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Light of Market Equilibrium

Financial summary

Year to Dec 07A 08A 09F 10F 11F
Turnover (RMBm) 2,445.73,585.34,568.45,457.46,603.9
Net Profit (RMBm)  45.1 294.7 758.4 464.1 789.2

EPS (RMB) 0.028 0.178 0.457 0.280 0.475
EPS A% (86.0) 533.9 157.4 (38.8) 70.1
P/E (x) 1267 200 78 127 75
P/B (x) 407 338 269 249 205
EV/EBITDA (x) 431 122 60 74 43
Yield (%) 02 25 77 47 80
ROE (%) 46 185 386 204 301
ROCE (%) 24 166 339 195 317
N. Gear. (%) 406 228 182 140 Cash

Source: SBI E2-Capital
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Price Performance

1mth 3 mth 12mth
Relative to HSI (%) +36.3 +28.0 +659.8
Actual price changes (%) +42.1  +30.6 +1025.0

09F 10F 11F

Consensus EPS (RMB) 0.403 0.443. 0.553
Previous forecasts (RMBm) 621.2 4400 7151
Previous EPS (RMB) 0.374 0.265 0.431
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Market cap: US$861.9m
Daily t/o, 3 mth: US$1.8m
40.2%

12 mth range:

HK$4.86 (+20%)

Free float %:

Key points:

* 250,000 tonne corn procurement from government approved
with potential gain of RMB57.5m in 4Q.

Surphuric acid, ammonia and coal cost dropped in 3Q.

MSG price driven by corn price.

Earnings estimates penciled up 22.1% for FY12/O%F.

New target at HK$4.86.

Fair value at HK$5.74 under new market-equilibrium scenario.

Procurement from government to lock in corn cost in 4Q.
The company has received approval for procurement of 250,000 tonnes
corn from the government. Purchase price is fixed at RMB1,570/tonne,
which is ~NRMB180 lower than the spot average in Jun-Oct. In addition,
the central government offers subsidy at RMBI50/tonne for the
purchase, which will be shared by multiple parties including local
government, warehouse/logistics operators and end-buyers. We
estimate the potential gain will be as much as RMB230 per tonne or
RMB57.5m in total for Fufeng.

¥ % % X X

Other raw materials costs remain low. Despite the gradual
improving macros, most raw materials costs, surprisingly, dipped again
in 3Q. According to our channel checking, the average price of sulphuric
acid (1.3% of COGS), ammonia (10.0% of COGS) and coal (11.7% of
COGS) dropped 40.0%, 8.0% and 1.8% QoQ, respectively, in 3Q,
though soybean price edged up by 1.4%.

Strengthening MSG price reflecting more balanced
supply-demand. MSG price has been moving up since beginning of the
year. Reasons behind should include: I) industry consolidation, which
has somewhat curbed entire capacity expansion; 2) rising corn cost
(50.7% of COGS), which increased from RMBI,273/tonne in Jan to
RMBI,491/tonne in Oct. Although we have captured this trend in our
estimates, the enhancement in MSG price is slightly ahead of our
expectation (after adjusted to decline other raw materials costs), which
partly suggests a batter-than-expected supply-demand balance at
present. This fact could be a critical signal, in our view, as one of major
investment themes towards Fufeng is the potential benefit from market
consolidation, which will bring down the industry’s profitability volatility,
enabling participate yield a more steady profit flow.
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Chart 1: MoM price movement
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Earnings projection revised up to contain lower-than-expected cost. Overall, we raise our FY12/09F
earnings forecast for the counter by 22.1%% to RMB759.4m. We remain our concern on the potential
over-expansion of the industry on this stage, which might lead a new round of keen industry consolidation and
squeeze gross margin in short term. Consequently, net profit in FY12/10F and FY12/1 IF has been lifted slightly by
5.5% and 10.4%, respectively, to RMB464.Im and RMB789.2m. The new DFCFE fair value is HK$5.40 per share.
After applying a 10.0% discount as valuation buffer, we get our new target at HK$4.86.

