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High growth on track China Agriculture

Century Sunshine (8276 HK, HK$4.71) BUY (unchanged)

Target price: HK$6.85 (+45%)

Interim results above expectations. The company reported a 136% jump in 1H FY12/06 net profit to
RMB48.4m, above our forecast of RMB40m. Turnover increased 111% to RMB132.9m. The robust results were
boosted by higher than expected net margin of 37.7% in 2Q06, compared with 34.2% in 1Q06 and 29.7% in
2Q05. The improvement in margins was due to an 8% decline in the in selling expenses and much smaller 55%
increase in administrative expenses for period. An interim dividend of HK$0.02 was declared (cf. RMBO0.015 a
year ago), representing a payout of 17.1%.

Robust sales. Thanks to strong market demand, sales volume surged 97% to 75,000 tonnes while price was
raised for two of the products in May 06. The Nanchang Plant in Jiangxi commenced operation in May 2005 and
added capacity of 100,000tpa to a total of 155,000tpa. Phase one of Yunxiao Plant in Fujian is expected to be
completed by end-2006 and add another 200,000tpa by early 2007.

New products. The development of two new products — organic fertilizer for wind-protection trees and pesticide
fertilizer is expected to be completed by end-2007.

Strong financials. The company is debt free and had net cash of HK$215m as at end-Jun 06, equivalent to
HKS$0.54 per share. Operating cash inflow amounted to RMB62.3m during the period.

Valuation and forecasts. We keep our forecasts unchanged but we have raised our target price to HK$6.85
based on 10x FY12/08 P/E (from HK$5.81) as both contribution from both two phases of Yunxiao Plant will
start to kick in. Despite trading at a relatively high FY12/06 P/E, the visible high growth and scaleable business
model do justify a premium valuation, not to mention that the PEG (FY12/06 P/E to 3-year EPS CAGR) only
stands at 0.4x.

Table 1: Turnover by segment

Year to Dec (RMBm) 1Q05 2Q05 1HO5 1Q06 2Q06 1H06
Microbial compound fertilizer 10.6 10.0 20.7 13.4 21.3 34.7
Organic tea fertilizer 8.6 4.6 13.2 9.3 5.4 14.7
Eucalypt tree organic fertilizer - 5.6 5.6 17.0 24.0 411
Premium organic fertilizer 24 6.4 8.8 5.7 12.9 18.6
Organic compound fertilizer 4.0 7.7 11.7 3.8 14.0 17.8
Bio-pesticides 0.1 3.0 3.0 0.5 55 6.0

25.7 37.2 62.9 49.8 83.1 132.9

Source: SBI E2-Capital and company data

Table 2: Financial summary

Yearto  Net profit EPS EPS P/E P/B EVIEBITDA Yield ROE ROCE N. Gearing
Dec RMBm RMB A% X X X % % % %
04A 35.5 0.117 30.9 43.0 14.4 40.2 0.6 48.9 44.8 Cash
05A 71.4 0.217 86.6 225 6.2 16.5 1.1 33.7 34.0 Cash
06F 107.0 0.250 15.1 19.4 5.0 134 1.6 30.6 32.9 Cash
07F 200.2 0.468 87.1 10.4 3.7 7.0 3.1 43.7 48.9 Cash
08F 301.5 0.705 50.6 6.9 2.6 4.3 4.6 47.6 53.2 Cash

SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. If you would like to access our research reports and know more
about our services, please contact Raymond Jook, Head of Research, on (852) 2533 3715 or raymondjook@softbank.com.hk Find our research on:
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 this report.
Analyst certification: the views expressed in this report accurately reflects 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: the information and opinions in this report were prepared by SBI E2-Capital Securities Limited. SBI E2-Capital Securities Limited does not undertake to
advise you of changes in its opinion or information. SBI E2-Capital Securities Limited and others associated with it may have positions in and effect transactions in
securities of companies mentioned and may also perform or seek to perform investment banking services for those companies. This memorandum is based on
information available to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell the securities mentioned.




