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Start your day the Kim Eng way

What’s cooking

Telco Sector Update — More is less. According to
media reports, ViewQwest, a private company that
provides enterprise communications services, has
invested SS8m to form its own Operating Company
(OpCo) in Singapore. It plans to invest another S$15m
over the next two years to widen its coverage. We do
not expect it to have a major impact on the
incumbent telcos. We remain constructive on
Singapore telco stocks as a great defensive choice for

volatile times. SingTel and StarHub are our top picks.
gyap@kimeng.com

Eratat Lifestyle Ltd (ERAT SP, $0.120, NOT RATED) —
Eratat recently reported a 9.7% YoY increase in its
3Q11 net profit to RMB48.4m despite a revenue
decline of 3.8%. It has received confirmed orders
worth about RMB380m during the August trade fair,
with delivery scheduled for between January and
June next year. The stock is trading at consensus
valuation of less than 2x FY11 PER.

Py

ericong@kimeng.com

Top news in bite-sized pieces
OVERNIGHT...

» Wall Street continued its volatile week with the
Dow taking a 1.1% dip in yesterday’s trading. Old
themes have resurfaced. In Europe, fears have
rekindled as aid for Italy may not be forthcoming, and
in the US, the debt ceiling “super committee” looks
like it is still playing bipartisan hardball a week ahead
of the deficit cut deadline.

LOCAL...

» Singapore’s S-chip sector looks set to remain
volatile, as China Sky Chemical Fibre suspended
trading of its shares yesterday, as directed by the
Singapore Exchange. It has to appoint a special
auditor to probe into transactions surrounding
repairs and maintenance costs of RMB72m in 2009,
as well as several other issues.
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STI TECHNICALS

The STI continues to deteriorate and will likely
open in a shaky mood today, with the bias
towards the downside. The momentum is
negative with RSl below its neutral level.
Support is at the 2,650 area.

Overnight market snapshots

Dow Jones 11,770.73 -134.9
Nasdaq 2,587.99 -51.6
FTSE 100 5,423.14 -85.9
CAC40 3,010.29 -54.6
DAX Index 5,850.17 -63.2

Platinum privileges...

» Kim Eng Research Portal: This is part of our
efforts to better engage YOU, our valued client.
Everything is just a click away. Get actionable
trading ideas each day. It’s even iPhone friendly.
Free public access for now, so mark down this site
and share the joy with vyour friends!
www.kimengresearch.com.sg

“The Real Deals” webcast
Ins & Outs of Commercial
Property Investment

‘ ' 'I I'l Speaker: Ooi Yi Tung

In yet another educational session, our property
analyst Ooi Yi Tung shares his views on the retail
property scene and sheds light on the valuation
methods used by the industry.

Watch the video presentation of the hour-long talk
(six parts in all) attended by more than 500 property
agents on 7 October 2011.

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS


http://www.kimengresearch.com.sg/
http://www.youtube.com/user/kimengvideo

WHAT’S COOKING

Telco Sector

The expansion plans of ViewQwest — the first
non-telco to have its own Operating Company
(OpCo) — to cater to both business and consumer
communication and connectivity needs is not
expected to have a major impact on the
incumbent telcos.

» According to recent media reports,
ViewQwest, a private company that provides
enterprise communications services such as
Internet connectivity, IT managed services and
outsourced telephony business services, has
invested SS8m to form its own OpCo in
Singapore. With its current coverage only in the
central business district since last year, it plans
to invest another SS15m over the next two years
to extend its coverage islandwide.

P We are not surprised to see more
competition rearing up in the local telco scene.
After all, one of the stated goals of the Next
Generation Nationwide Broadband Network
(NGNBN) is to help create a vibrant Retail
Service Provider (RSP) space to enable
corporates and consumers to benefit from new
services. These include multiplay services that
combine voice, video and data, as well as cloud
computing services that are only possible with
high bandwidth. Still, we do not see unfettered
competition due to the large capex required.

Analyst: Gregory YAP 65-64321450 gyap@kimeng.com

_ » We understand ViewQwest is primarily in the

business of providing Internet connectivity and
IT managed solutions, although it has also
recently launched consumer fibre plans at prices
that are slightly more expensive than Super
Internet. Despite its ambitious NGNBN plans, it
does not appear to have the scale or branding
necessary to compete in either the corporate or

residential segment. In fact, the company
appears to be playing catch-up to the
incumbents.

P The leaders in outsourced business

communications in Singapore, especially in the
area of IP-PBX, the area of focus for ViewQwest,
are SingTel (PhoneNet) and StarHub (O.N.E.
Phone). Even M1 has had an IP-PBX and Centrex
solution for business customers following the
advent of NGNBN. We do not view it as a
significant competitor for either SingTel or
StarHub in the corporate space, while M1 is
likely to have stronger branding in the
residential space.

