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SMALL/MID CAP HIGHLIGHTS

Small Mid-Cap Strategy – Singapore
Position For Recovery Plays Backed By Deep Value
We highlight stocks based on the following criteria: a) laggards backed by solid earnings
and healthy balance sheet (Food Empire, Frencken and InnoTek); b) beneficiaries of
China’s recovery (Jiutian Chemical, China Sunsine and Sunpower); and c) beaten-down
stocks with the ability to recover quickly post-COVID-19 (BRC, Kimly and Koufu). We
continue to recommend investors to selectively accumulate deep-value names with good
track records. Our top picks are BRC Asia, Food Empire, Frencken and InnoTek.
WHAT’S NEW
• Laggard quality small-mid cap backed by solid earnings – Food Empire, Frencken and
InnoTek. We highlight stocks that have resilient earnings despite being impacted by COVID19 and are trading at inexpensive valuations. Furthermore, these names are backed by
strong balance sheets – net cash position and low net gearing.
Company

TOP BUY PICKS
Company

Ticker

Share
Price
(S$)

Target
Price
(S$)

Upside
to TP
(%)

2021
PE
(x)

BRC Asia

BRC SP

1.44

1.88

30.6

8.8

Food Empire

FEH SP

0.595

0.88

47.9

8.5

Frencken

FRKN SP

1.16

1.42

22.4

10.3

0.54

0.82

51.9

6.4

InnoTek
INNOT SP
Source: UOB Kay Hian

Highlights

Food Empire trades at an undemanding valuation of 8.5 2021F PE, a significant discount to peers’
average of approximately 20x 2021F PE despite its growing presence in the Vietnam market and
leading position in its core markets in Eastern Europe. In spite of the challenges in 2020 including the
Ruble depreciation and the lockdown in key markets in 2Q20, the group has reported decent 9M20
Food Empire core net profit (excluding forex losses) of S$23m. This represents an 11.2% yoy growth on the back of
better cost control and higher ASPs which mitigated the decline in revenue (-5.6% yoy). We believe the
set of results is a testament of its brand strength and consumer staple nature of its products. We also
highlight that the Russian Ruble has strengthened against the US dollar in the past month, gaining
8.5% since 1 Nov 20.

Frencken

Frencken’s 3Q20 earnings of S$13.3m marked a beat, taking 9M20 net profit to 83% of our full-year
estimate. The business update reflected earlier- and stronger-than expected operating leverage,
buoyed mainly by a better sales mix and greater cost control efforts. We expect the semiconductor
segment to continue driving growth going forward, driven by the accelerating development of 5G
technology.

InnoTek

InnoTek, which has huge exposure to China’s automobile market, is a precision metal components
manufacturer serving the automobile, TV and office automation industries. It is set to benefit from: a)
China’s auto sales recovery; and b) COVID-19 social distancing measures which have boosted
demand for large screen TVs. We expect EPS to grow by 229% hoh in 2H20 and 19.4% yoy in 2021.
InnoTek has a net cash position of S$73m. At current prices, the stock trades at an undemanding
valuation of 6.4x 2021F PE, a discount to peers’ average mean of 11.0x.

Source: Bloomberg, UOB Kay Hian

• Leveraging off China’s recovery – Jiutian Chemical, China Sunsine and Sunpower.
Recent key domestic macro data from China reaffirms the countries’ recovery trajectory from
COVID-19, with industrial production already recouping losses since returning to growth
territory in Apr 20, bringing 10M20 gains of 1.8% yoy. The country’s Purchasing Managers’
Index was expansionary for both the manufacturing and non-manufacturing sectors in Nov
20, affirming the sustained recovery in 4Q20. UOB Global Economics & Markets Research
expects China’s 4Q20 GDP growth to come in at 6.2% yoy, compared with 4.9% yoy in
3Q20. With that, we highlight stocks with high revenue exposure to China, back by strong
sets of results and undemanding valuations.
Company

Highlights

Jiutian
Chemical

The world’s second largest dimethylformamide (DMF) manufacturer is benefitting from an upswing in
ASPs of its main products. China’s recovery has led to enhanced demand for raw materials used to
manufacture consumer end products, including fine chemicals produced by Jiutian Chemical. These
factors were apparent in 3Q20 results which beat our expectations due to higher-than-expected ASPs.
We expect better demand to drive further earnings growth. The recent retracement in share price (41% from its recent high of S$0.12) presents a buying opportunity as the stock trades at an attractive
valuation of 3.8x 2020F PE and 2.2x 2021F PE. Current DMF ASP of around Rmb8,000/tonne is still
way above our expectation of Rmb7,200/tonne for 2021. Also, earnings surprise could come from
higher volume of dimethylamine (DMA), which is the feedstock of DMF.
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China
Sunsine

On the back of a rise in automobile sales in China as the domestic economy recovers, selling prices of
rubber accelerators – the main earnings for China Sunsine – are showing signs of recovery. In 2021,
we expect net profit to grow by 46% yoy on the back of China Sunsine’s expanded production capacity.
Furthermore, higher vehicle sales in China is expected to drive increased demand for tyres, hence
leading to a potential 10% rise in the ASP of rubber accelerators from a low base in 2020.

