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Background 
We recently visited Melewar Industrial Group (MIG), a diversified industrial 
conglomerate with three core divisions – iron and steel, engineering & power and oil & 
gas (see corporate structure in the appendix).  
The iron & steel division makes long and flat products and is also involved in the 
mining of iron ore in Australia. The main companies in this division are 100%-owned 
Melewar Steel Tube (MST) which makes steel tubes under the brand names of MIG-
Maruichi and Aurora, 100%-owned Melewar Steel Mill (MSM) and 54.5%-owned 
Mycron (MSB MK, Not Rated), the first cold rolled coil (CRC) manufacturer in 
Malaysia and one of only three CRC manufacturers locally.  
MST has a capacity to produce up to 360k MT per annum (Figure 1). 50% of its sales 
goes to the engineering & construction sector, followed by the furniture and water 
industry (Figure 2). MSM is the manufacturer of high tensile deformed bars and steel 
billets. Its first steel billet plant with an annual capacity of 30,000 tonnes is in the final 
commissioning stage. Mycron Steel started operations in June 1990 and now has a 
rated capacity of 180k MT/year. It supplies about 28% of the CRC produced locally. 
CRC is used in office furniture, steel drums and pipes/tubes (Figure 3). 
MIG’s exposure to iron ore mining is through its 17% stake in Gindalbie Metals (GBG 
AU; Not Rated), an Australian listed company whose core activity is iron ore 
exploration and mining. The tenement area, which is north of Perth, has an estimated 
deposit of 1.2bn tonnes of magnetite iron ore and 100m tonnes of haematite iron ore. 

 
 Figure 1:  Steel tube products  

 Melewar Steel Tube
Capacity 30,000 tonnes/month

Forming service Pre-galvanised Black pipes & hot Cold rolled 
for MAICO Conduit Pipes dipped galvanised pipes furniture pipes
1,500 t/mth 500 t/mth 7,000 t/mth 3,000 t/mth

(ex-Mycron)  
 Source: Company 

  
 Figure 2:  Customer mix for steel tubes 
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Sectors Percentage
Engineering & construction industry 50%
Furniture industry 30%
Water supply industry 15%
Auto& electrical industry 5%  

 Source: Company 
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 Figure 3:  Mycron’s CRC customers 
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Outlook 
Long products 
Positive outlook. Since its inception in 1970, the group has managed to stay 
profitable despite the construction slump in the past six years and weakness in steel 
prices. The outlook has brightened considerably over the past year given the recovery 
of the construction sector, increasing demand emanating from Ninth Malaysian Plan 
(9MP) projects and the strengthening of steel prices. According to the Malaysia Iron & 
Steel Industry Federation (MISIF), domestic steel consumption is projected to expand 
by 12% in 2007 and 15% in 2008. This is in tandem with the expected growth of the 
construction sector. After experiencing three years of negative growth, the sector is 
set to register 4.5% growth in 2007, followed by 5.5% growth in 2008.  
We estimate that since end-2006, RM20.5bn worth of 9MP-related construction 
projects has been awarded and another RM77.1bn worth of potential projects could 
be awarded in the next one year. This would take the total amount to close to
RM100bn, the highest in the country’s history. 
Both MST and MSM are operating at low utilisation rates of about 30-40% currently, 
leaving it sufficient room to raise output to tap into the expected increase in demand. 
Currently, MIG’s steel pipe manufacturing segment has about 16-20% share of the 
local market.  

Flat products 
Demand and… Consumption of flat products tends to grow in tandem with the 
country’s industrial outlook. According to MISIF, domestic consumption of flat steel 
products in 2010 will be up 50% from 2004’s consumption of 1.6m tonnes.  
… prices on the uptrend. When China became a net steel exporter in mid-2005, 
CRC prices corrected substantially from a high of US$720 per MT to a low of US$520 
per MT at end-05. Prices have since rebounded to an average level of US$650 per 
MT in the past six months. Prices are expected to remain firm at the US$600-650 
level. 
Plant upgrade. Mycron is embarking on a plant upgrade and expansion which will 
increase its capacity from 180k MT/year to 260k MT/year. The expansion which is due 
for completion by end-2007 is estimated to add RM16.6m p.a. to the company’s 
pretax and could increase Mycron’s CRC market share to 40%.  
Concerns. However, a constant concern is the requirement to purchase 40% of its 
raw material, hard rolled coil (HRC) from Megasteel whose pricing is about 5% higher 
than international prices even though its products are lower grade.  
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Mining 
Rock-solid returns. MIG’s investment in Gindalbie was only RM22.1m or A$0.10 per 
share. Over the past two weeks, Gindalbie’s share price has shot up 40% to A$1.37, 
raising the value of MIG’s investment to RM287m. The share price is expected to rise 
to A$1.50-2.00 once the company is fully operational. 
Positive outlook. Gindalbie targets to produce 8m tonnes of magnetite a year for the 
next 30-40 years and 1.5m tonnes of haematite for the next seven years. The 
company intends to start mining haematite by 2008. Demand for iron ore is expected 
to stay strong, in lockstep with the uptick in steel demand. We gather that prices for 
iron ore are likely to increase by 15% over the next three years. For 2007, iron ore 
price has been fixed at US$0.72 per metric ton unit, an increase of 9.5%. 

