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China Food Company is a manufacturer of branded consumer condiments and animal 
feed. The group operates from two sites in the cities of Weifang and Shou Guang in 
Shandong Province. In response to increasing levels of affluence and rising demand for 
higher quality products in China, the company is developing a large new site in Shou 
Guang in order to increase its output of premium quality soya sauce significantly in 
2009. We believe that this move will enable the company to increase its penetration of 
the upper end of the soya sauce market substantially and drive continued profit growth 
in 2009 and beyond. 
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SALES & TRADING CONTACTS 
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COMPANY DESCRIPTION 
Manufacturer of consumer  
condiments and animal feed 
 

Year end Turnover EBITDA PBT Net profit EPS PER INVESTMENT DATA  

Dec £m £m £m £m p x Ticker CFC 

FY 2006A 19.3 6.5 6.1 4.4 12.9 4.0 Listing AIM 

8.0 7.5 FY 2007A 25.3 5.3 14.5 3.6 
FY 2008E 34.9 

No. of shares 66.4m 

7.9 5.9 8.8 9.0 5.8 Market cap. £34.5m 

42.1 10.1 6.6 10.0 FY 2009E 8.9 5.2 Enterprise value £31.1m 
  

China Food manufactures a wide range of branded consumer condiment products, including soya 
sauce, vinegar and soya bean paste from its current site in Weifang. The company also has a 
substantial animal feeds business which operates from a site in Shou Guang. Animal feed 
generated over half of group sales in 2007. However, the condiments business generates 
considerably superior margins and contributed over two thirds of group profits last year. 

SHAREHOLDERS Holding (%) 
Sound Venture Holdings 31.28 
Main World Investments 22.25 
Albany Capital 20.00 
  

China Food’s strategy is to expand its condiments business in order to take advantage of 
increasing demand for premium consumer products in China. The company is developing a new 
200,000sq.m site in Shou Guang which is expected to be completed by the end of 2008. This 
facility will enable the group to increase production of high quality soya sauce significantly and 
increase the penetration of its products at the premium end of the market in 2009.  

  
  

3M SHARE PRICE PERFORMANCE 

The company is also investing in a new production line for Premix, China Food’s premium animal 
feed, at the group’s existing site in Shou Guang. We expect that this move will increase Premix 
production capacity by approximately 50% by the end of 2008, enabling the company to deliver 
improved margins from its animal feed business over the medium term. 

China Food conducts a significant amount of product R&D in order to extend its product range 
and quality. Through a company called Xian Meishen Technology, over which China Food owns 
an option to purchase the entire share capital, the group has developed a product called Xianka 
which represents significant potential upside for the company. 

 

 

 Xianka is a natural seasoning product using raw materials extracted from kelp which China Food 
believes could be used as a substitute for monosodium glutamate (MSG), an artificial chemical 
flavour enhancer which has long been associated with health concerns. Xianka is currently going 
through regulatory approval in China and the management is confident that approval could be 
gained in September. With test marketing already receiving a positive response, we believe that 
Xianka could represent highly significant longer term upside for China Food. 

 

 

 

 

The shares have rallied after a strong set of preliminary results for 2007 and a positive outlook for 
the current year. In spite of this and a significantly increased number of shares in issue following a 
placing in December 2007, the stock is trading on a very modest forward rating. The business is 
highly profitable and cash flow generative and has a very strong balance sheet. Also, given that our 
forecasts do not yet factor in any potential upside from Xianka, we believe that China Food 
represents exceptionally good value. 

HansonWesthouse acts as broker to 
China Food Company and is paid fees 
for these services. 

For important disclosures, please refer 
to the information on the last page of 
this report. 
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Introduction 
Located in Shandong Province of the People’s Republic of China, China Food is a manufacturer of 
branded consumer condiment products, including soya sauce, vinegar and soya bean paste. The 
company also has a substantial animal feeds business. 

The company’s operations are located at two facilities at Weifang City and Shou Guang City in Shandong 
Province. These are large cities with respective populations of approximately 8.5m and 1.0m people. 
Shandong is China’s second largest province with a population of nearly 92m. It also borders other 
highly populous provinces such as Jiangsu, Henan, Hebei and Anhui with respective populations of 74m, 
97m, 68m and 65m. 
 

