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Midas Holdings Ltd

Better margins but currently fairly valued

Better bottomline. Midas Holdings (Midas) posted 13% YoY decline in
1Q09 topline to S$31.4m but bottomline delivered a 11% YoY uptick to
S$8.5m. The bottomline improvement was on the back of better margins
from the all its divisions. In particular, aluminium prices continued to stay
low while the ASP of its products have still not tailed off in the same
magnitude. Midas' associate, Nanjing Puzhen (NPRT), did not have any
accretive contribution due to the timing of delivery of train car bodies.
However, with its backlog order of 768 train cars, management is confident
of meeting expectations for FY09 contributions.

Cost-plus vs. back-to-back. Midas signs two types of contracts with its
customers. For back-to-back contracts, Midas locks the prices of raw
materials in after securing the contract thus profit margins are protected.
However, these contracts come with a premium which is required by the
aluminium suppliers. Cost-plus approaches profitability in absolute terms
where Midas marks up its profits with an absolute amount instead of a
margin. As aluminium prices remain low, either contract types could lead
to lower absolute dollars for Midas, translating to a lower topline but possibly
better margins.

Competition? Recently, China Zhongwang Holdings (Zhongwang) was
listed in the Hong Kong and have garnered a significant amount of interest,
raising US$1.26b (world's largest IPO YTD). Although the Zhongwang had
indicated that it has been engaged in the rail industry, we understand that
it currently has a lower grading certification from only one of the three
major train manufacturers which it obtained in end 2008. Midas has indicated
that it has not encountered Zhongwang in their past bids for projects in a
significant way. As such, we think that Zhongwang is positioning to enter
the rail industry but currently does not pose a significant challenge to
Midas at this juncture. However, we acknowledge Zhongwang's significantly
stronger balance sheet and do not discount a faster-than-anticipated
penetration into the market.

Downgrade to HOLD on valuation. Despite higher margins, the net effect
of low ASPs edges our estimates downwards. However, we are rolling our
valuation forward to FY09/10F (prev: FY09F) with a similar peg of 12x and
our fair value is now S$0.64 (prev. S$0.63). With its aggressive share price
run up, we are downgrading Midas to a HOLD. 2010 will see earnings
kicker from its 3rd line, bigger and better margined NPRT contributions
and margin enhancers from its complementary downstream activities.

Yearto Turnover Gross Profit Net Profit EPS EPS Growth PER Div Yield
31 Dec (S$m) (S$m) (S$m) (cents) (%) (x) (%)
FY 07 140.4 45.1 31.9 3.8 18.8 17.7 3.0
FY 08 1445 50.9 32.7 3.9 2.4 17.3 1.9
FY 09F 127.4 48.6 34.8 4.1 6.5 16.3 1.9
FY 10F 168.3 58.8 42.8 5.1 22.9 13.2 2.2

Please refer to the important disclosures at the back of this document.
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Exhibit 1: Aluminium price trends
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Source: Bloomberg, LME, compiled by OIR

Exhibit 2: Midas profit and margin trend
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Source: Company, OIR estimates
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Midas Results 1Q08 1Q09 % Chg 4Q08 % Chg
Year Ended 31 Dec (S$ m) (S$m) (S$m) (YoY) (S$m) (QoQ)
Total Revenue (S$m) 36.2 31.4 -13.1% 33.9 -7.4%
Aluminium division 30.3 29.7 -1.8% 33.2 -10.5%
PE pipe division 3.1 1.5 -52.2% 1.8 -15.3%
Agency and Procurement 2.8 0.2 -92.7% -1.1 nm
Cost of Sales -23.2 -18.2 -21.4% -20.4 -11.0%
Gross Profit 13.0 13.2 1.6% 13.5 -1.9%
Other operating income 0.4 0.9 150.8% 2.4 -61.6%
Selling and distribution expenses -0.8 -0.7 -10.4% -1.6 -54.2%
Admin expenses 2.2 -2.1 -1.8% -3.6 -41.9%
Profit from operations 10.4 11.3 8.4% 10.6 6.5%
Financial income (expense), net -0.6 -0.6 1.8% -1.0 -37.4%
Share of associates & JVs 0.1 -0.1 nm 0.8 nm
Profit before income tax 9.9 10.6 6.8% 10.4 1.6%
Income Tax -2.3 -2.1 -9.0% -2.0 5.4%
Profit after tax and Ml 7.6 8.5 11.5% 8.5 0.7%
EARNINGS FORECAST

