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Initiation of research coverage  
  

Sorbic International plc is the former Ninety plc, a shell company 

which on 30th September acquired Linyi Van Science and Technique 

Co Ltd (LVST), a leading Chinese producer of sorbates. Sorbates are 

used extensively world-wide to help preserve foods and beverages.        

� Recent developments. Ninety plc recently acquired Honour Field, which 

had previously agreed to acquire LVST. Subsequently, Ninety plc was renamed 

Sorbic International plc. LVST has traded since 2002 and is producing close to 

capacity. The gross margin of Sorbic International plc in the 9 months to 30th 

September 2008 (when reverse acquisition accounting was applied) was 37.5%.            

� LVST’s operations. LVST manufactures sorbic acid and potassium sorbate - 

widely used to inhibit microbial activity and preserve foods and beverages. It is 

spending RMB 100m to add 2 new production lines on land adjacent to its 

existing plant in Linyi in Shandong province. Commissioning is scheduled for 

Q4 of calendar 2009 and the new facilities will more than double capacity.     

� Medium term demand drivers. In developing economies, demographic 

growth and increased consumption of foodstuffs requiring food preservatives 

are the key drivers. 52.5% of LVST’s revenues derive from China with the rest 

secured from exports to 46 countries. In both developing and developed 

economies increased substitution of sorbates for sodium benzoate is likely.  

� Valuation. Prospective metrics are demonstrably cheap, albeit with an 

execution risk factor from the capacity uplift and a weaker Chinese growth story 

at the macro-level near term. We prudently target a 3.5x multiple of 2008/09 

EPS giving a 2009 price target of 54p. There is scope for further share price 

appreciation thereafter subject to satisfactory progress in selling the extra 

tonnages manufactured. 2009/10 estimates provide a flavour of the future 

potential although projections are necessarily tentative at this early stage.                                 

 

 

Code SORB 

Price 47.5p 

Market Cap £11.0m 

Year End now 30th September 

Net Cash £4.4m at 30/9/08 

Shares in Issue 23.09m 

Next Results H1 June 2009 
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Source: Datastream 

 

Company Description 

An AIM listed Chinese manufacturer of 

sorbates for food preservatives uses    

Institutional Contacts 

Analyst: 

Charles Pick 020 3207 3232 

cpick@finncap.com  

Corporate Broking: 

Eddie Edmonstone 020 3207 3209 

Tom Jenkins 020 3207 3263 

Stephen Norcross 020 3207 3211 

Joanna Weaving 020 3207 3248 

 

Sales: 

Chris Jeffrey 020 3207 3221 

Brian Patient 020 3207 3225 

Michael Bell                          020 3207 3264  

Sales Traders: 

Mick McNamara 020 3207 3223 

Mike Nally 020 3207 3224 

Jeremy Smith 020 3207 3226 

Ben Tonnison 020 3207 3227 

 

Forecasts (converted @ £1 = RMB 10.5 av 08/09 & 09/10. 07/08 includes LVST for 9 mths to 30/9/08)    

Year end Dec 2007  Sept 08 (9 mths) Sept 2009E  Sept 2010E  

Data       

Sales 11.7 11.7 18.8 34.9 

EBITDA  3.6 3.9 6.4 11.6 

PTP 3.1 3.3 5.2 10.1 

Tax Rate 16.7 14.3 12.5 21.9 

EPS n/r n/r 15.3 23.5 

DPS n/r n/r 0.0 0.0 

Ratios     

EV/sales n/r 0.6 0.4 0.0 

EV/EBITDA n/r 1.7 1.2 0.1 

P/e n/r n/r 3.1 2.0 

Yield n/r 0.0 0.0 0.0 

Cashflow yield n/r 7.4 -18.0 59.8 

EPS growth n/r n/r n/r n/r 
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Valuation 

On the basis of 2008/09 ratings valuation metrics are extremely attractive. In 

2009/10 when the extra production from the new facilities will feature 

prominently, the PE could be as low as 2.0x: projections are included in this note 

but are necessarily highly tentative at this early stage. By the latter financial year 

too, capex should fall back sharply and Sorbic International plc should become 

highly cash generative – again, we provide some indicative forecasts, although 

projections are tricky, not least because LVST has hitherto had a calendar year 

end whereas Sorbic International’s financial year is to end September. One also 

has to convert forecasts made in Renminbi (RMB) into Sterling. Forecasts allow – 

hopefully very fully - for the weaker Chinese economic newsflow that has featured 

in recent months, witness the Q4 2008 GDP growth rate of ‘only’ 6.8%.                

 

For investors wishing to adopt a prudent stance until Sorbic International plc has 

established a track record we suggest a target PE of 3.5x our 2008/09 estimate. 

This equates to a share price of 54p. This 3.5x PE rating allows fully for the fact 

that low prospective PEs can now be secured from many established AIM stocks, 

including a number of food companies. Provided newsflow linked to the 

commissioning of the new production facilities proves positive, 

further share price appreciation ought to be achievable in 2010. 

Observe too that the additional production planned should generate considerable 

efficiencies (purchasing economies, enhanced sales force productivity etc). 

However, nothing has been included for this in our forecasts and in any event we 

currently lack any quantification pointers for the possible benefits.                 

 

SWOT analysis 

Table 1: SWOT analysis for Sorbic International plc  

Strengths A leading producer of sorbates in China with a good track record in this activity area and a strong local 
management team. Other attributes include: the strong global market for sorbates which should lead to solid 
demand and firm pricing; the high margins achieved; good cash generation; the long-proven and extremely 
safe food preservation merits of sorbates; the modern state of LVST’s current plant; and its focus on quality 
products.             

Weaknesses A very limited free float to the shares of Sorbic International plc. Also LVST relies upon a few key customers 
and raw material suppliers and lacks a foreign currency hedging strategy although this may change (sales are 
mainly made in US$’s and RMB’s). Financial controls are being upgraded from only a moderate starting base. 
No dividends are likely in the near term.       

Opportunities These mainly centre on the potential to sell increased tonnages once the extra lines now being built are 
onstream in late 2009 - at present LVST is severely capacity constrained. There ought too to be economies of 
scale from the extra production, whilst margins should also be enhanced in the medium term by selling more 
products directly rather than via distributors. There is also scope in the medium term, in both Chinese and 
overseas markets, for sorbates to gain market share at the expense of sodium benzoate which suffers from a 
number of deficiencies. Shareholders should also enjoy some handsome dividends at some stage if all 
proceeds to plan in terms of commissioning the additional tonnages. From 2009/10 onwards Sorbic 
International plc could become a veritable cash machine.                           

Threats None apparent, although there is clearly the usual execution risk linked to commissioning a new plant and 
clearly too the Chinese growth story is less racy than was the case until quite recently and the slower growth 
rate there that is likely in 2009 needs to be allowed for. There is also the risk that over the medium term 
China will lose some of its comparative production advantages (e.g. from less stringent pollution standards 
and low wages). Historically too, the chemicals sector (sorbates could be considered speciality chemicals) has 
often sown the seeds of its own future destruction by investing excessively in extra plant when prospects for a 
given commodity appear favourable: LVST runs the risk that other Chinese producers and/or Nutrinova also 
commission extra capacity in coming years and saturate the market. If LVST acquires extra capacity in China 
at a later stage – as is possible – there is the usual risk attached to this too, although we sense that there 
would be considerable wariness in making an acquisition with a joint venture being a preferred alternative.        

Source: FinnCap 

A possible 2009/10 PE of just 
2.0x 

We prudently target a PE for 
2009 of 3.5x for a share price 
target of 54p    
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Key issues – the market 

� Sorbates dominate the chemical compound food preservative market  

with an estimated 58% market share in the US. They enjoy an excellent 

safety record.  

� Sorbates are a growth market with an increasing market share as some 

competing preservatives are discontinued due to health concerns.  

� The global food preservative market was worth an estimated €516bn in 

2008 with growth running at 4.1% p.a. World sorbates production was 

circa 50,000 tonnes p.a. in 2006.             

� Growth in world population, per capita income and urbanisation are all 

drivers of expanded use of preservatives in food. In this respect China is 

seeing significant growth in demand for sorbates.       

� However, recent economic conditions are reducing rates of Chinese 

growth and some domestic food manufacturers have de-stocked.   

 

Key issues – Sorbic International plc  

� Revenue growth will be driven by a combination of market demand for 

sorbates and increased market share, both within China and 

internationally.  

� Capacity utilisation has been high, whilst the completion of a major 

increase in factory capacity (adding 2 new production lines) will boost 

future output significantly. LVST is currently the 3rd largest sorbates 

producer in China.  

� Gross margins of LVST have benefited from operational gearing, strong 

pricing and increased production of higher margin potassium sorbate. 

They rose by 10.7% percentage points from 2005-2007, to a level of 

32.5%, whilst the gross margin in the first 9 months of 2008 for Sorbic 

International plc (effectively a number for LVST) was 37.5%. The 

Chinese production base is a plus in terms of generally lower labour costs 

plus a less stringent regulatory regime.    

� LVST benefits from the favourable tax status arising from its Enterprise 

Zone location although the 50% reduction currently being enjoyed (vs 

the standard rate of 25%) expires at the end of calendar 2009.                 

� LVST’s focus on product quality has helped it to win new customers with 

some high profile FMCG concerns supplied with sorbates both within 

China and internationally.   

� Selling prices have weakened of late and whilst this has been 

compensated for by lower input costs we have taken a prudent line with 

regard to our gross margin projections, especially as there will be 

commissioning costs and extra depreciation in 2009/10 associated with 

the new facilities.         

     

Summary of Sorbic International’s operations 

“We have acquired a company with a strong growth record which is both 

profitable and cash generative and continues to trade in line with our 

expectations. The Company is well positioned in growing domestic and 

international markets for Sorbic Acid and Potassium Sorbate. It has an 

impressive domestic and international customer base and a clear strategy to 

grow the business both organically and by acquisition”.            

Comments by John McLean, (non-executive Chairman), on 29th September 2008 

in a press release issued by Sorbic International - cf www.sorbicinternational.com      
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“We are delighted with the progress that the Company has made in the current 

financial year to date which is in line with management expectations and look 

forward to the new production facility coming onstream at the end of 2009 

which will provide a solid platform for the continued prosperous growth of 

Sorbic International”.  

John McLean, in the Accounts of Sorbic International on 23rd December 2008           

 

 

Dealings in Sorbic International plc on AIM commenced on 30th September 2008 

following the completion the previous day of the purchase for up to £20.12m by 

what had been Ninety plc of Honour Field. The latter being an investment 

holding company registered in the British Virgin Islands on 3rd July 2007. 

Honour Field had previously agreed to acquire Linyi Van Science and Technique 

Ltd (LVST), this being a company incorporated in the PRC and based at Linyi in 

Shandong province. Following the purchase, Ninety Plc was renamed Sorbic 

International plc. Ninety plc had hitherto been a shell company controlled by 

Albany Capital plc with the purchase of Honour Field constituting a reverse 

takeover under AIM rules.  

 

Reverse acquisition accounting was adopted for the results reported by Sorbic 

International plc on the 19th of December such that Honour Field was treated as if 

it were the acquirer with the results of what had been Ninety plc included 

therefore for only the 29th-30th of September period. Hence the numbers 

presented were for Honour Field (i.e. LVST) for the 9 months to end September 

2008 plus 2 days of the former Ninety plc with comparatives being for Honour 

Field alone in calendar 2007. This reverse acquisition accounting adopted had the 

merit of highlighting the excellent profitability of LVST: PBT of £3.3m was 

reported for the 9 months to 30th September with a gross margin of 37.5% 

achieved.             

 

LVST is an established manufacturer of sorbic acid and potassium sorbate with 

customers in 46 countries and 46.7% of H1 2008 sales derived from outside 

China. The ratio for the 9 months to end September 2008 (where we effectively 

have the LVST data owing to the reverse acquisition accounting noted) was little 

different, with 47.5% of sales made outside China. Sorbic acid and potassium 

sorbate are largely used as food preservatives and have a well-established safety 

record for this purpose. Chinese producers now dominate world production of 

sorbic acid and potassium sorbate with LVST No.3 ranked in terms of overall 

production. In 2007 LVST sold 7,600+ tonnes overall – predominantly for food 

preservatives - of which circa 3,000 tonnes comprised sorbic acid and the balance 

was potassium sorbate. H1 2008 tonnage sales of circa 4,000 (62.3% of which 

comprised potassium sorbate) were close to LVST’s capacity and a prime reason 

for the recent listing was to provide funds for future expansion – it is intended to 

more than double production capacity to approximately 17,000 tonnes p.a. (tpa)*. 

Land has already been purchased adjacent to the existing site and the objective is 

to commission 2 further production lines (making 4 overall) by Q4 of 2009 to 

exploit growing world-wide demand for sorbic acid and potassium sorbate. The 

cost of this expansion is budgeted at RMB 100m, equivalent to circa £7.3m at the 

£1 = RMB 13.71 rate used in the 4th September 2008 Admission document but 

around £10.3m at the current fx rate (of circa £1 = RMB 9.7). Sorbic International 

plc has much of the funding available to cover this budget due to the £3m+ of net 

cash within Ninety plc at 29th February 2008 and the circa 2.0m RMB of net cash 

within LVST as of end June 2008. At 30th September 2008 gross cash of Sorbic 

International plc was £6.5m, whilst net cash was £4.4m. [*NB, the 2 new lines planned 

Recent events in summary 

Note that reverse acquisition 
accounting was adopted when 
Sorbic International plc 
reported its results on 
December 19th         

LVST is an established producer 
of sorbic acid and potassium 
sorbate with plans to more than 
double capacity   
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will produce up to 15,000 tpa of sorbic acid from two 7,500 tpa lines. However, since there is a 1.4x 

multiplier factor for sorbic acid when converted to potassium sorbate circa 17,000 tpa (or more) sorbates 

output could arise from this].                                                      
 

Chart 1: Linyi Can Science and Technique’s geographical position 

 

 

Source: http://english.linyi.gov.cn/survey.htm  

 

The chart shows Linyi’s geographic position in the south-east of Shandong 

province (the coastal province in eastern China). It is close to 3 harbours (the 

nearest being Rizhao which is 90m away) and also enjoys good communication 

links both internationally and with the rest of China e.g. it is 6km from Linyi train 

station and 12km from the airport. The city has been designated for industrial 

expansion and has 2,000+ industrial enterprises. Shandong province had a 

population of 93.1m at end 2006 so 7% of the country’s total population 

(estimated at 1,330m at July 2008) is on LVST’s doorstep.  Shandong province 

has the second highest GDP in China.  

Linyi’s favourable geographic 
location  
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Sorbic International’s history 

LVST’s production facilities were established in 2002 with an initial capacity of 

3,000 tpa. The company was incorporated as a private limited liability company 

in July 2001 when its shareholders were 3 state-owned enterprises (which fell to 

2 as of August 2004). In the August 2004 to March 2005 period capacity was 

boosted to 7,800 tpa from the circa 33,000 square metre site in Linyi City. 

