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MUSD 2009A 2010A 2011A 2012A 2013A 2014E 2015E 2016E
P/E 9,55 7,64 4,14 1,13 0,88 1,74 1,18 0,79
EV/EBITDA 8,39 6,23 2,17 1,00 1,12 1,51 0,80 0,20
EV/EBIT 8,43 7,28 2,30 1,04 1,16 1,58 0,83 0,21
P/S 3,07 2,01 0,75 0,35 0,25 0,36 0,28 0,22
EV/Sales 3,68 2,35 0,93 0,48 0,42 0,45 0,26 0,07
P/BV 1,56 1,11 0,32 0,23 0,20 0,38 0,29 0,21
Interest Coverage N/A N/A N/A N/A N/A N/A N/A N/A
EV/FCF -25,99 -14,21 -46,25 -1616,69 13,20 26,78 3,05 0,56
EPS 0,13 0,14 0,39 0,63 0,58 0,53 0,78 1,16
MV 67 81 39 49 65 155 155 155
EV 80 95 48 66 110 193 145 52
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Investment Thesis

Attractive market with a GDP growth of 8%
Sino Agro Food (SIAF) is a food producer operat-
ing in the People’s Republic of China. Since 2009
SIAF’s growth has been at an astonishing annual
average rate of 82% and in 2013 the revenue was
261.5 million USD.

The market in which SIAF is operating is highly
attractive. The expected GPD growth for China in
2014 is 8%. Furthermore, SIAF’s target group of
China’s emerging middle-class is expanding at an
even greater rate with a projected growth to 70%
of China’s entire population by 2030. Beef con-
sumption is also expected to grow by 24% in the
coming years. Due to the increasing demand for
safe and high quality food the government has
been supporting the agricultural sector through a
series of tax-related privileges and subsidies. SIAF
holds several patents and licenses giving them a
competitive advantage. They have also been
awarded the Dragon Head Enterprise status by the
Chinese government; a certificate given to busi-
nesses that demonstrate corporate social respon-
sibility, high standards of quality and services, and
leadership and innovation within their industrial
sector.

Closed 25 million USD convertible note funding
On the 29t of August SIAF closed a 25 million USD
convertible note funding with the Swedish invest-
ment house Euro China Capital AB (ECAB). ECAB
performed two years of due diligence before in-
vesting and we believe that this investment is a
robust quality stamp on SIAF. SIAF has earlier
failed to create shareholder value and have issued
stocks as payment to suppliers. Within the terms
and conditions for this funding SIAF is prohibited
from issuing equity as payment and also have
agreed not to issue more than 8 million shares as
contractual entitlements. The convertible note car-
ries an interest rate of 10.5% over a 5 % year term
at a conversion price of USD 1. SIAF’s failure to
create shareholder value might now have come to
an end with ECAB’s partnership and the hiring of a
new CFO. We believe that ECAB, together with the

new CFO Ms Lai, will provide firm guidance over
the financial structure and direction of the com-
pany. We also expect to see SIAF’s CEO Mr Lee
shift focus on to the operational level of the com-
pany and seek to maximize shareholder value.

20-year project with a production capacity of
300 000 MT of live prawns per year

The Zhongshan Prawn Project started in the be-
ginning of 2014 and will last for approximately 20
years with a target production volume of 300 000
metric tons of prawns annually. SIAF will provide
construction and development, as well as consult-
ing support. The project is being divided into dif-
ferent phases, in which, each phase depends on
the success of the previous. The first phase is es-
timated to generate approximately 149.6 million
USD during a two year period. SIAF is also ex-
pected to market and distribute the end product,
generating additional income for the company. To
put the production capacity of the farm into per-
spective the domestic sales in China today is 1.3
million metric tonnes (MT) and total production is
1.6 million MT. It is estimated that the demand in
China will be approximately 2.2-2.4 million MT in
4-5 years. This project is a massive undertaking
and, if successful, will make SIAF the distributor
for the largest prawn farm in China.

Highly attractive business operating in a highly
attractive market

SIAF has an easy to understand business model
and is operating in a very attractive market. Con-
tinued urbanization and an increasing need for the
mechanization of food production have driven up
demand for SIAF’s products. There are plans to list
SIAF on both the OMX Stockholm and the NASDAQ
in the near future boosting investor interest in
SIAF from both financial institutions and mutual
funds. It is our hope that ECAB and the new CFO
will make efforts to raise the non-existing debt
level. This should provide leverage on shareholder
equity and maximize EPS leading to increases in
shareholder value. Our analysis indicates SIAF to
be greatly undervalued with a huge upside in the
stock.