 
Others 
MIG’s engineering division has submitted a proposal to the Penang State
Government for the Penang monorail project. It has proposed a 52km route, 
consisting of three single line inter-linked loops. The estimated project cost is 
RM1.6bn. We understand that Melewar is the only steel company bidding for this 
project.  
Currently, the group has a pipeline of RM300m worth of engineering projects, 
comprising projects from Telaga Chip Mill in Sabah, the Mycron plant upgrade and 
expansion project and M3nergy’s barite plant project in Labuan. MIG is bidding for a 
steel project worth a whopping RM3bn. Success in landing this project would mean 
significant upside to the group’s earnings as we gather that the engineering division is 
able to generate net profit margins of between 15% and 20%.  
Under its power and oil & gas division, MIG owns 70% of Siam Power Generation 
Company which operates and owns a 150MW combined cycle gas fired power plant 
in Rayong. It has a licence to expand up to 450MW and the site can accommodate up 
to 1,000MW of capacity.  

 
Valuation and recommendation 
Benchmark against other steel players. Given that majority of its earnings still 
comes from the steel division which is expected to be the main earnings contributor 
over the next few years, we use other steel players as a benchmark. In view of the 
positive outlook for the industry, we assume 10% revenue growth in FY08 and a slight 
net profit margin improvement from 8% in the past couple of years to 10%. Based on 
these assumptions, MIG is trading at 10x FY08 P/E, on par with other local steel bar
players (Figure 4) but at a slight discount to the 11.5x average for steel pipe 
manufacturers (Figure 5). 11.5x P/E would imply a share price of RM1.90 for MIG, 
leading to upside of 14%. At RM1.90, the stock would still be below its NTA of 
RM2.25. The stock is under-researched though we gather that management have 
been seeing analysts and investors of late.  

 
Figure 4: Comparison of steel bar and CRC manufacturers 

P/NTA              ROE Div
Bloomberg Price Mkt cap (x)                (%) yield (%)
ticker Recom. (RM) (RM m) FY07 FY08 FY07 FY07 FY08 FY07

Southern Steel SSB MK NR 1.79           699.5         9.6             8.8             1.0             11.0           11.4           2.8             
Ann Joo Resources AJR MK NR 3.72           1,296.3      na na n/a n/a n/a n/a
Kinsteel KSB MK NR 6.20           1,095.7      10.2           7.5             n/a 14.5           15.1           3.6             
Ornasteel ORNA MK NR 1.55           589.0         6.7             6.2             n/a 14.1           14.5           9.2             
Mycron MSB MK NR 0.92           164.7         na na n/a n/a n/a n/a
Lion Industries LLB MK NR 1.88           1,326.5      na na n/a n/a n/a n/a
Simple average 9.9           8.2           1.0           13.2         13.7           3.2             

            Core P/E (x)

 

O = Outperform, N = Neutral, U = Underperform, NR = Not Rated, TB = Trading Buy and TS = Trading Sell 
Source: Company, CIMB/CIMB-GK Research, Bloomberg, Reuters Estimates, 

 

Figure 5:  Comparison of pipe manufacturers 
3-yr EPS P/NTA Div

Bloomberg Price Mkt cap CAGR (x) yield (%)
ticker Recom. (RM) (RM m) CY07 CY08 (%) CY07 CY07 CY08 CY07

Engtex Holdings ENGT MK NR 1.54           127.1         14.8           8.9             44.2           n/a 9.4             10.3           3.2             
Hiap Teck Venture HTVB MK NR 2.09           684.3         13.1           8.0             40.2           1.5             n/a n/a 1.4             
YLI Holdings YLI MK NR 3.20           315.4         23.0           17.1           19.8           n/a 9.5             10.5           2.2             
Simple average 17.0         11.3         1.5           9.5             10.4           2.3           

             Core P/E (x)
              ROE
               (%)

 

O = Outperform, N = Neutral, U = Underperform, NR = Not Rated, TB = Trading Buy and TS = Trading Sell 
Source: Company, CIMB/CIMB-GK Research, Bloomberg, Reuters Estimates, 
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 Financial summary  

