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Oman Cables - High copper prices impact earnings Closing Price: RO 0.680

Recommendation: Neutral (ST); Accumulate (LT) Fair Value: RO 0.801 Upside: 17.8%

Overall Results Review - Below our estimates

October 19, 2011
Revenue slides down: Despite the presence of higher copper prices, the consolidated revenue of Oman
cables witnessed a slide during Q3 2011 by 20% on QoQ basis to RO 63.561 million owing to lower sales
off take and capacity utilization. On a YoY basis the revenue of the company increased by 23%. While the
contribution from its subsidiary OAPIL towards the top line improved modestly on QoQ basis.
The prices of copper, which has been the key raw material for Cables Industry has been highly volatile in
Q2 2011 and touched a 52 week high of USS$ 10,179/ tonne during the period. This in turn has resulted in
lower off take as the end consumers of Cables segment remained cautious. Historically we have seen the
quarterly revenue trend of the company to have a lag with regard to the copper price movement.
Quarterly Trend: Avg LME Copper Price Vs Revenue with quarterly lag
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During the quarter, LME copper futures averaged at about USS 8,973 per ton, which is 23.6% higher as
compared to the average of USS 7,260 per ton in Q3 '10.
LME Copper prices Trend- Q3 2011 (price/tonne)
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Margin drops despite decrease in costs: On a QoQ basis, the cost of sales (incl. depreciation) declined in
tandem with the drop in sales by 19% to RO 59.927 million. However, at about 94.3% of overall sales, the
costs of sales were higher by 180 basis points on YoY and 50 basis points on QoQ.

For the period under review, the company posted a gross profit of RO 3.634 million which decreased by 27%
QoQ and 7% YoY. The gross profit margins of the company contracted to 5.7% as compared to 6.3% in Q2
2011. We believe the high raw material costs and lower capacity utilization had a negative impact on the
gross margins of the company during the quarter.

Profit derails: After posting decent earnings growth in Q2, Oman cables disappointed with lower than
expected earnings during Q3 2011. PAT for the quarter stood at RO 1.399 million a decline of 21% on YoY
basis and 20% on QoQ basis. This was well below our estimates of RO 1.7 million. The PAT margins stood at
2.2% as against 2.8% in Q2 2011 and 3.4% in Q3 2010.

OAPIL exhibits modest performance: Oman Aluminium Processing Industries (OAPIL) the subsidiary of
Oman cables continued to show unprecedented progress in its sales as well as earnings during the quarter.
The company posted revenue of RO 8.461 million and a net profit of RO 390K as against revenue of RO
8.191 million and a net profit of RO 257K during Q2 2011.

OAPIL( I n RO 1Q11 2Q11 3q11
sales 7,061 8,191 8,461
QoQ (%) NA 16.0% 3.3%
PAT -68 257 390
QoQ (%) NA NM 51.8%
PATM (%) NA 3.14% 4.61%

Source: Company Reports, GBCM Research

The management has stated that the OAPIL has continued to show stronger performance over the H1 2011
and has also been positioned well to contribute to the Group’s performance during the rest of the year.

LME Aluminium prices: Q3 2011(price/tonne)
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During the quarter, LME Aluminium futures averaged at about USS 2,398 per ton as compared to USS 2,090
per tonne in 3Q 2010.

Oman Equity Research



@ A’ui‘;é,\i:é;'.m el s,,;.'o:;'.‘/ Q3FY11l Earnings Update

Outlook: As per the company, the order addition momentum built in Q2 2011 failed to continue in Q3 2011 with
the unexpected slowdown in the utility as well as in the infrastructure projects, which in turn affected the off take
in Cables industry. Added, the intense competition from the regional as well as foreign players also had a direct
impact on the revenue; while the volatile copper prices had put pressure on the margins of the company.

Recently with the fall in commodity prices (copper prices have declined by 28.7% from the highs), the company
has started to witness the order inflow to be back on track which inturn is expected to improve the capacity
utilization as well as the margins of the company going forward.

Lowering FY11E PAT estimates: Factoring in the lower sales off take amid volatile copper prices along with
unstable margins, we have revised the FY2011E total consolidated revenue downwards to RO 283 million from RO
305 million and similarly lowered our FY11E PAT estimates to RO 6.67 million (FY11E EPS of RO 0.074) from our
previous estimates of RO 7.73 million for FY2011E.