Please refer to important disclosures at the end of this document
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Company Description

Vertically integrated agribusiness with opera-
tions in People’s Republic of China

Sino Agro Foods (SIAF) is a vertically integrated
developer, producer and distributor of organic
food and agricultural products that is currently
operating within the People’s Republic of China.
Its primary business is the production of high
quality beef and seafood as well as high value pro-
duce. Currently the company has focused its ef-
forts to meet the ever increasing demands of
China’s emerging middle class through the devel-
opment, production and distribution of high mar-
gin agricultural goods.

A high-technology agribusiness

Utilizing expertise and know-how gathered from
previous developments of aquaculture fisheries
and cattle farms in Australia and Malaysia, SIAF
entered the Chinese market in 2006. Applying
specific agriculture and aquaculture technologies
such as their patented “Power Re-circulating
Aquaculture System” technology for indoor fish
farming, they have developed modern techniques
and technologies to grow, feed and house both fish
and cattle. Taking these technologies SIAF is able
implement the designs of, and the management
systems for, indoor and outdoor fishery and cattle
farms. Also, their experience managing crops, and
employing technologies (including hydroponic) to
work within climate and growing conditions has
helped them optimize the production of organic,
green and natural agricultural produce.

Integrated in the entire development process
In all of these developments they have acted as the
master engineer, pioneering the construction and
building of farms from raw land into fully opera-
tional facilities. They also oversee the construction
and development of all infrastructure including
staff quarters, offices, processing facilities, storage,
and all related production facilities. Highly quali-
fied management teams are responsible for devel-
oping all business activities into effective and effi-
cient operations.

Two revenue streams - agri and engineering
In just a few years, SIAF has matured into a com-
pany dedicated to the agriculture and aquaculture
industry in China. Currently SIAF maintains op-
eration of a HU Plantation as well as services in
engineering consulting, specializing in the devel-
opment of two major products; namely, meat de-
rived from the rearing of beef cattle, and seafood
derived from the growth of fish, prawns, eel and
other marine species. SIAF has a healthy revenue
stream generated from a number of activities that
include various business divisions and units such
as Fishery, Cattle, Organic Fertilizer, HU Planta-
tion and Marketing and Trading. The company has
taken great efforts to vertically integrate their po-
sition in the agricultural sector, constantly cham-
pioning what they call their “Farm to Plate” con-
cept.

Five-year growth plan

In January 2010 SIAF embarked upon a five-year
phased growth plan. The target objective of this
plan is to accrue net assets of 500 million USD by
the end of February, 2015. Acquiring most of
these funds from internally generated income and
grants, SIAF had generated a net tangible book
value of 318 790 976 USD by Dec 31, 2013.

Holds several patents and licenses

Currently SIAF holds several patents and licenses
for fertilizer formulas and indoor fish farming
techniques. They also hold a “master license” in
China for “A Power Technology”, a modular on-
land fish growing system and technology based on
a Re-circulating Aquaculture System (“APRAS”).
This technology is used to be able to grow aquatic
animals on a commercial scale. Utilizing this tech-
nology SIAF is able to produce 1,600MT of prawns
annually. SIAF currently utilizes two enzyme
technologies, T1 and T2, of which T1 is patented
and T2 is a trade secret. They also employ six
Concentrated Livestock Feed formulas that are
also unpatented by are trade secrets.

Please refer to important disclosures at the end of this document
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Market structure and position

Meat consumption at 50 kg per capita

Currently SIAF is operating on the highly attractive
Chinese market with an expected GDP growth of
about 8% in 2014. With strong economic perform-
ance over the past decade poverty is on the decline
and has resulted in the emergence of a rapidly
growing middle class. This rapid growth in income
levels has resulted in the mass urbanization of Chi-
nese cities as well as substantial demand increases
for high quality food products; both trends that are
expected to continue for the foreseeable future. The
income growth has also led to a fall in the consump-
tion of rice, wheat and other grains while increasing
the demand for red meat and poultry to about 50 kg
per capita.

24% growth in meat consumption

The strong economic growth in China has resulted
in a major improvement in living standards, which
has reduced poverty drastically and increased the
demand for high quality meet in the country. Beef
consumption is expected to rise by 24% the coming
decade. The structural change in China will help
boost the profitability for agribusinesses when peo-
ple migrate from the countryside to bigger cities.
This puts higher demand on high-tech farming and
industrial meat production.

20% growth in the agricultural sector

In China, agribusinesses have high vertically inte-
gration giving companies control of the entire chain
from production to customer. This eliminates the
middle man resulting in higher margins for the
business group. The agricultural sector represents
11 % of China’s current GDP and is expected to have
more than 20% growth in the coming years giving
Sino Agro Food the possibility to expand organically
and through acquisitions and mergers.