Location map of Shandong Province, China 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

China Food locations

Shou Guang City

Weifang City

Recent history 
China Food was created by the acquisition of Full Fortune Holdings Pte by AIM-listed vehicle, Vestpa 
plc, in December 2007. Full Fortune was a privately owned investment holding company registered in 
Singapore with trading subsidiaries and principal activities located in Weifang and Shou Guang. 

The entire share capital of Full Fortune was acquired for a consideration of approximately £25.2m, 
comprising 40.3m shares at 50p each and a cash payment of £5.0m to reflect the perceived value of the 
business. The cash element of the deal was financing by a placing by Vestpa of nearly 16.7m shares at a 
pre-agreed discounted price of 30p each. Given the respective size and natures of Vestpa and Full 
Fortune, the deal constituted a reverse takeover under the AIM rules. 

Full Fortune was incorporated in May 2005 as part of a corporate restructuring. It was originally 
founded in November 1994 by Mr Fu Guoping and was initially focused on the manufacture of animal 
feeds under the brand name, Fuss Feeds. The consumer condiments business, called Fu-Rich, was 
incorporated into the group in August 2001 and manufactures a range of products including soya sauce, 
vinegar and bean paste under its own brand names. 
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Company structure 
China Food has a simple structure. The group’s animal feed business, based in Shou Guang comprised 
nearly 53% of revenue with the condiments business, presently based in Weifang, representing over 
47% of group sales in 2007. However, in terms of profitability, the condiments division contributes a 
significantly higher proportion of group profits. Out of a total segmental profit contribution of £8.2m in 
2007, condiments profits were £5.5m, representing 67.5% of the total. 

 

Revenue and profit split by activity, 2007 

 

 

 

 

 

 

 

 

 

 

 

Source: Company 

Animal feed 

Condiments

Revenue Segmental profit

 

Directors 
Following the completion of the reverse takeover, original board directors of Vestpa, James Cane and 
Thomas Vaughan, stepped down from the board and John McLean moved from Executive Director to 
his current role as non-Executive Chairman. Non-Executive Director, Derek Marsh, was also invited to 
join the company.  

Of the current Executive Directors appointed in December 2007, Mr Raphael Tham Wai Mun was a 
already a director of Full Fortune and Ms Feng Bo and Mr Frank Chau entered into employment 
agreements upon the completion of the reverse takeover. As such, the current board comprises: 

• John McLean, Non Executive Chairman, aged 54 

• Raphael Tham Wai Mun, Chief Executive, aged 37 

• Ms Feng Bo, Chief Operating Officer, aged 38 

• Frank Chau, Chief Financial Officer, aged 35 

• Derek Marsh, Non-Executive Director, aged 61 

3 

 



 

Fu-Rich condiments 
Fu-Rich produces a wide range of products which can be divided into three major categories. These 
are: 

• Soya sauce 

• Vinegar 

• Bean paste 

The company produces various grades of the above products represented by 50 to 60 products. These 
are produced under the “Fushi” and “Fushi Hao Tai Tai” brand names. Under the same brand names, 
Fu-Rich also sells food products sourced from third parties. These include pickles, fungi products, chilli 
oil, seasonings and flavour enhancers such as monosodium glutamate. 

In 2007, condiment sales of £11.85m increased by 36% from £8.7m in 2006. Broken down by product, 
soya sauce sales currently comprise approximately 42% of sales with vinegar and bean paste comprising 
a further 31% and 25% respectively. At present, sales of other products comprise approximately 2% of 
total condiment revenue. 

 

Fushi brand soya sauce 

 
Source: Company 

 

Facilities 

Based in Weifang, Fu-Rich currently has a factory area of 17,663sq.m. This site houses a range of 
facilities including 107 fermentation pools, two bottle packaging lines, a micro-organism cultivation 
centre and an R&D and quality control centre. 

