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Qian Hu Corporation

Continued strength in 3Q07

Strong 3Q07 results in line with expectations. Qian Hu Corporation
Ltd (Qian Hu) reported its 3Q07 results yesterday, where the numbers
were largely in line with our expectations. Revenue grew 19.6% YoY to
S$22.7m, while net profit doubled to S$1.3m. Bottom-line growth outpaced
top-line growth as the Group managed to keep its cost of sales and general
& administrative expenses under control. Net profit margins across all
segments continued to show YoY improvements, leading the overall net
margin for the 9 months to Sep 2007 to come in at 6.6%, a 1.9ppt
improvement from 4.7% a year ago.

Revenue growth across the board. The revenue growth was attributed
to growth in all three business segments. Among these three segments,
the most outstanding growth was recorded by the accessories segment,
which witnessed a 35.2% YoY increase in revenue to S$8.5m. This is in
line with Qian Hu's strategy of growing its business via the accessories
segment. The fish segment, which is currently contributes 50.6% of Qian
Hu's revenue, grew 14.5% YoY to S$11.5m, while the plastics segment
grew 2.3% YoY to S$2.7m. The strong growth in revenue was boosted by
the Group's sales of ornamental fish and accessories to previously untapped
markets such as the Middle East, Russia and Australia.

Expect further growth from accessories segment. Qian Hu's
accessories business looks set for further growth in FY08. Besides
increasing its Guangzhou factory's output to meet the increasing orders
from existing and OEM customers, the factory will also take over the
production of Arcadia's orders in 2008. As utilization of the factory's capacity
increases, we expect Qian Hu to reap economies of scale and improved
margins.

Keeping our forecasts and BUY call. Having displayed another quarter
of organic growth, we are confident that Qian Hu is on track for growth in
FY07 and FY08. We maintain our FY07 revenue and net profit forecasts of
S$92.0m and S$4.3m respectively. The recent rights-cum-warrants issue
has increased the liquidity of trading in Qian Hu's shares, and we have
derived our fair value estimate based on the fully-diluted EPS (assuming
full conversion of warrants). Based on a similar 17x FY08 PER, we derive
a fair value estimate of S$0.21, representing a potential 26% upside from
the last traded price. Maintain BUY.

Year to Turnover Gross Profit Net Profit EPS EPS Growth PER Net Div Yield
31 Dec (S$m) (S$m) (S$m) (cents) (%) (x) (%)

FY 05 66.3 23.7 2.0 0.4 - 37.0 -

FY 06 76.1 27.0 2.6 0.6 28.9 28.7 0.7

FY O7F 92.0 32.7 4.3 0.9 62.9 17.6 1.4

FY 08F 111.0 39.7 5.6 1.2 30.3 13.5 1.8

Please refer to the important disclosures at the back of this document.
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Qian Hu Ltd's Key Financial Data
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Qian Hu Results 3Q06 3Q07 % Chg 2Q07 % Chg
Year Ended 31 Dec (S$ m) (S$m) (S$m) (YoY) (S$m) (QoQ)
Revenue 19.0 22.7 19.6% 224 1.2%
Cost of sales -12.6 -14.7 16.1% -14.3 2.9%
Gross Profit 6.3 8.0 26.5% 8.2 -1.8%
Other operating income 0.0 0.0 -17.5% 0.1 -64.9%
Selling and distribution costs -0.6 -0.8 46.6% -0.8 3.5%
General & administrative expenses -4.6 -5.1 9.9% -5.1 0.1%
Profit from operations 1.2 2.1 80.2% 2.4 -10.1%
Net financial expenses -0.2 -0.2 28.0% -0.2 5.7%
Share of results of associates 0.0 0.0 N.M. 0.0 N.M.
Profit before tax 1.0 1.9 91.0% 2.2 -10.9%
Tax -0.2 -0.4 62.3% -0.6 -39.3%
Profit for the period 0.8 1.6 99.0% 1.6 -0.3%
Minority interests 0.2 0.3 92.6% 0.4 -27.4%
Net profit attributable to shareholders 0.6 1.3 100.6% 1.2 9.8%
EARNINGS FORECAST