Urban population - 51.3% in 2011

China is the world’s largest producer and consumer
of meat, which includes port, poultry and beef. Tra-
ditionally China’s domestic production was suffi-
cient to meet its consumption needs. However,
since 2007 China has gradually changed into a net

importer. A growing trend moving in tandem with
the nation’s strong economic growth is the pace at
which urbanization is taking place. The end 2011
witnessed for the first time the urban population ex-
ceeding that of the rural population; accounting for
51.3% of the total population. This rapid growth in
urbanisation along with increases in purchasing
power for this growing demographic has brought
about a drastic change in dietary patterns from tradi-
tionally grain heavy diets to ones with heavy meat
consumption.

Multiple reasons for increasing meat demand
This shift can be explained by several markets fac-
tors. The first is the overall increase in income levels
making meat more affordable for consumption on a
regular basis. The second is the new diversification
of the dietary structure being seen in Chinese house-
holds resulting in higher consumption of various
meat products. And lastly, the effort by the Chinese
government to regulate and stimulate the meat pro-
ducing industry is likely to ensure sufficient supply
and promote further development of the industry.

The largest household expenditure in China is
food

Food is the largest household expenditure for all in-
come groups in China and as such the government
has taken a number of steps to stimulate food pro-
duction and have a renewed emphasis on stimulating
the rural economy. The government provides direct
support in the form of subsidies and tax exemptions
for farmers and agricultural firms. Indirect support
for the sector comes in the form of modern research
and extension services, food safety agencies, and ag-
ricultural price information services. These indirect
support services are considered to be less produc-
tion-distorting to the sector.

Please refer to important disclosures at the end of this document
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Management team

Experienced management team

The management team of Sino Agro Food have
years of experience in the area of agricultural de-
velopment. We are highly optimistic about the
company’s future and confident that the manage-
ment team have the experience and knowledge
needed to develop Sino Agro Food into a highly
successful and competitive business. With each
individual highly educated and possessing the ap-
propriate experience and skills for the job we find
the management team of Sino Agro Food ex-
tremely capable of being in control of this com-
pany. Also, as an internationally diversified group
of individuals we find the management team is in
an excellent position to guide the company in the
ever globalising and changing market it exists in.

Mr. Lee Yip Kun Solomon, CEO and Chairman
With over 35 years of experience in modern fish-
ery and food industry projects within the Asian
region he is considered a pioneer within the re-
gion on modern fishery projects and well suited
for the position as chairman and CEO. Mr Lee is
said to have extensive knowledge of the company
with a deep understanding of all aspects of the
business, products and markets. Also, he possesses
substantial experience in corporate strategy, as-
sessing emerging industry trends and business
operations. Mr Lee holds a BA in Accounting and
Economics from Monash University, Australia. Mr
Lee holds 75 series A preferred stocks and
12,500,000 of common stocks, which gives him
61.5% of the voting power in the company.

Ms. Olivia Lai, CFO

Ms Lai joined SIAF in May, 2014 and has over 20
years of experience occupying senior positions at a
number of multi-national corporations as well as
public accounting and consultancy firms that in-
clude the likes of Cisco Systems, Ernst & Young
and PricewaterhouseCoopers. She holds several
professional qualifications that include accountant
certifications from both the U.S. and Hong Kong.
Ms Lai is a certified member of the American Insti-
tute of Certified Public Accountants, Chartered
Global Accountants, Hong Kong Institute of Certi-
fied Public Accountants, and the Taxation Institute
of Hong Kong. Academic achievements include a
BSc in Accounting with High Distinction and an
Executive MBA. We believe that she has the ex-

2014-10-28

Number of
Owners shares Ownership
Avanza Pension 20571 650 12.2%
Nordnet Pension 15384 076 9.2%
Lee Yip Kun Solomon 12 500 000 7.4%
Nils Erik Sandberg 4123210 2.5%
Daniel Ritchey 1450000 0.1%
Other 114 889 983 68%
Total 168 918 919 100.00%

perience needed to take control of the financial
situation in the firm and start creating shareholder
value.

Mr. Tan Poay Teik, CMO and Executive Director
Mr Tan has over 28 years of experience within the
food industry. Currently Mr Tan is also the Group
Managing Director of the Milux Corporation Bhd.
He holds a Master in Business Administration
from South Pacific University. His combination of
experience and excellent education has given Mr
Tan extensive practical experience in accounting,
strategic planning, merger and joint venture mat-
ters, and financial management. Mr Tan holds 20
series A preferred stocks, which gives him 16% of
the voting power in the company.

