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Fufeng Group (0546.HK)

— GPM dropped due to rising costs of raw materials,
2010TP cut to HK$8.48, maintain BUY rating
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BUY Financial summary and valuation:
Unchanged 2008 2009 2010E 2011E 2012E

Revenue (RMB Mn) 3585.34 4632.88 6362.47 7806.33 10078.28
Market Data: Aug 16 YOY (%) 46.60 29.22 37.33 22.69 29.10
Closing Price (HKD) 5.48 Netincome (RMB Mn) 294.71 928.29 1037.12 1438.63 1696.98
Price Target (HKD) 8.48 YOY (%) 553.89 214.98 11.72 38.71 17.96
HSCEI 1727 EPS (RMB) 0.18 0.56 0.62 0.87 1.02
52-week High/Low (HKD) 6.88/2.72 Diluted EPS (RMB) 0.18 0.56 0.59 0.82 0.97
Market Cap (HKD Mn) 9097 ROE (%) 16.92 38.78 32.90 35.28 32.63
Shares Outstanding (Mn) 1660 Debt/asset (%) 18.02 14.03 35.20 29.34 20.37
Exchange Rate (CNY/HKD) 0.88 Dividend Yield (%) 1.83 2.75 3.90 5.41 6.38

P/E (x) 27.08 8.6 7.69 5.55 4.70

P/B (x) 4.58 3.33 2.53 1.96 1.53
Price Performance Chart: EV/EBITDA (x) 22.38 7.85 6.70 4.88 4.14

Note: Diluted EPS is calculated if all outstanding convertible securities, such as convertible preferred shares,
convertible debentures, stock options and warrants, were exercised .P/E is calculated as closing price divided by
A o each year's EPS
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Source: Bloomberg
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Fufeng Group announced its 1H10 results yesterday, and they came in slightly below
our expectation. The revenue was RMB2.99B (45.4% YoY growth) which is slightly
higher than our forecast of RMB2.98B. The basic EPS was RMB0.277 (30.0% YoY
growth) which is slightly lower than our forecast of RMBO0.287. The GPM was 24.8%
(1HO09: 28.1%) which is lower than our forecast of 28%. The significant drop of GPM
was due to the significant price increase of raw materials, particularly corn kernels

MSG revenue increased to RMB1.76B from RMBO0.91B, representing a 94.7% YoY
growth. This is due to the price hike of MSG from RMB6886/ton to RMB7489/ton (8.8%
increase) and significant sales volume increase from 131,500 tons to 235,405 tons
(79.1% increase) driven by strong demand for MSG in China. However, glutamic acid
revenue decreased from RMB423.17M to RMB96.69M, representing a 77.2% YoY
drop. This is due to the company’s change of business strategy by converting most
glutamic acid into MSG instead of selling to external manufacturers. We believe this
new strategy has shown that the company is transforming into a consumer goods
producer from an industrial goods producer. We believe the company’s valuation
should improve during the process. Corn refined products, starch sweeteners, corn oil
and other products enjoyed fast growth, showing the strong demand for corn-processed
products. Revenue from fertilized products dropped 18.5% due to weak demand in
1H10. Revenue from xanthan gum increased from RMB185.94M to RMB381.47M
(105.2% YoY growth) due to an increase of sales volume from 8400 tons to 19086 tons.
The strong demand from the oil industry has contributed to the increase of xanthan gum
sales volume.

In view of rising costs of raw materials and strong demand for MSG and xanthan gum,
we have changed certain assumptions on prices and utilization rates. As a result, our
revenue forecast for 2010/11/12 is changed to RMB6.36B, 7.81B and 10.08B
respectively (previously RMB6.13B, 8.12B and 10.49B ) and basic EPS forecast for
2010/11/12 is changed to RMB0.62, 0.87 and 1.02 respectively (previously RMBO0.66,
0.84 and 1.06). We also revise the 2010TP to HK$8.48 (previously HK$9.03),
representing 54.77% upside potential from current price of HK$5.48. The stock is
currently trading at 7.75X 2010PE which we believe is undervalued, we maintain BUY
rating.

The company or its affiliate may have equities of the listed corporation reviewed authorized by law. The company may also provide investment banking and consulting service to the
listed corporation. The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials. The clients shall have a comprehensive understanding of the disclosure in the last page.
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Information Disclosure:

The views expressed in this report accurately reflect the personal views of the analyst. The analyst declares that neither he/she nor his/her associate serves as
an officer of nor has any financial interests in relation to the listed corporation reviewed by the analyst. None of the listed corporations reviewed or any third party
has provided or agreed to provide any compensation or other benefits in connection with this report to any of the analyst, the Company or the group company(ies).
A group company(ies) of the Company confirm that they, whether individually or as a group (i) are not involved in any market making activities for any of the listed
corporation reviewed; or (ii) do not have any individual employed by or associated with any group company(ies) of the Company serving as an officer of any of the
listed corporation reviewed; or (iii) do not have any financial interest in relation to the listed corporation reviewed or (iv) do not, presently or within the last 12
months, have any investment banking relationship with the listed corporation reviewed.

Undertakings of the Analyst

Haitao Wang: Equity Analyst

| am conferred the Professional Quality of Securities Investment Consulting Industry by the Securities Association of China or have equivalent professional
competence. | issue this report independently and objectively with due diligence. This report distinctly and accurately reflects my research opinions. | have never
been, am not, and will not be compensated directly or indirectly in any form for the specific recommendations or opinions herein.

