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KKoo  YYoo  ((88004422  HHKK,,  HHKK$$00..6644))  BBUUYY  ((uu

Target price: HK$1.21 (+89%) 

Interim results in line. 1H FY12/06 net profit rose 12% YoY to RMB28.2m, in line with our
interim dividend of HK$0.005 was declared (same as for 1H05). Nonetheless, both ASP and m
compared with that of a year ago (refer to table 2 and 3) due to 1) droughts in Sichuan and
affected demand for fertilizers; 2) the closure of Qinghai-Tibet Railway which disrupted the s
chloride, a main raw material for complex fertilizer; 3) small complex fertilizer factories w
production and hence affected the demand for ammonium chloride; and 4) a maiden 20,499
to Cargill was priced at very low margin (single-digit gross margin). 

2H outlook. The company targets to produce 300,000 tonnes in 2H06, compared with 260,0
Of which, BB/complex fertilizers are expected to account for 120,000 to 130,000 tonnes w
account for 30,000 to 50,000 tonnes at more attractive margins (double-digit gross margins)
(BB and complex fertilizers) will be mainly served by the new Qingdao plant, which is sched
operation in Sep 06 with a capacity of 300,000 tpa. As coastal areas like Fujian and Guangdo
a number of typhoons recently, the harvest season in Aug/Sep might be affected. Prices ar
stabilized in 2H06 though. 

Cost savings programs to kick in from 2H06. Starting from Jun 06, the company has started
own “large granule urea” internally, a component, for its BB fertilizers. An annual saving of R
In addition, the company has embarked on a technological upgrade in July 06. This improv
urea capacity by 16,000 tonnes and lower the production cost of the 50,000tpa ammonia. A
RMB15-16m is expected to kick in from 2007. 

Healthy financials. The company turned from net debt to a net cash of HK$55m at end-Jun
recorded a strong operating cash inflow of RMB55.4m (cf. RMB3.7m a year ago) in 1H06. 

Valuation and forecasts. We have fine-tuned our forecast downward by 3-6% for FY06 to
price is set at HK$1.21 (from HK$1.24), based on 8x FY12/07 P/E. Trading at just above 5
think the downside risk is rather limited at the current price level. The biggest concerns are sca
this stock, but we think the low valuations have discounted most of them already. 

Catalyst. The company is waiting for project finance approval for its 450,000-tonne urea p
Dazhu, Sichuan. The total investment will cost c.RMB800m. Ko Yo may account for a ma
project. 
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Table 1: Financial summary 
Year to Net profit EPS EPS P/E P/B EV/EBITDA Yield ROE 

Dec RMBm RMB ∆ % x x x % % 
04A 32.7 0.078 18.2 8.5 1.8 7.0 2.3 23.9 
05A 46.8 0.111 42.3 6.0 1.4 4.2 3.1 26.4 
06F 58.0 0.122 9.6 5.4 1.1 3.2 3.4 22.4 
07F 78.6 0.155 27.6 4.2 0.9 2.6 4.9 22.6 
08F 105.6 0.209 34.4 3.2 0.7 1.8 6.5 25.1 

SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. If you would like to access our resear
about our services, please contact Raymond Jook, Head of Research, on (852) 2533 3715 or raymondjook@softbank.com.h
sbie2capital.com, thomsononeanalytics.com and multex.com  
Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other primary businesses with the companies in

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

Disclaimer: the information and opinions in this report were prepared by SBI E2-Capital Securities Limited. SBI E2-Capital Securities Li
advise you of changes in its opinion or information. SBI E2-Capital Securities Limited and others associated with it may have positions 
securities of companies mentioned and may also perform or seek to perform investment banking services for those companies. This
information available to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or se
 Raymond Jook,CFA
(852) 2533 3715

jook@softbank.com.hk
AAggrriiccuullttuurree  

nncchhaannggeedd))  

 expectations.  An 
argins were lower 

 inner China which 
upply of potassium 
ere forced to stop 

-tonne export order 

93 tonnes in 1H06. 
hile export orders 

. The export orders 
uled to commence 

ng were hit hard by 
e believed to have 

 to manufacture its 
MB5m is expected. 
ement can increase 
n annual saving of 

 06. In addition, it 

 FY08. Our target 
x forward P/E, we 
le and liquidity for 

lant investment in 
jority stake in this 

ROCE N. Gearing
% % 

16.1 47.2 
18.8 15.9 
18.8 Cash 
21.3 Cash 
25.0 Cash 

ch reports and know more 
k  Find our research on: 

 this report. 
 the analyst has not received 

mited does not undertake to 
in and effect transactions in 
 memorandum is based on 
ll the securities mentioned. 

 



SBI E2-Capital Securities Corporate Snippet 

Table 2: Segment breakdown 
Year to Dec Turnover ASP (RMB/tonne) Sales volume (tonnes) 
 1H05 1H06 YoY (%) 1H05 1H06 YoY (%) 1H05 1H06 YoY (%)
BB/ complex fertilizers 166.9 167.9 0.6 1,783 1,626 (8.8) 93,632 103,184 10.2
Urea 51.6 45.0 (12.9) 1,454 1,622 11.6 44,954 43,273 (3.7)
Ammonium chloride  27.4 20.3 (25.9) 758 534 (29.6) 36,088 37,975 5.2
Ammonium bicarbonate 52.1 110.4 112.1 484 460 (5.0) 35,799 68,080 90.2
Sodium carbonate  6.6 3.6 (46.2) 1,147 1,038 (9.5) 4,009 2,454 (38.8)
Ammonia 10.0 2.4 (76.5) 1,647 1,448 (12.1) 20,700 5,127 (75.2)
 314.6 349.5 11.1 235,182 260,093 10.6