Production was suspended until April of 2005 during the refurbishment and 

upgrading of LVST’s facilities.  The success of this capacity expansion programme 

can be seen from the production data detailed below.  

 

Chart 2: Sales volume data for LVST (tonnes)    
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Source: FinnCap based on information provided by Sorbic International.  Production in 2005 related only to the 9 months period from April onwards.  Annualising 

the H1 2008 gives production capacity of circa 3,000 tonnes for sorbic acid and 5,000 tonnes for potassium sorbate given that LVST is operating virtually flat out.         

 

In October of 2004, just after the above capacity expansion had commenced, 

LVST was sold to 2 privately owned enterprises but in March 2005 it was 

restructured and passed into the ownership of 4 individuals. These included Mr 

Wang Yan Ting (now President and an Executive Director of Sorbic International 

plc), who at that stage owned 34.0%. In January 2007 the number of individuals 

owning LVST became 6, with Mr Wang Yan Ting’s holding trimmed to 30.0% but 

as of the 16th of January 2008 he bought out the others and became sole owner. 

Then on 21st April 2008 Honour Field agreed to acquire LVST subject to it in turn 

being successfully acquired by Ninety plc. The price agreed was RMB 48.73m 

based on the net assets of LVST at 15th February 2008. Following this agreement 

it was arranged that LVST would become a wholly foreign owned corporation.      

 

During the 2002-2007 period LVST’s expansion was funded by a combination of 

debt and shareholder loans although the latter had been entirely repaid by end of 

June 2008.      

 

Initial capacity of 3,000 tpa in 
2002 was boosted to 7,800 tpa 
by April of 2005     

Mr Wang Yan Ting became sole 
owner as of January 2008 but 
in April agreed to sell LVST to 
Honour Field subject to the 
latter in turn being acquired by 
Ninety plc       

All shareholder loans had been 
repaid by end of June 2008 
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On 28th July 2008 Honour Field entered into convertible loan agreements with 

Albany Capital plc and Hermes Capital Ltd for respective sums of £2m and £1m. 

These loans carrying a coupon of 15% became convertible into equity post the 

reverse takeover of Ninety plc (there was a ‘Liquidity Event’ clause which 

included a reverse takeover) with the 2 parties receiving an aggregate 6.667m new 

shares in what became Sorbic International as adjusted for the 1 for 60 share 

consolidation that was also an aspect of the transaction. Albany Capital plc 

already owned the vast majority of Ninety plc’s previously issued equity. The idea 

behind the convertible loans was simply that Sorbic International plc would have 

sufficient funds to commence an early expansion of LVST’s facilities.  Information 

on Albany Capital plc and Hermes Capital Ltd is included in an Appendix.               

 

Description of Sorbates   

Setting the scene 

Sorbic acid is a natural organic compound – it is an unsaturated fatty acid – and 

can be transformed by an additional stage of processing into 3 salts: potassium 

sorbate, sodium sorbate and calcium sorbate. These 4 chemical forms are 

collectively known as ‘sorbates’ and have an excellent and longstanding record for 

use as preservatives. The merits of sorbates only came to be recognised from the 

1940s onwards (before the discovery of the antimicrobial effect in 1940 interest in 

sorbic acid was minimal), specifically after a repeated series of tests in the 1950’s 

found no issues as regards safety and efficacy. Since the 1970’s, they have been 

used in a wide variety of food and beverage products although sodium sorbate 

and calcium sorbate are less extensively used because they are appreciably less 

soluble in water compared to potassium sorbate. Potassium sorbate is 

manufactured by reacting sorbic acid with potassium hydroxide: every tonne of 

the former yields circa 1.4 tonnes of the latter. It is possible to move speedily from 

the manufacture of sorbic acid to the manufacture of potassium sorbate.       

 

Over a number of decades, sorbates have proven their worth in inhibiting most 

common micro-organisms that cause food spoilage. They are also extensively 

used for other non-human food applications such animal feed and pet food, 

pharmaceuticals, cosmetics and personal care products. Sorbates are approved in 

virtually all countries as safe preservatives for foods and in most are also 

approved for non-food uses. This widespread acceptance reflects: 

 

• A wide variety of scientific studies which have confirmed that sorbates 

are harmless to health.  

• Safety endorsements from international authorities and organisations 

such as the Joint Expert Committee on Food Additives (JEFCA) of 

WHO/FAO (the World Health Organisation and the Food & Agriculture 

Organisation of the UN). In the US, the FDA (Food & Drug 

Administration) has classified sorbates as GRAS i.e. “Generally 

Recognized As Safe”.           

• The classification by the CTFA (Cosmetic Toiletry and Fragrance 

Association, USA) of sorbates as safe for use in cosmetics.  The EC 

Cosmetics Directive and national legislation in most countries has also 

approved their use.  

• The low dosage levels at which sorbates are typically used: common 

useage rates being 0.025%-0.1%. This means too that sorbates add little 

to the cost of the final products sold e.g. a small sachet costing only 50-

75p goes a long way for users.        

Convertible loans provided by 
Albany Capital plc and Hermes 
Capital Ltd to Honour Field 
later boosted their 
shareholdings in Sorbic 
International plc and provided 
funds for LVST’s expansion to 
commence         

Sorbic acid can be used to 
produce 3 salts. These 4 
chemical forms are collectively 
known as sorbates   

Sorbates have well proven 
merits in preventing food 
spoilage   

Good safety credentials 

Whilst only low percentage 
useage rates are needed 
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• Their ease of use and stable nature which leads to long-lasting efficacy. 

There is a generally stable performance at high temperatures.    

• A high effectiveness against yeasts, moulds and many bacteria. They are 

also effective at extreme pH values.    

• The neutral nature of sorbates in terms of odour and flavour at the low 

percentage levels typically used. Sorbates do not alter the original food 

colour (in contrast to some preservatives), or its flavour or nutritional 

content.              

• The fact that sorbates are metabolised by the human body which breaks 

them down to water and carbon dioxide. The WHO has accepted that 

both sorbic acid and potassium sorbate can be thus metabolised. 

Sorbates have in fact been found to be non-toxic even when taken in 

large quantities and one of the leading critics of food additives, Dr 

Michael Jacobsen (founder of the Centre for Science In The Public 

Interest in Washington D.C. see www.cspinet.org/) has given sorbic acid 

and its salts his highest rating of SAFE. He has also noted how the 

human body metabolises potassium sorbate “like any other 

polyunsaturated fat”. Rats fed on 5% sorbic acid for 90 days apparently 

suffered no damage, although for humans the WHO has set the 

acceptable level of daily intake at 25mg per kg of body weight per day.               

 

Sorbic acid was initially isolated by the hydrolysis of oils distilled from the unripe 

mountain ash or rowan tree berry (Sorbus Aucuparia) in 1859. Manufacture is 

now undertaken synthetically, the first such synthesis having been achieved by 

Doebner in 1900. The first US patent on sorbic acid was granted to Best Foods 

Inc in 1945.             

 

Why use preservatives? 

If they were not used then large tonnages of food, cosmetics etc would be spoiled 

every year by moulds, yeasts or bacteria. Aside from the evident financial risks, 

there would be dangers too to human health in most instances (bacteria 

contained by sorbates include most food-borne pathogens). Individual 

manufacturers or retailers would be at greater risk of costly and reputation-

destroying product recalls owing to shortened shelf lives.   

 

It should be noted that sorbates are not a universal panacea – under some 

conditions some microbial strains are resistant to inhibition by them, as are some 

strains of yeast and moulds.    

 

E numbers assigned 

Sorbic acid (chemical symbol C6H8O2) is also known as 2, 4-hexadienoic acid and 

has an E number of 200. It is widely used in all kinds of foods for its anti-

decomposition and anti-fungus function and also finds applications in animal 

feed, cosmetics, grains, medicines, latex, papermaking, pesticides, tobacco and 

toothpaste.  

    

Potassium sorbate (chemical symbol C6H7O2K), which is also known as potassium 

(E, E)-hexa-2, 4-dienoate, has an E number of 202. It is used to inhibit moulds 

and yeasts in many foods and is also used in many personal care products.   

 

Sodium sorbate and calcium sorbate have respective E numbers of 201 and 203. 

These are though not manufactured by LVST.     

 

Use examples 

Food flavours and colours are 
not altered   

And sorbates are safely 
metabolised by the human body 

Sorbic acid was first isolated 
from the rowan tree berry in 
1859 although manufacture is 
now undertaken synthetically   

Sound reasons for useage not 
least the benefits from extending 
product shelf lives   

Although curiously no one 
really knows why sorbates are 
so effective  

Sorbic acid is E200 and is 
widely used 

Potassium sorbate – E202 – is 
also extensively used, including 
in many personal care products  
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Sorbic acid is more potent than potassium sorbate in inhibiting microbial growth; 

the latter has circa 74% of the anti-microbial activity of the former.  However, the 

preservatives effect of all sorbates hinges upon factors such as the percentages 

used, the temperature conditions involved, the food types to which it is added, the 

initial bacterial contamination level, packaging and storage conditions etc. For 

instance, sorbic acid is often chemically altered when added to foods which can 

then impair its anti-microbial properties. It is also only moderately soluble in 

water (0.15g per 100ml at room temperature, although this increases with 

temperature or the pH of the solution and is also higher in alcohol) and is 

therefore mainly used in products with a low water content such as baked goods 

or in fatty or oily media or in alcohol-containing items. By contrast, potassium 

sorbate has a good and rapid level of solubility in water (58.2% by weight or 

volume at 20 degrees C) and is therefore better for uses in products with a high 

water content including soft drinks.  

 

Generally, sorbates’ activity depends very much on the pH level with the upper 

limit for action circa 6.5 in most applications. Other preservatives tend to have 

lower limiting pHs.        

 

Sorbates can be applied to foods by mixing, dipping, spraying, dusting or 

incorporation in wrapping materials. The antimicrobial effects of sorbates are 

usually enhanced under vacuum or under modified gas storage conditions. Some 

typical use applications for sorbates are listed below. In wine, because potassium 

sorbate may lead to potassium bitartrate precipitation in some wines, sodium 

sorbate is often used instead. Sorbate acid is marketed in a dust-free (white) 

crystalline form for food use or as a powder for animal feeds use. It has a slight 

and very characteristic odour, as has potassium sorbate which is also sold in a 

(white) crystalline form. Both products must be stored in sealed containers in 

cool, dry and dark conditions. LVST sells both products in 10 or 25 kg cartons or 

bags or in 50 lb cartons or bags but will also supply in larger bags if this is 

requested by the customer.                      

 

Table 2: Examples of uses of sorbates 

Bakery products Sorbates are used to increase the shelf life.   

Cheeses Dipping or spraying with potassium sorbate is commonplace for natural cheeses and processed cheeses. For 

cottage cheese sorbic acid is added to the cream dressing before pasteurisation.       

Dried fruit products Often contain potassium sorbate. 

Fish Smoked or dried fish are often dipped into a potassium sorbate solution prior to drying or smoking. For fresh 

fish sorbates can also be incorporated into the ice.      

Fresh poultry A dip into potassium sorbate significantly reduces the number of viable bacteria and doubles the refrigerated 

shelf life.     

Hams Cured hams sprayed with a sorbate solution see no mould growth for 30 days. Sorbates are also used in other 

dried meats.   

Herbal dietary supplements  Usually contain potassium sorbate to prevent mould and microbes and to extend shelf lives.    

Personal care products Often contain potassium sorbate. 

Soft drinks Potassium sorbate has been increasingly used for these.  

Table wines Potassium sorbate is also known as ‘wine stabiliser’ and serves 2 functions when added to wine. First, after 

active fermentation has ceased and the wine is racked for the final time its presence prevents any surviving 

yeast from multiplying. Second, when wine is sweetened before bottling it prevents re-fermentation.             

Yoghurts Sorbates extend the shelf life. 

Vegetables The use of sorbates for the processing of vegetables was one of the first applications    
 

Source: FinnCap  

Sorbic acid is more potent than 
potassium sorbate but the latter 
has the advantage of being 
highly soluble in water      

Sorbates score over other food 
preservatives at higher pH 
levels     

Application methods vary 
considerably   
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Are there any downsides to sorbates?   

Some sensitive individuals can suffer skin irritations when exposed to sorbic acid. 

This appears to be the limit to the downside aspects though and allergic reactions 

are seemingly rare.   

 

Other preservatives 

A number of alternative compounds exist, although these usually lack the 

widespread spectrum of capabilities of sorbates. Benzoic acid and its sodium salt - 

sodium benzoate - which has the E number 211 (and is produced by reacting 

benzoic acid with sodium hydroxide) have though been extensively utilised due to 

their good antimicrobial capabilities coupled with low toxicity and low taste. 

Sodium benzoate, NaC6H5CO2, is both a bacteriostatic (limiting the growth of 

bacteria) and a fungistatic (preventing bacteria from reproducing under acidic 

conditions) although it is regarded as more effective against yeasts than moulds. 

It occurs naturally e.g. in cranberries, prunes, greengage plums etc. Applications 

include carbonated and non-carbonated beverages, fruit and fruit juices, syrups, 

olives, pickles and other condiments. It is used most widely in acidic foods, 

carbonated drinks, jams and fruit juices. However, at levels above 0.1% sodium 

benzoate can leave an undesirable aftertaste in foods and the FDA limits 

concentrations by weight to this level in the US. There have also been 

concerns that sodium benzoate can react with the vitamin C (E300) 

that is present in most beverages leading to its partial conversion to 

benzene which is a potential carcinogen. Apparently some beverages have 

been found to contain as much as 50 ppb of benzene (10x what is allowed in 

drinking water), although the risk of a person contracting cancer is still 

considered to be extremely low. A factor in sodium benzoate now being used less 

in Europe, the US and Japan with lower future useage rates in the PRC also 

looking possible.           

 

Another negative for sodium benzoate is that research was published in 2007 by 

the UK’s Food Standards Agency which had commissioned a study by 

Southampton University. This suggested that its consumption, along with 

other food additives, is linked to ADHD (Attention-Deficit 

Hyperactivity Disorder) and decreased intelligence in children. 

However, this Spring the European Food Safety Authority ruled out a ban on the 

use of sodium benzoate and many common food additives.  

 

It has also been claimed (by Professor Piper of the University of Sheffield) that 

sodium benzoate can damage DNA in a cell. There are many illnesses now tied to 

DNA damage, including Parkinson’s and other neurodegenerative diseases, plus 

the aging process generally. It has also been discovered that people suffering from 

asthma, or who have recurrent urticaria (a skin condition characterised by red 

skin welts), may also be sensitive to sodium benzoate and have allergic reactions.  