Mr. Chen Bor Hann, Director and Secretary
Parallel with his commitment at Sino Agro Food he
also has been the Director and Business Develop-
ment Manager of Capital Award Inc. since 2004.
Before these current positions Mr Chen spent the
better part of a decade with Irama Edaran Sdn,,
Bhd. in Malaysia where he was head Fishery Su-
pervisor. As a board member of Sino Agro Food Mr
Chen is able to provide his extensive knowledge
and experience concerning the business, products
and markets that Sino Agro Foods is involved in.
Also, he is able to provide insight into developing
corporate strategy, industry trends assessment for
emerging markets and business operations. He
holds 5 series A preferred stocks, which gives him
4% of the voting power.

Please refer to important disclosures at the end of this document
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Bull Case
High middle class growth in China and a
high demand for high quality meat
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In a bull scenario SIAF manages to keep their high
margins and a steady growth. Furthermore, the
economic growth in China will be at rapid pace.
Since 2009 SIAF have been growing, on average, at
about 82% annually. This high growth has been
part of SIAF’s 5-year growth plan initiated in 2010
in which SIAF used newly issued stocks to acquire
majority parts of subsidiaries. The GDP growth in
China has been at an annual rate of 8% for the last
several years and is expected to stay at this level
for the near future.

With the continuing growth of the middle class
from increases in income the demand for high
quality food will also continue rise. This is espe-
cially true for high value products such as red
meat, fish and seafood. At the same time the asso-
ciated demand for rice, wheat and other grains
will decrease.

If SIAF is able to maintain its rapid growth from
this emerging middle class while retaining the
high margins they achieve from their competitive
advantages we cannot foresee a problem for SIAF
to have a revenue growth of about 50% on an an-
nual basis from the year 2015 and returning to the
40% gross margin level of 2012.

Start of phase 2 in The

Zhongshan Prawn Project

Start of dividend
pay-out

O

Additional cost

efficient funding
o

Bear Case

Economic depression and loss of impor-
tant customers
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The future growth of SIAF will be highly depend-
ent on the economic growth in China and the deci-
sions of policymakers. SIAF is also highly depend-
ent on a few, but large customers. Failure of just
one would have a big impact on their revenues.
Furthermore, SIAF conducts their business in a
nation known for its frequent and rapid change in
its economy, laws, regulations and policies; all of
which will have a great impact on SIAF’s results
and operations.

In a worst case scenario the policymakers in China
would decide to stop supporting agriculture, the
economic growth would decline, and one or more
of their vital customers would go bankrupt, which
stands for over 50% of the revenue.

If the Chinese economy was to decline and SIAF
loose a customer their revenue could drop as much
as 50%. The resulting growth rate would then be
negative in 2015 and negligible the years following
owing from higher demand for rice, wheat and
other grains.

Introduction on
NASDAQ

O

Introduction on
OMX Stockholm

Please refer to important disclosures at the end of this document
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Financial Projections

Future revenue growth at 30% annually

The revenue growth will be lower in the coming
years due to the end of the five-year growth plan in
the beginning of 2015. We are expecting a more sta-
ble growth from 2015 an onwards at about 30% an-
nually. A growth rate of 30% will be hard to keep as
the firm gets bigger and the Chinese economy starts
to slow down, but we are not expecting this to hap-
pen in the coming five years. Currently the Chinese
GDP is growing at a rate of 8% annually and the de-
mand for meat products are expected to increase
rapidly the coming years. We also expect the mar-
gins to be slightly better in the coming years com-
pared to the year 2014 due to more efficient produc-
tions.

COGS back at 61% of sales and stable SG&A

The COGS have increased the last year. In 2013
COGS/Sales were at 61% and in 2014 the ratio is ex-
pected to be at 68%. We believe that SIAF will man-
age to keep this level during 2015 with a slight im-
provement while in 2016 they will return to the
2013 level. This is due to synergy effects from sub-
sidiaries and higher operating efficiency. When it
comes to SG&A we expect the level to stay stable at
the 2013 level of 3.4% of sales.

Conservative sales in consulting

Historical numbers indicate slow growth for SIAF’s
consulting division with revenues for this particular
sector increasing by only 1.26% between 2012 and
2013. With this in mind we have concluded that the
future for SIAF is in the production and sales of their
agricultural products; a sector that is expected to
expand over the coming years, generating increas-
ingly larger revenues for the company.

