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Controlling shareholder in default. Sino-Environment Technology Group

(SINE) has announced last night that its controlling shareholder - Thumb

(China) Holdings (TCH) which is wholly and beneficially owned by SINE

chairman and CEO Sun Jiangrong - is in default of certain financing

obligations owing to hedge funds. It appears that TCH has pledged 190.8m

shares (56.29% of SINE) as collateral for notes amounting to S$120m;

although TCH has repaid some S$55m well before maturity, the S$65m

has come due on 16 Feb 2009. But due to the current global financial

crisis, TCH has not been able to raise sufficient cash to repay the hedge

funds. And to make matters worse, talks between the parties have failed

as they were unable to reach an agreement on the hedge funds' demands

for additional collateral.

Possible forced sale of SINE shares. As such, the hedge funds have

given notice to TCH that they intend to enforce their security interests -

including the possible forced sale of part or all of the 190.8m shares. While

the forced share sale will have an immediate adverse impact on the share

price, there are other more serious implications. Besides the possibility of

losing the services of Sun, the current business contracts may also be

adversely affected - the company warns that it cannot rule out the possibility

that these uncertainties could lead to the cancellation of contracts by its

customers.

Doesn't rain but pours. And importantly, the possible change in control

could also put the company's ability to continue to operate as a going

concern into doubt - such action is likely to trigger the convertible bond

(CB) holders' rights to ask for conversion or redemption of the outstanding

S$149m debt as well as crystallize the default on the corresponding swap

arrangement with the CB holders (SINE already booked RMB226m (S$49m)

of MTM losses). As of end-Dec, the company's encashable assets (cash

+ receivables - S/T debt) stand at RMB1108m (S$240m).

Suspending coverage. Although the board is assured by TCH that Sun

will use his best endeavours to protect shareholders' interest, it warns that

there is no certainty that such efforts will be successful given the current

credit crunch. In light of the above adverse developments, we are suspending

our coverage on the company until we get more information.

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

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

FY 06 175.5 87.4 89.6 31.8 307.4 4.6 -

FY 07 463.8 170.6 147.2 43.0 34.9 3.3 -

FY 08 775.8 229.2 -45.0 -13.3 -130.9 2.5 -
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Sino-Environment's Key Financial Data

EARNINGS FORECAST

Year Ended 31 Dec (RMB m) FY06 FY07 FY08

EBITDA 175.5 463.8 775.8

Depreciation & amortisation 87.4 170.6 229.2

Operating Profit -2.8 -14.8 -9.3

Net interest 84.6 155.8 219.9

Associates 2.3 8.6 -24.5

Exceptionals 0.0 0.0 0.0

Pre-tax profit 6.5 8.2 -226.4

Tax 91.1 171.9 -28.6

Minority interests 0.1 -0.7 -16.4

Net profit -1.6 -24.1 0.0

Earnings per share (cents) 89.6 147.2 -45.0

31.8 43.0 -13.3

Underlying profit

Underlying earnings per share (cents) 83.1 139.0 181.4

BALANCE SHEET

As at 31 Dec (RMB m) FY06 FY07 FY08

Cash 249.8 689.2 727.9

Other current assets 82.4 218.6 394.9

Fixed assets 11.8 104.2 154.3

Other long term assets 7.8 224.2 362.8

Total assets 351.8 1,236.2 1,639.9

Current liabilities less debt 14.2 77.6 122.4

Debt 0.0 12.0 9.2

Convertible Bond 0.0 0.0 622.6

Other long term liabilities 0.0 11.5 134.5

Total liabilities 14.2 101.2 888.8

Shareholders equity 334.3 1,052.1 751.1

Minority interests 3.3 82.9 0.0

Total equity and liabilities 351.8 1,236.2 1,639.9

NTA per share (cents) 96.3 245.7 154.2
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CASH FLOW

Year Ended 31 Dec (RMB m) FY06 FY07 FY08

Operating profit before working cap. changes 91.6 172.3 221.4

Working capital changes -13.1 -21.4 -32.8

Interest and tax 1.2 8.6 1.8

Net cash from operations 79.7 159.4 190.4

Capex -5.0 -85.9 -179.2

Other investing flows 0.0 -69.0 -315.4

Investing cash flow -5.0 -154.9 -494.6

Change in equity 112.5 432.4 -50.7

Net change in debt -3.4 -0.5 746.3

Dividends paid 0.0 0.0 0.0

Others 0.0 0.0 -378.4

Financing cash flow 109.0 431.9 317.2

Forex adjustments 0.0 0.1 0.0

Net cash flow 183.7 436.5 13.0

Cash at beginning of year 66.0 249.8 686.3

Add: Bank overdraft and fixed deposit pledged to banks 0.0 2.9 39.7

Cash at end of year 249.8 689.2 739.0

Key Ratios

Underlying PER (x) 4.6 3.3 2.5

Price/NTA (x) 1.4 0.6 0.9

EV/EBITDA (x) 2.4 -1.3 -1.1

Dividend yield (%) 0.0 0.0 0.0

ROIC (%) 24.9 13.1 23.9

ROE (%) 24.9 13.2 24.2

Net gearing (%) Net Cash Net Cash -0.1

PE to growth (x) 0.0 0.1 0.0

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds 2,000 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.
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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.
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