 

In response to consumer requests for a more natural product plus sodium 

benzoate’s possible links to DNA damage and ADHD, Coca Cola began removing 

it from new batches of Diet Coke made in the UK earlier in 2008 and planned to 

have completed the removal process by the year end. It has also indicated that it 

will remove sodium benzoate from its other products (including Sprite and Fanta) 

as soon as a satisfactory alternative is discovered. There have been no indications 

to date that sodium benzoate will be removed from Diet Coke in non-UK markets.            

 

Very few downsides exist to the 
use of sorbates  

Sodium benzoate (E211) is a 
common alternative but it is a 
potential carcinogen    

Sodium benzoate has also been 
linked to ADHD  

Whilst other risk factors to its 
use may or do exist  

Coca Cola is removing it from 
Diet Coke in the UK  
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A list of compounds used as food preservatives is shown below. Sulfites occur 

naturally in wines to some extent and are used as an antioxidant as well as an 

antimicrobial.                

 

Table 3: Compounds used as food preservatives (sorbates shown in purple highlighter)  

Compound Microbial target Primary food applications 

Acetic acid, acetates, diacetates, 

dehydroacetic acid 

Yeasts, bacteria Baked goods, condiments, confections, dairy 

products, fats/oils, meats, sauces  

Benzoic acid, benzoates Yeasts, moulds Beverages, fruit products, margarines 

Dimethyl dicarbonate Yeasts Beverages 

Lactic acid, lactates Bacteria Meats 

Lysozyme Clostridium botulinum, other bacteria Cheese, casings for frankfurters, cooked meat 

and poultry products 

Natamycin Moulds Cheese 

Nisin Clostridium botulinum, other bacteria Cheese casings for frankfurters, cooked meat 

and poultry products 

Nitrite, nitrate Clostridium botulinum Cured meats 

Parabens Yeast, moulds, bacteria Beverages, baked goods, syrups, dry sausage 

Propionic acid, propionates Moulds Bakery products, dairy products 

Sorbic acid, sorbates  Yeasts, moulds, bacteria Moist foods, beverages, wines 

Sulfites Yeasts, moulds Fruits, fruit products, potato products, wine  
 

Source: Antimicrobials in Food, edited by P. Michael Davidson, John N. Sofos and A.L. Bronen published in 2005. They reproduced this from Davidson and Harrison, 

2002.       

 

Sorbates are believed to dominate the chemical compounds used for food 

preservation (there are also natural preservatives) although numbers are hazy. In 

the US though industry estimates are that circa 58% of chemical preservatives 

comprise sorbates. Globally, food products requiring preservation are expected to 

have a value of circa €516bn in 2008 with the growth rate running at 4.1% p.a.           

 

Growth drivers for sorbates 

In China and other developing markets the main pluses are population growth, 

urbanisation and rising living standards leading to increased consumption of 

processed foods, including ready meals. The basis theme is that as soon as people 

start buying food, rather than growing it themselves, they begin to consume food 

preservatives. Increased per capita income levels also lead to disproportionate 

rises in consumption of meat, dairy and other high-protein products which 

usually require high volumes of food preservatives. In China for instance ‘heat-

and-eat’ foods are greatly preferred by urbanites due to their busy lifestyles and 

whilst only 23.7% of the population was urban in 1985 this had risen to 43.9% by 

2006. Recent Chinese population growth has been around 7m p.a. with Chinese 

now estimated to comprise 19.7% of the world population total. There is often too 

a substitution factor in developing markets as sorbates replace other 

preservatives, notably sodium benzoate. In developed markets the population 

growth variable is less important but there is again often a substitution factor.  

 

Sorbic International’s management reports (citing McKinsey & Company’s 2008 

Annual Chinese Consumer Survey) that Chinese consumers earning RMB 5,000+ 

p.a. are more willing to pay a premium for better quality food products (which 

will usually include sorbates). The McKinsey & Company study mentioned also 

estimates that by 2015 ‘high earners’ will comprise one third of all urban 

In the US it is believed that 58% 
of chemical preservatives 
comprise sorbates   

In developing markets drivers 
include population growth and 
urbanisation. Also increased per 
capita incomes lead to 
disproportionate consumption 
growth in products requiring 
high levels of food preservatives 

Chinese consumers earning 
over RMB 5,000 p.a. are more 
willing to pay for better food 
products which will usually 
contain food preservatives    
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consumers and will account for circa half of the value of all consumption. Annual 

household spending by the growing urban and more affluent middle classes has 

also been forecast to reach RMB 20 trillion by 2020.    

 

On November the 3rd 2008 PepsiCo, one of the world’s largest food and beverage 

companies, announced plans to invest $1bn in China over the next 4 years. Its 

largest investment in China in the near 30 years that it has undertaken business 

there and including a variety of major capital programmes to expand 

manufacturing capacity. Thousands of new jobs are expected to be generated in 

China where PepsiCo and its bottling partners already employ 22,000+ (cf the 

PepsiCo web-site). LVST is already a supplier of sorbates to PepsiCo.                     

 

As one would expect, annual per capita disposable income for urban households 

has risen most dramatically. In its 22nd January 2009 press release The National 

Bureau of Statistics of China cited real growth of 8.4% for the 2008 per capita 

disposable income of urban residents and real growth of 8.0% for rural residents.  

 

UN estimates suggest that world population growth could rise by 38%+ by 2050 

relative to 2005.  The US Census Bureau incidentally has forecast that world 

population growth will be even more rapid, attaining 9.5bn by 2050 which would 

be growth of 47%+ versus 2005. Whatever the exact quantum proves to be, world 

population growth will be a major driver for sorbates demand over the medium 

term.                 

         

Table 4: UN population estimates for 2010-2050 (m)  

 2000 2005 2010E 2015E 2020E 2025E 2030E 2035E 2040E 2045E 2050E 

Africa 796 888 984 1,084 1,188 1,292 1,398 1,504 1,608 1,708 1,803 

Asia 3,680 3,918 4,149 4,371 4,570 4,742 4,887 5,007 5,103 5,175 5,217 

Europe 728 725 720 713 705 696 685 673 661 647 653 

South America 520 558 594 628 659 687 711 732 748 760 768 

Northern America 316 332 348 364 380 394 408 419 430 439 448 

Oceania  31 33 35 37 38 40 41 43 44 45 46 

World total 6,071 6,454 6,830 7,197 7,540 7,851 8,130 8,378 8,594 8,774 8,935 
 

Source: Wikipedia 

 

Recent Chinese economic news including the 
experiences of LVST 

General economic news  

According to preliminary estimates (issued on 22nd January 2009), China’s GDP 

growth in 2008 was 9.0% but this comprised growth of 10.6% for Q1, 10.1% for 

Q2, 9.0% for Q3 and ‘only’ 6.8% for Q4.               

PepsiCo is to invest $1bn in the 
next 4 years in China, 
illustrative of its potential. LVST 
is already a supplier of sorbates 
to PepsiCo     

 
Per capita disposable income 
for urban households in China 
has risen most markedly 

 

A marked Q4 2008 GDP growth 
slow down  
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Table 5: Recent Chinese GDP and per capita GDP data  

Year GDP (RMB 100m at current 
prices) 

Real GDP change vs year (%) Per capita GDP (RMB) Real per capita GDP growth 
rate (%)  

1998 84,402.3 7.8 6,796 6.8 

1999 89,677.1 7.6 7,159 6.7 

2000 99,214.6 8.4 7,858 7.6 

2001 109,655.2 8.3 8,622 7.5 

2002 120,332.7 9.1 9,398 8.4 

2003 135,822.8 10.0 10,542 9.4 

2004 159,878.3 10.1 12,336 9.4 

2005 183,867.9 10.4 14,103 9.8 

2006 210,871.0 11.1 16,084 10.5 

2007 n/a 13.0* n/a n/a 

2008 n/a 9.0# n/a n/a 
 

Source: FinnCap. Based on National Bureau of Statistics (NBS) of China data for 2007. These can be very confusing.  We have extrapolated real GDP and per capita 

changes from the data indices at constant prices available up to end 2006. * As per the January 14th 2009 press release of the NBS which provided a final verified 

figure for 2007 for GDP which was 1.1 percentage points above the preliminary verified figure. # As per the 22nd January 2009 press release and a preliminary est.          

 

Ma Jiantang, Commissioner for the NBS, made the following comments in his 

review of the preliminary GDP data for 2008: “The international financial crisis 

is deepening and spreading with continuing negative impacts on domestic 

economy”.  This review also included mention of the following statistics: 

 

• By sector growth in 2008 was 5.5% for primary industry, 9.3% for 

secondary industry and 9.5% for tertiary industry.  

• Grain output in total rose by 5.4% to 528.5m tonnes, the 5th successive 

rise. Overall meat output expanded by 5.9% with the stock of pigs at the 

year end 4.5% higher.  

• For the year imports increased in US$ terms by 18.5% and exports by 

17.2% to give a trade surplus of US$295.5bn. However, in Q4 imports 

declined by 8.8% whilst exports rose by just 4.3%.  

• Increased employment in urban areas in 2008 was 11.13m people. The 

registered urban unemployment rate was 4.2% at end 2008.                       

 

Ma Jiantang was also quoted (see the BBC News web-site) as revealing at the 

press conference held that a survey had shown 5% of Chinese migrant workers 

had already lost their jobs and had returned to their homes in rural areas. This 

would imply around 10m migrants are now unemployed given that China’s 

Academy of Social Sciences recently alluded to there being circa 200m migrant 

workers. Some have estimated that job losses amongst migrant workers could rise 

to 20m as factories closed for the Chinese New Year fail to reopen or suspend 

production. The normal pattern in China is for migrant workers to live on site, 

take no holidays and to return to the country for their holidays.        

 

The Chinese government has maintained a target of circa 8% annual economic 

growth since 2005. It also announced a RMB 4 trillion economic stimulus 

package last November aimed at boosting domestic demand. However, opinions 

are divided on where the Chinese economy goes from here. A major slump is 

regarded by some as one of the biggest risks facing the world in 2009. See for 

instance the World Economic Forum’s Global Risks report published this January 

And 5% of Chinese migrant 
workers – perhaps 10m persons 
- are already thought to have 
lost their jobs 

Divided opinions on where the 
Chinese economy goes from 
here  
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(available at www.weforum.org) which suggested an increased risk that China 

suffers a hard landing with this being defined as growth of less than 6%.  Others 

have been more upbeat with the Sydney Morning Herald writing on 26th January 

that “The Government’s mammoth stimulus package plus the bottoming of the 

inventory cycle means Chinese commodities demand will be stronger this year 

than the market expects. It is not out of the question that Chinese construction 

will lead global reflation”.  Clearly the GDP comparatives for China will be the 

least impressive on a Q1 on Q1 and Q2 on Q2 basis in 2009, with the easiest 

comparative likely to be Q4 on Q4.                               

 

LVST’s recent experiences (as of late January of 2009) 

The main problem at present is the lack of order book visibility with a lack of 

customer commitment to longer term orders discernible. Some customer 

destocking has also been seen in the early months of 2008/09 due to falling 

commodity prices and the general economic uncertainty. Selling prices for 

sorbates have eased, although so too have costs due to lower commodity prices. 

One suspects that LVST’s margin should hold up well owing to the fact that lower 

product selling prices have lagged the decline in some input costs.   

 

Customer ordering trends may become a little clearer after the Chinese New Year 

holiday period has ended in February. [The Chinese New Year commenced on the 

26th of January with around 2 weeks of celebrations]. However, it may be March 

before the true picture becomes easier to read, especially as some of the migrant 

workers returning from their New Year celebrations may only then find out that 

their employer no longer has a job for them.          

 

Sorbic International management’s assessment of China is that some 200m 

people work in SME’s and these are where economic slowdown has impacted 

hardest. As each person that works in a SME in urban areas typically supports 3-4 

in the rural parts of the provinces by sending back wages, there is a large adverse 

multiplier effect on consumer spending. However, one should not overdo the 

pessimism as: 

 

• Sorbates will still be required in China to preserve foodstuffs. Demand 

still exists; it is simply a case that order visibility is currently limited. 

Hence l-f-l sales should still prove reasonable in H1 of 2008/09.      

• A number of domestic food manufacturers are keen to extend product 

shelf lives.     

• The destocking by some customers has now occurred. Overall, it is 

estimated by management that 4-6 weeks of food preservatives 

(including sorbates) can be held in the supply chain.          

• As we report on later, the plant expansion is on track and to budget. 

Meanwhile at the existing facility flow lines have been adjusted to ensure 

optimal working with favourable ramifications for costs.                         

 

The record of LVST  

Documented in the next Table, with the information on an IFRS basis - LVST 

used Chinese accounting standards in the past. 2005 reflected only 9 months 

trading from April onwards after the factory upgrade. The gross margin 

progressed by 10.7 points from 2005-2007 with the EBIT margin increase of 9.9 

points almost matching this. Margin improvements have largely been a function 

of operational gearing benefits as production has been scaled up at the factory in 

The limited order book visibility 
has been the notable factor thus 
far in 2008/09   

It may be March before the true 
position becomes clearer     

Migrant workers have been 
supporting large numbers of 
dependents still living in rural 
areas     

The record of LVST with data 
compiled on an IFRS basis   
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Linyi City, improved pricing for sorbates, curtailed wastage rates and purchasing 

economies. 

 

As a result of the reverse acquisition accounting adopted for the results of Sorbic 

International plc, one effectively also has the results of LVST for the 9 months to 

30th September 2008. These are included overleaf. It will be observed that the 

gross margin must have been excellent in the 3 months to end September 2008 as 

the run rate for the 9 months was 40 bps ahead of the H1 outturn.               

 

A minimum 2008 net profit of RMB 60m for LVST is required to 

trigger the issue of 10.3m additional shares (@ 75p per share) in 

Sorbic International plc to Prime Mega. Annualising the number for Sorbic 

International plc for the 9 months to 30th September one derives RMB 50.7m 

based on the average £/RMB rate of 13.574 and a monthly net income run rate of 

RMB 4.2m versus the RMB 4.5m achieved in H1 of 2008. However, it should not 

be assumed that the LVST net income ‘trigger’ is unattainable. A provision was 

established in the 9 month numbers of Sorbic International plc for the fx loss of 

£0.45m which arose from £3.16m of funds owed to Mr Wang Yan Tin in 

connection with the acquisition of LVST. £0.45m was circa RMB 6.1m at the 

average fx rate noted. Given too that Q4 includes some seasonally stronger 

trading months and that there were also some listing costs within the 9 months 

Sorbic International plc numbers, then at the company level LVST should 

comfortably attain its net income ‘trigger’ in 2008. Note 11 to the 2008 Accounts 

of Sorbic International plc shows how the 9 month results were struck post these 

fx losses. Fx losses played a role too in the sharply higher administrative costs 

recorded for the first 9 months of 2008, other negatives then being the listing 

expense of Honour Field (£65k) and 2 days of operating losses of the former 

Ninety plc (which comprised 7.7% of total administration costs). [Provisional 

indications are thus that LVST and Honour Field has exceeded the net profit target of RMB 

60m].                                   

