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Soaring MSG price BUY (unchanged) B~

Financial summary 0546.HK 12 mth range: HK$0.39-5.43 -]
HK$4.81 Market cap:  US$1,023.7m (7))

Year to Dec 07A 08A O9F 10F 11F : HK$5.98 (+24%) Daily t/o, 3 mth: US$3.3m c

Turnover (RMBm) 2,445.73,585.34,609.66,114.56,980.7 Free float %:  41.4% O

Net Profit (RMBm) 45.1 294.7 915.31,017.51,066.8 . U

EPS (RMB) 0028 0178 0551 0613 0643 K€Y points: (]

EPS A% ©6.0) 5339 2106 112 48 >k  MSQG price surged from RMB7,712/tonne in Sep to RMBI0,200 in E

P/E (x) 1521 240 77 69 6.6 Nov. c

P/B () 488 406 302 237 206 3 Industry-wide gross margin reached 35.0%-+. o

EV/EBITDA (x) 51.2 146 6.0 4.7 3.9 a a - o

vield %) 02 21 78 86 o1 * No r.na]or caPaClty expansion at. this stage. .

ROE (%) 46 185 448 382 333 X  Earnings revised up to reflect high MSG price.

ROCE (%) 24 166 395 363 360 > Target price changed from HK$4.86 to HK$5.98.

N. Gear. (%) 406 228 113 Cash Cash Soaring MSG price. MSG price has been rising gradually since Mar.

Source: SBI E2-Capital This trend exacerbated in past three months and the price jumped to

RMB10,200/tonne at end-Nov from RMB7,179 in Sep. Apparent reasons
include: |) stronger-than-expected corn price backed by bad weather
conditions, which affected transportation, and rumored another round
of governmental procurement; 2) supply constraint accompanying
Relative to HSI (%) +32.8  +69.1 +6024  jndustry consolidation, which keeps ruling out small players. We do not
Actual price changes (%) +24.9  +70.6 +902.1 take “corn cost” as a strong explanation considering that price of corn,

as well as other raw materials like coal, liquid ammonia, sulphuric acid

09F 10F  11F  and soybean, stayed relatively flat in 4Q.

|
Price Performance

1mth 3 mth 12mth

Consensus EPS (RMB) 0.477 0.463. 0.573 . .. .
Provious forecasts (RMBm) 7564 4641  789.2 Likely bargaining power enlargement for sell side. We are also
Previous EPS (RMB) o457 o280 o475 Cautious towards “supply constraint” explanation. MSG price was steady

at RMB6,800-7,200/tonne range from Apr 08 to Sep 09, suggesting
market equilibrium. Given inelasticity of MSG demand, we find it difficult
Price Chart to claim insufficient supply occurs now. Instead, we reckon the price
hike was probably due to enlarging bargaining power of MSG suppliers.
If this was the case, it proves our previous guess about enhancing

,\g . profitability following industry consolidation.

LA

X4 Return to normal in long term. Nevertheless, we are concerned

3 that if this sky-high price is really sustainable. According to our channel
2 4 check, there is no mass capacity expansion from major glutamic acid
é A s’ producers, implying MSG supply will remain at present level in coming

around ten months. However, we believe the juicy gross margin (35%+
under current MSG price and cost structure) will finally attract new
investment and capacity expansion.

Dec-07 Apr-08 Aug-08 Dec-08 Apr-09 Aug-09 Dec-09

Norman Zhang Our view on Fufeng. For Fufeng, we re-iterate our investment theme,
(852) 2533 3715 including:
EE TGS A2 L Coi O  Explosive earnings growth in short-term initially due to soft raw

material costs this year and, lately, MSG price hike, which could extend into at least 1Q FY12/10F.

O Benefit from industry consolidation, which will likely bring the company larger market share and less earnings
fluctuation.

Target revised up to HK$5.98. We have adjusted our model to reflect the unexpected MSG price surge.
Earnings forecast for FY12/09F was revised up from previous RMB758.4m to RMB915.3m. As the high MSG price
may remain at least in 1Q 2009, FY 12/10F forecast was also penciled up from RMB464.Im to RMBI,017.5m. New
capacity may come out in 2H 10, which will affect margin in 2H FY12/10F and FY12/1|1F. Hence, FY12/1 I F earnings is
anticipated to be flat at RMB1,066.8m compared with FY12/10F figure. New DFCFE fair value is RMB6.56. By
applying 20.0% discount, we get the new target price at HK$5.98.

Please refer to important disclosures at the end of this report “ﬂll!l Kﬂll!]
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Chart 1: MSG price (RMB/tonne)
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Table 1: Raw material cost in 2009
(RMB/tonne) Jul Aug Sep Oct Nov
Coal (North China) 310 316 317 318 322
Corn 1,458 1,526 1,528 1,491 1,530
Liquid ammonia 2,077 2,077 1,880 1,900 1,920
Sulphuric acid 179 179 211 211 220
Soybean 3,740 3,753 3,771 3,784 3,814
MSG 6,872 7,179 7,179 8,120 10,200
Source: www.ex-starch.com, www.cheminfo.gov.cn, www.chemcp.com, www.sxcoal.com, www.feedonline.cn, www.bbcafj.com
- _____________________________________________________________________________________________________|
Table 2: P&L
Year to Dec (RMBm) 07A 08A 09F 10F 11F
Turnover 2,445.7 3,585.3 4,609.6 6,114.5 6,980.7
Cost of sales (2,196.0) (2,941.0) (3,184.2) (4,403.4) (5,024.0)
Gross profit 249.7 644.3 1,425.4 1,711.1 1,956.7
Other income 32.8 44.3 54.8 43.0 59.8
Selling and marketing expenses (104.2) (166.4) (206.8) (271.1) (316.8)
Administrative expenses (113.7) (142.0) (199.7) (252.4) (288.1)
Other operating expenses (16.7) (12.2) (38.7) (23.9) (27.3)
Profit from operations 47.9 368.0 1,035.1 1,206.6 1,384.4
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 45.5 325.4 1,006.1 1,160.2 1,327.4
Income tax expenses (0.4) (30.7) (90.8) (242.7) (260.6)
Profit for the period 45.1 294.7 915.3 1,017.5 1,066.8
Attributable to:
Equity holders of the Company 45.1 294.7 915.3 1,017.5 1,066.8
Minority interests 0.0 0.0
EPS - Basic (RMB) 0.028 0.178 0.551 0.613 0.643
EPS - Diluted (RMB) 0.028 0.178 0.551 0.613 0.643
Proposed DPS (RMB) 0.008 0.088 0.331 0.368 0.386
Proposed dividend 13.5 146.3 549.2 610.5 640.1

Source: SBI E2-Capital


http://www.ex-starch.com/
http://www.cheminfo.gov.cn/
http://www.chemcp.com/
http://www.feedonline.cn/
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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.

Copyright @ SBI E2-Capital Securities Limited 2008. All rights reserved.
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