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Masteel is an integrated long steel
manufacturer.
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MALAYSIA EQUITY

1QFY10 Results Review
Malaysia Steel
Works (KL)

Weak Start to the Year

Malaysia Steel Works (Masteel)'s 1QFY10 net profit of RM6.4m fell short of our and
consensus forecasts. While management attributed the poor numbers to higher
scrap cost and delivery of low margin products in 1Q, the scarce supply of local
scrap metal may be another possible reason. As we are turning cautious on the mid-
term outlook despite being bullish on 2Q, we are cutting our projections for the next
two financial years. We also lower our PER multiple to 5x from 6x but retain our
0.59x NTA/share, which translates into a new TP of RM1.00. Reduce to NEUTRAL.

Below expectation. Masteel's 1QFY10 net profit of RM6.4m was way below our and
street estimates. Revenue improved marginally by 0.2% but by an astounding 47.7% y-o-y
on higher shipments and average selling prices (ASP). However, management attributed
the weak showing to higher scrap cost and lower delivery of high margin products during
the quarter. Being the smallest integrated local steel mill, Masteel was able to procure the
bulk of its scrap metal requirement from local suppliers who normally set prices at a certain
discount to international prices. Nonetheless, our market sources revealed the scarce
supply of local scrap metal in the past months may have given rise to untimely
procurement by the company in 1Q, thus squeezing overall margins.

2Q looking up but concerns lingers. Prices of all major raw materials and finished steel
products have been on an uptrend, especially after the conclusion of 90% and 55%
increases in iron ore and coking coal contracts respectively. Although the benchmark will
only be valid from April to June 2010, we suspect the following quarter’s contract prices
are unlikely to fall in view of the robust price trend in the spot market, which may hold steel
prices in the short term. The fact that Masteel’s inventory of RM170.8m is likely to be at
cheaper cost would certainly bolster its financial performance in 2Q as steel products
delivered during the period are likely to be transacted at high levels due to time lag
implications. Nevertheless, the attractive margin may be put to the test in 2H given that
the expensive material may progressively lead to a higher average raw material cost,
unless a surge in local and international steel demand pushes ASP to the next level.

Downgrade to NEUTRAL. With the uncertain 2H, we have decided to be prudent and
lower our original estimates to RM31.1m for FY10 and RM44.4m for FY11, down 35.5%
and 12.7% respectively. Together with the lower earnings, we also tone down our PER
valuation from 6x to 5x EPS but retain 0.59x NTA/share, or +1 standard deviation of its
historical trading band on FY10 numbers, from which we derive a new target price of
RM1.00. We downgrade our recommendation to NEUTRAL.

FYE Dec (RMm) FY07 FY08 FY09 FY10f FY11f
Revenue 548.0 881.2 687.3 809.5 872.9
Net Profit 44.3 79.3 -8.5 31.1 44 .4
% chg y-o-y 47.7 78.8 -110.7 -467.6 425
Consensus - - 17.2 41.4 -
EPS (sen) 22.8 40.7 -4.4 14.8 21.1
DPS (sen) 2.3 3.3 0.0 2.0 2.8
Dividend yield (%) 2.4 3.5 0.0 21 3.0
ROE (%) 13.5 20.2 -2.0 7.2 9.4
ROA (%) 7.3 11.5 -1.1 3.9 5.2
PER (x) 41 2.3 -21.6 6.4 45
BV/share (RM) 1.83 2.21 2.14 2.15 2.35
P/BV (x) 0.5 0.4 0.4 0.4 0.4
EV/ EBITDA (x) 5.0 3.5 18.5 5.7 46
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Results Table (RMm)

FYE Dec

Revenue

EBITDA

Depreciation
Net interest
expense
Associates
PBT

Tax
Ml
Net profit

EPS (sen)
DPS (sen)
EBITDA margin

NTA/share (RM)

