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1QFY11 Results Review

PBA Holdings

Strong Earnings on Higher Tariff Rates

1QFY11 earnings beat our estimates with profits accounting for a third of our full
year forecast. Higher earnings in this case is driven mainly on higher tariff rates
chargeable to trade consumers coupled with the increase of registered trade
consumers on a y-0-y basis. Raising our profit estimates to account for the higher
earnings base, we also raise our FV for the stock to RM1.35 from RM1.22 previously.
We re-iterate our BUY recommendation for the stock. We also raise our dividend
estimate for PBA from 5sen per share from 4sen per share.

Higher tariff rates. On the back of higher water tariff rates chargeable to trade consumers
(+27% since last November) and a water conservation surcharge (24sen per cu m for
consumption exceeding 35cu m per month) to households, PBA recorded strong profits
accounting for 34% of our full year forecast. 1Q revenues reached a record high at
RM56.3m (+15.3% y-o-y; +11.8% qg-0-q) with net profits at RM11.1m (+105% y-o0-y; +26%
g-0-q). Keeping its operating costs at bay, the higher tariff rates also translated to direct
bottom line gains which lifted its net profit margins to 19.7% vs a year ago at 11%.

More gains to be seen. With a water tariff hike increase of 27% chargeable to trade
consumers, better earnings are expected to flow in for PBA this year. On a y-o-y
comparison, registered trade consumers (for water services) increased by 11% from 2010
to 2009. Since the Penang state has been lauded as the state with the highest FDI at 36%
of total national FDI in 2010, we reckon the state’s outperformance will continue to attract
more businesses and further increase the number of registered trade consumers for PBA.
While household consumers in the long run should cut their water consumption, we believe
the increase in trade consumption revenue will far offset the household decline given higher
tariff rates. We expect trade consumption to be inelastic despite higher tariff charges as
water costs often account for less than 5% of the operating costs structure of typical
business operation in Penang. As of 2010, trade consumption and domestic household
water consumption were at a 50/50 ratio.

Upping the ante. We increase our profit estimates for PBA by 38% upon raising our
consumption forecast from a decline of 4% to an increase of 2%. We also project revenues
to increase by 19% y-o-y from an increase of 9.2% previously. Premised on higher profits,
we reckon PBA could be more generous in its dividend payout and hence raise our forecast
to 5sen per share for FY11 from 4sen per share. Our dividend estimate is premised on a
payout ratio of 36.7%, ranging close to its previous year's 38%. On higher earnings
forecast, we raise our DCF FV for PBA to RM1.35 from RM1.22 previously. We re-iterate
our BUY recommendation for the little followed stock.

FYE Dec (RMm) FY08 FY09 FY10 FY11f FY12f
Revenue 187.9 184.7 198.5 235.7 241.4
Net Profit 31.3 14.8 26.2 45.2 459
% chg y-o-y -26.6 -52.7 77.0 721 1.7
Consensus - - - - -
EPS (sen) 9.5 4.5 7.9 13.6 13.9
DPS (sen) 3.8 3.0 3.0 5.0 5.0
Dividend yield (%) 3.8 3.0 3.0 5.0 5.0
ROE (%) 5.3 24 4.1 6.8 6.6
ROA (%) 3.8 1.8 3.1 5.1 5.0
PER (x) 10.6 22.4 12.6 7.3 7.2
BV/share (RM) 1.88 1.90 1.96 2.04 2.13
P/BV (x) 0.5 0.5 0.5 0.5 0.5

EV/ EBITDA (x) 6.0 6.9 6.0 4.2 4.1
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Results Table (RMm)

Q-0-Q YTD YTD Y-0-Y
FYE Dec 1Q11 4Q10 chg Y11 FY10 chg Comments
Revenue Higher metered sales to trade consumers driving
56.3 50.4 11.8% 56.3 48.9 15.3% sales upwards

EBIT 9.1 7.8 17.3% 9.1 3.4 168.3%

Net interest

expense 0.5 1.4 n.m 0.5 0.0 n.m

Associates 0.0 0.0 n.a 0.0 0.0 n.a

PBT 13.2 9.1 45.3% 13.2 6.7 99.0%

Tax -2.2 -0.3 569.1% -2.2 -1.3 72.4%

Ml 0.0 0.0 n.a 0.0 0.0 n.a

Net profit 11.0 8.8 25.6% 11.0 5.4 105.3%

EPS (sen) 3.3 2.7 3.3 1.6

DPS (sen) 0.0 0.0 0.0 0.0

EBIT margin Steep jump in operating margins mainly due to higher

16.2% 15.4% 16.2% 7.0% tariff rates chargeable to trade consumers
NTA/share (RM) 1.99 1.96 1.99 1.93
EARNINGS FORECAST

FYE Dec (RMm) FYO08 FY09 FY10 FY11f FY12f
Turnover 187.9 184.7 198.5 235.7 241.4
EBITDA 57.8 51.5 67.6 94.3 95.1
PBT 27.8 15.8 30.8 54.6 55.6
Net Profit 31.3 14.8 26.2 45.2 459
EPS (sen) 9.5 45 7.9 13.6 13.9
DPS (sen) 3.8 3.0 3.0 5.0 5.0
Margin
EBITDA (%) 30.8% 27.9% 34.0% 40.0% 39.4%
PBT (%) 14.8% 8.6% 15.5% 23.2% 23.0%
Net Profit (%) 16.7% 8.0% 13.2% 19.2% 19.0%
ROE (%) 5.34% 2.36% 4.10% 6.81% 6.64%
ROA (%) 3.77% 1.77% 3.07% 5.08% 4.98%
Balance Sheet
Fixed Assets 690.2 719.2 746.5 792.2 817.9
Current Assets 141.0 120.5 1251 114.7 119.9
Total Assets 831.2 839.6 871.6 906.9 937.8
Current Liabilities 99.0 105.5 118.3 128.1 133.0
Net Current Assets 421 15.0 6.8 -13.4 -13.0
LT Liabilities 108.1 103.4 105.1 101.9 98.6
Shareholders Funds 624.2 630.8 648.3 676.9 706.2
Net Gearing (%) 0.92% 2.54% 0.83% 1.86% 0.24%
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OSK Research Guide to Investment Ratings

: Share price may exceed 10% over the next 12 months

: Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain

: Share price may fall within the range of +/- 10% over the next 12 months

: Target price has been attained. Look to accumulate at lower levels

: Share price may fall by more than 10% over the next 12 months

: Stock is not within regular research coverage

All research is based on material compiled from data considered to be reliable at the time of writing. However, information and opinions expressed
will be subject to change at short notice, and no part of this report is to be construed as an offer or solicitation of an offer to transact any securities or
financial instruments whether referred to herein or otherwise. We do not accept any liability directly or indirectly that may arise from investment
decision-making based on this report. The company, its directors, officers, employees and/or connected persons may periodically hold an interest
and/or underwriting commitments in the securities mentioned.

Distribution in Singapore

This research report produced by OSK Research Sdn Bhd is distributed in Singapore only to “Institutional Investors”, “Expert Investors” or
“Accredited Investors” as defined in the Securities and Futures Act, CAP. 289 of Singapore. If you are not an “Institutional Investor”, “Expert Investor”
or “Accredited Investor”, this research report is not intended for you and you should disregard this research report in its entirety. In respect of any
matters arising from, or in connection with, this research report, you are to contact our Singapore Office, DMG & Partners Securities Pte Ltd

(‘DMG").

All Rights Reserved. No part of this publication may be used or re-produced without expressed permission from OSK Research.
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