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SMALL/MID CAP HIGHLIGHTS
Sarine Technologies (SARINE SP)

Diamond Industry Leaders Optimistic On Recovery

The return of end-consumer demand for polished diamonds in 2H20 is driving
investment and spending across the entire diamond industry value chain. The
recovery could not have come at a more opportune time for Sarine Technologies
(Sarine), which is seeing increasing acceptance and adoption for its patented systems
and technologies. Sarine has market domination (>90%) of inclusion scanning and
mapping, rough planning and related manufacturing products and services.

o Industry leaders across entire value chain expecting bumper sales. Optimism is
buoyant across the whole diamond industry value chain from upstream miners such as De
Beers Sa, PJSC ALROSA (Alrosa) and Lucara Diamond Corp (Lucara), to downstream
retailers including Signet Jewelers and Chow Tai Fook Jewellery. End-consumer demand
for polished diamonds returned in 2H20 and the demand remained strong and stable at
year-end. On 22 Jan 21, Alrosa reported that rough diamond sales in 4Q20 grew 29% yoy,
owing to recovery in key sales markets of the US and China. Alrosa sees a positive
outlook in the near-term as midstream cutters and polishers are increasing diamond
production to 100% capacity (2Q20: 70%) to meet 1Q21 orders as jewellery businesses
and dealers seek to replenish inventories. The resurgent in spending across the diamond
industry could cast a shine onto Sarine, a US$131m market cap company which serves
the midstream portion of the diamond industry worth US$35b (in 2018).

Seeing light after six years. Established in 1988 and listed on the SGX in 2005, market
cap for Sarine over the past six years ranged between S$84m and S$1,124m, excluding
the post COVID-19 shock in Mar 20 (S$61m). The 94% drop in market value between Nov
14 and Aug 20 was in tandem with the significant drop in earnings per share of US cent
7.7 in 2014 to a loss per share of US cent 0.39 in 2019. The depressed earnings came as
a result of several factors including a) excess inventories in the midstream market; b)
reduced quantities of rough stones entering the pipeline; c) lower sales of capital
equipment; and d) the more recent civil unrest in Hong Kong which impaired luxury retail
sales. Today, Sarine’s Galaxy-family inclusion mapping system has gained significant
ground since its introduction in 2010. As of end-3Q20, the total installed base stands over
600 systems worldwide; sales are derived on a price per carat model with 80% gross
margin, and recurring revenue drives 50% of Sarine’s top line.

Revolutionising the diamond industry step-by-step. The diamond industry remains
traditional, where practices resemble those dating back to the 1800s. This presents an
opportunity for Sarine, which was initially started by a group of 11 industry professionals
with the main objective of making the industry more efficient and transparent. Today, the
revolution continues to be ongoing and green shoots have emerged; a) Sarine’s extensive
range of patented technologies across the midstream have been well-received and is
ready to move towards the next phase of further monetization; and b) seeing greater
adoption for emerging technologies Sarine Profile, Sarine Diamond Journey, light
performance grading and Al-derived 4Cs e-Grading, which could potentially lift 2022
earnings.

KEY FINANCIALS

Year to 31 Dec (US$m) 2016 2017 2018 2019 1H20
Net turnover 725 58.6 58.5 51.3 224
EBITDA 25.1 12.9 13.7 55 4.2
Operating profit 21.2 9.4 10.0 1.1 2.1
Net profit (rep./act.) 18.0 5.8 7.6 (1.4 1.2
Net profit (adj.) 18.0 5.8 7.6 (1.4 1.2
EPS 51 16 22 (0.4) 0.3
PE (x) 8.4 26.2 19.8 n.a. 64.3
P/B (x) 1.9 21 2.3 2.5 25
EV/EBITDA (x) 5.2 10.0 9.5 235 15.3
Dividend yield (%) 7.9 6.1 5.3 14 0.0
Net margin (%) 248 9.8 13.0 (2.7 5.2
Net debt/(cash) to equity (%) (24.5) (23.7) (25.6) (18.9) (36.1)
Interest cover (x) (33.2) (760.6) (95.5) 8.3 (114.4)

Source: Bloomberg UOB Kay Hian
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COMPANY DESCRIPTION

S$0.625

Sarine develops, manufactures, and sells

planning, evaluation,

and measurement

systems for diamond grading and gemstone
production. The Company's products include
diamond cut grading tools, rough diamond

optimization  systems,

gemology

tools,

diamond color grading, and laser marking

machines.
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Near-term key catalysts include:

» Sales and earnings recovery in 4Q20. Taking cue from the sales recovery and optimistic
outlook from industry peers and customers including Alrosa, Lucara and Star Diamond,
Sarine’s upcoming 4Q20 could sing a similar tune. Furthermore, Sarine’s latest corporate
slides, presented during the 23" Annual Needham Virtual Growth Conference in New
York, highlighted the significant recovery of the midstream manufacturing sector in 4Q20,
evidenced by scanning of diamonds through Sarine’s systems on a pay-per-carat basis.
Company highlighted that if scans continued into 2021, it would represent a 50% growth
over 2019.