Year Ended 31 Dec (S$ m) FYO7 FY08 FYO9F FY10F
Revenue 140.4 144.5 127.4 168.3
Gross profit 451 50.9 48.6 58.8
Operating expenses -9.1 -9.5 -8.5 -11.8
Operating profit 36.0 41.4 40.1 47.0
Other expenses -2.0 -2.6 -1.9 2.2
Profit/(Loss) from associates and JVs 1.3 1.9 5.2 12.2
Pre-tax profit 35.3 40.7 43.4 57.0
Tax -3.4 -8.0 -8.6 -14.3
Net profit 31.9 32.7 34.8 42.8
Earnings per share (S$cents) 3.8 3.9 4.1 5.1
Fully diluted earnings per share (S$cents) 3.8 3.9 41 5.1
EPS growth 18.8% 2.4% 6.5% 22.9%
Revenue revision NA NA -17.3% -18.1%
Net profit revision NA NA -6.5% -13.0%
Profitability ratios

Gross profit margin (%) 32.1 35.2 38.1 34.9
EBIT margin (%) 25.7 28.6 31.4 27.9
Net profit margin (%) 22.7 22.6 27.3 25.4
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BALANCE SHEET

As at 31 Dec (S$ m) FY07 FY08 FYO9F FY10F
Cash and equivalents 51.7 324 33.6 25.5
Other current assets 59.6 82.2 56.1 74.0
Fixed assets 70.5 111.9 151.8 173.1
Other long term assets 39.0 38.0 40.8 40.6
Total assets 220.7 264.4 282.2 313.3
Debt (ST and LT) 18.4 211 25.0 25.0
Current liabilities ex debt 20.8 33.1 24.8 26.5
Other long term liabilities 0.0 0.4 0.0 0.0
Total liabilities 39.2 54.6 49.8 51.5
Shareholders equity (incl reserves) 181.6 209.8 232.4 261.7
Total equity and liabilities 220.7 264.4 282.2 313.3
NTA per share (S$ cents) 215 24.8 27.5 31.0
NAV per share (S$ cents) 21.5 24.8 27.5 31.0
CASH FLOW

Year Ended 31 Dec (S$ m) FY07 FY08 FYO9F FY10F
Profit/(Loss) before working cap. changes 43.8 48.9 54.8 65.3
Working capital changes -9.8 -17.1 10.4 -23.4
Net cash from operations 34.0 31.8 65.2 41.9
Capex -12.7 -43.2 -55.0 -40.0
Other investing flows 71 -3.4 -2.9 0.0
Total investing cash flow -5.7 -46.6 -57.9 -40.0
Change in equity 1.7 0.2 0.0 0.0
Dividends paid -12.7 -16.9 -10.0 -10.0
Net change in debt 1.7 1.6 3.9 0.0
Other financing cash flow -6.2 -0.5 0.0 0.0
Total financing cash flow incl forex effect -19.7 -4.4 -6.1 -10.0
Net cash flow 8.7 -19.3 1.2 -8.1
Cash at beginning of year 43.0 51.7 32.4 33.6
Cash at end of year 51.7 324 33.6 25.5
Key Ratios

PER (x) 17.7 17.3 16.3 13.2
Price/NTA (x) 3.1 2.7 2.4 2.2
Gross profit margin (%) 32.1 35.2 38.1 34.9
Net profit margin (%) 22.7 22.6 27.3 25.4
Dividend yield (%) 3.0 1.9 1.9 2.2
ROA (%) 14.5 12.4 12.3 13.7
ROE (%) 17.6 15.6 15.0 16.3
Net gearing (%) Net Cash Net Cash Net Cash Net Cash
PE growth (x) 0.9 7.8 25 0.6
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 én vestment 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
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 making a commitment to invest in
the securities. OCBC Investment Research Pte Lid, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers mary 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 déelivery 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.

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

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