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COMPANY UPDATE

Jiutian Chemical Group (JIUC SP)
Expected To Mark Second Consecutive Year Of Record Earnings For 2021

The ongoing supply constraint for DMF across China and the country’s strong
industrial recovery in 2021 have resulted in sustained elevated selling prices. Further
aiding gross margin expansion are the relatively stable prices for methanol, Jiutian’s
main raw material. We are expecting a solid set of results, scheduled for release in mid-
February, and believe the strong financials could boost investors’ confidence in
China’s industrial recovery. Maintain BUY with target price of $$0.138.

WHAT’S NEW

¢ Product ASPs higher than expected in 11M21. According to CEIC Data, the average price
for dimethylformamide (DMF) recorded a 110% yoy spike in 11M21 to Rmb12,200/tonne
(2020: Rmb6,018/tonne). This compares to our initial estimate of Rmb7,500/tonne for 2021,
and was due to the sustained industrial recovery in China. Further, the industry is facing a
DMF supply shortfall on the absence of new manufacturing plants, due to a cessation of
approvals by the Chinese government on environmental concerns. We do not see any
resolve on the environmental concerns in the near term and are of the view that there will
not be any significant increase in DMF supply, which will support prices into 2022 and 2023.
Any indication of new supply would require @ minimum 9-12 month period for trial and
regulatory approvals.

Ample supply of feedstock translates to a widening spread of gross profitability.
Conversely, the ample supply of methanol, the major raw material for DMF production, has
kept feedstock prices steady. Average methanol price in 11M21 saw an increase of 15.3%,
according to CEIC Data. This implies a widening spread in gross profitability (see chart on
page 2) for Jiutian Chemical Group (Jiutian), and we expect 4Q21 financials to reflect a
significant scale-up in gross margin and operating leverage.

Second consecutive record on earnings expected for 2021. Posting its first year of
record net profit of Rmb174m since its IPO (2006) in 2020, we anticipate Jiutian to mark its
second consecutive year of record earnings for 2021 due to the elevated product ASPs. We
are of the view that DMF price will sustain due to rising demand from new users stemming
from the lithium battery and semiconductor sectors in China.

KEY FINANCIALS

Year to 31 Dec (Rmbm) 2019 2020 2021F 2022F 2023F
Net turnover 1,054 1,146 1,546 1,624 1,496
EBITDA (87) 286 408 511 534
Operating profit (115) 259 381 483 506
Net profit (rep./act.) (248 174 277 355 367
Net profit (adj.) (248) 174 277 355 367
EPS (fen) (13.7) 8.7 13.9 17.8 18.5
PE (x) n.m. 4.5 2.8 2.2 2.1
P/B (x) 2.4 1.5 1.0 0.7 0.5
EV/EBITDA (x) 0.1 n.m. n.m. n.m. n.m.
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Net margin (%) (23.6) 15.2 17.9 21.8 24.5
Net debt/(cash) to equity (%) 14.3 (20.9) (54.9) (68.9) (77.3)
Interest cover (x) (11.0) 38.4 36.2 48.0 324
ROE (%) n.a. 42.0 42.2 36.7 27.7
Consensus net profit - - 347 260 248
UOBKH/Consensus (x) - - 0.80 1.36 1.48

Source: Jiutian, Bloomberg, UOB Kay Hian

BUY

(Maintained)

Share Price S$$0.085
Target Price S$$0.138
Upside +62.4%

COMPANY DESCRIPTION

Jiutian is a producer of chemicals such as
DMF and sodium hydrosulfite. It is also
involved in the processing and sale of
consumable carbon dioxide and oxygen. The
group sells its products wholly in China to
manufacturers of downstream products that
use methanol, methylamine and DMF.