Fu-Rich currently has a total production capacity of 100,000 tonnes per annum. The company operates 
three fully automated production lines for its three main product groups outlined above. In 2007, the 
company produced nearly 40,700 tonnes of soya sauce from a line with designed production capacity of 
50,000 tonnes per annum.  
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Vinegar production was over 25,700 tonnes last year from a production line with a designed capacity of 
30,000 tonnes per annum and bean paste output was approximately 13,200 tonnes from a line with an 
annual production capacity of 20,000 tonnes.  

Output of all products tends to peak in the period from the middle of September to February in the run 
up to Chinese New Year and the holiday season. At the end of 2007, the company was running at 
maximum production capacity of approximately 85%, although the average for year as a whole is 
usually lower.  

The production cycle for soya sauce and vinegar is typically 25 to 180 days depending on the ingredients 
used and the quality and taste desired. Higher quality soya sauce undergoes a number of fermentation 
processes, hence the relatively long production cycle for premium products. Bean paste production is a 
faster process, requiring 15 to 40 days, again depending on ingredients used and taste required. Raw 
inputs, mainly comprising soya beans, are sourced from local suppliers. 

 

Customers and markets 

Fu-Rich primarily supplies the local market in Weifang. However, the company also sells product to 
other cities in Shandong and to neighbouring provinces including Henan, Jiangsu, Hebei and Anhui. The 
company has strong brand recognition in Weifang. However, the management estimates that sales 
outside Shandong Province represented 15-20% of total revenue in 2007. With a population of 92 
million, we believe that Shandong is a sufficiently large market for the group. However, we expect that 
China Food will continue to grow its market share in other provinces as production increases and the 
popularity of its brands grows. 

Fu-Rich sells its products through a network of distributors, retailers and supermarket outlets rather 
than directly to end customers. At the end of December, the company had over 205 distributors and 
retail outlets of large and medium sized supermarkets in ten provinces and cities in the north east region 
of China. Important customers include Wal Mart, Carrefour, Shiji Lianhua and Jialejia.  

In order to capture as large a market as possible, Fu-Rich uses a range of packaging for its products with 
disposable bottles for the mass market ranging to ornate gift boxes for its high end products, aimed at 
the luxury market 

Fu-Rich’s preference is to supply direct to the retailer in order to gain superior pricing and greater 
bargaining power. As such, the company offers credit terms of 30 to 45 days to its supermarket 
customers. The company collects cash in advance from distributors. 

 

Condiments market background 
We estimate the Chinese condiments industry to be worth in excess of RMB110bn in 2006; equivalent 
to nearly £8bn per annum. Asia Food Journal estimates that global soya sauce market is worth 
approximately £3bn alone, with China being one of the largest producers in the world. 

The condiments market is growing rapidly as Chinese purchasing power per capita increases and tastes 
become increasingly sophisticated. However, it is a highly fragmented market with an estimated 32,000 
food flavouring product companies operating in the domestic market (Source: Market Avenue). 

 

Competition 

Until relatively recently, competition in China’s condiments sector has been restricted to a provincial 
level since each region of China has its own particular taste and brand preferences which tend to 
dominate local markets. This has restricted the wider market penetration of some manufacturers. 
However, the growing affluence of consumers has led to demand for higher quality products and 
increasing adventurousness of customers. 
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This has led to greater opportunities for manufacturers such as Fu-Rich which manufactures a broad 
range of condiments. However, it has also contributed to increased competition within the sector and 
attracted the entry of other well known international brands from countries such as Japan and Vietnam.  

In a highly competitive market, the management has identified a number of key competitors including 
Yan Tai Xin He, which produces bean paste and soya sauce. In addition Zi Bo Qiao Xifu, Jinan De Xin 
Zhai and Qingdao DengTa also manufacture soya sauce and vinegar and represent serious competition 
for Fu-Rich. 

Fu-Rich has a number of strengths such as strong brand recognition and a well established distribution 
network and customer base. In recent industry awards, the company’s brand, “Fushi Hao Tai Tai” has 
been named one of the top 50 Chinese brands with respect to soya sauce and vinegar products.  

To consolidate this position, the company has outlined a strategy to increase output from its new facility 
in Shou Guang during the second half of the year in order to capture a larger market share. 
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Fuss Feed animal feeds 
In 2007, animal feed sales of £13.4m increased by 27% from £10.6m in 2006. Fuss Feed currently has 
two fully automated manufacturing lines at its 15,000sq.m site located in Shou Guang. 

