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‣ Pricing War Ending
We believe Tingyi is currently sitting at a multi-year inflection point 
where industry pricing is beginning to rationalize in the instant 
noodles business and where improving utilization and cost-cutting in 
the beverages business will translate into enhanced margins.

‣ Missteps Corrected
Tingyi also implemented an inopportune price hike in Q4 2015 on the 
instant noodles business, which is responsible for Tingyi’s earnings 
weakness in the last few quarters. We believe Tingyi is taking the 
right steps to correct the problem.

‣ Weak Q2 2016 Expected
We expect Q2 2016 results to be weak. Tingyi is a multi-year 
turnaround story suitable for investors with a three- to five-year 
horizon.

‣ Slowing Capex
Capex spend will slow and Tingyi will use cash flow to repay debt.

‣ Tingyi Buy Upside 36%
We initiate on Tingyi with a BUY recommendation and a price target 
of HKD 9.40, representing a 36% upside to the current share price, 
based on a DCF analysis with a 11% discount rate and terminal 
multiple of 14x for earnings from both the noodles and the beverages 
businesses.

https://jcapitalresearch.app.box.com/files/0/f/3236012520/1/f_27196525342
https://jcapitalresearch.app.box.com/files/0/f/3236012520/1/f_27196548308
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The Long Game
Investment Case

Tingyi is China’s dominant instant-noodles company as well as a bever-
ages company making waters, juices, milk, and tea drinks, with a sub-

stantial business in bottling Pepsi.

In the last year, the business has looked ugly. Tingyi pushed through an 
inopportune price hike in the noodles segment in Q4 2015, damaging 
short-term sales and leading to share loss.  Tingyi was already suffering 
from poor beverage performance in 2015, but the noodles price hike in Q4 
2015 is responsible for most of the decline in Tingyi’s earnings in the last 
two quarters.

Tingyi management is addressing the problem and re-introducing a “clas-
sic” package priced at RMB 4.0 per bowl, which will help the company 
recapture share and stabilize sales. We anticipate that several product 
launches Tingyi implemented toward the end of Q2 2016 will bear fruit in 
late 2016, which will prove the inflection point, when sales stabilize.  We 
are actively monitoring channels to pinpoint that moment.
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Tingyi has been spending aggressively in the beverages segment. Several 
product introduction snafus, particularly in the bottled water segment, has 
resulted in sales decline.  Recent sales weakness in beverages have re-
sulted in the Tingyi beverage division operating at just over half of normal 
utilization—about 30-40%. (Tingyi measures utilization based on a 24-
hour production basis. Normal capacity utilization is approx. 50-55%, and 
60% utilization indicates need for additional capacity.)

Competitor Uni-President Holdings (0220 HKG), or UPC, may continue to 
innovate ahead of Tingyi, but Tingyi will respond by rolling out similar 
products with a lower cost basis and greater profitability.

Background and History
Tingyi opened its first instant-noodle factory in Tianjin, China in 1992 
and expanded into the beverage and bakery businesses in 1996. The com-
pany is led by Chairman Wei Ing-Chou, under whose leadership Tingyi 
transformed itself from an oil and grease company founded by his parents 
in Taiwan in the 1960s to one of the largest F&B players in China. At the 
World Institute Noodle Association Conference in 2012, Tingyi was rec-
ognized as the largest producer of instant noodles in the world in terms of 
total servings produced.1 Tingyi listed on the Hong Kong stock exchange 
in 1996.

In terms of business mix, beverages have historically comprised ~60% of 
revenue (Chart 2) at Tingyi. Noodles comprise roughly 40% of sales.

Tingyi commands the lion’s share of profit in the noodles business. Since 
2009, UPC has earned RMB 248 mln, or USD 40 mln in operating profit 
in the noodles business. Over the same period, Tingyi has earned roughly 
USD 2.7 bln. This advantage allows Tingyi to spend more on funding 
growth for its business and/or return cash to shareholders.

That said, Tingyi’s operating margins in recent years have deteriorated, 
particularly in beverages (Chart 3). The beverages business has been hit by 
low utilization, negative sales growth, and a host of termination and im-
pairment expenses associated with Tingyi’s integration with Pepsi. 

As a result, most of Tingyi’s profits have shifted toward the noodles busi-
ness (Charts 4 and 5), and in FY 2015 Tingyi derived over 90% of earnings 

1 Tingyi 2015 Debt Prospectus

Tingyi listed 
on the Hong 
Kong stock 

exchange in 
1996.
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from noodles, while back in 2009, the earnings mix between noodles and 
beverages was close to 50/50.

The operating margin for noodles has also remained under pressure since 
2009, when Tingyi and UPC (Tingyi’s direct competitor) entered into pro-
motional wars on certain bowl noodle products in the form of reduced 
prices, free sausages, and upgraded seasonings. This “sausage war” lasted 
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Chart 2. Tingyi Sales by Product Category

Source: Annual Reports
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through 2014, when promotions on both sides came to an end.  Margins in 
the noodles business showed some improvement in the first three quarters 
of 2015. Then Tingyi introduced an inopportune price hike in Q4 2015, 
damaging sales and margins (see Chart 6). We believe management is tak-
ing the right steps to stop the bleeding, and we see the noodles business 
regaining traction over the course of H2 2016 and into 2017.
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Chart 4. EBIT by Product
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The catalyst for the end of the sausage wars was an equity raise that re-
sulted in shareholder dilution at UPC. UPC had been funding its expan-
sion with debt, as profits were unable to sustain the company’s expansion. 
Strapped for cash, UPC issued a rights offering in June 2014 to repay some 
of its short-term bank borrowings. HKD 3.3 bln was raised at a price of 
HKD 4.56 per share, diluting shareholders by approx. 17%. After the equity 
raise, we believe UPC is transforming its strategy and moving upmarket, 
where it competes less directly with Tingyi.

We believe that Tingyi’s margin compression over the last few years is 
coming to an end, and the business will return to historical levels of profit-
ability. From a growth perspective, both the beverages and noodles seg-
ment have declined in recent years. This is partially due to recent weak-
ness in the overall industry, but also more recently due to price hikes 
implemented by Tingyi, which have caused the business to lose share. We 
expect that over the medium to long term, the beverages and noodles cat-
egories will return to growth, and that Tingyi will adjust prices and prod-
uct offerings to regain share. 

Management and Ownership 
Structure

Tingyi is part of the Ting Hsin Group, which was founded in 1958 as a 
small oil plant in Taiwan (source).
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https://books.google.com.hk/books?id=-2PVYI4kAtQC&pg=PA13&lpg=PA13&dq=tingyi+traditional+juice+flavors&source=bl&ots=LhuUVoAYtk&sig=ZQ7-Xm9xIhKksIxZPpMlDJ2CHY4&hl=en&sa=X&ved=0ahUKEwjWhdf4g5PNAhULppQKHZ-oBMUQ6AEIOTAF#v=onepage&q=tingyi%20traditional%20juice%20flavors&f=false
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Ting Hsin is controlled by the Wei family in Taiwan.  Ting Hsin entered 
the PRC in early 1989 via an JV with the Beijing Bureau of Agriculture 
to produce cooking oil, and in 1991 entered the instant noodle market by 
establishing Tianjin Tingyi as a wholly foreign owned enterprise.2 Tingyi 
listed on the Hong Kong stock exchange in 1996.  The Ting Hsin Group to-
day is 74% owned by the Wei family, and is controlled by four brothers.  In 
addition to Tingyi, the Ting Hsin group also invests in real estate (includ-
ing Taipei 101), and also controls the Dicos restaurant chain in mainland 
China.

Wei Ing Chou, the eldest at 63, is the Chairman of Tingyi, and up until 

2  2015 Debt Prospectus

Tingyi Organization Structure  |  Source: 2015 Debt Prospectus
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2015, served as CEO of the group.  The Hong Kong exchange passed a 
ruling in 2015 that prevented the Chairman and CEO from fulfilling both 
roles, and Wei Ing Chou resigned from CEO position on Jan 1, 2015.  James 
Wei (not from the Wei family) has assumed the role of CEO.  Previously, 
James served as the CEO of Tingyi’s Food Business Division since January 
2013.  We believe that Tingyi resides firmly in control of Wei Ing Chou and 
his family.

The Tsing Hsin Group and Sanyo Foods each control 33% of Tingyi.  The 
remaining 34% of the company is public float.  Tingyi consolidates the 
beverage subsidiary, despite owning only a 47.5% stake.  Tingyi consoli-
dates the beverage division based on effective control, as Tingyi controls 
47.5% and the Ting Hsin Group owns another 17.1%. 

Noodles Market
 
China is the largest noodles market globally by a substantial margin, with 
40.4 bln servings in 2015 out of 97 bln servings globally. Tingyi dominates 
this market, with about 56% share by value, nearly three times the scale of 
its closest competitor, UPC.

Tingyi Beverages Division Organization Chart  |  Source: 2015 Debt Prospectus
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The China noodle market has slowed in volume terms in recent years, but 
structurally, we believe there is room for continued growth, particularly in 
ASP, where brands can earn higher margins. 

In volume, although noodles growth has stagnated in recent years, we 
think there is room for long term growth (see Chart 8). 
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Tingyi Chairman Wei Ying Chou has emphasized that the average Chinese 
consumer purchases 30-35 packs of noodles per year, as opposed to ~40 
packs per year in Taiwan and Hong Kong and ~60 packs in Indonesia. We 
forecast volume growth of 2% through 2020, placing Tingyi roughly at 37 
packets of consumption by 2020.
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Chart 9. Instant Noodle Consumption Packs per Capita (2014)

Source: Euromonitor 
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Due to low volume growth in the instant noodles segment, we think that 
industry players are turning toward ASP hikes to drive growth in noodles, 
and, over the last five years, industry data support that view.
 
UPC in particular is looking to move up market, and its recent product 
introductions strongly support this trend. We believe there is room in the 
market for ASP hikes given that instant noodle consumption spend per 
capita in China is roughly two-thirds that of Taiwan and less than half 
that of Hong Kong. We are thus forecasting 3-4% ASP growth for Tingyi 
through 2020 in LOCAL terms.  We note that Tingyi reports in USD and 
we have not accounted for RMB depreciation in our forecast.

