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A Little Disappointing
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Industry: Processed Food

Report type: Quarterly Results

Company Overview

Sino Grandness is an integrated manufacturer and
distributor of canned fruits and vegetables as well as bottled
juices. The Group has rapidly grown to become one of the
leading exporters of canned asparagus, long beans and
mushrooms from the PRC.

o FY2011 revenue 1 58.1%, net profit 1 29.4%

« Strong growth, but below expectations

« Reduce estimates to conservative terms

« Reduce to accumulate with target price of S$0.45

What is the news?

Sino Grandness reported strong growth y-y with revenue
coming in at RMB1,019.7mn (+58.1%) and net income at
RMB151.7mn (+29.4%). We see broad base revenue
growth in both the canned products segment as well as the
beverage segment. However the company did not declare
any dividend for the financial year.

Income statement

(21)) FY10 FY11 y-y (%) Comments

RMB mn

Revenue 645.1 1019.7 | 58.1 Strong
growth in
beverage

EBITDA 165.8 226.7 36.7

EBIT 158.2 216.0 36.5

Net Income | 117.2 151.7 29.4

How do we view this?

Although FY2011 achieved strong growth, however bottom-
line was 19% below our estimate. Revenue was in-line with
our estimates but net profit was impacted primarily on
higher expenses. The results reflected the growth potential
of the beverage segment. However being a relatively young
brand (launched 2 years ago), there is an also high start-up
cost and this has come in higher than our expectations. No
dividend was declared. Balance sheet is healthy, however
capex and working cap needs are high.

Investment Actions?

We adjusted down our estimates to reflect a Europe
austerity and higher operating expenses. We believe there
is still growth potential on the beverage segment. We
downgrade our recommendation from Buy to accumulate
with a lower target price of $0.45
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Rating 2 Accumulate
- Previous Rating 1 Buy
Target Price (SGD) 0.45

- Previous Target Price (SGD) 0.56

Closing Price (SGD) 0.400
Expected Capital Gains (%) 12.5%
Expected Dividend Yield (%) 0.0%
Expected Total Return (%) 12.5%

Raw Beta (Past 2yrs w eekly data) 1.50

Market Cap. (USD mn / SGD mn) 84 /106
Enterprise Value (USD mn / SGD mn) 97/122

3M Average Daily T/O (mn) 2.6
52 w eek range (SGD) 0.33-0.6
Closing Price in 52 week range
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Major Shareholders (%)
1. Yupeng Huang 4.4
2. Phillip Ventures 4.9
Key Financial Summary
FYE 12/11 12/12F 12/13F 12/14F
Revenue (RMB mn) 1020 1262 1374 1384
Net Profit, adj. (RMB mn) 152 171 209 216
EPS, adj. (RMB) 0.57 0.64 0.79 0.81
PIE (X),ad]. 35 3.1 25 25
BVPS (RMB) 2.09 2.74 3.53 4.34
P/B (X) 1.0 0.7 0.6 0.5
DPS (RMB) 0.00 0.00 0.00 0.00
Div. Yield (%) 0.0% 0.0% 0.0% 0.0%
Source: Bloomberg, PSR est.
*All multiples & yields based on current market price
Valuation Method
3.5x FY12e
Analyst
Lee Kok Joo CFA
leekj@phillip.com.sg
+65 6531 1685
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Growth driven by geographical expansion

Both the canned products segment and the beverage
segment achieved strong growth. For the former, the
company entered into new markets of Australia and USA. It
also managed to increase market share in existing markets.

GPM for this segment managed to remain constant at 30.2%.

The beverage segment grew strongly as the company
increased its distributorships coupled with aggressive
marketing campaigns. Revenue more than doubled from a
year ago. GPM for the beverage segment improved in
FY2011 to 40.9%. Overall GPM improved from 32.5% to
34.4%, lifted by the beverage segment. However NPM saw
a drop from 18.2% to 14.9% on the back of higher operating
expenses and also one-off expenses (convertible bond
related expenses, provision of employee benefit cost).

FY2010 FY2011 vy-y (%) comments

Revenue

(RMB mn)

Canned 465.5 618.0 32.8 New markets;

products Australia, USA

Beverage 179.6 401.7 123.7

GPM (%)

Canned 30.5 30.2 -

products

Beverage 37.5 40.9 3.4ppt

Overall 32.5 34.4 1.9ppt

NPM (%) 18.2 14.9 (3.3)ppt | Impacted by
higher
expenses

High expenses impacted net profit

Both Distribution & selling expenses and Admin expenses
increased significantly. Of particular note are the increases
in transportation costs, advertising and promotion expenses,
as well as staff costs. We expect these expenses to persist
in FY2012 as the company will still be embarking on
aggressive A&P activities for the beverage segment. One-off
expense includes convertible bond related expense and
provision for employee benefits.

Future growth premised mainly on beverage

Although profit breakdown is not available, but the beverage
segment most likely met its milestone profit target of
RMB70mn for FY2011 according to management. In order
to meet the second milestone target of RMB140mn for
FY2012, the company has signed on a second supplier,
doubling its capacity. The Chengdu production facility is also
schedule to begin production from next month onwards.