Fuss Feed manufactures three categories of animal feed, primarily for poultry, pigs and cows, under the 
generic classifications of: 

• Premix 

• Concentrate feed 

• Compound feed 

Premix is Fuss Feed’s premium product and usually comprises a mixture of vitamins and minerals 
tailored to particular livestock requirements. Concentrate feed is primarily manufactured from soya 
beans to which the farmer adds his own cereal to bulk it out and Compound feed is a generic animal 
feed predominantly comprising flour and maize. 

Fuss Feed currently has combined capacity of 124,800 tonnes per annum from its two production lines. 
One line is dedicated to producing Premix and produced nearly 30,800 tonnes in 2007. The other line 
for Compound and Concentrate feeds produced approximately 28,650 and 9,600 tonnes respectively in 
2007. 

As animal feeds are blended from various raw materials such as grain and vegetable matter and nutrients 
including vitamins and minerals, they are formulated according to the specific nutrient requirements of 
the particular animal and usually manufactured as meal or pellets. Fuss Feed’s manufacturing processes 
enable the company to respond to variations in customer’s requirements and vary the formulations of 
feed accordingly.  

Other inputs, such as protein sources, are purchased from a broad supplier base in Weifang and other 
cities in Shandong. Nutrients such as vitamins, minerals and medicinal drugs are bought from 
pharmaceutical companies in China. 
 

Customers and markets 

Fuss Feed’s main focus is on the Shandong market. However, its products are also distributed to 
adjacent regions including Anhui, Jiangsu, Hebei and Henan. As well as an important producer of grain, 
fruit, peanuts and soya beans, Shandong is also an important producer of livestock. This sector is 
characterised by farms run as small scale enterprises with relatively low levels of sophisticated 
technology. These farms represent Fuss Feed’s core market. 

Fuss Feed predominantly sells its animal feed to distributors that sell it on to end users. China Food 
supports a team of distribution channel managers which maintain the network of third party 
distributors. At the end of December 2007, Fuss Feed had over 240 distributors, comprised mostly of 
small distributorships in nearby towns. 

Most of Fuss Feed’s customers pay in cash on collection from the factory gate. The company monitors 
the performance of its distributors closely based on the achievement of pre-agreed sales objectives. The 
company offers rebates to distributors of 4% - 6% depending on the type of product sold. Annual 
rebates of 0.5% - 2.5% for sales in excess of RMB1.0m (c£71,400) were also introduced in 2007. 
 

Competitive advantages 

With its current focus on Premix, where the mix of vitamins, mineral and nutrients is formulated, Fuss 
Feed’s product range provides a significant degree of flexibility for its customers. The company has 
developed a large database comprising its different formulations and as such, the company is able to 
adapt its production to changes in customer demands, market trends and seasonal weather variations. 
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The company also permits its distributors to buy their own ingredients to combine with Fuss Feed’s 
animal feeds for sale to end users. Distributors are able to buy their own staple carbohydrates such as 
oats, wheat or maize from local sources, enabling them to minimise transportation expenses which are 
a major component of animal feed costs. 

Fuss Feed also provides farmers with veterinary advice and nutrition education services. The company’s 
marketing efforts have focused on the direct training of end users rather than broad based advertising. 
With the company’s sales personnel trained in areas such as common livestock ailments and diseases 
and animal nutrition, China Food believes that the advice and support of its specialist employees has 
engendered loyalty amongst the company’s customers. 

 

Animal feed market background 
The Chinese government outlined its commitment to developing the agricultural sector under the 11th 
Five Year Plan (2006 – 2010). As is widely quoted, China is becoming increasingly affluent with GDP 
growth expected to exceed double figures for the sixth year running in 2008.  

This increasing wealth is also driving demand for better quality sources of protein and consumption of 
meat has grown rapidly over the last ten years. On a per capita basis, China’s consumption of meat was 
approximately 70 million tonnes in 2005 out of total global consumption of 250 million tonnes. Source: AP 
Foodtechnology). With China now producing almost half of the world’s pork, we estimate that the 
country’s meat consumption will reach 85-90 million tonnes by 2010. 

