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Eucon Group

Worst likely over

Another loss in 2Q07. Eucon Holdings posted another weak set of 2Q07
results, in line with management's guidance of a soft quarter. Revenue fell
7% YoY to S$24.6m, still very much hampered by the poor showing of its
laser drilling business. As a result of the low utilization of its laser drillers,
which only amounted to around 20% for the quarter, gross profit tumbled
74.4% to S$2.3m. While other divisions such as Mechanical Drilling and
PCB Operations remained profitable, it was not enough to prevent Eucon
from slipping into the red to the tune of S$2.1m from a net profit of S$4.0m
in 2Q06.

Nevertheless, there were encouraging signs of sequential improvement,
with revenue up 3.7% while net loss was 1.6% smaller QoQ. For the first
half, revenue was down 8% YoY at S$48.2m and Eucon posted a net loss
of S$4.2m.

Worst is likely over. But management believes the worst is likely over as
orders have picked up. Utilization rate for its laser drillers has recovered to
65-70% and should continue to improve further to around 80% going into
4Q07, driven by rekindled interest in smart phones following the launch of
the Apple iPhone in June. Utilization for its mechanical drillers has also
picked up from the 60% in 2Q07 to around 85-90% currently and should be
able to sustain at these levels going into 4Q. Eucon also expects QoQ
improvement in utilization rate from its PCB operations from 55-60%
currently to 65-70% in 3Q. Hence, Eucon is cautiously optimistic that the
momentum could spill over into 1Q or even 2Q next year.

Also moving to beef up capacity. And to ride on the pick up in drilling
orders, Eucon will be looking to install another 30 mechanical drillers this
quarter in China, adding to its current 126 in use now. Furthermore, Eucon
intends to add another 10 laser drillers to its current 71. However, the full
impact of this capacity increase is only likely to be felt in 4Q07. Eucon
does not intend to expand its PCB capacity at the moment as that was
already doubled since the start of the year. Instead, Eucon plans to work
closely with customers to secure longer-term business. If everything goes
according to plan, Eucon expects to turn around in 3Q07. We do not have
rating on the stock.

Year to Turnover EBITDA Net Profit EPS EPS Growth
31 Dec (S$m) (S$m) (S$m) (cents) (%)

FY 04 41.8 20.6 8.3 1.8 -

FY 05 74.7 27.8 12.6 2.2 20.5

FY 06 111.8 32.0 15.3 2.7 21.9

Please refer to the important disclosures at the back of this document.
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Eucon's Key Financial Data

Eucon Results 2Q06 2Q07 % Chg 1Q07 % Chg
Year Ended 31 Dec (S$ m) (S$m) (S$m) (YoY) (S$m) (QoQ)
Revenue 26.3 24.6 -6.7% 23.7 3.7%
Gross profit 9.0 23 -74.4% 25 -7.7%
EBITDA 8.2 23 -71.8% 2.7 -15.8%
Depreciation & amortisation -3.2 -4.0 22.8% -3.8 4.4%
Operating profit 5.0 -1.7 -133.4% -1.1 56.4%
Net interest -0.5 -0.9 66.4% -0.7 24.8%
Associates 0.0 0.0 nm 0.0 nm
Exceptionals 0.0 0.0 nm 0.0 nm
Pre-tax profit 4.5 -2.0 nm -2.0 -3.2%
Tax -0.5 -0.1 -74.9% -0.1 -20.5%
Minority interests 0.0 -0.1 nm 0.0 nm
Net profit 4.0 -2.1 nm 2.2 -1.6%
Segmental Revenue 2Q06 2Q07 % YoY 1Q07 % QoQ
Mechanical drilling & Routing 51 5.2 2.0% 4.3 20.8%
Laser drilling 3.7 1.9 -48.6% 1.1 79.9%
PCB operations 17.5 17.4 -0.6% 18.3 -5.0%
Total 26.3 24.5 -6.8% 23.7 3.5%

