07-12-2007: KNM eyes high-end process eqguipment firms

by Joseph Chin
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KLIALA LUMPUR: KNMW Group Bhd is eyeing a high-end process equipment company which could boost its bottomlineg by RM200 million and
its revenue by RM1 billion, according to OSK Investment Research.

The research house said the targel company should be able to manufacture pracess equipment used in gold extraction as well as sulphur
gdtraction from sour crude oil.

“It has a potential profit igure of RM200 million. It also has a higher gross margin than KNM. For high-end process aguipment, the gross
margin can rise to 30% to 35% compared to KNM's 25%," it said.

05K Research said the average selling price for such equipment was high because of the corosive process

and the requirement for matenals like titanium, KNM Group
At an analysts’ briefing on Wednesday, KNM indcated the acquisition targst was one of the few global players  [TowiM=  Fem  few  fes
that could work wath exatic materials like ttanium to fabncate high-end process equipment. The proposed —
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acquistion could be announced by January next yesr and completed by June. el prolt 0 406 5183
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05k Research said the target company also had a fabrication yard with 22 500 million tonnes par annum
(mtpa) capacity and the cost could be RM2 billion. The acquisition would come at a cost of eight times to 10 e R IRE R
bmes pnce-to-eamings ratio (PER). PEY (o 78 47 5%
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Based on the assumption the acquisition could be complated by Juna next yaar, OSK Research said this would 5 Seis ol 506 fm e FrED o £906 pos
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baost its profit forecast by 24% in the financial year ending 2008 and 50% in 2009, Scurta 02K Amawrch

“WValuation for the company will be at 10 times price-lo-earnings rato (PER) and 2.5 time pricedbook value . Intangibles will rise by RM1 .2 billion
due to the goodwill involved,” it sad

However, the research house sad as the acquisition had yet to be announced, there were still many uncertainies, mcluding whether the
purchase would take place. Another uncertainty was the funding machanism for the possible acquisition It said KNM had indicatad it would cap
its gearing at 8%

“With their current shareholder’s funds at R 922,09 million and net gearing at 22.8%, financing the acquisition (Rh2 bilkon) using debt done
will be teo much for KMM's balance shest to take. We believe pure debt financing will raise net geannag to 249% and push net tangible assst
into negatve territory.” it said

5k Research said there wiould likely be a cash call from KMNM although it was uncertain as to how the nghts issue will be strucured. For now,
it had only incorporated 100% debt financing into its forecast while awaiting details of the potential acquisition.

On KMM's arder book, it said it had increased from RM2.1 bilhon in September to RM2 .5 billion currently while the tenderbook was RM11
billion.

KINM's "as.is” business was stll growing strongly, with the order book now at RiM2 5 billion, up from RMZ 1 billion in September while the
tenderbook was EM 11 billion

Of the RMZ2 .5 bilhon arder book, ol and gas accounted for 47%, petrachemicals {18%), minerals (17%) and other 8%, As for KNM's tender
book, it had increased by 10% to RM11 billion with most of the tenders still in 080G at 45%.

Q5K Research said there was more upside for KMNW Group Bhd, despite that its share price had run up more than 25% since end-Movember
on good results, new contracts, excellent outlook, MSC) inclusion and the potental for new acquisitions in the high-end range of the process
erjuipment ndustry



