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Micro-Mechanics Holdings
Posted 3QFY09 loss, maintains cautious view on 4QFY09

Larger-than-expected 3QFY09 loss. Micro-Mechanics (MMH) reported
a 40.4% YoY decline (-39.0% QoQ) in its 3QFY09 revenue to S$5.5m, as
the ongoing global financial turmoil and economic recession had led to an
unprecedented drop in customer orders across all its worldwide
manufacturing locations. This in turn resulted in the group suffering its
first-ever quarterly loss of S$1.4m (3QFY08: S$2.1m profit, 2QFY09:
S$171k profit). The biggest drag came mainly from its CMA (Custom
Machining & Assembly) manufacturing plant in US, which accounted for
~67% of its operating loss in 3QFY09. For 9MFY09, however, MMH
remained in the black with net profit of S$873k on revenue of S$26.1m.
While we have always held to our view that MMH's profitability would be
afflicted by the exceptionally harsh market conditions, and that the group
is likely to sink into the red amid the shorter/slower quarter, the magnitude
of the impact appears to be larger than expected. Notably, IMFY09 revenue
makes up 73.2% of our FY09 sales forecast, while the net income
constitutes 72.8% of our earnings estimate.

Credit management, cost reduction measures paid off. Since the
start of 2009, fortunately, MMH has embarked on various initiatives to
structurally lower its cost base, including a combination of pay, benefits
and working-hour reductions. These measures had helped the group to
achieve cost savings of ~S$790k and alleviated its net loss in 3QFY09.
On its operational front, we note that MMH has also been keeping a steady
hand on its credit management. As of 31 March 2009, only S$91k (or
2.6%) of its total trade receivables of S$3.5m was outstanding for >90
days, while its bad debt expenses for 9MFY09 was a minimal S$4.8k. If
not for these proactive measures, MMH would not have been able to
maintain its strong financial position, with cash balances of S$8.6m
(S$10.1m as at end-2008) and no borrowings.

Maintain HOLD. While MMH has seen some improvements in orders in
March, it is maintaining a cautious view on its 4QFY09 performance. On
our side, we have also conservatively adjusted our FYO9F earnings to reflect
a possible loss for the fiscal year. However, as earnings and business
activity is likely to remain uncertain and volatile, we are now switching our
valuation to 0.8x FY10F NTA from 7x FY10F EPS. This pares our fair value
to S$0.19 from S$0.24 previously. Nevertheless, we are keeping our HOLD
rating on MMH as negatives seem to be priced in.

Yearto Turnover Gross Profit Net Profit EV/EBITDA EPS EPS Growth PER Div Yield
30 Jun (S$m) (S$m) (S$m) (x) (SG cents) (%) (x) (%)
FY 07 34.7 20.1 8.3 1.1 6.0 7.4 3.4 24 .4
FY 08 38.2 22.2 8.9 1.2 6.4 6.7 3.2 24 .4
FY 09F 31.9 11.5 -0.4 6.3 -0.3 nm nm 4.9
FY 10F 31.0 125 2.0 3.3 1.4 nm 14.4 4.9

Please refer to the important disclosures at the back of this document.
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MMH Results 3Qo08 3Q09 % Chg 2Q09 % Chg
Year Ended 30 Jun (S$ m) (S$m) (S$m) (YoY) (S$m) (QoQ)
Revenue 9.2 55 -40.4% 9.0 -39.0%
Gross profit 5.3 1.2 -76.8% 3.2 -62.2%
Gross margin 57.7% 22.5% 36.2%

EBITDA 3.1 -0.7 -122.4% 1.1 -161.3%
Depreciation & amortisation -0.6 -0.8 24.9% -0.8 1.8%
Operating profit 2.5 -1.5 -160.5% 0.4 -520.8%
Net interest 0.0 0.0 nm 0.0 nm
Associates 0.0 0.0 nm 0.0 nm
Pre-tax profit 25 -1.5 -160.5% 0.4 -520.8%
Tax -0.4 0.1 -122.4% -0.2 -147.1%
Minority interests 0.0 0.0 nm 0.0 nm
Net profit 2.1 -1.4 -167.6% 0.2 -925.0%
Net Margin 22.7% -25.8% 1.9%

