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Qian Hu Corporation

Improvements in margins

Qian Hu reported 3QO05 results that were slightly below our expectations. 9M05
turnover fell 4% y-o-y to S$48.0m with net profit rising 1.1% y-o-y to S$1.5m.
3Q05 gross and operating margins have improved to 39.4% (+10.7ppt) and 9.7%
(+14ppt) as a result of higher margin yields for its fish and plastics segment and
a turnaround in the Group’s accessories business. However, Qian Hu is still
facing keen competition in its domestic and overseas markets. As a result, we
have lowered our earnings estimates for FYO5F and FYO6F by 18% and 22%
respectively. In light of the turnaround of the Group’s operating conditions, we
have upgraded our recommendation from a Fully Valued to a Hold with a raised
target price of S$0.26 based on a target multiple PE of 11x FYO06 earnings
estimates.

e Turnaround in the Group’s operations. 3Q05 turnover grew by 1.8% y-o0-y to S$16.0m
as the Group saw sales of its ornamental fish in the 3Q05 grow by 20% y-0-y to S$8.7m
while the Group saw lower sales from its accessories and plastics segment by 17% y-o0-y
and 3% y-0-y to S$5.6m and S$1.8m respectively.

e Future growth prospects for the Qian Hu. The Group hopes to increase the export of
its ornamental fish in the region with continuous growth of its breeding and sales of Dragon
Fish. The Group also hopes to expand on its distribution capabilities and increase its
operating efficiency at its Guangzhou factory.

e Upgrade to Hold. In light of the turnaround in the Group’s operating conditions, we have
upgraded our recommendation from a Fully Valued to a Hold with a raised target price of
S$0.26 based on a target multiple PE of 11x FY06 earnings estimates. For the moment, we
will be effectively dropping coverage of this counter.

Forecasts and Valuation General Data

FYE Dec (S$m) 2003A 2004A 2005F 2006F Issued Capital (m shrs) 129
Sales (S$m) 68 65 66 70 Mkt Cap (S$m/US$m) 32/ 19
EBITDA (S$m) 11.1 5.3 5.5 6.1 Major Shareholders

Net Profit (S$m) 7.0 1.6 2.0 2.4 Qian Hu Holdings (%) 29.6
EPS - FD (Sc) 5.6 1.3 1.6 1.9 Yap family (%) 451
EPS Gth (%) 2 =77 24 20 Free Float (%) 25.3
BVps (S$) 0.29 0.29 0.31 0.32 Avg Daily Vol ('000 shrs) 21
DPS (Sc) 0.5 0.2 0.2 0.2

P/Sales (x) 0.60 0.49 0.49 0.46 Consensus Analyst Poll

EV/EBITDA (x 4.0 8.2 6.7 52

P/E (x) ) 5.8 19.8 16.0 134 AvgRating  Buy Hold  Sell
P/BV (x) 1.13 0.86 0.82 0.77 3Mth N - - -
P/CF (x) 325 8.4 7.6 6.8 ©6Mth 3.00 - 1 -
Div Yield (%) 15 0.6 0.8 10 12Mth 3.00 - 1 -
ROE (%) 21.8 5.9 7.9 g Market 3.62

Net Gearing (%) 1 17 Cash Cash Sector 4.07

Source: Bloomberg
Avg Rating: 1 = Sell, 3 = Hold, § = Buy

Share Price Chart Share Price Performance
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0-40 Past 1 mth 4% 1% -3%
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Refer to important disclosures at the end of this report

Hold
(Upgrade from Fully
Valued)

S$0.25

At a Glance

Price Target:
1-year S$0.26
(previously S$0.25)

Stock Code:
BloombergQIAN SP
Reuters: QIAN.SI

Sector: Consumer
STI: 2,222.83

Reason for Report:
3Q05 results

Implications:
Negative

Earnings Revision:
FY05 -18%
FY06 -22%

Consensus EPS:
FY05 1.7 Scts
FY06 2.7 Scts

DBSV vs Consensus EPS
(% variance):

FY05 -5.9%

FY06 —29.6%

Principal Business:

A distributor and breeder of
ornamental fish. Also
distributes and
manufactures aquarium and
pet accessories
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Results Summary & Comments

