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PBA Holdings is a holistic water supplier which
sources, treats, distributes and bills for water
supply in Penang.
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. NEUTRAL Maintain
PBA H0|d|ngS Price RM0.925
Target RMO0.890

Expectations in Line

The 1HFYQ9 results came in within our expectations, with YTD net profit accounting
for 50.2% of our FY projections on an annualised basis. The weak 2QFY09 was
attributed to lower sales of water and trunk mains coupled with escalating
operating cost and administrative expenses. Nonetheless, we are leaving our
earnings estimates and target price for PBA unchanged at RM0.89 and are
maintaining our NEUTRAL recommendation on the stock.

Same as 1Q. Similar to its performance in 1Q, lower sales and escalating costs continued
to bog down the group’s earnings. 2QFY09 revenue was down by 1.7% y-o-y while its
YTD revenue declined by 4.8%. Rising operating costs squeezed EBITDA margins from
34.9% last year (1HFYO08) to 16.7% (1LHFYQ9) this year, resulting in YTD net earnings
plunging 61.3% y-0-y. Q-0-q net earnings, however, remained flattish despite an increase
in operating cost. The more stable g-o0-q performance was largely due to an increase in
non-core business contributions, which jumped 88.9%.

Lower water consumption. We are not surprised with the reduction in sales of water in
Penang state. Given the state government's target of reducing water consumption by as
much as 10%, this initiative has resulted in PBA's YTD revenue declining by 4.8%.
Although this initiative will translate into lower earnings for PBA in the short term, we
understand from management that this would in fact benefit the group in the long run as
lower water consumption will result in lower capex being incurred by PBA. Capex is
incurred in the replacement of pipes and trunk mains which have undergone wear and
tear. However, it is still too early to gauge the savings from lower capex incurred as a
result of lower water consumption.

Non-core operations to cushion weakness. PBA's bottled water venture is now
operational and is expected to be in full swing by end of this year. In addition, PBA's
newest education business will also contribute income. The venture encompasses the
provision of training courses to water industry participants with regard to various water
related subjects, namely NRW management, which is PBA's expertise. Although earnings
contribution to PBA from these operations will be minimal, PBA's effort to diversify into
other ventures should cushion its weakening core business earnings going forward. Q-o-q
comparison has seen its non-core operations income rise to RM3.1m from RM1.6m.

FYE Dec (RMm) FY06 FY07 FY08 FYO09f FY10f
Turnover 172.1 181.5 187.9 182.4 188.0
Net Profit 39.3 42.6 31.3 121 14.9
% chg YoY 20.0 8.5 (26.6) (61.4) 235
Consensus NP (sen) - - - - -
EPS (sen) 11.9 12.9 9.5 3.6 4.5
Gross DPS (sen) 7.0 7.1 4.0 1.5 1.9
Gross Div. Yield (%) 7.5 7.7 4.3 1.6 2.0
PER (x) 7.8 7.2 9.8 25.4 20.5
P/BV (x) 0.6 0.6 0.5 0.5 0.5
EV/EBITDA (x) 5.4 3.7 5.6 6.9 5.7
ROE (%) 7.4 7.8 5.3 1.9 2.3
ROA (%) 4.7 5.1 3.8 14 1.7
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FYE Dec (RMm) 2QFY09 1QFY09 % chg FY09 FY08 % chg
Turnover 45.6 44.3 3.0% 89.9 94.5 -4.8%
EBITDA 4.9 55 -11.0% 15.0 33.0 -54.4%
Depreciation (5.4) (5.4) 0.0% (10.8) (16.6) 35.1%
Net interest expense (0.0) (0.0) -41.7% (0.0) (0.0) 216.7%
Associates 0.0 0.0 - 0.0 . -
PBT 3.2 2.1 48.2% 5.3 18.1 -70.6%
Tax (0.1) 0.9 116.3% 0.7 (2.5) 130.1%
MI 0.0 0.0 - 0.0 0.0 -
Net Profit 3.0 3.0 0.4% 6.1 15.7 -61.3%
EPS (sen) 0.9 0.9 1.8 4.7

Gross DPS (sen) 0.0 0.0 0.0 0.0

EBITDA margin 10.7% 12.4% 16.7% 34.9%

NTA/share (RM) 1.90 1.89 1.90 1.90
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Buy: Share price may exceed 10% over the next 12 months

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

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

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

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

Not Rated: 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.

This report has been prepared by OSK Research Sdn. Bhd. for purposes of CMDF-Bursa Research Scheme ("CBRS") administered by Bursa
Malaysia Berhad and has been compensated to undertake the scheme. OSK Research Sdn. Bhd. has produced this report independent of any
influence from CBRS or the subject company. For more information about CBRS and other research reports, please visit Bursa Malaysia's website
at: http://www.bursamalaysia.com/website/bm/listed_companies/cmdf_bursa_research_scheme/

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 Pte Ltd (‘DMG").
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