EARNINGS FORECAST

Year Ended 30 Jun (S$ m) FYO07 FY08 FYO9F FY10F
Revenue 34.7 38.2 31.9 31.0
EBITDA 13.2 13.5 3.4 5.9
Depreciation & amortisation -3.0 -2.6 -3.2 -3.4
Operating Profit 10.2 11.0 0.2 2.6
Net interest 0.0 0.0 0.0 0.0
Associates 0.0 0.0 0.0 0.0
Exceptionals 0.0 0.0 0.0 0.0
Pre-tax profit 10.2 11.0 0.2 2.6
Tax -1.9 -2.1 -0.6 -0.6
Minority interests 0.0 0.0 0.0 0.0
Net profit 8.3 8.9 -0.4 2.0
Earnings per share (cents) 6.0 6.4 -0.3 1.4
Fully diluted earnings per share (cents) 6.0 6.4 -0.3 1.4
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BALANCE SHEET

As at 30 Jun (S$ m) FY07 FYo08 FYO9F FY10F
Cash 13.6 11.5 7.0 9.1
Other current assets 7.0 8.8 6.4 6.2
Fixed assets 22.0 23.2 22.0 20.7
Other long term assets 0.0 0.0 0.0 0.0
Total assets 42.6 43.5 35.4 35.9
Current liabilities less debt 4.3 5.1 3.0 29
Debt 0.0 0.0 0.0 0.0
Other long term liabilities 1.0 1.0 1.0 1.0
Total liabilities 5.3 6.1 4.0 3.9
Shareholders equity 37.4 37.4 31.4 32.0
Minority interests 0.0 0.0 0.0 0.0
Total equity and liabilities 42.6 43.5 35.4 35.9
NTA per share (cents) 27.0 27.0 22.7 23.1
CASH FLOW

Year Ended 30 Jun (S$ m) FYO07 FYO08 FYO9F FY10F
Operating profit before working cap. changes 12.9 13.3 3.1 5.7
Working capital changes 0.1 -1.2 1.1 0.1
Interest and tax -1.2 -1.5 -1.2 -0.3
Net cash from operations 11.8 10.6 3.0 55
Capex -5.5 -4.6 -2.0 -2.0
Other investing flows 0.0 0.0 0.0 0.0
Investing cash flow -5.5 -4.6 -2.0 -2.0
Change in equity 0.0 0.0 0.0 0.0
Net change in debt 0.0 0.0 0.0 0.0
Dividends paid -5.5 -7.6 -5.5 -1.4
Others 0.0 0.0 0.0 0.0
Financing cash flow -5.5 -7.6 -5.5 -1.4
Net cash flow 0.8 -1.6 -4.5 2.1
Cash at beginning of year 12.9 13.6 11.5 7.0
Effect of exchange rate fluctuations 0.0 -0.6 0.0 0.0
Cash at end of year 13.6 11.5 7.0 9.1
Key Ratios

PER (x) 3.4 3.2 nm 14.4
Price/NTA (x) 0.8 0.8 0.9 0.9
EV/EBITDA (x) 1.1 1.2 6.3 3.3
Dividend yield (%) 244 244 4.9 4.9
ROIC (%) 9.2 5.2 -23.3 1.8
ROE (%) 23.2 23.7 -1.2 6.2
Net gearing (%) Net Cash Net Cash Net Cash Net Cash
PE to growth (x) 0.5 0.5 0.6 0.0

Source: Company data, OIR estimates
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SGX RESEARCH INCENTIVE SCHEME
OCBC Investment Research Pte Ltd (OIR) produced this report under the SGX Research Incentive Scheme.
OIR is compensated S$7,500 per annum for each company covered under the Scheme.

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

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
fo 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 og/ect/ves, financial situation or particular needs, before makmg 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 pérson), 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.

For OCBC Investment Research Pte Ltd
Co.Reg.no.: 198301152E

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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