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Friday, April 04, 2014
Outperform
Key Takeaways From Briefing

We attended Malaysia Steel Works’ (Masteel) analyst briefing yesterday and
came away with more positive views on the company’s prospects.
Management has managed to overcome the additional expense of the recent
electricity tariff hike, which could have had halved their earnings assuming
there is no cost pass through. In addition, the temporary shortage of steel
products domestically due to the some hiccups and restructuring exercises
experienced by the steelmakers have helped stabilize steel product prices and
switch the demand to Masteel. We upgrade our call on Masteel from Neutral
to Outperform with a higher TP of RM1.26 based on a 5-year P/B average of
0.7x after fine-tuning our numbers.

= Concern on electricity tariff hike cleared. Management has finally
come out with solution in mitigating the additional cost from electricity
tariff hike, which amounts to an additional RM40/mt to the company’s
operating costs. 50% of it would be passed on to the consumers
while efforts in improving cost efficiency, namely, sourcing for higher
yield scrap metal and minimizing electricity usage coupled with the
recent correction in scrap metal prices and short-term advantage
over the sale of billets to its rivals due to some issues have helped
the company to offset the remaining additional cost incurred.

=  Prospects. Given the positive demand in local construction projects
as well as steady steel bar prices, management has allocated
RM80m to build a second rolling mill adjacent to the existing mill in
Bukit Raja, Klang. Construction has started since end-Jan and is
scheduled to be operational by 2Q next year. The new mill will have
an initial production capacity of 100,000mt p.a. and will be expanded
to 200,000mt p.a. in 2016. The improved capacity will bring additional
10% production to the local market. Meanwhile, the strong local
demand for steel bars has also lowered the company’s sale of billets
as it requires more billets for its own steel bar production.

= Update on the inter-city rail transit system in Iskandar Malaysia.
Management stated that it is still in negotiations with the Ministry of
Transport while waiting for a minister to be appointed. In the event
that the proposal is shot down, the company guided that it would only
cost a minimal write-off of RM500k for the technical studies.

= Revising to Outperform. We are changing our call to Outperform
after removing the additional cost incurred from higher electricity
tariffs. We are positive on the company’s earnings prospects,
banking on the higher capacity coming on stream as well as steady
steel bar prices in the local market.

KEY FINANCIAL SUMMARY (RM m

FYE Dec (RM m) 2012A  2013A 2014F 2015F 2016F CAGR
Revenue 1,312.1 1,3754 1,4739 16153 1,761.3 7.6%
Gross Profit 40.2 47.8 51.2 57.5 64.3 12.4%
Pre-tax Profit 24.9 30.7 345 40.3 46.5 16.9%
Core Net Profit 243 28.7 32.4 37.8 43.7 15.8%
EPS (Sen) 7.5 8.9 10.0 11.7 13.5 15.8%
P/E (x) 13.7 11.6 10.3 8.8 7.6
DPS (Sen) 15 1.0 15 1.8 2.0
Dividend Yield (%) 15 1.0 15 1.7 2.0
Source: Company, Publicinvest Research estimates
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KEY FINANCIAL DATA

INCOME STATEMENT DATA

FYE Dec (RM m) 2012A 2013A 2014F 2015F 2016F
Revenue 1,312.1 1,375.4 1,473.9 1,615.3 1,761.3
Gross Operating Profit 75.1 457 92.9 103.4 114.5
Operating Expenses 40.2 47.8 51.2 57.5 64.3
Finance Cost -15.3 -17.2 -16.7 -17.2 -17.8
Pre-tax Profit 24.9 30.7 345 40.3 46.5
Income Tax -0.6 -1.9 2.1 -2.5 -2.8
Effective Tax Rate (%) 2.4 6.2 6.1 6.1 6.1
Core Net Profit 243 28.8 324 37.8 43.7
Growth (%)

Revenue 4.7 4.8 7.2 9.6 9.0
Gross Operating Profit -15 18.9 3.9 12.4 11.8
Core Net Profit 0.0 22.6 12.8 16.8 155

