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3Q09 in line with expectations. Eu Yan Sang International Ltd (EYS)

leveraged on its seasonally strong quarter to deliver a credible set of 3Q09

results. Both sales and earnings were in line with our projection, with its

9M09 earnings forming 80% of our full-year estimate. Revenue grew 10.7%

YoY to S$67.9m. Net profit surged 191.7% to S$3.8m in the absence of

impairment charges relating to the disposal of Red White and Pure. Stripping

away the impact of one-off items and eliminating the impact of losses from

discontinued operations included in 3Q08, core operating profit would have

risen by 6.6% but net profit would have fallen by 15.3%. Effective tax rate

swelled to 38.7% from 29.5% due to losses at its foreign subsidiaries

which could not be offset against group profits.

Growth in sales across key markets. The group registered higher sales

across all its key markets despite the soft retail climate. In particular,

Malaysia turned in an outstanding 17% YoY growth in revenue thanks to

strong hamper sales during the Chinese New Year season. Singapore

recorded a 7% improvement in sales, while Hong Kong delivered a 4%

growth in turnover. The group's robust sales growth was boosted by the

opening of new stores. It opened one new store in Malaysia and two in

Hong Kong in 3Q09, bringing the net increase in store count for 9M09 to

10 retail outlets.

Improvement in credit metrics. Cash flow strengthened significantly

thanks to the group's sound performance. Operating cash inflow grew to

S$13.9m from S$0.4m a year ago. Operational metrics similarly showed

encouraging improvements. Cash conversion cycle improved to 90 days

from 109 days, inventory days declined to 163 days from 171 days, while

net gearing dropped to 6% from 21% on an annualized basis. Management

has heightened its vigilance over receivables and cash conservation in

light of the tightening credit market. We understand that the group has not

had to write off any receivables thus far.

Maintain HOLD with a higher fair value estimate. Although EYS has

performed reasonably well, management remains cautious over its outlook

given the jittery economic conditions, which could dampen consumer

spending. We are leaving our estimates intact as the group is on track to

meet our S$13.1m net profit estimate for FY09. Our valuation parameter

has been raised to 10x (from 8x) along with the re-rating of its peers,

bringing our fair value estimate to S$0.37 (from S$0.30). We maintain our

HOLD rating on the stock.

Year to Turnover Gross Profit Net Profit EPS EPS Growth PER  Div Yield

30 Jun (S$m) (S$m) (S$m) (cents) (%) (x) (%)

FY 07 181.2 91.0 14.7 4.1 2.0 9.1 5.4

FY 08 208.5 104.6 4.9 1.4 -66.5 27.0 5.4

FY 09F 217.2 108.6 13.1 3.6 165.7 10.2 5.4

FY 10F 226.7 113.3 13.7 3.8 4.3 9.7 5.4
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Eu Yan San Results 3Q08 3Q09 % Chg 2Q09 % Chg

Year Ended 30 Jun (S$ m) (S$m) (S$m) (YoY) (S$m) (QoQ)

Revenue 61.4 67.9 10.7% 53.4 27.1%

Cost of sales -31.8 -35.4 11.4% -25.7 38.1%

Gross profit 29.6 32.5 9.9% 27.8 17.0%

Other operating income
1

1.3 0.2 -86.0% 0.1 138.0%

Distribution and selling expenses -17.7 -19.7 11.0% -17.6 11.9%

Administrative and other operating expenses -5.4 -6.1 13.6% -5.1 20.0%

Operating profit 7.8 6.9 -11.7% 5.2 33.1%

Foreign exchange gain / (loss) -0.5 -0.4 -18.1% 0.0 NM

Net interest expense -0.2 -0.2 -4.1% -0.2 -1.7%

Impairment of goodwill
2

-2.9 0.0 NM 0.0 NM

Profit before tax 4.1 6.2 51.2% 5.0 25.0%

Tax -1.2 -2.4 98.5% -0.3 689.5%

Profit after tax (from continuing operations) 2.9 3.8 31.3% 4.7 -18.4%

Profit / (loss) from discontinued operations -1.6 0.0 NM -1.2 NM

Profit after discontinued operations 1.3 3.8 194.9% 3.5 9.3%

Minority interest 0.0 0.0 NM 0.0 NM

Net profit 1.3 3.8 191.7% 3.5 8.7%
1 
Includes one-off gains from administration of subsidiary in 3Q08

2 
One-off impairment charges arising from Red White and Pure in 3Q08
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EARNINGS FORECAST

