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Kingsmen Creatives Ltd

Looking forward to a stronger second half

2Q11 earnings exceeded our expectations. Kingsmen
Creatives (Kingsmen) reported 2Q11 revenue of S$57.1m,
representing a YoY drop of 11.6% but a 56.6% QoQ increase.
The YoY decline was due largely to the absence of the Shanghai
World Expo major project which was completed in 2Q10. Net
profit registered a 2.8% YoY fall but surged 224.3% QoQ to
S$4.5m as 1Q is typically its weakest quarter. For 1H11,
revenue slid 15.9% to S$93.6m, forming 39.2% of our FY11
forecasts. This was within expectations as 2H is traditionally
stronger, especially in the fourth quarter due to increased
demand from its retail clientele in preparation for the year-end
festive period. Net profit of S$5.9m (-15.0%) constituted 48.1%
of our full-year forecasts and this exceeded our expectations,
largely due to improved gross profit margin (+1.9 ppt YoY to
29.5%). An interim dividend of 1.5 S cents has been declared,
similar to a year ago, and in line with our expectations.

Interiors division expected to remain as main contributor.
Kingsmen believes that the entry of new and existing global
retail brands into Asia would help to underpin growth in its
Interiors division. Management highlighted that they had not
experienced any belt-tightening from its retail clients despite
growing concerns of the global economic recovery. We opine
that the tepid growth in the U.S. and Europe could instead
incentivise these brands to increase their penetration into Asia
to capture the rising consumerism tide. Hence Kingsmen
continued to receive numerous enquiries from global retailers.

Order book remains healthy. Management delineated a
series of potential projects which it is pursuing. We believe
that its thematic business would continue its momentum into
FY12, as the group is confident that it would be able to secure
a few sizeable theme park projects in the region given its proven
track record (such as USS). As at 10 Aug 2011, total contract
wins amounted to ~S$197m (versus S$187m in Aug 2010), of
which S$178m is expected to be recognised in FY11.

Higher earnings estimates, but maintain HOLD. We see
the need to bump up our earnings estimates by 18.9% for
FY11 (6.7% for FY12), driven largely by higher gross profit
margin assumptions. We also roll forward our valuation to 9x
blended FY11/12F EPS and our fair value in turn increases
from S$0.575 to S$0.71. While we continue to like Kingsmen
for its attractive prospective dividend yield of 6.3%, strong
management and healthy balance sheet, valuations appear
fair, in our opinion, with the stock trading at 6.8x FY12F PER,
comparable to its 3-year average forward PER of 6.9x. Maintain
HOLD.

Please refer to the important disclosures at the back of this document.



Kingsmen Creatives Ltd @DCBC Investment REE'Ean:h

Kingsmen's Key Financial Data

Kingsmen's Results 2Q10 2Q11 % Chg 1Q11 % Chg
Year Ended 31 Dec (S$ m) (S$m) (S$ m) (YoY) (S$m) (QoQ)
Revenue 64.6 57.1 -11.6% 36.5 56.6%
Cost of sales -46.8 -40.3 -14.0% -25.6 57.4%
Gross Profit 17.8 16.9 -5.4% 10.9 54.7%
Other income 11 0.5 -54.4% 0.6 -25.1%
Depreciation -0.4 -0.4 -21.5% -0.3 8.4%
Staff salaries & related expenses 9.1 -8.7 -4.4% -7.1 22.6%
Other expenses -3.1 -2.6 -14.3% -2.6 2.1%
EBIT 6.2 5.6 -9.7% 15 272.7%
Net interest income / (expense) 0.0 0.0 -57.7% 0.1 -86.3%
Share of associates profit 0.1 0.1 -22.7% 0.0 N.M
Profit before tax 6.4 5.7 -10.1% 1.6 260.2%
Tax -1.1 -1.0 -9.7% -0.3 290.2%
Profit after tax 5.2 4.7 -10.2% 1.3 254.2%
Minority interests 0.6 0.2 -67.0% -0.1 N.M
Net profit 4.6 4.5 -2.8% 1.4 224.3%
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Kingsmen's Key Financial Data

EARNINGS FORECAST BALANCE SHEET

Year Ended 31 Dec (S$m) FY09 FY10 FY11F FY12F  Asat 31 Dec (S$m) FY09 FY10 FY11F FY12F
Revenue 242.0 235.2 238.9 256.7  Cash and cash equivalents 22.8 29.9 38.8 472
Cost of sales -1825  -169.8 -169.6  -181.5  Trade receivables 75.7 68.9 7.7 71.0
Gross profit 59.5 65.4 69.3 75.2  Property, plant, equipment 9.8 11.9 115 112
Net operating expenses -41.0 -45.9 -51.0 -55.6  Total assets 138.2 145.6 1519 166.5
EBIT 18.6 195 183 19.7  Debt 13 53 53 53
Net finance costs 0.0 0.1 0.1 0.2 Current liabilities excluding debt 81.0 79.6 715 82.4
Associates 0.3 0.1 0.1 0.1  Total liabilities 833 86.2 84.0 89.0
Profit before tax 18.9 19.7 18.5 19.9  Shareholders equity 51.9 57.1 64.9 73.7
Profit after tax 15.7 16.2 15.2 16.3  Total equity 54.9 59.4 67.9 776
PATMI 14.9 15.1 145 15.6  Total equity and liabilities 138.2 145.6 1519 166.5
CASH FLOW

Year Ended 31 Dec (S$m) FY09 FY10 FY11F FY12F KEY RATES & RATIOS FY09 FY10 FY11F FY12F
Op profit before working cap. 22.6 24.1 20.2 215  EPS (S cents) 7.9 7.9 7.6 8.1
Working cap, taxes and interest 21.2 -3.8 -3.2 -5.0  NAV per share (S cents) 27.4 30.0 34.0 38.6
Net cash from operations 14 20.3 17.0 16.5  EBIT margin (%) 7.7 8.3 7.7 7.7
Purchase of PP&E -1.4 6.2 -15 -1.5  Net profit margin (%) 6.2 6.4 6.1 6.1
Investing cash flow 0.3 9.7 -14 -14  PER (x) 7.1 7.0 7.3 6.8
Financing cash flow -85 -1.9 -6.7 -6.7  Price/NAV (x) 2.0 1.8 1.6 14
Net cash flow (Incl forex) -15 1.7 8.9 8.4  EVIEBITDA (x) 41 3.8 3.6 3.0
Cash at beginning of year 27.9 20.3 28.0 36.9  Dividend yield (%) 6.3 7.2 6.3 6.3
Cash at end of year 20.3 28.0 36.9 453  ROE (%) 28.7 26.4 223 211
Cash and cash equivalents 22.8 29.9 38.8 47.2  Netgearing (%) Net Cash NetCash NetCash Net Cash

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.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% 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 connected
and associated 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.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.

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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