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Sheng Siong Group

Singapore | Consumer Staples

Rating BUY (as af 2 November 2021)
Last Close SGD 1.43
Fair Value SGD 1.63

Good set of results
¢ Record gross margin at 29%
¢ Opened its third store in China

¢ Sales in 4Q21 likely to remain strong but could
normalise in 2022

Investment thesis

Sheng Siong Group’'s (SSG) 3Q21 results beat
expectations due to stronger-than-expected gross
profit margins. 3Q21 revenue rose 6.4% YoY to
SGD348.1m, while PATMI grew 8.2% YoY to SGD34.4m.
SSG opened its third store in China in late Aug 2021
and will open a fourth store in 4Q21. As at 30 Sep 2021,
SSG had 63 stores in Singapore and three stores in
China. After adjustments, we lower our fair value
estimate from SGD1.73 to SGDI1.63. We believe
demand is likely to remain strong in 4Q21 as Singapore
entered the Stabilisation Phase in Sep 2021. Looking
info 2022, we expect sales to normalise as Singapore
pivots towards the “living with the endemic” approach
and opens its borders gradually. However, full
relaxation could take fime, while social distancing,
WFH trend and the tendency to eat more frequently at
home are likely to remain. This should help to support
supermarket sales growth.

Investment summary

e 3Q21 results beat expectations - Sheng Siong
Group's (SSG) 3Q21 results beat expectations due o
stfronger-than-expected gross profit margins. 3Q21
revenue rose 6.4% YoY to SGD348.1m, while PATMI
grew 8.2% YoY to SGD34.4m. This growth in revenue
was largely driven by new stores (+3.2% YoY) and
comparable same store growth (+2.8% YoY) while
the three stores in China reported a marginal growth
of 0.4% YoY. Gross profit margin increased to a
record high at 29% (+0.1 ppt QoOQ), mainly
attributable to higher sales mix of fresh products and
house brand. SSG benefitted from the closure of the
Jurong fishery port, Pasir Panjang wholesale centre
and wet markefts, resulting in a surge in fresh food
sales.

¢ No new stores opened in Singapore — SSG opened its
third store in China in late Aug 2021 and will open a
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Security information

Ticker SSGSP
Market Cap (SGD b) 2.2
Daily tumov er (SGD m) 6.6
Free Float 43%
Shares Outstanding (m) 1,504

Top Shareholder SS HOLDINGS 29.9%
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Financial summary
SGD mn FY20 FY21F  FY22F
Revenue 1,394 1,380 1,304
Operating Profit 125 145 133
PATMI 139 133 119
EPS (S-cents) 9.2 8.9 7.9
DPS (S-cents) 6.5 6.0 52
Key ratios
FY20  FY21F FY22F
EBIT margin (%) 9.0 10.5 10.2
ROE (%) 29.5 322 262
Dividend vyield (%) 45 42 36

Source: Bloomberg, Company, Internal estimates
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fourth store in 4Q21. As at 30 Sep 2021, SSG had 63 Results highlights
stores in Singapore and three stores in China. SSG is
still pending the outcome of the two tenders which SCD mn 3020 3Q21 % Chg
were submitted in 1H21 and did not open any new Revenue 3273 3481  64%
stores in Singapore in 9M21. As the Covid-19 situation Cost of sales -238.9 -2472  3.5%
improves and manpower crunch in the construction Gross Profit 884 1009 14.2%
sep’rqr eo§es, HDB construction is likely to pick up, Distribution costs 9 20 149%
bringing in new supply of HDBs. Management L
mentioned there could be six supermarkets Administrativ e expenses 74 82 14%
available for bidding in 2022. Other operating expenses -1.2 1.4 14.4%
e Lower fair value estimate of SGD1.63 - Affer Profit from operations 79 2 403%
adjustments, we lower our fair value estimate from Finance income 0.2 0.3 75.1%
SGD1.73 to SGD1.63. We believe demand is likely to Finance expenses -0.5 0.6 18.3%
remain strong in 4Q21 as Singapore entered the Otherincome 10.4 25 -75.9%
STob|I|s_C|T!on Phase in Sep 2(?21 to slow the rate of brofit before fax 38.0 N4 9%
fransmission and protect its healthcare system.
Looking into 2022, we expect sales to normalise as Income fax expense 62 70 130%
Singapore pivots towards the ‘“living with the Net profit 318 344 83%
endemic” approach and opens its borders PATMI 31.8 344  82%

gradually. However, full relaxation could take time,
while social distancing, WFH trend and the tendency
to eat more frequently at home are likely to remain.
This should help to support supermarket sales growth.
Valuations look attractive with SSG trading at 19.7x
blended forward P/E, ~1 s.d. below its five-year
mean of 21.3x.

ESG Updates

e Sheng Siong Group (SSG) demonstrates strong
labour management and quality management
initiatives, as well as inifiatives to address data
privacy and security as compared to its peers. Its
exposure to labour-related risks is also lower than
that of peers due to its smaller workforce. However,
SSG lags better positioned peers in tapping growing
opportunities from eco-friendly and healthier
products. SSG’s governance ranks higher than that
of industry average but its environment score frails its
global peers due to its limited efforts to reduce
carbon footprint.