Beverages Market
“…[The] average Chinese buys a beverage 230 times per year, while the 
average American buys 1,500 in the same period…”

—Tim Minges, PepsiCo Chairman for Greater China

Structurally, China remains substantially underpenetrated in the drinks 
category in a global context. The average mainland citizen spends about 
half as much on drinks as Taiwanese, and about a third of the average 
Hong Kong denizen. We believe this leaves substantial room for growth in 
volumes and ASPs.
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Bottled water, carbonates, ready-to-drink (RTD) tea, and juice remain the 
most important categories by value (see chart 13).

Tingyi, as the only competitor in the beverage space that competes in 
China’s largest four segments (RTD Tea, Juice, Bottled Water, and Carbon-
ated Soft Drinks or CSD) has exposure to the four largest but slow-growing 
categories of the beverage market (with the exception of bottled water). 
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Categorically, all beverages in China have been experiencing rapid growth 
over the last decade with the exception of carbonate drinks. Carbonates, 
while still growing, have gradually lost share within the beverage catego-
ry. In 1997, carbonates dominated the beverages market with 45% share, 
according to Euromonitor. Today this figure is approximately 27% (See 
Chart 13 and and 14). 

Of the four largest beverage categories, Tingyi is most heavily exposed to 
the RTD Tea and CSD segments. We note that prior to Tingyi’s integration 
with Pepsi, RTD Tea represented approximately 60% of sales.

Competitive Positioning 
and Strengths
Tingyi’s main competitor in the noodles and beverages market is Uni-Pres-
ident China (UPC). While UPC’s focus has traditionally been on product 
development, Tingyi has been focused on developing scale and a low cost 
structure. UPC has traditionally proven itself as the innovator in the indus-
try. Hit products often result in substantial earnings growth at UPC—until 
they are imitated by Tingyi, and then rolled out on a much wider scale and 
at lower cost.

RTD Tea
42%

Bottled Water
18%

Juice Drinks
15%

CSD and others
25%

RTD Tea Bottled Water Juice Drinks CSD and others

Chart 16. 2015 Tingyi Beverage Sales Mix by Category (% 
Sales)

Source: Euromonitor
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UPC’s recent success began in 2009, when it began to develop a new strat-
egy on focusing marketing and branding on a more limited number of 
SKUs. UPC realized that its smaller scale and higher operating costs pre-
vented it from effectively marketing its 260 SKUs. UPC decided to trim 
down its offering to about 100 SKUs, and implemented its “1+1” product 
strategy, where UPC markets one “national hero” product alongside a re-
gional “signature flavor” in each region in China. The “hero” products 
launched following 2009 were Lao Tan Spicy Pickled Cabbage and Braised 
Beef Noodle Flavors. Sales of the star products grew to 3.6 bln in 2011 (60% 
of noodle revenues), boosting UPC’s market share from 8.1% in 2009 to 
15.8% in 2012.3

UPC’s recent strategy has been to promote fewer than 10 new SKUs every 
year to ensure that sufficient marketing resources can be allocated to each 
product.

Noodles – Competitive Positioning 
and Strengths

Although UPC has gained share in the noodles business since 2009, it did 
not do so at Tingyi’s expense until Tingyi’s latest price hike in Q4 2015 
(Chart 17). Most of UPC’s share gains appear to be coming from smaller 

3  China Galaxy International, 2013
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players Baixiang (White Elephant) and Hualong. Most importantly, Tingyi 
emerges as the clear winner of industry profit in the noodles business. 

Since 2009, UPC has earned 248Mn RMB, or ~USD 40Mn in operating 
profit in the noodles business.  Over the same period, Tingyi has earned 
USD ~2.7Bn.  This advantage allows Tingyi to spend more on funding 
growth for its business and/or return cash to shareholders over the 
long run.

We believe Tingyi’s profitability over its nearest rival is due to economies 
of scale. Tingyi noodles sales are approximately three times UPC sales, 
which allows Tingyi savings on distribution, marketing, R&D, and admin 
costs.

The main differences in profitability, in our view, come from efficiencies in 
distribution and marketing. Tingyi spends roughly 20-21% of revenue on 
distribution costs vs. UPC, which spends closer to 28-29% of sales. Tingyi 
claims that it has the highest penetration rate among all its peers within 
the industry in China.4

Prior to Tingyi’s integration with Pepsi, Tingyi’s distribution costs aver-
aged only 18.5% of sales, from 2007 to 2011. 
 

4  Tingyi 2015 Debt Prospectus
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Distribution Savings
But specifically, where do Tingyi’s cost savings in distribution originate? 
Geographic footprint is one answer –Tingyi’s sprawling manufacturing 
base spread across China permit Tingyi to save on logistic expenses (This 
was reportedly a key impetus behind the Tingyi / Pepsi integration). How-
ever, a second area we attribute Tingyi’s savings on distribution costs is its 
bargaining power over distributors.
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In spite of the preponderance of modern shopping centers and convenience 
store chains in Tier 1 cities, the vast majority of instant noodles and bever-
ages sales are made at corner grocery stores, mom & pop stands at train 
and bus stations, and other small independent retailers.  Tingyi relies on 
3rd party distributors to reach these small independent stores.  Tingyi 
hence derives a whopping 90% of its sales through such third-party dis-
tributors.  Only 10% of sales for Tingyi are derived directly through retail-
ers.5 Even in developed Eastern cities such as Tianjin, our interviews with 
Tingyi sales representatives suggest that the modern channel accounts for 
20% of sales. For context, these figures are comparable to those of UPC, 
which derives about 85% of sales from third-party distributors.

According to our checks and media reports, Tingyi compensates distribu-
tors roughly 1.0-1.5 RMB per case of volume that they sell. Tingyi distrib-
utors are incentivized through rebates to sell high volumes of products. In 
our discussions with Tingyi sales representatives, Tingyi typically gives 
an additional RMB 0.1 per case to distributors who sell more than 1 mil-
lion cases, and RMB 0.2 per case for exceeding 2 million cases and up.6

Sales to distributors are for cash, and thus the amount paid per case and 
incentive fees directly relate to the volumes of product that distributors 
can move and the inventory risk that they take. For a high-volume, mature 
product in a well-known brand such as Tingyi, distributors might only re-
ceive RMB 1 per case. For a new product introduction from Tingyi, where 
the distributor might have faith in the brand but remain unsure of end-
sales to consumers, Tingyi might have to compensate the distributor RMB 
2-3 per case. In the event a company such as Nongfu, a well-known brand 
in the bottled water market, decides to enter the RTD Tea segment, a dis-
tributor might require 7-10 RMB per case for taking higher risk (source).

Tingyi dominates market share in iconic best-selling noodle and beverage 
flavors – including Braised Beef Noodles ( 红烧牛肉面 ) with 90% market 
share, Spicy Beef Noodles ( 香辣牛肉面 ) with 85% share, and Black Iced 
Tea ( 冰红茶 ) with an estimated 70% market share.7 These are all high-
volume, low-risk products where Tingyi probably only needs to compensate 
distributors RMB 1.0-1.5 per case. By comparison, UPC has lower volumes, 
and many of its products are frequently new offerings, requiring higher 

5  Tingyi 2015 Debt Prospectus

6  J Capital Interviews

7  J Capital Interviews and Analysis; Daiwa, 2014

http://finance.sina.com.cn/roll/2016-06-04/doc-ifxsvenx3246160.shtml
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compensation to distributors.

Noodles Capex – Tingyi vs UPC
From a capex perspective, Tingyi has continued to invest aggressively in 
the noodles segment to fund growth and maintain leading capacity over 
UPC. From 2006-15, Tingyi has invested USD 2 bln in the noodles seg-
ment, vs. UPC’s USD 560 mln – or 3.5x UPC’s investment. The significance 
here is that Tingyi continues to outspend UPC, which to us means that 
Tingyi has the ability to maintain its share lead over UPC, provided that 
Tingyi has products remain in demand.

Beverages – Competitive Positioning 
and Strengths
Within the drinks business, we feel Tingyi’s advantages are less evident. 
The discrepancy in scale between Tingyi and its competitors is less pro-
nounced – and Tingyi has stiffer competition, particularly in juice and 
carbonated beverages categories with Coca Cola.  In terms of overall mar-
ket share in China’s beverages space, Coca Cola leads the pack, with the 
recently combined Tingyi/Pepsi following close on Coke’s heels.

The beverages category is highly nuanced, and within each beverage cate-
gory, Tingyi competes with a different set of competitors. Tingyi is unique-
ly the only company in China to compete in all four of the largest beverage 
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categories – namely RTD Tea, Diluted Juice, Bottled Water, and Carbonated 
Soft Drinks (CSD).

Table 1. Tingyi's Beverage Competition
Category Main Competitors

RTD Tea Tingyi, UPC

Juice Coca Cola, Tingyi, UPC

Bottled Water Yibao, Farmer’s Spring, Tingyi

CSD Coca Cola, Pepsi (i.e. Tingyi)

Tingyi vs. UPC in Beverages (Scale and Capex)
Because UPC competes with Tingyi in noodles as well as in the RTD Tea 
and Juice beverage categories, we will examine Tingyi’s beverages scale in 
relation to that of UPC.

As in the noodles segment, Tingyi dominates in scale.  If we include all 
beverage segments (including Pepsi carbonated soft drinks), then Tingyi 
outsold UPC by a factor of 2.5x in 2015.  UPC does not compete in the bot-
tled water market and CSD segments of the beverage market.  But exclud-
ing Tingyi’s sales in the CSD and bottled water market, Tingyi still outsold 
UPC by ~30% in 2015 and nearly 50% in 2014. 
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Chart 21. Beverages Market Share in China, 2014

Note: Readers may notice that JDB (Jiaduobao) Group is ranked third in the beverages market in China by Euromonitor 
yet does not appear in any of the AC Nielsen market share data released by Tingyi and UPC. We think this is because 
Jiaduobao produces a tea product that is grouped as an herbal tea and thus does not compete head to head in the 
RTD tea segment with UPC and Tingyi. Jiaduobao is a private company headquartered in Dongguan, China. | Source: 
Euromonitor

http://blog.euromonitor.com/2015/09/competitor-analytics-what-next-after-the-great-fall-of-china-for-soft-drinks-multinationals.html
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In terms of capex, Tingyi has outspent UPC by a factor of 2.3x from 2006-
2015. Over this period, Tingyi’s beverages unit has forked out USD 5.2 bln 
on capital expenditures, while UPC’s beverages division has expended USD 
2.3 bln. We emphasize Tingyi’s capex excludes any spend on Pepsi prior to 
2012 (Pepsi merged with Tingyi for a share swap in 2012), further widen-
ing Tingyi’s lead.
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With twice the scale in the beverage segment, how is it then that UPC 
earned an ~8% OP margin in the beverages business in 2015, while Tingyi 
earned 2.8% OP margins? We think the answer resides in poor sales per-
formance and low utilization in Tingyi’s beverages division, combined with 
one-off impairments and termination expenses due to Tingyi’s integration 
with Pepsi. We see these expenses normalizing over time, lifting margins 
in the beverage segment back to historical norms (see valuation section).

