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Masteel is an integrated long steel
manufacturer.
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9MFY10 Results Review
Malaysia Steel
Works (KL)

Beating Its Bigger Peers

Malaysia Steel Works’ (KL) (Masteel) core net profit of RM14.5m was well within our
recently revised numbers. The good results were attributed to company’s quick
maneuvering of sales, which lifted revenue, and the timely importation of
containerized scrap metal, which led to wider margins. While we expect the
momentum to extend into 4Q, we think its profits may hover at the 3Q numbers on
the higher base effect. Therefore, we are maintaining our Trading BUY call with a fair
value of RM1.22, derived from 5x PER and 0.59x P/NTA on FY11 figures.

3Q numbers surge. Masteel's 3Q net profit of RM4.8m, which included a RM9.7m
exceptional loss, was well within our estimates after the recent revision post our meeting
with the management. We also exclude the non-operational items in our earnings table to
better reflect the company’s core net profit of RM14.5m, which was a hefty 79.5%
improvement y-o-y. The good showing was mainly attributed to encouraging sales
tonnage, which boosted revenue by 21% g-o-q and 45.6% y-o-y. Meanwhile, EBITDA
margin improved to 7.7% from 6.1% in 2Q. While the robust numbers seem inconsistent
with the weaker sales recorded by its peers, we think Masteel may have benefited from
being centrally located in the catchment area of steel demand. Also being a smaller mill,
the volume it produces is easier for the market to absorb.

Momentum to sustain into 4Q. As we are seeing steel prices improve in the past few
weeks, we expect the company to record another sterling quarter moving forward.
However, its relatively stronger performance in 3Q suggests that Masteel's numbers may
hover around the 3Q profit given the high base impact. On top of that, we also suspect that
management may have accumulated enough experience in dealing with cheaper scrap
imports by container, which are normally priced at a USD20 discount to bulk imports. This
also gives the company an advantage in inventory management.

Expansion plan well in progress. After spending some RM60m to RM70m over the past
two years to modify its furnace and billet caster, management expects its billet capacity to
progressively increase from 450,000 tonnes per year (tpy) to 650,000 tpy in FY12 by
deploying in stages 130mm billets instead of the original 120mm. The downstream
expansion is also on track as the company has identified a plant near its existing rolling
mill as it requires only minimum modification to convert to a new rolling facility.
Management is targeting to increase its rolling capacity to 500,000 tpy upon full
commissioning in FY12m, with the hope that this is the time for it to ride on the string of
public infrastructure and building projects announced by the Government recently.

FYE Dec (RMm) FY07 FY08 FY09 FY10f FY11f
Revenue 548.0 881.2 687.3 931.2 1004.8
Net Profit 443 79.3 -8.5 42.4 47.5
% chg y-o-y 47.7 78.8 -110.7 -600.8 12.0
Consensus - - 17.2 414 -
EPS (sen) 22.8 40.7 -4.4 20.1 225
DPS (sen) 2.3 3.3 0.0 2.7 3.0
Dividend yield (%) 21 3.1 0.0 25 2.8
ROE (%) 135 20.2 -2.0 9.6 9.8
ROA (%) 7.3 11.5 -1.1 5.2 5.3
PER (x) 4.7 2.6 -24.6 5.3 4.7
BV/share (RM) 1.83 2.21 2.14 2.20 2.41
P/BV (x) 0.6 0.5 0.5 0.5 0.4
EV/ EBITDA (x) 5.6 3.9 20.5 5.8 5.2
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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)

3Q10

285.0

22.0

2Q10

235.7

14.5

-2.8
-3.3

Q0-Q y1pry10  yTD FY09 Y-o-¥
chg chg
21.0% 712.8 495.6 43.8%
52.2% 485 36 12455%
0.0% -8.4 -12.0 -30.0%
48.7% -11.3 -10.7 5.2%
0.0% 0.0 0.0 0.0%
83.4% 30.1 191 -258.1%
246.1% 1.2 0.0 0.0%
0.0% 0.0 0.0 0.0%
79.5% 28.9 194 -251.7%
13.7 9.0
0.0 0.0
6.8% 0.7%
214 2.09

Comments

Higher ASP and shipments resulted in higher
revenue

Timely scrap import and good sales volume
expanded margins

Net profit was well within estimates

No interim dividend declared
Margins improved on timely scrap import compared
to reasonable selling prices

~ Core numbers

OSK Research | See important disclosures at the end of this report



OSK Research
EARNINGS FORECAST

FYE Dec (RMm) FYO7 FY08 FY09 FY10f FY11f
Turnover 548.0 881.2 687.3 931.2 1004.8
EBITDA 74.9 115.4 21.8 75.9 81.3
Depreciation -13.0 -15.1 -16.2 -14.2 -15.2
Net Interest Income -15.7 -14.6 -14.1 -19.4 -18.8
Associate 0.0 0.0 0.0 0.0 0.0
PBT 46.2 85.7 -8.4 42.3 474
Net Profit 44.3 79.3 -8.5 424 475
EPS (sen) 22.8 40.7 -4.4 201 225
DPS (sen) 2.3 3.3 0.0 27 3.0
Margin
EBITDA (%) 13.7 131 3.2 8.1 8.1
PBT (%) 8.4 9.7 -1.2 4.5 47
Net Profit (%) 8.1 9.0 -1.2 4.6 47
ROE 135 20.2 -2.0 9.6 9.8
ROA 7.3 115 -1.1 5.2 5.3
Balance Sheet
Fixed Assets 386.1 408.4 431.9 362.2 370.0
Current Assets 260.1 326.1 317.3 519.3 552.8
Total Assets 646.3 734.5 749.2 881.5 922.8
Current Liabilities 182.7 191.2 214.9 320.9 336.5
Net Current Assets 77.5 134.9 102.4 198.4 216.3
LT Liabilities 108.2 113.0 117.4 97.4 784
Shareholders Funds 355.4 430.3 416.9 463.2 507.9
Net Gearing (%) 54.8 51.9 53.0 45.9 39.1
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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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