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Embarked on new aquaculture business with the objective of producing antibiotic-free
sustainable edible fish
Targeting aquaculture business to be many times bigger than ornamental fish
Revenue contribution since 3Q17 from new aquaculture business has not been
meaningful yet

What is the news?
Qian Hu Corporation Limited (Qian Hu) hosted a site visit for analysts. We visited Qian Hu's
two new aquaculture farms in Wenchang, Hainan, China on Aug. 29, 2018. Farm 1, located
in Yan Dun Wen Yuan village deals in finfish, while Farm 2, located 16 km away in Bao Shi
village deals with shellfish.
Company Background
Qian Hu was listed on the Mainboard of the Singapore Exchange in 2000. Qian Hu has
been in the ornamental fish business since 1998 and exports ornamental fish to more than
80 cities and countries around the world, from its hubs in Singapore, Malaysia, Thailand,
Indonesia and China. Qian Hu has three integrated reporting segments: Ornamental fish
(breed, farm, import, export and distribute Dragon Fish and other breeds of ornamental
fish), Accessories (manufacture, export and distribute aquarium and pet accessories) and
Plastics (manufacture of plastic bags for own-use and sale to third parties). Qian Hu is now
venturing into Aquaculture and it will likely be reported as a separate business segment by
end-FY18.
Site Visit Highlights
Hainan is the aquaculture hub of China
Hainan has favourable climate that is conducive for aquaculture farming all year round.
This is unlike the rest of mainland China, which generally experiences the four seasons, and
the temperature during winter months is not suitable for aquaculture farming.
There are more than 2,000 aquaculture farms in Hainan. Qian Hu has sited its aquaculture
operations is here so that it can be close to the market to source for fingerlings and table
sized fish. (A fingerling is a juvenile fish that has developed scales and working fins.)
Demand for edible seafood underpinned by world population growth
According to United Nations research, the world population is expected to grow 1%
annually till 2030. Traditional food source of wild fish stock is vulnerable to over-fishing,
while aquaculture is constrained by disease. Hence, there is an impetus to grow sustainable
farming further, in order to ensure sufficient supply of food to feed the growing world
population.
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Qian Hu has proprietary products and competencies from the ornamental fish business
that are transferrable to the aquaculture business
Qian Hu has the know-how in exporting live fish and achieving a dead on arrival (DOA) rate
of less than 3%. This is achieved through the use of their patented water filtration system,
Hydro-Pure, and proprietary fish feed. Qian Hu has also recently partnered a maker of
herbal based medication for fish.
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Background
In January 2017, Qian Hu announced in conjunction with its FY16 financial results that it
had set up a 51%-owned subsidiary Qian Hu Aquaculture (Hainan) Co., Ltd, to farm
antibiotic-free edible fish, such as groupers, in Hainan Province, China. The subsidiary was
set up with a registered capital of RMB6 million (S$1.2 million) and is 49%-owned by a third
party who is in the business of herbal medications for fish. This was Qian Hu's first foray
into the aquaculture business.
Qian Hu subsequently incorporated a 60%-owned subsidiary, Tian Tian Fisheries (Hainan)
Co., Ltd, with a registered capital of RMB3 million (S$600k) in November 2017. The entity
was set up to breed and farm shrimp, export edible fish from Hainan to Southeast Asia, and
import other edible fish into China. This was expansion was announced together with the
4Q FY17 financial results.
With these two farms, the intention of the Group is to become a fully-integrated
aquaculture farm that is able to capture the entire value chain of edible seafood from
breeding to farming to the table.
Set up in Hainan to be close to the action
Hainan is the aquaculture hub of China. The key differentiating factor for Hainan compared
to the rest of mainland China is its climate that is suitable for year-round aquaculture. As
such, the market is well-developed with more than 2,000 farms. By locating in Hainan, Qian
Hu can leverage on the existing networks, infrastructure and platforms to source for
fingerlings and table size fish for purchase, sale and export. Qian Hu currently has two
farms in Hainan, both located in Wenchang.



