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Tough 1Q09 as guided. Foreland Fabrictech posted a very muted 1Q09

results as guided. Revenue tumbled 45.0% YoY and 59.3% QoQ to

RMB54.7m, or just 13.5% of FY09 estimate, weighed by a sharp fall in

demand due to most of the industry taking a longer CNY break of nearly

one month (versus five days traditionally). Due to the lower run rate, gross

profit fell by a larger 60.6% YoY and 69.8% QoQ to RMB15.0m. Even

though Foreland tried to rein in other variable costs, it could not prevent

net profit from falling 66.7% YoY and 73.5% QoQ to RMB8.2m, only 10.0%

of our full-year estimate.

Light at the end of the tunnel? Despite the dismal 1Q09 showing,

management noted that there were several bright spots. For one, it has

been able to sustain ASP at RMB13.8/yard, unchanged from 4Q08,

although up 4% from RMB13.3/yard in 1Q08. However, it remains mindful

of the fact that raw material prices have also started to rise as a result of

the recent rebound in crude oil prices. Secondly, it has noticed a nascent

pick up in demand towards the end of 1Q09 that has carried into early

2Q09. As long as demand can recover, management believes prices will

follow suit. Thirdly, Foreland has not seen any deterioration in its account

receivables (AR) despite the weaker business environment; instead, it has

managed to reduce its AR days from 65 in FY08 to 62 in 1Q09, thanks to

its credit control efforts.

Expansion on track but expects delay. Meanwhile, management

revealed that its expansion plan is still on track for completion in 2H09 but

the new factory will probably commence operations closer to the end of

the year. This effectively means that no increase in its production capacity

this year - we have already articulated in our earlier reports that the capacity

increase of 40% is likely to be very measured in light of the uncertain

economic environment to maximize utilization. Management also believes

that having a new plant will allow Foreland to scale up rapidly to capture

any strong up-tick in demand down the road.

Lower fair value of S$0.10. But in light of the still anemic demand

situation, we further slash our FY09 estimates for revenue by 9.7% and

earnings by 22.5% and FY10 by 1.1% and 8.7%, respectively. This in turn

lowers our fair value from S$0.12 to S$0.10 at the same 3x FY09F EPS.

Maintain HOLD.

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

31 Dec (RMB m) (RMB m) (RMB m) (RMB cents) (%) (x) (%)

FY 07 420.0 160.5 101.0 22.9 34.4 1.8 16.7

FY 08 460.7 165.3 106.9 24.3 5.9 1.7 2.9

FY 09F 366.7 105.8 63.8 14.5 -40.3 2.9 2.8

FY 10F 488.2 145.9 84.9 19.3 33.2 2.1 11.6
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Segments (RMB m) 1Q08 1Q09 % YoY 4Q08 % QoQ

Manufacturing & Sale of Fabrics 94.1 52.4 -44.3% 129.1 -59.4%

Provision of Fabric Processing Service 5.4 2.3 -57.4% 5.5 -57.9%

Total 99.6 54.7 -45.0% 134.6 -59.3%

Foreland's Key Financial Data

Foreland Results 1Q08 1Q09 % Chg 4Q08 % Chg

Year Ended 31 Dec (RMB m) (RMB m) (RMB m) (YoY) (RMB m) (QoQ)