Source: Company

Potential catalysts Investment risks
¢ Higher-than-expected GPM o Slowdown in same-store-sales growth
¢ More-than-expected new store openings o Aggressive expansion by online grocery platforms

Valuation analysis

Price/Earnings Price/Book EV/EBITDA Dividend Yield (%) ROE (%)

FY21F  FY22F FY21F FY22F FY21F  FY22F FY21F FY22F FY21F FY22F
SHENG SIONG GROUP LTD (SSG SP) 17.5 20.4 5.5 5.0 1.7 12.9 38 3.5 322 254
DAIRY FARM INTERNATIONAL HOLDI (DFI SP) 28.9 17.8 3.7 3.4 8.3 9.2 3.0 43 13.1 19.6
HAI-O ENTERPRISE BHD (HAIO MK) 16.2 14.9 NA NA NA NA 47 54 1.7 13.0
SUMBER ALFARIA TRIJAYA TBK PT (AMRT 1J) 27.9 229 58 5.1 9.6 8.6 22 28 223  23.1
SUN ART RETAIL GROUP LTD (6808 HK) 16.2 13.8 1.1 1.0 3.5 2.7 2.1 2.5 7.3 8.0

Source: Bloomberg
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Company overview (as of 31 December 2020)

Company description

Established in 1985 and listed in August 2011, Sheng Siong Group Lid is one of Singapore's largest retailers
with 54 supermarket/grocery stores located all across the island. The stores are designed to provide
customers with both “wet and dry” shopping options ranging from a wide assortment of live, fresh and
chilled produce, such as seafood, meat and vegetables to packaged, processed, frozen and/or preserved
food products as well as general merchandise, including toiletries and essential household products. Sheng
Siong has also been developing a selection of house brands to offer customers alternatives to national
brands at substantial savings, and to date, has over 900 products under more than 17 house brands.

In 2014, Sheng Siong also started its online shopping platform for groceries, which offers e-commerce
services in selected postal districts in Singapore. Sheng Siong's first overseas store in Kunming, Ching,
commenced operation in 2017.
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Company financials
Income Statement

In Millions of SGD except Per Share FY2016 FY2017 FY2018 FY2019 FY2020
12 Months Ending 31/12/2016 31/12/2017 31/12/2018 31/12/2019 31/12/2020
Revenue 796.7 829.9 890.9 991.3 1,394.0
- Cost of Revenue 592.0 612.5 652.6 724.4 1,012.1
Gross Profit 204.7 217.4 238.4 266.9 381.9
+ Other Operating Income - - - - -
- Operating Expenses 129.0 135.6 154.6 174.3 215.7
Operating Income or Losses 75.6 81.9 83.8 92.6 166.1
- Interest Expense - - - 2.0 2.0
- Foreign Exchange Losses (Gains) - - - - -
- Net Non-Operating Losses (Gains) -0.6 -0.2 -0.9 -1.3 -1.0
Pretax Income 76.2 82.1 84.7 91.9 165.1
- Income Tax Expense (Benefit) 13.5 12.6 14.1 16.2 26.0
Income Before XO ltems 62.7 69.5 70.5 75.8 139.1
- Extraordinary Loss Net of Tax - - - - -
- Minority/Non Controlling Interests (Credits) 0.0 -0.3 -0.3 0.0 0.5
Net Income/Net Profit (Losses) 62.7 69.8 70.8 75.7 138.7
Net Inc Avail to Common Shareholders 62.7 69.8 70.8 75.7 138.7

Abnormal Losses (Gains) - - - - -
Tax Effect on Abnormal Items - - - - -

Normalized Income 62.7 69.6 70.4 75.8 139.2
Basic Earnings per Share 0.0 0.0 0.0 0.1 0.1

Basic Weighted Avg Shares 1,503.5 1,503.5 1,503.5 1,503.5 1,503.5
Diluted EPS Before Abnormal ltems 0.0 0.0 0.0 0.1 0.1
Diluted EPS Before XO ltems 0.0 0.0 0.0 0.1 0.1
Diluted EPS 0.0 0.0 0.0 0.1 0.1

Diluted Weighted Avg Shares 1,503.5 1,503.5 1,503.5 1,503.5 1,503.5
Profitability Ratios

FY2016 FY2017 FY2018 FY2019 FY2020
12 Months Ending 31/12/2016 31/12/2017 31/12/2018 31/12/2019 31/12/2020
Returns
Return on Common Equity 25.25 26.70 25.24 25.10 40.44
Return on Assets 16.60 17.57 16.79 15.63 22.72
Return on Capital 55.76 52.70 49.20 41.86 33.81
Return on Invested Capital 87.06 71.11 67.50 57.07 64.39
Margins
Operating Margin 9.49 9.86 9.40 9.34 11.92
Incremental Operating Margin 1.09 1.04 0.95 0.99 1.28
Pretax Margin 9.56 9.89 9.50 9.27 11.84
Income before XO Margin 7.86 8.41 7.95 7.64 9.95
Net Income Margin 7.86 8.41 7.95 7.64 9.95
Net Income to Common Margin 7.86 8.41 7.95 7.64 92.95
Additional
Effective Tax Rate 17.72 15.30 16.71 17.57 15.73
Dvd Payout Ratio 89.99 71.09 72.20 70.48 70.48
Sustainable Growth Rate 25.02 26.51 25.06 24.92 40.16
Credit Ratios
FY2016 FY2017 FY2018 FY2019 FY2020