This growth is being driven by China’s modest consumption of meat per capita compared to the rest of 
the world. The average person in urban areas consumes approximately 100 grammes of meat per day, 
falling to 50 grammes per day in rural areas. This is considerably lower than the average in the 
developed world, which we estimate to be in the region of 190-350 grammes per day per person. The 
Chinese government has stated that 100 grammes of meat per person every day is an attainable target. 
(Source: People’s Daily Online) 

As this is the primary driver of the livestock market, consumption of meat has driven growth in the 
Chinese animal feed market which was estimated at 100 million tonnes in 2005. We believe that this 
represents up to 20% of the total world market. The management has estimated that the Chinese 
market alone is worth in excess of £18bn per annum and growing rapidly. 

 

Competition 

The animal feed industry is highly fragmented and competitive, primarily due to low barriers to entry. 
This is a reflection of the relatively low level of technology required and government funded incentives 
to grow the sector. It is also a highly price sensitive market and low product pricing represents a 
comparatively elementary strategy to penetrate the market.  

However, as with many Chinese markets, end users are becoming more sophisticated and brand 
recognition associated with perceptions of quality does count. In addition, Chinese farmers are 
becoming increasingly sophisticated and large domestic corporations are also entering the farming 
sector driving up the quality requirements for nutritional standards in animal feed. 

The market is comprised of a mix of State and privately owned companies which focus mainly on the 
production of Compound Feed. Fuss Feed is one of the larger manufacturers in Shandong. However, 
the management regards local producer Zhong Ji Feed as one of its closest competitors. Other major 
Shandong based players include Liu He Feed, Huan Shan Feed and Pu Rui Na Feed. 
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Growth strategy 
In order to expand the business aggressively, China Food is developing a new site in Shou Guang which 
is expected to be completed by the end of the current year. The site covers an area of nearly 
200,000sq.m with rights over an adjoining site of approximately 67,000sq.m for potential future 
expansion. The group will relocate its headquarters to the new site and commission new facilities to 
increase the production capacity of soya sauce by the end of the year. We expect that this move will 
improve both the production output and operational efficiency of the group.  

Primarily, the site will include a new soya sauce factory with an annual capacity of 50,000 tonnes. This 
will increase total condiment production capacity from approximately 100,000 to 150,000 tonnes per 
annum. Fu-Rich will relocate a large proportion of its current soya sauce activities from Weifang to Shou 
Guang, thereby increasing the capacity for vinegar and bean paste production in particular at the existing 
site in Weifang as capacity is freed up. 

The new facility, which will comprise 125 new production silos, will produce mid to high grade soya 
sauce targeted at the upper end of the consumer market. Build completion is expected in late June and 
the company will commence equipment installation and commissioning over the second half of the year. 
The facility is expected to be operational by the end of 2008, with the company benefiting from a strong 
ramp up in condiment production in 2009. 

 

New site at Shou Guang 

 
Source: Company 

 

At China Food’s existing site in Shou Guang, the company will also install a new production line for 
Premix animal feed, which is expected to be completed in the second half of the year. We expect that 
this move will increase group Premix production capacity to 42,600 tonnes per annum by the end of 
2008.  

At the end of December 2007, China Food has invested £13.7m in the new site out of a total 
anticipated expenditure of £20m - £22m. The investment, which will be completed in the full year, is 
being funded by a combination of listing proceeds, existing resources and bank loans. 
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New soya sauce silos at Shou Guang 

 
Source: Company 

 

Other activities 
China Food conducts a significant amount of product research and development in order to extend its 
product range and quality. As such, it is has a very interesting portfolio of potential products which are 
currently under evaluation. However, we believe that one product in particular is very close to 
commerciality and represents significant potential upside for the company. 

 

Xianka 

Xianka is a new natural seasoning product which China Food believes could be used primarily as a 
substitute for monosodium glutamate (MSG), which is an artificial chemical flavour enhancer. Xianka is 
also effective as a replacement for chicken bouillon (stock) seasoning, which is widely used in Chinese 
cuisine. Xianka’s raw materials are principally extracted from marine plants such as seaweed and kelp 
which contain natural proteins and amino acids. 

