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Ticker: HERB
Recommendation: BUY

Current Price: $7.60 Target Price: $13.20

Highlights:

< HERB is a diversified group that designs, develops, manufactures, and markets farming and side-line products,
including chemical materials and products, textiles, construction materials and livestock.

<~ The company has generated significant growth in revenue and earnings over the past few years and has been
able to increase its operating profit margin year on year.

<~ The company has also recently entered into agreements with HEMP Inc and with IBC International to
respectively import hemp related products, and to develop and license infant and toddler formulas.

< We estimate that the current market price is undervalued and that the expected price should be closer to $13.2.
This represents a 725% premium over the current market price.



Business Description

YaSheng Group (OTCQB: HERB), through its subsidiaries, designs, develops, manufactures, and markets farming
and side-line products; chemical materials and products; textiles; construction materials; and livestock and poultry
primarily in the People’s Republic of China. The company was founded in 1998 and is based in Redwood City,

California. YaSheng Group is a subsidiary of Gansu YaSheng Industrial Group Co., Ltd.

The company engages in cultivating, processing, marketing, and distributing various food and agro-by-products,
which include field crops, such as cotton, corns, barley, wheat, flax, and alfalfa; vegetables, including onions,
potatoes, beet, and peas; fruits comprising apples, pears, and apricots; specialty crops consisting of hops, wolfberries,

cumin, hemp, and liquorices; and seeds, such as black melon, sunflower, corn, and flax seeds.

The Company is also involved in animal husbandry activities, and also provides animal food products consisting of
chicken and eggs. The company’s chicken operations include breeding and raising chickens, as well as processing

live chickens into fresh, frozen, and value-added chicken products.

The company also manufactures construction materials that include ordinary Portland cement under the Tiger-
Hunting Mountain brand name; and designs, develops, and markets new technologies related to agriculture and
genetic biology. The company sells its products to direct customers; and to food processors, supermarkets, and

wholesale stores through distributors. YaSheng Group also exports its products.

Overview of the Global Food Products Industry

According to Market Line, the global food products market grew by 5.2% in 2011 to reach a total value of $4,126.3

Billion.

According to Market Line, by 2016, the global food products market is expected to have a total value of $5,201 Billion,

which represents an increase of 26% over the value in 2011.

Within the global food products market, the largest segment, representing nearly 40.6% of the total value is the Asia-

Pacific region.

Kraft Foods Inc is the leading company in the global food products industry, accounting for nearly 1.4% of the total

value.



The global food product market had total revenues of $4,126.3 Billion in2011, representing a compound annual
growth rate (CAGR) of 4.3% between 2007 and 2011. The European and Asia-Pacific markets grew with CAGRs of
3.5% and 4.9% respectively, to reach values of $1,276 billion and $1,675.4 billion in 2011.

The agricultural products segment had total revenue of $2,073.6 billion or 50.3%, while the packaged goods segment

contributed revenue of $2,052.7 billion or 49.7% of the aggregate revenue.

The performance of the industry is forecast by MarketLine to accelerate, with a forecast CAGR of 4.7% for 2011-2016,
which is expected to grow the aggregate value to $5,201 billion by 2016. The European and Asia-Pacific segments
are forecast to grow with CAGRs of 3.6% and 5.5% respectively, to reach values of $1,523.6 billion and $2,187.5
billion by 2016.

Figure 1: Global Food products market value for 2007-2011 (in $Billions)

4200

4100

4000

3900

3800

3700

3600 m $ Billion
3500

3400

3300

4200 Source:
3100 : . . : | Market

2007 2008 2009 2010 2011

Figure 2: Geographical Revenues
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Figure 3: Global Food products market forecast: 2011-2016.
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Yasheng Group, founded over 30 years ago, is a US holding company that conducts primarily agricultural operations
in the Northwest of China. Today it is one of China’s leading producers and marketers with six major product
segments including field crops, vegetables, fruit, specialty crops, hops, hemp, seeds, beef and poultry. Yasheng is a
supplier of high-quality agricultural products to world-famous conglomerates such as McDonald’s, KFC, Tsingtao
Beer, and Pepsi. The company is led by a highly qualified management team and has total assets of approximately

$2 billion, over 15,000 employees, and a history of strong sales and earnings growth.

In February 2014, the company announced that it had successfully shipped its first shipment of hulled hemp seeds to
the US. The shipment is a first step in an agreement made last year between HEMP Inc and Yasheng to contract
farm approximately 600 mu of hemp in China for import to the US. Yasheng is currently preparing to ship the
remainder of the crop in the form of fibre, chaff and hulled seeds. The two companies are currently negotiating a new

contract for the 2014 planting season.