Generating 51 million USD in 2013 the Consulting
Division still represents an important source of
revenue for SIAF. We anticipate revenues from this
business segment to remain stable at 50 million USD
for 2014, owing in large part to the Zhongshan
Prawn Project undertaken by SIAF in the first half of
the year. Revenues for this project are touted to be
approximately 150 million USD within its first two
years with a larger portion of the income generated
expecting to be captured in 2015. If earnings from
the project remain stable, SIAF’s Consultancy Divi-
sion can expect to generate revenues of 80 million
USD for 2015. This would represent 14.5% of total
expected revenues for 2015, an increase from 11.6%
for 2014.
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Valuation

Upside of 439% at a target price of 4.96 USD

During 2009-2013 SIAF’s revenue growth has
been at an impressive annual level of 82% on av-
erage. Much of the revenue growth is due to their
five-year growth plan. Looking at the growth in
the first half of 2014 and the quarterly growth for
the last four quarters we believe that SIAF’s reve-
nue growth during 2014 will be at 65%.

In Q1 and Q2 SIAF had revenues of 91 million US$
and 97 million USD respectively, adding to a total
revenue of 188 million USD for the first half of
2014. Taking the average growth of the last four
quarters gives a growth rate of 16%, which we be-
lieve is highly achievable for the last two quarters
due to China’s GDP growth rate of 8% and ac-
counting for the rapidly growing middle class. A
growth of 16% for the Q3 and Q4 would lead to
revenues of 112.5 million USD and 130 million
USD. The total revenue for 2014 would then be
430.5 million USD.

For the coming year following 2014 we believe
that after SIAF’s five-year growth plan their reve-
nue growth will drop to 28%. This is due to the
high expected economic growth in China of 8%,
the expanding middle-class. The economic growth
and increasing middle-class leads to urbanization
and a higher demand for safe and high-quality
food such as meat and seafood. This demands a
high and efficient production of food, which can
only be done through mechanization and the use
of high-technology production method putting
SIAF at the perfect position on the market.

The COGS for 2014 will be at a higher level com-
pared to 2013. In 2013 the gross margin was at
39% compared to our estimate of 32% for 2014.
Other costs will be at a similar level to 2013. This
will result in an EBITDA of 128 million USD and a
Net Income of 89 million USD for 2014.

When valuing SIAF we will look on the EV/EBITDA
and P/E multiple. In 2009 SIAF’s P/E multiple was
at 9.55 and the EV/EBITDA multiple was at 8.39.
The multiples have been on a steady decline since
then and we believe that this is likely due to the
dilution of shares and lack of focus on shareholder
value creation. We strongly believe that the new

CFO and the involvement of Euro China Capital AB
in the company will help them refocus on to the
creation of shareholder value.

Looking on the peers of SIAF the average P/E for
the last year has been 18 and the average
EV/EBITDA has been 7. The median of the TTM
P/E is 15.50 and the median of the TTM
EV/EBITDA is 7.13. We believe that the discount in
SIAF is extremely high compared to its peers and
that the current estimated P/E and EV/EBITDA for
2014 does not reflect the company’s fundamental
value. Currently SIAF is trading at 1.74 times the
estimated earnings for 2014 and 1.51 times the
estimated EBITDA for 2014. If SIAF would be trad-
ing at 9 times earnings and 7 times EBITDA it
would be a more fair value of the company. We
will put more emphasis on the EV/EBITDA multi-
ple since that multiple is more stable between the
peers and the previous years. Putting the weight to
40% on P/E and 60% on EV/EBITDA gives us a
target price of 4.96 USD.

The target price is set to 4.96 USD, which gives an
upside of 439% from the current share price.

Recommendation

Highly attractive business operating on a highly at-
tractive market

SIAF is operating in the People’s Republic of China,
which is a highly attractive market for agribusi-
nesses. High income growth, urbanization and
higher demand for safe and high quality food due
to an increasing middle-class gives SIAF a perfect
standpoint.

We are confident that SIAF will have no problem
reaching a revenue growth of 65% for the financial
year 2014. The target price is set to US $ 4.96 and
our recommendation is a strong buy.

Sino Agro Food

Please refer to important disclosures at the end of this document
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Peers

A Small Player on a Big Market

SIAF has multiple competitors which can be used
as a comparison when measuring the fundamental
value of the company. Currently SIAF is a small
performer when compared to other larger agricul-
tural firms such as Tyson Foods and JBS S.A. How-
ever, we believe that these two companies provide
the most accurate reference for a fair multiple-
value for SIAF. We have also included additional
regional food producers to take into account the
risks associated with operating in Asia.
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The two most comparable companies to use for
evaluating SIAF are China Agri-Industries, a lead-
ing producer and supplier of processed agricul-
tural products for mainland China, and C P Pok-
phand, Thailand’s largest agribusiness that special-
ises in livestock and aquaculture. Both of these
companies operate on the same market as SIAF
and their discount rates include the risk of invest-
ing in Asia. There is no motivation for SIAF to trade
at multiples above these two companies and we
actually recommend multiples that are fair bit be-

low them so as to account for the firm specific risk
that is associated with SIAF.

