Company Update A TA SECURITIES

Thursday, 06 September 2007

Bloomberg : MIG MK KLCI @ 1,297.93

L
o
Z
>
=
G
o
S
)
O
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_ Price : RM 1.68
Melewar Industrial Group Bhd TargetPrice : RM2.70
- Market Capitalisation : RM 380.7m
Shareholders' Windfall Board - Main
Sector : Industrial Product
Stock Code:  MELEWAR (3778) Recommendation :© BUY
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PER SHARE DATA |
FYE 31Jun 2005 2006  2007#  2008F  2009F ) . . . .
Revenue 5087 5669 8102 6442 6764 Gindalbie Investment - Time to Realise Some Profits
Operating Profit 756 429 2169 831 906 Melewar'sinvestment in Gindal bieisthe dream of many investors
Depreciation 454 90 150 68 101  oastheinitial investment of RM22mn turned into RM393mn (as at
Interest Expense 30 81 127 71 7g  thelatest Gindalbie closing price of AU$1.82) in just 24 months.
Pretax Profit 72'7 35'5 189.2 78.9 86.7 Gindalbie shares are currently suspended, waiting for material
Effective TaxRate (%) 250 -16%  40%  -31%  26% announcement. Based on Bloomberg report, Anshan Steel has
Net Profit 465 469 1144 1034 642 purchased 65mn shares or 12.8% stake in Gindalbie at AU$0.60.
Adjusted Net Profit* 46.3 46.9 46.0 103' 4 64.2 Although the purchase priceis much lower than the current market
Operating Margin (%) 126% 7.6% 9.4% 12.9% 13.4% price, thg entry of Anshan ig important as Fhe group is committed
Pre-tax Margin (%) 121% 6.3% 8.8% 12.3% 12.8% to help finance the huge capital outlay, which is estimated to be at
Net Margin (%)  7.8% 8.3% 3.2% 161% 9.5% AUS$1.7bn and AU$100mn for the Magnetite and Hematite mining
' ' ' ' ' respectively.
In addition, Anshan steel is also committed to buy the whole

P&L ANALYSIS (RM mil) Hematite and Magnetite productions of Gindalbie. Gindalbie is
FYE 31 Jun 2005% 2006% 20074 2008F  2009F expected to produce 3mn tonnes p.a for Hematite for 7 years,
Book Value (RM) 22 28 30 33 35 whilethe early stage of magnetite production would be 8mn tonnes
Cash Flow (sen) 53 22 24 383 380 per annum. The delivery of Hematite is expected by 1Q09 while
Eamings (sen) 205 207 203 454 283 the Magnetite's first delivery will bein 1Q10.
Adjusted Eamings* (sen 204 20.7 203 258 283
Nelt Dividend g Esen; 94 30 30 167 90 Gindalbie has al so made an announcement to the Australian Stock
Payout Ratio (%) 46% 14%  15% 37%  32% Exchange on its Bankable Feasibility Studies on the Karara
PER ) 8.2 81 83 37 59 Magnetite and Mundara Hematite projects in Western Australia's
Adjusted PER* () 82 81 83 65 59 Mid West Region, which is being developed in Joint Venture with
p/Cash Flow ) 110 76 59 a4 a4 Anshan Iron & Steel Group Corporation. Based on the studies,
P/Book Value ) 08 06 06 05 05 the Hematite net present value (NPV) is estimated at AU$79.6mn
Dividend Yield (%) 5.6% 1.8% 1.8% 9.9% 5.4% while the Magnetite operation NPV is expected to be AU$2.25bn.
ROE %) 13% 10% 10% 10%  11% Thiswould translate into a NPV of AU$5.63 per Gindal bie share
Net Gearing (%) 27% 30%  44%  38%  35% as compared to current price of AU$1.82. Based on our source,

note: * Adjusted for extraordinary gain on sale of investment
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the official signing ceremony between Gindal bie and Anshan would
be on Thursday, which will be witnessed by China's Premier.
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With the historic signing and strong potential of Gindalbi€'siron
ore reserve, we expect the price to continue hitting new highs,
which will indirectly be a boon to Melewar. Although the
management keeping atight lip on its Gindal bie investment, based
on our sources, Melewar islooking to dispose of part of its stake
in Gindalbieto realise some of itsinvestment gains. It is estimated
that the Melewar is looking to place out 10-12mn shares out of
the 74mn shares the group owns. Assuming the priceis transacted
at AU$2.00, the group would recognise RM40-49mn in exceptional
gain (after deducting 30% gain tax imposed by the Australian
government).

Assuming that the company keeps half of the gain for reinvestment,
and pays off 50% of the balance in dividend, Melewar's
shareholdersisin for additional 10 sen pay out. Coupled with the
expected gross dividend of 12 sen (or 9 sen tax-exempt vs. 6 sen
tax-exempt in FY07) in FY08, which will be derived from its
improving operation, the total distribution will be 22 sen, which
translates into a phenomenal dividend yield of 13.1%.

Other Developments - SEPCO Progressing Well

To recap, the group holds 70% stake in Siam Power Generation
Company Ltd which holds atotal licensed capacity of 450MW to
built, operate and own power plant in Rayong, Thailand. The
group would construct the 1st phase 185MW for US$230-240mn
which is expected to start operation in 2H09 and has signed the
PPA with EGAT for 25 years, with fuel pass through agreement
that isindexed to the US currency. Based on the current fuel price
and currency exchange rate, the average selling price of around
US$0.0753/kwh translates into RM0.26/kwh. The off-take for
the 185MW is secured with EGAT taking the majority or 90MW
while 70MW is supplied to G-Steel and the balance 25MW to
SICOS.

Timely Buy for a Windfall

Our core net earnings remain unchanged. However, our dividend
estimate is raised from 12 sen to 22 sen on the back of higher
distribution arising from the partial realisation of itsinvestmentin
Gindalbie. Our target price remains at RM2.70 based on sum-of-
parts that offers a potential capital appreciation of 60.7%.
Additionally, investors would also be reaping a higher dividend
yield of 13.1%, which adds up to a total of 73.8%. As such,
Melewar remainsaBUY.

DISCLAIMER

The information in this report has been obtained from sources believed to be reliable. Its accuracy or completeness is not guaranteed and opinions
are subject to change without notice. This report is for information only and not to be construed as a solicitation for contracts. We accept
no liability for any direct or indirect loss arising from the use of this document. We, our associates, directors, employees may have an
interest in the securities and/or companies mentioned herein.

Other disclosure ; CMDF-Bursa Research Scheme ("CBRS") - This report has been prepared by TA Securities Holdings Bhd for purposes of CBRS administered
by Bursa Malaysia Berhad, independent from any influence from CBRS or the subject company. TA Securities Holdings Bhd has been compensated to undertake
the scheme.
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