FYE Dec (S$m) IMO5  9M04 % chg 3Q05 3Q04 % chg Comments
Profit & Loss y-0-y y-0-y
Turnover 48.0 50.0 -4.0 16.0 15.7 1.8 Higher sales of ornamental fish while the
Group saw lower sales contribution from
its accessories and plastics segment.
Gross Profit 18.0 17.2 4.6 6.3 4.5 39.8 Improvement in gross margins.
Less: S,G&A Expenses 15.0 14.3 5.1 4.8 5.2 -8.1 Lower selling expenses as a result of a
reduction in advertising and promotions
of its retail stores.
Other Income 0.1 0.1 1.0 0.0 0.0 33.3
Operating Profit 3.1 3.0 2.3 1.6 -0.7 nm Increase in operating margins.
Net Interest Expense -0.4 -0.2 75.2 -0.1 -0.1 92.2
Share of Associates 0.0 -0.1 nm 0.0 0.0 nm
Pre-tax Profit 2.7 2.7 nm 1.4 -0.7 nm
Less: Tax 0.4 0.8 nm 0.1 0.1 nm Lower tax rate going forward as a result
of THQ status.
Minority Interest -0.8 -0.5 nm -0.7 0.2 nm
Net Profit 1.5 1.5 1.1 0.5 -0.7  -179.6 9MOS net profit below our expectations.
Chg ppt Chg ppt
Gross Margin (%) 37.6 34.5 3.1 39.4 28.7 10.7
Operating Margin (%) 6.5 6.1 0.4 9.7 -4.2 14.0
Net Profit Margin (%) 3.1 3.0 0.2 3.4 -4.3 7.7
Tax Rate (%) 14.0 28.4 10.2 13.7
IMO5 9M04 % chg  3Q05 3Q04 % chg
Segmental Revenue
Fish 24.8 23.8 4.0 8.6 7.1 20.8 Increase in dragon fish sales.
Accessories 17.9 20.9 -14.7 5.6 6.7 -17.0  Increase in turnover contributions from
retail chain stores however there was a
lower demand from the Malaysian
market.
Plastics 5.3 5.2 2.2 1.8 1.9 -3.1
Total 48.0 50.0 -4.0 16.0 15.7 1.8
Segmental PBT
Fish 2.7 3.6 -25.8 1.2 0.6 98.5
Accessories 0.9 0.2 nm 0.4 -0.9 nm
Plastics 0.3 0.2 38.5 0.2 0.1 92.9
Unallocated Corporate Expenses -1.1 -1.2 nm -0.3 -0.5 nm
Total 2.7 2.8 34 1.4 0.7 2912

Source: Company, DBS Vickers
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Summary Earnings Model (FY03-06)

FYE Dec (S$m) 2003A 2004A 2005F 2006F
Ornamental Fish 27.5 31.2 30.8 32.8

Accessories 33.6 27.3 27.9 29.3

Other 6.6 7.0 7.1 7.4

Total Sales 67.7 65.5 65.8 69.5
Gross Profit 25.4 23.0 24.3 25.7
Less: S,G&A plus other income 15.6 19.1 19.8 20.9
Operating Profit 9.8 3.9 4.6 4.9
Less: Net Interest Expense 0.2 0.4 0.6 0.5
Add: Share of Associates 0.0 -0.1 -0.1 -0.1
Pretax Profit 9.5 34 3.9 4.3
Less: Tax 1.8 1.2 0.8 0.9
Minority Interest -0.8 -0.6 -1.1 -1.0
Net Profit 7.0 1.6 2.0 2.4

Source: Company, DBS Vickers
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As of 25 October 2005, the analyst and his / her immediate family do not hold positions in the securities
recommended in this report.

DBS Vickers Securities (Singapore) Pte Ltd and its subsidiaries do not have a proprietary position in the securities
recommended in this report as of 21 October 2005.

ANALYST CERTIFICATION

The research analyst primarily responsible for the content of this research report, in part or in whole certifies that the
views about the companies and their securities expressed in this report accurately reflect his/her personal views. The
analyst also certifies that no part of his/her compensation was, is, or will be, directly, or indirectly, related to specific
recommendations or views expressed in this report.

This document is published by DBS Vickers Research (Singapore) Pte Ltd ("DBSVR"), a direct wholly-owned
subsidiary of DBS Vickers Securities (Singapore) Pte Ltd ("DBSVS") and an indirect wholly-owned subsidiary of DBS
Vickers Securities Holdings Pte Ltd ("DBSVH"). The research is based on information obtained from sources
believed to be reliable, but we do not make any representation or warranty as to its accuracy, completeness or
correctness. Opinions expressed are subject to change without notice. This document is prepared for general
circulation. Any recommendation contained in this document does not have regard to the specific investment
objectives, financial situation and the particular needs of any specific addressee. This document is for the information
of addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should
obtain separate legal or financial advice. DBSVR accepts no liability whatsoever for any direct or consequential loss
arising from any use of this document or further communication given in relation to this document. This document is
not to be construed as an offer or a solicitation of an offer to buy or sell any securities. DBS Vickers Securities
Holdings Pte Ltd is a wholly-owned subsidiary of DBS Bank Ltd. DBS Bank Ltd along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities mentioned in this
document. DBSVR, DBSVS, DBS Bank Ltd and their associates, their directors, and/or employees may have positions
in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies. DBSVR, DBSVS, DBS Bank Ltd and/or other
affiliates of DBS Vickers Securities (USA) Inc ("DBSVUSA"), a U.S.-registered broker-dealer, may beneficially own a
total of 1% or more of any class of common equity securities of the subject company mentioned in this document.
DBSVR, DBSVS, DBS Bank Ltd and/or other affiliates of DBSVUSA may, within the past 12 months, have received
compensation and/or within the next 3 months seek to obtain compensation for investment banking services from the
subject company. DBSVUSA does not have its own investment banking or research department, nor has it
participated in any investment banking transaction as a manager or co-manager in the past twelve months. Any US
persons wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect
a transaction in any security discussed in this document should contact DBSVUSA exclusively. DBS Vickers Securities
(UK) Ltd is an authorised person in the meaning of the Financial Services and Markets Act and is regulated by The
Financial Services Authority. Research distributed in the UK is intended only for institutional clients.

DBS Vickers Research (Singapore) Pte Ltd — 8 Cross Street, #02-01 PWC Building, Singapore 048424
Tel. 65-6533 9688, Fax: 65-6226 8048
Company Regn. No. 198600295W
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