Revenue 99.6 54.7 -45.0% 134.6 -59.3%

Gross profit 38.2 15.0 -60.6% 49.8 -69.8%

Gross margin 38.4% 27.5% 37.0%

EBITDA 36.0 16.3 -54.8% 46.0 -64.7%

Depreciation & amortisation -4.9 -4.9 0.7% -4.0 24.0%

Operating profit 31.1 11.3 -63.6% 42.0 -73.1%

Net interest -0.1 0.2 nm 0.3 -28.2%

Forex 0.0 0.0 nm 0.0 nm

Associates 0.0 0.0 nm 0.0 nm

Exceptionals 3.1 0.0 nm 0.0 nm

Pre-tax profit 34.1 11.5 -66.4% 42.3 -72.9%

Tax -9.4 -3.2 -65.7% -11.2 -71.4%

Minority interests 0.0 0.0 nm 0.0 nm

Net profit 24.7 8.2 -66.7% 31.1 -73.5%

Net Margin 24.8% 15.1% 23.1%

EARNINGS FORECAST

Year Ended 31 Dec (RMB m) FY07 FY08 FY09F FY10F

Revenue 420.0          460.7          366.7          488.2          

EBITDA 160.5          165.3          105.8          145.9          

Depreciation & amortisation (18.6)          (18.8)          (18.8)          (30.0)          

Operating Profit 141.9          146.5          87.0            115.9          

Net interest (1.9)            0.5              0.9              1.1              

Associates -             -             -             -             

Exceptionals -             -             -             -             

Pre-tax profit 140.3          147.1          88.0            117.2          

Tax (39.3)          (40.2)          (24.2)          (32.2)          

Minority interests -             -             -             -             

Net profit 101.0          106.9          63.8            84.9            

Earnings per share (cents) 22.9            24.3            14.5            19.3            

Fully diluted earnings per share (cents) 22.9            24.3            14.5            19.3            
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BALANCE SHEET

As at 31 Dec (RMB m) FY07 FY08 FY09F FY10F

Cash 171.7 213.2 176.8 231.1

Other current assets 114.5 136.8 117.7 146.8

Fixed assets 122.0 129.7 230.9 220.8

Other long term assets 0.0 0.0 0.0 0.0

Total assets 408.2 479.7 525.4 598.7

Current liabilities less debt 70.2 66.1 53.1 62.8

Debt 3.0 0.0 0.0 0.0

Other long term liabilities 0.0 2.1 2.1 2.1

Total liabilities 73.2 68.2 55.2 64.9

Shareholders equity 335.0 411.5 470.2 533.9

Minority interests 0.0 0.0 0.0 0.0

Total equity and liabilities 408.2 479.7 525.4 598.7

NTA per share (cents) 76.1 93.4 106.8 121.2

CASH FLOW

Year Ended 31 Dec (RMB m) FY07 FY08 FY09F FY10F

Operating profit before working cap. changes 160.7 165.4 105.9 146.0

Working capital changes -37.0 -24.9 10.6 -21.9

Interest and tax -38.5 -39.1 -27.8 -28.7

Net cash from operations 85.2 101.4 88.7 95.5

Capex -11.9 -26.5 -120.0 -20.0

Other investing flows 0.0 0.0 0.2 -16.1

Investing cash flow -11.9 -26.5 -119.8 -36.1

Change in equity 86.1 0.0 0.0 0.0

Net change in debt -58.5 -3.0 0.0 0.0

Dividends paid -15.0 -30.4 -5.3 -5.1

Others 0.4 0.0 0.0 0.0

Financing cash flow 13.0 -33.4 -5.3 -5.1

Forex adjustments 0.0 0.0 0.0 0.0

Net cash flow 86.2 41.5 -36.4 54.2

Cash at beginning of year 85.4 171.7 213.2 176.8

Cash at end of year 171.7 213.2 176.8 231.1

Fixed deposits pledged 0.0 0.0 0.0 0.0

Cash balance 171.7 213.2 176.8 231.1

Key Ratios

PER (x) 1.8 1.7 2.9 2.1

Price/NTA (x) 0.5 0.4 0.4 0.3

EV/EBITDA (x) 0.1 -0.2 0.1 -0.3

Dividend yield (%) 16.7 2.9 2.8 11.6

ROIC (%) 29.9 26.0 13.6 15.9

ROE (%) 30.1 26.0 13.6 15.9

Net gearing (%) Net Cash Net Cash Net Cash Net Cash

PE to growth (x) 0.1 0.3 -0.1 0.1

Source: Company data, OIR estimates
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