2011
P/E EV/EBITDA P/S EPS EBITDAmargin EBT margin Revenue Growth Dividend Yield
JBS SA ADR - 30,02 0,50 -0,03 1,72% -0,37% 12,24% -
BRF SA ADR 23,20 6,36 1,20 1,57 14,52% 5,92% 13,34% 1,69%
Tyson Foods Inc 12,90 4,79 0,20 1,97 5,65% 3,33% 13,49% 0,78%
Marine Harvest ASA ADR 8,20 3,26 0,60 3,10 15,63% 8,57% 6,20% 24,50%
Industrias Bachoco SAB 84,70 0,18 0,50 3,24 3,30% 0,43% 12,22% 2,58%
C P Pokphand ADR - 8,58 - 0,20 9,55% 7,23% 85,73% 2,68%
China Agri-Industries 9,30 5,94 0,30 0,56 5,60% 4,70% 53,95% 5,57%
Median 12,90 5,94 0,50 1,57 0,06 0,05 13% 0,03
Sino Agro Food 4,14 2,17 0,75 0,39 43,03% 40,60% 27,94% -
2012
P/E EV/EBITDA P/S EPS EBITDAmargin EBT margin Revenue Growth Dividend Yield
JBS SA ADR 49,80 10,84 0,50 0,25 3,96% 1,83% 22,49% -
BRF SA ADR 46,30 11,07 1,30 0,94 8,23% 2,87% 10,94% 0,23%
Tyson Foods Inc 11,80 4,59 0,20 1,58 5,35% 2,79% 3,14% 1,39%
Marine Harvest ASA ADR 49,00 494 1,30 1,10 11,96% 5,10% -4,15% -
Industrias Bachoco SAB 8,30 -0,02 0,50 43,80 9,49% 7,10% 41,84% 1,55%
C P Pokphand ADR - 6,80 - 0,20 8,79% 6,11% 36,87% 1,71%
China Agri-Industries 15,00 6,95 0,20 0,28 4,05% 1,76% 10,89% -
Median 30,65 6,80 0,50 0,94 8,23% 2,87% 10,94% 1,47%
Sino Agro Food 1,13 1,00 0,35 0,63 47,56% 45,84% 167,18% -
2013
P/E EV/EBITDA P/S EPS EBITDA margin EBT margin Revenue Growth Dividend Yield
JBS SA ADR 53,80 11,80 0,50 0,32 4,11% 1,91% 22,73% 0,71%
BRF SA ADR 40,50 7,92 1,40 1,23 10,25% 3,97% 7,03% 1,27%
Tyson Foods Inc 13,20 6,78 0,40 2,12 5,59% 3,66% 3,29% 0,67%
Marine Harvest ASA ADR 11,60 2,67 1,50 6,70 25,34% 18,03% 24,02% 2,17%
Industrias Bachoco SAB 12,90 -0,59 0,70 40,80 11,17% 8,54% 0,87% 3,66%
C P Pokphand ADR 13,00 6,80 0,40 0,18 7,22% 4,61% 9,18% 3,07%
China Agri-Industries 13,50 5,31 0,20 0,29 4,38% 2,31% 3,53% -
Median 13,20 6,78 0,50 1,23 7,22% 3,97% 7,03% 1,72%
Sino Agro Food 0,88 1,12 0,25 0,58 37,62% 36,28% 88,60% -
M
P/E EV/EBITDA P/S EPS EBITDAmargin EBT margin Revenue Growth Dividend Yield
JBS SA ADR 84,70 11,77 0,50 0,24 3,88% 1,67% 32,09% -
BRF SA ADR 47,80 9,21 1,70 1,25 10,48% 3,90% 9,03% -
Tyson Foods Inc 13,60 7,13 0,40 2,75 6% 3,90% 10,89% -
Marine Harvest ASA ADR 15,20 3,12 1,40 5,99 9% 12,05% 48,75% -
Industrias Bachoco SAB 22,30 -0,34 1,00 35,49 12% 8,59% 0,59% -
C P Pokphand ADR 15,50 7,92 0,50 0,18 7% 4,61% - -
China Agri-Industries 12,10 5,24 0,20 0,29 4% 2,31% - -
Median 15,50 7,13 0,50 1,25 7.22% 3,90% 10,89% -
Sino Agro Food 1,80 1,20 0,50 0,60 34,12% 32,78% 30,27% -

Disclosure:

Stefan Svird - Own stocks in Sino Agro Food
Jonathan Sheppard - Does not own stocks in Sino Agro Food
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Yield Potential 9p:

Yield Potential 9p

SIAF is currently trading at a P/E and EV/EBITDA multiple far
below its peers. There is nothing motivating the present stock
price and we believe that the stock should trade at almost US$ 5
to reflect its fundamental value. Our belief is that SIAF will keep
on growing and taking market shares within the agricultural sec-
tor in China. Also, we are confident that the new CFO and in-
volvement of Euro China Capital AB will result in more efficient
funding for SIAF’s future growth. A better financial structure and
a higher debt ratio in the company will lead to higher shareholder
value through leverage, maximization of EPS and cheaper growth.