Source: Company, Publicinvest Research estimates

BALANCE SHEET DATA

FYE Dec (RM m) 2012A 2013A 2014F 2015F 2016F
Fixed assets 460.1 482.3 545.5 529.5 513.1
Other long-term assets 8.0 8.8 8.0 8.0 8.0
Cash at Bank 54.7 45.9 15.9 43.8 75.8
Other current assets 407.0 477.9 455.5 498.6 543.0
Total Assets 929.8 1,014.9 1,024.9 1,079.8 1,140.0
ST Borrowings 248.3 264.0 264.0 264.0 264.0
LT Borrowings 354 25.2 45.2 55.2 65.2
Payables 120.2 170.6 134.2 146.9 160.0
Total Liabilities 403.9 459.8 443.4 466.1 489.2
Shareholders’ Equity 525.9 555.0 581.5 613.8 650.8
Total Equity and Liabilities 929.8 1,014.9 1,024.9 1,079.9 1,140.0
Source: Company, Publicinvest Research estimates
FYE Dec 2012A 2013A 2014F 2015F 2016F
Book Value Per Share 1.6 1.7 1.8 1.9 2.0
NTA Per Share (Sen) 1.6 17 1.8 1.9 2.0
EPS (sen) 7.5 8.9 10.0 11.7 135
DPS (sen) 15 0.5 15 1.8 2.0
Payout Ratio (%) 13.2 5.6 15.0 15.0 15.0
ROA (%) 2.6 2.8 3.2 35 3.8
ROE (%) 4.6 5.2 5.6 6.2 6.7
Source: Company, Publicinvest Research estimates
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RATING CLASSIFICATION

STOCKS
OUTPERFORM The stock return is expected to exceed a relevant benchmark’s total of 10% or higher over the next 12months.
NEUTRAL The stock return is expected to be within +/- 10% of a relevant benchmark’s return over the next 12 months.

UNDERPERFORM The stock return is expected to be below a relevant benchmark’s return by -10% over the next 12 months.

TRADING BUY The stock return is expected to exceed a relevant benchmark’s return by 5% or higher over the next 3 months but the
underlying fundamentals are not strong enough to warrant an Outperform call.

TRADING SELL The stock return is expected to be below a relevant benchmark’s return by -5% or more over the next 3 months.
NOT RATED The stock is not within regular research coverage.

SECTOR

OVERWEIGHT The sector is expected to outperform a relevant benchmark over the next 12 months.

NEUTRAL The sector is expected to perform in line with a relevant benchmark over the next 12 months.

UNDERWEIGHT The sector is expected to underperform a relevant benchmark over the next 12 months.

DISCLAIMER

This document has been prepared solely for information and private circulation only. It is for distribution under such circumstances as may be
permitted by applicable law. The information contained herein is prepared from data and sources believed to be reliable at the time of issue of
this document. The views/opinions expressed herein are subject to change without notice and solely reflects the personal views of the analyst(s)
acting in his/her capacity as employee of Public Investment Bank Berhad (“PIVB”). PIVB does not make any guarantee, representations or
warranty neither expressed or implied nor accepts any responsibility or liability as to its fairness liability adequacy, completeness or correctness
of any such information and opinion contained herein. No reliance upon such statement or usage by the addressee/anyone shall give rise to any
claim/liability for loss of damage against PIVB, Public Bank Berhad, its affiliates and related companies, directors, officers, connected
persons/employees, associates or agents.

This document is not and should not be construed or considered as an offer, recommendation, invitation or a solicitation of an offer to purchase
or subscribe or sell any securities, related investments or financial instruments. Any recommendation in this document does not have regards to
the specific investment objectives, financial situation, risk profile and particular needs of any specific persons who receive it. We encourage the
addressee of this document to independently evaluate the merits of the information contained herein, consider their own investment objectives,
financial situation, particular needs, risks and legal profiles, seek the advice of their, amongst others, tax, accounting, legal, business
professionals and financial advisers before participating in any transaction in respect of any of the securities of the company(ies) covered in this
document.

PIVB, Public Bank Berhad, our affiliates and related companies, directors, officers, connected persons/employees, associates or agents may own
or have positions in the securities of the company(ies) covered in this document or any securities related thereto and may from time to time add
or dispose of, or may be materially interested in, any such securities. Further PIVB, Public Bank Berhad, our affiliates and related companies,
associates or agents do and/or seek to do business with the company(ies) covered in this document and may from time to time act as market
maker or have assumed an underwriting commitment in the securities of such company(ies), may sell them or buy them from customers on a
principal basis, may have or intend to accommodate credit facilities or other banking services and may also perform or seek to perform
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 document. The analyst(s) and associate analyst(s) principally responsible for the preparation of this
document may participate in the solicitation of businesses described aforesaid and would receive compensation based upon various factors,
including the quality of research, investor client feedback, stock pickings and performance of his/her recommendation and competitive factors.
Hence, the addressee or any persons reviewing this document should be aware of the foregoing, amongst others, may give rise to real or
potential conflicts of interest.
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