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Higher construction output to drive forward earnings

HGM supplies cut & bend reinforcement steel bars (rebars) (72% of revenue)
for the construction industry, and distributes and rents out (28%) >3,000 steel
products for use in a wide range of industries. Key markets are Singapore
(93.3% of sales), Myanmar (4.6%) and Indonesia (1.4%).

Pivot to rebar cut & bend. From FY19, HGM pivoted from the volatile
distribution business to focus on supply of cut & bend rebars to the
construction sector to: 1) ride on strong public sector demand in Singapore; 2)
minimize margin risks — price increases for rebars and ready-mix concrete
can be passed through to customers via BCA index; and 3) minimize
receivable risks as bulk of orders are government projects.

Net profit has turned around from FY19 and improving. FY21 revenue and
EBITDA rose 55.2% and 231%, a result of 14.5% higher volume and 35.5%
jump in ASP. The low-cost inventory on hand lifted EBITDA margin to 12.1%.
Myanmar operations, however, shrank by half since the military coup in Feb
2021, and incurred a loss of S$0.9m.

The high barriers to entry are a sizeable cutting and storage facility and
dominant sales volume. HGM has a storage capacity of 200,000 ton, and
handling capacity of 80,000 ton per month in Singapore and Myanmar.
Volume of prefabrication construction work is growing, due to noise and
space constraints at construction sites, and these work are performed by
building material suppliers for an added margin. HGM'’s processing facility
gives it an edge. A high sales volume offers operating leverage through better
purchase terms, plant utilization, transport and overhead efficiencies. We
estimate HGM’s domestic share is about 15%.

Demand growth wunderpins by contract awards. BCA forecasts
construction demand at S$27-32b in 2022 (FY21 S$29.9b). Contracts
awarded for Jan-Feb hit S$5b, underpinning demand for building materials.
Industry rebar consumption rose by 223% in the first 2 months of 2022. YT
March ASP has risen by 12.5%. We believe a 15% average earnings growth
for FY22E and FY23E is in the bag, though EBITDA margins are likely to
normalize to 8-9%.

The share is trading at undemanding 0.5x of book value (net cash &
equivalent = S$0.093/sh) and FY21 EV/EBITDA of 2.4x. The risks are supply
shortage with output cuts in Russia, Ukraine and China, and higher inventory
holding costs to cushion supply chain bottleneck.

FY17A FY18A FY19A FY20A FY21A

162.6 173.9 137.1 91.7 142.3
(11.9) (3.7) 1.7 2.5 13.5
(11.9) (3.9) 0.8 1.0 12.1
(9.4) (3.1) 0.6 0.8 9.5
- - - 0.5 4.0
28.8 22.1 10.0 9.1 11.8
(7.3) (2.2) 1.2 2.7 9.5
(15.3) (4.3) 1.6 1.8 11.7
(2.8) (34.0) 6.1 7.1 2.4
(4.6) (13.9) 72.3 53.3 45
- - - 1.2 9.3
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The share of rebar
business has
grown to 72% in
FY21. This has
also lifted EBITDA
margin to 12.1%.

We estimate it has
a domestic share
of 15% of the
rebar market.

Rebar volume and
prices are rising
with strong
underlying
construction
demand and
supply chain
bottleneck.

Contracts
awarded will
translate into
progress
payments in 12 to
24 months.

ROIC ROE ROA
% % %
12.0% 10.9% 10.0%
15.6% 15.6% 9.2%
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Income Statement

YE 31 Dec (S$m) FY18A FY19A FY20A FY21A

Revenue 173.9 137.1
Cost of sales (164.1) (123.8)
Gross profit 9.9 13.3
Other income 6.8 4.9

Government grant

Selling/distribution 0.7) (0.6)
Admin expense 9.1) (9.6)
Other expenses (7.9) (0.6)
EBITDA (1.0) 7.4
Depreciation (2.8) (5.7)
EBIT (3.7) 1.7
Finance costs (0.2) (0.9)
Pretax profit 3.9 0.8
Tax expense (0.0) (0.0)
Minority interests (0.0) (0.0)
Net profit (3.9) 0.8