We do not believe Tingyi beverage’s capex has been squandered. Examin-
ing the beverage segment from 2008-2015, we can see that Tingyi earned 
USD 2.1 bln in operating profit in the beverage division vs. UPC’s USD 925 
mln (approximately 2.3x operating profit). This ratio supports our view that 
Tingyi’s heavy capex spend has resulted in profitability in line with direct 
competitors over the long run, in spite of recent weak results.

Beverages Divisions – Competitive 
Positioning by Segment
RTD Tea – Competitive Positioning
Tingyi’s strongest brands in the beverage reside in RTD tea, where the 
company shares a duopoly with UPC. We suspect that Tingyi earns the 
majority of its beverage profit in the RTD Tea market, though management 
has not made any public disclosure to our knowledge. Up until 2012 (when 
Tingyi integrated the Pepsi business), Tingyi derived some 60% of its bev-
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erage sales from the RTD tea market. Tingyi still derives a healthy major-
ity of beverage sales from this category today, or around ~40% of beverage 
sales. 

As a category, revenue growth in the RTD tea market has been disappoint-

RTD Tea
42%

Bottled Water
18%

Juice Drinks
15%

CSD and others
25%

RTD Tea Bottled Water Juice Drinks CSD and others

Chart 16: 2015 Tingyi Beverage Sales Mix by Category (% 
Sales)

Source: Annual Reports
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ing in recent years. We are not concerned with recent slowdown in sales, 
and believe that structural growth drivers remain in place for higher lev-
els of consumption. We emphasize that the RTD tea space grew in China 
by ~12.4% annually form 
2004-2014. Given China’s 
low capita per consump-
tion levels of beverages, we 
envision growth to return 
over the long term. We 
forecast revenue growth of 
approximately 5% in this 
category through 2020.

Within the RTD tea mar-
ket, UPC has been gaining 
share from Wahaha and 
Coca Cola, while Tingyi’s 
share has largely remained 
stable. UPC’s gain has 
mostly been on account of its success in the milk tea category and more re-
cently, its hit new product Classmate Xiaoming (see Chart 28).   

Excluding milk tea, Tingyi remains the undisputed leader in the RTD tea 
market, with market share nearly double that of UPC.
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   Source: Company Presentations

UPC’s RTD Tea Star Product Classmate Xiaoming ( 小茗同
学 )  |  Source here

ttp://www.cw.com.tw/article/article.action?id=5069366
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We believe UPC’s recent increase in market share has been driven by 
UPC’s success with a product called Classmate Xiaoming ( 小茗同学 ), which 
has been marketed toward students. Classmate Xiaoming was launched in 
2015, and garnered RMB 900Mn in that year, comprising 15% of UPC’s 
total sales in the RTD Tea category.8  UPC’s total sales in the RTD tea mar-
ket increased by RMB 300Mn from 2014 to 2015.  This implies that UPC’s 

8  UPC Annual Reports
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other RTD tea products actually declined by RMB 600Mn in the RTD Tea 
category, and that Classmate Xiaoming was responsible for all of UPC’s 
growth.  We view this as a risk for UPC going forward, and are monitoring 
channels for signs of maturation.
 
Milk Tea (Sub-Category of RTD Tea Market)
Before 2012, Tingyi did not actively participate in the milk tea market. The 
milk tea market had been (and remains) smaller than the RTD tea space, 
and Tingyi left the milk tea market to UPC and Wahaha. Tingyi entered 
the market only after witnessing milk tea category growth of over 100% 
in 2011-2012 (see Chart 30), as well as observing UPC increase its share in 
the milk tea market from 43% to 62% in merely 1.5 years (see Chart 31).9   

Tingyi entered the milk tea category with Classic Milk Tea ( 经典奶差 ) in 
2012, and quickly won approximately 16% of the market against incum-
bents Wahaha and Kirin. Tingyi kept pricing competitive against UPC milk 
tea products, charging RMB 3.3-3.8 per bottle against UPC’s RMB 4.0. To 
date, Tingyi has not managed to wrest share in milk tea away from UPC, 
and UPC’s dominance in this category has continued in 2015 (see Chart 
21). Nevertheless, we find Tingyi’s success into the milk tea market worthy 
of observation, as it displaced incumbents Wahaha and Kirin in a mere 18 
months. We believe UPC has continued to gain share in Q1 2016 in this 
segment, and are verifying which products are winning share with checks.

9  Bocom, 2013
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Bottled Water – Competitive Positioning
Of the four large beverage categories, the bottled water market has been 
the fastest growing in recent years.

China accounts for 15% of the global bottled water market, and has sur-
passed the U.S. as the world’s largest consumer of bottled water.10 Mass 

10  Bottled Water in China—Boom or Bust, 2015
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market bottled water is a consumer staple in China, as tap water is gener-
ally unfit for human consumption (without boiling). In the mass market, 
bottled water typically retails for as low as 1RMB (USD 15 cents) for a 
500ml bottle.

The mass bottled water market is a scale game – price, distribution, and 
marketing are the key drivers. The mass market for bottled water in China 
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is dominated by four local players, while the premium market is controlled 
by Evian and Perrier (source).

In recent quarters, Tingyi has been losing share in the bottled water mar-
ket, and has recently to 3rd place after Farmer’s Spring and C’est Bon. The 
decline in share was set in motion by a government law implemented in 
2015, stipulating that the words “ 矿物质水 ,” or mineral water, be removed 
from water bottles. Tingyi had these characters displayed prominently 
on its bottled water packaging, which had been in use for over 10 years 
(source).

Tingyi’s original bottled water packaging with a prominent “Tingyi” brand 
name ( 康师傅 ) and “Mineral Water” ( 矿物质水 ) logo. (See below.)

 
Tingyi complied with 
the new rule, remov-
ing the mineral water 
logo and rebranding 
its bottle water as 优
悦 .  Tingyi shrunk the 
Tingyi “ 康师傅 ” brand 
name to a small blue 
logo in its new packag-
ing (see next page). 
 

0%

5%

10%

15%

20%

25%

30%

Q1 2009 Q1 2010 Q1 2011 Q1 2012 Q1 2013 Q1 2014 Q1 2015 Q1 2016

Tingyi Farmer's Spring Wahaha
C'est Bon (怡寳） Coca Cola Run Tian

Chart 34. Bottled Water Share by Volume 

Source: A.C. Nielsen, Company Presentations

Tingyi's original bottled water packaging  |  Source: Taobao

http://www.the-soft-drinks.com/water-china.html
http://news.xinhuanet.com/food/2015-05/01/c_128679320.htm
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The removal of a prominent Tingyi logo 
and a new brand name confused consumers, 
which resulted in nearly 5% of market share 
loss in just two quarters.

Tingyi has communicated that bottled wa-
ter was one of the critical drivers of poor 
beverage performance in the most recent 
two quarters. This intuitively makes sense.  
Bottled water typically sells for 1RMB per 
500ml bottle, which is lower retail value 

than other beverages. The decline of USD 170 mln in sales of bottled water 
from 2014 to 2015 equates to a decline of roughly 1 Bln bottles in volume.  
We believe this volume decline likely has substantial implications for op-
erating efficiency.

Tingyi management recognized the issue and has implemented changes. 
In Q2 2016, Tingyi backtracked on the Youyue packaging and rolled out a 
new version of packaging for its ubiquitous RMB 1 bottled water package. 
The new packaging has re-emphasized the Tingyi brand name, and we ex-
pect will help Tingyi re-take share. The bottled water product with the new 
packaging began sales in Q2 2016, and is currently rolling out nationwide. 

In addition to updating packaging on the 
RMB 1 bottle, Tingyi is also pushing the 
Youyue brand into the modern channel (i.e. 
hypermarkets and convenience stores), and 
selling it at RMB 2. Tingyi is also introduc-
ing a new premium water product called 
HanYangQuan, which will sell for RMB 3 per 
bottle in select markets. In Shanghai’s new 
Disneyland, for instance, we understand that 
the new HanYangQuan product will retail for 
RMB 10 per bottle.

We anticipate continued improvement in Tingyi’s bottled water division, 
and forecast revenue growth of 5-6% through 2020.

Diluted Juice (Below 39% Juice Content) – Competitive 
Positioning
In China’s juice market, diluted juice dominates the marketplace, compris-
ing over 80% of juice sales (source). Fresh juice requiring refrigeration is 
unlikely to gain traction in the near term due to China’s lack of cold stor-

Tingyi's first effort at new bottled 
water packaging  |  Source: Taobao

Tingyi's latest bottled water 
packaging  |  Source: Yihaodian

http://www.chinabevnews.com/2012/01/chinas-soft-drink-sector-ubs.html
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age in the distribution chain.

Tingyi’s juice sales performance has been abysmal for the last consecu-
tive two years. After juice sales nearly doubled in 2012, Tingyi experi-
enced consecutive 28% and 20% sales declines in the category in 2014 and 
2015. In Q1 2016, juice sales declined a further 15% YoY. According to A.C. 
Nielsen data, however, the juice market as a whole has experienced mildly 
positive sales growth over the last few years.  We remain conservative on 
our assumptions for Tingyi’s juice sales, forecasting juice revenues to grow 
1-2% annually through 2020.

According to Nielson, Tingyi’s market share in the diluted juice segment 
has fallen from a high of nearly 34% in Q3 2013 to approximately 17% in 
Q1 2016. 

Within the diluted juice category, Tingyi’s strongest competitor is Coca 
Cola, which has excelled on the back of its Minute Maid diluted juice offer-
ings.

