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Tianyi Fruit
Maximizing the value of an orange

to summarize...

B Tianyi's business model is to maximize the value of the orange.

B Tianyi's fresh orange was sold under the brand of “Shangguo” while the fresh
orange sold has a higher value than the FCOJ sold.

B Tianyi is a leading domestic FCOJ manufacturer, its key clients include
Coca-cola, Suntory, Wahaha and etc.

B Newly launched product, FCOJ fiber improved the profitable level and also
locked its relations of Tianyi with its key clients

B Plan to expand its orange farm to 80,000 mu by 2013 and schedule to launch
more new product.

B For 1H FYO06/10A, Tianyi's revenue increased 11.4% YoY to RMB184.0m while
the net profit (excl. the effect of biological asset) increased 60.8% YoY to
RMB61.1m.

®  Currently trading at 16.6x FY06/10 P/E and 11.7xFY06/11 P/E based on market
consensus.

Company Background. Tianyi Fruit Holdings Limited (Tianyi) was founded in
Quanzhou, Fujian Province in 1993. Tianyi is now a leading Frozen Concentrated
Orange Juice (FCOJ) and fresh orange supplier in China. It also diversified its
business to FCOJ fiber, Pulp and other tropical fruit juice. The company has 50,000
mu self-managed orange farm in Chongqing City and Fujian Province. The company
was listed in HKEx main Board in July 2008.

Tianyi’s business model maximized the value of the orange. Tianyi licensed
50,000 mu orange farms in Fujian and Chongging, which are located in two of three
major citrus plantation areas in China, to operate itself. Tianyi selects the high
quality fresh oranges for selling on the fresh oranges market, which had been sold
between RMB1.66/kg and RMB1.78/kg from July 2006 to June 2009, while the
remaining oranges are used as raw materials for the production of FCOJ with

FCOJ’'s ASP between RMB13.59/kg and RMB14.69/kg from July 2006 to June 2009.

At the same time, Tianyi could also sell orange pulp, which is the remains of the
orange after the orange juice has been press out. The orange pulp had been sold at
between RMB4.83/kg and RMB6.15/kg from July 2006 to June 2009. On the
customer side, Tianyi sells its fresh oranges to fresh fruit distributor and wholesaler
directly. The FCOJ is sold to domestic orange juice manufacture. Tianyi has
business relations with its 5 largest clients, including Coca-cola, Suntory, Wahaha,
ranged from 7 to 12 years. 3 of its largest clients accounted for 38.0% of Tianyi's
total FCOJ sales in FY06/09A.

“Shangguo” brand for fresh orange. Fresh orange sales revenue is one of the
major revenue generators for Tianyi. Tianyi's fresh fruit has been sold under the
brand of “Shangguo”. The company sold 47,547 tonnes fresh fruit in 1H FY12/10A,
accounting for 43% of Tianyi’s total revenue. Tianyi normally choose high quality
fresh oranges to sell to third-party distributor rather than making FCOJ because: 1)
the ASP of fresh orange sold is 3.5x-4.0x higher than ASP of orange used for
making FCOJ. The ASP of fresh orange sold is between RMB1.66/kg and
RMB1.78/kg from July 2006 to June 2009 while the ASP of orange for making FCOJ
is between RMBO0.45/kg and RMBO0.50/kg. 2) Tianyi normally used 12kg orange to
make 1kg FCOJ. Based on this equivalence, the value of fresh orange sold is 44.6%
to 46.6% higher than the value of FCOJ sold.

Please refer to important disclosures at the end of this report
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Table 1. fresh fruit sold and FCOJ sold

July 2006-June 2007

July 2007-June 2008

July 2008-June 2009

Fresh oranges Sold(Tonnes) 60,775 64,561 56,734
Average price per kg (RMB) 1.77 1.78 1.66
FCOJ sold (Tonnes) 6,508 8,573 15,921
Average price per kg (RMB) 14.69 14.69 13.59

Source: Company data

China has imported majority of FCOJ. Around 75% FCOJ in China is imported mainly from Brazil and America because China does not
have enough orange raw materials that are suitable for making FCOJ while Brazil and America has the advantage in FCOJ raw material.
In 2009, China imported 44,464 tonnes FCOJ from Brazil and 1,455 tonnes from America based on market data. The current orange juice
per capita consumption was only about 0.3 liter far below the world average consumption of 3 liters. However, increasing disposable
income and improving nutrition awareness in China would encourage the demand for fresh orange juice, such as the popular of
Coco-cola’s fresh orange juice drink product-“Minute Maid 3£;1i&” orange juice product.

Tian Yi is the leading domestic FCOJ manufacturer. Tianyi accounted for 38.0% domestic FCOJ production in 2009. As a key
domestic supplier, Tianyi is leveraging its advantage to: 1) supply to top beverage players in China, such as Coca-Cola China, Suntory,
Wahaha, Pepsi China, and build up long term relations and trust with them; 2) secured domestic FCOJ raw material with 50,000 mu
self-managed orange farms in Fujian and Chongging. The company is also working closely with local government in orange farm
expansion and the product development.