Yasheng is expanding its industrial hemp production in response to growing worldwide demand for the crop based on
the high nutritional value of the seeds and the antimicrobial properties of the plant’s fibre. Hemp production is also
increasingly attractive due to the lack of need for pesticides or herbicides, and the relatively small amount of water

and fertilizer required for cultivation.

According to The Hemp Industries Association, 2012 retail sales for hemp products in the US exceeded $500 million.

It is estimated that there are more than 25,000 products on the global market today made from hemp materials.

In February of 2014, Yasheng established Hemp Route Limited, a subsidiary created to manage the international

distribution of its hemp products.

In December 2013, HERB announced that it has entered into a Joint Venture with IBC International LLC (a Utah-
based food manufacturer), to form Angel Star Nutrition LLC — a Delaware-based Limited Liability Company. The
purpose of the new venture is to produce powdered infant formula and other nutrition products for distribution

worldwide.

Yasheng Group and IBC have worked closely over the past 34 months to develop and license infant and toddler
formulas for importation into mainland China to address China’s increasing demand for foreign-made milk powder.
During this period Yasheng Group has acquired the necessary licenses from China’'s CIQ to begin commercial
shipment importation, while IBC has secured the necessary FDA and USDA approvals and plant certifications to

begin production and exportation of powdered Infant formula.



Yasheng Group and IBC will be co-owners of Angel Star Nutrition LLC, with each party holding a 50% stake in the
venture. Under the new agreement, Yasheng Group will retain all marketing rights for products produced by the
venture and distributed in China, Hong Kong and Taiwan. The parties will work together to develop markets for Angel
Star products in other countries. Angel Star products are currently in various stages of governmental approval in
Vietnam, the Philippines, Indonesia and Mexico. Angel Star expects to expand its line of products into other areas of
nutrition supplementation over the next 36 months — including products for aging adults and pregnant women, as

well as supplements specifically designed for use by diabetics — an increasing problem in China.

According to the China Dairy Industry Association, the infant formula milk powder market in China has had an
average annual increase of 22.9% since 2000 and is now the second largest in the world. It is estimated that the
infant formula market will reach $12.0 billion in 2013 and that China will become the worlds’ largest consumer of
infant milk powder in the near future, with over 20 million new-borns every year. Recent changes in China’s one-child

policy are expected to spur additional growth in this segment.
Financial position

Table 1: Income statement for 2008-2012 (key variables)

$"000 2008 2009 2010 2011 212
Revenue 736,13 739,630 349454 949,131 993,103
Gross Profit 31,206 34,54 105,353 11,605 133,135
Revenue growth 12% 0% 15% 12% 5%
Gross profit

margin 1% 11% 12% 13% 13%
Operating Profit 76,320 79,363 99,073 115,620 126,642
Operating marngin 10% 1% 12% 12% 13%

Table 1 above shows that the company has experienced significant growth in revenue over the past few years. The
company has been also able to maintain and improve its gross profit margin. The operating margin for the period is

significant and has grown steadily over the past five years.

Table 2: Balance sheet for 2008-12 (key variables)



$°000 2008 2009 2110 211 A2
Total Assets 1,727,518 1,749,423 1,362,290 2,057,504 2,159,983
Total liabilitites 200,235 141,611 108,303 98,441 69,215
Net tangaible

Assets 1,527,283 1,607,312 1,753,487 1,959,063 2,090,763
Growth in Total

assetes 7% 1% 6% 10% 5%
Growth in Total

liabilities -20% -29% -3% -10% -30%
Cash 7,330 3,010 10,117 10,714 10,930

Table 2 shows the company has been able to grow its total assets over the past few years, while at the same time,
reduce its liabilities, and thereby increase the Net asset position of the company. The balance of cash has also

increased significantly from being around $7.9 million in 2008 to nearly $11 million in 2012.

Table 3: Cash flow for 2008-12 (key variables)

$°000 2008 2009 210 2am1 A2
Net cash from

operating

activities 69,942 39,643 65,233 36,020 23,703
Net cash from

investing activities - 141,950 - 17,561 - 40,373 - 77,639 - 11,122
Net cash from

financing - 30,573 - 21,998 - 24462 - 939 - 13,204

Table 3 shows the cash flow statement for 2008-12. The operating cash flow has been significant and positive for the

five year period. Operating cash flow was down in 2012 due to an increase in inventories of nearly $86 million.