Tingyi’s recent weakness in the juice segment may relate to a recent shift 
in consumer taste towards more premium juice products, with lower sugar 
content and higher amounts of concentrate juice. Coca Cola’s Minute Maid 
brand is known in China for including pulpy bits in its diluted juice, which 
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lends a more premium impression to consumers. We suspect, but have not 
yet confirmed with checks, that Tingyi’s Daily C series ( 每日 C) in par-
ticular has suffered share loss due to its relatively high sugar content and 

dated packaging.

Tingyi also believes that 
over the last two years 
there has been shift away 
from traditional Chinese 
beverage flavors toward 
more western juice prod-
ucts. Traditional Chinese 
flavors from Tingyi include 
flavors such as Rock Candy 
Pear, Sour Plum, and Sour 
Jujube Flavors, among 
dozens of others. Although 
traditional juice flavors 
have fallen out of favor in 
the market recently, Tingyi 

management maintains that traditional Chinese juice flavors will dominate 
in China the long haul and concentrating its efforts on traditional Chinese 
flavors. For 2H 2016, management is rolling out a new juice series called 
Qingyangguohui ( 轻养果荟 ). The juice features upgraded packaging, and 
features flavors such as Sea Crystal Lemon ( 海晶柠檬 ), Honey Pomelo ( 蜂
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蜜柚子 ), Honey Wild Jujubee ( 蜂蜜酸枣 ), Sugar Cane Water Chestnut ( 竹蔗
马蹄 ), and Sweet Sour Plum ( 酸梅汤 ). We believe the new packaging is a 
significant upgrade over Tingyi’s other juice products, and are eager to get 
a read on sales in 2H 2016 as the new series rolls out.

        
Tingyi has also upgraded its packaging on its Crystal Sugar Pear Juice, 
one of Tingyi’s top selling juice flavors. We have not yet seen the new 
packaging roll out in stores in our checks, but expect the updated product 
to reach retail shelves widely in 2H 2016.

 
In addition to Coca Cola, Tingyi has been 
facing stiff competition in the juice seg-
ment from UPC. UPC has enjoyed recent 
success with the introduction of Haizhiyan 
( 海之言 ). Haizhiyan achieved RMB 1.7 
bln in sales in 2015, representing ~40% of 
UPC’s RMB 4.2 bln in juice sales. 

We are unconvinced that Tingyi’s 
new Qingyang juice series is in direct 
competition with UPC’s Haizhiyan due 
to differences in flavors, packaging, and 
pricing – Haizhiyan retails for RMB 4.0 
for 500ml, where Tingyi’s Qingyang 
series retails for RMB 2.5-3.0 for 500ml. 

Ultimately, we would like to see Tingyi launch a direct competitor to UPC’s 
Haizhiyan, but to date are not aware of any such product.
   

Tingyi juice flavors: Honey Pomelo, Sea Crystal Lemon, Honey Wild Jujubee, Sugar Cane, Water 
Chestnut, Sweet Sour Plum   |  Source: Suning, Suning, Chuntian Baihuo, HKTVMall.com, Taobao

New (Left) and Old (Right) 
Packaging: Tingyi Crystal Sugar 
Pear Juice |  Source: Weibo, Taobao
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Tropicana
We are optimistic that Tingyi’s integration with Pepsi and Tropicana 
will result in improved juice performance in the long term. Tingyi has 
communicated that Tropicana represents a relatively small proportion of 
Tingyi’s current juice sales, due to Pepsi’s historical lack of investment in 
the brand in China. One of the key reasons for Tropicana’s low penetration 
in China was reportedly due to bottler’s low incentives to distribute its 
new juice products. We think that with the Tingyi integration, Tropicana is 
likely to enjoy improved distribution. Pepsi’s new R&D plant in Shanghai 
(Pepsi’s largest outside of North America) should also help Tropicana re-
spond more quickly to changes in China’s juice market and launch innova-
tive products unique to the China market. 

Carbonated Beverages – Competitive 
Positioning

Carbonates as a whole comprised ~27% of the soft drinks market in 2015, 
making it the 3rd largest category after bottled water and RTD tea. Car-
bonates have been gradually losing share in the drinks market, and this 
trend is likely to continue. Tingyi’s Chairman Wei Ying Chou predicts that 
the carbonated soda market will fall to approximately 15% of the drinks 
market in the long term.

The carbonated beverages market is duopoly between Coca Cola and Pepsi. 
Coke was earliest to the China carbonates market, first entering China in 
1979, when the soft drink company was initially only permitted to sell to 
tourists. Pepsi followed Coke’s footsteps in 1981. The carbonates market in 
China is still dominated by Coca Cola, which held ~63% share as of 2014. 

UPC Juice: Haizhiyan ( 海之言 ) |  Source: UPC

http://www.chinabevnews.com/2012/01/chinas-soft-drink-sector-ubs.html
http://www.forbes.com/global/2011/0606/taiwan-billionaires-11-wei-ing-chou-tingyi-noodles-teas.html
http://www.china-briefing.com/news/2015/08/05/understanding-brand-building-in-china-lessons-from-the-rise-of-coca-cola.html
http://www.forbes.com/forbes/2003/1222/086sidebar.html
http://usa.chinadaily.com.cn/epaper/2015-05/12/content_20692838.htm
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Pepsi has roughly 30% share.
 
Pepsi enjoys a leading position in China within the cola flavor, but its 7-Up 
flavor has been lagging against Coca Cola’s Sprite (source). Sprite is Coca 
Coca Cola’s number one brand in the CSD category in China, as consumers 
view it as a healthier alternative to cola flavors. Pepsi has not successfully 
marketed its 7-Up flavor in China, and hence lags Coca Cola’s Sprite flavor 
in share by a wide margin.

Since 2012, Tingyi has assumed responsibility for Pepsi’s bottling opera-
tions in China. Although the integration with Tingyi has returned Pepsi’s 
business to profitability (see Pepsi Integration Section below), Pepsi has 
not yet achieved substantial share gains following the merger.

We hope to see Tingyi’s wide distribution network help the business take 
share over time, particularly with the 7-Up brand, but we have not built 
these expectations into our model. We forecast Tingyi’s CSD revenues to 
grow ~3% annually through 2020.

The CSD market as a whole in China has grown less quickly than other 
beverage segments in the last decade, principally on account of health 
concerns. Between 2004-2014, the CSD segment grew only ~6% annually, 
in contrast to the greater than 12% growth experienced by other beverage 
categories. 
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Chart 38. Pepsi Market Share in CSD Market by Volume

Source: Canadean; Annual Reports

http://www.pepsico.com/live/pressrelease/shanghai-disney-resort-signs-strategic-alliance-with-pepsico-and-tingyi-holding02262014
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Tingyi’s sales have contracted in the CSD segment over the past two years 
(and lagged A.C. Nielsen’s CSD market survey data to boot), but we believe 
that Tingyi’s CSD segment will continue to grow over the long term.

 
Presentations
Coca Cola data shows that Coke’s total beverage servings per capita (in 8 
fluid-ounce servings) was approximately 39 servings in 2012 for China. In 
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the same year, Coca Cola recorded 401 servings per capita in the USA, 179 
in Japan, and 131 in the Philippines. Coca Cola views China as a long term 
growth story, and has earmarked USD 4 bln for capex spend in China for 
2016-2019, compared to USD 9 Bln which Coke spent from 1979-2014 in 
the China market. Hence, we believe that the long term story for growth in 
the CSD market remains intact.

“CSD and Others”
As an additional kicker, Tingyi lumps functional drinks into the “CSD and 
Others” category. Functional drinks is a fast growing category, and include 
categories like sports drinks and probiotics.

Investors focused on the recent performance of the CSD division may be 
overlooking the long term growth outlook for Gatorade and other function-
al drinks lumped into this segment. We note that as of April 2015, Pepsi 
and Tingyi entered a new multiyear marketing sponsorship, where Tingyi 
is the exclusive beverage sponsor to NBA events in China.11 Tingyi will 
market its iced tea and bottled water products in upcoming events. Bas-
ketball is the most popular sports league in China, with over 300 million 
participants.

11 YTSports.cn, Tingyi 2015 Debt Prospectus
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Chart 41. China CSD Market—Annual Growth by Value

Source: AC Nielsen, Company Presentations

Investors may 
be overlooking 
the long-term 

growth outlook 
for Gatorade.

http://www.statista.com/statistics/271156/per-capita-consumption-of-soft-drinks-of-the-coca-cola-company-by-country/
http://www.business-standard.com/article/pti-stories/coca-cola-to-invest-usd-4- bln-in-china-115082101242_1.html
http://en.ytsports.cn/news-588.html
http://en.ytsports.cn/news-588.html,


39

June 16, 2016

Tingyi (0322 HKG)

Jeff Dorr          jeff@jcapitalresearch.com          +852 2534 7405
See final page for disclaimers. 

Profitability in Tingyi’s CSD Segment and The Pepsi 
Integration
Pepsi’s carbonates China business was loss making between 2008-2012.12 
In 2010, Pepsi registered a net loss of USD 175 mln. According to a Tingyi 
management roadshow in April, 2012, Pepsi’s China bottlers had net mar-
gins of negative 8%.

Pepsi recognized that Tingyi had a stronger distribution network – and 
that Tingyi’s wider geographic footprint could help cut logistic costs. At 
the time of the merger, Tingyi had a 10% share in China’s soft drinks mar-
ket, vs. Coke’s 15% share and Pepsi’s 4% share. The merged entity would 
give Pepsi access to Tingyi’s superior distribution platform, and provide 
Tingyi with valuable brands, a powerful R&D partner, and a comparable 
market share to Coke in the soft drinks market. As one example of the 
strength of Tingyi’s network relative to Pepsi, Tingyi held ~400,000 refrig-
erators in China versus Pepsi, with ~200,000.13

“… We have been in China from a beverage perspective for more 
than 30 years…but there is still plenty of runway for future 
growth. For a start, our manufacturing network only covered part 
of the country. In addition, we didn’t have extensive distribution 

12  Daiwa, 2014

13  Kimeng, 2012
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networks in fourth or fifth tier cities. And the rural areas was a 
whitespace for us …. Partnering with Tingyi gives us much ex-
panded manufacturing footprint, and they also have an extensive 
distribution network in the fourth and fifth tier cities. That means 
you can ship product much quicker to these consumers with better 
service, a critical success factor in today’s competitive markets…”14

     Jun Tu, Greater China CFO, PepsiCo

In exchange for Pepsi’s bottling plants and exclusive bottling/distribution 
rights to Pepsi (i.e. Pepsi Cola, 7-Up, Miranda), Aquafina, Tropicana, Lipton, 
and Gatorade brands, Pepsi received 5% share in Tingyi’s beverages unit, 
known as TAB. Tingyi would also co-brand its juice drink brands using 
the Tropicana brand name. The book value of Pepsi’s bottling business was 
USD ~600 mln, whereas the 5% stake in TAB was valued at USD ~55 mln. 
Pepsi likely agreed to the deal based on the view that it would only con-
tinue losing money on the beverages division.

