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Refer to important disclosures at the end of this report

Qian Hu
Stiff competition slows earnings growth
Growth in ornamental fish exports was insufficient to offset poorer than expected
performance of the Group’s accessories segment. Lower gross margins driven
by increasing competition and lower demand for fish accessories drove 1Q04
earnings lower. In the light of the stiff competition, we have revised our sales and
earnings projections downwards and hence downgraded the stock to a HOLD.

•••• 1Q04 results were below expectations. A traditionally slow season due to the Chinese
New Year holidays, 1Q04 for Qian Hu was worsened by lower than expected demand for
fish accessories. A more robust competitive environment in this segment also slashed net
margins for the accessories segment by about 50% relative to 1Q03 levels.

••••  Lowered our forward earnings estimates. Going forward, we expect export volumes of
ornamental fish to remain healthy. In addition, increased sales of Qian Hu’s own-bred
Arowana will likely see margins of the ornamental fish segment sustained at current levels.
In light of the stiff competition, we have lowered our sales and margin estimates for the
Group’s accessories segment for FY04 and FY05. Our previous price target of $1.00 (cum-
bonus) has been reduced to S$0.77 (ex-bonus) based on 12X PE on FY04 earnings.

•  Growth drivers are still intact. Qian Hu’s expansion into the pet accessories retail chain
business is set to continue in FY04. Despite the poor performance of the accessories
segment in 1Q04, we believe that a 15% growth in this segment is achievable for full-year
FY04. This, coupled with steady growth from the ornamental fish segment should see Qian
Hu’s management deliver on its target of achieving turnover and profit increase for FY04.

Forecasts and Valuation General Data

Issued Capital (m shrs) 128
Mkt Cap (S$m/US$m) 105 / 62
Major Shareholders
  Qian Hu Holdings (%) 29.6
   Yap family (%) 45.1
Free Float (%) 25.3
Avg Daily Vol ('000 shrs) 240

Consensus Analyst Poll

Avg Rating Buy Hold Sell
3 Mth na - - -
6 Mth 5.00 2 - -
12 Mth 5.00 2 - -
Market 3.66
Sector 3.60
Source: Bloomberg
Avg Rating: 1 = Sell, 3 = Hold, 5 = Buy

Share Price Chart Share Price Performance

Share Rel Rel
Price STI Sector

Past 1 mth 11% 4% 2%
Past 3 mths 377% -2% -4%
Past 6 mths 4% -15% -19%
Past 12 mths 4% -32% -47%
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FY Dec (S$m) 2002A 2003A 2004F 2005F

Turnover 62.7 67.7 77.6 86.8
EBITDA 9.9 11.4 13.3 14.6
Pretax Profit 8.6 9.6 11.1 13.3
Net Profit 6.5 7.0 8.2 10.0
EPS (S cts) 5.1 5.5 6.4 7.8
EPS Gth (%) 90.3% 7.2% 17.0% 21.4%
PE (x) 12.8 11.9 10.2 8.4
P/cashflow 10.7 9.7 8.1 6.9
EV/EBITDA 8.0 7.3 6.0 5.1
DPS (S cts) 1.2 0.6 1.0 1.2
Div Yield (%) 1.8 0.9 1.5 1.8
Net Gearing (%) cash cash cash cash
ROE (%) 29.0% 21.8% 19.9% 19.4%
NTA (S cts) 21.9 28.6 35.8 44.5
P/Book Value (x) 3.0 2.3 1.8 1.5
OLD
Downgrade from Buy)

$0.655
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At a Glance

Price Target:
1-year S$0.77

Stock Code:
BloombergQIAN SP
Reuters: QIAN.SI

Sector: Consumer

STI: 1,844.71

Reason for Report:
1Q04 result

Implications:
Negative

Earnings Revision:
FY04 -8%
FY05 -11%

Consensus EPS:
FY04 6.9 S cts
FY05 8.8 S cts

DBSV vs Consensus EPS
(% variance):
FY03 –7.2%
FY04 –11.4%

Principal Business:
Distributor and breeder of
ornamental fish.  Distributes
and manufactures aquarium
and pet accessories



2 of 4

Qian HuResultAnalyser

Results Summary & Comments

FY Dec (S$m) 4Q 03 1Q04 % chg 1Q 03 1Q 04 % chg Comments

Segmental sales 16.7 16.2 (2.6) 15.9 16.2 1.9 Net sales increase was driven by increased exports
of ornamental fish...