Farm 1 relates to Qian Hu Aquaculture (Hainan) Co., Ltd
Farm 2 relates to Tian Tian Fisheries (Hainan) Co., Ltd

Figure 1: Locations of the two farms in Hainan

Source: Google Maps, PSR

Bringing over transferrable experience from the ornamental fish business to export
edible fish
The key expertise that Qian Hu brings along into the aquaculture venture is its experience
and know-how in exporting live fish. Ensuring that the fish arrive alive is critical in the
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ornamental fish business. Unlike fish for consumption which can be sold frozen,
ornamental fish are for viewing pleasure and must be arrive alive to the buyer. Qian Hu has
a key performance indicator of having less than 3% dead on arrival (DOA). Moreover, the
ornamental fish must arrive healthy. Qian Hu has been able to deliver health and live fish
through its competencies of providing fish with clean water and good quality feed.
Qian Hu's proprietary products
Firstly, Qian Hu's aquaculture farms are equipped with their own OF® Hydra system, which
is powered by their proprietary Hydro-Pure technology. The Hydro-Pure technology was
originally developed for ornamental fish aquariums. Its application at the aquaculture
farms is to filter and ionise the sea-water, bringing ammonia and nitrates to acceptable
levels for the fingerlings, as well as oxidise heavy metals to be removed. All of the water
used in the tanks on Qian Hu's farms go through this process. As such, Qian Hu adopts a
recirculating water system for its farms. This is in contrast to the flow-through system that
the other farms around them use. By using recirculated water, Qian Hu is less susceptible
to introducing unclean water into their farms, should there be an outbreak of aquaculture
illness. (Traditional farms simply discharge their waste water back into the sea under the
flow-through system.)
Qian Hu also has the know-how in fish nutrition. While on the farm, the health of the
fingerlings and grown up fish are maintained through the use of Qian Hu's proprietary fish
feed that is free from antibiotics and proprietary herbal-based fish medication.
Figure 2: Qian Hu's three proprietary products

Source: Company FY17 Annual Report

Positioned at the fingerling and grown up stages of the supply chain and being a trader
Qian Hu's Hainan operations are currently centred on the fingerling and grown up stages
(Figure 3). Qian Hu imports grouper fingerings into Hainan or buys fingerlings from local
hatcheries and then sells them to local farms or export to farms overseas. Depending on
customer requirements, fingerlings are grown to various sizes before being sold. Qian Hu's
value-add in this stage is the beefing up of the fingerlings' health through the above three
proprietary products and raising the fingerlings' ability to survive the export journey. It is
critical for fingerlings to arrive at the customers' farms alive, as a fingerling is not a
commercially viable edible fish yet.
Similar to the fingerlings, grown up fish are sourced in Hainan, and Qian Hu quarantines
them before being exported. During the quarantine, the fish are kept in water that have
gone through the filtration system, and are fed with Qian Hu's proprietary fish feed to
strengthen them for the export journey. Qian Hu does not sell grown up fish within Hainan.
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Figure 3: Aquaculture eco-system

Source: Company FY17 Annual Report

Second-generation leaders spearheading the aquaculture transformation
The Hainan operations is led by Head of Aquaculture, Mr Yap Kok Cheng (nephew of Mr
Kenny Yap Kim Lee, the Executive Chairman & Chief Executive Officer and son of Mr Yap
Hock Huat, who is Mr Kenny Yap's brother). Kok Cheng first joined Qian Hu in 2005 as a
management trainee in Beijing and has been based in China ever since.
Assisting Kok Cheng in Hainan, are his brother Mr Yap Kok Fong, who is in charge of
procurement and their brother-in-law, Mr Lim Yik Kiang, who is in charge of exports. Both
Kok Fong and Yik Kiang have been based in China for more than 10 years, performing roles
within Qian Hu’s ornamental fish and accessories businesses.

About the farms
During the site visit, we were shown both of Qian Hu's farms. Farm 1, located in Yan Dun
Wen Yuan village deals in finfish and is the entity that holds Qian Hu’s Hainan export
licence. Farm 2, located 16 km away at Bao Shi village deals with shellfish and is the entity
that holds Qian Hu's Hainan import licence. Both farms were incorporated together with
business partners, but are managed and operated by Qian Hu.
Farm 1, under Qian Hu Aquaculture (Hainan), turned operational in May 2017
Qian Hu incorporated a 51-% owned subsidiary with a third-party business partner with
herbal medication for fish. Farm 1 was originally set-up to breed groupers and sits on 0.6
hectare site and consists of 102 cement tanks for aquaculture. Today, Farm 1 serves as a
quarantine stage for various species of fingerlings and fish such as grouper, pompano,
marbled goby and snapper.
The plot has a 16.5 years lease term remaining, as at January 2017. Farm 1 is currently only
engaged in turnover of fingerlings and grown up fish, but the strategic aim is to eventually
possess brooder stocks for breeding purpose (hatchery stage of the aquaculture ecosystem).
Figure 4: Entrance to Farm 1, with the administrative building/living quarters in the background