Balance Sheet

YE 31 Dec (S$m) FY18A FY19A
Assets
PPE 22.9 32.2
ROU assets - 11.3
Intangible assets 0.0 0.1
Other non-current assets 13.9 10.4
Non-current assets 36.8 54.0
Cash 15.4 22.9
Trade receivables 51.2 49.3
Inventories 30.9 43.1
Other current assets 10.2 3.6
Current assets 107.7 118.9
Total assets 1445 172.8
Liabilities
Bank loans 3.4 (19.8)
Trade payables (35.5) (36.0)
Lease liabilities 1.3)
Income tax payable (0.0) (0.0
Other current liabilities (1.5) (0.9)
Current liabilities (40.4) (58.0)
Bank loans - 3.2)
Lease liabilities - (7.8)
Other payables 1.2) 1.2)
Non-current liabilities 1.2) (12.2)
Net assets 102.9 102.7
Equity
Share capital 70.5 70.5
Other reserves 29.7 28.2
100.2 98.7
Minority interests 2.7 3.9
Total equity 102.9 102.7

91.7
(80.6)
11.1
3.4
12
(0.6)
8.7)
0.1)
6.4
(3.9)
25
(1.1)
1.4
(0.0)
0.3)
1.0

FY20A

34.0
11.2
0.1
3.8
49.1
19.5
37.7
28.1
12.7
98.0
147.1

2.7)
(13.2)
(1.0)
(0.0
(0.2)
17.1)
17.2)
(7.1)
(1.8)
(26.1)
103.8

70.5
29.2
99.7
4.2
103.8

1423
(113.1)
29.2
31

04
(0.4)
(11.2)
(3.5)
176
(4.1)
135
(1.1)
12.4
(1.3)
0.9

12.1

FY21A

31.9
11.5
0.3
7.6
51.3
27.9
375
45.8
9.5
120.7
171.9

(9.9)
(21.5)
(1.0)
0.8)
(0.2)
(33.3)
(15.0)
(6.3)
(3.2)
(24.5)
114.1

70.5
40.2
110.7
3.3
1141

Cash Flow

YE 31 Dec (S$m) FY18A FY19A FY20A FY21A
Pretax profit 3.9 0.8 1.4 12.4
Depreciation & amortisation 2.8 5.7 3.9 4.1
Net finance expense (0.2) 0.5 0.7 0.9
Non-fund items 0.3 (0.8) 0.3 2.7
Working capital changes (12.9) (10.0) 8.2 11.7)
Interest paid 0.1 (0.5) 0.7) (0.6)
Dividend from associates - - - -
Tax paid (0.0) (0.0) (0.0) (0.0)
Operating cash flow (13.8) (4.3) 13.9 7.8
Capex (4.5) (10.4) (10.3) (2.9)
Net investments (0.1) - - -
Fixed assets disposal 0.2 - 0.4 0.8
Others 0.1) 6.9 (3.1) (0.8)
Free cash flow (18.2) (7.9) 1.0 5.4
Dividend paid - - - (0.6)
Borrowings 3.3 14.6 (4.3) 3.9
Equity 15 0.8 - (0.4)
Net change (13.3) 7.5 (3.4) 8.2
Ratios

YE 31 Dec (S$m) FY18A FY19A FY20A FY21A

Profitability (%)

Gross margin 5.7 9.7 12.1 20.5
EBIT margin (2.2) 12 2.7 9.5
Liquidity (x)

Current ratio 2.7 2.0 5.7 3.6
Net Debt/EBITDA Netcash  Netcash Netcash Netcash
Interest coverage ratio (5.8) 8.3 5.8 16.5
Net Debt to Equity Net cash  Netcash Netcash Netcash

Valuation (x)

P/E (13.9) 72.3 53.3 4.5
P/B 0.5 0.5 0.5 0.5
EV/EBITDA (34.0) 6.1 7.1 2.4

Cash Conversion Cycle

Trade receivable days 107.4 131.2 150.0 96.2
Inventory days 68.7 126.9 1275 147.7
Trade payable days 78.9 106.3 60.0 69.4
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DISCLAIMERS AND DISCLOSURES

This report has been prepared and distributed by SAC Capital Private Limited (“SAC Capital”) which is a holder of a capital
markets services licence and an exempt financial adviser in Singapore.