The intention is for Xianka to be marketed initially comprising 90% kelp extract with a 10% MSG 
component in order to maintain a similar taste profile to MSG. China Food believes that, as consumers 
attune themselves to the taste of Xianka, it can reduce the proportion of MSG in the product and 
promote a natural alternative to MSG going forward. 

The Chinese MSG and chicken bouillon markets are estimated to be worth nearly £878m and £192m 
per annum respectively. With an increasing emphasis on perceived healthier natural alternatives to 
artificial compounds increasingly prevalent as living standards rise, we believe that Xianka represents an 
exciting opportunity for China Food, assuming that the group can create a market for the product. 

Xianka is currently going through regulatory approval in China and the management is confident that 
approval could be gained as early as September. The group has already manufactured batch production 
samples and test marketing has received a positive response. The company hopes to begin sales through 
its current distribution channels after regulatory approval. 
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Ownership of Xianka 

Xian Meishen Technology, a company owned by Mr Fu Guoping, the original founder of Full Fortune, 
intends to market Xianka products in 2008 and has an agreement with Fu-Rich to rent floor space at the 
new site in Shou Guang and use Fu-Rich’s established distributor and retail networks. 

China Food does not own Xian Meishen Technology which includes the rights to Xianka. However, 
China Food does have the right of first refusal to represent and sell Xianka based products and appoint 
two directors to the Xian Meishan board. China Food also has a call option, exercisable at any time 
during the two years after completion of the acquisition of Full Fortune (completed on 10 December 
2007), to acquire the entire issued share capital of Xian Meishan for a maximum cash consideration of 
RMB80m (c£5.5m).  

Although we have not factored this expenditure into our forecasts for the next two years, we are 
confident that China Food would exercise its option in the face of evidence that Xianka will be a strong 
commercial prospect.  
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Revenue assumptions 
We expect strong organic sales growth in 2007, driven by increased output of compound animal feed as 
the group brings a new silo on stream in the current year. In addition, sales are also likely to receive a 
boost from a strengthening RMB against Sterling in 2008 - the rate has dropped from an average of 
RMB15.2/£1.00 in 2007 to approximately RMB14.1/£1.00 to date in the current year.  

In 2009, we expect revenue to ramp up significantly as sales of Premix animal feed and soya sauce 
increase as a result of additional capacity at the Shou Guang facility. A steadily increasing contribution 
from bean paste and vinegar production is also anticipated as the transferral of a large proportion of 
soya sauce production from Weifang to Shou Guang frees up additional production capacity. 
 

Fuss Feed - animal feed 2007A 2008E 2009E  
Premix Production (tonnes) 30,761 30,844 35,000 
 Price per tonne (£) 239 287 302 
 Sales (£000) 7,342 8,857 10,553 
 Profit (£000) 1,615 1,948 2,111 
     
Concentrate Production (tonnes) 9,639 8,740 9,177 
 Price per tonne (£) 209 283 297 
 Sales (£000) 2,015 2,475 2,729 
 Profit (£000) 841322 384 396 
     
Compound Production (tonnes) 28,652 52,510 55,136 
 Price per tonne (£) 145 180 189 
 Sales (£000) 4,162 9,471 10,441 
 Profit (£000) 603 1,373 1,514 
     
Subtotal Total animal feed sales 13,417 20,802 23,723 

2,662 3,705 4,020  Profit 
 Margin 19.8% 17.8% 16.9% 
Fu Rich - condiments     
Soya sauce Production (tonnes) 40,691 41,417 63,000 
 Price per tonne (£) 141 146 153 
 Sales (£000) 5,726 6,035 9,639 
 Profit (£000) 2,863 3,048 4,338 
     
Vinegar Production (tonnes) 25,719 27,876 28,573 
 Price per tonne (£) 154 159 167 
 Sales (£000) 3,950 4,440 4,779 
 Profit (£000) 1,975 2,242 2,389 
     
Bean paste Production (tonnes) 13,232 14,439 15,000 
 Price per tonne (£) 242 251 264 
 Sales (£000) 3,204 3,630 3,960 
 Profit (£000) 1,602 1,833 1,901 
     
