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SMALL/MID CAP HIGHLIGHTS 

Cahya Mata Sarawak (CMS MK)  

Outlook Remains Promising 

CMS’ associate has been seeing strong interest from investors and the outlook for its 
subsidiary OMS remains bright with global demand-supply dynamics remaining 
favourable. We expect OMS to turn around significantly in 2018 (from loss-making in 
2017) and become one of the biggest contributors to CMS’ earnings. Maintain BUY and 
target price of RM4.00 which implies 13.6x PE based on 2019F EPS.  

WHAT’S NEW  

 A closer look at OMH. Investors are keen on the significant turnaround story expected for 
OM Holdings (OMH) which has a 75% stake in OM Materials Sarawak (OMS). The 
turnaround at OMH is expected to have a positive impact on Cahya Mata Sarawak (CMS) 
which has a 25% stake in OMS. 

ESSENTIALS 

 OMS the world’s third-largest producer of ferrosilicon alloy. OMH was founded in 1994 
and subsequently listed on the Australian Stock Exchange in 1998. It started up the Bootu 
Creek mine and Qinzhou smelter in 2005-06 and initiated the Sarawak smelter project in 
2011. Its 75%-owned OMS operates a plant in Sarawak which is located at the Samalaju 
Industrial Park where it has 10 furnaces to produce ferrosilicon alloy and 6 furnaces to 
produce manganese; both are essential raw materials for steel production. The plant has a 
design capacity to produce 200,000-210,000 tonnes of ferrosilicon and 250,000-300,000 
tonnes of manganese alloy p.a.. OMH’s key customers are leading steel players such as 
China Steel Corporation, Hyundai Steel, Nippon Steel & Sumitomo Metal and 
Thyssenkrupp. Today, OMS is the world’s third-largest producer of ferrosilicon alloy, after 
China and Russia. 

 Encouraging production data. As at 1H18, OMS produced 104,602 and 124,979 tonnes 
of ferrosilicon and manganese respectively, representing an increase of 30% yoy and 
>100% yoy from 1H17. To note, OMS fired its last furnace at the Samalaju plant on 1 Jun 
18. Hence, we think production in 2H18 could be much stronger hoh. On a qoq comparison, 
production of ferrosilicon was stable in 2Q18. However, manganese production declined 4% 
qoq in 2Q18 due to a shift to higher grade manganese production to cater to market 
demand. Separately, OMS also shared that sales of ferrosilicon and manganese in 2Q18 
dropped by 25% qoq and 18% qoq due to the festive season (which hampered port 
activities) but are expected to rebound in 3Q18. 

 

KEY FINANCIALS 

Year to 31 Dec (RMm) 2016 2017 2018F 2019F 2020F 

Net Turnover  1,552 1,607 1,666 1,755 1,831 

EBITDA  397 353 404 415 431 

Net Profit (Adjusted)  169 260 314 318 332 

EPS (sen) 15.7 24.2 29.3 29.6 30.9 

PE (x) 20.1 14.6 12.4 11.2 10.7 

P/B (x) 1.6 1.5 1.4 1.3 1.2 

EV/EBITDA (x) 8.9 9.6 7.8 5.7 3.9 

Dividend Yield (%) 1.9 2.4 3.2 3.6 3.7 

Net Margin (%) 10.9 16.2 18.9 18.1 18.1 

Net Debt/(Cash) to Equity 
(%) (9.5) (14.5) (31.4) (48.7) (64.1) 

Interest Cover (x) 31.8 12.5 14.5 14.8 15.4 

ROE (%) 7.6 11.0 12.4 11.6 11.3 

Consensus Net Profit  - - 272 295 321 

UOBKH/Consensus (x) - - 1.2 1.1 1.0 
Source: Cahya Mata Serawak, UOB Kay Hian 
 

  

 

BUY 

(Maintained) 

Share Price RM3.23 
Target Price RM4.00 
Upside +23.8% 

COMPANY DESCRIPTION 
Infrastructure conglomerate in Sarawak. CMS 
is diversifying income stream from renewable 
energy banking on cheaper electricity cost. 