Cables Demand outlook in the region remain strong

With the demand for cable products’ showing an upward trend in the region, on the back of robust investment in
the utility as well as the infrastructure segment made by the regional governments, which is expected to benefit
the cables manufacturers especially like Oman Cables, who is the leader in the Omani market.

Valuations revised: Though we believe that the company may see an improved earnings growth going forward,
the high volatile copper prices, the primary raw material, makes us to remain cautious on earnings front. At
current levels, the stock trades at a PE of 9.1X of FY11E EPS of 0.074 and 7.6X of FY12E EPS of 0.089. We
recommend a Wb S dziathdg oh &short term (owing to volatile global commodity prices) and also recommend
an ‘AccumulateCrating on a long term basis with the company acting as a proxy to the Oman Power sector growth
story.

Post revision in our FY11E and FY12E earnings estimates, we have revised down the target price of the stock and

the 12M fair value works out to RO 0.801 (Based on 9X of FY12E EPS). The assigned multiple of 9X is based on the
average PE multiple of its regional peers which are currently trading at a median of 8-10X.

(Ratings and Fair Value revised post Q3 FY11 results; t NB @A 2 dza w/l { A ygami KWblS dAi-NEE X NINAG'S
wSaSkNOKmhYly /1F06fS&a mvH-A@Imm 9FNYyAy3Ia | LIRFGIS RFGISR nwm

Comparable Valuations

Country (In /oc:rl;lﬁzrrency) ?I,ll7klt'n(i:/7izns) PETTM PBV
Regional Sector Average 9.2 1.0
Oman Cables Oman 0.68 61 9.3 1.3
Gulf Cables Kuwait 1500 315 10.1 1.7
Saudi Cables Saudi Arabia 12.45 946 NA 0.9
National Cable & Wire Mfg Jordan 0.70 14 12.0 0.5
Egyptian Electrical Egypt 0.91 452 7.6 0.7
El sewedy Cables Egypt 21.1 4,714 7.1 0.9

Source: Bloomberg, Zawya; GBCM Research
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Oman Cables Industry: Q3 FY11 Financial Highlights

Profit & Loss Highlights (In RO 000's) Q32011 Q32010 Var (%) 9M 2011 9M 2010 Var (%)
Revenue 63,561 51,659 23.0% 212,483 143,162 48.4%

Cost of Sales 59,927 47,758 25.5% 200,618 131,013 53.1%

Gross Profit 3,634 3,901 -6.8% 11,865 12,149 -2.3%

GPM (%) 5.7% 7.6% 5.6% 8.5%

EBIT 1,886 2,255 -16.4% 6,328 7,576 -16.5%
EBIT Margin (%) 3.0% 4.4% 3.0% 5.3%

Net Profit 1,399 1,760 -20.5% 4,599 5,802 -20.7%
NPM (%) 2.2% 3.4% 2.2% 4.1%

Balance Sheet Highlights (In RO 000's)

Share Capital 8,970 8,970 0.0% 8,970 8,970 0.0%
Retained Earnings 31,103 28,959 7.4% 31,103 28,959 7.4%
Cumulative changes in fair values 1190 -326 NM 1190 -326 NM

Total Equity 50,629 44,966 12.6% 50,629 44,966 12.6%
Term Loans 9,751 8,608 13.3% 9,751 8,608 13.3%
Bank Borrowings 56,378 39,313 43.4% 56,378 39,313 43.4%
Trade and Other payables 30,665 20,309 51.0% 30,665 20,309 51.0%
Total Current Liability 88,109 62,708 40.5% 88,109 62,708 40.5%
Total Equity and Liability 149,300 117,130 27.5% 149,300 117,130 27.5%
Fixed Assets 35,648 31,594 12.8% 35,648 31,594 12.8%
Total non-current assets 38,186 34,016 12.3% 38,186 34,016 12.3%
Inventories 51,023 26,528 92.3% 51,023 26,528 92.3%
Trade and other receivables 54,793 51,726 5.9% 54,793 51,726 5.9%
Cash and bank balances 2,676 2,347 14.0% 2,676 2,513 6.5%
Total Current Assets 111,114 83,114 33.7% 111,114 83,114 33.7%
Total Assets 149,300 117,130 27.5% 149,300 117,130 27.5%