Source: PSR
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Figure 5: Open-air tanks with overhead cover

Source: PSR
Figure 6: Cement tanks in Farm 1

Source: PSR
Figure 7: Fish in tanks

Source: PSR

Water for the farm is first pumped from the sea (about 1 km away) and goes through Qian
Hu's proprietary Hydro-Pure system. The water then passes through two sedimentation
ponds. This is where heavy metals oxidise and are removed for the water. The water then
goes through an aeration process before entering the treated seawater reservoir. The
treated seawater reservoir then supplies water to the individual tanks. Water from the
tanks can be discharged directly back to the sea or to the farm's recycle pond. The farm's
recycle pond serves two purposes: one is to have a buffer water supply during the low tide,
and the other to minimise re-introducing water seawater which contains discharge from
the neighbouring farms.
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Figure 8: Water-treatment process for Farm 1

Source: Company
Figure 9: Proprietary Hydro-Pure system and water flowing into Sedimentation Pond 1

Source: PSR
Figure 10: Sedimentation Ponds 1 and 2 (left), aeration and Treated seawater reservoir (right)

Source: PSR
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Figure 11: Treated seawater reservoir

Source: PSR
Figure 12: Cement tanks

Source: PSR
Figure 13: Recycle pond

Source: PSR
Figure 14: Adult marbled goby in tank

Source: PSR
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Figure 15: Marbled goby packed for export

Source: PSR
Figure 16: Packing of grouper fries for export

Source: PSR
Figure 17: Oxygen being pumped into plastic bag of grouper fries

Source: PSR
Figure 18: Grouper fries packed for export

Source: PSR
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Farm 2, under Tian Tian Fisheries (Hainan), turned operational in June 2018
Hot on the heels of the success of Farm 1, Farm 2 was incorporated shortly after in
November 2017. Tian Tian Fisheries (Hainan) Co., Ltd is 60%-owned by Qian Hu with the
remaining 40%-stake held by a business partner. This is the entity that holds Qian Hu's
Hainan import licence.
Farm 2 was originally set-up to breed and farm shrimps, but it is currently a model farm or
test-bed for lobster farming. There are many snail farms in Hainan, and Qian Hu wants to
convince snail farmers to convert to lobster farming. Farm 2 is a model farm to prove that
lobster farming is a viable business. Qian Hu is currently farming adult lobsters from the
fingerling stage. After the business model is proven viable, Qian Hu will focus on supplying
the lobster fingerlings to the local farms for growing into adult lobsters.
Farm 2 sits on 0.4 hectares of land and the site is rented. There are 104 cement tanks for
aquaculture. Farm 2 uses the same proprietary Hydro-Pure system as Farm 1. Water is
pumped in from the sea (100m away) and goes through the filtration system at the top of a
water tower.
Figure 19: Proprietary Hydro-Pure system at the top of the water tower (left) and open-air tanks
with overhead cover (right)

Source: PSR
Figure 20: Bricks in the tank are to give the lobsters hiding places as they will cannibalise each other

Source: PSR
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Figure 21: One-month old lobster fingerling

Source: PSR
Figure 22: Juvenile lobsters hiding around a brick

Source: PSR
Figure 23: Juvenile lobster

Source: PSR
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Financials
Income Statement
Y/E Dec, (S$ mn)

FY14

FY15

FY16

FY17

Balance Sheet
Y/E Dec, (S$ mn)

FY14

FY15

FY16

FY17

Revenue
COGS
Gross profit
SG&A
Others
EBIT
Net Fi na nce (Expens e)/Inc
Sha re of a s s oci a te
Profit Before Tax
Ta xa ti on
Profit After Tax
- Non-control l i ng i nteres t
PATMI

83.5
(60.3)
23.2
(21.9)
0.03
1.33
(0.25)
0.02
1.10
(0.41)
0.69
0.30
0.39

78.0
(55.8)
22.2
(21.5)
0.22
0.89
(0.30)
(0.05)
0.55
(0.28)
0.27
0.25
0.02

80.5
(56.7)
23.7
(23.7)
0.30
0.35
(0.33)
(0.03)
(0.01)
0.33
0.32
0.25
0.07

87.8
(61.6)
26.3
(25.2)
0.12
1.15
(0.38)
(0.01)
0.76
(0.21)
0.55
0.22
0.33

ASSETS
PPE
Bi ol ogi ca l a s s ets
Accounts recei va bl e
Inta ngi bl es
Others
Total non-current assets
Accounts recei va bl e
Inventori es
Ca s h
Others
Total current assets
Total assets