The record can be extended out 
to the 9 months to end 
September 2008  

Net profit of RMB 60m in 2008 
is the threshold for the extra 
10.3m shares likely to be issued   
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Table 6: The p&l record of LVST and Sorbic International plc (largely in RMB m) 

 2005 
LVST 

(RMB m) 

2006 
LVST 

(RMB m) 

H1 2007 
LVST 

(RMB m) 

H2 2007 
LVST 

(RMB m) 

2007 
LVST 

(RMN m) 

H1 2008 
LVST 

(RMB m) 

9 mths to 
30th Sept 
2008 SI 

(£m) 

9 mths to 
30th Sept 
2008 SI 

(RMB m)* 

Sales 109.813 158.036 87.232 89.879 177.111 101.090 11.661 158.286 

Cost of sales -85.845 -116.848 -58.647 -60.831 -119.478 -63.630 -7.288 -98.930 

Gross profit 23.968 41.188 28.585 29.048 57.633 37.460 4.373 59.356 

Gross margin (%) 21.8 26.1 32.8 32.3 32.5 37.1 37.5 37.5 

Other income 0.049 0.203 0.111 0.278 0.389 0.083 0.000 0.000 

Distribution and selling 
expenses 

-1.097 -2.771 -2.072 -1.253 -3.325 -1.174 -0.131 -1.780 

Administrative expenses -2.673 -3.586 -2.293 -2.209 -4.502 -3.651 -0.850 -11.533 

Other operating expenses 0.000 -0.044 0.000 0.000 0.000 0.000 0.000 0.000 

EBIT 20.247 34.990 24.331 25.864 50.195 32.718 3.392 46.043 

EBIT margin (%) 18.4 22.1 27.9 28.8 28.3 32.4 29.1 29.1 

Finance costs -2.378 -2.913 -1.256 -2.131 -3.387 -1.732 -0.127 -1.724 

PBT 17.869 32.077 23.075 23.733 46.808 30.986 3.265 44.319 

Tax 0.000 0.000 -3.902 -3.919 -7.821 -3.873 -0.465 -6.317 

Tax rate (%) 0.0 0.0 16.9 16.5 16.7 12.5 14.2 14.2 

Net income 17.869 32.077 19.173 19.814 38.987 27.113 2.800 38.002 

Distribution costs/sales (%) 1.0 1.8 2.4 1.4 1.9 1.2 1.1 1.1 

Admin costs/sales (%) 2.4 2.3 2.6 2.5 2.5 3.6 7.3 7.3 
 

Sources: The Admission document and Accounts for the 9 months to end September 2008. SI = Sorbic International plc; could have included circa RMB 8,000 of 

admin costs from Ninety plc and may have been boosted too by admin costs at Honour Field linked to the creation of Sorbic International * RMB data based on the 

average £/RMB rate of 13.574 used by Sorbic International plc for the 9 months and precise data for RMB outturns provided by Sorbic International plc management    

 

The zero or low tax rate has been a function of LVST enjoying tax exemption in its 

first 2 years as a profitable company reflecting the Enterprise Zone in which it is 

based. It is eligible for a 50% reduction from 2007-2009. As of the start of 2008 

the tax rate was cut from 33% to 25%, hence the mere 12.5% effective rate in H1 of 

2008. The rate was fractionally higher for the 9 months period because Sorbic 

International plc was owned briefly then and is subject to UK tax at a greater rate.                 

 

We also document sales splits by product. The increased element accounted for 

by potassium sorbate sales (which are higher margin) has been another factor in 

the margin improvement noted above: 

 

Table 7: Sales splits by product  

 2005 2006 2007 H1 2008 9 mths to 30th 
Sept (£m) 

9 mths to 30th 
Sept (RMB m*) 

Sorbic acid 51.736 77.704 72.588 40.039 4.716 64.015 

Potassium sorbate 58.077 80.332 104.523 61.051 6.945 94.271 

Total 109.813 158.036 177.111 101.090 11.661 158.286 

% sorbic acid 47.1 49.2 41.0 39.6 40.4 40.4 

% potassium sorbate 52.9 50.8 59.0 60.4 59.6 59.6 
 

Source: FinnCap based on data in the Admission document and the latest Accounts of Sorbic International. * based on the average fx rate of 13.574 applying then  

Why the tax charge has been so 
low 

A rising element of LVST’s 
tonnage output now comprises 
potassium sorbate  
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Sales splits by geography are shown below. LVST sells throughout China and also 

in 46 overseas countries (versus 30 in 2005). Domestic market sales are made via 

the HQ in Linyi City whilst export sales are conducted from an office in Shanghai.    

          

Chart 3: Geographic sales splits for LVST or Sorbic International plc (%)   
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Source: FinnCap. Data for Germany ceased to be provided in the first 9 months of 2008.    

 

Rival producers of sorbates 

General 

6 companies dominated the industry in the 1970-1996 period (1 German, 1 US 

and 4 Japanese), with these including well known chemical ‘names’ such as 

Hoechst and Monsanto. At that stage this ‘big 6’ accounted for nearly all sorbates 

sold world-wide. However, there was a progressive shift of production to China in 

the late 1990’s owing to its competitive advantages which include cheaper energy, 

lower wage costs and less stringent environmental regulations and enforcement 

procedures compared to the West. It is also the case that smaller producers of 

sorbic acid in China are not required to register as food additives producers and 

thereby avoid close supervision and are able to classify their products as non-food 

items. The only remaining significant Western producer of sorbic acid is now 

German based Nutrinova which is part of Celanese Corporation and has 

production capacity of circa 5,000 tpa. With regard to Chinese suppliers of 

sorbates the league table is set out overleaf: 

Overseas sales are now made in 
46 countries 

World production shifted to 
China from the mid 1990’s 
onwards    
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Table 8: Chinese producers of Sorbates (LVST shown in purple highlighter) 

Company Approx output 

2007 (tpa) 

Additional comments where feasible 

Ningbo Wanglong Group Co. Ltd  12,000* A former state-owned company which is now privately owned and a 

producer since 1993, although its product quality is reputedly not 

considered by customers to match its No.1 Chinese and world production 

ranking. Exports to 30+ countries. See www.wanglong.com  

Nantong Acetic Acid Chemical Co.   8,000* A high quality producer of sorbates. Also manufactures dyestuff, pigment, 

pharmaceutical and pesticides intermediates plus some basic organic 

products. See www.ntacf.com         

Linyi Van Science and Technique Co. Ltd 

(LVST)  

7,150 Now running at close to capacity of circa 8,000 tpa. See 

http://www.goldvan.cn  

Yancheng Meichang Chemical Industry Co. 

Ltd  

6,000* A producer since 1992 with product quality well regarded.   

Hong Kong New Industry International 

Holdings  

3,600* Also manufactures crotonaldehyde, aldehyde and sodium acetate 

trinhydrate. Holds certificates for sorbates to be used for kosher and halal 

food products. See www.nusyea.com/english     

Dasailu (nanning) Food Additive Co. Ltd  3,000* Perceived as low in the quality league table.   

Shangdong Reipu Chemicals Co 2,800* Also manufactures BHT, sodium benzoate, para cresol and crotonaldehyde. 

85% of sales are made in China. Holds certificates for sorbates to be used 

for kosher and halal food products. See http://reipu.21food.com  However, 

it is perceived as  being low in the quality league table.           

Source: Sorbic International and company web-sites where available. * Sorbic International numbers for annual production based on an unofficial industry report and 

customer feedback. Ningbo Wanglong’s web-site alludes to it having annual capacity of 18,000 tonnes for sorbic acid and 12,000 tonnes for potassium sorbate. The 

Hong Kong New Industry web-site mentions that it has recently completed an expansion which has lifted capacity to 20,000 tonnes for sorbic acid and 30,000 tonnes 

for potassium sorbate. A company profile brochure of LVST mentions that it has capacity of 11,000 tonnes. The LVST capacity discrepancy versus the 8,000 tpa cited 

above arises because potassium sorbate uses sorbic acid as a base product and every tonne of sorbic acid will yield 1.4 tonnes of potassium sorbate.  There is also the 

risk of double counting with capacity numbers e.g. if company X has sorbic acid capacity of 10,000 tpa and uses half to produce potassium sorbate then most would 

assess its capacity at 5,000 + (5,000 x 1.4) = 12,000 tpa but some might show this as 10,000 + 7,000 = 17,000 tpa.                         

 

The management of LVST anticipates more consolidation in what is still a 

fragmented Chinese food preservatives market in coming years. It may well 

participate in this process if the right opportunity arises although there is 

considerable wariness about purchasing another Chinese producer. One preferred 

option may be to enter into a distribution agreement with another manufacturer 

subject to being able to upgrade its product quality if it were regarded as a low 

scorer on this count.              

 

Industry rumours have suggested that for varying reasons the No.1 and No.4 

producers have lost some share recently. This could provide scope for LVST to 

gain market share and we understand that one customer has already switched.          

 

German producer Nutrinova  

Nutrinova is headquartered at Kronberg and manufactures in Frankfurt (Main) 

but has a worldwide sales network. It has 45+ years of experience in 

manufacturing sorbates and is rigorous as regards quality control and retains 

samples of every batch made for 10 years. Certification includes the use of 

sorbates for kosher foods. The company also produces the high-intensity 

sweetener acesulfame potassium which is marketed under the Sunett trade name.   

 

Nutrinova is owned by Celanese Corporation which was formed in 2004 when it 

acquired Celanese GmbH, a diversified German chemical company which was 

demerged from Hoechst. Celanese Corporation shares are traded on the NYSE 

with the HQ located at Dallas in Texas. Nutrinova forms part of the Consumer 

Further industry consolidation 
is expected  

Some scope for market share 
gains for LVST in 2008/09   

A very longstanding producer 
of sorbates 

Its parent company is Celanese 
Corporation which is NYSE 
listed 



Sorbic International* 9th February 2009 
Initiation of research coverage 

  19 

Specialities division which produces the following major products: acetate tow 

and acetate flake; sweeteners; and food preservatives. Acetate tow is used for 

producing cigarette filters. Revenues of the Consumer Specialities division were 

$574m in H1 of 2008 with EBIT $96m, although results for sorbates are not split 

out. Its sorbates product range includes Vinsorb (a special grade of potassium 

sorbate for use in wine) and Panosorb (a special grade of sorbic acid for use in 

bakery products). Products incorporating Nutrinova sorbates are shown below. 

The company’s sorbates are sold via regional distributors to small and medium 

sized customers and directly to large multinational customers in the food 

industry.    

 

Table 9: Markets supplied with sorbates by Nutrinova  

Beverages and wines 

Margarines and low-fat spreads  

Baked goods 

Dairy products 

Meat and seafood 

Convenience products 

Animal feed and pet food  

Personal care products 
 

Source: www.celanese.com   

 

World production of sorbates 

LVST’s estimate is that world production of sorbates in 2006 was around 50,000 

tonnes. According to www.chm.brisb.ac.uk worldwide use of sorbic acid (only) 

was just 14,000 tonnes back in 1980.  

 

LVST’s competitive position     

It is questionable if LVST possesses any truly unique selling point, or indeed if it 

ever will. This point made, there is a quality focus which merits note: the 

provision of a reliable service and products of consistent high quality is viewed as 

being a paramount objective and all products are produced to GMP (Good 

Manufacturing Practice). The company was the first in China to adopt the 

Distribution Control System (DCS) which is applied in the production process to 

eliminate abnormal wastage and helps LVST to operate 24 hours per day. It does 

this by providing control of information and resource allocation throughout all 

stages of production. This helps future planning and also allows retrospective 

analysis of data by LVST. Another reason why LVST is of the view that it 

consistently produces superior products compared to most of its rivals is that its 

customer base includes leading FMCG names such as Kraft Foods and Unilever 

which regularly test product quality.      

 

LVST gained an ISO9001: 2000 International Quality System Certificate in 2005 

and the same year also secured a HACCP (Hazard Analysis and Critical Control 

Point) certificate, this being a process control system designed to prevent 

microbial and other problems in food production before they arise. HACCP also 

includes steps to correct deviations from desired standards in production as soon 

as they arise. Generally, it is felt that LVST has a number of quality/process 

certificates which rivals lack and which enable it to price its products at a slight 

premium to the market average. LVST products conform to the following which 

LVST has estimated that 50,000 
tonnes of sorbates were used 
worldwide in 2006  

No USP in our view but do note 
the quality focus of LVST which 
has been helped by its adoption 
of DCS     

Management is of the view that 
LVST has a number of 
quality/process certificates 
which rivals lack    
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enable it to market its products to a wider array of end customers a number of 

which (such as PepsiCo) inspect its production site before using its products:      

 

• The American Food Chemicals Code V (F.C.C.V).  

• The British Pharmacopoeia (B.P.) standard.  

• The European Pharmacopoeia (EPS.O) standard. 

• The European Feed Additives and Pre Mixtures Quality System (FAMI-

QS).      

 

To broaden its customer base, LVST has also gained certificates enabling it to 

manufacture kosher and halal sorbates for use in relevant dietary food products 

(where demand growth has been brisk e.g. 15% p.a. for kosher foods). However, 

LVST is not alone in doing this. LVST is also planning on possible R&D 

collaboration with Zhejiang University which could help with future product 

differentiation. This University has also offered to assist with the design and 

construction of the new production facility, a proposal which management is 

considering.        

 

LVST’s management is of the view that as well as its quality focus its extensive 

network of distributors (see the next section below) is a differentiator. We are 

somewhat sceptical of this – other producers after all also use distributors.   

 

Additional ‘basics’ to be aware of with regard to LVST 

Sales 

These are undertaken via both distributors and directly to end users with LVST 

using 7 sales representatives at end 2007 to liaise with these. Direct sales are 

higher margin – by a magnitude of 30-40% - for evident reasons but currently 

account for only circa 10% of revenues.  LVST plans to sell more direct from 2010 

onwards but short term management’s priority is on overseeing the capacity 

expansion programme (see next section). There is also the risk of alienating 

current distributors if more direct sales are made. 6 distributors are currently 

used of which 2 cover North America, 1 Europe and 3 the domestic market. It is 

not expected that increased direct sales will necessitate a need for LVST to hold 

more stocks as it is largely the end customers that maintain stocks.     

 

Sales of LVST are mainly undertaken in RMB and US$’s and it does not currently 

have a hedging policy.   

 

Key customers 

The top 5 customers accounted for a fairly stable 35-44% of sales in the 2005 to 

H1 2008 period. Existing customers include well known names such as Coca 

Cola, Kraft Foods, Nestle and PepsiCo.  However, the top 3 customers in H1 of 

2008 were actually distributors, being American Dynamax IC (of the US), 

Mockobckar Mopsobar (Russian) and Barentz B.V. (Dutch).  LVST has policies in 

force to ensure that sales are only made to customers with an appropriate credit 

history.          