STOCK DATA 
GICS sector Materials

Bloomberg ticker: CMS MK

Shares issued (m): 1,071.9

Market cap (RMm): 3,462.2

Market cap (US$m): 851.4

3-mth avg daily t'over (US$m): 2.4

Price Performance (%) 
52-week high/low RM4.33/RM1.74

1mth 3mth 6mth 1yr YTD

35.3 (18.7) (23.8) (17.9) (15.6)

Major Shareholders %

Majaharta Sdn Bhd 12.6

Employees Provident Fund Board 10.9

Taib Lejla 10.4

FY17 NAV/Share (RM) 2.13

FY17 Net Cash/Share (RM) 0.32
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 Favourable global demand-supply dynamics. We think OMS’ success largely depends 
on China’s tight control on environmental protection. We understand that since China’s steel 
industry reform, the country’s ferrosilicon production has dropped considerably from 6m 
tonnes at its peak to only 3.2m tonnes. This led to a surge in ASP from US$900/tonne at the 
point when OMS started production compared to US$1,450/tonne now. Apart from that, 
OMS is also enjoying cheap power supply thanks to a 20-year contract for a fixed power 
price is approximately 50% cheaper compared to that recorded by other smelters. We 
believe that this is another key contributor to OMS’ success as power makes up about half of 
its total cost of production. 

 Future expansion depends on availability of power sources. As all of OMS’ 16 furnaces 
are up and running, future growth will be driven by Phase 2 operations at the Samalaju 
Industrial Park. Although it is still in the preliminary stage, Phase 2 will likely house another 
four furnaces and the timeline for construction is heavily dependent on the availability of 
power supply sources. The next source of power supply for Phase 2 in Sarawak will come 
from the Baleh Dam which is slated for full completion by 2025. However, management does 
not rule out the possibility of sourcing power from other sources (apart from the Baleh Dam). 
Management also remains confident that OMS will at least receive a partial allocation of the 
additional power supply that they have requested. 

 Ancillary income to support earnings. Organically, OMH shared that they intend to 
embark on an ore concentrate project as well as sinter plant project as part of its initiatives to 
re-use waste products and turn them into income generating products. OMH expects the 
projects to be commissioned by 1H19 and contribute 10-20% to revenue. 

EARNINGS REVISION/RISK 

 None.  

VALUATION/RECOMMENDATION 

 Maintain BUY and target price of RM4.00 based on a 25% holding company discount to 
our SOTP valuation, which implies 13.6x PE based on 2019F EPS. We also imputed a 23 
sen “option value” for Malaysian Phosphate Additives (Sarawak) (MPAS) (assumption: 50% 
success rate, RM1.4b investment cost) from a NPV of RM490.1m based on CMS’ 40% 
stake in MPAS. CMS currently trades at a forward PE of 10x. Share price has fallen 13% 
from its recent high and with the strong fundamentals, we expect the PE to trend closer to 
pre-general election levels.    

CATALYSTS 

 Significant earnings recovery at OMS which will be driven by higher ASPs as well as 
higher utilisation of furnaces.   

 Gradual improvement at other business segments which will be fuelled by the 
construction of Pan Borneo Highway and Baleh Dam. 

 

 

 OMH PROFILE 
Founded: 1994 
Listed on Australian Stock Exchange in 1998 

Market Cap: US$960m 
Trailing PE: 10x 
Key business: 1) Exploration & Mining; 2) Smelting & Sintering 
and 3) Marketing & Trading 

Key products: Manganese ferroalloys and ferrosilicon 

Source: OMH 
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PROFIT & LOSS     
Year to 31 Dec (RMm) 2017 2018F 2019F 2020F

Net turnover 1,607 1,666 1,755 1,831 
EBITDA 353 404 415 431 
Deprec. & amort. (56) (61) (64) (67) 
EBIT 297 343 351 365 
Net interest income/(expense) 1 8 2 5 
Pre-tax profit 372 476 479 498 
Tax (84) (91) (90) (93) 
Net profit 215 336 339 353 
Net profit (adj.) 260 314 318 332 

  
      

 BALANCE SHEET     
Year to 31 Dec (RMm) 2017 2018F 2019F 2020F

Fixed assets 728 777 814 848 
Other LT assets 1,329 1,228 1,228 1,228 
Cash/ST investment 978 1,433 1,968 2,515 
Other current assets 1,050 914 946 973 
Total assets 4,085 4,351 4,955 5,563 
ST debt 52 52 52 52 
Other current liabilities 646 674 1,038 1,395 
LT debt 585 585 585 585 
Other LT liabilities 118 118 118 118 
Shareholders' equity 2,352 2,540 2,731 2,930 
Minority interest 333 382 432 484 
Total liabilities & equity 4,085 4,351 4,955 5,563  