Ornamental fish 6.8 7.2 5.6 6.3 7.2 13.7 ...and sales contribution from Kim Kang

Accessories 8.2 7.5 (9.3) 8.0 7.5 (6.8) Low demand in domesetic market resulted in lower
accessories sales

Others 1.7 1.6 (2.4) 1.6 1.6 (0.9) Flat growth in plastics turnover due to competitive
local market

Segmental PBIT 2.9 1.5 (47.2) 1.7 1.5 (11.2) Dip in overall profitability…

Ornamental fish 1.9 1.0 (48.3) 0.6 1.0 59.6 …due to lower sales and margins from accessories
…

Accessories 1.2 0.7 (46.0) 1.4 0.7 (53.4) … overshadowing the increase in turnover and
margins from ornamental fish.

Others -0.3 -0.1 (49.2) (0.3) (0.1) (59.1)

Profit & Loss
Turnover 16.7 16.2 (2.6) 15.9 16.2 1.9 Sales growth driven by increased exports of

ornamental fish

Gross profit 6.6 5.6 (15.0) 5.9 5.6 (4.3) Higher gross margins from self-bred Dragon fish
softened impact of lower margins from accessories

S, G & A 3.3 4.1 23.5 4.1 4.1 (1.9) Minor savings in SG&A expenses

EBITDA 3.3 2.0 -38.3 1.4 2.0 48.1

Depreciation 0.4 0.5 11.1 0.3 0.5 36.1 Higher depreciation expenses proportional to level
of fixed assets and brooder stocks

Interest expense 0.0 (0.1) 76.3 - (0.1) 63.0

Investment inc 0.0 0.0 nm - - nm

Associates 0.0 0.0 nm - - nm

Pretax profit 2.9 1.5 (47.2) 1.7 1.5 (11.2)

Tax (0.8) (0.2) (69.0) (0.4) (0.2) (37.6) Lower tax rate due to EDB IHQ Award and tax
exempted PRC subsidiaries

Minority interest (0.4) (0.1) (80.2) - (0.1) nm

Net profit 1.7 1.2 (29.6) 1.3 1.2 (8.8)

Gross margin (%) 39.6 34.5 36.7 34.5 Lower Gross Margins due to competition in
accessories market

EBITDA margin (%) 19.9 12.6 8.7 12.6 Lower EBITDA margins from previous quarter due
to one-off S$1 mil gain in 4Q03…

Tax rate (%) 26.4 15.5 22.1 15.5

Key Balance Sheet & Cash Flow Items
DOS Inventory 125 129.0 85 129.0

DOS Acct
Receivables

69 66.0 59 66.0

Cash fr Operations 0.8 0.5 na 0.5

Capex -0.3 -0.3 na -0.3

Free Cash Flows 0.5 0.2 na 0.2

Source: Company, DBS Vickers
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Summary Earnings Model (FY02-05)

FY Dec (S$m) 2001A 2002A 2003A 2004F 2005F Comments

Sales

Ornamental fish 18.3 24.0 27.5 32.2 35.6 Led by increased export volumes

Accessories 16.6 31.9 33.6 38.7 44.5 Demand from overseas market coupled with Qian Hu's
retail outlet driving growth.

Plastic & other 6.3 6.7 6.6 6.7 6.7

Total sales 41.2 62.7 67.7 77.6 86.8

Gross profit 14.7 22.2 25.4 29.1 32.5 Margins to remain high led by backward integration for
the breeding of Arowana fish.

SGA (10.9) (13.7) (15.8) (18.2) (20.7) Expenses to be driven by the new retail business.

Operating Profit 4.3 8.6 9.8 11.1 12.3

Intr/Invsmt Inc (0.1) (0.2) (0.2) (0.2) 0.8

Pretax Profit 4.3 8.6 9.6 11.1 13.3

Tax (0.9) (2.1) (1.8) (2.1) (2.5)

MI - - (0.8) (0.8) (0.8)

Net Profit 3.4 6.5 7.0 8.2 10.0

Source: Company, DBS Vickers
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As of 20 April 2004, 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 affiliates do not have a proprietary position in the securities
recommended in this report as of 15April 2004.

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


