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US economy: moderating - not negative - growth.

Disappointing US economic data in recent weeks have raised

concerns that the economic recovery could be tapering off.

For instance, unemployment claims have been climbing,

consumer confidence has been on a decline, and home sales

recently hit an all-time low in May. Although home sales have

since rebounded by 23.6% MoM to 330,000 units in Jun, it is

still down 16.7% as compared to a year ago and market

watchers have cautioned that sales could decline in the near

future on the back of persistent unemployment. Nevertheless,

while recent data suggests that the US economy's recovery

has softened, economists do not expect a renewed downturn.

Negatives priced in at current valuations. Such lackluster

economic data has weighed on Koda Ltd's (Koda) shares,

which have retreated by 13% over the past two months vs. the

STI's 3% gain over the same period. With the stock trading at

just 0.7x NTA, we believe that negatives have been more than

sufficiently priced in. In fact, we highlight that Koda is poised

for a return to profitability in FY10 with the worst of the sub

prime crisis behind it. The group has chalked up 9M10 earnings

of US$0.4m, reversing its US$0.2m loss a year ago. We expect

earnings recovery to gain momentum from FY11 onwards on

the back of its enlarged capacity. Nevertheless, we

acknowledge that renewed weakness in consumer spending

could potentially dampen its recovery, and have toned down

our projections to allow for a softer rebound in earnings.

BUY in anticipation of earnings rebound in FY11. We have

trimmed our FY10 net profit forecast to US$0.3m (from

US$0.7m) as we anticipate margin pressure in 4Q10 arising

from operational inefficiencies associated with the start up of

its new factory. Koda's FY10 results are expected around 26

Aug, during which we will be seeking updates on its order

book and management's assessment of the impact of a

slowdown in the US and UK on the group's earnings. Beyond

what could be a muted set of 4Q10 results, we are forecasting

a five-fold jump in FY11 earnings to US$1.5m on improved

operating margins. We maintain our BUY rating on Koda in

view of its undemanding valuations and anticipated strong

earnings rebound in FY11. Our fair value estimate, still based

on NTA, has been trimmed to S$0.275 (previously S$0.30)

following revisions to our projections.

Value emerging following sell-down over US economic
concerns
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Koda

STI

(US$m) FY08 FY09 FY10F FY11F

Revenue 54.9 37.8 42.8 49.5

Gross profit 16.0 9.9 11.1 13.4

EPS (cts) 3.1 -0.2 0.2 1.1

PER (x) 4.5 N.A. 60.3 12.5

Price/NAV (x) 0.7 0.7 0.7 0.7
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Koda's Key Financial Data

EARNINGS FORECAST BALANCE SHEET

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

Revenue 54.9 37.8 42.8 49.5 Cash and cash equivalents 5.1 3.5 2.3 1.8

Cost of sales -38.9 -27.9 -31.7 -36.1 Other current assets 17.1 16.5 15.8 18.3

Gross profit 16.0 9.9 11.1 13.4 Property, plant, equipment 13.5 13.3 13.3 13.3

Net op expenses -10.7 -9.9 -10.7 -11.7 Total assets 37.7 35.2 33.8 35.9

EBIT 5.3 0.0 0.4 1.7 Debt 2.3 1.6 1.2 1.2

Finance costs -0.2 -0.1 -0.1 -0.1 Current liabilities excluding debt 6.2 5.8 5.1 6.0

PBT 5.1 -0.1 0.3 1.6 Total liabilities 8.5 7.5 6.3 7.3

Tax -0.8 -0.1 0.0 0.0 Shareholders equity 28.1 26.7 26.5 27.6

PAT 4.3 -0.3 0.3 1.5 Total equity 29.2 27.7 27.5 28.6

Net profit 4.2 -0.3 0.3 1.5 Total equity and liabilities 37.7 35.2 33.8 35.9

CASH FLOW

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

Op profit before working cap. 6.1 0.6 1.3 2.6 EPS (US cents) 3.1               (0.2)          0.2             1.1           

Working cap, taxes and interest -3.0 -1.3 -0.5 -2.1 NAV per share (US cents) 21.0 20.0 19.9 20.6

Net cash from operations 3.1 -0.7 0.8 0.5 EBIT margin (%) 9.6% 0.0% 1.0% 3.4%

Purchase of PP&E 0.0 0.0 -1.0 -1.0 PBT margin (%) 9.2% -0.4% 0.8% 3.2%

Other investing flows -3.3 -0.2 -0.5 0.0 Net profit margin (%) 7.6% -0.8% 0.7% 3.1%

Investing cash flow -3.3 -0.2 -1.5 -1.0 PER (x) 4.5               N.A. 60.3           12.5         

Financing cash flow -0.6 -0.7 -0.5 0.1 Price/NAV (x) 0.7               0.7            0.7             0.7           

Net cash flow -0.7 -1.6 -1.2 -0.5 Dividend yield (%) 4.1% 2.5% 2.5% 2.5%

Cash at beginning of year 5.8 5.1 3.5 2.3 ROE (%) 15.0% -1.1% 1.2% 5.5%

Cash at end of year 5.1 3.5 2.3 1.8 Net gearing (%) Net Cash Net Cash Net Cash Net Cash

Source: Company data, OIR estimates
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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.
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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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