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Basic Materials - Iron & Steel
Market Cap: USD71.5m

Setback From Electricity Tariff Hike

Malaysia Steel Works (MSW MK)
Relative to FTSE Bursa Malaysia KLCI Index (RHS)
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Neutral (from Trading Buy)

Target Price: MYR1.07
Price: MYR1.05
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MSW’s focuses on steel bars, which enjoy healthy demand growth on
top of the limited threat from imports. However, there is no escaping
from the 18.8% hike in electricity tariffs, which will translate into a -58%
earnings cut for FY14. With potentially poor market interest on steel
counters amid other negative developments, we downgrade MSW to
NEUTRAL, and lower our FV to MYR1.07.

¢

In a sweet spot. Malaysia Steel Works (MSW) is Malaysia’s sole local
integrated long steel player manufacturing only steel bars. Other
companies that also produce wire rods are facing stiff competition from
imports. Steel bars are normally delivered in smaller bundles as they are
made according to the specifications of contractors who have limited
space to store this basic material. Therefore, steel bar users prefer local
producers that can better accommodate their needs, and do not mind
absorbing the 10-15% premium over international prices, which in turn
benefits MSW. We are also relieved that there was no mention of any
cancellation of mega projects in Budget 2014. Instead, the Government
pledged to develop more affordable homes, which will stimulate the
demand for steel, particularly steel bars.

A setback from higher tariff. Similar to its peers, MSW uses
approximately 600 kWhr of electricity to produce a tonne of billets and
110-120 kWhr for a tonne of bars from billets. As such, electricity cost
makes up about 10% of its production cost. The company falls under the
“special industrial tariff” group that is subject to a 18.8% electricity tariff
hike from Jan 2014. We slash the company’s FY14 earnings by 58%
after incorporating the new tariffs.

Downgrade to NEUTRAL. We see the electricity tariff revision causing
investors to shy away from the sector, especially considering the two
steel counters that were recently designated as PN17 companies. We
are also keeping a close eye on MSW'’s proposed Iskandar rail project as
this first-of-a-kind project for the company will involve high capex that
could increase gearing if it proceeds. We downgrade MSW to
NEUTRAL, with our FV lowered to MYR1.07 (from MYR1.08), based on
a 0.4x (from 0.48x) FY14 P/BV, or the mean (from +1 SD) of the stock’s
5-year historical trading range.

Forecasts and Valuations Dec-10 Dec-11 Dec-12 Dec-13F Dec-14F
Total turnover (MYRm) 1,005 1,253 1,312 1,283 1,316
Reported net profit (MYRm) 28.1 24.4 24.3 34.7 15.3
Recurring net profit (MYRm) 28.1 24.4 24.3 34.7 15.3
Recurring net profit growth (%) na (13.3) (0.0) 42.7 (56.1)
Recurring EPS (MYR) 0.14 0.12 0.11 0.16 0.07
DPS (MYR) 0.01 0.01 0.01 0.01 0.01

Ng Sem Guan, CFA +603 9207 7678 Recurring P/E (x) 7.6 9.1 9.2 6.6 15.0

ng.sem.quan@rhbgroup.com P/B (x) 0.46 0.44 0.44 0.41 0.40
P/CF (x) 6.3 10.3 7.9 5.0 4.4
Dividend Yield (%) 1.3 1.0 1.0 1.4 0.6
EV/EBITDA (x) 6.77 7.63 7.78 6.66 8.62
Return on average equity (%) 6.3 5.0 4.7 6.4 2.7
Net debt to equity (%) 43.8 49.4 44.8 48.7 52.6
Our vs consensus EPS (%) 0.4) (54.8)
Source: Company data, RHB estimates
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Date Recommendation Target Price Price
2013-09-02 Trading Buy 1.08 0.91
2013-08-26 Neutral 1.08 0.94
2013-06-03 Trading Buy 1.08 0.95
2013-03-01 Neutral 091 0.80

Source : RHB estimates, Bloomberg
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RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months

Trading Buy: Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain
Neutral: Share price may fall within the range of +/- 10% over the next 12 months

Take Profit: Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage

Disclosure & Disclaimer

All research is based on material compiled from data considered to be reliable at the time of writing, but RHB does not make any representation or
warranty, express or implied, as to its accuracy, completeness or correctness. 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. This report is general in nature and has been prepared for
information purposes only. It is intended for circulation to the clients of RHB and its related companies. Any recommendation contained in this report does
not have regard to the specific investment objectives, financial situation and the particular needs of any specific addressee. This report is for the
information of addressees only and is not to be taken in substitution for the exercise of judgment by addressees, who should obtain separate legal or
financial advice to independently evaluate the particular investments and strategies.