Diversified products improve the margin. Tianyi started a new product of FCOJ fiber in 2009. FCOJ fiber is a mixture of FCOJ with
lower concentration rate and orange pulp sac, which was used for production of pulpy fruit juice and blended fruit juice. As FCOJ fiber has
a shorter expiration period and higher requirement for storage, the new product further locked the relations of Tianyi with its key clients,
such as Coca-cola, to improve its competitive advantage with overseas suppliers. In 1H FY06/10A, Tianyi sold 6,447 tonnes of FCOJ fiber
with revenue of RMB44.1m. The gross margin of FCOJ fiber was 64.0% which is above the company average gross margin of 54.0%.

1H FYO06/10A results. For 1H FY06/10A, Tianyi’s revenue increased 11.4% YoY to RMB184.0m while the net profit increased 92.1% YoY
to RMB91.7m. Our adjusted gross profit (excl. the effect of biological asset) increased 48.7% YoY to RMB99.4m while the net profit (excl.
the effect of biological asset) increased 60.8% YoY to RMB61.1m. The sales growth was mainly drive by the growth in sales volume of
fresh fruit and launch of FCOJ fiber while the high margin of FCOJ fiber improved the overall margin and net profit of the company.

Table 2. 1H FY12/10A results

6 months Turnover Gross Profit Gross Pre-tax profit Tax rate Net profit
to Dec (RMBm) (RMBm) margin (%) (RMBm) (%) (RMBm)
1H FY10 184.0 99.4 54.0 71.4 12.1 61.1
1H FY09 165.2 66.9 40.5 53.6 29.0 38.0
YoY (%) 11.3 48.7 33.2 60.8
Source: Company data

Note: Gross profit and net profit excluded the biological asset

Table 3. 1H FY12/10A revenue breakdown

6 month ended to 1H FY06/10 1H FY06/09 YoY (%)

Dec (RMBm) Revenue Gross profit Margin(%) Revenue  Gross profit Margin(%) Revenue Gross profit
FCOJ 48.6 20.2 42.0 84.7 29.6 35.0 (42.6) (31.8)
Fresh Fruit 79.8 32.7 41.0 64.0 23.7 37.0 24.7 38.0
FCOJ Fiber 44.1 28.2 64.0 - - - - -
Pulp 55 5.0 - - - -
Others 6.5 11.5 - - - -
Total 184.5 99.4 54.0 165.2 66.9 14.8 11.7 48.7

Source: Company data

Note: Gross profit and net profit excluded the biological asset

Expansion strategy. Tianyi's expansion will be mainly in two ways: 1) land and capacity expansion. Tianyi normally works with local
government to discuss the terms and sign the lease contract with villager’s committee. In 2009, the company leased orange farm of 20,000
mu in Kai County, which was located in one of three major Citrus Plantation Areas in China, to increase its operating land from 30,000mu to
50,000mu. At the same time, Tianyi built up 10,000 tonnes FCOJ production capacity in Kai County to match with its land expansion.
Furthermore, Tianyi has already agreed with local government in Kai County for developing 20,000 mu quality plantable orange farms,
which expect to have production in 3 years time. Also, Tianyi will further lease 10,000 mu land to have 80,000 mu leased orange farms by
2013. 2) Introducing new product. In 2009, Tianyi launched FCOJ fibers, which not only improved the profitable level but also locked the
relations of Tianyi with its key clients. The company is scheduling to research and develop tropical fruit juice products in Hainan Island.

Corporate governance. Mr. Sin Ke is the CEO and founder of the company. Before starting Tiany in 1993, Mr. Sin had 12 year experience
in sales, manufacturing, and administration of beverage, health products and pharmaceutical products. Currently, Mr. Sin and his family
hold 55.4% of the listco; Dr. Shi Zheng Rong had 5.2% share and other public shareholders had 39.4%.
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Risks. We think the company is subject to the following risks: 1) Fresh Orange and FCOJ price fluctuation; 2) Natural disasters; 3)
government regulation change.

Valuation. The counter is currently trading at 16.6x FY06/10 and 11.7x FY06/11 P/E based on market consensus. The other agriculture
upstream player, China Green (904 HK), is now trading at 14.7x FY04/10F P/E and 12.0x FY04/11F P/E based on market consensus. The
downstream player, Huiyuan (1886 HK), is now trading at 33.5x FY12/10F P/E and 27.0x FY12/11F P/E based on market consensus.

Table4.P & L

Year to June (HK$m) 08A 09A 1HO09A 1H10A
Turnover 267.6 337.4 165.2 184.0
Cost of sales (196.3) (252.8) (129.0) (127.0)
Gross profit 71.3 84.5 36.2 57.0
Gain from changes in fair value of biological assets less estimated

point-of-sale costs 44.0 44.4 44.4 77.1
Other income 14 1.9 1.9 18
distribution expenses (5.9) (8.3) (4.3) (11.7)
Administrative expenses (6.7) (21.8) (11.0) (17.9)
Other expenses (0.3) 0.1) (0.1) (0.3)
Profit from Operation 103.7 100.6 67.1 106.1
Finance costs (3.0) 1.2 0.1 0.1
Profit before taxation 100.7 101.8 67.2 106.1
Taxation (27.9) (30.7) (19.5) (12.8)
Mi (7.1) 0.0 0.0 .7
Net profit 65.8 71.1 47.7 91.7

Source: Company data
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