Profitability 9p Profitability 9p:

SIAF’s historical margins and earnings have been impressive and
so are the future expected earnings and margins. The company
has low COGS, low SG&A and do not have to pay tax. In 2013
SIAF’s profit margin was at 28%, the expected profit margin for
2014 is 21%. This is due to higher COGS for 2014 but we believe
that SIAF will get back to a level around 30% in the future thanks
to synergy effects from subsidiaries and higher operating effi-
ciency. The business is highly profitable and will stay highly prof-
itable as long as the current business environment does not
change for the worse.

Management 7p:

We are impressed by the company on an operational level. The
founder, and CEO is highly talented, and the management team
have the experience needed in the sector. But, we are not as im-
pressed by the financial situation and the board’s failure to create
shareholder value. The dilution of shares have destroyed share-
holder value and the lack of debt gives no leverage on share-
holder equity. We believe that after the five-year growth plan Mr
Lee will focus on the operational level and the new CFO, Ms Lai,
and Euro China Capital AB will take control over the financial
structure in the company to maximize shareholder value.

Management 7p

Safe Investment 5p:

Even though SIAF have high margins and is highly profitable
there is three major risks in the company to consider. The first
risk is what we call the “China risk” in which rapid changes in
government policies, frauds etc. will have a great impact on SIAF.
The second one is the concentration of a few big customers. If one
or more customers would go bankrupt or cancel the contract with
SIAF it would impact the revenues significantly. The last major
risk is the 100 series A shares which gives three individuals con-
trol of 80% of the voting power. Mr Lee currently controls 61.5%
of the voting power which gives him absolute power of the com-
pany. We see this as highly alarming since he previously has
failed to create shareholder value and might have interests not
known today that do not align with the interest of the remaining
shareholders.

Safe Investment 5p

Please refer to important disclosures at the end of this document



Analyst Group

SINO AGRO FOOD | 11
2014-10-28

SWOT and Risk Profile

A few risk considerations

As with any firm SIAF is entirely beholden to its
customers for its success and survival. As men-
tioned before, SIAF supplies to only four major
customers. With each customer representing 25%
of their actual customer base, the loss of just one
would be major blow to the company and its op-
erations.

Effectively managing SIAF’s rapid growth is crucial
to the future of the company. Also, SIAF’s growth
relies on the Chinese Governments favourable
policies toward agriculture. Changes in the latter
or failure in the former could have adverse effects
on SIAF’s performance.

Strengths

e Excellent management team

e Recognized by the Chinese govern-
ment with Dragon Head Enterprise
Status

e Long standing experience and exten-
sive industry knowledge

e Complete control of entire chain of
operations; vertically integrated

e Master License: A Power Re-
Circulating Aquaculture System
(APRAS)

e Patents: Enzyme Technology T1

Opportunities
e Expanding to markets outside the
People’s Republic of China
e Continued increase in Chinese econ-
omy; room for good organic growth
e Continued increase in demand for
high quality food products

Structurally, SIAF is a holding company whose
subsidiaries are given certain degree of independ-
ence. Failure to properly integrate these subsidiar-
ies may adversely affect SIAF’s financial condition.

Operating within China is within itself an inherent
risk for SIAF. The company is subject to a number
of stringent regulations and has a continual risk to
adverse changes in the political and economic
policies of the government.

Weaknesses

e Smaller than main competitors with
less financial resources

e Reduced manufacturing flexibility
from vertical integration

e Substantial resource requirements to
maintain vertical operation

e Dependent on a few big customers

e Chinese government owns all allo-
cated SIAF land; SIAF only leases it

Threats

e Tax consequences for non-PRC resi-
dent shareholders

e Political and economic policy changes
that reduce the demand for SIAF
products

e Contract drafting, interpretation, and
enforcement in China involves signifi-
cant uncertainty

e Chinese law governs majority of ma-
terial agreements; SIAF may not be
able to enforce its legal rights