12 Months Ending 31/12/2016 31/12/2017 31/12/2018 31/12/2019 31/12/2020
Total Debt/EBIT 0.00 0.00 0.00 0.62 0.45
Net Debt/EBIT -0.84 -0.90 -1.04 -0.21 -1.07
EBIT to Interest Expense - - - 45.99 82.47
Long-Term Debt/Total Assets 0.00 0.00 0.00 5.68 5.51
Net Debt/Equity -0.24 -0.26 -0.29 -0.06 -0.47

Source: Refinitiv
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ANALYST DECLARATION:

The analyst(s) who prepared this report certifies that the opinions contained herein accurately and exclusively reflect
his or her views about the securities of the listed entity, and that he or she has taken reasonable care to maintain
independence and objectivity in respect of the opinions herein.

The analyst(s) who wrote this report does not hold any financial interests in the listed entity. The analyst’'s/analysts’
connected persons do not hold any financial interests in the listed enfity.

The analyst(s) does not receive compensation directly or indirectly related to the inclusion of specific recommendations
or views in this report. The reporting line of the analyst(s) is separate from and independent of the business solicitation or
marketfing departments of Oversea-Chinese Banking Corporation Limited (*OCBC Bank”) Group.

The analyst(s) or his/her associate confirms that he or she does not serve as directors or officers of the listed entity, and
the listed entity or other third parties have not provided or agreed to provide any compensation or other benefits to the
analyst(s) in connection with this report.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated, reproduced or
distributed in whole or in part to any other person without the written consent of OCBC Investment Research Private
Limited ("OIR" or “we"). This report should not be construed as an offer or solicitation for the subscription, purchase or
sale of the securities mentioned herein or to participate in any particular trading or investment strategy. Whilst we have
taken all reasonable care to ensure that the information contained in this publication is not untrue or misleading at the
time of publication, we cannot guarantee its accuracy or completeness, and you should not act on it without first
independently verifying its contents. Any opinion or estimate contained in this report is subject to change without
notice. We have not given any consideration to and we have not made any investigation of the investment objectives,
financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever
is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the
recipient or any class of persons acting on such information or opinion or estimate. You may wish to seek advice from a
financial adviser regarding the suitability of the securities mentioned herein, taking intfo consideration your investment
objectives, financial situation or particular needs, before making a commitment to invest in the securities. In the event
that you choose not to seek advice from a financial adviser, you should consider whether investment in securities and
the securities mentioned herein is suitable for you. Oversea-Chinese Banking Corporation Limited (*OCBC Bank”), Bank
of Singapore Limited (“BOS”), OIR, OCBC Securities Private Limited (“*OSPL") and their respective connected and
associated corporations together with their respective directors and officers may have or take positions in the securities
mentioned in this report and may also perform or seek to perform broking and other investment or securities related
services for the corporations whose securities are mentioned in this report as well as other parties generally. There may
be conflicts of interest between OCBC Bank, BOS, OIR, OSPL or other members of the OCBC Group and any of the
persons or entities mentioned in this report of which OIR and its analyst(s) are not aware due to OCBC Bank's Chinese
Wall arrangement.

The information provided herein may contain projections or other forward looking statements regarding future events or
future performance of countries, assets, markets or companies. Actual events or results may differ materially. Past
performance figures are not necessarily indicative of future or likely performance.

Privileged / confidential information may be contained in this report. If you are not the addressee indicated in the
message enclosing the report (or responsible for delivery of the message to such person), you may not copy or deliver
the message and/or report to anyone. Opinions, conclusions and other information in this document that do not relate
to the official business of OCBC Bank, BOS, OIR, OSPL and their respective connected and associated corporations shall
be understood as neither given nor endorsed.

RATINGS AND RECOMMENDATIONS:
- OIR’s technical comments and recommendations are short-term and trading oriented.

- OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment horizon.

- As a guide, OIR's BUY rating indicates total expected returns (excluding dividends) in excess of 10% based on the
current price; a HOLD rating indicates total expected returns (excluding dividends) within +10% and -5%; a SELL
rating indicates total expected returns (excluding dividends) less than -5%. For REITs and Business Trusts, total
expected returns including dividends apply.

- For companies with market capitalisation of S$150m and below, OIR’s BUY rating indicates fotal expected returns
(excluding dividends) in excess of 30%; a HOLD rating indicates total expected returns (excluding dividends) within a
+/-30% range; a SELL rating indicates total expected returns (excluding dividends) less than -30%. For REITs and
Business Trusts, fotal expected returns including dividends apply.
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