Tingyi consolidated the Pepsi operations in Q2 2012. Better profitability 
for the new unit would be achieved by A&P sharing, shared raw materi-
als procurement (PET and sugar), and lowered distribution/transportation 
costs as a result of Tingyi’s wide manufacturing footprint. Pepsi retained 
control of branding and marketing over its drinks business.

Tingyi targeted that the Pepsi division would reach breakeven in 2013 – 
despite Tingyi’s guarantee to no lay-offs for 20,000 Pepsi for the next two 
years. We believe this agreement resulted in a high wage burden for Tin-
gyi, which is now reaching an end (see “Cost Savings” below).

In 2013, one year after integration, the Pepsi unit was no longer loss mak-
ing at the net profit level. Tingyi achieved savings by procuring syrup at a 
lower price from Pepsi, central procurement of raw materials, and through 
Pepsi providing more advertising and promotion expenditure. Tingyi also 
reported solid share gains in 2013 in the CSD division:

“…Overall sales volume of the Pepsi beverage business achieved 
a stunning double-digit growth of almost 20%. According to the 
data for December 2013 of Canadean, the Pepsi carbonated soft 
drink business achieved a double-digit sales growth in 2013, with 
the annual growth rate with three times more than that of major 
competitors. In 2013, its market share in the carbonated soft drink 
market increased by 1.3 ppt. to 31.8% as compared to the same 

14  MLNCs in China, KPMG 2014
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period last year…” 
Tingyi Annual Report, 2013

Tingyi’s merger with Pepsi brought several brands in fast growing catego-
ries, with latent potential to develop into large businesses in the long run. 
These include sports drinks (Gatorade), 100% pure juice (Tropicana), and 
spring water (Aquafina).  Pepsi continues to invest in the Chinese market, 
and we feel its R&D capabilities in beverages may benefit Tingyi. In No-
vember 2012, Pepsi opened its largest R&D facility outside of North Amer-
ica in Shanghai. The facility cost USD 40 mln and is intended to focus on 
product development in Asia Pacific.

Copy Cat – Weak IP Protection Lends 
Competitive Strength to Tingyi

Within the F&B market in China, brands have limited rights to IP protec-
tion. Competitors frequently imitate successful product offerings in pack-
aging and flavors. For this reason, we believe Tingyi’s economies of scale 
and lower cost provide the business with a sustainable advantage over 
competitors. Smaller competitors, such as UPC, rely on innovation to stay 
profitable. 

We should add that the imitation game typically goes both ways between 
UPC and Tingyi, as well as other players in the instant food and beverages 
market in China. Successful packaging introduced by Tingyi will often be 
mimicked by competitors such as UPC. Scale, however, cannot be easily 
replicated, and is what sets Tingyi ahead of peers.

As an example of this industry dynamic, we turn to the noodles business. 
In noodles, Tingyi dominates in market share in most traditional flavors. 
In braised-beef and spicy beef flavored noodles, for instance, Tingyi has 
historically maintained market share of over 80% (see Table 2 below).15

UPC had little chance of winning dominant share in those flavors, and so 
it launched new flavors such as Lao Tan’s Spicy Pickled Cabbage (2009 
launch) and Stewed Beef noodle (2011 launch) in hopes of attracting con-
sumer interest.

15  Daiwa, 2014

Scale cannot 
be easily 

replicated and 
it is what sets 

Tingyi apart.

http://www.bloomberg.com/news/articles/2012-11-13/pepsico-opens-china-r-d-center-as-competition-heats-up-with-coke
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Table 2. Tingyi Noodles

Flavor Type
Tingyi 
Share 
(2013)

Category Share 
in Total Noodles 
Market (2013)

Braised Beef 红烧牛肉面 Traditional 90% ~20%

Spicy Beef 香辣牛肉面 Traditional 80% ~15%

Spicy Pickled 
Cabbage 老坛酸菜

2009 
launch 45% ~15%

Stewed Beef 
Noodle 卤肉面

2011 
launch 50% <5%

Source: Management Comments, AC Nielsen, Daiwa

UPC’s launch of both of these flavors was initially successful. In most 
cases where UPC enjoys success, however, runaway growth is short lived. 
Tingyi launches competing flavors set squarely against UPC’s successful 
products, often at a lower price point. With larger economies of scale, Tin-
gyi can afford to sacrifice some margin on price until it establishes leading 
share. We have seen Tingyi execute in this fashion historically, and expect 
the pattern to continue going forward. In some cases, such as in Lao Tan 
Spicy Pickled Cabbage flavors, Tingyi will go so far as to not only offer a 
competing flavor, but also clone the packaging and name of the product to 
create brand confusion. In an environment where a larger competitor can 
freely clone another competitor’s products, we don’t view innovation as a 
sustainable competitive advantage.

Below, we list several examples of products where Tingyi has mimicked 
UPC’s star products and reclaimed market share after UPC’s initial success. 

1. “Lao Tan” Spicy Pickled Cabbage Flavor ( 老坛酸菜 )
UPC introduced its Lao Tan Spicy Pickled Cabbage in 1H 2009. This prod-
uct helped UPC grow its noodle market share from 7.6% in Q1 2009 to 
~15% in Q2 2012. Tingyi waited about one year before introducing a com-
peting product in the market, which it called “Chen Tan Spicy Pickled Cab-

bage.” Due to initial slow 
gains in market share, 
Tingyi then changed 
the name of its product 
in 2011 from “Chen Tan 
Spicy Pickled Cabbage” 
to “Lao Tan Spicy Pickled 
Cabbage” and copied pack-
aging to create brand con-
fusion. By Dec 2012, Tin-Left: UPC “Lao Tan” Spicy Picked Cabbage; right: Tingyi 

“Lao Tan” Spicy Picked Cabbage
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gyi management reported that ~32% of buyers were purchasing Tingyi’s 
brand of Spicy Pickled Cabbage to UPC.16 By 1H 2014, Tingyi had achieved 
45% share in the pickled mustard series and was targeting 60-70% share.17 
Tingyi targets ~60-70% market share in all of its noodle flavors, and only 
after attaining this share and scale advantage will begin hiking prices.

2. Stewed Beef Noodle ( 卤肉面 vs. 卤香牛肉面 ) 
Beginning in August 2011, 
UPC created new flavor 
of stewed beef noodles. 
Tingyi entered the market 
approximately 5-6 months 
later in Q1 2012. By March 
2012, Tingyi management 
reported that it had 
achieved 48% share within 
the flavor.18 By December, 

2012, Tingyi was outselling UPC in this flavor by a factor of 5:4.19 

Table 3: Noodles Market Share by Flavor, 2014
Flavor Tingyi UPC

Laotan Pickled Cabbage 44% 56%

Braised Beef 95% 5%

Braised Pork 65% 35%

Source: Kimeng, 2014

3. Crystal Sugar Pear Juice: 冰糖雪梨
In Crystal Sugar Pear juice, Tingyi took leading 
market share approximately six months after UPC 
launched the flavor. By 1H 2014, UPC had achieved 
70% share in the flavor. 

16  Guotai Junan, 2013

17  Guotai Junan, 2014 and Kimeng, 2014

18  Guotai Junan, 2013

19  China Galaxy International, 2013

Left: UPC 卤肉面 : right: Tingyi 卤香牛肉面

Left: UPC 冰糖雪梨 ; 
right: Tingyi 冰糖雪梨
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Table 4: Beverages Market Share by Flavor, 2014
Flavor Tingyi UPC

Green Tea 55% 45%

Red Tea 65% 35%

Jasmine Tea 98% 2%

Crystal Sugar Pear Juice 70% 30%
Source: Kimeng, 2014

3. Soup Daren vs. Master Soup (Present) 
( 汤达人 vs. 汤大师 )

UPC launched Soup Daren 
noodles in 2013. After 
sales doubled in 2014, and 
Soup Daren became the 
number two high-end cup 
noodles, Tingyi launched 
a competing product in 
February 2015. The names 
of the products are similar 
– the first two characters 

have the same pronunciation in Chinese, and the packaging of both prod-
ucts use a tall, slender bowl shape. The pricing for Tingyi’s product varies 
by channel, but local media reports indicate that it is typically priced RMB 
1-2 lower than UPC’s Soup Daren. Tingyi’s product is differentiated in that 
it appeals to health conscious consumers by omitting MSG in the ingredi-
ents.

Q1 2016: Recent Mistakes 
and Impending Turnaround
Noodles
Tingyi completed a price hike on its mainstream noodles products in Octo-
ber, 2015 as follows:

1.  Tingyi’s classic RMB 4.0 bowl noodle was removed from the product 
line, and a new bowl noodle with upgraded ingredients was intro-
duced. Tingyi retailed the upgraded bowl for RMB 4.5. The upgraded 
ingredients include a new soup base and 2-3x the volume of season-
ings.

Left: UPC 汤达人 : right: Tingyi 汤大师

http://www.vccoo.com/v/33c9c6
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2.  Tingyi hiked its mid-end Zhenpinle ( 珍品了 ) series from RMB 3.0 
to RMB 3.5. Tingyi’s Zhenpinle ( 珍品了 ) noodles product is of lower 
quality than the Classic RMB 4.0 product which was discontinued. 
The Zhenpinle series also has higher exposure to the general trade 
channel (read Mom and Pop stores vs. retail chains) as it is a lower 
tier product.

3.  Tingyi increased its pack noodles prices from RMB 2.0 to RMB 2.3.

Consumers have not bought into the price hike and product upgrade, and 
have shifted to UPC’s cheaper products, as UPC has not followed with a 
price hike.