20f9

These effectively triple the original capacity. Optimistically
and mathematically, ceteris paribus, the increase in capacity
should generate a corresponding increase in sales, which
should also result in a similar magnitude increase in net
profit. Thereby meeting the target of RMB140mn.
Additionally, assuming the beverage net profit of RMB70mn,
which implies the canned segment generated a profit of
RMB70-80mn. We are conservatively in our outlook. The
bulk of the canned segment is for export to the European
countries. With austerity in the Europe region, we assume
flat growth in the canned segment. Short of a decline in
profit as the company is already beginning introducing this
business segment to the local market of China, which we
believe will pick up the slack left by export. We further
assume the beverage net profit to be approximately
RMB100mn, in spite of the increase in capacity as we factor
in high start-up cost and a gestation period in penetrating
into new provinces.

Previously our valuation is base on the eventual listing of the
beverage segment. This is still a probable outcome but we
think the deviation risk is too high at this point in time. We
would likely switch back to this valuation method at year-end
when the second profit milestone is met. For now we are
pegging the target price to 3.5x FY2012e, which is the
midpoint of the historical trading band of Sino Grandness.
We downgrade to accumulate with target price of $0.45.
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FYEDec FY11 FY12F FY13F FY14F
Valuation Ratios
P/E (X), ad. 35 3.1 2.6 2.5
P/B (X) 1.0 0.7 0.6 0.5
EV/EBITDA (X), adj. 0.0 0.0 0.0 0.0
Dividend Yield (%) 0.0% 0.0% 0.0% 0.0%
Per share data (RMB)
EPS, reported 0.57 0.64 0.79 0.81
EPS, adj. 0.57 0.64 0.79 0.81
DPS 0.00 0.00 0.00 0.00
BVPS 2.09 2.74 3.53 4.34
Growth & Margins (%)
Growth
Revenue 58.1% 23.8% 8.8% 0.7%
EBITDA 36.4% 12.4% 23.1% 3.9%
EBIT 36.6% 7.6% 22.2% 3.0%
Net Income, adj. 29.3% 12.7% 22.4% 3.0%
Margins
EBITDA margin 22.2% 20.2% 22.8% 23.6%
EBIT margin 21.2% 18.4% 20.7% 21.1%
Net Profit Margin 14.8% 13.7% 15.4% 15.7%
Key Ratios
ROE (%) 31.3% 26.7% 25.2% 20.7%
ROA (%) 21.3% 18.4% 18.9% 16.9%
Net Debt/(Cash) (6) 9) (123) (211)
Net Gearing (X) Net Cash Net Cash Net Cash Net Cash
Income Statement (RMB mn)
Revenue 1020 1262 1374 1384
EBITDA 227 255 314 326
Depreciation & Amortisation (11) (22) (30) (33)
EBIT 216 232 284 293
Net Finance (Expense)/Income (11) (2) 2 )
Other items - - - -
Associates & JVs - - - -
Profit Before Tax 210 230 282 290
Taxation (60) (58) (70) (73)
Profit After Tax 151 173 211 218
Non-controlling Interest 1) 2 2 2
Net Income, reported 152 171 209 216
Net Income, adj. 152 171 209 216
Source: PSR
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FYE Mar FY11 FY12F FY13F FY14F
Balance Sheet (RMB mn)

PPE 371 455 528 558
Intangibles 61 60 58 57
Associates & Vs - - - -
Investments - - - -
Others F 2 2 2 2
Total non-current assets 434 516 588 617
Inventories 36 47 51 52
Accounts Receivables 298 349 380 383
Investments - - - -
Cash 82 85 199 287
Others 12 0 0 0
Total current assets 427 481 630 722
Total Assets 861 997 1219 1339
Short term loans 76 76 76 76
Accounts Payables 52 47 51 52
Others ¥ 36 43 49 50
Total current liabilities 163 166 176 177
Long term loans 0 0 0 0
Others 138 99 99 0
Total non-current liabilities 138 99 99 0
Non-controlling interest 5 7 9 11
Shareholder Equity 555 726 935 1151

Cashflow Statements (RMB mn)

CFO
PBT 210 230 282 290
Adjustments 15 24 32 35
Cash from ops before WC changes 226 255 314 325
WC changes (73) (59) (31) (©)]
Cash generated from ops 153 196 283 323
Taxes paid, net (59) (50) (65) (72)
Interest paid 5) (2) 2 2)
Cashflow from ops 89 143 216 249
CFI
CAPEX, net (154) (104) (102) (63)
Dividends from associates & JVs - - - -
Dividends/Interest from Investments 0 0 0 1
Purchase/sale of investments 0 0 0 0
Investments in subs & associates - - -
Others " 0 0 0 1
Cashflow from investments (153) (104) (101) (61)
CFF
Share issuance 0 0 0 0
Purchase of treasury shares - - - -
Loans, net of repayments 40 0 0 0
Dividends to shareholders & capital reduction (12) 0 0 0
Others 76 (36) 0 (99)
Cashflow from financing 104 (36) 0 (99)
Net change in cash 40 4 115 89
Others 12 12 12 12
CCE, end 73 77 191 280
Source: PSR
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PSR Rating System

Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations entirely on the above quantitative return bands.
We consider qualitative factors like (but not limited to) a stock's risk rew ard profile, market
sentiment, recent rate of share price appreciation, presence or absence of stock price
catalysts, and speculative undertones surrounding the stock, before making our final
recommendation
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Important Information

This publication is prepared by Phillip Securities Research Pte Ltd., 250 North Bridge Road, #06-00, Raffles City
Tower, Singapore 179101 (Registration Number: 198803136N), which is regulated by the Monetary Authority of
Singapore (“Phillip Securities Research”). By receiving or reading this publication, you agree to be bound by the terms
and limitations set out below.

This publication has been provided to you for personal use only and shall not be reproduced, distributed or published
by you in whole or in part, for any purpose. If you have received this document by mistake, please delete or destroy it,
and notify the sender immediately. Phillip Securities Research shall not be liable for any direct or consequential loss
arising from any use of material contained in this publication.

The information contained in this publication has been obtained from public sources, which Phillip Securities Research
has no reason to believe are unreliable and any analysis, forecasts, projections, expectations and opinions
(collectively, the “Research”) contained in this publication are based on such information and are expressions of belief
of the individual author or the indicated source (as applicable) only. Phillip Securities Research has not verified this
information and no representation or warranty, express or implied, is made that such information or Research is
accurate, complete, appropriate or verified or should be relied upon as such. Any such information or Research
contained in this publication is subject to change, and Phillip Securities Research shall not have any responsibility to
maintain or update the information or Research made available or to supply any corrections, updates or releases in
connection therewith. In no event will 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 preparation
or issuance of this report, (i) be liable in any manner whatsoever for any consequences (including but not limited to
any special, direct, indirect, incidental or consequential losses, loss of profits and damages) of any reliance or usage
of this publication or (ii) accept any legal responsibility from any person who receives this publication, even if it has
been advised of the possibility of such damages. You must make the final investment decision and accept all
responsibility for your investment decision, including, but not limited to your reliance on the information, data and/or
other materials presented in this publication.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this material are as of the date
indicated and are subject to change at any time without prior notice.

Past performance of any product referred to in this publication is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This
publication 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 publication has been made available constitutes
neither a recommendation to enter into a particular transaction, nor a representation that any product described in this
material is suitable or appropriate for the recipient. Recipients should be aware that many of the products, which may
be described in this publication 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 research 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 preparation or 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 preparation or issuance of this report, may have participated in or invested in transactions with the
issuer(s) of the securities mentioned in this publication, 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
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preparation or 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 publication.

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 preparation or 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
preparation or issuance of this report, may at any time engage in any of the above activities as set out above or
otherwise hold a interest, whether material or not, in respect of companies and investments or related investments,
which may be mentioned in this publication. 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 preparation or issuance of this report, which is not reflected in this
material, 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 preparation or 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 preparation or issuance of this
report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of
this material.

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.

Section 27 of the Financial Advisers Act (Cap. 110) of Singapore and the MAS Notice on Recommendations on
Investment Products (FAA-NO1) do not apply in respect of this publication.

This material 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 material may not be
suitable for all investors and a person receiving or reading this material 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.

Please contact Phillip Securities Research at [65 65311240] in respect of any matters arising from, or in connection
with, this document.

This report is only for the purpose of distribution in Singapore.

PhillipCapital

Your Partner In Finance

7 of 9



Sino Grandness Food Industry Group Ltd

Singapore Equities Research
24 February 2012

|
z

\Li PhillipCapital

Your Partner In Finance

Contact Information (Singapore Research Team)

Chan Wai Chee
CEO, Research
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+65 6531 1231
yebo@phillip.com.sg

Magdalene Choong
Investment Analyst
SG & US Financials, Gaming
+65 6531 1791
magdalenechoongss@phillip.com.sg

Nicholas Low, CFA
Investment Analyst
Commodities, Offshore & Marine
+65 6531 1535
nicholaslowkc@phillip.com.sg

Ken Ang
Investment Analyst
Financials
+65 6531 1793
kenangwy@phillip.com.sg

Lee Kok Joo, CFA
Head of Research
S-Chips, Strategy
+65 6531 1685
leekj@phillip.com.sg

Go Choon Koay, Bryan
Investment Analyst
Property
+65 6531 1792
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Travis Seah
Investment Analyst
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+65 6531 1229
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Singapore 179101
Tel : (65) 6533 6001
Fax : (65) 6535 6631
Website: www.poems.com.sg

HONG KONG
Phillip Securities (HK) Ltd
Exchange Participant of the Stock Exchange of Hong Kong
11/F United Centre 95 Queensway
Hong Kong
Tel (852) 22776600
Fax (852) 28685307
Websites: www.phillip.com.hk
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PT Phillip Securities Indonesia
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King & Shaxson Capital Limited
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