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Malaysia Steel Works
Hit by a narrowing spread margin

Malaysia Steel Works’ (Masteel) FY11 core net earnings of
RM28.5m (after adding back a one-off impairment of
investment of RM4.0m) were way below ours and the
consensus’ expectations. The 4Q registered a net loss of
RM13.3m, which fell by a significant 158% QoQ and 204%
YoY. The quarter’s results were hit by the decrease in the
group’s gross production margin (which is the spread
between its raw material (i.e. scrap cost) prices and its
finished steel product prices) as the latter drop faster
during the quarter. We also expect 1Q12 to be challenging
for Masteel given the current lacklustre international
market demand as the long-drawn European crisis caused
customers to delay their purchases. Given the lower margin
and more challenging sales outlook, we have trimmed our
earnings forecasts for FY12 by 25% to RM46m, and thus
arrived at a new lower new TP of RM1.19 (from RM1.44
previously) based on 6.0x FY12 EPS. Given the current
share price limited upside to our TP, we are downgrading
our call on Masteel to Market Perform (from Outperform
previously).

Below expectations. Masteel’'s FY11 core net earnings of RM28.5m (after
excluding for a one-off impairment of investment of RM4m) were way
below ours and the consensus’ expectations, and accounted for only 61%
and 67% of ours and the consensus forecasts respectively. This was mainly
due to the decrease in the group’s gross production margin (which is the
spread between its raw material (i.e. scrap cost) prices and its finished
steel product prices) as the latter’s prices went down faster than the earlier
during the quarter. The 4Q quarter registered a net loss of RM13.3m,
which saw a significant dip of 158% QoQ and 204% YoY. As a result, the
full year net earnings of RM28.5m were actually flat YoY.

Narrowing margins. 4Q11 revenue improved by 12% QoQ and 15%
YoY. However, the quarter’s EBIT margin fell from 7.1% to a -4.5% QoQ
due to the jagged drop in steel prices towards the end of September, which
narrowed the spread profit margin in the quarter.

Challenging 1Q seen. We expect 1Q12 to continue to be challenging for
Masteel as we foresee a lackluster demand in the international market as
the long-drawn European crisis caused customers to delay their purchases.
That said, we believe the spillover demand from potential projects such as
KLIA 2, conveyor belt and jetty portion of the Vale site, the Manjung
expansion as well as the Iskandar project in Johor Bahru should benefit
Masteel going into 2H12.

First and final dividend of 1.35 sen. Masteel has announced a first and
final dividend of 1.35 sen. This translates to a dividend yield of 2.4%, and
is above our expectations as we did not project for any dividends for FY11
in our forecast.

Valuation. As we do not expect a strong quarter next year and given its
lower spread margin, we have trimmed our earnings forecasts for FY12
by 25% to RM46m and thus arrived at a new lower TP of RM1.19 (from
RM1.44 previously) based on 6.0x FY12 EPS. Given the current share
price limited upside to our TP, we are downgrading our call on Masteel to
a Market Perform now (from an Outperform rating previously).

PP7004/02/2013(031762)

Results Note

01 March 2012

MARKET PERFORM |

RM1.09
RM1.19 |

Price:
Target Price:

STOCK DATA

Bloomberg Ticker MSW MK Equity  YTD price chg -6.0%
Market Cap 229.8 YTD KLCI chg 2.5%
Issued shares 210.8 Beta 1.0
52-week range (H)  1.60

52-week range (L) 0.92 Major Shareholders

3-mth avg daily vol: 736,463 TYY Resources SDN  31.9%
Free Float 59.4% LTH 5.2%
Altman Z-score 2.6 Ikhwan bin Hj Sujak 3.5%
AT A GLANCE Malaysia Steel Works (MASTEEL)
Target Price 1.19 Downgrade
(RM):

Valuation: 6x PER over FY12 EPS.