SBI E2-Capital Securities

Corporate Snippet

Table 3: Quarterly results

Year to Dec (RMBm) 1Q04 2Q04 1H04 3Q04 4Q04 1Q05 2Q05 1HO05 3Q05 4Q05 1Q06 2Q06 1H06
Turnover 17.6 17.0 346 282 312 257 372 629 549 731 498 83.1 1329
Cost of sales (8.0) (7.4) (15.4) (12.0) (14.0) (10.7) (18.8) (29.5) (26.7) (37.2) (24.9) (42.2) (67.1)
Gross Profit 9.6 96 19.2 16.2 17.2 151 184 33,5 282 359 249 409 6538
Other revenue 0.0 0.0 0.0 0.1 0.2 0.3 0.1 0.4 0.1 0.0 0.7 1.3 2.1
Distribution and selling expenses 0.6) (0.7) (1.3) (1.1) (1.0) (0.9 (1.9) (28) (220 (1.7) (1.1) (1.5) (2.6)
General and admin. expenses (1.2) (1.2) (24) (1.8) (3.7) (3.2) (3.5 (6.7) (4.3) (2.0) (5.1) (59 (10.9)
Research and development costs (1.1) (34) (45 (1.5 (0.2) (0.0) (0.3) (0.3) (0.7) 0.0 0.0 0.0 0.0
Operating profit 6.7 43 1.0 119 126 11.2 129 241 211 323 195 350 544
Finance costs (0.1) (0.0) (0.1) (0.0) (0.0) (0.1) (0.4) (0.5 (0.4) (0.1) (0.2) (0.0) (0.2
Profit before taxation 6.6 43 109 119 126 111 125 235 20.6 322 19.2 349 542
Taxation (0.0) 0.0 (0.0) 0.0 0.0 (1.6) (1.4) (3.1) (09 (1.0) (2.2) (3.6) (5.8
Profit after tax 6.6 43 109 119 126 94 1.1 205 19.7 312 17.0 31.3 484
Minority interest (0.0) (0.0) (0.0) 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net profit 6.6 43 109 119 126 94 1.1 205 19.7 312 17.0 31.3 484
Dividends - (5.1) (8.3)
DPS (HKS$) g 0.015 0.02
Gross margin 55,5 575 553 586 495 532 513 555 575 491 499 493 495
Pre-tax margin 31.5 423 405 43.0 335 374 375 315 423 440 386 420 408
Net margin 315 423 405 36.6 29.7 325 359 315 423 427 342 377 364

Source: SBI E2-Capital and company data

Table 4: Earnings model

Year to Dec (RMBm) 02A 03A 04A 05A 06F 07F 08F
Turnover
Microbial compound fertilizers 18.1 23.6 43.7 54.0 76.1 149.1 225.0
Organic tea fertilizers 14.2 17.4 243 27.3 41.2 80.7 121.8
Organic compound fertilizers 9.2 12.3 214 22.6 30.0 62.9 95.0
Premium organic fertilizers 1.1 2.2 4.4 36.7 59.2 122.6 185.0
Eucalypt tree organic fertilizers 0.0 0.0 0.0 44.9 66.0 130.8 199.3
Bio-pesticides 0.0 0.0 0.0 55 28.5 33.0 39.0
42.6 55.5 93.9 191.0 301.0 579.0 865.0
% change 30.1 69.3 103.4 57.6 92.4 49.4
Cost of sales (19.2) (24.4) (41.3) (93.4) (148.8) (295.9) (447.2)
Gross Profit 23.5 31.1 52.6 97.6 152.2 283.0 417.8
Other revenue 0.0 0.0 0.3 0.5 3.7 3.6 5.6
Distribution and selling expenses (3.2) (3.1) (3.4) (6.7) (9.4) (17.8) (24.9)
General and administrative expenses (2.7) (4.3) (7.9) (13.0) (18.3) (34.7) (48.6)
Research and development costs (4.1) (2.1) (6.1) (1.0) (6.0) (6.6) (7.3)
Operating profit 13.4 215 35.6 77.4 122.2 227.5 342.6
Finance costs (0.2) (0.3) (0.1) (1.0) (0.6) 0.0 0.0
Profit before tax 13.2 21.2 35.4 76.4 121.6 227.5 342.6
Taxation (0.0) (0.0) 0.0 (5.0) (14.6) (27.3) (41.1)
Profit after tax 13.2 21.2 35.4 71.4 107.0 200.2 301.5
Minority interest 0.2 0.2 0.0 0.0 0.0 0.0 0.0
Net profit 13.4 214 35.5 71.4 107.0 200.2 301.5
% change 59.2 66.0 101.3 50.0 87.1 50.6
Dividends - - (10.2) (19.6) (31.1) (60.1) (90.5)

Source: SBI E2-Capital

Disclosure of interests: SBI E2-Capital Securities Ltd. acted as one of the two placing
agents for the Century Sunshine top-up placement (56.5m new shares at HK$2.2 each) on

Dec 16, 2005.
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