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Oceanus Group Ltd

Reassessing the Ah Yat Tian Xia blueprint

High operating costs mar sales growth. Oceanus Group
(Oceanus) hosted its 1Q10 results briefing yesterday. The
group reported a 63.8% YoY growth in sales to RMB106.5m,
driven by its restaurant expansion which now boasts 20 outlets
as compared to just one in 1Q09. Gains from fair value changes,
which are reported as the group's key top line contributor,
increased marginally by 2.5% YoY to RMB177.3m. Net profit,
however, fell 9.7% YoY to RMB97.4m due to high operating
expenses associated with its ongoing expansion as well as
high finance costs. Excluding a one-off RMB2.4m exchange
gain and non-cash interest charge of RMB9.8m, we estimate
that core net profit would have fallen by a smaller 2.8% YoY to
RMB104.9m. Finance costs surged to RMB16.0m from none
a year ago, partly due to the RMB9.8m non-cash charge on
fair value losses from its warrant conversion. Oceanus has
300m warrants outstanding and we have raised our finance
cost assumptions to allow for more of such losses in FY10.

Restaurants performing below expectations. Although its
restaurant expansion helped to boost F&B sales to RMB18.0m
from just RMB1.0m a year ago, this segment incurred a
RMB9.6m net loss in 1Q10 due to high rental and operating
costs. Management concedes that it could have miscalculated
its costing in its haste to expand the Ah Yat Tian Xia network.
It will spend FY10 addressing these losses and is putting on
hold its previous plan of opening 50 new restaurants in 2010
and a further 100 in 2011. On the contrary, it expects a net
reduction of restaurants in 2010 as the group closes its
unprofitable units. In addition to the planned closures,
management will revamp the restaurants' menu and alter Ah
Yat Tian Xia's positioning to cater to higher-end consumers in
an attempt to raise its profit margins.

Resumption of tank expansion plan to support growth
from FY11 onwards. Oceanus is restarting its tank expansion
plan in FY10 following its stalled efforts in FY09. The group
will build 10,000 additional tanks this year, bringing total
capacity to 35,000 tanks by the end of the year. We expect
the expansion to support Oceanus' growing abalone population,
which should in turn boost sales and biological asset valuations
from FY11 onwards. We have lowered our forecasts following
management's muted outlook, and rollover our valuations to
blended FY10/11F NAV. Our fair value estimate remains at
S$$0.365. Maintain HOLD.

Please refer to the important disclosures at the back of this document.



Oceanus Group Ltd @OCBC Envestment Research

Oceanus’ Key Financial Data

Oceanus Results 1Q09 1Q10 % Chg 4Q09 % Chg
Year Ended 31 Dec (RMB m) (RMBm) (RMB m) (YoY) (RMB m) (QoQ)
Sales of aquaculture products 65.0 106.5 63.8% 125.0 -14.8%
Fair value changes less costs 173.1 177.3 2.5% 170.4 4.0%
Sales of canned products, food & beverage 2.7 20.8 677.4% 31.6 -34.3%
Other operating income 0.0 2.4 N.M. 0.8 200.5%

175.7 200.5 14.1% 202.8 -1.2%
Operating expenses -54.6 -87.9 61.0% -103.8 -15.3%
EBIT 121.1 112.6 -71% 99.0 13.7%
Finance costs 0.0 -16.0 N.M. -21.4 -25.1%
Profit before tax and one-off expenses 121.1 96.5 -20.3% 77.6 24.4%
RTO expenses, goodwill on RTO written off 0.0 0.0 N.M. 0.0 N.M.
Profit before tax 1211 96.5 -20.3% 77.6 24.4%
Income tax expense -13.5 0.9 N.M. -18.5 N.M.
Profit from continuing operations 107.6 97.4 -9.5% 59.1 64.8%
Profit from discontinued operations 0.0 0.0 N.M. 0.0 N.M.
Profit for the year 107.6 97.4 -9.5% 59.1 64.8%
Minority interests -0.3 0.0 N.M. -4.7 N.M.
Profit attributable to shareholders 107.9 97.4 -9.7% 63.8 52.7%
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Oceanus' Key Financial Data
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EARNINGS FORECAST BALANCE SHEET

Year Ended 31 Dec (RMB m) FY08 FY09 FY10F FY11F As at 31 Dec (RMB m) FY08 FY09  FY10F  FY11F
Sales of aquaculture products 319.0 362.2 380.4 830.1  Cash and cash equivalents 40.7 561.1 456.8 340.2
Fair value changes less costs 518.2 651.4 760.2 1,028.1 Biological assets 4450 8310 11,2108 1,408.8
Sales of canned products, F&B 66.2 72.9 78.5  Property, plant, and equipment 448.2 690.8 859.2  1,010.8
Other operating income 4.7 1.6 24 0.0 Total assets 9494 21400 25817 28749
Total operating income 523.0 7193 8354 1,106.6 Debt 0.0 0.0 0.0 0.0
Operating expenses -1534  -277.2  -387.7  -693.0 Currentliabilities excluding debt 21.0 264.6 239.7 2442
EBIT 3696 4420 4478 4136 Total liabilities 68.1 604.2 579.3 583.8
Profit before tax 2193 4123 3805  413.6 Shareholders equity 8794 15358 2,004.3 22971
Profit for the year 193.1 3393 3330 361.9  Total equity 881.3 15358 2,0024 22911
Profit attributable to shareholders 1935 3432 3349  366.1 Total equity and liabilities 9494  2140.0 25817 28749
CASH FLOW

Year Ended 31 Dec (RMB m) FY08 FY09 FY10F FY11F KEY RATES & RATIOS FY08 FY09  FY10F  FY1F
Op profit before working cap. chang ~ 137.7  -162.1 149.6 3140 EPS (RMB cents) 11.9 19.3 13.6 14.9

Working cap, taxes and int 0.8 2340 -1375 1074  NAV per share (RMB cents) 49.8 78.6 81.6 93.6
Net cash from operations 138.5 719 121 206.6  EBIT margin (%) 70.7 61.5 53.6 374
Purchase of PP&E 44220 -285.8 2500 -250.0  Net profit margin (%) 37.0 417 40.1 33.1
Other investing flows 37.1 2.3 0.0 0.0 PER(x) 13.6 84 11.9 10.9

Investing cash flow -3849  -2881  -250.0 -250.0 Price/NAV (x) 32 2.1 20 1.7

Financing cash flow 2842 7367 1336 -73.2  EVI/EBITDA (x) 8.1 5.3 5.1 55

Net cash flow 378 5204 -1043 -116.6 Dividend yield (%) 0.0 0.0 1.7 18
Cash at beginning of year 29 40.7 5611 456.8 ROE (%) 220 223 16.7 15.9
Cash at end of year 40.7 5611 456.8 340.2  Net gearing (%) Net Cash NetCash NetCash NetCash

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC (ljnvestment 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
fo 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 fg/ven 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 og/ect/ves, financial situation or particular needs, before makmg 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.

Co.Reg.no.: 198301152E For OCBC Investment Research Pte Ltd
Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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