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Qian Hu Corporation
2Q10 result a blip, maintained BUY

20Q10 Result Review

FYE Dec (S$ m) 2QFY10 2QFY09  yoy%  qogq %
chg chg
Revenue 22.7 23.7 (4.1) (2.2)
Operating costs (20.6) (20.3) 15 (0.0)
EBITDA 21 34 (37.7) (19.0)
EBITDA margin (%) 9.3 14.3
Depn & amort. 0.7) 0.7) 8.7 12
EBIT 14 2.7 nm (26.4)
Interest expense 0.0 0.0 (50.0) -
Interest & invt inc 0.2) 0.2) (32.8) nm
Associates' contrib (0.1) (0.0) 1,180.0 (681.8)
Exceptionals - - - -
Pretax profit 12 2.6 (52.3) (32.1)
Tax 0.3) (0.5) (41.6) 16.6
Tax rate (%) 248 20.3
Minority interests 0.0 (0.4 109.4 128.7
Net profit 1.0 1.7 (42.9) (32.7)
EPS (cts) 0.2 04 (46.5) (32.9)
FYE Dec (S$ m) 2QFY10  2QFY09 yoy % Prev.
cum cum cha FY10F
Revenue 46.0 46.9 (1.9) 101.7
Operating costs (41.2) (40.5) 1.8 (87.3)
EBITDA 4.7 6.3 (25.4) 14.4
EBITDA margin (%) 10.3 135 (24.0) 14.2
Depn & amort. (1.4) (1.3) 7.6 (3.3)
EBIT 3.3 5.0 (34.0) 111
Interest expense 0.0 0.0 (33.3) 0.0
Interest & invtinc 0.3) (0.4) (34.5) (0.4)
Associates' contrib (0.1) (0.0) 1,225.0 (0.0
Exceptionals - - - -
Pretax profit 3.0 4.6 (35.1) 10.8
Tax (0.6) (0.9) (39.3) (2.5)
Tax rate (%) 18.6 19.9 (6.5) 23.0
Minority interests 0.1) 0.7) (86.6) (1.5)
Net profit 24 31 (22.9) 6.8
EPS (cts) 0.5 0.7 (28.1) 15

o The unprecedented severe hot weather from the start of the year and
the unstable weather condition thereafter has reduced the supply of
self-bred Dragon Fish fries. This has affected the profitability of the
Dragon Fish sales in the 2Q10 as Dragon Fish off-springs need 3 to 6
months to grow into marketable size. However, the situation has since
stabilised when the Dragon Fish production resumed in the 2Q10.

o In addition, the air traffic disruption due to volcanic ash, political riot in
Bangkok and the month-long World Cup football tournament which
each has an adverse effect on the group’s sales and profitability during
the 2Q10 were unforeseen circumstances which we viewed as one-off
incidences.

o As a result, it appears that Qian Hu's 2Q010 result missed our
expectation, with net profit attributable to coming in just below S$1m (-
43% yoy), forming 14% of our FY10 estimates.

o However, as 1H10 net profit of S$2.3m (-23% yoy) formed 35% of our
FY10 forecast, the group is still on track to meet our FY10 numbers.

o During 2Q10, the ornamental fish revenue took a plunge of S$1m (-
8.2% yoy) as its export sales suffered a temporary blip due to the
closure of Europe airspace and flights disruption as a result of volcanic
ash and the low business activities during the recent FIFA World Cup
football tournament period as mentioned earlier.

¢ On the accessories segment, the business was also impacted by the
political riots in Bangkok, which occurred from mid- March to mid-May
2010. During this period, the group’s wholesale accessories activities,
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as well as its retail chain stores in Bangkok’s downtown area, drew to
a halt during the violent demonstrations and curfews. With the group’s
Guangzhou factory experiencing lower export volume of accessories
due to World Cup, revenue from the accessories business declined to
S$8.6m (-6.3% yoy) in 2Q10.

o Despite these challenges, the group cash hoard in 2Q10 improved to
S$8.8m, while net asset got boosted to S$71.7m. Management also
indicated that the group is confident of its 2H numbers outperforming
this one off disappointing result.

Recommendation — maintain BUY

o Overall, we like Qian Hu for its recessionary resilient business model,
and we believe that the group is on track for another profitable year.

o We maintained our estimates but target price of $$0.20, pegged at
11x, below its mid-cycle valuation to CY11 P/E, and still a discount to
the FSSTI average. Qian Hu trades at 8.2x CY11 P/E and just 0.9x
P/NTA, which is cheap given its almost recessionary proof business
model and strong brand equity, in our opinion.

o Given resilient outlook by the group, we reiterate our Buy
recommendation.

Financial summary

FYE Dec 2007 2008 2009F 2010F 2011F
Revenue (S$ m) 921 931 94.6 101.7 109.4
EBITDA (S$ m) 101 115 120 139 15.1
EBITDA margins (%) 11.0 12.3 12.6 13.7 13.8
Pretax profit (S$ m) 43 9.2 9.4 10.8 11.7
Net profit (S$ m) 48 6.0 6.5 6.8 73
EPS (S cts) 13 15 15 15 16
EPS growth (%) +78% +11% +6% -2% +9%
PIE (X) 103 93 8.7 9.0 8.2
Core EPS (cts) 13 15 15 15 16
Core EPS growth (%) +78% +11% +6% -2% +9%
Core PIE (x) 10.3 93 8.7 9.0 8.2
FD EPS (cts) 12 14 14 14 15
FD P/E (x) 109 9.9 93 9.5 8.8
Gross DPS (S cts) 0.2 0.0 0.0 03 0.3
Dividend yield (%) 15 0.4 03 22 24
PINTA (x) 11 11 10 10 0.9
ROE (%) 13.7 11.9 115 108 109
Net gearing (%) 34 72 42 28 16
PICF (x) 71 6.6 6.2 6.0 55
EVIEBITDA (x) 6.1 53 51 44 4.0

Technical BUY
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o The stock appears to have formed a bullish wedge pattern and prices
broke out above the wedge resistance yesterday. Prices also closed
above both its 30-day and 50-day SMA.

o |ts indicators are rising but the momentum is starting to slow. Its MACD
is also testing the zero level, which could hinder near term movements.

o Traders should buy on weaknesss. AS long as prices remain above the
S%$0.115 levels, we think the potential for an uptrend breakout is still
intact. If prices break out, it could soon test S$0.145, its 200-day,
followed by the recent high of S$0.17-0.18 again.
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STOCK RECOMMENDATIONS

SECTOR RECOMMENDATIONS

BUY: The stock's total return is expected to be +15% or better over the next
three months.

OVERWEIGHT: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total returns of +15% or
better over the next three months.

HOLD: The stock's total return is expected to range between +15% and -15%
over the next three months.

NEUTRAL: The industry, as defined by the analyst's coverage universe, has
either (i) an equal number of stocks that are expected to have total returns of
+15% (or better) or -15% (or worse), or (i) stocks that are predominantly
expected to have total returns that will range from +15% to -15%; both over the
next three months.

SELL: The stock's total return is expected to be -15% or worse over the next
three months.

UNDERWEIGHT: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total returns of -15% or
worse over the next three months.
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