Table 2. Production Capabilites

Subsidiary Mechanical Laser Routing Other Facilities
Drillers Drillers Machines

Shanghai Zeng Kang 45 16

Shanghai Yaolong 35 17

Shanghai Zhuo Kai 10 8 Outer-layer PCB Mfg

Shanghai Eu Ya Inner-layer PCB Mfg

Shanghai Lian Han Xin 36

LGANG Taiwan 63

Total 126 71 33

Page 2 10 August 2007



Eucon Group

@DCBC Investment Research

EARNINGS FORECAST

Year Ended 31 Dec (S$ m) FYo04 FY05 FY06
Revenue 41.8 74.7 111.8
EBITDA 20.6 27.8 32.0
Depreciation & amortisation -8.5 -10.9 -13.3
Net interest -1.4 -1.7 -2.3
Associates 0.0 0.0 0.0
Exceptionals 0.0 0.0 0.0
Pre-tax profit 10.6 15.1 16.4
Tax 2.4 -2.6 -1.1
Minority interests 0.0 0.0 0.0
Net profit 8.3 12.6 15.3
Earnings per share (cents) 1.8 2.2 2.7
Fully diluted earnings per share (cents) 1.8 2.2 2.7
BALANCE SHEET

As at 31 Dec (S$ m) FY04 FY05 FY06
Cash 9.0 15.3 20.0
Other current assets 14.9 431 50.4
Fixed assets 91.2 90.4 117.3
Other long term assets 5.6 4.5 5.1
Total assets 120.6 153.2 192.8
Current liabilities less debt 15.4 26.8 441
Debt 31.3 42.6 52.7
Other long term liabilities 2.8 0.8 5.0
Total liabilities 49.6 70.2 101.8
Shareholders equity 71.0 83.0 91.0
Minority interests 0.0 0.0 0.0
Total equity and liabilities 120.6 153.2 192.8
NTA per share (cents) 12.5 14.6 16.0
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CASH FLOW

Year Ended 31 Dec (S$ m) FY04 FY05 FY06
Operating profit before working cap. changes 20.2 29.1 324
Working capital changes 0.9 -14.7 0.6
Interest and tax -3.0 -3.5 -4.1
Net cash from operations 18.2 10.9 28.9
Capex -39.3 -7.2 -21.3
Other investing flows 8.3 2.1 0.0
Investing cash flow -30.9 -5.0 -21.3
Change in equity 23.8 0.0 0.0
Net change in debt 0.3 11.3 0.0
Dividends paid -3.4 -2.9 -2.9
Financing cash flow 20.7 8.5 -2.9
Other adjustments -6.4 -7.9 -0.1
Net cash flow 1.6 6.4 4.6
Cash at beginning of year 7.3 9.0 15.3
Cash at end of year 9.0 15.3 20.0
Key Ratios

PER (x) 7.1 5.9 4.8
Price/NTA (x) 1.0 0.9 0.8
EV/EBITDA (x) 4.7 3.7 3.3
Dividend yield (%) 3.8 3.8 3.8
ROIC (%) 8.1 10.0 10.7
ROE (%) 11.6 15.2 16.8
Net gearing (%) 441 51.4 57.9
PE to growth (x) na 0.3 0.2

Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC Investment Research’s (OIR) technical comments and recommendations are short-term and trading oriented.
However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment
horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10% from the current
price; Sell = More than 10% downside from the current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated, reproduced
or distributed in whole or in part to any other person without our written consent. This report should not be
construed as an offer or solicitation for the subscription, purchase or sale of the securities mentioned herein.
Whilst we have taken all reasonable care to ensure that the information contained in this publication is not untrue
or misleading at the time of publication, we cannot guarantee its accuracy or completeness, and you should not
act on it without first independently verifying its contents. Any opinion or estimate contained in this report is
subject to change without notice. We have not given any consideration to and we have not made any investigation
of the investment objectives, financial situation or particular needs of the recipient or any class of persons, and
accordingly, no warranty whatsoever is given and no liability whatsoever is accepted for any loss arising whether
directly or indirectly as a result of the recipient or any class of persons acting on such information or opinion or
estimate. You may wish to seek advice from a financial adviser regarding the suitability of the securities mentioned
herein, taking into consideration your investment objectives, financial situation or particular needs, before making
a commitment to invest in the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their
respective related and affiliated corporations together with their respective directors and officers may have or take
positions in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report as well
as other parties generally.

Co.Reg.no.: 198301152E
For OCBC Investment Research Pte Ltd

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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