 

Staff costs, numbers and benefits  

LVST is obliged to contribute to employee pension schemes operated by local 

government authorities in the PRC at rates of 19-20% of salaries subject to the 

employees being permanent PRC residents. However, pension costs are trivial.         

Certificates have also been 
gained to produce kosher and 
halal sorbates 

Management is of the view that 
LVST’s extensive distribution 
network is a differentiator  

Higher margin direct sales 
currently comprise only circa 
10% of LVST’s sales   

Customers include some well 
known names but the 3 major 
customers in H1 of 2008 were 
distributors      

Pension costs are trivial   
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Table 10: Staff numbers and costs (RMB m) 

 2005 
(RMB m) 

2006 
(RMB m) 

2007 
(RMB m) 

H1 2008 
(RMB m) 

9 mths to 
30th Sept 

2008 (£m) 

9 mths to 
30th Sept 
2008 

(RMB)* 

Wages & salaries 2.826 3.584 4.218 1.859 0.235 3.190 

Social security costs 0.000 0.271 0.302 0.170 0.020 0.271 

Pension costs 0.263 0.420 0.498 0.282 0.032 0.434 

Total 3.089 4.275 5.018 2.311 0.287 3.895 

Total/sales (%) 2.8 2.7 2.8 2.3 2.5 2.5 

Average numbers including directors        

Management 15 15 15 13 17 17 

Sales 8 8 8 8 8 8 

Administration 250 248 241 241 244 244 

Total 273 271 264 262 269 269 

Average cost per employee inclusive of social security and 

pension costs (RMB or £ in the 9 months to end Sept 2008) 

11,315 15,775 19,008 8,821 1,052 14,279 

 

Source: FinnCap based on information in the Admission document. At the £1 = RMB 13.71 applying at end June 2008 average personnel costs were circa £1,287 p.a.  

* based on the average £/RMB rate of 13.574 applying for the 9 months period but Sorbic International management has also provided us with precise RMB data       

 

The main staff benefit provided by LVST is that circa 200 of its factory staff is 

provided with free accommodation at the production site. There are 2 staff 

dormitories, both at the original site adjacent to the existing factory. Staff 

numbers at 4th September 2008 totalled 296. Sorbic International plc is of the 

view that circa 180 or some 61% of the above workforce could be described as 

skilled. Fewer staff will be needed for the new factory owing to its improved 

efficiencies.    

 

LVST’s trademark 

Sorbates are sold within the PRC under the ‘JinXianFeng’ (Gold Van) trademark 

which is valid until November of 2014. This brand helps to differentiate LVST 

from competitors with its output regarded as the finest within China.     

 

Environmental protection in the PRC 

This comes under the control of The Environmental Protection Bureau whilst all 

operations engaged in food production must comply with its laws. LVST is fully 

compliant and has the necessary license.  It has installed emission reduction and 

waste treatment facilities that have satisfied the local Environment Bureau. 

Environmental protection levels in the PRC are however widely regarded as being 

less stringent than those applying in the West. Nevertheless, LVST now has its 

own filtration process for (acidic) water which in the past would have been 

dumped straight into a river; this is now of drinkable quality after treatment.                

Circa 200 factory staff is 
provided with free 
accommodation at the 
production site       

The JinXianFeng trademark is 
used within the PRC  

Environmental protection levels 
in the PRC are seen as being less 
stringent than in the West    
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Raw materials and costs 

2 major raw materials are required for the production of sorbic acid and 

potassium sorbate being crotonaldehyde aldehyde (used as an intermediate in the 

production of acetic acid and occurring naturally in ripe fruit) and acetic acid. The 

cost of the latter, which is secured from petrochemical feedstocks – from 

methanol - or from biological sources, has been broadly stable over the 2005 to 

H1 2008 period: acetic acid is easy to manufacture and supplies from biological 

sources are plentiful in the PRC. LVST sources its needs from a plant only circa 10 

miles away. The cost of crotonaldehyde aldehyde has fallen sharply over this time 

period – by circa 26% - a trend aided by the entrance of a new supplier in 2007. 

Raw materials costs currently account for circa 69% of LVST’s cost of sales and 

had been expected by management to remain stable in the near term due to 

plentiful supplies. This was prior to the general decline in most world commodity 

prices in Q4 of calendar 2008.         

 

LVST’s 2 largest suppliers are Yunkuang Guotai Chemistry and Jiangsu Kaidai 

Chemical. It had 4 suppliers of raw materials in total in 2007.    

 

Distribution costs 

These are usually well below 2% of sales. Costs include quarantine inspection 

costs linked to export sales and commissions paid to sales staff.    

  

The production process 

This is on a batch basis and takes circa 4 days from the start of a batch to 

completion. To manufacture sorbic acid, acetic acid is first cracked to produce a 

polymer of crotonaldehyde, following which there are a number of further 

manufacturing stages, including centrifuging and crystallisation. Potassium 

sorbate is derived from sorbic acid. LVST operates 3 shifts (each of 8 hours 

duration) and manufactures products 7 days per week.              

 

Seasonality 

Sales are not especially seasonal for potassium sorbate although there is a mid 

year peak for sorbic acid and then a slight weakening in H2. The reason for this is 

that higher temperature and moisture levels in mid year boost demand for 

sorbates then.  

 

Production rates are affected by the timing to holiday periods such as the Chinese 

New Year and maintenance work (this is usually undertaken in January).     

 

Selling prices 

Sales splits by revenue as regards sorbic acid and potassium sorbate are known 

from the Admission document and the 2008 Accounts whilst we provided LVST’s 

sales volume splits in Chart 2. It is therefore possible to estimate average selling 

prices:       

2 key raw materials are needed 
being crotonaldehyde aldehyde 
and acetic acid   

Minor as a % of sales 

A batch based process but LVST 
operates around the clock and 7 
days per week     

Little seasonality to sales 
although demand for sorbate 
acid is higher in mid year  

Production rates are affected by 
the timing to holidays and 
maintenance work     

It is possible to derive average 
selling prices    
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Table 11: Estimated average selling prices per tonne (RMB) 

 2005 2006 2007 H1 2008 9 mths to 30th 
Sept 2008 

Sorbic acid 22,166 23,161 24,204 26,498 27,100 

Potassium sorbate 20,250 21,456 22,522 24,499 25,035 

Overall selling price 21,110 22,262 23,182 25,254 25,831 

Change % average selling price      

Sorbic acid n/a 4.5 4.5 9.5 12.0 

Potassium sorbate n/a 6.0 5.0 8.8 11.2 

Overall n/a 5.5 4.1 8.9 11.4 
 

Source: FinnCap and Sorbic International plc  

 

It will be observed that sorbic acid has retained an approximately similar 8-9% 

pricing premium to potassium sorbate. However, Chart 3 earlier disclosed that 

61.4% of aggregate sales volumes for LVST in the first 9 months of 2008 derived 

from potassium sorbate compared to 55.1% in 2005. This has reflected a 

deliberate policy on behalf of management of shifting sales towards the latter 

product since it has greater acceptability in end use food and beverage 

preservation markets for the reasons described earlier. We had also understood 

that production costs per tonne are lower for potassium sorbate than for sorbic 

acid so that it generates the better gross margin. One might not consider this 

possible given that the former is made using the latter but recall that 1 tonne of 

sorbic acid base product yields 1.4 tonnes of potassium sorbate. Note though on 

this matter of product margins that there was – for the first time – a split 

available in the results of Sorbic International plc in December. This indicated 

that potassium sorbate generated the better gross margin in calendar 2007  but in 

the 9 months to end September 2008 the margin from sorbic acid was 

fractionally higher. This segmental data is illustrated below. We understand that 

the reason why the potassium sorbate margin was a shade lower in this period 

was that the price of potassium hydroxide rose by 24% during the Olympic 

months when supply was lower. It declined to normal levels in October of 2008.        

 

Table 12: Segmental splits in the Sorbic International plc Accounts (£) 

 Sorbic acid 
2007 yr to end 

Dec 2007  

Potassium 
sorbate yr to 
end Dec 2007 

Total result 
2007 

Sorbic acid 
first 9 mths 

2008 

Potassium 
sorbate first 9 
mths 2008 

Total first 9 
mths 2008 

Sales to external customers 4,776,320 6,877,608 11,653,928 4,716,339 6,944,916 11,661,255 

Segment results 1,422,035 2,370,213 3,792,248 1,773,320 2,599,572 4,372,892 

Gross margin (%) 29.8 34.5 32.5 37.6 37.4 37.5 

Unallocated expenses   -515,048   -980,839 

Profit from operations   3,277,200   3,392,053 

Finance costs (net)   -197,245   -127,058 

PBT   3,079,955   3,264,995 
 

Source: Sorbic International plc Accounts for 2008. Finance costs are gross and finance income must have been included in the ‘unallocated other revenue’ etc line. 

The segment results total corresponds to the gross profit in the p&l.    

 

               

 

The shift to potassium sorbate 
production by LVST reflects its 
greater acceptability in food 
and beverage preservation 
markets      
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LVST’s management is of the view that over the medium term prices of sorbates 

will rise due to the drivers noted and the negative publicity linked to sodium 

benzoate. It is worth noting that Celanese’s Nutrinova business issued a press 

release on July 18th of 2008 confirming that its prices for potassium sorbate 

granules and potassium sorbate powder would rise by “at least 15% or as 

contracts allow” from 1st August 2008. This increase was considered to be 

necessary to cover significant cost increases for energy and key raw materials. 

One notes too Celanese’s H1 results when the Consumer Specialities division 

overall recorded a 4% pricing factor (5% in Q2).  We believe that LVST achieved a 

price rise of 6% on average at the start of the Q3 2008 period which will have 

helped in Q4 with the attainment of the 2008 net income forecast of RMB 60m 

and also in combating past energy price rises. Energy costs for LVST comprise 

9.1% of sales. However, as already noted prices for sorbates have eased of 

late as world economic slowdown and lower input costs take effect.                            

 

The expansion programme planned by LVST 

 

“Sorbic International has now commenced the first stage of the new 

development. The new facilities are being built on the Company’s land which is 

immediately adjacent to its existing site……The new facilities are due for final 

commissioning in late 2009 and a major international food manufacturer has 

already expressed an interest in purchasing the entire output from one of the 

proposed new production lines”.  

The 24th of October 2008 press release of Sorbic International plc.       

 

“The Group’s existing manufacturing facility is currently running at near 100 

per cent of its designed production capacity. Accordingly, the Group’s primary 

strategy is to increase the production capacity and raise the brand positioning 

of its products……The production lines are expected to be operational in the last 

quarter of 2009”.                

John McLean, Chairman, in the Sorbic International plc Accounts for the 9 

months to 30th September 2008 on 23rd December 2008       

 

The present plant is located in the Linyi High & New Tech Industry Development 

Zone on a site of just over 33,000 square metres and is in a good state in terms of 

its equipment due to the recent investments made. The rights to use this site 

extend to February 2053. LVST is now becoming capacity constrained and is 

running close to its 8,000 tpa nameplate capacity at its existing 2 highly 

automated lines (which is given as 11,000 tons in a ‘company profile’ document 

due to the multiplier factor which applies when sorbic acid is converted to 

potassium sorbate). It is planned to upgrade capacity to circa 17,000 tpa of 

sorbates via the addition of 2 extra lines (15,000 tpa on the basis of sorbic acid 

capacity alone). To facilitate this expansion, LVST acquired a site of 13,200 

square metres adjacent to the existing plant in July of 2007. RMB 100m has been 

budgeted for the project, inclusive of both the land and equipment costs, whilst 

this includes a 20% contingency factor. The latter originally appeared a necessity 

as LVST was unable to enter into any fixed price contracts for build work or 

equipment. It is now a plus point as steel costs in China have fallen sharply since 

the listing; circa 30%-40% of the RMB 100m cost is steel-related. We understand 

that LVST is now close to signing an equipment contract which will reflect the 

current environment of lower raw material costs.  The final cost of the project is 

unlikely to materially undershoot the RMB 100m noted, despite the lower steel 

prices and contingency factors, owing to some add-ons/modifications that have 

featured.     

Note the comments of 
Nutrinova last year with regard 
to prices for potassium sorbate 
although the trend in 2009 is 
for easing prices   

LVST is currently capacity 
constrained and plans to more 
than double capacity via 2 extra 
lines with an adjacent site 
already acquired       
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Although the expansion site was secured and occupied in 2007, the cost of the 

land use rights of RMB 4.75m was only settled in the 2008.          

 

The new site will house new dormitories and office facilities whilst the current 

dormitories and offices at the older site will be demolished to make way for 

additional production facilities. The official ground breaking ceremony for the 

new facilities took place in the week ended 17th October 2008.                               

 

The aim is that the 2 new lines will be onstream by late summer of 2009 although 

for greater prudence a Q4 calendar year commissioning date has been assumed. A 

Western project manager is to oversee the expansion and the aim is that 30% of 

the extra production capacity added could receive reflection in LVST’s calendar 

2009 output numbers.  

 

One of the main practical issues in the construction will be that temperatures go 

as low as -25 degrees Centigrade over the winter period – this factor has brought 

the ‘shutters’ down with regard to further progress near term. The equipment for 

the new facility is due to be delivered in April/May of 2009 but this is subject to 

delivery schedules etc. An extra 200 employees are expected to be recruited by 

LVST to operate the 2 new lines with this modest number reflecting the 30% 

higher level of automation that is a design feature (relative to the existing plant).            

 

It is expected that the 2 new production lines will be more focussed on the 

domestic market but the product mix and domestic versus export sales mix will 

be tailored to the market situation at the time: the key point here is that LVST is 

able to produce premium quality sorbic acid and therefore has the flexibility to 

vary its final output as circumstances require. However, there is a possibility that 

a high percentage will be export geared since an existing customer (rumoured to 

be Kraft Foods) is interested in taking the entire output from 1 new line although 

there would be pluses and minuses to any such arrangement e.g. the volume 

assurance would probably require some ‘give’ on the pricing front. No 

arrangement is likely before the extra capacity is onstream i.e. it is still very early 

days here. If an arrangement is concluded with an existing customer for 1 of the 

new lines this could cover a 3 year period. Any such arrangement could hasten 

the production ramp up. Aside from the rumoured interest from Kraft Foods, a 

major US distributor of sorbates is also seemingly interested in securing major 

tonnages from one or both of the new lines. Again, this is an ‘early days’ situation.                  

 

LVST’s marketing spending (currently 2% of sales) is to be increased to help 

expand the sales network both within the PRC and overseas: the sales team will 

concentrate upon developing new markets and strengthening the relationships 

with existing customers. As commented earlier, it is planned over the medium 

term to increase the element of direct sales to customers. The increased 

production will continue to be devoted to food preservation applications; LVST is 

not intending to move into supplying other markets for sorbates.               

 

Management  

A summary of the new team is provided in the next Table. After completion of the 

purchase of Honour Field, Ninety plc (now Sorbic International plc) moved its 

HQ to Hong Kong where Ray Ang and Ms. Chong are both based.     