Information Disclosure with respect to the Company

The Company fulfills its duty of disclosure within its sphere of knowledge. The clients may contact compliance@swsresearch.com for the relevant disclosure
materials.

Introduction of Share Investment Rating

Security Investment Rating:

When measuring the difference between the markup of the security and that of the market's benchmark within six months after the release of this report, we define
the terms as follows:

Buy: with a markup more than 20% better than that of the market;

Outperform: With a markup 5% to 20% better than that of the market;

Neutral: with a markup less than 5% better or worse than that of the market;

Underperform:  with a markup more than 5% worse than that of the market.

Industry Investment Rating:

When measuring the difference between the markup of the industry index and that of the market's benchmark within six months after the release of the report, we
define the terms as follows:

Overweight: Industry performs better than that of the whole market;

Neutral: Industry performs about the same as that of the whole market;

Underweight: Industry performs worse than that of the whole market.

We would like to remind you that different security research institutions adopt different rating terminologies and rating standards. We adopt the relative rating
method to recommend the relative weightings of investment. The clients’ decisions to buy or sell securities shall be based on their actual situation, such as their
portfolio structures and other necessary factors. The clients shall read through the whole report so as to obtain the complete opinions and information and shall not
rely solely on the investment ratings to reach a conclusion. The Company employs its own industry classification system. The industry classification is available at
our sales personnel if you are interested.

Triple-C Index is the benchmark employed in this report.

Disclaimer:

This report is to be used solely by the clients of SWS Research Co., Ltd. (hereinafter referred to as the “Company”). The Company will not deem any other person
as its client notwithstanding his receipt of this report.

This report is based on published information which the Company believes to be reliable, however, the authenticity, accuracy or completeness of such information
is not warranted by the Company. The materials, tools, opinions and speculations contained herein are for the clients’ reference only, and are not to be regarded or
deemed as an invitation for the sale or purchase of any security or other investment instruments.

The clients understand that the text message reminder and telephone recommendation are no more than a brief communication of the research opinions, which
are subject to the complete report released on the Company’s website (http://www.swsresearch.com). The clients may ask for follow-up explanations if they so
wish.

The materials, opinions and estimates contained herein only reflect the judgment of the Company on the day this report is released. The prices, values and
investment returns of the securities or investment instruments referred to herein may fluctuate. At different periods, the Company may release reports which are
inconsistent with the materials, opinions and estimates contained herein.

The clients shall consider the Company’s possible conflict of interests which may affect the objectivity of this report, and shall not base their investment decisions
solely on this report. The investment and services referred to herein may not be suitable for certain clients and shall not constitute personal advice for individual
clients. The Company does not ensure that this report fully takes into consideration of the particular investment objectives, financial situations or needs of
individual clients. The Company strongly suggests the clients to consider themselves whether the opinions or suggestions herein are suitable for the clients’
particular situations; and to consult an independent investment consultant if necessary.

Under no circumstances shall the information contained herein or the opinions expressed herein forms an investment recommendation to anyone. Under no
circumstances shall the Company be held responsible for any loss caused by the use of any contents herein by anyone.

Independent investment consultant should be consulted before any investment decision is rendered based on this report or at any request of explanation for this
report where the receiver of this report is not a client of the Company.

The Company possesses all copyrights of this report. The Company reserves all rights related to this report. Unless otherwise indicated in writing, all the copyrights
of all the materials herein belong to the Company. In the absence of any prior authorization by the Company in writing, no part of this report shall be copied,
photocopied, replicated or redistributed to any other person in any form by any means, or be used in any other ways which will infringe upon the copyrights of the
Company. All the trademarks, service marks and marks used herein are trademarks, service marks or marks of the Company, and no one shall have the right to
use them at any circumstances without the prior consent of the Company.

This report may be translated into different languages. The Company does not warrant that the translations are free from errors or discrepancies.

This report is for distribution in Hong Kong only to persons who fall within the definition of professional investors whether under the Securities and Futures
Ordinance (Chapter 571 of the laws of Hong Kong) (the “SFO”) or the Securities and Futures (Professional Investor) Rules (Chapter 571D of the laws of the Hong
Kong under the SFO).

This report is for distribution in the United Kingdom only to persons who (i) have professional experience in matters relating to investments falling within Article 19(5)
of the Financial Services and Markets Act 2000 (Financial Promotion) order 2001 (as amended) (the “Order”) or (ii) are persons falling within Article 49(2)(a) to (d)
(“High Net Worth Companies, Unincorporated Associations, etc”) of the Order (All such persons together being referred to as “Relevant Persons”). This document
is directed only at Relevant Persons. Other Persons who are not Relevant Persons must not act or rely upon this document or any of its contents.

Neither this report nor any copy of it may be taken or transmitted into the United States of America, its territories or possessions or distributed, directly or indirectly,
in the United States of America, its territories or possessions or to any U.S. person (Within the meaning of Regulation S under the U.S. Securities Act of 1933, as
amended). Any failure to comply with this restriction may constitute a violation of U.S. securities laws. Neither this report nor any copy of it may be taken or
transmitted into Canada. The distribution of this report in other jurisdictions may be restricted by law and persons into whose possession this report comes should
inform themselves about, and observe, any such restrictions. By accepting this report the clients agree to be bound by the foregoing limitations.
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