 
 
 
 
 
 
 
 
 

  

FYE Jan/Mar 2003 2004 2005 2006 2007^
Revenue (RM m) 390.8            462.2            598.7            566.9            652.2
EBITDA (RM m) 95.5              98.7              91.0              51.8              83.4
EBITDA margins (%) 24.4              21.4              15.2              9.1                12.8
Pretax profit (RM m) 77.5              80.6              72.7              35.5              57.0
Net profit (RM m) 56.6              64.4              46.5              46.9              46.4
EPS (sen) 26.9              30.5              21.8              21.7              16.46*
EPS growth (%) +5% +13% -29% -0% -24%
P/E (x) 6.2                5.4                7.6                7.6                10.1
Gross DPS (sen) 7.5                157.2            7.0                2.3                -
Dividend yield (%) 4.5                94.7              4.2                1.4                -
P/NTA (x) 0.4                0.7                0.8                0.6                0.7
ROE (%) 8.9                12.8              13.1              9.9                9.1
Net gearing (%) 5.0                29.0              38.0              41.0              25.0

 

 Source: Company, CIMB/CIMB-GK estimates, Reuters Estimates 
^ 14 months ended 31 March due to change in FYE from Jan to Mar   
* The group proposed a 1:3 bonus issue and an additional 7.7m warrants in Feb 07.  

  

Appendix:  MIG’s corporate structure 
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CIMB INVESTMENT BANK – DISCLOSURE & DISCLAIMER 
 
By accepting this report, the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the restrictions set forth below and 
agrees to be bound by the limitations contained herein (including the “Restrictions on Distributions” set out below). Any failure to comply with these limitations may 
constitute a violation of law. 
This publication is strictly confidential and is for private circulation only to clients of CIMB Investment Bank Bhd (“CIMB”). This publication is being supplied to you strictly 
on the basis that it will remain confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) 
redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB. 
CIMB, its affiliates and related companies, their 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 of, or may be materially interested in, any such securities. 
Further, CIMB, its affiliates and its 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 to 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 report. The views expressed in this report accurately reflect the personal views of the analyst(s) 
about the subject securities or issuers and no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific 
recommendations(s) or view(s) in this report. CIMB prohibits the analyst(s) who prepared this research report from receiving any compensation, incentive or bonus 
based on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company. However, the analyst(s) may receive 
compensation that is based on his/their coverage of company(ies) in the performance of his/their duties or the performance of his/their recommendations and the 
research personnel involved in the preparation of this report may also participate in the solicitation of the businesses as described above. In reviewing this research 
report, an investor should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. Additional information is, 
subject to the duties of confidentiality, available on request. 
 

(i) As of 11 July 2007, CIMB and its affiliates have a proprietary position in the following securities in this report: 
 (a) Melewar Industrial, Melewar Industrial CW. 
(ii) As of 11 July 2007, CIMB and its affiliates do not have a proprietary position in the following securities in this report: 
 (b) -. 
(iii) As of 11 July 2007, the analyst, Sharifah Farah who prepared this report, owns and has an interest in the securities in the following company or companies 

covered or recommended in this report. 
 (c) -. 
(iv) As of 11 July 2007, the analyst, Sharifah Farah who prepared this report, does not own and does not have an interest in the securities in the following company or 

companies covered or recommended in this report. 
 (d) Melewar Industrial, Melewar Industrial CW. 
 