Table 4: Revenue for the last four quarters

$°000 Dec-12 Mar-13 Jun-13 Sep-13
Revenue 300,351 205,156 192,745 290,003
% growth 0% 32% 6% 50%




Table 4 shows that the revenue growth has been very volatile for the last four quarters. The total revenue for the last

four quarters is $989 million, and the net income was $172 million, which represents a net profit margin of 17.4%.

Value of the company

Even if we ignore the potential revenue and earnings growth expected in 2014 due to the HEMP Inc and the Angel

Star Nutrition agreements, HERB still looks undervalued compared to its earnings.

Based on the earnings of the last four quarters, we obtain earnings per share (EPS) of $1.13 using the shares

outstanding balance of 155.1 million.

Using the industry average Price/Earnings (P/E) ratio of 17.5.

We obtain an estimated Price of $19.79.

However, only 14.15 million of the shares of free float, with the remaining 90.87% closely held.

We need to use a closed company discount of 33% to take into account the thinly traded nature of the company.
We obtain an adjusted value per share of $13.2.

This represents a premium over the current market price of 725%.

Summary

Yasheng Group (OTC: HERB) , through its subsidiaries, designs, develops, manufactures, and markets farming and
sideline products; chemical materials and products; textiles; construction materials; and livestock and poultry primarily
in the People’s Republic of China.The company engages in cultivating, processing, marketing, and distributing
various food and agro-by products, which include field crops, such as cotton, corns, barley, wheat, flax, and alfalfa;
vegetables, including onions, potatoes, beet, and peas; fruits comprising apples, pears, and apricots; specialty crops
consisting of hops, wolfberries, cumin, hemp, and liquorices; and seeds, such as black melon, sunflower, corn, and

flax seeds.



The revenue and earnings generation of the company, the growing operating and net income margins, suggest to us

that the company should be a BUY.

FORWARD-LOOKING DISCLAIMER

This report may contain certain forward-looking statements and information, as defined within the meaning of Section
27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, and is subject to the Safe
Harbor created by those sections. This material contains statements about expected future events and/or financial
results that are forward-looking in nature and subject to risks and uncertainties. Such forward-looking statements by
definition involve risks, uncertainties and other factors, which may cause the actual results, performance or

achievements of mentioned company to be materially different from the statements made herein.

COMPLIANCE PROCEDURE

Content is researched, written and reviewed on a best-effort basis. This document, article or report is written and
authored by Osman Ghani, Chartered Financial Analyst. An outsourced research services provider represented by
Osman Ghani, Chartered Financial Analyst, provided Small Cap Street, LLC this article or report. However, we are
only human and are prone to make mistakes. If you notice any errors or omissions, please notify us below. Small Cap
Street, LLC and BrokerBank Securities, Inc. are not entitled to veto, interfere or alter the articles, documents or report
once created and reviewed by the outsourced research provider represented by Osman Ghani, Chartered Financial

Analyst.

If you wish to have your company covered in more detail by our team, or wish to learn more about our services,
please contact us at admin@smallcapstreet.com. For any urgent concerns or inquiries, please contact us at

admin@smallcapstreet.com.

NO WARRANTY OR LIABILITY ASSUMED

HERB has not compensated Small Cap Street, LLC, BrokerBank Securities, Inc, or Osman Ghani, Chartered
Financial Analyst for the creation or dissemination of this report. Small Cap Street, LLC and BrokerBank Securities,
Inc, is not responsible for any error which may be occasioned at the time of printing of this document or any error,
mistake or shortcoming. No liability is accepted by Small Cap Street, LLC and BrokerBank Securities, Inc.
whatsoever for any direct, indirect or consequential loss arising from the use of this document. Small Cap Street, LLC

and BrokerBank Securities, Inc. expressly disclaims any fiduciary responsibility or liability for any consequences,


mailto:admin@smallcapstreet.com
mailto:admin@smallcapstreet.com

financial or otherwise arising from any reliance placed on the information in this document. Small Cap Street, LLC
and BrokerBank Securities, Inc. do not (1) guarantee the accuracy, timeliness, completeness or correct sequencing
of the information, or (2) warrant any results from use of the information. The included information is subject to

change without notice.

Small Cap Street, LLC is the party responsible for hosting the full analyst report on smallcapstreet.com. BrokerBank
Securities in the party responsible for issuing the press release and Osman Ghani, Chartered Financial Analyst, is the
author of research report. Information in this release is fact checked and produced on a best efforts basis by Osman

Ghani, Chartered Financial Analyst.



