EQUITY RESEARCH

CUTC (600358.CH)

Promising Business Portfolio Restructuring Initiated

China | Tourism | Company Initiation

* Company Profile

Founded in Nanjing in 1998, China United Travel Co., Ltd. (CUTC) was listed on the Shanghai
Stock Exchange in September 2000. The Company had identified the main business of hot
spring and leisure travel in 2006. By phasing out some non-hot spring assets, it is presently
mainly engaged in hot spring resorts and high-end clubs, and forms two core brands, that is,
"Easpring" and "Club China Chic & Resorts". Tangshan Easpring Hot Spring Resort run by the
Company is a domestically renowned hot spring resort and leisure scenic spot.

The profitability of the Company’s main businesses is poor. Worse still, in recent years, the
growth of hot spring business is gradually plagued by no room for growth. Also, affected by
the policy of restricting consumption by public funds, the business of high-end clubs is also
subject to immense pressure. Losses were registered in 4 out of the past 13 fiscal years. The
Company recorded the largest loss of RMB166 million due to reorganisation and provision of
impairment of creditor’s rights and investment impairment in 2014. However, the Company
succeeded in turning from loss to gain and achieved profits of RMB12.7 million in 2015.

* Controlling Shareholder Changed, Business Portfolio Restructuring Initiated

In 2014, the Company completed the change of control through the sale of majority
shareholders’™ equity and private placement. And its controlling shareholder changed from
CITS Group Corporation to Lead Holding Group who held 31.4% equities in the Company.
Major industries of Lead Holding Group cover diversified fields such as real estate, finance
and culture media. The future development strategic positioning of CUTC is reconstructed
from the original single tourism business into multi-driven businesses including culture,
sports, leisure and tourism.

We believe that the Company’s clear control and introduction of new management will help
improve its governance structure and enhance operational efficiency, while the strategic
transformation new businesses will unlock the door for its future growth.

Investment Thesis

Projects in Infancy, No Rating Temporarily

In terms of the sports industry, the Company won the right to develop the 13th National
Winter Games of the People’s Republic of China, and arranged the layout of sports industry
by investing Muay Thai project, setting up industry mergers and acquisitions investment
funds and investing in new sports companies like Yingbo Xuncai and Show1. Currently, the
China’s sports industry is in its infancy, and we expect the market will expand by at least ten
tenfold in the future ten years compared with that of 2014. In the cultural industry, the
Company entered into a cooperation agreement with the performance and cultural tourism
development company Scenery Culture, and invested in the virtual reality hardware and
content provider Rongzhi Xunda in a bid to break into the cultural and entertainment
industry.

The cultural and sports industry is constantly booming thanks to the national policy support
and market focus. We are optimistic about the Company’s new strategic focuses and its
development prospects are worth looking forward to. However, we temporarily do not rate
the Company and keep tracking and paying attention to it given that 1) the Company's
assets integration is still under way, and what kind of assets the majority shareholders will
inject in the future remains unclear and that 2) the Company is still actively preparing new
products and developing new projects, which cannot be quickly reflected on the
performance in a short term.. (Closing price as at 4 March 2016)
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KEY FINANCIALS

CNY mn FY12 FY13 FY14 FYi5
Net Sales 142 110 84 83
Net Profit -56 11 -166 13
EPS, CNY 013 002 -038 0.03
P/E, x (80.2) 4283 (27.1) 354.1
BVPS, CNY 1.04 106 0.68 0.72
P/BV, x 100 9.8 154 144
DPS (CNY) 0.00 0.00 0.0 0.00
Div. Yield (%) 0.0% 0.0% 0.0% 0.0%

Source: Company reports, Phillip Securities Est.
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Financials

FYE DEC Fy11 FY12 FY13 Fy14 FY15
Valuation Ratios

P/E (X), ad|. (71.3) (80.2) 428.3 (27.1) 354.1
P/B (X) 8.9 10.0 9.8 15.4 14.4
Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0%
Per share data (RMB)

EPS, (Basic) -0.15 -0.13 0.02 -0.38 0.03
EPS, (Diluted) -0.15 -0.13 0.02 -0.38 0.03
DPS 0.00 0.00 0.00 0.00 0.00
BVPS 1.17 1.04 1.06 0.68 0.72
Growth & Margins (%)

Growth

Revenue -5.2% -16.0% -22.8% -23.9% -0.4%
EBIT NA 123.1% 135.5% 57.4% -63.2%
Net Income, ad;. -37.2% -11.1%  -118.7% -1680.0%  -107.7%
Margins