Continued acceptance of Sarine’s patented products and technology. The ongoing
spread of Sarine’s products and technologies across the diamond industry, through the
company’s solid reputation, would drive overall scalability for the group. Apart from higher
sales of capital equipment, Sarine would stand to benefit from high-margin recurring
income on a per-use basis.

Emerging technologies take off. Uptake of products and technologies implemented by
Sarine over the past decade has turned out well, lending good credibility to Sarine’s
management team. Following Phase 1 - the market penetration for Sarine’s hardware
equipment across 2010-2020, Phase 2 would now tap on a) cross-selling opportunities; b)
the utilisation of real-time market data through system scans and c) spread of emerging
technologies such as Sarine Profile, Sarine Diamond Journey, light performance grading
and Al-derived 4Cs e-Grading.

DIAMOND INDUSTRY VALUE CHAIN SUITE OF PATENTED SOLUTIONS USED THROUGHOUT VALUE CHAIN
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PROFIT & LOSS BALANCE SHEET
Year to 31 Dec (US$m) 2017 2018 2019 1H20 Year to 31 Dec (US$m) 2017 2018 2019 1H20
Net turnover 58.6 58.5 51.3 224 Fixed assets 15.6 14.6 19.6 18.3
EBITDA 12.9 13.7 55 4.2 Other LT assets 8.2 5.9 6.2 6.5
Deprec. & amort. 35 3.7 44 2.1 Cash/ST investment 16.7 16.8 18.3 21.3
EBIT 9.4 10.0 11 21 Other current assets 39.7 385 33.0 28.3
Total other non-operating income (0.0) 0.0 0.0 (0.0) Total assets 80.4 75.9 771 74.4
Associate contributions 0.0 0.0 0.0 0.0 ST debt 00 00 13 00
Net interest income/(expense) 0.0 01 0.7) 0.0 Other current liabilities 9.4 101 105 9.8
Pre-tax profit 9.4 10.1 04 2.2
Tax @n @5 w8 o TeM 0.0 00 S 00
Minorities 0.0 0.0 0.0 0.0 Other LT liabilities 0.2 0.2 0.2 55
Net profit 5.8 76 (14) 12 Shareholders' equity 70.7 65.7 59.4 59.1
Net profit (adj.) 5.8 7.6 (1.4) 1.2 Minority interest 0.0 0.0 0.0 0.0
Total liabilities & equity 80.4 75.9 77.1 744
CASH FLOW KEY METRICS
Year to 31 Dec (US$m) 2017 2018 2019 1H20  Yearto 31 Dec (%) 2017 2018 2019 1H20
Operating 10.8 13.9 7.9 (7.0 Profitability
Profit fo the year 5.8 7.6 (1.4 12 EBITDA margin 22.0 234 10.7 18.9
Tax (3.7 (2.5) 1.8) (1.0) Pre-tax margin 16.1 17.3 0.9 9.7
Deprec. & amort. 35 3.7 4.4 21 Net margin 9.8 13.0 2.7) 5.2
Associates 0.0 0.0 0.0 0.0 ROA 6.7 9.7 (1.8) 21
Working capital changes (2.9) 0.7) 19 (11.4) ROE 77 11 22) 26
Non-cash items 0.0 0.0 0.0 0.0
Other operating cashflows 8.1 5.8 48 22 Growth
Investing 22 09) 05 8 Tumover (19.1) 02  (123) (05)
Capex (growth) (33 8 ©8) 09 EBITDA (48.4) 5.6 (59.8) 692.5
investment o1 04 08 > Pre-tax profit (57.1) 7.6 (95.7) n.a.
Others (0.6) 06 05 0.2
Financing (156) 12 70) (L0) Net profit (67.9) 319 n.a. n.a.
Dividend payments (159) (123) 53) 0.0 Net profit (adj.) (67.9) 31.9 n.a. n.a.
Proceeds from borrowings 0.0 0.0 0.0 0.0 EPS (68.0) 520 na na
Loan repayment 0.0 0.0 0.0 (0.6)
Othersfinterest paid 0.2 (0.4) (1.8) (0.3  lLeverage
Net cash inflow (outflow) 2.6) 03 14 (3.2)  Debttototal capital 0.0 0.0 9.1 0.0
Beginning cash & cash equivalent 19.5 16.7 16.8 183 Debt to equity 0.0 0.0 118 0.0
Changes due to forex impact (0.1) (0.2) 0.1 0.1 Net debt/(cash) to equity (23.7) (25.6) (18.9) (36.1)

Ending cash & cash equivalent 16.7 16.8 18.3 15.2
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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 broker-
dealer 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

(i) 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
Kingdom

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning
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
States of
America
(‘U.S.)

This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.
laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in
the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2021, UOB Kay Hian Pte Ltd. All rights reserved.
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