This report has been prepared for the purpose of general circulation, we have not had regard to the specific investment
objectives, financial situation, tax position or unique needs and constraints of any individual person or any specific group of
persons and does not purport to be comprehensive or contain all necessary information which a prospective investor may
require in arriving at an investment decision. Any prospective purchaser should make his own investigation of the securities
and all information provided. Advice should be sought from a financial adviser regarding suitability, taking into account the
specific investment objectives, financial situation or particular needs of the person in receipt of the recommendation, before a
commitment to purchase is entered into.

This report does not constitute or form part of any offer or solicitation of any offer to buy or sell any securities. This report is
confidential and the information in this report shall not be copied or reproduced in part or in whole, and save for the recipient of
this report, shall not be disclosed to any other person without the prior written consent of SAC Capital. The distribution of this
report outside the jurisdiction of Singapore is also strictly prohibited.

Whereas SAC Capital has not independently verified all the information set out in this report, all reasonable care and effort has
been taken to ensure that the facts stated herein are accurate, this report might contain certain forward looking statements and
forward looking financial information which are based on certain assumptions and involve known and unknown risks,
uncertainties and other factors which may cause the actual results or performance of the subject company to be materially
different from those expressed herein. Predictions, projections or forecasts of the economy or market trends are not indicative
of the future performance of the subject company. The inclusion of such statements and information should not be regarded as
a representation, warranty or prediction with respect to the accuracy of the underlying assumptions of the subject company or
that the forecast results will or are likely to be achieved.

Our opinion and facts set out in this report are based on the market, economic, industry and other applicable conditions
prevailing as at the date of the preparation of this report. Such conditions may change significantly over a relatively short
period of time and we assume no responsibility to update, revise or reaffirm our opinion in light of any development
subsequent to the publication of this report, that may or may not have affected our opinion contained herein.

This report contains forward-looking statement which are based on assumptions or forecasts and are subject to uncertainties
which may result in the actual result or performance to be materially different from the opinion or facts set out herein. Caution
should be exercised in placing undue reliance on such statements. such assumptions or forecasts may change over a
relatively short period of time and we assume no responsibility to update, revise or reaffirm our opinion in light of any
development subsequent to the publication of this report.

No representation or warranty, expressed or implied, is made and no responsibility is accepted by the company, SAC Capital,
or any of their affiliates, advisers or representatives as to the fairness, accuracy, completeness or adequacy of such
information or facts, in this report or any other written or oral information made available to any interested party or its advisers
and any liability therefore is hereby expressly disclaimed.

SAC Capital and its associates, directors, and/or employees may have positions in the securities covered in the report and
may also perform or seek to perform other corporate finance and/or capital markets related services for the company whose
securities are covered in the report. SAC Capital and its related companies may from time to time perform advisory services or
solicit such advisory services from the entity mentioned in this report (“Other Services”). This report is therefore classified as a
non-independent report. However, the research professionals involved in the preparation of this report are independent of
those possible or actual business relationships as they have not and will not participate in the solicitation or provision of such
business.

As at the date of this report, SAC Capital does not have proprietary positions or interests in the subject company, except for:

Party Quantum of position

Nil Nil

As at the date of this report, SAC Capital, has had business relations with the subject company within the past 12 months, as
disclosed hereunder:

Nature of Business Relation Date of Business Relation

Nil Nil
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As at the date of this report, none of the analysts who covered the securities in this report have any proprietary position or
material interest in the subject companies covered here in, except for:

Analyst name Quantum of position

Nil Nil

ANALYST CERTIFICATION/REGULATION AC

As noted above, research analyst(s) of SAC Capital who produced this report hereby certify that

(i) The views expressed in this report accurately reflect his/her personal views about the subject corporation(s);
(i) The report was produced independently by him/her;

(i) He/she does not on behalf of SAC Capital or any other person carry out Other Services involving any of the subject
corporation(s) or securities referred to in this report; and

(iv) He/she has not received and will not receive any compensation directly or indirectly related 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. He/she has not and will not receive any compensation directly or indirectly linked to the
performance of the securities of the subject corporation(s) from the time of the publication of this report either.