As a result of Tingyi’s ensuing share loss, UPC achieved 20.8% market 
share in noodles (the first time UPC has cracked 20% share). Tingyi’s great-
est omission from its noodle portfolio during Q4 2015-Q1 2016 has been 
the lack of the classic RMB 4.0 noodle product. Tingyi management be-
lieves that UPC recognized the gap in Tingyi’s portfolio, and took steps to 
replicate Tingyi’s packaging in some of the classic RMB 4.0 bowl flavors. 
We are seeking confirmation on this point with checks.

Historically, Tingyi and UPC have hiked prices in tandem. The previous 
noodles price hike occurred in Q4 2014, when Tingyi’s classic bowl noodle 
prices were hiked from RMB 3.8 to RMB 4.0. Tingyi believes the 2014 
price hike went smoothly because Tingyi and UPC had just ended their pro-
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motional price war in the classic bowl size. UPC was loss making, and both 
companies were eager to raise prices. In the 2015 price hike, UPC may not 
have followed Tingyi’s price hike in part because UPC had already achieved 
break even profitability on their noodles business in 1H, and management 
viewed Tingyi’s hike as a strategic opportunity to take share while oper-
ating at break even. (See Chart 6: Tingyi instant noodle margins improve 
after Q4 2014 price hike, compress following Q4 2015 price increase.) 

Tingyi’s Noodle Solution 
Tingyi believes that the recent share loss in the noodles segment is due to 
the lack of the classic bowl noodle RMB 4.0 offering. Tingyi has reportedly 
reintroduced the classic bowl noodle for RMB 4.0 at the end of Q2. At the 
same time, Tingyi is ending shipments of the mid-tier Zhen Pin Le ( 珍品
了 ) series, forcing consumers to upgrade from the mid end product to the 
higher priced Classic line. Tingyi’s last shipment of Zhen Pin Le ( 珍品了 ) 
occurred this May. Tingyi will keep their improved RMB 4.5 bowl noodle 
on shelves.

We are currently verifying whether Tingyi is gaining traction with the 
reintroduction of the Classic RMB 4.0 offering in 2H 2016. We believe Q2 
results are likely to show continued destabilization in our view given that 
management only recently rolled out the Classic bowl noodle product at 
the end of Q2. Tingyi’s turnaround in noodles is most likely to surface in 
late 2H 2016.
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Beverages
In the beverage segment, Tingyi continued to lose share in bottled water, 
juice, and RTD tea, as detailed earlier in our report (See “Growth and Com-
petitive Positioning” section). In bottled water, the removal of a prominent 
Tingyi logo and a new brand name confused consumers, which has re-
sulted in nearly 5% of market share loss in just two quarters alone. Tingyi 
rolled out a new version of bottled water packaging in Q2 and we believe 
sales are likely to stabilize in Q3 and Q4.

Results in both RTD Tea and Juice were similarly weak for Tingyi in Q1 
2016. In the juice category, Coca pulled away from UPC and Tingyi due a 
shift in the market toward Western flavors. Relative to Tingyi, however, 
UPC has been outperforming in the juice category since Q3 2015. We sus-
pect this outperformance is due to UPC’s success with Haizhiyan, which 
comprised ~40% of UPC juice sales in 2015.

UPC has similarly performed well in the RTD Tea segment, taking share 
from Tingyi in Q4 2015 and Q1 2016. We think this recent shift in market 
share has to do with Tongyi’s success with its Classmate Xiaoming RTD 
Tea product.

UPC’s recent success in 2015 Juice and RTD tea categories has mainly 
been on the back of two hit products – Haizhiyan and Classmate Xiaoming. 
However, we believe product cannibalization and limited product life cycle 
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are two risks that apply here – especially when product sales remain con-
centrated within their respective categories.
  
Haizhiyan achieved RMB 1.7 bln in sales in 2015, representing ~40% of 
UPC’s RMB 4.2 bln in juice sales. (vs. Classmate Xiaoming with RMB 900 
mln, or ~15% of UPC RTD Tea sales.) Importantly, the aggregate sales of 
Classmate Xiaoming and Haizhiyan increased from RMB 600 mln in 2014 
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to RMB 2.5 bln in 2015, for 
growth of RMB 1.9 bln (RMB 
2.5 bln – RMB 600 mln = RMB 
1.9 bln). UPC’s RTD Tea and 
Juice categories only grew a 
total of RMB 640 mln from 
2014-2015. If we exclude the 
contribution from these two 
star products, sales for UPC ac-
tually declined by RMB 1.3 bln 
(RMB 640 mln – RMB 1.9 bln 
= RMB -1.3 bln). For perspec-
tive, total sales for RTD Tea 
and Juice were approx. RMB 9.5 
bln in 2014, making a RMB 1.3 
bln decline reasonably substan-
tial. 

We have not observed a Tingyi 
launch which would compete 
directly with Haizhiyan and 

Xiaoming Tongxue, but we are actively monitoring the launch pipeline for 
such a product.

Recent Results and 
Turnaround Expectations 
Noodles Division – Recent Results and 
Turnaround Expectations
The most recent weakness in Tingyi’s earnings has been driven by the 
noodles division following Tingyi’s price hike.  Although sales and profits 
have declined in the noodles division, Tingyi still has 3x the scale of UPC 
and operates with a lower cost structure.  This competitive advantage (in 
noodles) has not eroded.

Tingyi has suffered share losses in the noodles segment due to a lack of a 
RMB 4.0 bowl noodle offering, and because UPC upgraded its packaging 
in this RMB 4.0 bowl noodle segment to appear more like Tingyi products. 
Instead price hikes on existing noodle products, UPC is focused on launch-
ing new premium offerings -- such as Soup Daren ( 汤达人 ) Light Noodles 

Above: UPC Juice: Haizhiyan ( 海之言 ); below: 
UPC’s RTD Tea Star Product Classmate Xiaoming 
( 小茗同学 )  |  Source: UPC; here

ttp://www.cw.com.tw/article/article.action?id=5069366
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( 轻蔬 ) and Douhui Xiaoguan ( 都会小馆 ). 

We believe Tingyi has several levers at its disposal to stem share loss and 
battle UPC:

1.  Tingyi re-introduced its Classic RMB 4.0 bowl noodle offering in Q2, 
and will likely regain share from UPC. Tingyi’s scale and low cost 
position allows it to undermine UPC prices, or earn greater profits 
than UPC at equivalent prices.

2.  Tingyi can imitate UPCs new successful noodle products such 
as Soup Daren, as well as beverage products for Haizhiyan and 
Xiaoming Tongxue (as it has done in the past). Tingyi can roll 
these out on a larger scale, with a larger marketing budget, and at 
competitive price points.

UPC Soup Daren, Light Noodles Douhui Xiaoguan | Source: Taobao
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For our noodles forecast, we perceive 2016 as another leg down from 2015 
results. From 2017 onwards, we view sales and margins as recovering to 
historical norms.  We forecast noodle margins as bottoming in 2016 and 
gradually trending toward ~9.5% net margins by 2020E. We emphasize 
that these margins are still below some of Tingyi’s historical earnings lev-
els.

The industry trend toward premium noodles and ASP growth should trans-
late to improved margins over time, and Tingyi’s results in the noodles 
category may exceed our expectations. 

Beverages Division – Recent Results 
and Turnaround Expectations

In 2015, Tingyi booked net margins of 0.8% in the beverages category. We 
believe margins in the beverage category have been compressed by:

1.  Non-Recurring Expenses: Termination and impairment losses associ-
ated with the Pepsi integration, and a high tax rate imposed on the 
beverage division for 2015.

2.  Low utilization thanks to heavy capex spend in recent years and a 
downturn in beverage sales in 2014-2015.
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Non-Recurring Expenses – Beverages Division
Outside of high depreciation (on the back of low volumes), impairments, 
high tax, and termination benefits, profitability in the beverages division 
has proven surprisingly resilient.

We expect substantial cost savings for Tingyi in 2016 and 2017 – mostly 
in the beverages division – from the end of termination benefits, impair-
ments, and high tax in the beverage division. Savings include the follow-
ing:

Table 5. Cost Savings Included in Our Estimates (USD)
Category 2016 2017 JCap Comments

Impairments 
(Noodles) ~9Mn Tingyi booked an impairment loss in the 

noodles business of USD 9 mln 

Impairments 
(Beverages) ~17Mn Tingyi booked an impairment loss in the 

beverages business of USD ~17 mln

Termination 
Benefits 
(Beverages)

~11.5Mn ~31Mn

Tingyi consolidated Pepsi in Q1 2012 
and agreed to keep Pepsi staff on their 
remuneration packages unchanged for 2 
years.

Tingyi paid 73 mln in termination 
benefits in 2014, 43 mln in 2015, and has a 
remaining 31 mln to pay in 2016.
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Chart 46. Segment Results before D&A, Finance Costs, 
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Source: Annual Reports
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Category 2016 2017 JCap Comments

Tax (Beverages) ~30Mn

Even with PBT in the beverages division 
growing by USD 30Mn in 2016, we expect 
Tingyi to pay ~30Mn less in tax for 2016 
(in the beverage division).  Tingyi booked 
unusually high income tax in the beverages 
unit in 2015. Backing out nondeductible 
expenses including impairments, termination 
benefits, and associate income, Tingyi 
booked 46% tax rate on the beverages unit. 
We expect tax rate to normalize to 27% in 
2016-20, above the statutory tax rate of 
25%

Total Savings ~67Mn ~31Mn

Net income in 2015 was 281 mln. ~70Mn 
mln of savings alone results in net profit 
growth of 25% (assuming no improvement 
in margins or revenue growth)

Table 6. Potential Further Cost Savings (Not Included in Our 
2016/17 Estimates) (USD)

Category 2016 2017 JCap Comments

Compensation 
paid to 
employees of JVs 
and Associates 
(Beverages)

~4.5Mn ~18Mn

Tingyi’s JV’s also implemented a 
compensation plan for staff reduction. In 
2015, paid (and expensed) USD 22.7 mln for 
this compensation

As of Dec. 2015, Tingyi identified further 
potential liabilities of approx. USD 18.265 
mln. We assume that these liabilities will be 
expensed in 2016

Staff savings 
(Mostly 
beverages)

~25 Mn ~25 Mn

Staff costs as % of sales has crept up from 
6-7% of sales during 2007-2011 to 10% of 
sales in 2015.  Staff numbers are declining, 
however.  At year-end 2011, Tingyi held 64k 
staff. Post Pepsi acquisition, this number 
hovered around 80k in 2012-2014. At year-
end 2015, staff declined to ~70k

If staff cost as % of sales returned to 
the pre-Pepsi integration average of 7%, 
Tingyi would have saved 3% in OPEX costs 
in 2015.  We think this amount of cost 
cutting is unlikely due to wage inflation, but 
estimate Tingyi could realize ~25 mln of 
savings per year on 10,000 staff reductions 
between 2014 and 2015.  We have not built 
these staff savings into our model for 2016 
and 2017.