Sunpower

As China’s economy recovers, Sunpower’s plants have resumed full work with utilisation above preCOVID-19 levels. This was apparent in the robust set of results in 3Q20. The green investment (GI)
segment is on track to post a double-digit yoy growth for 2020 while the manufacturing and services
(M&S) orderbook maintained its record-high orderbook of Rmb2.8b as of end-3Q20. Management has
earmarked the GI segment as the key driver for the group. We expect: a) full-year contributions from
newly-acquired GI plants; b) anticipated additional contributions from Phase 2 of the Shantou Project
and the new Xintai Zhengda plant; c) continuous acquisition of new customers following mandatory
closures of “small dirty boilers” and/or mandatory relocations into industrial parks; d) organic growth
from existing customers and industrial parks served by the group’s GI plants; and e) record-high M&S
orderbook of Rmb2.8b to help drive earnings for the rest of 2020 and beyond.
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Source: Bloomberg, UOB Kay Hian

• Cyclical recovery – BRC Asia, Kimly and Koufu. We highlight stocks that are
beneficiaries of a normalised environment post-COVID-19 and have the ability to recover
quickly. These include names in the construction and F&B services sectors.
Company

Highlights

BRC Asia

Build-to-Order (BTO) projects continue to be favourable for BRC Asia, with recent new Housing
Development Board (HDB) project launches in Tengah, Bishan and Toa Payoh being oversubscribed.
The number of BTO flats launched in 2020 is slightly higher than in 2019. We opine that the
construction industry is still a laggard and new construction contracts awarded will likely recover off the
low seen in Aug 20, with Sep 20 contracts awarded amounting to S$840m (+102% mom). Furthermore,
gross margins have improved since BRC Asia’s acquisition of Lee Metal in 2017. With the gradual
normalisation of construction activities and sustained margins, we are optimistic of BRC Asia’s
recovery and expect earnings to rebound strongly in FY21 at 88% yoy. BRC Asia currently trades at
8.8x FY21F earnings, below its long-term average (excluding outliers).

Kimly

Kimly is the largest coffee shop operator in Singapore with outlets across the heartlands, in close
proximity to much of the population. We expect Kimly to benefit from COVID-19, with consumers
becoming increasingly price sensitive. Kimly has: a) a high net cash balance of S$43.9m; b) a higher
dividend yield vs peers; and c) strong future earnings growth from newly-acquired/refurbished coffee
shops. We expect a strong net profit CAGR of 9.3% for FY21-23. At current valuations, Kimly is trading
at 12.5x FY21F PE, well below its average 3-year mean PE of 15.0x, and Singapore peers’ 2021F PE
of 22.5x.

Koufu

Same-store sales declined by 20% yoy in Jul-Oct 20, an improvement from 2Q20’s 40% yoy decline.
Sales at outlets in the heartlands and full-service restaurants have improved significantly. We expect a
gradual recovery for outlets located at tertiary education and downtown area (where sales has been
hampered by work-from-home measures) in 2021 as COVID-19 cases come under control in
Singapore. As for outlets located at tourist spots, we are more positive in the outlook for the outlets
located in Macau compared with Marina Bay Sands, Singapore as travel restrictions in Macau,
particularly with China (contributed to 71% of tourist arrivals in 2019) have eased since Jul 20. Apart
from gradual resumption of activities, future growth drivers are contributions from Deli Asia (which has
resilient earnings), new outlets, and its new Integrated Facility. Key share price catalyst for the stock is
the opening of Singapore and Macau borders.

Source: Bloomberg, UOB Kay Hian

STOCK PICKS
Company

Ticker

Rec

BRC Asia
Food Empire
Frencken
InnoTek
ChinaSunsine
Jiutian Chemical
Kimly
Koufu
Sunpower

BRC SP
FEH SP
FRKN SP
INNOT SP
CSSC SP
JIUC SP
KMLY SP
KOUFU SP
SPWG SP

BUY
BUY
BUY
BUY
BUY
BUY
BUY
BUY
BUY

Price
14 Dec 20
(S$)
1.44
0.595
1.16
0.54
0.485
0.071
0.3
0.66
0.74

Target
Price
(S$)
1.88
0.88
1.42
0.82
0.58
0.18
0.36
0.73
0.92

Upside
to TP
(%)
30.6
47.9
22.4
51.9
19.6
153.5
20.0
10.6
24.3

Last
Year
End
9/20
12/19
12/19
12/19
12/19
12/19
9/20
12/19
12/19

-------------------- PE -------------------2019
2020F
2021F
(x)
(x)
(x)
10.6
16.5
8.8
8.9
8.8
8.5
11.6
11.8
10.3
7.3
7.6
6.4
6.2
11.3
7.8
n.a.
3.8
2.2
17.2
13.8
12.5
13.2
30.8
14.3
8.3
7.3
6.0

Yield
2021F
(%)
6.3
2.4
2.9
1.9
2.3
0.0
4.1
3.2
0.3

ROE
2021F
(%)
13.7
11.9
14.0
10.4
10.5
48.0
11.5
20.7
18.9

Market
Cap.
(S$m)
336.9
319.6
494.7
123.6
470.8
141.2
356.6
366.0
599.9

Price/
NAV ps
(x)
1.3
1.1
1.6
0.7
0.9
1.6
3.2
3.8
1.5

Source: Bloomberg, UOB Kay Hian
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Disclosures/Disclaimers
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.
IMPORTANT DISCLOSURES FOR U.S. PERSONS
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered brokerdealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are
generated from UOBKH’s business of dealing in securities.
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.
General
This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.
Hong Kong
This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.
Indonesia
This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia
Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.
Singapore
This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.
Thailand
This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.
United
This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning
Kingdom
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.
United
This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.
States of
laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its
America
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in
(‘U.S.’)
the report should contact UOB Kay Hian (US) Inc. directly.
Copyright 2020, UOB Kay Hian Pte Ltd. All rights reserved.
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