Subtotal Total condiment sales 11,851 14,106 18,378 
 Profit 5,530 7,123 8,628 
 Margin 46.7% 50.5% 46.9% 
     
Total revenue  25,268 34,908 42.101 
Total profit  8,193 10,829 12,648 
Margin  32.4% 31.0% 30.0% 
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We expect the contribution from Fu Rich to comprise over two thirds of group profitability in 2008 and 
2009 as new soya sauce production from Shou Guang comes on stream. We believe that the estimated 
gross margin of 31% in 2008 will decline modestly in 2009 as the group ramps up to full capacity over 
the course of the year. However, we are confident that the margin will increase thereafter to reflect the 
larger proportion of condiment profits in the mix.  

 

Income statement projections, 2004A – 2009E 
 

Year to Dec ($000) 2004A 2005A 2006A 2007A 2008E 2009E 
Sales 8,978 13,870 19,273 25,268 34,908 42,101 

-12,502 Cost of sales -5,901 -9,556 -16,356 -24,079 -29,453 
Gross profit 3,077 4,314 6,771 8,912 10,829 12,648 
Other income 1 1 4 77 0 0 
Selling and marketing -152 -131 -297 -477 -1,100 -1,300 
Administration -196 -238 -257 -820 -1,400 -2,000 
Operating profit 2,730 3,946 6,221 7,692 8,329 9,348 
Net interest -111 -112 -143 -172 -401 -483 
Pre tax profit 2,619 3,834 6,077 7,520 7,927 8,864 
Tax -648 -995 -1,640 -2,187 -1,982 -2,216 
Profit for the period 1,971 2,838 4,437 5,333 5,945 6,648 
       
EPS (p)   12.9 14.5 9.0 10.0 
No of shares (m)   34.4 36.9 66.4 66.4 

 

Cost assumptions 

The largest component of China Food’s cost base is raw materials with soya beans and maize 
representing a large component of direct costs. It is well documented that global prices of agricultural 
products have risen sharply, partly in response to increasing demand from China. However, with 
regards to the group’s condiments business which is the main driver of profitability, China Food is able 
to pass on most input price increases to customers. Although inflation in China was reported to be 
8.7% in February, we have adopted a relatively conservative assumption that China Food will increase 
its selling prices for condiments by only 5% per annum in 2009. 

We anticipate that group selling, marketing and administration costs will increase significantly in 2008 
and 2009. This is likely as the group ramps up its overheads in preparation for production increases 
from the new facility at Shou Guang and penetration of new markets outside Shandong Province. 

 

Taxation and EPS 

We expect a reduced tax rate of approximately 25% in 2008 and 2009, down from 29% in 2007. We 
expect EPS to fall from 14.5p in 2007 to 9.0p in 2008 purely as a function of a higher number of shares 
in issue in the current year. 

 

Dividends 

We do not anticipate the payment of a dividend in 2008 as the company is in an aggressive investment 
phase of its development. However, we are confident that the management will review this situation at 
the beginning of 2009. 
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Cash flow projections, 2004A – 2009E 
 

Year to Dec ($000) 2004A 2005A 2006A 2007A 2008E 2009E 
Profit before tax 2,619 3,834 6,077 7,520 7,927 8,864 
Depreciation 258 226 263 336 500 737 
Change in stocks -68 579 35 -289 -3,500 -840 
Change in debtors 67 -611 600 512 -500 -246 
Change in creditors -123 206 142 1,948 1,000 1,290 
Interest 124 131 183 340 765 683 
Income tax paid -479 -1,019 -1,311 -2,035 -1,982 -2,216 
Net cash inflow 2,418 3,375 5,965 8,186 4,210 8,274 
Capital expenditure -148 -721 -5,981 -4,901 -7,500 -1,000 
Cash inflow before financing 2,270 2,653 -16 3,285 -3,290 7,204 
New shares 0 0 3 2,492 0 0 
Bank loans 553 2,479 0 2,514 0 0 
Repayments -526 -2,479 -170 -517 0 0 
Other 3 0 482 0 0 0 
Interest paid -124 -131 -138 -153 -583 -583 
Dividends -396 -1,475 0 -4,104 0 0 

-491 -1,607 177 232 -583 -583 Financing 
       

1,779 1,047 160 3,517 -3,873 6,690 Net increase in cash 

 

We expect China Food to show a significant net cash outflow in 2008 as capital expenditure relating to 
the development of the new facility at Shou Guang increases. As the project will be completed before 
the end of 2008, we anticipate capex to fall sharply in 2009. As stated earlier, we have not factored in 
the likelihood that China Food will exercise its option to buy Xian Meishen Technology at this stage. 