RHB, its affiliates and related companies, their respective directors, associates, connected parties and/or employees may own or have positions in
securities of the company(ies) covered in this research report or any securities related thereto, and may from time to time add to, or dispose off, or may be
materially interested in any such securities. Further, RHB, its affiliates and related companies do and seek to do business with the company(ies) covered
in this research report and may from time to time act as market maker or have assumed an underwriting commitment in securities of such company(ies),
may sell them or buy them from customers on a principal basis and may also perform or seek to perform significant investment banking, advisory or
underwriting services for or relating to such company(ies), as well as solicit such investment, advisory or other services from any entity mentioned in this
research report.

RHB and its employees and/or agents do not accept any liability, be it directly, indirectly or consequential losses, loss of profits or damages that may arise
from any reliance based on this report or further communication given in relation to this report, including where such losses, loss of profits or damages
are alleged to have arisen due to the contents of such report or communication being perceived as defamatory in nature.

The term “RHB” shall denote where applicable, the relevant entity distributing the report in the particular jurisdiction mentioned specifically herein below
and shall refer to RHB Research Institute Sdn Bhd, its holding company, affiliates, subsidiaries and related companies.

All Rights Reserved. This report is for the use of intended recipients only and may not be reproduced, distributed or published for any purpose without prior
consent of RHB and RHB accepts no liability whatsoever for the actions of third parties in this respect.

Malaysia

This report is published and distributed in Malaysia by RHB Research Institute Sdn Bhd (233327-M), Level 11, Tower One, RHB Centre, Jalan Tun Razak,
50400 Kuala Lumpur, a wholly-owned subsidiary of RHB Investment Bank Berhad (RHBIB), which in turn is a wholly-owned subsidiary of RHB Capital
Berhad.

Singapore

This report is published and distributed in Singapore by DMG & Partners Research Pte Ltd (Reg. No. 200808705N), a wholly-owned subsidiary of DMG &
Partners Securities Pte Ltd, a joint venture between Deutsche Asia Pacific Holdings Pte Ltd (a subsidiary of Deutsche Bank Group) and OSK Investment
Bank Berhad, Malaysia which have since merged into RHB Investment Bank Berhad (the merged entity is referred to as “RHBIB”, which in turn is a wholly-
owned subsidiary of RHB Capital Berhad). DMG & Partners Securities Pte Ltd is a Member of the Singapore Exchange Securities Trading Limited. DMG &
Partners Securities Pte Ltd may have received compensation from the company covered in this report for its corporate finance or its dealing activities; this
report is therefore classified as a non-independent report.

As of 1 December 2013, DMG & Partners Securities Pte Ltd and its subsidiaries, including DMG & Partners Research Pte Ltd, do not have proprietary
positions in the securities covered in this report, except for:
a) -

As of 1 December 2013, none of the analysts who covered the securities in this report has an interest in such securities, except for:
a) -

Special Distribution by RHB

Where the research report is produced by an RHB entity (excluding DMG & Partners Research Pte Ltd) and distributed in Singapore, it is only distributed
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.

Hong Kong

This report is published and distributed in Hong Kong by RHB OSK Securities Hong Kong Limited (“‘RHBSHK?”) (formerly known as OSK Securities Hong
Kong Limited), a subsidiary of OSK Investment Bank Berhad, Malaysia which have since merged into RHB Investment Bank Berhad (the merged entity is
referred to as “RHBIB”), which in turn is a wholly-owned subsidiary of RHB Capital Berhad.

RHBSHK, RHBIB and/or other affiliates may beneficially own a total of 1% or more of any class of common equity securities of the subject company.
RHBSHK, RHBIB and/or other affiliates may, within the past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company.
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The prices of securities fluctuate, sometimes dramatically. The price of a security may move up or down, and may become valueless. It is as likely that
losses will be incurred rather than profit made as a result of buying and selling securities. Past performance is not a guide to future performance. RHBSHK
does not maintain a predetermined schedule for publication of research and will not necessarily update this report

Risk Disclosure Statements

Indonesia

This report is published and distributed in Indonesia by PT RHB OSK Securities Indonesia (formerly known as PT OSK Nusadana Securities Indonesia), a
subsidiary of OSK Investment Bank Berhad, Malaysia, which have since merged into RHB Investment Bank Berhad, which in turn is a wholly-owned
subsidiary of RHB Capital Berhad.

Thailand

This report is published and distributed in Thailand by RHB OSK Securities (Thailand) PCL (formerly known as OSK Securities (Thailand) PCL), a
subsidiary of OSK Investment Bank Berhad, Malaysia, which have since merged into RHB Investment Bank Berhad, which in turn is a wholly-owned
subsidiary of RHB Capital Berhad.

Other Jurisdictions

In any other jurisdictions, this report is intended to be distributed to qualified, accredited and professional investors, in compliance with the law and
regulations of the jurisdictions.
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