Year Ended 31 Dec (S$ m) FY05 FY06 FYO7F FYO8F
Revenue 66.3 76.1 92.0 111.0
Cost of sales -42.6 -49.1 -59.2 -71.2
Gross Profit 23.7 27.0 32.7 39.7
Other operating income 0.1 0.2 0.2 0.2
Selling and distribution costs -2.1 -2.5 -2.9 -3.4
General & administrative expenses -17.1 -18.7 -22.1 -26.5
Profit from operations 4.6 6.0 7.9 10.0
Net financial expenses -0.5 -0.7 -0.8 -1.0
Share of results of associates 0.0 0.0 0.0 0.1
Profit before tax 41 5.3 71 9.1
Tax -1.2 -1.4 -1.9 -25
Profit for the period 29 3.9 5.2 6.7
Minority interests 0.9 1.3 0.9 1.1
Net profit attributable to shareholders 2.0 2.6 4.3 5.6
Earnings per share (S cents) 0.4 0.6 0.9 1.2
Profitablity Ratios

Gross margin (%) 35.8 35.4 35.6 35.8
EBIT margin (%) 6.9 7.9 8.6 9.0
PBT margin (%) 6.2 7.0 7.7 8.2
Net profit margin (%) 3.1 3.4 4.6 5.0
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BALANCE SHEET

As at 31 Dec (S$ m) FY05 FY06 FYO7F FYO8F
Cash and bank balances 4.8 5.6 7.3 8.4
Inventories 20.2 21.6 24.8 28.8
Breeder stocks 1.7 1.7 2.3 2.8
Receivables and other current assets 17.2 17.7 20.7 24.4
Property, plant, and equipment 12.7 11.5 10.2 9.1
Other non-current assets 11.9 17.2 20.1 221
Total assets 68.4 75.4 85.4 95.7
Debt 7.3 7.2 6.5 5.8
Trade payables 4.5 6.0 6.9 8.3
Other current liabilities 9.0 11.0 13.2 15.9
Finance lease obligations 0.2 0.1 0.1 0.1
Deferred taxation 1.8 2.1 25 3.0
Total liabilities 22.7 26.5 29.2 33.2
Share capital 12.9 19.0 21.3 21.3
Reserves 27.6 23.5 27.6 33.0
Minority interests 5.2 6.4 7.3 8.3
Total equity 45.7 48.9 56.2 62.5
Total equity and liabilities 68.4 75.4 85.4 95.7
NTA per share (S cents) 8.5 8.9 10.2 11.3
CASH FLOW

Year Ended 31 Dec (S$ m) FY05 FY06 FYO7F FYO8F
Operating profit before working cap. changes 7.6 8.8 10.1 12.2
Working capital changes 0.1 1.9 -4.1 -4.2
Taxes paid -0.5 -1.3 -0.6 -1.5
Interests paid -0.5 -0.7 -0.8 -1.0
Net cash from operations 6.7 8.7 4.5 5.4
Purchase of property, plant and equipment -1.6 -0.9 -0.5 -0.5
Purchase of brooder stocks -3.1 -5.7 -2.0 -2.0
Other investing flows 0.7 0.0 -0.8 0.0
Investing cash flow -4.0 -6.6 -3.3 -2.5
Dividends paid 0.0 -0.5 -1.0 -1.3
Other financing flows 2.5 -0.4 1.6 -0.4
Financing cash flow -2.5 -0.9 0.6 -1.8
Net cash flow 0.2 1.1 1.8 1.1
Cash at beginning of year 4.2 4.3 5.5 7.3
Cash at end of year 4.3 5.5 7.3 8.4
Add: Bank balances and fixed deposits 0.4 0.1 0.0 0.0
Cash and cash equivalents at end of year 4.8 5.6 7.3 8.4
Key Ratios

PER (x) 37.0 28.7 17.6 13.5
Price/NTA (x) 1.9 1.8 1.6 1.5
EV/EBIT (x) 16.9 12.8 9.4 7.3
Dividend yield (%) 0.0 0.7 14 1.8
ROE (%) 15.8 13.8 20.0 26.1
Net gearing (%) 6.2 3.8 -1.6 -4.7
PE to growth (x) na 1.0 0.3 0.4

Source: Company data, OIR estimates
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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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For OCBC Investment Research Pte Ltd

Carmen Lee
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