Year Ended 30 Jun (S$ m) FY07 FY08 FY09F FY10F

Revenue 181.2 208.5 217.2 226.7

Cost of sales -90.2 -103.9 -108.6 -113.3

Gross profit 91.0 104.6 108.6 113.3

Other operating income 3.6 0.6 0.4 0.5

Distribution and selling expenses -52.9 -63.7 -67.3 -70.3

Administrative and other operating expenses -17.9 -22.5 -23.9 -24.9

Operating profit 23.7 19.0 17.8 18.6

Foreign exchange gain / (loss) -0.2 -0.8 0.0 0.0

Net interest expense -0.6 -0.9 -1.0 -1.0

Impairment of goodwill 0.0 -3.9 0.0 0.0

Share of associated companies' earnings 0.0 0.0 0.0 0.0

Other non-operating gains / expenses 1.8 1.8 0.0 0.0

Profit before tax 24.7 15.2 16.8 17.5

Tax -5.2 -5.0 -3.7 -3.9

Profit after tax (from continuing operations) 19.6 10.2 13.1 13.7

Profit / (loss) from discontinued operations -4.9 -5.3 0.0 0.0

Profit after discontinued operations 14.7 4.9 13.1 13.7

Minority interest 0.0 0.0 0.0 0.0

Net profit 14.7 4.9 13.1 13.7

Earnings per share (S cents) 4.1 1.4 3.6 3.8

Excluding one-offs, FY08 net profit was S$14.1m.

Profitablity Ratios

Gross margin (%) 50.2 50.1 50.0 50.0

EBIT margin (%) 13.1 9.1 8.2 8.2

PBT margin (%) 13.7 7.3 7.7 7.7

Net profit margin (%) 8.1 2.4 6.0 6.0
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BALANCE SHEET

As at 30 Jun (S$ m) FY07 FY08 FY09F FY10F

Cash, bank balances & fixed deposits 15.5 15.2 19.1 23.6

Inventories 38.9 48.6 52.1 54.4

Trade and other receivables 21.5 21.4 22.8 23.8

Other current assets 0.6 0.5 0.0 0.0

Current assets 76.6 85.7 94.0 101.8

Property, plant, and equipment 60.5 62.2 61.7 61.4

Other non-current assets 12.4 9.4 9.4 9.4

Non-current assets 72.9 71.6 71.2 70.8

Total assets 149.4 157.3 165.2 172.5

Debt 25.2 34.4 34.2 34.3

Current liabilities less debt 29.2 30.6 32.8 33.4

Other long term liabilities 3.9 4.5 4.4 4.6

Total liabilities 58.2 69.4 71.4 72.3

Share capital 34.9 34.9 34.9 34.9

Reserves 56.2 52.8 58.7 65.2

Minority interests 0.1 0.1 0.1 0.1

Total equity 91.2 87.9 93.8 100.3

Total equity and liabilities 149.4 157.3 165.2 172.5

NTA per share (S cents) 25.3 24.3 26.0 27.8
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CASH FLOW

Year Ended 30 Jun (S$ m) FY07 FY08 FY09F FY10F

Operating profit before working cap. changes 20.6 19.8 25.4 26.1

Working capital changes -4.3 -7.5 -5.0 -2.0

Interest and tax paid -5.7 -5.0 -3.2 -5.3

Net cash from operations 10.7 7.3 17.2 18.7

Purchase of property, plant and equipment -15.6 -11.1 -7.0 -7.0

Other investing flows 7.4 1.6 0.0 0.0

Investing cash flow -8.2 -9.5 -7.0 -7.0

Net change in debt 3.7 8.7 0.0 0.0

Dividends paid -7.2 -7.2 -7.2 -7.2

Other financing flows -0.3 0.0 1.4 0.0

Financing cash flow -3.8 1.5 -5.8 -7.3

Net cash flow -1.3 -0.7 4.3 4.5

Cash at beginning of period 16.7 15.5 14.8 19.1

Cash at end of period 15.5 14.8 19.1 23.6

Add back: Bank overdrafts 0.0 -0.5 0.0 0.0

Cash and cash equivalents at end of period 15.5 15.2 19.1 23.6

Key Ratios

PER (x) 9.1 27.0 10.2 9.7

Price/NTA (x) 1.5 1.5 1.4 1.3

EV/EBIT (x) 6.0 8.0 8.3 7.8

Dividend yield (%) 5.4 5.4 5.4 5.4

ROE (%) 16.2 5.6 14.0 13.7

Net gearing (%) 10.6 21.9 16.2 10.7

PE to growth (x) 4.5 -0.4 0.1 2.3

Source: Company data, OIR estimates
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SGX RESEARCH INCENTIVE SCHEME
OCBC Investment Research Pte Ltd (OIR) produced this report under the SGX Research Incentive Scheme.
OIR is compensated S$7,500 per annum for each company covered under the Scheme.

SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:
OCBC Investment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.
- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.
- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT
This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained in this report is subject to change without notice. We have not given any consideration
to and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment objectives, financial situation or particular needs, before making a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.
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