Agri & Food Industry - AGRO

Thai shrimp exports to be hit by EU’s new GSP

Report type: Socter Update

Sector Overview

There are eight companies under our coverage in the agro
and food industry but only three companies CFRESH, CPF
and TUF are involved in the shrimp industry.

¢ The value of Thailand’s exports to Europe in 5SMCY12 dropped
11.42% on year to US$9,142.8mn, accounting for 9.88% of
the country’s total exports.

e Thai shrimp exports are expected to be one of the hardest hit
by the generalized system of preferences (GSP) cut by the
European Union but it is unlikely to deal a big blow to listed
shrimp exporters.

e We keep a ‘NEUTRAL’ position in the agro and food space.
We rate CPF shares a ‘BUY’ with a target price of Bt48/share.
We recommend ‘ACCUMULATE’ on shares of CFRESH with
a target price of Bt9.60/share. We have a ‘NEUTRAL’ stance
on TUF with a target price of Bt78.25/share.

What is the news?
The removal of GSP privileges on 57 products by the EU would
take a heavy toll on Thai shrimp exports as higher tariffs would
cause Thai shrimp exporters to lose their markets to more
competitive countries.

How do we view this?

Even though Thai shrimp exports may feel the pinch of the EU’s
new GSP system, we think large shrimp exporters would have
enough time to readjust to the new landscape and seek new
markets to stay afloat. By our estimate, TUF is expected to be
least hit by the withdrawal of GSP benefits while CFRESH
looks to be the biggest loser from the EU’s new GSP system.

Investment Actions?

We keep a ‘NEUTRAL’ position in the agro and food space. We
rate CPF shares a ‘BUY’ with a target price of Bi48/share. We
recommend ‘ACCUMULATE’ on shares of CFRESH with a target
price of Bt9.60/share. We have a ‘NEUTRAL ' stance on TUF with
a target price of Bt78.25/share.
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(Bt)

Price
(Bt)

Rating Upside

(%)

CFRESH Accumulate 8.25 9.60 16.4% 3,678
CPF Buy 38.00 48.00 26.3% 294,232
TUF Neutral 74.50 78.25 5.0% 85,496

Source: Bloomberg, PSR
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Potential impact of EU’s new GSP system on Thai exporters

The Ministry of Commerce revealed a change in the European
Union’s Generalized System of Preferences (GSP), which would
be divided into two stages: (1) 57 products will be removed
from GSP eligibility in 2012-13 as market shares exceed
17.5% of total imports from GSP countries worldwide, and (2)
the EU will cut its GSP on all Thai products as Thailand’s GNI
per capita of US$4,210 has exceeded the threshold eligible for
GSP benefits for three consecutive years. In 2013, among
goods to be removed from GSP eligibility include meat products,
orchids, papayas, sugar, processed fishery products, instant
foods, canned fruits, animal feeds, flour, rubber, motorcycles,
textiles, clothes, electrical equipment, electronics products, auto
and auto parts.

Figure 1: Value of Thailand’s exports to Europe in SMCY12

exports of processed shrimps in 2013 and frozen shrimps in
2014.

Potential impact seen limited on listed shrimp exporters

Three listed shrimp exporters that we cover include CPF, TUF
and CFRESH. Shrimp sales made up 7% of total sales at CPF
last year. Shipments to Europe represented 40% of total
shrimp sales, accounting for a mere 2.4% of total sales. For
TUF, shrimp sales constituted 19% of its total sales and
shipments to Europe made up 10% of total shrimp sales,
accounting for 1.7% of total sales. Shrimp sales accounted
for 100% of total sales at CFRESH. Exports to Europe
represented 40% of its total sales. Based on the above data,
we expect CFRESH to be the biggest loser among three
listed shrimp exporters from the withdrawal of GSP benefits.

o1 2012 2012 2012 Figure 4: Proportion of shrimp exports
2010 2011 Jan-May  Jan-May 2010 2011 Jan-May 2010 2011 Jan-May
Value (US$ mn) Growth rate (%) Share (%) Japan EU USA Other
Asia 4433360 5430470 2167280 2375630| 3645 2249 961| 2270 2373 2568
Japan 2041180 2407030 986010 941030| 2081 1792 456 1045 1052 10.17 CPF 35% 40% 15% 10%
UsA 2020040 2185800 895550 9.26340| 2124 8.21 344 1034 955 1002
Europe 2181460 2415670 1032110 914280 2047 1074 1142 1147 1056 988 TUF 20% 10% 70% 0%
Total 19530669 22882528 9387478 9249398 2813 1716 -147| 10000 10000 10000
Source:MOC CFRESH 30% 40% 30% 0%
Source:PSR

Thai shrimp exports tipped to be one of the biggest losers
fromEU’ s new GSP system

The value of Thailand’s exports to EU in 5SMCY12 dropped
11.42% on year to US$9,142.8mn, accounting for 9.88% of the
country’s total exports. In 5SMCY12, Thailand’s exports of frozen
shrimps to EU fell 16% on year in value terms but shipments
of processed shrimps rose 5.65% on year.