Current Price (RM):  1.09

Report Reason: 4Q11 results below expectation

Action: Market Perform Downgrade
Reason: Lacklustre international demand

Basis of call: =

Catalyst: JV with KUB for the intercity rail transit and
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Challenging year with lacklustre demand in
the international market.
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Income Statement

4 1 2 3 4 0 YoY YTD
Py 20 LEE (L) FY?.O = o =h oon 2h§ @y WHREU Aanki Chg
Revenue 2020 2784 3380 300.3 336.7 12% 15% 10048  1253.4 25%
EBIT 14.0 9.6 19.5 21.4 -15.1 170%  -208%  44.4 35.4 -20%
Pretax profit 9.7 6.8 15.4 17.5 -145  -183%  -250%  30.1 25.1 17%
Taxation 0.7 0.6 0.1 1.3 1.2 196%  -274%  -1.9 0.5 71%
Minority Interest 0.0 0.0 0.0 0.0 0.0 = = 0.0 0.0 =
Core Net Profit 9.0 6.2 15.5 16.2 9.3 158%  -204%  28.2 28.5 1%
EPS (sen) 43 2.9 7.3 7.7 6.3 13.4 11.6

GDPS (sen) 1.4 0.0 0.0 0.0 1.4 0.0 1.4

EBIT margin (%) 48%  3.5% 5.8% 71%  -4.5% 4.4% 2.8%

PBT margin (%) 33%  2.4% 4.6% 58%  -4.3% 3.0% 2.0%

(Nozt) s e 31%  2.2% 4.6% 5.4% 2.8% 2.8% 2.3%

(E%Ct"’e XIS 7% 9% 1% 7% 8% 6% 2%

Source: Company
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Earnings Estimates

FYE 31Dec (RMm) 2009A 2010A 2011A 2012E 2013E
Turnover 687.3 1004.8 1253.4 1313.2 1284.1
EBIT 5.6 32.2 37.6 67.1 68.0
Pretax profit -8.4 30.1 25.1 46.9 46.4
Net Profit -8.5 42.2 28.5 45.9 45.4
EBIT margin 0.6% 3.7% 4.3% 7.6% 7.7%
Pretax margin -1.0% 3.4% 2.8% 5.3% 5.3%
Effective tax rate -0.3% 6.3% 2.2% 2.2% 2.2%
Growth ratios

Turnover -22% 46% 25% 5% -2%
EBIT -94% 474% 17% 79% 1%
Pretax profit -110% -456% -17% 87% -1%
Net profit -111% -598% -32% 61% -1%
ROE -2.0% 9.4% 5.8% 8.7% 7.9%
ROA -1.1% 5.4% 3.3% 5.0% 4.6%
Net Gearing (x) 0.5 0.4 0.5 0.5 0.6
Per share data

EPS (sen) -4.4 20.0 13.5 19.8 17.9
EPS growth (%) -110.7% -560.0% -32.3% 46.3% -9.4%
PER (x) -25.3 5.5 8.1 5.6 6.1
EV/EBITDA (x) 20.0 8.9 7.8 5.4 6.5
Gross DPS (sen) 0.0 -1.3 -1.4 -2.0 -2.4
Div. Yield (%) 0.0% -1.2% -1.2% -1.8% -2.2%
NTA/share (RM) 2.1 2.3 2.4 2.4 2.4
P/NTA (x) 0.5 0.5 0.5 0.5 0.5
Historical Price Ratio 2006 2007 2008 2009 2010
PER (x) 1.9 -29.0 3.2 4.9 4.8
PBV (x) 0.3 0.6 0.3 0.4 0.5

Source: Kenanga Research

Balance Sheet

FYE 31Dec (RMm) 2009A 2010A 2011A 2012E 2013E
Non Current Assets 431.9 448.3 478.5 521.6 522.0
Current Assets 317.7 378.2 410.3 424.6 508.1
Total Assets 749.6 826.5 888.8 946.2 1030.2
Current Liabilities 214.9 261.5 334.2 339.3 374.9
Non Current Liabilities 117.4 86.3 54.5 54.5 54.5
Shareholders' Fund 417.3 478.6 500.0 552.4 600.7
Minority Interest 0.0 0.0 0.0 0.0 0.0
Equity & Liabilities 749.5 826.5 888.8 946.2 1030.2

Source: Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10% (an approximation to the
5-year annualised Total Return of FBMKLCI of 10.2%).

MARKET PERFORM: A particular stock’s Expected Total Return is WITHIN the range of 3% to 10%.

UNDERPERFORM : A particular stock’s Expected Total Return is LESS than 3% (an approximation to the

12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate).

Sector Recommendations***

OVERWEIGHT : A particular stock’s Expected Total Return is MORE than 10% (an approximation to the
5-year annualised Total Return of FBMKLCI of 10.2%).

NEUTRAL : A particular stock’s Expected Total Return is WITHIN the range of 3% to 10%.

UNDERWEIGHT A particular stock’s Expected Total Return is LESS than 3% (an approximation to the

12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate).

***Sector recommendations are defined based on market capitalisation weighted average expected
total return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to
the specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies.
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