The official ground breaking 
ceremony for the new facilities 
took place in October       

Hopefully the 2 new lines will be 
onstream by Q4 of 2009  

An extra 200 employees will be 
recruited for the plant 

The extra production will be 
focussed on the domestic market 
although it is rumoured that 
Kraft Foods would like the 
entire output from 1 line      

Marketing is to be increased to 
help expand the sales network   

Note how Sorbic International 
plc has moved its HQ to Hong 
Kong    
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Table 13: The management team of Sorbic International   

Non-Executive 

Chairman 

John McLean Originally a chartered accountant with Coopers & Lybrand in London and New York and a former 

Executive Director of Ninety plc. Is also Chairman of Albany Capital plc and of China Food 

Company plc. From 1992-1996 he was General Manager of ICS and co-led a MBO of this company 

with 3i before it was sold to Hays plc in 1996. In 1998 he was selected to undertake a strategic 

review of Gamma Holdings NV's UK interests which included Sanderson (the textile and wallpaper 

company) and he remained with Sanderson until 2003 serving as its MD and implementing a 

turnaround and disposal plan. Sanderson returned to profitability whilst John McLean was a 

director but required additional funding to grown and complete its restructuring which was not 

forthcoming and led to a liquidator being appointed with the deficiency to creditors £41m+.                 

President and 

Executive Director  

Wang Yan Ting The former Chairman, CEO and founder of LVST with 8 years of experience in the food 

preservatives industry. Previously, his career had included 4 years work in the police force, 

employment as MD of Linyi Huasheng Trading Ltd (engaged mainly in chemicals and plastics 

manufacture) and work as General Manager of Linyi Zhonqiao Property Development Ltd a 

Chinese property developer. He is responsible for day to day running of LVST and has been very 

thorough with regard to matters connected to the new factory.               

CEO Ray Ang Wee Bon  The Senior Vice President of Hermes Capital Ltd. Holds a MBA from Macquarie University of 

Sydney and has 14+ years of experience in personal and corporate finance.  He undertook much of 

the due diligence work linked to the purchase of LVST and is bi-lingual providing a means of 

liaison between John McLean and the Chinese staff of LVST. He is currently spending 100% of his 

time working for Sorbic International plc.             

CFO Susan Chong Hooi 

San 

A fellow of the UK's Association of Chartered Certified Accountants with 12+ years of experience in 

commercial finance and audit, consultancy and advisory services for businesses, projects and due 

diligence for direct investment. Also bi-lingual and also spending 100% of her time working for 

Sorbic International plc. However, she is not expected to remain on the Board after April.            

Non-Executive 

Director 

Nicholas Smith Trained as an accountant with Ernst & Young before joining the Jardine Fleming Group in Hong 

Kong in 1986 with his role there including that of FD. Became a Director of Robert Fleming 

International in 1998 and Director of Origination, Investment Banking. Currently serves as senior 

independent director of Ophir Energy plc and as a non-executive director at Asian Citrus Holdings 

Ltd and PLUS Markets Group plc. Is also a director of Plus Markets plc, The Ernshaw Partnership 

Ltd, Totally Independent Directors Ltd, 4C Associates Ltd and 9 Flies Ltd.            

Source: Admission document/other   

 

There are 2 British nationals on the Board - John McLean and Nicholas Smith – 

whilst the former expects to spend 25% of his time in China. Board meetings are 

held monthly in China but English is the language spoken at these.        

 

The terms of the Honour Field purchase transaction 

As noted, Honour Field agreed last April to purchase LVST for circa RMB 47.2m, 

although this was subject to closing NAV adjustments and the actual price paid 

was RMB 48.7m. On the basis of this latter price and the in-situ net cash of circa 

RMB 14.9m at end 2007, Honour Field paid approximately RMB 33.8m ‘all in’ or 

just 0.9x actual 2007 net income. The exit EV/sales ratio was a mere 0.2x! If one 

recalculates matters using the circa RMB 2.0m of net cash applying as of end 

June 2008 (by which time a large dividend payment had been made) but allowing 

for the forecast net income in 2008 of at least RMB 60m then Honour Field’s ‘all 

in’ entry price was circa RMB 46.7m - less than 0.8x the net income forecast.  

 

Assuming the above 2008 profits forecast of LVST is attained, Ninety/Sorbic 

International plc will have paid £20.12m or circa £21.0m after allowing for 

transaction costs (including linked Placing and Admission costs) and the £125k 

fee charged by Albany Capital plc for transaction management services provided 

(note 22.23 of the Admission document). This is the equivalent of RMB 287.9m at 

the end June £/RMB rate of 13.71 that was used in the Admission document 

which falls slightly to RMB 285.9m after allowing for LVST’s net cash at end June 

2008.  As a result, Sorbic International plc paid an entrance multiple of 7.3x 2007 

John McLean is expecting to 
spend circa 25% of his time in 
China    

Honour Field’s entry price tag 
was stunningly low  

However, Ninety/Sorbic 
International plc cannot be said 
to have paid a high price     
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net income or 4.8x forecast net income. On a sales basis using 2007 actual 

numbers around 1.6x sales was paid. Summarised and including EV/EBIDA 

ratios for 2007: 

 

Table 14: Purchase ratios 

 Cost 'all in' RMB 
(m) 

All in cost/2007A 
EBITDA 

All in cost/2007A 
net income 

All in cost/2008E 
net income 

All in cost/2007A 
sales 

Honour Field 46.7 0.8x 1.2x* 0.8x* 0.3x 

Sorbic International 285.9 5.2x 7.3x* 4.8x* 1.6x 
 

Source: FinnCap. * Flattered by the low tax rate situation described earlier with 12.5% the effective  rate in 2008      

 

The changes in the equity base resultant from the Honour Field transaction are 

shown below. Because of the large shareholdings of Prime Mega International, 

Albany Capital plc and Hermes Financial Group (BVI) Ltd described earlier, the 

free float is very limited: the last Accounts disclosed how these parties held 

90.67% of the issued equity. They will hold 93.55% if the 2008 net income 

forecast of LVST is attained thereby crystallising the issue of the extra 10.3m 

shares (prior to any likely allocation of the 10.3m shares to the new management 

team as is possible). Hence a free float of 9.33% could potentially be cut to a mere 

6.45%.               

 

Chart 4: Changes in the issued equity base of Sorbic International plc 
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Source: FinnCap based on publicly disclosed data 

 

The Placing proceeds were intended to partially cover the cost of the acquisition 

of Honour Field and Sorbic International plc’s Admission to AIM.        

The free float is already low in 
percentage terms and could fall 
even further      
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Financials 

We illustrate below LVST’s balance sheet. It will be observed that there are no 

longer term liabilities. However, in China banks do rarely offer long term loans – 

instead, it is common practice to offer term loans which are renewed yearly.  

 

Table 15: Balance sheet summary for LVST and Sorbic International plc   

 End 2005 
LVST 

(RMB m) 

End 2006 
LVST 

(RMB m) 

End H1 
2007 LVST 
(RMB m) 

End 2007 
LVST 

(RMB m) 

End H1 
2008 LVST 
(RMB m) 

At 30th 
Sept 2008 
SI (£m) 

At 30th 
Sept 08 SI 
(RMB m) 

Property, plant & equipment 60.718 55.972 55.051 53.455 51.298 4.143 50.089 

Prepaid land lease payments 3.994 3.909 3.867 18.920 18.727 1.541 18.630 

Sub-total for fixed assets 64.712 59.881 58.918 72.375 70.025 5.684 68.719 

Inventories 4.855 8.864 6.893 10.215 4.737 0.391 4.731 

Trade receivables 9.529 13.003 15.554 16.143 19.525 1.774 21.447 

Prepayments, deposits and other 
receivables 

0.109 15.442 15.440 0.054 5.837 0.572 6.914 

Pledged bank deposits 0.000 3.000 0.000 0.000 0.000 0.000 0.000 

Bank and cash balances 13.042 23.019 37.613 53.342 25.554 6.502 78.602 

Due from related company: Hermes 
Financial Group (BVI) Ltd 

0.000 0.000 0.000 0.000 0.000 2.216 26.793 

Sub-total for current assets 27.535 63.328 75.500 79.754 55.653 11.455 138.487 

Total assets 92.247 123.209 134.418 152.129 125.678 17.139 207.206 

Trade payables 9.955 1.217 4.625 5.648 4.775 0.520 6.296 

Advanced payments 1.093 1.069 1.557 1.547 2.178 0.064 0.774 

Accruals and other payables 0.326 0.416 0.569 0.623 0.730 0.450 5.438 

Due to shareholders/directors 12.968 10.697 10.697 10.697 0.000 3.164 38.242 

Interest bearing debts 14.000 30.650 31.050 27.700 23.600 2.097 25.350 

Current tax liabilities or assets -2.239 -0.061 2.527 2.706 3.652 0.315 3.813 

Amount due to related company: 
Hermes Capital 

0.000 0.000 0.000 0.000 0.000 0.072 0.876 

Amount due to related company: Albany 
Capital 

0.000 0.000 0.000 0.000 0.000 0.222 2.687 

Sub-total for current liabilities 36.103 43.988 51.024 48.921 34.935 6.904 83.476 

Net assets 56.144 79.221 83.394 103.208 90.743 10.235 123.730 

Property, plant & equipment splits:        

Buildings 20.448 19.365 n/a 18.283 17.741 1.445 17.471 

Plant & machinery 39.978 36.328 n/a 33.093 31.278 2.512 30.371 

Office equipment & fixtures 0.119 0.099 n/a 0.447 0.389 0.030 0.361 

Motor vehicles 0.173 0.180 n/a 0.105 0.063 0.005 0.058 

Construction in progress 0.000 0.000 n/a 1.527 1.827 0.151 1.827 

% buildings 33.7 34.6 n/a 34.2 34.6 34.9 34.9 

% plant & machinery 65.8 64.9 n/a 61.9 61.0 60.6 60.6 

% office equipment & fixtures 0.2 0.2 n/a 0.8 0.7 0.7 0.7 

% motor vehicles 0.3 0.3 n/a 0.2 0.1 0.1 0.1 

% construction in progress 0.0 0.0 n/a 2.9 3.6 3.7 3.7 
 

Source: The Admission document, 2008 Accounts & RMB data provided by management at 30/9/08.  SI = Sorbic International plc. The £3.164m payable to 

shareholders/director at 30/9/08 was a payable to Wang Yan Ting for the proceeds from the acquisition of LVST. The £/RMB exchange rate at 30/9/08 was 12.089.    

An absence of longer term 
liabilities is a notable feature 
but this is normal in the PRC  



Sorbic International* 9th February 2009 
Initiation of research coverage 

  29 

 

The prepaid land lease payments relate to payments for land use rights situated in 

the PRC under medium term leases. Some have been pledged in the past as 

security for bank loans and the Sorbic International plc Accounts disclosed that 

as of 30th September 2008 circa RMB 3.8m was still pledged. The large increase 

in prepaid land lease payments in 2007 related to an agreement entered into in 

November 2006 in respect of land use rights for circa 46,00 square metres at the 

East side of East Binhe Road in the Economic Zone of Linyi. We understand that 

this land is around 5 miles from the current factory of LVST and is vacant land 

that was acquired on a speculative basis. Land use rights owned all cover 50 year 

periods and are therefore amortised on a straight line basis over this period.      

 

Pledged bank deposits, which featured in the past, were pledged to secure 

banking facilities granted to LVST. At 30th September of 2008 RMB 20.75m of 

bank loans were secured by pledges of buildings & equipment and land lease 

prepayments according to Note 19 of the Sorbic International plc 2008 Accounts 

but there were no pledged bank deposits then. The ‘due from related company’ 

asset which appears in the balance sheet at 30th September 2008 relates to 

monies owed by Hermes Financial Group (BVI) Ltd, a shareholder in Sorbic 

International plc and owned by Ray Ang Wee Bon. This amount was paid to 

Sorbic International plc in January 2009. It reflected monies held in trust by 

Hermes Financial Group for the completion of Wholly Owned Foreign Enterprise 

(WOFE) status. The ‘due to shareholders’ line related to loans which were 

provided by Wang Yan Ting and Zheng Zhia Hao; these and short term banking 

facilities were used in the past to fund LVST’s expansion. Shareholder loans had 

all been repaid by the end of June of 2008. Interest bearing debts are mainly 

secured by pledges of certain buildings and equipment, bank deposits and land 

lease prepayments as noted. Amounts owed by Sorbic International plc to related 

companies (Hermes Capital and Albany Capital plc) at 30th September 2008 were 

for services provided in connection with the reverse takeover.              

 

Working capital ratio information is summarised below. Stocks are modest since 

all sorbates manufactured are sold quickly. One would have thought that scope 

exists to push out the trade payables ratio as a percentage of sales. LVST’s terms 

of trade for receivables allow for settlement in 30 days for domestic customers 

and 45 days for overseas customers so that the geographic mix to sales can 

influence this ratio. There are in practice only around 16 international debtors.       

    

Table 16: Working capital ratios for LVST and Sorbic International plc 

 2005 LVST 
(RMB m) 

2006 LVST 
(RMB m) 

H1 07 LVST 
(RMB m) 

2007 LVST 
(RMB m) 

H1 08 LVST 
(RMB m) 

First 9mths 
08 SI (£m) 

First 9m 08 
SI (RMB m) 

Inventories as % of sales  4.4 5.6 7.9 5.8 4.7 3.4 3.4 

Trade receivables as % sales 8.7 8.2 17.8 9.1 19.3 15.2 15.2 

Trade payables as % sales 9.1 0.8 5.3 3.2 4.7 1.5 1.5 

Overall wk capital ratio (%) 4.0 13.0 20.4 11.7 19.3 17.1 17.1 

Inventories (days) 16.1 20.5 14.4 21.1 8.6 9.2 9.2 

Trade receivables (days) 31.7 30.0 32.5 33.3 35.2 41.8 41.8 

Trade payables (days) 33.1 2.8 9.7 11.6 8.6 4.2* 4.2* 
 

Sources: Admissions document & 2008 Accounts. SI = Sorbic International. RMB data for the first 9 months of 2008  allows for the 12.089 £/RMB rate applying at 

30/9/08 but exact numbers given by Sorbic. * Numbers were distorted on a reported base because end September 2008 trade payables of £3.685m were for the entire 

group.  Trade creditors in the books of LVST alone were only £0.177m and most of the balance of the £3.685m shown related to £3.164m in Honour Field books then.       

 

Land use rights are all 
amortised over a 50 year period 

Pledged bank deposits have 
featured in the past to secure 
banking facilities    

LVST’s terms of trade allow for 
a 45 days settlement period for 
overseas customers   
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Cash flow data is summarised overleaf. It will be observed that LVST has 

consistently generated strong cashflows from operations. It is also strongly free 

cash flow positive and this had enabled it to repay all of the loans provided in the 

past by shareholders by end June of 2008. Modest capex – well below 

depreciation of late - and the favourable tax situation have aided the good free 

cash flow numbers. Capex over RMB 10,000 requires the approval of an 

Executive Director and the manager of the Accounts Department.       

