholders' funds 455 634 790 1,287 1,380 Inc/(dec) in cash 125 236 127 (43) (23)
Non-controlling interests 0 0 0 0 0 Cash at beginning of year 68 193 429 556 513
Total equity 455 634 790 1,287 1,380 Foreign exchange effect 0 0 0 0 (2)
Source: Guosen Research estimates Cash at end of year 193 429 556 513 489
Source: Guosen Research estimates
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Information Disclosures

Stock ratings, sector ratings and related definitions

Stock Ratings:

Buy: A return potential of 10 % or more relative to overall market within 6 — 12 months.

Neutral: A return potential ranging from -10% to 10% relative to overall market within 6 — 12 months.

Sell: A negative return of 10% or more relative to overall market within 6 =12 months.

Sector Ratings:

Overweight: The sector will outperform the overall market by 10% or higher within 6 =12 months.

Neutral: The sector performance will range from -10% to 10% relative to overall market within 6 =12 months.

Underweight: The sector will underperform the overall market by 10% or lower within 6 — 12 months.

Interest disclosure statement

The analyst is licensed by the Hong Kong Securities and Futures Commission. Neither the analyst nor his/her associates serves as an

officer of the listed companies covered in this report and has no financial interests in the companies.

Guosen Securities (HK) Brokerage Co., Ltd. and its associated companies (collectively “Guosen Securities (HK)”) has no disclosable
financial interests (including securities holding) or make a market in the securities in respect of the listed companies. Guosen
Securities (HK) has no investment banking relationship within the past 12 months, to the listed companies. Guosen Securities (HK)

has no individual employed by the listed companies.

Disclaimers

The prices of securities may fluctuate up or down. It may become valueless. It is as likely that losses will be incurred rather than

profit made as a result of buying and selling securities.

The content of this report does not represent a recommendation of Guosen Securities (HK) and does not constitute any
buying/selling or dealing agreement in relation to the securities mentioned. Guosen Securities (HK) may be seeking or will seek
investment banking or other business (such as placing agent, lead manager, sponsor, underwriter or proprietary trading in such
securities) with the listed companies. Individuals of Guosen Securities (HK) may have personal investment interests in the listed

companies.

This report is based on information available to the public that we consider reliable, however, the authenticity, accuracy or
completeness of such information is not guaranteed by Guosen Securities (HK). This report does not take into account the particular

investment objectives, financial situation or needs of individual clients and does not constitute a personal investment
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recommendation to anyone. Clients are wholly responsible for any investment decision based on this report. Clients are advised to
consider whether any advice or recommendation contained in this report is suitable for their particular circumstances. This report is

not intended to be an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned.

This report is for distribution only to clients of Guosen Securities (HK). Without Guosen Securities (HK)’s written authorization, any
form of quotation, reproduction or transmission to third parties is prohibited, or may be subject to legal action. Such information
and opinions contained therein are subject to change and may be amended without any notification. This report is not directed at,
or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any jurisdiction where such
distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject Guosen

Securities (HK) and its group companies to any registration or licensing requirement within such jurisdiction.
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