1Q10

192.1

121

-2.8
-3.0

4Q09

191.7
17.5
-4.2
-3.4
0.0
10.6

0.0
0.0
10.6
54
9.1%

2.14

Q-0-Q
chg

0.2%
-31.1%
-32.6%
-10.9%

0.0%

-36.9%

1472.7%
0.0%
-40.0%

YTD FY10

192.1

121

YTD FY09

130.1
-22.9
-3.9
-3.6
0.0

-30.4

0.0
0.0
-30.4

-15.6
0.0
-17.6%

2.05

Y-0-Y
chg

47.7%
-152.7%
-28.2%
-16.1%
0.0%

-122.0%

n.m.
0.0%
-120.9%

Comments

Higher ASP and shipments resulted in higher
revenue

Higher scrap cost and lower shipment of high margin
products eroded margins g-o0-q despite a sharp
turnaround y-o-y

Higher scrap cost and lower shipment of high margin
products eroded margins g-0-q despite a sharp
turnaround y-o-y

Lower margin translate into lower PAT g-o-q, thus the
numbers came below of ours and street estimates

No dividend declared
Margin was impacted higher scrap metal cost and
delivery of lower margin steel products.
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EARNINGS FORECAST

FYE Dec (RMm) FYQO7 FY08 FY09 FY10f FY11f
Turnover 548.0 881.2 687.3 809.5 872.9
EBITDA 74.9 115.4 21.8 63.7 76.4
Depreciation -13.0 -15.1 -16.2 -14.2 -15.2
Net Interest Income -15.7 -14.6 -14.1 -18.5 -16.9
Associate 0.0 0.0 0.0 0.0 0.0
PBT 46.2 85.7 -8.4 31.0 44.3
Net Profit 443 79.3 -8.5 31.1 44 .4
EPS (sen) 22.8 40.7 -4.4 14.8 21.1
DPS (sen) 23 3.3 0.0 2.0 2.8
Margin
EBITDA (%) 13.7 13.1 3.2 7.9 8.7
PBT (%) 8.4 9.7 -1.2 3.8 5.1
Net Profit (%) 8.1 9.0 -1.2 3.8 5.1
ROE 13.5 20.2 -2.0 7.2 9.4
ROA 7.3 11.5 -1.1 3.9 5.2
Balance Sheet
Fixed Assets 386.1 408.4 431.9 362.2 370.0
Current Assets 260.1 326.1 317.3 467.2 494.3
Total Assets 646.3 734.5 749.2 8294 864.3
Current Liabilities 182.7 191.2 214.9 279.0 290.9
Net Current Assets 775 134.9 102.4 188.3 203.3
LT Liabilities 108.2 113.0 117.4 97.4 78.4
Shareholders Funds 3554 430.3 416.9 453.1 495.0
Net Gearing (%) 54.8 51.9 53.0 40.1 33.6
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OSK Research Guide to Investment Ratings

: Share price may exceed 10% over the next 12 months

: Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain

: Share price may fall within the range of +/- 10% over the next 12 months

: Target price has been attained. Look to accumulate at lower levels

: Share price may fall by more than 10% over the next 12 months

: Stock is not within regular research coverage

All research is based on material compiled from data considered to be reliable at the time of writing. However, information and opinions expressed
will be subject to change at short notice, and no part of this report is to be construed as an offer or solicitation of an offer to transact any securities or
financial instruments whether referred to herein or otherwise. We do not accept any liability directly or indirectly that may arise from investment
decision-making based on this report. The company, its directors, officers, employees and/or connected persons may periodically hold an interest
and/or underwriting commitments in the securities mentioned.

Distribution in Singapore

This research report produced by OSK Research Sdn Bhd is distributed in Singapore only to “Institutional Investors”, “Expert Investors” or
“Accredited Investors” as defined in the Securities and Futures Act, CAP. 289 of Singapore. If you are not an “Institutional Investor”, “Expert Investor”
or “Accredited Investor”, this research report is not intended for you and you should disregard this research report in its entirety. In respect of any
matters arising from, or in connection with, this research report, you are to contact our Singapore Office, DMG & Partners Securities Pte Ltd
(“DMG”).

All Rights Reserved. No part of this publication may be used or re-produced without expressed permission from OSK Research.
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