Source: Company data 

Table 3: Quarterly results 
Year to Dec (RMBm) 1Q04 2Q04 1H04 3Q04 4Q04 1Q05 2Q05 1H05 3Q05 4Q05 1Q06 2Q06 1H06
Turnover 85.1 114.0 199.0 109.9 113.8 142.9 171.7 314.6 163.4 149.6 177.4 172.4 349.9
Cost of sales (68.9) (91.5) (160.5) (86.4) (89.8) (113.4) (135.4) (248.8) (125.4) (123.7) (147.0) (142.8) (289.7)
Gross profit 16.1 22.4 38.6 23.4 24.1 29.6 36.3 65.9 38.1 25.9 30.5 29.7 60.1
Interest income 0.1 0.0 0.2 0.0 0.6 0.2 0.2 0.4 0.6 (0.0) 0.1 0.8 0.8
Distribution costs (4.4) (7.8) (12.3) (5.0) (11.2) (7.8) (9.5) (17.2) (8.5) (12.9) (6.6) (7.7) (14.2)
Administrative expenses (7.8) (5.9) (13.7) (5.9) (8.8) (7.6) (10.3) (17.9) (12.3) (8.4) (9.1) (8.0) (17.1)
Other income 0.2 0.6 0.7 1.6 2.7 1.4 0.9 2.4 0.2 1.2 0.5 5.1 5.7
Operating profit 4.2 9.3 13.5 14.2 13.7 15.8 17.7 33.5 18.0 9.8 15.4 19.9 35.3
Finance costs (1.9) (1.6) (3.6) (1.7) (2.2) (1.7) (1.9) (3.7) (2.1) (2.3) (1.2) (2.3) (3.5)
Profit before taxation 2.2 7.7 9.9 12.5 11.5 14.0 15.8 29.8 15.9 7.5 14.3 17.6 31.9
Taxation (1.0) (0.1) (1.1) (1.0) 0.9 (2.0) (2.6) (4.6) (2.9) 1.1 (1.8) (1.9) (3.6)
Profit after taxation 1.2 7.6 8.8 11.5 12.4 12.0 13.2 25.2 13.0 8.6 12.5 15.7 28.2
Minority interests 0.0 0.0 0.0 0.0 0.0 (0.0) (0.0) (0.0) 0.0 (0.0) - - -
Net profit 1.2 7.6 8.8 11.5 12.4 12.0 13.1 25.1 13.0 8.6 12.5 15.5 28.2
     
DPS (HK$)  0.003 0.005   0.005
     
Gross margin (%) 19.0 19.7 19.4 21.3 21.1 20.7 21.1 20.9 23.3 17.3 17.2 17.2 17.2
EBIT margin (%) 4.7 8.1 6.7 12.9 11.6 10.9 10.2 10.5 10.7 6.5 8.7 11.1 9.9
Pre-tax margin (%) 2.6 6.7 5.0 11.4 10.1 9.8 9.2 9.5 9.7 5.0 8.0 10.2 9.1
Net margin (%) 1.4 6.7 4.4 10.4 10.9 8.4 7.7 8.0 8.0 5.7 7.0 9.0 8.1

Source: SBI E2-Capital and company data 
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Table 4: Earnings model 
Year to Dec (RMBm) 2002A 2003A 2004A 2005A 2006F 2007F 2008F
Turnover 
  BB fertilizers 97.2 81.7 156.4 240.4 375.3 506.7 684.1
  Urea 61.1 81.7 105.7 198.3 253.2 329.1 427.8
  Ammonium chloride  38.9 42.3 46.5 57.7 45.5 54.6 65.5
  Ammonium bicarbonate  - - 21.1 16.3 5.0 6.0 7.1
  Sodium carbonate  74.9 70.5 84.5 104.2 95.8 105.4 116.0
  Ammonia 5.6 5.6 8.5 10.7 13.0 14.3 15.7
 277.6 281.8 422.7 627.6 787.8 1,016.0 1,316.2
% chg 1.5 50.0 48.5 25.5 29.0 29.5
Cost of sales (216.4) (221.2) (336.7) (497.8) (646.0) (828.1) (1,066.1)
Gross profit 61.2 60.6 86.0 129.8 141.8 188.0 250.1
Interest income 0.1 0.1 0.8 0.9 1.2 1.3 1.3
Distribution costs (11.8) (15.1) (22.1) (34.6) (33.9) (47.2) (66.1)
Administrative expenses (17.2) (21.8) (28.4) (38.6) (39.0) (50.4) (63.9)
Other income 3.5 6.2 5.0 3.8 4.0 4.2 4.4
Operating profit 35.8 30.0 41.4 61.3 74.0 95.9 125.8
Finance costs (4.6) (5.9) (7.5) (8.1) (7.4) (5.6) (4.4)
Profit before taxation 31.2 24.1 33.9 53.2 66.6 90.3 121.4
Taxation 0.4 (0.0) (1.2) (6.4) (8.7) (11.7) (15.8)
Profit after taxation 31.6 24.1 32.7 46.8 58.0 78.6 105.6
Minority interests (0.3) - 0.0 (0.0) - - -
Net profit 31.3 24.1 32.7 46.8 58.0 78.6 105.6
% chg (23.2) 35.9 42.9 24.0 35.5 34.4
Dividends - (5.9) (6.5) (8.8) (11.1) (15.7) (21.1)

Source: SBI E2-Capital 

 

Disclosure of interests: SBI E2-Capital Securities Ltd. acted as the Sole Bookrunner and 
Placing Agent for the Ko Yo top-up placement (84m shares at HK$0.78 each) on May 4, 
2006. 
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