 

Dividend payments totalled RMB 24.0m in 2006 and 2007, whilst ahead of the 

purchase by Honour Field (and then in turn of this entity being bought by Sorbic 

International plc) circa RMB 39.6m of dividends were paid out in H1 of 2008. 

LVST still had net cash of circa RMB 2.0m at end June 2008 despite this large 

dividend payment. This and continuing cash generation plus the cash resources 

which accompanied Ninety plc will all be positives when it comes to funding the 

expansion programme.  

 

The Admission document clarified that no dividends will be paid by Sorbic 

International plc “in the immediate future”. However, this matter may be subject 

to review once the expanded production facilities are ‘bedded down’. It also 

depends too on whether any suitable acquisition possibilities are concluded.                

 

Note that historically LVST has not produced formal budgets but Susan Chong, 

the new CFO who started work on a full time basis in September, was expected to 

upgrade current financial controls. For example, an annual budget will be 

prepared and monthly results will be monitored relative to this. It is also intended 

to prepare consolidated management information at least twice p.a. and to assess 

all major business risk factors.               

LVST has been delightfully cash 
generative     

Strong cash generation will be a 
plus for funding expansion 
planned, whilst the cash 
resources that accompanied 
Ninety plc will also help here    

No dividends will be paid in the 
immediate future but this could 
change     

Improved financial controls 
seem likely  
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Table 17: Cash flow trends for LVST and Sorbic International plc  

 2005 
LVST 

(RMB m) 

2006 
LVST 

(RMB m) 

H1 2007 
LVST 

(RMB m) 

H2 2007 
LVST 

(RMB m) 

2007 
LVST 

(RMB m) 

H1 2008 
LVST 

(RMB m) 

9 mths 
2008 SI 

(£m) 

9 mths SI 
2008 

(RMB m) 

EBIT 20.247 34.990 24.331 25.864 50.195 32.718 3.392 41.006 

Adjustment for:         

Amortisation of prepaid land lease payments 0.070 0.085 0.042 0.043 0.085 0.193 0.234 2.829 

Pre-operating expenses 0.254 0.000 0.000 0.000 0.000 0.000 0.000 0.000 

Depreciation 3.541 4.791 2.426 2.446 4.872 2.456 0.270 3.264 

Losses on sale of property, plant & 
equipment  

0.000 0.044 0.000 -0.009 0.000 0.000 0.000 0.000 

Payment in advance 1.093 -0.024 0.487 0.000 0.478 0.631 0.020 0.242 

Change in working capital -4.448 -16.459 2.826 -2.594 0.232 1.240 2.939 35.529 

Increase/(decrease) in amounts due to 
shareholders 

-8.538 -2.272 0.000 0.000 0.000 -10.697 -3.473 -41.985 

Change amounts due related companies    0.000 0.000 0.000 0.000 0.000 0.000 -2.216 -26.789 

Change amounts owed related companies 0.000 0.000 0.000 0.000 0.000 0.000 0.295 3.566 

Other items -3.132 2.085 2.785 -0.926 1.859 0.938 -0.021 -0.254 

Cash generated from operations 9.087 23.240 32.897 24.824 57.721 27.479 1.440 17.408 

Net interest paid -1.159 -2.729 -1.146 -1.125 -2.271 -1.649 -0.130 -1.572 

Tax paid 0.000 0.000 -3.902 -3.919 -7.821 -3.873 -0.416 -5.029 

Additions to pre-paid land lease payments  0.000 -15.095 0.000 0.000 0.000 -5.302 0.000 0.000 

Capex (net) -3.959 -0.097 -1.655 -0.701 -2.356 -0.765 -0.025 -0.302 

Acquisitions** 0.000 0.000 0.000 0.000 0.000 0.000 1.715 20.733 

Dividend 0.000 -9.000 -15.000 0.000 -15.000 -39.578 0.000 0.000 

Other items n/a 2.279 0.000 0.000 0.000 10.697 0.049 0.592 

Overall inflow/(outflow) n/a -1.402 11.194 19.079 30.273 -12.991 2.633 31.830 

Opening net cash/(debt)*  n/a -13.926 -15.328 -4.134 -15.328 14.945 1.772 21.422 

Closing net cash/(debt)* -13.926 -15.328 -4.134 14.945 14.945 1.954 4.405 53.252 

Net capex/sales (%) 3.6 0.1 1.9 0.8 1.3 0.8 0.2 0.2 

Net capex/depreciation (%) 111.8 2.0 68.2 28.7 48.4 31.1 9.3 9.3 
 

Source: FinnCap based on the Admissi0n document but modified somewhat in presentation terms.  SI = Sorbic International plc with RMB data based on the £/RMB 

rate of 12.089 at 30th September 2008.  * includes amounts due to shareholders. ** reflected the reverse acquisition accounting adopted with the £1.715m being the 

net cash acquired via what had been Ninety plc.          

 

Net finance costs of circa RMB 1.7m were incurred in H1 of 2008 by LVST even 

though it began the year with net cash of almost RMB 15m and still had net cash 

of circa RMB 2m at end June. We believe this situation reflects the very low rates 

secured on gross cash compared to the markedly higher rates incurred for gross 

debts. The Admission document disclosed that rates of 4.65%-6.26% were 

incurred for ‘amounts due to shareholders’ and an average 9.71% in H1 of 2008 

for bank loans (with coupons here ranging from 5.4% p.a. to 15.7% p.a.). The 

2008 Accounts for Sorbic International plc detailed that an average rate of 10.7% 

was being paid for bank loans at end September 2008. It seems odd, given this 

rates divergence, that LVST has maintained such large gross cash deposits in the 

past (and again as of end September 2008 when gross cash was £6.5m versus 

gross debts of £2.1m). We gather that this has been for the following reasons: first 

to pay dividends to past shareholders; second because it is difficult to secure long 

LVST looks to have been 
earning low returns on its gross 
cash but paying heavily for its 
borrowings     
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term loans from banks in China; and third because the cash accumulated can be 

used for the building of new facilities.         

   

The gross cash of RMB 25.5m held by LVST at 30th June was boosted by the in-

situ net cash that Ninety plc held at the time of the transaction. At the exchange 

rate applying at end June 2008, LVST held the equivalent of £1.863m of gross 

cash whilst Ninety plc had £3.057m worth then. Allowing for the net Placing 

proceeds of £0.24m and the expected costs of £0.76m, proforma gross cash of 

Sorbic International plc was £4.4m. Actual gross cash at end September of the 

newly created Sorbic International plc was £6.5m reflecting continued cash 

generation at LVST. This is enough to fund much of the expansion programme 

planned for LVST: the RMB 100m expansion plan equates to circa £10.3m at the 

current (depressed) rate of £1 = RMB 9.7. Net cash at end September was £4.4m.                   

 

Sorbic International’s financial year and the results 
reported in December     

LVST reported on a calendar year basis and we understand that the earliest this 

could be adopted by Sorbic International plc would be 2010. Hence for the near 

term at least the results will correspond to the former Ninety plc’s financial year 

end. Ninety plc announced a year end change from 30th June to 30th September in 

March of 2008 and subsequently (on the 23rd of May) reported interims for the 

8.5 months period to 29th February 2008 which spanned the period from its 

incorporation on 15th June 2007. It might therefore have been expected that the 

maiden results of Sorbic International plc in December would span the 15.5 

months period to end September 2008. However, in practice reverse acquisition 

accounting was adopted. This resulted in 9 months results to end September 

2008 being reported for Honour Field Group (which owns LVST) and the results 

of what was Ninety plc being included only from 29th September to 30th 

September. The comparative numbers provided for calendar 2007 were for 

Honour Field alone. We reproduced the results for the 9 months to end 

September 2008 within Table 7, whilst Table 13 in which we showed the 

segmental splits included information for both this period and calendar 2007.                      

 

Forecasts for LVST (on a calendar year basis)   

LVST traded well in the first 9 months of 2008. The gross margin result for this 

period of 37.5% reported by Sorbic International plc – effectively a number for 

LVST alone given the reverse acquisition accounting mentioned – provided proof 

of this. We would be surprised if the 2008 net income forecast for LVST (of RMB 

60m) is not attained and as one knows the probable tax rate (12.5%) then this 

requires RMB 68.6m of PBT. The only caveats, as noted earlier, are that some 

exchange losses were absorbed in the Sorbic International plc numbers reported, 

as were some listing costs. The former have been stripped out in the forecast for 

2008 in the next Table. The other key assumptions for the calendar year forecasts 

for LVST overleaf are thus: 

 

1) At the company level LVST readily attains its 2008 net income target.     

2) Sustained strong pricing featured in 2008 but is not sustained in 2009 

because the gloomy business climate has not spared China. We have 

assumed that average prices rise by 7% on a H2 on H1 basis in 2008 but 

record a decline of an average 7% on a 2009 versus 2008 basis. Flat 

pricing has then been assumed for 2010.   

Sorbic International plc began 
life with gross cash of £6.5m, 
nicely ahead of the £4.4m 
proforma number in the 
Admission document           

Reverse acquisition accounting 
was adopted for the results 
reported in December of 2008              

It would be a surprise if the 
2008 net income forecast is not 
attained         
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3) The extra capacity is onstream at the start of Q4 of 2009 with a quick 

and highly progressive ramp up to sales from the 2 new lines in 2010. 

Since LVST is currently capacity constrained, this seems perfectly logical.      

4) The expansion absorbs the entire RMB 100m allocated, including the 

contingency factor. This may prove harsh given easing build costs, steel 

purchase costs etc but a prudent stance looks warranted for now.   

5) There is some initial adverse impact on LVST’s gross margin from the 

plant expansion in 2010: some teething problems are inevitable. The 

expansion is likely to occur too late on in 2009 though to have much, if 

any, gross margin effect then. However, the developing growth slowdown 

in China discussed earlier clearly needs to be allowed for in 2009 so we 

have taken a prudent line here as regards the gross margin projection.        

 

All numbers are for LVST alone as if it had continued to exist as a stand alone 

entity. There has been no allowance therefore for the cash resources that 

accompanied Sorbic International plc – we factor these in later.                               

 

Table 18: P&l forecasts for LVST on a calendar year basis (RMB m)  

 H1 2007 H2 2007 2007 H1 2008 9m 2008 Q4 08E Yr 2008E Yr 2009E Yr 2010E 

Sales 87.232 89.879 177.111 101.090 158.286 50.197 208.483 221.452 387.439 

Cost of sales -58.647 -60.831 -119.478 -63.630 -98.927 -30.366 -129.293 -140.302 -252.649 

Gross profit 28.585 29.048 57.633 37.460 59.359 19.831 79.190 81.150 134.790 

Gross margin (%) 32.8 32.3 32.5 37.1 37.5 39.5 38.0 36.6 34.8 

Other income 0.111 0.278 0.389 0.083 0.000 0.000 0.000 0.000 0.000 

Distribution and selling expenses -2.072 -1.253 -3.325 -1.174 -1.778 -0.512 -2.290 -2.450 -4.490 

Administrative expenses -2.293 -2.209 -4.502 -3.651 n/a n/a -7.300 -10.000 -15.000 

Add-back fx loss absorbed at SI in first 9 

months  

n/r n/r n/r n/r 6.100 n/r 6.100 n/r n/r 

EBIT 24.331 25.864 50.195 32.718 n/a n/a 75.700 68.700 115.300 

EBIT margin (%) 27.9 28.8 28.3 32.4 n/a n/a 36.3 31.0 29.8 

Finance costs LVST -1.256 -2.131 -3.387 -1.732 n/a n/a -3.000 -6.750 -2.800 

PBT 23.075 23.733 46.808 30.986 n/a n/a 72.700 61.950 112.500 

Tax -3.902 -3.919 -7.821 -3.873 n/a n/a -9.088 -7.744 -28.125 

Tax rate (%) 16.9 16.5 16.7 12.5 n/a 12.5 12.5 12.5 25.0 

Net income LVST alone 19.173 19.814 38.987 27.113 n/a n/a 63.612 54.206 84.375 

Sales sorbic acid (tonnes) existing lines 1,500e 1,499e 2,999 1,511 2,362 728 3,090 3,090 3,090 

Sales potassium sorbate (tonnes) existing lines 2,329e 2,312e 4,641 2,492 3,765 1,115 4,880 4,880 4,880 

Sales sorbates (tonnes) new lines n/r n/r n/r n/r n/r n/r n/r 1,125 7,900 

Sales volume total (tonnes) 3,829e 3,811e 7,640 4,003 6,127 1,843 7,970 9,095 15,870 

Av selling price SA (RMB/tonne) existing lines n/a n/a 24,204 26,498 27,102 28,398 27,426 25,506 25,506 

Av selling price PS (RMB/tonne) existing lines   n/a n/a 22,522 24,499 25,039 26,307 25,356 23,581 23,581 

Av selling price sorbates (RMB/tonne) new lines  n/r n/r n/r n/r n/r n/r n/r 24,500 24,500 

Overall av selling price (RMB per tonne) 22,782e 23,584e 23,182 25,254 25,834 27,237 26,158 24,349 24,413 

Sales revenue SA (RMB m) existing lines   n/a n/a 72.588 40.039 64.015 20.731 84.746 78.814 78.814 

Sales revenue PS (RMB m) existing lines n/a n/a 104.523 61.051 94.271 29.466 123.737 115.075 115.075 

Sales revenue (RMB m) new lines n/r n/r n/r n/r n/r n/r n/r 27.563 193.550 

Sales revenue total as above 87.232 89.879 177.111 101.090 158.286 50.197 208.483 221.452 387.439 
 

Source: FinnCap. E = estimated, n/a = not available for LVST alone. SA denotes sorbic acid and PS = potassium sorbate. SI denotes Sorbic International   

We have assumed a rapid 
production ramp up at the 2 
new lines in 2010  

A decline in the gross margin 
has been assumed for both 2009 
and 2010   

All numbers are for LVST alone  
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Cash flow estimates are set out below and again we emphasise that these are for 

LVST alone. It is likely that the capex spend for the new facilities remained 

modest in H2 of 2008 so that the RMB 100m spend budgeted for will largely arise 

in 2009. The cash flow data for Sorbic International plc for the first 9 months of 

2008 (cf Table 17) shows that net capex in this period was a mere RMB 0.3m.               