7.7
8.6
1.2
0.3
0.4
18.2
25.9
16.5
8.6
7.4
58.5
76.7

8.1
8.4
0.3
0.3
17.1
25.6
15.7
7.8
9.6
58.7
75.8

8.7
8.2
9.0
0.9
1.9
28.7
17.6
15.5
8.7
7.2
48.9
77.7

9.6
9.4
9.0
3.4
1.6
33.0
17.0
15.6
11.1
5.0
48.7
81.6

LIABILITIES
Short-term l oa ns
Accounts pa ya bl e
Others
Total current liabilities
Long-term l oa ns
Others
Total non-current liabilities
Total liabilities

13.8
6.4
4.8
25.1
0.2
0.4
0.6
25.6

14.4
6.0
4.5
24.9
0.1
0.4
0.6
25.5

15.2
7.4
4.1
26.8
0.4
0.0
0.4
27.2

16.0
7.3
6.3
29.7
0.2
0.1
0.3
30.0

EQUITY
Shareholders' equity
Non-control l i ng Interes ts

49.5
1.5

48.7
1.6

48.5
1.9

48.9
2.7

Per share data (cents)

Y/E Dec
EPS
DPS
BVPS

FY14

FY15

FY16

FY17

0.35
0.10
44.97

0.02
0.20
44.31

0.06
44.48

0.29
0.20
45.48

FY14

FY15

FY16

FY17

1.1
2.5
0.8
4.4
(0.4)
3.9

0.5
2.1
(0.8)
1.8
(0.3)
1.5

(0.0)
2.3
0.9
3.3
(0.2)
3.1

0.8
2.8
3.3
6.9
(0.2)
6.7

(1.8)
0.0
(1.8)

(1.7)
0.0
(1.7)

(2.3)
(0.0)
(2.3)

(4.6)
0.0
(4.6)

1.1
(0.8)
(0.8)
(0.4)

0.3
(0.5)
(0.3)
(0.6)

0.8
(0.2)
(0.3)
0.2

0.2
(0.1)
0.2
0.3

Cash Flow

Y/E Dec, (S$ mn)
CFO
Profi t Before Ta x
Adjus tments
WC cha nges
Ca s h genera ted from ops
Others
Cashflow from ops
CFI
Ca pex, net
Others
Cashflow from investments
CFF
Loa ns , net of repa yments
Di vi dends
Others
Cashflow from financing

Valuation Ratios

Y/E Dec

Net change in cash
1.8
(0.7)
0.9
2.4
Begi nni ng ca s h
6.7
8.6
7.8
8.7
Effect of excha nge ra te
0.1
(0.1)
0.0
0.0
Ending cash
8.6
7.8
8.7
11.1
Source: Compa ny, Phi l l i p Securi ti es Res ea rch (Si nga pore) Es ti ma tes
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P/E (x)
P/B (x)
Di vi dend Yi el d (%)
Growth & Margins (%)
Growth
Revenue
Gros s profi t
EBIT
Profi t After Ta x
PATMI
Margins
Gros s profi t ma rgi n
EBIT ma rgi n
PATMI ma rgi n
Key Ratios
ROE (%)
ROA (%)
Net Debt or (Net Ca s h)
Net Gea ri ng (x)

FY14
90
0.70
0.3%

FY15
825
0.37
1.2%

FY16
150
0.20
0.0%

FY17
69
0.44
1.0%

-6.7% 3.2% 9.1%
-4.5% 7.1% 10.6%
-32.9% 10.2% 6.5%
-60.8% 38.7% -60.5%
-95.2% -60.7% 229%
27.8% 28.4% 29.5% 29.9%
1.6% 1.1% 0.4% 1.3%
0.5% 0.0% 0.1% 0.4%
0.04% 0.14% 0.68%
0.36% 0.42% 0.69%
6.8
6.8
5.2
13.5% 13.6% 10.0%
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s licence under the
Financial Advisers Act, Chapter 110 in Singapore.
By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
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The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or
implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this
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Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
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This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.
Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or
investment services to such companies and investments or related investments, as may be mentioned in this report.
Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options,
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing.
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.
To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.
The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.
This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.
This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.
IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:
(i)
recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and
(ii)
to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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