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Strong demand for electronics in 1Q10. Since our update

on Karin Technology's 1HFY10 results in Feb, we note that

the global electronics industry has continued to show

improvements, in line with our expectations and management's

guidance. For one, the mobile handset market, which had

declined by 16.6% YoY in 1Q09 amid the global recession,

rebounded strongly in 1Q10 with 21.7% YoY growth, according

to market research firm IDC. The global PC market, on the

other hand, raked up its highest YoY growth in 1Q10 with

shipments up 22.7% YoY to 81.5m units, based on statistics

by iSuppli Corp. This strong recovery, together with robust

growth in other consumer electronics, is likely to spur the

demand for Karin's component distribution and IC application

design segments, and give its financial performance a boost

in 2HFY10 in our view.

Enterprise IT spending to return to positive growth in

2010. In addition, we note from IDC that the worldwide server

market had finally posted its first YoY revenue growth (4.6%)

in seven quarters in 1Q10, led by sharply higher demand around

the world as corporations refreshed their IT infrastructures. In

terms of unit shipments, the market grew by an even faster

pace of 23.2% YoY, representing the fastest quarterly shipment

growth in more than five years. We view this development

positively, as this may translate to a YoY rebound in Karin's IT

Infrastructure segment (which has been lacklustre for the past

year). In fact, according to a May report by Gartner, the

worldwide enterprise IT spending is projected to grow by 4.1%

to US$2.4t in 2010, reversing a 5.6% decline in 2009. As such,

we are optimistic of its segmental performance in 2010.

Maintain BUY with S$0.28 fair value. We are maintaining

our FY10 forecasts on Karin, as the improvements in business

conditions were consistent with our expectations. While we

acknowledge that its earnings may be impacted by

unfavourable forex rates and higher operating costs (possibly

from higher raw material and staff costs) as evidenced by a

5.9% rise in China's producer prices for first five months of

2010, we believe the increase in expenses have been

adequately factored into our projections. With the current share

price presenting an attractive 34.6% total expected return to

our fair value of S$0.28, we maintain our BUY rating on Karin.
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Karin

STI

(HK$ m) FY08 FY09 FY10F FY11F

Revenue 1893.9 1566.3 1578.2 1684.1

Gross Profit 182.3 142.7 147.0 160.0

P/NTA (x) 1.0 1.0 0.9 0.9

EPS (cts) 30.4 16.0 13.5 18.8

PER (x) 3.9 7.4 8.8 6.3
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Exhibit 1: Electronic component orders continued upward trend in May

Source: Electronic Components Association

Exhibit 2: Worldwide IT spending by industry vertical market

Source: Gartner

Industry 2010 total IT 

Spending 

(US$m)

2009 total IT 

spending 

(US$m)

Growth 

(%)

Banking and Securities 396,867 379,570 4.6

Communications Media and 

Services

394,171 377,537 4.4

Education 63,992 61,463 4.1

Healthcare 88,626 86,191 2.8

Insurance 157,771 151,858 3.9

Local and Regional 

Government

184,451 176,828 4.3

Manufacturing and Natural 

Resources

428,856 416,111 3.1

National and International 

Government

248,726 234,218 6.2

Retail 149,216 142,552 4.7

Transportation 106,406 103,427 2.9

Utilities 124,451 120,387 3.4

Wholesale Trade 84,063 80,754 4.1

Total 2,427,596 2,330,895 4.1
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Karin Technology's Key Financial Data

EARNINGS FORECAST BALANCE SHEET

Year Ended 30 Jun (HK$m) FY08 FY09 FY10F FY11F As at 30 Jun (HK$m) FY08 FY09 FY10F FY11F

Revenue 1,893.9 1,566.3 1,578.2 1,684.1 Bank and cash balances 52.6 57.4 67.5 82.3

Gross profit 182.3 142.7 147.0 160.0 Other current assets 591.5 310.8 327.7 348.2

Other income 8.8 6.6 4.9 6.7 Property, plant, and equipment 49.7 53.1 86.0 82.2

Selling and distribution costs -52.9 -50.1 -54.1 -55.6 Total assets 702.3 449.8 490.7 522.2

Administrative expenses -56.8 -55.2 -56.6 -58.9 Debt 160.9 4.9 34.7 34.7

Net other operating gain -4.7 -6.2 -5.9 -5.1 Current liabilities excluding debt 298.5 189.9 191.1 200.7

Profit from operations 76.7 37.8 35.2 47.2 Total liabilities 464.0 199.9 230.9 240.5

Profit before tax 73.8 36.4 35.0 46.8 Shareholders equity 236.6 249.9 259.8 281.5

Income tax expense -11.6 -5.8 -7.6 -8.2 Total equity 238.3 249.9 259.8 281.7

Profit attributable to shareholders 61.3 32.4 27.4 38.4 Total equity and liabilities 702.3 449.8 490.7 522.2

CASH FLOW

Year Ended 30 Jun (HK$m) FY08 FY09 FY10F FY11F KEY RATES & RATIOS FY08 FY09 FY10F FY11F

Op profit before working cap. chg. 86.9 47.6 41.5 53.7 EPS (HK cents) 30.4         16.0          13.5         18.8         

Working cap, taxes and int -174.4 133.6 -40.6 -35.8 NTA per share (HK cents) 116.0       122.5       126.3       136.9       

Net cash from operations -87.5 181.2 0.9 17.9 EBIT margin (%) 4.1% 2.4% 2.2% 2.8%

Purchase of PP&E -3.6 -2.3 -40.0 -3.5 Net profit margin (%) 3.2% 2.1% 1.7% 2.3%

Other investing flows 18.4 -18.2 19.4 0.4 PER (x) 3.9           7.4            8.8           6.3           

Investing cash flow 14.8 -20.5 -20.6 -3.1 Price/NTA (x) 1.0           1.0            0.9           0.9           

Financing cash flow 93.8 -155.0 30.2 0.0 EV/EBITDA (x) 4.2           4.3            5.0           3.6           

Net cash flow 21.1 5.7 10.5 14.8 Dividend yield (%) 11.1% 8.9% 6.9% 7.3%

Cash at beginning of year 27.0 51.3 57.1 67.5 ROE (%) 29.4% 12.6% 10.8% 14.3%

Cash at end of year 52.6 57.4 67.5 82.3 Net gearing (%) 45.8% Net Cash Net Cash Net Cash

Source: Company data, OIR estimates
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Carmen Lee
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:
OCBC Investment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.
- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.
- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT
This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained in this report is subject to change without notice. We have not given any consideration
to and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is given and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment objectives, financial situation or particular needs, before making a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.
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