New scenario with potential fair value at HK$5.74. We re-iterate that our major theme towards Fufeng is its
enhancing and stabilizing profitability following industry consolidation. We are cautious in our base-case scenario
with concern on irrational capacity expansion encouraged by relatively high MSG price and low raw materials costs
(excl. corn). Nevertheless, the recent price trend of MSG and corn likely suggests that the incremental cost has
been largely transferred to end-consumers, i.e. supply-demand at equilibrium. In addition, according to our
discussion with management, major glutamic acid capacity expansion industry wide includes only Fufeng’s 70,000
tonne (complete in 2010) and Eppen’s +100,000 tonnes (to complete by end-2010). Hence, it is possible that the
MSG market in 2010 will be more stable than we expected in our base-case scenario. Accordingly, we have
constructed a new market-equilibrium scenario, assuming gross margin industry wise will narrow moderately to a
long-term sustainable level (8% in our assumption). Under this scenario, Fufeng will earn RMB735.9m in FY12/10F
and RMB886.3m jn FY 12/1 IF. Its fair value, thus, will be HK$5.74 per share.
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Table 1: P&L
Year to Dec (RMBm) 07A 08A 09F 10F 11F
Turnover 2,445.7 3,585.3 4,568.4 5,457.4 6,603.9
Cost of sales (2,196.0) (2,941.0) (3,301.3) (4,384.4) (5,001.0)
Gross profit 249.7 644.3 1,267.1 1,073.0 1,602.9
Other income 32.8 44.3 53.8 394 57.7
Selling and marketing expenses (104.2) (166.4) (218.3) (271.5) (316.8)
Administrative expenses (113.7) (142.0) (200.1) (243.7) (282.9)
Other operating expenses (16.7) (12.2) (38.9) (23.9) (27.3)
Profit from operations 47.9 368.0 863.5 573.3 1,033.7
Interest income from IPO subscription
deposits 42.8 0.0
Finance costs (45.2) (42.7) (28.9) (46.4) (57.0)
Profit before income tax 455 325.4 834.6 526.9 976.7
Income tax expenses (0.4) (30.7) (76.2) (62.8) (187.5)
Profit for the period 45.1 294.7 758.4 464.1 789.2
Attributable to:

Equity holders of the Company 45.1 294.7 758.4 464.1 789.2

Minority interests 0.0 0.0
EPS - Basic (RMB) 0.028 0.178 0.457 0.280 0.475
EPS - Diluted (RMB) 0.028 0.178 0.457 0.280 0.475
Proposed DPS (RMB) 0.008 0.088 0.274 0.168 0.285
Proposed dividend 135 146.3 455.0 278.5 473.5

Source: SBI E2-Capital
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SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. Find our research on: shie2capital.com, thomsononeanalytics.com,
factset.com and multex.com

SBI E2-Capital stock ratings:

STRONG BUY : absolute upside of >50% over the next three months

BUY : absolute upside of >10% over the next six months
HOLD : absolute return of -10% to +10% over the next six months
SELL : absolute downside of >10% over the next six months

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other related businesses with the companies in this report.

Analyst certification: The views expressed in this report accurately reflect the analyst’s personal views of the subject securities and that the analyst has not received and will
not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

Disclaimer: This research report is not an offer to sell or the solicitation of an offer to buy or subscribe for any securities. The securities referred to in this report may not be
eligible for sale in some jurisdictions. The information contained in this report has been compiled by the Research Department of SBI E2-Capital Securities Limited (‘SBI
E2-Capital’) from sources that it believes to be reliable but no representation, warranty or guarantee is made or given by SBI E2-Capital or any other person as to its accuracy
or completeness. All opinions and estimates expressed in this report are (unless otherwise indicated) entirely those of SBI E2-Capital as of the date of this report only and are
subject to change without notice. Neither SBI E2-Capital nor any other person, accepts any liability whatsoever for any loss howsoever arising from any use of this report or
its contents or otherwise arising in connection therewith. Each recipient of this report shall be solely responsible for making its own independent investigation of the business,
financial condition and prospects of the companies referred to in this report. SBI E2-Capital and their respective officers, directors and employees, including persons involved
in the preparation or issuance of this report, may from time to time (1) have positions in, and buy or sell, the securities of companies referred to in this report (or related
investments); (2) have a consulting, investment banking or broking relationship with any company referred to in this report; and (3) to the extent permitted under applicable law,
have acted upon or used the information contained or referred to in this report including effecting transactions for their own account in an investment (or related investment) in
respect of any company referred to in this report, prior to or immediately following its publication. This report may not have been distributed to all recipients at the same time.
This report is issued only for the information of and may only be distributed to professional investors and dealers in securities and must not be copied, published, reproduced
or redistributed (in whole or in part) by any recipient for any purpose. This report is distributed in Hong Kong by SBI E2-Capital. Any recipient of this report who requires
further information regarding any securities referred to in this report should contact the relevant office of SBI E2-Capital located in such recipient’s home jurisdiction.
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