Action & Recommendation

Despite the more pervasive NGNBN competition
expected, we remain constructive on Singapore
telco stocks as a great defensive choice for
volatile times. At this point, SingTel and StarHub
are our top picks.
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HOT STOCK

Eratat Lifestyle Ltd

Analyst: Eric ONG 65-64321857 ericong@kimeng.com

Up-to-date in 60 seconds

Background: Listed on the Singapore Exchange
since April 2008, Eratat Lifestyle is mainly
engaged in the design, manufacture and
distribution of lifestyle fashion footwear and
apparel, marketed under its proprietary brand,
ERATAT. Its products are sold in more than 900
speciality shops across China.

Recent development: We recently attended
Eratat’s 3Q11 results briefing. Net profit was up
9.7% YoY to RMB48.3m despite a slight revenue
decline of 3.8% due to fewer distributors during
the period. In addition, gross margin improved
by 2.3ppt to 34.5% because of positive sales
contribution by higher-margin apparel and an
increase in ex-factory ASP of its products.

Key ratios...

Price-to-earnings: 2.2x

Price-to-NTA: 0.35x

Dividend per share / yield: RMB0.03 / 5.0%
Net cash/(debt) per share: $50.07

Net cash as % of market cap: 61.3%

Source: Bloomberg

Everything else...

Share price $$0.120
Issued shares (m) 474.913
Market cap (SSm) 57.0
Free float (%) 63.0%

Recent fundraising  April 2011: Private placement of

activities 60m new shares @ $0.202/share
Financial YE 31 December

Major Lin Jiancheng (25.3%),
shareholders Ye Sanzhi (6.8%)

YTD change -50.0%

52-wk price range  550.117-0.27

Source: Company

Our View

» Cash conversion cycle extended. Starting last
year, Eratat allowed its key distributors to set up
more direct-owned speciality shops and
strengthen their individual distribution network.
To support its distributors’ growth expansion
which typically requires a high initial investment
outlay, the group offered longer credit terms.
Management said it has not experienced any
default so far under this model, as it is usually
very selective when it comes to the appointment
of its distributors.

» New order wins. Separately, Eratat said that
it has received confirmed orders amounting to
RMB380m during the August trade fair, of which
about 37% are for ERATAT Premium products (vs
8% last year). Delivery is scheduled for between
January and June next year. We also note that
the 2012 Season sales mix of footwear and
apparel will be about 25% and 75%, respectively
(2011 Season: 51% and 49%, respectively).

» Enhance ERATAT brand positioning. Given
the encouraging market response after the
launch of its ERATAT Premium product range in
2Q11, the group plans to upgrade most of its
existing retail shops (currently, about 20% tout
the New Premium image). It will support the
distributors’ efforts to upgrade their older shops
by providing renovation subsidies through
offsetting against their trade receivables.

» Victim of S-chip confidence woes. The stock
currently trades at a cheap valuation of less than
2x FY11 PER, based on consensus estimates.

Summary Financials

Year End Dec 31 2008 2009 2010 IMm11
Sales (RMB m) 453.0 777.4 787.6 787.2
Pre-tax (RMB m) 80.2 146.8 150.6 186.9
Net profit (RMB m) 70.2 125.9 111.4 138.8
EPS (fen) 24.2 30.8 26.8 30.9
EPS growth (%) 72.8 27.2 -12.7 n.m.
PER (x) 2.5 2.0 2.2 n.m.
Yield (%) 2.5 7.8 5.0 n.m.
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLOSURES
AND
DISCLAIMERS

This report, and any electronic access to it, is restricted to and intended only for clients of Kim Eng Research Pte. Ltd. ("KER") or a
related entity to KER (as the case may be) who are institutional investors (for the purposes of both the Singapore Securities and
Futures Act (“SFA”) and the Singapore Financial Advisers Act (“FAA”)) and who are allowed access thereto (each an "Authorised
Person") and is subject to the terms and disclaimers below.

IF YOU ARE NOT AN AUTHORISED PERSON OR DO NOT AGREE TO BE BOUND BY THE TERMS AND DISCLAIMERS SET OUT BELOW,
YOU SHOULD DISREGARD THIS REPORT IN ITS ENTIRETY AND LET KER OR ITS RELATED ENTITY (AS RELEVANT) KNOW THAT YOU NO
LONGER WISH TO RECEIVE SUCH REPORTS.

This report provides information and opinions as reference resource only. This report is not intended to be and does not constitute
financial advice, investment advice, trading advice or any other advice. It is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial products. The information and commentaries are also not meant to be endorsements or
offerings of any securities, options, stocks or other investment vehicles.

