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Qian Hu Corporation

Back to basics?

Reassuring picture emerges at end FY2005. Qian Hu's 4Q05 performance
was promising, with pretax profit up 103% to S$1.37m compared to S$0.67m
in 4Q04, driven by improving margins from its Ornamental Fish division.
After falling to a low of 6% in 2Q05, operating margins for the Ornamental
Fish division have since recovered to 13% in 3Q05 and 20% in 4Q05. Within
the Ornamental Fish division, operating profit for 4Q05 rose 147% YoY,
largely due to improved margins from the sale of self-bred Dragon Fish.

Marginal contributions from Accessories and Plastics. Margins for the
Accessories division average 2.2% compared the average of 13.2% achieved
by the Ornamental Fish division in FY05. Accessories products have low
barriers to entry and are vulnerable to intense price competition, leading to
thin margins. Over the same period, margin for the Plastic division was
4.4%. We do not expect Plastic to be a meaningful contributor to group
earnings due to its low margin and its low sales volume. The Accessories
division will only be marginally profitable over the forecast horizon.

Downstream ownership of customers is a long shot. Following our recent
meeting with management, it appears that while downstream move towards
retail outlets will remain, the pace and the scale of this strategy will likely
be moderated to avert a heavy drain on funds. Management is tentatively
considering adding 1~2 new outlets in 2006.

Maintain HOLD. The stock currently trades on prospective 2006 PER of
15x and a P/B multiple of 0.82x relative to the broader market's PER of
16.5x and P/B multiple of 1.8x. Our fair value estimate of Qian Hu is S$0.27
based on a P/B multiple of 0.8x. Qian Hu’s initial attempt to build a regional
network of retail outlets has yet to deliver significant results and this has
been a concern for investors. The improving margin trend, as seen from its
FYO05 results, and a more restrained pace of new outlet installation is reassuring.
Sustained high margins for its key Ornamental Fish division over the new few
quarters will be needed to confirm improved profitability. Until then, we maintain
our HOLD recommendation.

Year to Turnover EBIT Net Profit EPS EPS Growth Consensus EPS PER Net Div Yield
31 Dec (S$m) (S$m) (S$m) (cents) (%) (cents) x) (%)
FY 04 65.5 6.0 1.6 1.3 - - 22.0 -
FY 05 66.3 6.9 2.0 1.6 25.2 - 17.6 1.5
FY 06F 69.6 7.6 2.4 1.9 17.0 2.1 15.1 1.8
FY O7F 73.6 8.3 2.7 2.1 11.3 - 135 2.0

Please refer to the important disclosures at the back of this document.
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Income Statement

Year Ended 31 Dec (S$m) FYo04 FY05 FYO6F FYO7F
Revenue 65.5 66.3 69.6 73.6
Cost of sales -42.5 -42.6 -44.7 -47.1
Distribution expenses -2.5 -2.1 -2.4 -2.4
Administrative expenses

Other operating expenses -16.8 -16.6 -17.1 -18.0
EBIT 3.9 4.6 5.2 5.8
Exceptional items 0.0 0.0 0.0 0.0
Finance costs -04 -0.5 -04 -0.4
Profit before tax 34 41 4.8 54
Tax credit/(expenses) -1.2 -1.2 -1.4 -1.5
Profit after tax 1.6 2.0 2.4 2.7

Balance Sheet Statement

As at Dec FYO04 FYO05 FYO6F FYO7F
Cash 4.2 4.8 3.9 4.5
Other current assets 21.6 21.9 23.0 24.4
Fixed assets 16.3 17.2 18.1 19.1
Other non-current assets 14.1 12.7 12.4 12.1
Non-current assets 8.8 11.9 10.2 10.7
Total assets 64.9 68.4 67.6 70.7
Current liabilities (excl. debt) 8.1 8.8 9.3 9.8
Debt 11.8 11.0 9.5 10.1
Other long term liabilities 2.7 2.9 1.3 1.4
Total liabilities 225 22.7 20.1 21.3
Shareholders equity 37.6 40.5 42.3 44.3
Minority interest 4.8 5.2 5.2 5.2
Total equity and liabilities 64.9 68.4 67.6 70.7
NTA per share (S$) 0.29 0.32 0.33 0.35

Cash Flow Statement

As at Dec FYo4 FY05 FYO6F FYO7F
Operating cash flow before working capital changes 6.4 7.7 7.7 8.3
Working capital changes -8.0 0.1 -1.4 -1.7
Tax and net interest expenses -1.5 -1.1 -1.2 -1.2
Exchange differences 0.0 0.0 0.0 0.0
Net cash from operations -3.1 6.7 5.0 5.4
Investing cash flow -2.9 -4.0 -2.0 -2.0
Net change in debt 6.5 -2.1 -3.9 -2.8
Proceeds from share issue 0.1 0.0 0.0 0.0
Payment of dividend to shareholders -0.5 0.0 0.0 0.0
Interest paid/(received) 0.0 0.0 0.0 0.0
Financing cash flow 6.0 -2.1 -3.9 -2.8
Net cash incease in cash/cash equivalents 0.0 0.6 -0.9 0.7
Cash at beginning of year 4.1 4.2 4.8 3.9
Cash at end of year 4.2 4.8 3.9 45
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Key Ratios

FYO04 FY05 FYO6F FYO7F
PER(x) 21.3 17.0 14.5 13.0
Price/Book (x) 0.9 0.9 0.8 0.8
EV/EBITDA (x) 11.3 6.5 5.9 5.4
Dividend yield (%) 0.0% 1.5% 1.8% 2.0%
ROE (%) 4.3% 5.0% 5.6% 6.0%
Net gearing (%) 25% 23% 19% 19%

SGX-MAS RESEARCH INCENTIVE SCHEME
OCBC Investment Research Pte Ltd (OIR) produced this report under the SGX-MAS Research Incentive Scheme.
OIR is compensated S$5,000 per annum for each company covered under the Scheme.

SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC Investment Research'’s (OIR) technical comments and recommendations are short-term and trading oriented.
However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment
horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10% from the current
price; Sell = More than 10% downside from the current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated, reproduced
or distributed in whole or in part to any other person without our written consent. This report should not be
construed as an offer or solicitation for the subscription, purchase or sale of the securities mentioned herein.
Whilst we have taken all reasonable care to ensure that the information contained in this publication is not untrue
or misleading at the time of publication, we cannot guarantee its accuracy or completeness, and you should not
act on it without first independently verifying its contents. Any opinion or estimate contained in this report is
subject to change without notice. We have not given any consideration to and we have not made any investigation
of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and
accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether
directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or
estimate. You may wish to seek advice from a financial adviser regarding the suitability of the securities mentioned
herein, taking into consideration your investment objectives, financial situation or particular needs, before making
a commitment to invest in the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their
respective related and affiliated corporations together with their respective directors and officers may have or take
positions in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report as well
as other parties generally.
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