Source: J Capital Research
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For 2016, we are forecasting slightly weaker segment margins for bever-
ages due to sales declining ~2.7% and mild operating deleverage.  How-
ever, cost savings laid out above mean that on a net profit level, we expect 
Tingyi to earn an additional USD 57M in profits in 2016 in the beverages 
division, of which 47.5% , or 27Mn, will accrue to common shareholders. 

Low Utilization – Beverages Division
Tingyi management has communicated that Tingyi is operating in ~30-
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40% capacity in the beverages segment. We believe this is due to Tingyi’s 
aggressive spend on beverage capex in recent years, and the decline in 
beverages sales – particularly in bottled water and juice.  Tingyi has been 
investing heavily in the drinks segment in recent years – devoting the ma-
jority of capex to the drinks category (see Chart 44).

We note that Tingyi’s depreciation in the beverages division reached a 
high of ~8% of sales in 2015. With some positive sales growth, we feel 
there is probably 300bps of margin recovery in this segment due to higher 
utilization and less aggressive capex spend in the next several years. Glob-
ally, bottlers tend to earn approx. 6% net margins, and we believe Tingyi’s 
beverage division should conservatively achieve profits in this ballpark.

Table 7: Net Margins of Global Bottlers
Company Ticker 2010 2011 2012 2013 2014 2015 Avg.

Coca Cola Femsa KOFL MM 9.5% 8.7% 9.0% 7.4% 7.2% 6.7% 8.1%

Coca Cola Icecek CCOLA TI 7.2% 4.1% 10.0% 9.4% 5.3% 1.7% 6.3%

Coca Cola Amatil CCL AU 10.8% 12.2% 8.9% 1.6% 5.4% 7.6% 7.8%

Pepsi Cola 
Products 
Philippines

PIP PM 4.6% 1.7% 4.4% 4.0% 3.2% 3.0% 3.5%

Coca Cola HBC EEE GA 6.2% 3.9% 2.7% 3.2% 4.5% 4.4% 4.2%

Arca Continental AC* MM 9.7% 8.8% 9.0% 9.9% 10.5% 9.5% 9.6%

Average 6.5%

Source: Bloomberg
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We note that outside of the CSD segment, Tingyi derives the overwhelm-
ing majority of sales from its own brands. Thus, Tingyi’s beverage divi-
sion may likely exceed 6% net margins in the long term, although we have 
conservatively modeled the business to achieve ~6% net margins in 2020E. 
Tingyi’s Chairman Wei Ing-Chou has guided sustainable net margins in 
the beverage business to be in the range of 6-8%, above our current fore-
cast.

The Long Run – Industry 
Premiumization a Positive

In 2015, it has become increasingly clear that Tingyi’s main competitor, 
UPC, is moving up market with new launches. We have observed that all 
of UPC’s launches in 2015 for noodles have been in the RMB 5 and above 
price range. Tingyi’s product introductions seem more mixed, but there are 
new launches where Tingyi seems to be exploring the RMB 5.0 price point 
and above in noodles.

Table 8. UPC Instant Noodles (Old Products v. 2015/2016 
Launches)
Series / Flavor RMB/bowl Grams RMB/gram

New Launches
Soup Daren 汤达人 5.5 85 .064

Soup Daren (Big Bowl) 汤达人 ( 大碗 ) 6.9 130 .053

Revolution Noodles 革面 5.5 120 .046

The Champion 冠軍榜 9.9 122 .081

Light Noodle 轻蔬 4.9 73 .067

Douhui Xiaoguan 都会小管 5.0 107 .047

Manhanyan 滿漢宴 29.9 111 .270

Old Products
Stewed Beef Noodle 卤牛肉面 4.0 114 .035

Laotan Pickled 
Cabbage 老坛酸菜牛肉面 3.9 120 .033

Roast Beef Noodle 红烧牛肉面 3.9 105 .037
Source: Company Filings, Yihaodian, Taobao, J Capital Research

Table 9. Tingyi Noodles (Old Products v. 2015/2016 Launches)
Series / Flavor RMB/bowl Grams RMB/gram

New Launches
Fresh Banquet Noodle 爱鲜大餐 5.5 100 .055
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Series / Flavor RMB/bowl Grams RMB/gram

Black Pepper Beef 
Noodle 黑胡椒牛肉面 3.8 111 .034

Soup Master 汤大师 6.0 79 .075

Plenty Fine Ingredients 珍料多 5.0 79 .063

Mian Ba Cooked 
Noodle 面霸 4.0 / pack 120 .033

Crispy Fatty Noodle 脆旋风 1.0 / pack 35 .029

Old Products
Laotan Pickled 
Cabbage 老坛酸菜牛肉面 4.5 125 .036

Braised Pork Rib 
Noodle 红烧排骨 4.5 111 .034

Stewed Beef Noodle 卤香牛肉面 4.5 111 .034

Roast Beef Noodle 红烧牛肉面 4.2 107 .039
Source: Company Filings, Yihaodian, Taobao, J Capital Research

On the beverages side, UPC and Tingyi’s new product launches appear to 
also be moving upmarket, although Tingyi’s to a lesser degree. We per-
ceive UPC’s and shift toward high end market drinks as potentially reduc-
ing competition on Tingyi’s traditional drink products over time. Similarly, 
Tingyi’s expansion into some higher priced beverage segments may result 
in Tingyi capturing some higher margin products. 

Table 10. UPC Beverage Products (Old Products vs 
2015/2016 Launches)

Series / Flavor Category RMB/
Drink mL RMB/L

New Launches
Haizhiyan 海之言 Juice 4.0 500 8.0

Classmate Xiaoming 小茗同学 RTD Tea 6.0 480 12.5

Weishike 微食刻
100% Vegetable 
Juice 9.9 280 35.4

Joysun 怡赏 Orange Juice 5.0 200 25.0

Xiaoye 小嘢 Milk Tea 3.0 250 12.0

Assam Small Milk 
Tea

萨姆小奶
茶

Milk Tea 6.0 360 16.7

Aqua More 水趣多 Bottled Water 5.0 500 10.0

Bama Kuang 吧马泉 Bottled Water 12.5 500 25

Tea La Tour 緹拉圖 RTD Tea 5.0 450 11.1

Old Products

Tongyi Iced Tea 统一冰红
茶

RTD Tea 2.5 500 5.0
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Series / Flavor Category RMB/
Drink mL RMB/L

Tongyi Green Tea 统一绿茶 RTD Tea 2.5 500 5.0

Tongyi More Juice 统一多果
汁

Juice 2.5 450 5.6

Assam Milk Tea 萨姆小奶
茶

Milk Tea 4.0 500 8.0

Crystal Sugar Pear 
Juice 冰糖雪梨 Juice 2.5 500 5.0

Source: Company Filings, Yihaodian, Taobao, J Capital Research

Table 11. Tingyi Beverage Products (Old Products vs 
2015/2016 Launches)

Series / Flavor Category RMB/
Drink mL RMB/L

New Launches
Nong Nong 浓浓 RTD Tea 4.5 450 10.0

Qingyang Juice 
Series 轻养系列 Juice 2.5 500 5.0

Weiquan 味全 Probiotics (CSD) 4.0 450 9.0

HanYangQuan 涵養泉 Bottled Water 3.0 500 6.0

Wei Dong Li (Vitamin 
Water) 百事维动力 Functional Water 4.2 600 7.0

Shui Yang 水漾 Functional Water 3.5 550 6.4

Old Products
Classic Milk Tea 经典奶茶 RTD Tea 4 500 8.0

Iced Tea 冰红茶 RTD Tea 2.7 500 5.4

Green Tea 绿茶 RTD Tea 2.7 500 5.4

Youyue Water 优悦水 Bottled Water 1.1 550 2.0

Crystal Sugar Pear 
Juice 冰糖雪梨 Juice 2.7 450 6.0

Jasmine Tea 茉莉清茶 RTD Tea 2.50 550 4.5
Source: Company Filings, Yihaodian, Taobao, J Capital Research

 
Besides product launches, UPC has publicly vocalized its desire to move 
upmarket. UPC Chairman Alex Low was in Hong Kong on April, 2016 do 
discuss UPC’s upgrade strategy:

Table 12. UPC Upgrade Strateg and JCap Comments
UPC Chairman Comment JCap Comment

A normalized net margin of F&B 
companies should be around 10%-
12%, potentially reaching 20% for 
differentiated products

We forecast Tingyi to reach 8% net 
margins by 2020



59

June 16, 2016

Tingyi (0322 HKG)

Jeff Dorr          jeff@jcapitalresearch.com          +852 2534 7405
See final page for disclaimers. 