The report has been prepared without regard to the individual financial circumstances, needs or objectives of persons who receive
it. The securities discussed in this report may not be suitable for all investors. Readers should not rely on any of the information
herein as authoritative or substitute for the exercise of their own skill and judgment in making any investment or other decision.
Readers should independently evaluate particular investments and strategies, and are encouraged to seek the advice of a financial
adviser before making any investment or entering into any transaction in relation to the securities mentioned in this report. The
appropriateness of any particular investment or strategy whether opined on or referred to in this report or otherwise will depend
on an investor’s individual circumstances and objectives and should be confirmed by such investor with his advisers independently
before adoption or implementation (either as is or varied). You agree that any and all use of this report which you make, is solely at
your own risk and without any recourse whatsoever to KER, its related and affiliate companies and/or their employees. You
understand that you are using this report AT YOUR OWN RISK.

This report is being disseminated to or allowed access by Authorised Persons in their respective jurisdictions by the Kim Eng
affiliated entity/entities operating and carrying on business as a securities dealer or financial adviser in that jurisdiction (collectively
or individually, as the context requires, "Kim Eng") which has, vis-a-vis a relevant Authorised Person, approved of, and is solely
responsible in that jurisdiction for, the contents of this publication in that jurisdiction.

Kim Eng, its related and affiliate companies and/or their employees may have investments in securities or derivatives of securities
of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may
be issued by Kim Eng its related companies or associated/affiliated persons.

Kim Eng and its related and affiliated companies are involved in many businesses that may relate to companies mentioned in this
report. These businesses include market making and specialised trading, risk arbitrage and other proprietary trading, fund
management, investment services and corporate finance.

Except with respect the disclosures of interest made above, this report is based on public information. Kim Eng makes reasonable
effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. The reader
should also note that unless otherwise stated, none of Kim Eng or any third-party data providers make ANY warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have
liability for any damages of any kind relating to such data.

Proprietary Rights to Content. The reader acknowledges and agrees that this report contains information, photographs, graphics,
text, images, logos, icons, typefaces, and/or other material (collectively “Content”) protected by copyrights, trademarks, or other
proprietary rights, and that these rights are valid and protected in all forms, media, and technologies existing now or hereinafter
developed. The Content is the property of Kim Eng or that of third party providers of content or licensors. The compilation
(meaning the collection, arrangement, and assembly) of all content on this report is the exclusive property of Kim Eng and is
protected by Singapore and international copyright laws. The reader may not copy, modify, remove, delete, augment, add to,
publish, transmit, participate in the transfer, license or sale of, create derivative works from, or in any way exploit any of the
Content, in whole or in part, except as specifically permitted herein. If no specific restrictions are stated, the reader may make one
copy of select portions of the Content, provided that the copy is made only for personal, information, and non-commercial use and
that the reader does not alter or modify the Content in any way, and maintain any notices contained in the Content, such as all
copyright notices, trademark legends, or other proprietary rights notices. Except as provided in the preceding sentence or as
permitted by the fair dealing privilege under copyright laws, the reader may not reproduce, or distribute in any way any Content
without obtaining permission of the owner of the copyright, trademark or other proprietary right. Any authorised/permitted
distribution is restricted to such distribution not being in violation of the copyright of Kim Eng only and does not in any way
represent an endorsement of the contents permitted or authorised to be distributed to third parties.
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Additional information on mentioned securities is available on request.
Jurisdiction Specific Additional Disclaimers:

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO THE REPUBLIC OF KOREA, OR
PROVIDED OR TRANSMITTED TO ANY KOREAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A
VIOLATION OF SECURITIES LAWS IN THE REPUBLIC OF KOREA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE
FOREGOING LIMITATIONS.

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO MALAYSIA OR PROVIDED OR
TRANSMITTED TO ANY MALAYSIAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A VIOLATION OF
SECURITIES LAWS IN MALAYSIA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE FOREGOING LIMITATIONS.

Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply if the
reader is receiving or accessing this report in or from other than Singapore.

As of 18 November 2011, Kim Eng Research Pte. Ltd. and the covering analyst do not have any interest in the mentioned
companies.

Analyst Certification:

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject
securities or issuers; and no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed in the report.

© 2011 Kim Eng Research Pte Ltd. All rights reserved. Except as specifically permitted, no part of this presentation may be
reproduced or distributed in any manner without the prior written permission of Kim Eng Research Pte. Ltd. Kim Eng Research Pte.
Ltd. accepts no liability whatsoever for the actions of third parties in this respect.

Stephanie Wong
CEO, Kim Eng Research
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