     
CASH FLOW     
Year to 31 Dec (RMm) 2017 2018F 2019F 2020F

Operating 283 328 357 375 
Pre-tax profit 333 454 458 477 
Tax (77) (91) (90) (93) 
Deprec. & amort. 56 61 64 67 
Working capital changes 45 (23) (1) (2) 
Other operating cashflows (74) (74) (74) (74) 
Investing (57) (95) (95) (95) 
Capex (maintenance) (62) (100) (100) (100) 
Investments (3) (3) (3) (3) 
Proceeds from sale of assets 1 1 1 1 
Others 7 7 7 7 
Financing 295 226 276 271 
Distribution to unitholders (91) (126) (127) (133) 
Issue of shares 0 0 0 0 
Proceeds from borrowings (115) (150) (100) (100) 
Loan repayment 1 2 3 4 
Others/interest paid 500 500 500 500 
Net cash inflow (outflow) 522 459 538 551 
Beginning cash & cash equivalent 528 1,050 1,509 2,047 
Changes due to forex impact 0 0 0 0 
Ending cash & cash equivalent 1,050 1,509 2,047 2,598  

      
KEY METRICS     
Year to 31 Dec (%) 2017 2018F 2019F 2020F

Profitability     
EBITDA margin 22 24 24 24 
Pre-tax margin 23 29 27 27 
Net margin 16 20 19 19 
ROA 6 7 6 6 
ROE 11 12 12 11 

     
Growth     
Turnover 4 4 5 4 
EBITDA -11 15 3 4 
Pre-tax profit 10 37 1 4 
Net profit 27 46 1 4 
Net profit (adj.) 53 21 1 4 
EPU 53 21 1 4 

     
Leverage     
Debt to total capital 16 15 13 11 
Debt to equity 27 25 23 22 
Net debt/(cash) to equity -15 -31 -49 -64 
Interest cover (x) 12.5 14.5 14.8 15.4  
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Securities (M) Sdn. Bhd. ("UOBKHM") which is a licensed corporation providing investment 
advisory services in Malaysia. 
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKHM. This report is not directed to or intended for distribution to or use 
by any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKHM 
may determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable 
law or would subject UOBKHM and its associated persons (as defined in the Capital Market Services Act 2007) to any registration, 
licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKHM to be reliable. 
However, UOBKHM makes no representation as to the accuracy or completeness of such sources or the Information and UOBKHM 
accepts no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKHM and its associate 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKHM and its 
connected persons are subject to change without notice. UOBKHM reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKHM, its associated persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKHM, its associated persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKHM may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKHM may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.  
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report is prepared by UOBKHM, a company authorized, as noted above, to engage in investment advisory in Malaysia. 
UOBKHM is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKHM (whether 
directly or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption 
from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons 
that receive this document by way of distribution from or which they regard as being from UOBKHM by their acceptance thereof represent 
and agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.  
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKHM. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
 



  

Fr iday ,  3  Augus t  2018  

13 Refer to last page for important disclosures. 

M a l a y s i a  D a i l y  

Analyst Certification/Regulation AC  
 
Each research analyst of UOBKHM who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKHM or any other person, any of the Subject 
Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not 
receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any 
sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the 
compensation received by each such research analyst is based upon various factors, including UOBKHM’s total revenues, a portion of 
which are generated from UOBKHM’s business of investment advisory.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of 
or located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by 
the Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, 
has trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified 
under Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed 
in Hong Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in 
Hong Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of 
the analyses or reports only to the extent required by law. 

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services 
Authority of Indonesia. Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the 
relevant foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the 
analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, 
the recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in 
Malaysia, at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as 
UOBKHM is the registered person under CMSA to distribute any research analyses in Malaysia.  

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore. Where 
the report is distributed in Singapore and contains research analyses or reports from a foreign research house, please 
note:  
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in 
Singapore in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is 
regulated by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the 
meaning of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research 
distributed in the UK is intended only for institutional clients. 

United States 
of America 
(“U.S.”) 

This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable 
U.S. laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility 
for its contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities 
referred to in the report should contact UOB Kay Hian (US) Inc. directly. 
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