 

Table 19: Cash flow forecasts for LVST on a calendar year basis (RMB m) 

 H1 2007 H2 2007 2007 H1 2008 H2 08E Yr 08E Yr 09E Yr 10E 

EBIT 24.331 25.864 50.195 32.718 42.982 75.700 68.700 115.300 

Adjustment for:         

Amortisation of prepaid land lease 
payments 

0.042 0.043 0.085 0.193 0.207 0.400 0.400 0.400 

Depreciation 2.426 2.446 4.872 2.456 2.544 5.000 7.000 15.000 

Payment in advance 0.487 -0.009 0.478 0.631 0.000 0.631 0.500 0.500 

Change in working capital 2.826 -2.594 0.232 1.240 -5.040 -3.800 -5.000 -20.000 

Increase/(decrease) in amounts due to 
shareholders 

0.000 0.000 0.000 -10.697 0.000 -10.697 0.000 0.000 

Other items 2.785 -0.926 1.859 0.938 -1.938 -1.000 -1.000 -1.000 

Cash generated from operations 32.897 24.824 57.721 27.479 38.755 66.234 70.600 110.200 

Net interest paid -1.146 -1.125 -2.271 -1.649 -1.351 -3.000 -6.750 -2.800 

Tax paid -3.902 -3.919 -7.821 -3.873 -5.127 -9.000 -7.700 -28.000 

Additions to pre-paid land lease payments  0.000 0.000 0.000 -5.302 0.000 -5.302 0.000 0.000 

Capex (net) -1.655 -0.701 -2.356 -0.765 -3.305 -4.070 -95.000 -10.000 

Dividend to former shareholders  -15.000 0.000 -15.000 -39.578 0.000 -39.578 0.000 0.000 

Other items 0.000 0.000 0.000 10.697 0.000 10.697 0.000 0.000 

Overall inflow/(outflow) 11.194 19.079 30.273 -12.991 28.972 15.981 -38.850 69.400 

Opening net cash/(debt) including 
amounts due to shareholders  

-15.328 -4.134 -15.328 14.945 1.954 14.945 30.926 -7.924 

Closing net cash/(debt) including amounts 
due to shareholders 

-4.134 14.945 14.945 1.954 30.926 30.926 -7.924 61.476 

 

Source: FinnCap 

 

The dividend paid to former shareholders in the H1 period of 2008 was paid in 

February of last year.   

 

Forecasts on an actual basis for Sorbic International  

These have again been compiled in RMB since Sorbic International plc’s sole 

trading business is LVST so it is logical to forecast in this currency before 

converting projections through to Sterling. Estimates are now on an end 

September year end basis and we have also factored in the following: 

 

1) The 10.3m extra Sorbic International plc shares which will be issued 

once confirmation is provided that LVST attained its 2008 forecast. If 

issued, these shares are likely to be allocated in February or March of 

2009. However, for prudence we have assumed a 1st of February issuance 

date so they exist for 8 months in 2008/09.  

2) The impact on interest receivable of the net cash that accompanied the 

former Ninety plc as of 29th September 2008. This is known from the 

Forecasts are now on an end 
September financial year basis 
and factor in the cash resources 
added via Ninety plc          
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2008 Accounts to have amounted to £1.974m (see Note 29). Given UK 

base rate trends the boost from this will be minor.       

3) The boost to LVST’s production from the new production facility. We 

have assumed that this proceeds to schedule but with zero volume 

increment in 2008/09.    

4) An assumed average £/RMB rate of 10.5 for 2008/09. The rate as of 28th 

January 2008 was 9.68 following a period of marked depreciation in 

Sterling with a low of circa 9.3 recorded at one stage this January. 

Throughout the Admission document a £/RMB rate of 13.71 was used, 

this being the rate applying as of end June 2008, hence the fact for 

instance that the planned RMB 100m expansion programme was cited as 

being equivalent to circa £7.3m. The chart below illustrates this 

weakening trend to Sterling which should generate translational gains 

for Sorbic International plc in 2008/09. For the record, the average 

£/RMB rate in the 3 months to end December 2008 was 10.8, so 10.5 as 

an average for the year to end September 2009 could prove prudent.                            

 

Chart 5: The Chinese Renminbi rate versus Sterling – daily data since end September of 2008    
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Source: FinnCap based on daily data we were able to download from www.exchange-rates.org/history/CNY/GMB/G/M        

 

Estimates are set out below. Nothing has been allowed for the efficiencies which 

LVST should reap over time from its expanded production – better purchasing 

terms, increased sales force productivity etc.  These efficiencies could be sizeable 

Sterling’s recent weakness 
versus the RMB merits note    

Nothing has been included in 
2009/10 for the efficiencies 
which should arise from LVST’s 
expanded output   
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but for now lie in the future and there is also no easy means for the external 

observer to estimate their quantum.            

 

Table 20: P&l estimates for Sorbic International plc (in RMB m unless indicated otherwise) 

 9 months to 
end Sept 2008 

(RMB m) 

Yr 2008/09E 
(RMB m) 

Yr 2009/10E 
(RMB m) 

Sales 158.286 197.475 366.614 

Cost of sales -98.930 -126.125 -239.714 

Gross profit 59.356 71.350 126.900 

Gross margin (%) 37.5 36.1 34.6 

Distribution and selling expenses -1.780 -2.200 -4.200 

Administrative expenses -11.533 -9.300 -13.800 

EBIT 46.043 59.850 108.900 

EBIT margin (%) 29.1 30.3 29.7 

Finance costs LVST -1.724 -5.400 -3.800 

Interest receivable via the net cash of what was Ninety plc   0.000 0.600 0.600 

PBT 44.319 55.050 105.700 

Tax -6.317 -6.881 -23.148 

Tax rate (%) 14.2 12.5 21.9 

Net income 38.002 48.169 82.552 

Average equity (m) n/r 29.955 33.389 

EPS (RMB) n/r 1.61 2.47 

Sales volume sorbic acid (tonnes) existing lines 2,362 3,046 3,090 

Sales volume potassium sorbate (tonnes) existing lines 3,765 4,775 4,880 

Sales volumes sorbates (tonnes) new lines n/r n/r 7,050 

Sales volume total (tonnes) 6,127 7,821 15,020 

Av selling price for sorbate acid (RMB per tonne) existing lines 27,102 26,229 25,506 

Av selling price for potassium sorbate (RMB per tonne) existing lines   25,039 24,623 23,581 

Av selling prices for sorbates (RMB per tonne) new line  n/r n/r 24,500 

Overall av selling price (RMB per tonne) 25,834 25,249 24,408 

Sales revenue sorbic acid existing lines   64.015 79.900 78.814 

Sales revenue potassium sorbate existing lines 94.271 117.575 115.075 

Sales revenue new lines n/r n/r 172.725 

Sales revenue total as above 158.286 197.475 366.614 
 

Source: FinnCap 

 

These numbers have been factored into our end September cash flow projections 

overleaf. We have not assumed any dividends are declared for 2009/10 as there 

was no commitment here in the Admission document: the relevant comments 

were that the enlarged group “…does not expect to recommend or pay any 

dividends in the immediate future. However, the New Board will review the 

situation once the new production facilities are fully operational”.    

 

   

We have not assumed any 
dividends are declared for 
2009/10   
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Table 21: Cash flow  forecasts for Sorbic International plc (in RMB m) 

 9 mths to end 
Sept 2008 

Yr 2008/09E Yr 2009/10E 

EBIT 41.006 59.850 108.900 

Adjustment for:    

Amortisation of prepaid land lease payments 2.829 0.400 0.400 

Depreciation 3.264 6.500 13.000 

Payment in advance 0.242 0.530 0.500 

Change in working capital 35.529 -4.700 -16.500 

Increase/(decrease) in amounts due to shareholders -41.985 0.000 0.000 

Change amounts due to related companies -26.789 26.789 0.000 

Change amounts owed to related companies 3.566 -3.566 0.000 

Other items -0.254 -1.000 -1.000 

Cash generated from operations 17.408 84.803 105.300 

Net interest paid -1.572 -5.400 -3.800 

Interest receivable via what was Ninety plc  n/r 0.600 0.600 

Tax paid -5.029 -6.800 -23.000 

Capex (net) -0.302 -93.000 -10.000 

Cash added via Ninety plc net of Placing funds and costs 20.733 0.000 0.000 

Other items 0.592 -1.000 0.000 

Overall inflow/(outflow) 31.830 -20.797 69.100 

Opening net cash/(debt) including amounts due to shareholders  21.422 53.252 32.455 

Closing net cash/(debt) including amounts due to shareholders 53.252 32.455 101.555 
 

Source: FinnCap       

 

 

Assuming both an average and year end rate of £1 = RMB 10.5 for both years then 

one could be looking at the following as regards key numbers: 

 

Table 22: P&l and net cash data highlights in Sterling terms  

 Yr 2008/09E Yr 2009/10E 

Sales (£m) 18.8 34.9 

PBT (£m) 5.2 10.1 

EPS (p) 15.3 23.5 

Year end net cash (£m) 3.1 9.7 
 

Source: FinnCap 

 

Possible key numbers in Sterling 
terms assuming both average 
and spot rates of £1 = RMB 10.5  
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Appendix: Background comments on Albany Capital 
plc and Hermes Capital Ltd   

For anyone looking at Sorbic International it helps to appreciate the roles in its 

creation by Albany Capital plc and Hermes Capital Ltd. The matter has relevance 

due to the subsequent share ownership structure of Sorbic International plus the 

composition of its senior management team.      

 

Albany Capital plc 

Albany Capital plc (see www.consultantsindesign.co.uk/sites/albany/portfolio-

investments.php) was incorporated in May 2000 to achieve long-term capital 

growth via investments in life science companies. In September 2006 a new 

investing strategy was proposed and a name change to Albany Capital made. The 

objective was to make minority investments in unquoted companies, or as part of 

the IPO process of such companies. A Placing raised £8.275m gross, whilst the 

Directors had the freedom to invest in diverse companies and planned to make 

use of private equity type methods in private and listed concerns to “achieve a 

medium term return”. A Mark 2 investment strategy was adopted in 2007, with 

this based on investments in growing companies with high quality local 

management teams based in the PRC. The Board specified it favours “companies 

that have predictable earnings and cash flow…..” which “are significantly 

profitable at the time of investment”. Albany Capital plc can provide local 

entrepreneurs with capital for investment and a path to liquidity via a reverse 

acquisition using one of its listed shell companies. £12.1m net was raised in the 

financial year to end September 2007 to fund the new strategy.                  

 

The first shell company listed in June 2007, being Vestpa plc which raised £3.1m 

net (Albany Capital plc provided £1.7m). This later purchased Full Fortune 

Holdings Pte Ltd and has now become China Food Company plc. Ninety plc was 

the second shell company listed, raising £3.0m net from a Placing (Albany Capital 

plc provided £2.05m). Dealings in the shares commenced on 19th October 2007, 

with Ninety plc established to acquire a controlling interest in a company or 

partnership or joint venture to be located in the UK or Asia. To reduce risk, 

entities with an experienced management team and good prospects (either in an 

established market or as an early mover in a high growth market) were sought.                

 

Following the creation of Sorbic International, Albany Capital plc has become the 

2nd largest shareholder owning 38.3% of the issued equity (the majority being 

subject to a lock-in agreement and the balance to an orderly market agreement). 

This holding could decline to 26.6% of the expanded equity if LVST achieves its 

2008 net profit forecast leading to another 10.3m shares being issued to Prime 

Mega in February or March (as is confidently expected). Albany Capital plc’s 

Chairman is John McLean, whilst the FD is Christopher James. It also has 3 Non-

Executive Directors: Tim James; Christopher Mills; and Simon Wharmby.                             

Albany Capital plc and Hermes 
Capital Ltd shaped the creation 
of Sorbic International plc  

Several reincarnations but the 
focus is now on investments in 
growing Chinese companies 
with high quality local 
management teams          

China Food Company plc was 
the first successful deal 
involving a former shell 
company  

Albany Capital plc is currently 
the second largest shareholder 
in Sorbic International plc      
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Hermes Capital Ltd 

This company was incorporated in Hong Kong in 2007 and offers investment 

banking services (cf www.hermescapital.hk/about.html) although the focus is on 

Financial Advisory, Fund Raising and Direct Investment. An advisory role was 

played in the China Food plc listing whilst as well as Hong Kong this company has 

offices in Qingdao in Shandong province and in Singapore.             

 

Honour Field (the British Virgin Island Company which agreed to acquire LVST 

subject to it in turn being acquired by Ninety plc) was beneficially owned by Mr 

Ray Ang Wee Boon, the Senior Vice President of Hermes Capital Ltd. Mr Ray Ang 

Wee Boon was appointed as the CEO of Sorbic International plc at the EGM held 

to approve Ninety plc’s purchase of Honour Field, Placing etc on 29th September 

2008. Following the creation of Sorbic International plc, Mr Ray Ang Wee Boon 

holds 9.86m shares via Prime Mega (a company incorporated in the British 

Virgin Islands), equivalent to 42.71% of the issued equity with these shares all 

subject to a lock-in agreement. He is also the beneficial owner of Hermes 

Financial Group (BVI) Ltd which holds a further 9.62%.      

 

Prime Mega could secure 10.3m more shares in Sorbic International plc if the 

deferred consideration is paid in full, which could then boost its holding to 

60.4%. However, to incentivise the new Board of Sorbic International plc (which 

includes Mr Ray Ang Wee Bon), and to help ensure too that LVST attains its 

profit forecast, Prime Mega established a discretionary investment scheme on 4th 

September 2008 whereby up to 100% of these additional shares may be 

transferred to the management team. Prime Mega’s shareholding would then fall 

to 29.5% of the enlarged equity. The numbers of shares transferred and 

individuals who are allocated shares (subject to LVST attaining its profits target) 

will be decided solely by Prime Mega. The 10.3m shares will also be subject to a 

lock-in agreement or agreements, depending on whether or not any transfer or 

transfers takes place. If the extra shares are issued, it is seen as inevitable that 

they will be allocated to the management team.                                                          

 

Table 23: Major shareholders as per the 2008 Accounts   

 Shares (m) % of issued equity 

Prime Mega International Ltd~ 9.860 42.71 

Albany Capital plc 8.8528 38.34 

Hermes Financial Group (BVI) Ltd 2.222 9.62 

JM Finn Nominees Ltd*  0.769 3.33 
 

Source: The 2008 Accounts. ~ 100% owned by Ray Ang Wee Bon. * We have ignored the fact that the majority 

of the Albany Capital holding (circa 4.444m shares) is held via JM Finn Nominees Ltd.  Hermes Financial 

Group (BVI) Ltd is as noted beneficially owned by Ray Ang Wee Boon with this holding arising from the 

former Hermes Convertible Loan that was swapped for equity.  Ray Ang Wee Bon thus owns 52.33% overall.             

 

 

 

        

  

 

 

 

 

Hermes Capital Ltd was also 
involved in the China Food plc 
listing  

Via Prime Mega, Mr Ray Ang 
Wee Boon is the largest 
shareholder in Sorbic 
International plc. He is also the 
beneficial owner of Hermes 
Financial Group (BVI) Ltd 
which has another 9.62%.      

Prime Mega’s shareholding 
could increase further if LVST 
attains its 2008 profit forecast, 
although the extra shares are 
likely to be transferred to the 
management team      
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