Gross margin 74.6% 83.1% 82.0% 82.0% 86.0%
EBIT margin -7.7% -20.4% -62.1%  -128.4% -47.5%
Net Profit Margin -37.2% -39.4% 9.5% -198.2% 15.2%
Key Ratios

ROE -11.6% -11.8% 2.3% -44.2% 4.2%
Income Statement (RMB mn)

Revenue 170 142 110 84 83
Gross profit 127 118 20 69 72
EBIT -13 -29 -68 -108 -40
Profit before tax -55 -63 37 -165 33
Tax 6 -7 26 0 20
Profit for the period -62 -56 11 -166 13
Minority interests 1 0 0 0 0
Total capital share 432 432 432 432 432
Net profit -63 -56 11 -166 13
Source: PSR

Fy11 Fy12 Fy13 Fy14 FY15

Balance sheet

Total Assets 1105 1160 1054 731 732
Cash & cash equivalent 168 32 135 39 63
Total Liabilities 573 709 592 435 417
Non-controlling interest 28 3 3 3 3
Total Equity 532 451 462 296 315
Shareholder Equity 504 448 459 293 312
Source: PSR

(Financial figures as at 4 March 2016)
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Total Return Recommendation Rating Remarks
>+20% Buy 1 >20% upside from the current price
+5% to +20% Accumulate 2 +5% to +20%upside from the current price
-5% to +5% Neutral 3 Trade within * 5% from the current price
-5% to -20% Reduce 4 -5% to -20% downside from the current price
<-20% Sell 5 >20%downside from the current price

We do not base our recommendations entirely on the above quantitative return bands. We consider qualitative factors like (but not limited
to) a stock’s risk reward profile, market sentiment, recent rate of share price appreciation, presence or absence of stock price catalysts,
and speculative undertones surrounding the stock, before making our final recommendation

GENERAL DISCLAIMER
This publication is prepared by Phillip Securities (Hong Kong) Ltd (“Phillip Securities”). By receiving or reading this publication, you agree to be bound by the
terms and limitations set out below.

This publication shall not be reproduced in whole or in part, distributed or published by you for any purpose. Phillip Securities shall not be liable for any direct
or consequential loss arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources which Phillip Securities has no reason to believe are unreliable and any
analysis, forecasts, projections, expectations and opinions (collectively the “Research”) contained in this publication are based on such information and are
expressions of belief only. Phillip Securities has not verified this information and no representation or warranty, express or implied, is made that such
information or Research is accurate, complete or verified or should be relied upon as such. Any such information or Research contained in this publication is
subject to change, and Phillip Securities shall not have any responsibility to maintain the information or Research made available or to supply any
corrections, updates or releases in connection therewith. In no event will Phillip Securities be liable for any special, indirect, incidental or consequential
damages which may be incurred from the use of the information or Research made available, even if it has been advised of the possibility of such damages.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date indicated and are subject to change at
any time without prior notice.

This material is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs
of any particular person. The products mentioned in this material may not be suitable for all investors and a person receiving or reading this material should
seek advice from a financial adviser regarding the suitability of such products, taking into account the specific investment objectives, financial situation or
particular needs of that person, before making a commitment to invest in any of such products.

This publication should not be relied upon as authoritative without further being subject to the recipient’'s own independent verification and exercise of
judgment. The fact that this publication has been made available constitutes neither a recommendation to enter into a particular transaction nor a
representation that any product described in this material is suitable or appropriate for the recipient. Recipients should be aware that many of the products
which may be described in this publication involve significant risks and may not be suitable for all investors, and that any decision to enter into transactions
involving such products should not be made unless all such risks are understood and an independent determination has been made that such transactions
would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a disclosure of all risks or a
complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in
this research should take into account existing public information, including any registered prospectus in respect of such security.

Disclosure of Interest

Analyst Disclosure: Neither the analyst(s) preparing this report nor his associate has any financial interest in or serves as an officer of the listed corporation
covered in this report.

Firm's Disclosure: Phillip Securities does not have any investment banking relationship with the listed corporation covered in this report nor any financial
interest of 1% or more of the market capitalization in the listed corporation. In addition, no executive staff of Phillip Securities serves as an officer of the listed
corporation.

Availability

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country
where such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

Information contained herein is based on sources that Phillip Securities (Hong Kong) Limited (“PSHK”) believed to be accurate. PSHK does not bear
responsibility for any loss occasioned by reliance placed upon the contents hereof. PSHK (or its affiliates or employees) may have positions in relevant

investment products. For details of different product’s risks, please visit the Risk Disclosures Statement on http://www.phillip.com.hk.
© 2016 Phillip Securities (Hong Kong) Limited
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