UPC Chairman Comment JCap Comment

Two key swing factors of UPC’s profit 
are the margin profile of its product 
portfolio and the competitive landscape. 
Product differentiation has enabled UPC 
to walk away from the head-to-head 
competition with those “me-too” players 
since 2015

Barriers to entry on product 
innovation are low in the F&B 
segment. Tingyi can imitate UPC’s 
products, and roll them out with 3x 
the scale while conserving on R&D 
and marketing expense

In the instant noodle market with retail 
price above RMB5.00 per bowl/cup, UPC 
currently commands a share of 40%. Its 
key competitor is Nissin Foods (2897 JP) 
which generates approximately RMB2 
bln from its China noodle sales

UPC’s main competitor in bowl 
noodles is Tingyi; UPC’s focus on 
competing with Nissin is positive 
for Tingyi, as it suggests UPC is 
moving away from mass market

According to Tingyi’s March 
2015 debt prospectus, Tingyi has 
a volume market share of ~62% in 
bowl noodles in China. According to 
the same prospectus, bowl noodles 
have a suggested retail price of 
RMB 3-6

Tingyi sold USD 1.7 bln of bowl 
noodles in 2015 (or ~11 bln RMB)

Given the rising labor costs in China, 
F&B players should depend more on 
brand power to gain consumer traction 
and promote sales. Cost advantage and 
economies of scale turn less important 
as consumers firstly want differentiation

Cost advantages and economies of 
scale matter

The product life cycle is getting shorter 
in face of the Chinese consumers who 
are embracing the whole world. Thus, 
UPC will launch different flavors under 
the same sub-brands to maintain the 
vitality of its product portfolio, though 
sometimes some new flavors are 
introduced simply to highlight the classic 
flavors

Product innovation matters, but UPC 
gains in past product launches have 
been short lived. UPC hit products 
like “Lao Tan Pickled Cabbage and 
Beef Flavored Noodles” and “Crystal 
Sugar Pear Juice” had short product 
cycles and suffered sales declines in 
1-2 years

Tingyi will introduce new flavors 
to compete with successful launches 
from UPC

UPC has no intention to impose direct 
price hike on its existing old items, as 
such behavior is doomed to fail 

Price hikes come from market 
leaders (see Tingyi’s price hike 
on noodles space), and are later 
followed by smaller competitors

The main purpose of launching RMB29.9/
bowl noodles is to test the market, while 
having UPC’s team practice managing 
top-end products

Testing niche markets makes sense 
for UPC, and we believe that UPC 
will ultimately leave most of the 
mass market to Tingyi
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UPC Chairman Comment JCap Comment

China's distributors are becoming 
increasingly selective on brands and 
products, given the rising operation cost 
including intensive labor. UPC is forming 
partnership with distributors with similar 
mindsets

Tingyi’s partnerships with Pepsi, 
Starbucks, Disney, China’s NBA, and 
Calbee Chips speaks to the strength 
of Tingyi’s distribution network

Source: BOCOM 2016; J Capital Research & Analysis

Why Do We Think Our Forecasts Are 
Reasonable?

From 2015-2020E, our forecasts call for 4.2% growth in beverage sales and 
3.7% growth in the noodles division.  Excluding carbonates, which was 
acquired by Tingyi in 2012, Tingyi’s sales beverages sales have grown at 
10.7% CAGR since 2008.  Growth in noodles was 8.2% over the same time 
period.  We believe our growth estimates for Tingyi are achievable.

The majority of value in Tingyi’s share price will most likely be deter-
mined by improvements in Tingyi’s profitability.  As a reference point for 
readers, we show our OP margin forecast for the noodles and beverages di-
vision below, as well as EBITDA margin and OPEX expectations for Tingyi.  
Our estimates call for aggressive improvements in profitability, particu-
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larly in the beverages division. In a historical context, however, we believe 
our estimates are achievable. 

From 2015 to 20120, we are forecasting for 6.2% compression in OPEX 
expenditure.  We think up to ~3% of this OPEX compression could result 
from labor savings as Tingyi integrates Pepsi, and another ~2% could come 

14.9%
15.3%

16.2%

15.1%

12.1%

13.1%

10.6%
11.2%11.4%11.5%

12.5%
13.0%

13.5%
13.8%

8%

9%

10%

11%

12%

13%

14%

15%

16%

17%

2007 2009 2011 2013 2015 2017E 2019E

Chart 48. EBITDA Margin (2007-2020E)

Source: Annual Reports, J Capital Research

23.0%23.0%
23.8%

20.0%20.2%

24.3%

25.4%25.3%

27.9%
28.4%

26.3%

24.1%

22.5%
21.7%

15%

18%

21%

24%

27%

30%

2007 2009 2011 2013 2015 2017E 2019E

Chart 49. Tingyi Total Company OPEX as % of Sales

Source: Company Filings, J Capital Analysis



62

June 16, 2016

Tingyi (0322 HKG)

Jeff Dorr          jeff@jcapitalresearch.com          +852 2534 7405
See final page for disclaimers. 

from D&A savings as utilization improves.  The remaining 1-2% could 
come from savings on impairments and termination expenses, as well as 
industry pricing resulting in better pricing.

D&A as a % of Sales increased substantially in 2015 due to weak sales, and 
should normalize over time.
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Source: Annual Reports
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Staff costs have increased as a proportion of sales over the last 8 years.  
We think this figure will normalize back to approx. 7-8% following Tingy’s 
cuts in the Pepsi division.

Valuation
Our Common Sense Approach
Tingyi currently trades for HKD 37 bln in market cap, or ~USD 5 bln. Tin-
gyi currently carries net debt of USD 1 bln, which brings the total enter-
prise value to USD 6 bln. Since 2009, Tingyi has brought in approximately 
USD 925 mln in operating cash flow per year on a consolidated basis, and 
spent roughly the same in capex.

We anticipate Tingyi to reduce capex substantially in the coming years, 
averaging ~300 mln per year (Tingyi management is targeting Capex of 
USD 250 mln in 2016). On a consolidated basis, we believe Tingyi will con-
tinue to earn ~900 mln-950 mln per year in operating cash flow after 2016, 
implying annual cash earnings of approximately USD 600-700 mln after 
capex.

After backing out minority interest for the beverages business, we see 
Tingyi generating ~500 mln in FCF beginning in 2017, and reaching ~600 
mln by 2019/2020 as margins improve. This implies that Tingyi is trading 
roughly 11-12x our 2017 cash flow estimates today (in EV terms).

We believe this represents an attractive entry opportunity, and wonder 
where else we might find a consumer franchise with leading market share, 
durable competitive advantage (cost structure), long term growth potential, 
and margin expansion story trading for 11-12x cash flow. 

P/E Approach
For 2016 earnings, we forecast declining sales in 2016 and derive all of our 
earnings growth from cost savings (see cost savings outlined above). These 
cost savings amount to 5% growth in total earnings, but a decline of -5% 
to common shareholders after stripping out minority interest on the bever-
age side. This anomaly is due to the fact that we are forecasting a recovery 
in beverages earnings in 2016 (mostly due to tax savings), but an earnings 
decline in the noodles business.

For 2017 we project substantial earnings growth as termination expenses 
in the beverages division come to an end, and sales stabilize. We are fore-
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casting 45% total profit growth for 2017, or 37% growth to common share-
holders after stripping out minority interest in the beverages division.

We apply a 20x forward multiple on Tingyi’s 2017 earnings of 334 mln, 
reaching a market capitalization of USD 6.7 bln, representing 34% upside 
from today’s market cap of approx. USD 5 bln.

UPC, trading at 25x 2016 estimates, is priced more dearly than Tingyi. 
While we concede that UPC has generated revenue and share growth in 
recent quarters off of hit products Haizhiyan and Xiaoming Tongxue, we 
view UPCs sales concentration as a risk. Recall that Haizhiyan alone ac-
counts for some 40% of UPC’s juice sales, while Xiaoming Tongxue is ~15% 
of UPC’s RTD Tea sales. On the noodles side, we have less recent estimates, 
but we note that Daiwa estimated that in 2014, 60% of UPC’s noodle sales 
came from the Lao Tan Spicy Pickled Cabbage Flavor, vs. Tingyi, where the 
flavor represented some ~15% of sales.20  In our view, Tingyi has substan-
tially less concentration risk in its product mix, and we view its quality of 
earnings as higher than those of UPC.

DCF Approach
We discount our projected cash flows by 11% and assume a 14x terminal 
multiple (15x for beverages division and 13x for noodles division, leaving 
us a price target of 9.4, or a ~36% upside on today’s price of ~6.68. We pre-

20  Daiwa, 2014
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fer the DCF approach because it captures Tingyi’s ensuing turnaround over 
a 3-5 year period.

Table 13. DCF Approach

Terminal Mult.

Discount Rate

9.4 9% 10% 11% 12% 13%

15.0x 10.4 10.1 9.7 9.4 9.1

14.5x 10.3 9.9 9.6 9.2 8.9

14.0x 10.1 9.7 9.4 9.1 8.8

13.5x 9.9 9.6 9.2 8.9 8.6

13.0x 9.7 9.4 9.1 8.8 8.5
Source: J Capital Research

Risks
‣ Currency depreciation – We have not factored currency depreciation 

into our estimates.  Tingyi reports in USD, but all of its sales and 
operations are in mainland China.  The bulk of Tingyi’s debt is USD 
based, although Tingyi expects to refinance this funding in RMB in 
2016.  While currency depreciation remains a real risk, we think that 
even in a downside scenario of 15-20% RMB depreciation, the aggre-
gate upside for the stock is greater if Tingyi can return to historical 
levels of profitability.

‣ Related party transactions – Tingyi has historically engaged in 
related party transactions with the Ting Hsin Group.  All (to our 
knowledge) have been disclosed. The most substantial among these 
occurred in 2014, when Tingyi purchased a USD $402Mln property 
in Minhang District, Shanghai, from the Ting Hsin Group as a new 
corporate headquarters.  Tingyi also supplies beverages to Dicos, 
which is 88% controlled by the Ting Hsin group.

‣ Food scandal – In 2014, the Ting Hsin group had a food safety scan-
dal for its subsidiary called Wei Chuan food in Taiwan for selling 
cooking oil and olive oil that was mixed with low grade oils.  The 
scandal was limited to Wei Chuan foods was previously managed 
by Wei Ying Chun, one of the four Wei brothers.  Wei Chuan food in 
Taiwan sells processed food ranging from ice cream to MSG.  The 
cooking oil scandal surrounding Wei Chuan Foods ( 味全食品 ) -- 
ongoing since 2014 -- has not impacted Tingyi’s stock price, and has 
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only affected Wei Chuan in Taiwan.  Wei Ying Chun has stepped 
down, and Wei Ying Chun has been found guilty of defrauding con-
sumers and breaching food safety laws for selling tainted cooking/
olive oil in Taiwan.  He was sentenced to four years in jail for selling 
contaminated food in March, 2016, but is expected to pay a fine.  The 
public backlash in Taiwan to the Wei Chuan cooking oil scandal was 
harsh, and there are people out calling for boycotts of the Ting Hsin 
group’s products in Taiwan and in mainland China – the idea being 
that if one brother from the family was cheating on low grade oil, 
then Tingyi could possibly be making similar transgressions (source).

https://jcapitalresearch.box.com/s/65cy7z1br7ropy1usrw1rv927z3tx1ej
https://jcapitalresearch.box.com/s/ksnvgifdr3zw776joxn6ivfy30xtfg8v
http://www.taipeitimes.com/News/front/archives/2016/03/26/2003642451
http://www.chinapost.com.tw/taiwan/china-taiwan-relations/2014/10/22/420031/China-calls.htm
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