STOCK DATA

GICS sector Materials
Bloomberg ticker: JIUC SP
Shares issued (m): 1,988.4
Market cap (S$m): 169.0
Market cap (US$m): 124.5
3-mth avg daily t'over (US$m): 1.3

Price Performance (%)

52-week high/low S$0.112/S$0.067

1mth 3mth 6mth 1yr YTD
10.4 (3.4) 0.0 (13.3) 11.8
Major Shareholders %
Anyang Longyu 25.3
(Subsidiary of Henan Energy and Chemical
Industry Group)
FY22 NAV/Share (Rmb) 0.57
FY22 Net Cash/Share (Rmb) 0.40
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STOCK IMPACT DMF VS METHANOL PRICE

* Gross margin expansion anticipated. Averaging 12% in 2016-19, adjusted gross margin e

is expected to more than double to 30.1% in 2021 and 35.6% in 2022, mainly due to higher =]
selling prices for products. This is despite higher growth in raw material cost assumptions of 1z
22% and 25% in 2021 and 2022 respectively, based on a conservative multiplier on the i, |
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4Q21 to mark positive reversal in balance sheet health. We are expecting 4Q21 to mark
the turnaround for Jiutian’s balance sheet to reverse into accumulated profits from losses,
which it has been in since 2009. We believe this will better position the group to pay
dividends going forward. As at 9M21, accumulated losses stood at Rmb39.0m (1H21: Rmb
89.4m loss, 4Q20: Rmb199.0m loss), after Jiutian recorded a net profit of Rmb56.9m in
3Q21. Our current 2021 net profit estimate of Rmb277m implies a conservative 4Q21 net
profit of Rmb59.8m, which will result in an end-21 accumulated profit of Rmb20.8m.
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Source: CEIC Data, UOB Kay Hian

Solid FCF generation. Along with the strong operating leverage that will catapult earnings
trajectory, free cash flow (FCF) generation is expected to remain strong. Our estimates
suggest a rising FCF of Rmb336.2m and Rmb354.1m for 2021 and 2022 respectively. This
will improve Jiutian’s balance sheet significantly, with net cash increasing from Rmb110m
(1.1 S cents per share) in 2020 to an estimated Rmb433m (4.3 S cents per share) in 2021
and Rmb788m (8 S cents per share) in 2022.

EARNINGS REVISION/RISK

¢ We have raised our 2022 and 2023 price assumptions for DMF by 40% and 33.3% to
Rmb10,500/tonne and Rmb10,000/tonne respectively, based on our view that China’s
industrial growth can be sustained and further backed by the continued industry supply
shortage.

e Accordingly, our net profit growth estimates have risen to Rmb354.5m (+27.9% yoy) and
Rmb366.9m (+3.5% yoy), from the previous estimates of Rmb199.6m and Rmb207.1m
respectively.

VALUATION/RECOMMENDATION

¢ Maintain BUY with PE-based target price of $$0.138, pegged to 5x 2021F PE, or -1SD of
its historical 13-year average. We believe this is conservative given the longer-than-
expected time period that Jiutian’s product prices have been sustained at. The stock
currently trades at 3.5x and 2.4x 2021F and 2022F PE respectively.

SHARE PRICE CATALYST

o Better-than-expected product mix.
e Higher-than-expected factory utilisation rates.

¢ Dividend payment upon reversal of retained losses.

PEER COMPARISON

Price Market PE PB EV/EBITDA ---------- ROE
Company Ticker 28 Jan 22 Cap. 2020 2021F  2022F Curr 2021F  2022F 2020 2021F  2022F 2021F