Please refer to important disclosures at the end of this document
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Appendix
Company performance
MUSD 2009A 2010A 2011A 2012A 2013A 2014E 2015E 2016E
Revenue Growth 38% 87% 28% 167% 89% 65% 28% 28%
Gross Margin 57% 55% 48% 50% 39% 32% 35% 39%
EBITDA-margin 44% 38% 43% 48% 38% 30% 33% 37%
EBIT-margin 44% 32% 41% 45,8% 36,3% 28,4% 31,6% 35,6%
Net Margin 31% 21% 50% 42% 28% 21% 24% 28%
ROA 8% 8% 10% 24% 20% 19% 22% 24%
ROE 11% 10% 21% 29% 25% 23% 26% 28%
ROCE 11% 12% 15% 28% 28% 28% 31% 33%
ROIC 12% 13% 15% 29% 28% 23% 27% 32%
Solidity 75% 82% 83% 82% 80% 82% 85% 87%
Asset Turnover 0,26 0,38 0,34 0,57 0,71 0,92 0,90 0,86
Multiples
MUSD 2009A 2010A 2011A 2012A 2013A 2014E 2015E 2016E
P/E 9,55 7,64 4,14 1,13 0,88 1,74 1,18 0,79
EV/EBITDA 8,39 6,23 2,17 1,00 1,12 1,51 0,80 0,20
EV/EBIT 8,43 7,28 2,30 1,04 1,16 1,58 0,83 0,21
P/S 3,07 2,01 0,75 0,35 0,25 0,36 0,28 0,22
EV/Sales 3,68 2,35 0,93 0,48 0,42 0,45 0,26 0,07
P/BV 1,56 1,11 0,32 0,23 0,20 0,38 0,29 0,21
Interest Coverage N/A N/A N/A N/A N/A N/A N/A N/A
EV/FCF -25,99 -14,21 -46,25 -1616,69 13,20 26,78 3,05 0,56
EPS 0,13 0,14 0,39 0,63 0,58 0,53 0,78 1,16
MV 67 81 39 49 65 155 155 155
EV 80 95 48 66 110 193 145 52
Income Statement
MUSD 2009A 2010A 2011A 2012A 2013A 2014E 2015E 2016E
Revenue 22 41 52 139 261 431 551 706
Operating Cost -13 -28 -31 -75 -167 -308 -377 -454
EBITDA 10 15 22 66 98 128 181 259
Depreciation 0 -2 -1 -2 -3,5 -5,8 -6,5 -7,4
EBIT 9 13 21 64 95 123 174 251
Interest Expense -0,5 -0,4 0,0 -0,3 -0,4 0,0 0,0 0,0
EBT 9 13 21 63 94 123 174 251
Tax 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Net Income 7 9 16 58 74 89 132 197
Balance Sheet
MUSD 2009A 2010A 2011A 2012A 2013A 2014E 2015E 2016E
Equity 63 87 125 198 291 380 512 709
Total Assets 84 108 152 243 368 469 609 816
Net Debt 13 14 9 17 45 38 -10 -103
Cash and Cash equivalents 2 4 1 8 1 9 56 149
Capital Employed 79 105 138 226 341 430 562 758
Working Capital 20 41 58 111 154 224 332 501
Solidity 75% 82% 83% 82% 80% 82% 85% 87%
Cash Flow
MUSD 2010A 2011A 2012A 2013A 2014E 2015E 2016E
CF from operating excl. changein WC 15 22 66 98 95 138 204
Change in working capital -2 -19 -21 -14 -62 -60 -77
CF from operating activities 13 3 44 84 33 78 127
CF from investing activities -11 -2 -44 -93 -25 -30 -34
Free Cash Flow 3 1 0 -9 7 48 93
CF from financing activities -3 -1 7 1 0 0 0
Net CF -1 0 7 -8 7 48 93

Please refer to important disclosures at the end of this document
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Disclaimer

These analyses, documents and any other information originating from Analyst Group are created for infor-
mation purposes only, for general dissipation and are not intended to be advisory. The information in the
analysis is based on sources, data and persons which Analyst Group believes to be reliable. Analyst Group can
never guarantee the accuracy of the information. The forward-looking information found in this analysis are
based on assumptions about the future, and are therefore uncertain by nature and using information found in
the analysis should therefore be done with care. Furthermore Analyst Group can never guarantee that the
projections and forward-looking statements will be fulfilled to any extent. This means that any investment
decisions based on information from Analyst Group, any employee or person related to Analyst Group are to
be regarded to be made independently by the investor. These analyses, documents and any other information
derived from Analyst Group is intended to be one of several tools involved in investment decisions regarding
all forms of investments regardless of the type of investment involved. Investors are urged to supplement with
additional relevant data and information, as well as consulting a financial adviser prior to any investment de-
cision. Analyst Group disclaims all liability for any loss or damage of any kind that may be based on the use of
analyzes, documents and any other information derived from Analyst Group.

Analyst Group has not received payment or other compensation to make the analysis.
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