Source: Company, GBCM Research
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Income Statement Highlights (In RO 000's) 2008 2009 2010 2011E 2012E
Revenue 304,377 155,603 200,885 282,771 278,123
Cost of Sales 285,967 139,048 181,717 263,233 256,429
Gross Profit 18,410 16,555 19,168 19,538 21,694
EBITDA 11,771 11,443 12,626 11,903 13,628
Depreciation 1,927 1,870 2,194 2,373 2,581
EBIT 9,845 9,573 10,432 9,529 11,047
Finance Cost 0 2,210 1,051 1,950 1,980
PBT 6,950 7,533 9,345 7,579 9,067
Tax 818 907 1,271 910 1,088
PAT 6,132 6,625 8,074 6,670 7,979

Source: Company, GBCM Research Estimates

F£lyO0S {KSSG | A3KtAIKGA o 2008 2009 2010 2011E 2012E
Fixed assets 22,051 27,993 33,079 37,856 37,425
Stock 56,219 25,036 42,408 54,230 51,053
Debtors and prepayments 50,000 40,864 49,946 61,977 53,339
Cash and cash equivalents 7,096 3,107 2,463 4,390 13,559
Current assets 114,401 69,997 96,481 121,566 118,712
Total assets 137,522 100,069 132,046 161,961 158,734
Share capital 8,970 8,970 8,970 8,970 8,970
Share Premium 978 978 978 978 978
Retained Earnings 21,520 25,728 30,376 32,343 35,836
Cumulative changes in fair value (4,063) (106) (891) (326) (326)
Shareholders’ Equity 32,232 41,510 46,899 47,793 51,287
Long Term Borrowings 78,401 34,475 40,200 65,260 66,260
Creditors and accruals 19,959 14,301 31,405 39,665 31,615
Other Liabilities 1,712 903 1,232 5,424 5,594
Total liabilities 137,522 100,069 132,046 161,961 158,734

Source: Company, GBCM Research Estimates
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Key Ratios 2008 2009 2010 2011E 2012E
Margins (%)

GPM (%) 6.0% 10.6% 9.5% 7.8% 7.8%
NPM (%) 2.0% 4.3% 4.0% 2.9% 2.9%
Per Share Ratio (In RO)

EPS 0.068 0.074 0.090 0.074 0.089
Book Value 0.359 0.463 0.523 0.533 0.572
EV Per Share 2.101 1.344 1.440 1.359 1.268
Multiples (X)

PE ©.9 9.2 7.6 9.1 7.6
PBV 1.9 1.5 1.3 1.3 1.2
EV/EBITDA 14.4 8.9 8.7 10.2 8.3
Profitability Ratio (%)

ROAE(%) 20.4% 18.0% 18.3% 14.1% 16.1%
RoE 19.0% 16.0% 17.2% 14.0% 15.6%
RoAA (%) 4.9% 5.6% 7.0% 4.5% 5.0%
RoA 4.5% 6.6% 6.1% 4.1% 5.0%
Leverage Ratios

Net Debt to Equity 3.4 1.0 1.0 1.3 1.0
Current Ratio 11 14 1.3 1.1 1.2

Working Capital Ratios (In days)

Debtors turnover 60 96 91 80 70
Creditors turnover 25 38 63 55 45
Inventory turnover 72 66 85 75 73
Cash Cycle 106 124 113 100 98

Source: Company, GBCM Research Estimates
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Stock Rating Methodology:

Buy - Upside more than 20%

Accumulate - Upside between 10% and 20%
Neutral - Upside or downside less than 10%
Reduce - Downside between 10% and 20%

Sell- Downside more than 20%

Not Rated - Stocks not in regular research coverage

Time Horizon

LT —Long Term rating with a 12 to 18 month horizon
ST —Short Term rating with a 3 to 6 month horizon

| Institutional Brokerage - Talal Al Balushi, (+968) 2479 0614 -560 |Institutional Sales - Hunaina Banatwala, (+968) 2479 0614- 559 |

Disclaimer: This document has been prepared and issued by Gulf Baader Capital Markets SAOC ("the Company") on the basis of publicly available information, internally
developed data and other sources believed to be reliable. While all care has been taken to ensure that the facts stated are accurate and the opinions given are reasonable,
neither Gulf Baader Capital Markets SAOC nor any employee shall be in anyway responsible for the contents of this report. The Company may have a position and may perform
buying/selling for itself or its clients in any security mentioned in this report. This is not an offer to buy or sell the investments referred therein.
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