Figure 2: Thailand’ s exports of frozen shrimp in 5SMCY12

2012

2011 2012 2012

2010 2011 Jan-May  Jan-May 2010 2011 Jan-May 2010 2011 Jan-May

Value (US$ mn) Growth rate (%) Share (%)

Asia 41.50 55.40 9.30 45.90] 8.44 33.71 390.95 247 321 8.30

Japan 328.60 376.50 121.90 132.20, 21.69 14.60 8.50 19.56 2179 2391

USA 761.40 723.40 249.50 195.20 25.09 -5.00 -21.75 45.32 41.86 35.31

Europe 240.80 260.00 93.80 78.80 34.10 7.98 -16.00 14.33 15.05 14.25

Total 565.50 552.90| 24.10 285 -2.23 100.00 100.00 100.00

1,680.00

Source:MOC

1,727.90

Figure 3: Thailand’ s exports of processed shrimp in
5MCY12

2011 2012 2012 2012

2010 2011 JanMay  Jan-May 2010 2011 Jan-May 2010 2011 Jan-May

Value (US$ mn) Growth rate (%) Share (%)

Asia 2.80 3.00 0.80 1.00] 7.81 8.36 31.55] 0.20 0.17 0.20

Japan 300.00 414.60 148.70 153.60| 14.06 38.19 3.27| 21.73 22.89 29.73

USA 690.80 922.10 268.00 194.90] 5.45 33.48 -27.27] 50.03 50.90 37.72

Europe 222.40 259.80 88.50 93.50 30.50 16.84 5.65 16.11 14.34 37.72

Total

Source:MOC

1,380.70 1,811.40 580.10 516.70 11.91 31.20 -10.92] 100.00 100.00 100.00

Currently frozen shrimp imports from Thailand are subject to a
4.2% import tariff while 7% is applied for processed shrimps.
The removal of GSP privileges would deal a big blow to Thai
shrimp exports as import tariff on Thai frozen and processed
shrimps would rise to 12% and 20% respectively, making
Thailand less competitive than its rivals like Malaysia, Indonesia,
Vietnam, China and India. Higher import tariffs would hurt

20f7

Our check with management of listed shrimp exporters reveals
that the removal of GSP privileges is unlikely to take a significant
toll on operating performance.

CPF: Even though the proportion of shrimp exports to Europe
is high, management believes the EU’s new GSP system is
unlikely to deal a significant blow to CPF as it would use its
subsidiaries in Malaysia and Vietnam to increase shrimp
exports to EU instead as import tariffs from both countries are
much lower than those of Thailand.

TUF: The impact appears limited compared to its peers as the
proportion of shrimp exports to EU is less than its counterparts.
Meanwhile tuna sales to EU is also unlikely to be affected as
current import tariff is already quite high and the proportion of
tuna sales to EU is similar to that of shrimp. TUF would mainly
use MWB as a production base and sales platform to the EU
market.

CFRESH: By our estimate, CFRESH is likely to be the biggest
loser from the EU’s new GSP system compared to CPF and
TUF as Europe is its major export market. Note that CFRESH
sells about 30%-50% of its shrimp output to Blue Earth. To
alleviate the impact, Blue Earth may need to look for new raw
materials sources instead of imports from Thailand.

‘NEUTRAL’ position in agro and food space

Even if the removal of GSP privileges would hurt Thai shrimp
exports, its potential impact on operating performance of listed
shrimp exporters however appears limited. We also believe
shrimp exporters would have enough time to readjust to the
new landscape and seek new markets to stay afloat. What
remains to be seen is when the FTA negotiations between

P PhillipCapital

Your Partner In Finance



Agri & Food Industry - AGRO
Thailand Equities Research
4 July 2012

DPhiIlipCapital

Your Partner In Finance

Thailand and EU will begin as it may help Thailand win back its
competitive edge. We keep a ‘NEUTRAL’ position in the agro
and food space. We rate CPF shares a ‘BUY’ with a target price
of Bt48/share. We recommend ‘ACCUMULATE’ on shares of
CFRESH with a target price of Bt9.60/share. We have a
‘NEUTRAL’ stance on TUF with a target price of Bt78.25/share.
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mportant Intformation

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
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.
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Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but no
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.
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