(Icy) (Us$m) ) ) ) ) ) X ) ) ) (%)
Jiutian Chemical JIUC SP 0.085 125 49 3.1 2.4 1.6 1.1 0.7 2.6 0.9 0.1 33.1
China Sunsine CSSC sP 0.465 333 5.3 4.6 5.0 0.7 0.7 0.6 11 2.8 2.9 15.8
Shandong Hualu 300121 CH 30.32 47,233 10.1 8.8 8.5 31 2.8 2.2 na. 6.6 6.3 n.a.
Baiksan Co LXS GR 8,640 154,229 239 n.a. n.a. 15 n.a. n.a. na. n.a. n.a. n.a.
Lotte Fine Chemical AKE FP 67,700 1,288,382 4.0 34 55 0.9 0.8 0.7 3.6 4.1 3.0 n.a.
Saudi Kayan Petrochemical ~AKE FP 18.80 20,801 11.8 16.7 16.4 1.8 15 15 n.a. 8.3 7.7 n.a.
Global average 125 9.6 10.1 1.8 17 15 3.6 6.3 5.7 n.a.

Source: Bloomberg, UOB Kay Hian
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PROFIT & LOSS
Year to 31 Dec (Rmbm)
Net turnover

EBITDA

Deprec. & amort.

EBIT

Associate contributions
Net interest income/(expense)
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW

Year to 31 Dec (Rmbm)
Operating

Pre-tax profit

Tax

Deprec. & amort.

Working capital changes
Non-cash items

Investing

Capex (growth)

Proceeds from sale of assets
Others

Financing

Dividend payments

Issue of shares

Loan repayment
Othersfinterest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent

Changes due to forex impact

Ending cash & cash equivalent

2020
1,146.3
285.8
265
259.4
(9.5)
(7.4)
2424
(69.3)
0.6
1737
173.7

2020
124.1
224
(23.5)

2538
(123.9)
32
(13.3)
(8.7)
0.0
(4.6)
114
0.0
488
(99.8)
623
122.2
400.8
(69.0)
454.1

2021F
1,545.38
4078
270
380.8
0.0
(11.3)
369.6
(92.4)
0.0
277.2
277.2

2021F
351.2
369.6
(90.9)
263
462
0.0
(14.4)
(15.0)
0.0
06
459
0.0
0.0
571
(11.3)
382.7
454.1
(2.5)
834.3

2022F
1,624.1
510.8
215
4834
0.0
(10.6)
4727
(118.2)
0.0
3545
3545

2022F
364.1
4727
(103.3)
268
(32.1)
0.0
94
(10.0)
0.0
06
339.4
0.0
0.0
350.0
(10.6)
694.1
834.3
106
1,539.1

2023F
1,496.2
5335
279
505.7
0.0
(16.5)
489.2
(122.3)
0.0
366.9
366.9

2023F
389.3
489.2
(119.2)
272
(7.9
0.0
9.4)
(10.0)
0.0

06
125.0
0.0
0.0
1414
(16.5)
505.0
1,539.1
165
2,060.5

BALANCE SHEET
Year to 31 Dec (Rmbm)
Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)
Profitability
EBITDA margin
Pre-tax margin

Net margin

ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital
Debt to equity

Net debt/(cash) to equity

2020
209.5
67.2
454.1
704.1
1,434.8
3443
562.5
0.0

51
524.7
(L9
1,434.8

2020

24.9
211
15.2
132
42.0

8.7
na.
na.
n.a.
n.a.
na.

39.7
65.6
(20.9)

2021F
198.2
758
834.3
806.1
1,914.3
401.4
7224
0.0
41
788.2
(1.9)
1,914.3

2021F

26.4
23.9
17.9
16.6
42.2

34.9
427
52.5
59.6
59.6
59.6

3338
50.9
(54.9)

2022F
1814
747
1,539.1
8713
2,666.4
7515
769.2
0.0
49
1,142.7
(1.9)
2,666.4

2022F

315
29.1
21.8
15.5
36.7

51
25.3
27.9
27.9
27.9
27.9

39.7
65.8
(68.9)

2023F
164.1
736
2,060.5
834.0
31322
892.9
726.5
0.0

51
1,509.6
(1.9)
3,132.2

2023F

35.7
32.7
245
12.7
217

(7.9)
44
35
35
35
35

37.2
50.1
(77.3)
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH's business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Pte Ltd. All rights reserved.
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