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Tiangi Lithium (002466.CH)

Industry Magnate in Lithium Resources with Pricing Power
China | Nonferrous Metal | Company Initiation

Investment summary

- Industry Magnate in Lithium Resources and Lithium Salt Production with Pricing Power
- Downstream Demand Continues Increasing and Price Keeps Improving

- Result Jumped Fivefold in 2016 and Maintained upward in the First Three Quarters of
2017 with the Growth of 30%

- Capacity Expands Again and Results are Expected to Skyrocket

Valuation and Investment thesis

Tianqi Lithium not only holds shares of companies with the world's largest scale and best
lithium ore resources in production, but also has the world’s largest processing capacity on
extracting lithium from ores. The advantages of unique resource conditions and pricing
power make Tiangi Lithium the best investment object in upstream sectors of domestic new
energy vehicle industry chains. We expected diluted EPS of the Company to RMB 2.19 and
2.69 of 2017/2018. And we accordingly gave the target price to 80.56, respectively 30x P/E
for 2018. "Buy" rating. (Closing price as at 16 November)
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Company Profile: Magnate in Lithium Resources+Pioneer in Lithium Salt Production

Tianqi Lithium is a leading global supplier and the largest supplier in China of lithium battery
core materials. It has established global presences in Sichuan, Chongqing, Jiangsu and Hong
Kong, China,Australia and Chile, allowing the company to service customers across Europe,
Asia, the Americas and Oceania. Its major businesses include lithium resource development
and exploitation, lithium chemical product (lithium carbonate and lithium hydroxide, etc.)
processing and lithium mining trade.

PhillipCapital

Buy (Initiation)

CMP CNY 64.87

(Closing price as at 16 November)
TARGET CNY 80.56 (+24%)
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KEY FINANCIALS

CNY mn FY15 FY16 FY17E FY18E
Net Sales 1867 3905 5313 6131
Net Profit 248 1512 2178 2671
EPS, CNY 0.25 154 219 2.69
P/E, x 260.5 421 296 24.1
BVPS, CNY 309 462 659 9.01
P/BV, x 21.0 141 9.8 7.2
DPS (CNY) 030 0.18 0.22 0.27
Div. Yield (%) 05% 03% 03% 0.4%

Source: Company reports, Phillip Securities Est.
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Tiangi Lithium INITIATION REPORT

In terms of lithium resources, Talison Lithium, 51% of whose shares controlled by
Tiangi, mines and possesses the world’s largest and highest grade spodumene
reserves in Greenbushes, Western Australia. There are 86.4 million tons of lithium
reserves, equivalent to 5 million tons of lithium carbonate, with current annual
capacity 740,000 tons of lithium concentrate. In addition, the company also owns two
lithium resource reserves, namely, the spodumene mine in Cuola Spodumene,
Yajiang County, Sichuan Province, and Zhabuye Lake in Zhongba County, Shigatse,
Tibet (with 20% shares). The former reserve, as part of Jiajika Mine, the largest
spodumene mine in Asia, has a proved lithium reserve of 19.71 million tons,
equivalent to 630,000 tons of lithium carbonate. But it has not been mined yet
subject to climate, transportation and other factors. The latter has 1.83 million tons
of lithium resources, equivalent to 24.6 million tons of lithium carbonate, and a
magnesium-lithium ratio of just 0.02, which make it the best potential salt lake with
lithium resource in China.

In terms of its midstream lithium chemical products, the company has China’s largest
producer of lithium carbonate with two production bases of lithium chemical
products so far in Shehong County of Sichuan Province and Zhangjiagang City of
Jiangsu Province, respectively. In total, the two bases can reach capacity of 2,700 tons
of lithium carbonate and 5,000 tons of lithium hydroxide. The company is a standard
setter in domestic battery-grade lithium carbonate industry, whose production
technologies of battery-grade lithium carbonate and battery-grade anhydrous lithium
chloride, etc. are among the international advanced level. Advantages on scale,
technology and industry chain allow the company to enjoy a strong power on market
pricing and occupy approximately half of the domestic market of battery-grade
lithium carbonate.

Main lithium resources and production bases of Company

Source: Company, Phillip Securities Hong Kong Research
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Downstream Demand Continues Increasing and Price of Lithium Carbonate Keeps
Improving

In recent years, with the progress of science and technology, more and more
diversified application chain are derived with lithium chemical products as a core
such as lithium carbonate and lithium hydroxide, etc., forming a strong downstream
demand. On the one hand, the development of hybrid electrical vehicles (HEV) and
blade electric vehicles (BEV) has driven the worldwide explosive demand of products
like battery-grade lithium carbonate and battery-grade lithium hydroxide, etc. On the
other hand, the demand for lithium batteries in digital 3C products is still strong and
the traditional fields such as glass and ceramics have kept stable for a long time. On
the whole, the demand for lithium will remain strong growth momentum. According
to the forecast of Roskill, an industry data service provider, global lithium demand
will reach 1 million tons by 2026 and the CAGR will reach 18%. The main driving force
comes from the battery industry, especially batteries for new energy vehicle.