The information contained in this research report is prepared from data believed to be correct and reliable at the time of issue of this report. This report does not purport 
to contain all the information that a prospective investor may require. CIMB does not make any guarantee, representation or warranty, express or implied, as to the 
adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report and accordingly, neither CIMB nor any of its 
affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, 
loss of profits and damages) of any reliance thereon or usage thereof. 
This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst CIMB’s clients generally and does not have 
regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. The information and opinions 
in this report are not and should not be construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, related investments or 
other financial instruments thereof.  
This report is issued and distributed by CIMB. The views and opinions in this research report are our own as of the date hereof and are subject to change. If the 
Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority applies to a recipient, our obligations owed to such recipient 
therein are unaffected. CIMB has no obligation to update its opinion or the information in this research report. 
Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, 
financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other aspects before 
participating in any transaction in respect of the securities of company(ies) covered in this research report. The securities of such company(ies) may not be eligible for 
sale in all jurisdictions or to all categories of investors. 
General: This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country 
or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. 
Australia: Despite anything in this report to the contrary, this research is provided in Australia by CIMB and the analyst on behalf of CIMB-GK Research Pte. Ltd. 
(“CIMB-GK”) and CIMB-GK notifies each recipient and each recipient acknowledges that CIMB-GK is exempt from the requirement to hold an Australian financial 
services licence under the Corporations Act 2001 (Cwlth) in respect of financial services provided to the recipient. CIMB-GK is regulated by the Monetary Authority of 
Singapore under the laws of Singapore, which differ from Australian laws. This research is only available in Australia to persons who are "wholesale clients" (within the 
meaning of the Corporations Act 2001 (Cwlth)) and is supplied solely for the use of such wholesale clients and shall not be distributed or passed on to any other person. 
This research has been prepared without taking into account the objectives, financial situation or needs of the individual recipient. 
France: Only qualified investors within the meaning of French law shall have access to this report. 
This report shall not be considered as an offer to subscribe to, or used in connection with, any offer for subscription or sale or marketing or direct or indirect distribution of 
financial instruments and it is not intended as a solicitation for the purchase of any financial instrument. 
Hong Kong: This report is distributed in Hong Kong by CIMB-GK Securities (HK) Limited which is licensed in Hong Kong by the Securities and Futures Commission for 
Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) activities. Any investors wishing to purchase or otherwise deal 
in the securities covered in this report should contact the Head of Sales at CIMB-GK Securities (HK) Limited.  Please note that this report has been prepared by CIMB 
Investment Bank Berhad  which is licensed by Bank Negara Malaysia and Securities Commission Malaysia.  CIMB Investment Bank Berhad is not licensed in Hong 
Kong by the Securities and Futures Commission   
Unless permitted to do so by the securities laws of Hong Kong, no person may issue or have in its possession for the purposes of issue, whether in Hong Kong or 
elsewhere, any advertisement, invitation or document relating to the securities covered in this report, which is directed at, or the contents of which are likely to be 
accessed or read by, the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong).  This document does not constitute an offer, 
invitation or advertisement to the public in Hong Kong in respect of any securities, regulated investment agreement or collective investment scheme interests for the 
purposes of the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) or the issue, circulation or distribution in Hong Kong of a prospectus for the 
purposes of the Companies Ordinance (Chapter 32 of the Laws of Hong Kong).  This document is strictly for your own reference and you must not circulate or distribute 
this document to any other person in Hong Kong. 
Indonesia: Neither this report nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesia residents 
except in compliance with applicable Indonesian capital market laws and regulations. 
New Zealand: In New Zealand, this report is for distribution only to persons whose principal business is the investment of money or who, in the course of, and for the 
purposes of their business, habitually invest money pursuant to Section 3(2)(a)(ii) of the Securities Act 1978. 
Sweden: This report contains only marketing information and has not been approved by the Swedish Financial Supervisory Authority. The distribution of this report is not 
an offer to sell to any person in Sweden or a solicitation to any person in Sweden to buy any instruments described herein and may not be forwarded to the public in 
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Sweden. 
Taiwan: This research report is not an offer or marketing of foreign securities in Taiwan. The securities as referred to in this research report has not been and will not be 
registered with the Financial Supervisory Commission of the Republic of China pursuant to relevant securities laws and regulations and may not be offered or sold within 
the Republic of China through a public offering or in circumstances which constitutes an offer within the meaning of the Securities and Exchange Law of the Republic of 
China that requires a registration or approval of the Financial Supervisory Commission of the Republic of China. 
United Arab Emirates: The distributor of this report has not been approved or licensed by the UAE Central Bank or any other relevant licensing authorities or 
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United Kingdom: This report is being distributed by CIMB-GK Securities (UK) Ltd only to, and is directed at selected persons on the basis that those persons are (a) 
persons falling within Article 19 of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 (the “Order”) who have professional experience in 
investments of this type or (b) high net worth entities, and other persons to whom it may otherwise lawfully be communicated, falling within Article 49(1) of the Order, (all 
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experience relating to investments should not rely on this document. 
United States: Neither this report nor any copy hereof may be taken or distributed into the United States except in compliance with any applicable U.S. laws and 
regulations. 
Other jurisdictions: In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is only for distribution to professional, institutional or 
sophisticated investors as defined in the laws and regulations of such jurisdictions. 
 

 
 

CIMB INVESTMENT BANK – RECOMMENDATION FRAMEWORK 
 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 
OUTPERFORM: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 12 
months. 

NEUTRAL: The stock's total return is expected to be within +/-5% of a relevant 
benchmark's total return. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, is 
expected to perform in line with the relevant primary market index over the next 
12 months. 

UNDERPERFORM: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
is expected to underperform the relevant primary market index over the next 12 
months. 

TRADING BUY: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 3 months. 

   

TRADING SELL: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 3 months. 

   

 

 
 
 