We anticipate a sharp increase in working capital outflow in 2008 as the group increases its soya bean 
inventories in anticipation of increased soya sauce production Shou Guang. As such, we believe that 
China Food will show a substantial net cash outflow in the current year. We expect this situation to be 
reversed dramatically in 2009 as operating profits grow and expenditure declines. 

 

Balance sheet, 2004A – 2009E 
 

Year to Dec ($000) 2004A 2005A 2006A 2007A 2008E 2009E 
Tangible assets 3,402 3,719 4,093 11,176 18,176 18,439 
Prepayments 860 1,685 5,988 6,394 6,394 6,394 

4,262 5,404 10,080 17,570 24,570 24,833 Fixed assets 
Stocks 902 323 288 576 4,076 4,912 
Debtors 411 1,016 1,830 692 1,192 1,438 
Cash 2,337 3,799 3,657 7,270 3,397 10,087 

3,650 5,138 5,774 8,538 8,665 16,441 Current assets 
ST debt 1,208 1,532 1,743 1,339 1,339 1,339 
Creditors <1 year 1,265 1,447 3,567 5,263 6,263 7,554 
Current liabilities 2,473 2,979 5,310 6,603 7,603 8,893 
Net current assets 1,176 2,160 465 1,935 1,062 7,548 
Total assets less current liabilities 5,438 7,564 10,545 19,505 25,632 32,381 
LT debt 619 567 0 2,550 2,550 2,550 
Net assets 4,820 6,997 10,545 16,955 23,082 29,830 
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China Food has a strong balance sheet with net assets of nearly £17m and gross cash of £7.3m at the 
end of December 2007. We expect that the group’s cash pile will decrease as the group funds its 
aggressive expansion strategy in 2008. However, the group is well funded with both debt and equity and 
we forecast that China Food will report a very modest level of net debt of less than £1.0m at the 
current year end.  

By the end of 2009, we anticipate that the company will be in a strong net cash position as a result of 
sharply increased cash flow. 
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Hanson Westhouse Limited is a member of the London Stock Exchange and is authorised and regulated by the FSA. Registered in England and Wales No. OC305445 Registered 
Office 12th Floor, One Angel Court, London EC2R 7HJ. 

This document has been issued by Hanson Westhouse Limited and is classified as a Marketing Communication intended for use by investment professionals only as defined in the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2001. 

"Hanson Westhouse provides Non Independent Research as defined in the FSA Conduct of Business Sourcebook Rule 12.3. Please refer to www.hansonwesthouse.com for a 
summary of our conflicts of interest management policy and procedures." 

Any private investor or person who does not have professional experience in matters relating to investments should not rely on this document. 

This document is provided to you as part of our investment services and may not be made available in any form (including electronic) to third parties. The price, value or income 
derived from the investments mentioned herein may fall against investors’ interests and you may get back less than you invested. Past performance is not necessarily a guide to future 
performance. This is not a personal recommendation. This document is not intended as an offer or solicitation to buy or sell securities. Expressions of opinion are those of the research 
department of Hanson Westhouse Limited and are subject to change without notice. The analyst(s) responsible for the preparation of and opinions in this document may receive 
compensation based upon, inter alia, profits derived from investment banking activities. All information is believed to be reliable and has been obtained from public sources believed to 
be reliable but cannot be guaranteed. We or our associates may have positions in or hold the investments mentioned herein. Except for any liability owed under the Financial Services 
and Markets Act 2000 or the regulatory system, no liability is accepted for any loss arising from the use of this document or its contents. 
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