Metal lithium price trend
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Lithium carbonate is the basic material for power battery production for new energy
vehicles. Driven by the production and marketing boom of new energy vehicles, the
demand of lithium carbonate keeps increasing. Consequently, the tension between
supply and demand leads to higher price, price of lithium carbonate before 2015 rose
from about RMB40,000 before beginning of 2015 to 120,000 at the end of 2015, it
even up to highest RMB170,000 in H1 of 2016. Moreover, the long-term plans of new
energy vehicles industry released by various countries bring huge market
opportunities and vast developmental prospects of important materials for power
batteries like lithium carbonate and lithium hydroxide.

Result Jumped Fivefold in 2016 and Maintained upward in the First Three Quarters
of 2017 with the Growth of 30%

Benefiting from strong downstream demand, Tiangi Lithium’s revenue doubled to
RMB3.9 billion in 2016, with net profit attributable up 510% yoy to RMB1.512 billion,
EPS RMB1.54 and DPS RMBO0.18. Among them, the revenue of lithium salt products
increased by 185% yoy to RMB2.825 billion and revenue from the lithium mineral
business up 23% yoy to RMB1.06 billion. The rises on both quantity & price and
enlarged proportion of lithium salt products are strong driving forces of result growth
of the company. The gross margin of lithium salt business jumped by 37 percentage
points to 74.4% and the proportion of revenue rose to 72%. While the gross margin
of lithium mineral business also increased by 5.8 percentage points yoy to 62.2 %.
The overall gross margin jumped by 24 percentage points to 71%, while the ROEWA
climbed to 39.4%, up 31 percentage points yoy.
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Gross profit margin of Company

Source: wind, Phillip Securities Hong Kong Research

Net profit of Company
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The result of the company still kept the trend of growth. Total revenue of the first
three quarters of 2017 was RMB3.96 billion, up 43% yoy, with net income
attributable of RMB1.52 billion, up 26% yoy, and EPS RMB1.54. The profit in the first
three quarters has tied all the profit of last year. Meanwhile, the company expects an
annual net profit of RMB2.06-2.26 billion in 2017, equivalent to up 36%- 49% yoy. As
the slight increase in cost of lithium mineral and slight fall on market price of lithium
salt compared to the same period last year, the overall gross margin of the company
decreased by 1.6 percentage points to 69.8%. However, the market price of lithium
salt is improving quarter by quarter. The market price of battery-grade lithium
carbonate averaged RMB131,000, RMB134,000 and RMB154,000 in the first, second
and third quarter, respectively, and it has risen to RMB170,000 since October, which
is expected to be reflected in the result in the fourth quarter.

Capacity Expands Again and Results are Expected to Skyrocket

Tianqi Lithium takes the trends in new energy vehicle industry to further expand its
capacity by adhering to its strategic planning of Consolidating Upstream,
Strengthening Midstream and Penetrating Downstream. The company recently
announced plans to fundraise RBM1.65 billion through share allotment to purchase
the 2.4 ton-level lithium hydroxide production line, which has now started in Western
Australia and is estimated to be completed by the end of 2018. The line, located just
250 kilometers away from Greenbushes Mine, will sharply reduce the transportation
cost of lithium. At the same time, the feasibility study on the production line of
240,000 tons of lithium hydroxide in Western Australia Phase Two is officially
launched, and the project is estimated to be completed by the end of 2019.
Meanwhile, the domestic production line of 20,000 tons of lithium carbonate in
Shehong is also under construction. It is forecasted that by 2020 Tiangi Lithium will
reach a production capacity of over 100,000 tons of lithium salt, three times of
current capacity.
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Tianqi Lithium INITIATION REPORT

Risk
New business progress slower than expected
Lithium series Product price falling

Financials

FYE DEC FY14 FY15 FY16 FY17F FY18F
Valuation Ratios

P/E (X), adi. 495.2 260.5 421 29.6 24.1

P/B (X) 21.8 21.0 14.1 9.8 7.2

Dividend Yield (%) 0.0% 0.5% 0.3% 0.3% 0.4%
Per share data (RMB)

EPS, (Basic) 0.13 0.25 1.54 2.19 2.69

EPS, (Diluted) 0.13 0.25 1.52 2.19 2.69
DPS 0.00 0.30 0.18 0.22 0.27
BVPS 2.97 3.09 4.62 6.59 9.01
Growth & Margins (%)

Growth

Revenue 242.8% 31.3% 109.1% 36.1% 15.4%
EBIT NA 72.5% 266.2% 52.6% 18.9%
Net Income, adj. NA 89.9% 510.0% 44.1% 22.6%
Margins

Gross margin 32.2% 46.9% 71.2% 70.4% 71.5%
EBIT margin 24.8% 32.6% 57.0% 64.0% 65.9%
Net Profit Margin 9.2% 13.3% 38.7% 41.0% 43.6%
Key Ratios

ROE 4.4% 8.1% 32.9% 33.3% 29.8%
ROA 6.07% 8.69% 21.28% 30.59% 27.84%
Income Statement (RMB mn)

Revenue 1422 1867 3905 5313 6131
Gross profit 458 876 2782 3741 4381
EBIT 352 608 2226 3398 4039
Profit before tax 328 513 2159 3291 4021
Tax 46 87 372 666 803
Profit for the period 282 426 1787 2624 3218
Minority interests 151 178 275 446 547
Total capital share 259 261 994 994 994
Net profit 131 248 1512 2178 2671
Source: PSR

(Financial figures as at 16 November 2017)
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PHILLIP RESEARCH STOCK SELECTION SYSTEMS

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.
© 2017 Phillip Securities (Hong Kong) Limited
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