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Business Summary: Listed on SGX in 2003, MegaChem
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is a leading chemical player in Singapore and the region.
The company positions itself as a global one-stop specialty
chemical solutions provider, offering services including
manufacturing of proprietary chemicals, customized contract
manufacturing and distribution of specialty chemicals.
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Recent Developments

Earnings Outlook / Estimates Revision

•

We view positively the SGD5.6-mln proposed acquisition of a factory
unit for Megachem, as this will almost double the factory floorspace,
and significantly increase the capacity of Megachem’s manufacturing
business. Megachem expects to spend a further SGD2 mln on
machinery and warehouse design.

•

By end 2H11, we expect Megachem’s manufacturing business
(currently undertaken at the Pioneer Road factory) will be shifted to the
new premise in adjacent Tuas Link 1, hence minimizing work
disruptions and clearing up space for the distribution business.
Currently, Megachem has to source warehouse space for its
distribution arm from third parties. Recent meetings with management
indicate that rental costs are projected to increase. Megachem spent
some SGD1.4 mln on rental expenses in 2010.

•

•

Overall margins should also be enhanced by the expansion of the
higher-margin manufacturing business (40% gross margin, vs. 20% for
distribution). Megachem expects to grow the net profit contribution of
the manufacturing business to 15% by 2013, from 7% in 2010.
We tweak our 2011 capex assumption up slightly to SGD8 mln (from
SGD7 mln), following the announcement.

Key Stock Statistics

•

Our earnings forecast remains unchanged, pending completion of the
acquisition. We expect little impact on 2011 earnings, but there is
upside risk to our 2012 forecasts, primarily on better group margins on
expansion of the manufacturing business. Still, downside risk exists
from prolonged elevated crude prices, which could derail the global
economic recovery and reduce demand for Megachem’s specialty
chemical products.

•

For now, we expect revenue growth to track regional economic growth
as well as petrochemical prices. Margins, however, should come off
slightly, especially in 1H11 vs. 2H10, on the global increase in fuel
costs and expansion into new, lower margin markets: we maintain our
2011 gross margin assumption at about 20%, from 21% in 2010.

Investment Risks
•

Distribution business has relatively low barriers to entry and margins
that may make profit more sensitive to competition and cost swings.

•

The group is subject to volatile raw material costs and forex risks.

•

Slowing recovery in the global economy will affect demand for
manufactured products, and in turn, for specialty chemicals.
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Profit & Loss
FY Dec. / SGD mln

2009

2010

2011E

2012E

Reported Revenue

70.6

95.0

109.2

120.2

Reported Operating Profit

2.8

5.7

6.8

8.1

Depreciation & Amortization

-0.6

-0.6

-0.8

-1.0

Net Interest Income / (Expense)

-0.2

-0.1

-0.4

-0.5

Reported Pre-tax Profit

3.4

6.2

7.6

8.7

Effective Tax Rate (%)

21.6

21.7

20.0

20.0

Reported Net Profit

2.6

4.6

5.8

6.7

Reported Operating Margin (%)

3.9

6.0

6.3

6.7

Reported Pre-tax Margin (%)

4.9

6.5

6.9

7.3

Reported Net Margin (%)

3.7

4.9

5.3

5.6

Source: Company data, S&P Equity Research
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company.
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SPIS are each conducted separately from any other analytical activity of Standard &
Poor’s.
A reference to a particular investment or security by Standard & Poor’s and/or one
of its affiliates is not a recommendation to buy, sell, or hold such investment or
security, nor is it considered to be investment advice.
Standard & Poor's and its affiliates provide a wide range of services to, or relating
to, many organizations, including issuers of securities, investment advisers, brokerdealers, investment banks, other financial institutions and financial intermediaries,
and accordingly may receive fees or other economic benefits from those
organizations, including organizations whose securities or services they may
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SGX Equity Research Insights (“SERI”)
This report has been prepared by S&P LLC for purposes of SERI administered by
Singapore Exchange (“SGX”). S&P will receive total compensation of SGD12,000
each year for providing research coverage on each participating listed company
under SERI.

Disclaimers
With respect to reports issued to clients in Japan and in the case of inconsistencies
between the English and Japanese version of a report, the English version prevails.
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inconsistencies between the English and German version of a report, the English
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not guarantee the accuracy, completeness or adequacy of this material, and S&P
Parties shall have no liability for any errors, omissions, or interruptions therein,
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provided by the S&P Parties. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS
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or consequential damages, costs, expenses, legal fees, or losses (including, without
limitation, lost income or lost profits and opportunity costs) in connection with any
use of the information contained in this document even if advised of the possibility
of such damages.
Ratings from Standard & Poor’s Ratings Services are statements of opinion as of
the date they are expressed and not statements of fact or recommendations to
purchase, hold, or sell any securities or to make any investment decisions.
Standard & Poor’s assumes no obligation to update its opinions following
publication in any form or format. Standard & Poor’s ratings should not be relied on
and are not substitutes for the skill, judgment and experience of the user, its
management, employees, advisors and/or clients when making investment and
other business decisions. Standard & Poor’s rating opinions do not address the
suitability of any security. Standard & Poor’s does not act as a fiduciary. While
Standard & Poor’s has obtained information from sources it believes to be reliable,
Standard & Poor’s does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives.
Standard & Poor’s keeps certain activities of its business units separate from each
other in order to preserve the independence and objectivity of their respective
activities. As a result, certain business units of Standard & Poor’s may have
information that is not available to other Standard & Poor’s business units. Standard
& Poor’s has established policies and procedures to maintain the confidentiality of
certain non-public information received in connection with each analytical process.
Standard & Poor’s Ratings Services did not participate in the development of this
report. Standard & Poor’s may receive compensation for its ratings and certain
credit-related analyses, normally from issuers or underwriters of securities or from
obligors. Standard & Poor’s reserves the right to disseminate its opinions and
analyses. Standard & Poor’s public ratings and analyses are made available on its
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www.standardandpoors.com
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of
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and
www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be
distributed through other means, including via Standard & Poor’s publications and
third-party redistributors. Additional information about our ratings fees is available at
www.standardandpoors.com/usratingsfees.
This material is not intended as an offer or solicitation for the purchase or sale of
any security or other financial instrument. Securities, financial instruments or
strategies mentioned herein may not be suitable for all investors. Any opinions
expressed herein are given in good faith, are subject to change without notice, and
are only current as of the stated date of their issue. Prices, values, or income from
any securities or investments mentioned in this report may fall against the interests
of the investor and the investor may get back less than the amount invested. Where
an investment is described as being likely to yield income, please note that the
amount of income that the investor will receive from such an investment may
fluctuate. Where an investment or security is denominated in a different currency to
the investor’s currency of reference, changes in rates of exchange may have an
adverse effect on the value, price or income of or from that investment to the
investor. The information contained in this report does not constitute advice on the
tax consequences of making any particular investment decision. This material is not
intended for any specific investor and does not take into account your particular
investment objectives, financial situations or needs and is not intended as a
recommendation of particular securities, financial instruments or strategies to you.
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it is suitable for your particular circumstances and, if necessary, seek professional
advice.
This document does not constitute an offer of services in jurisdictions where
Standard & Poor’s or its affiliates do not have the necessary licenses.
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