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Bulgarian producer of hydraulic elements M+S Hy-
draulic (6MH) posted the third consecutive quarter of
strong profit and finished the year with the best histori-
cal result of BGN 7.5 million. Moreover, the fourth quar-
ter of 2010 diverged to the seasonally weaker trend in
terms of profitability .

Revenues for the quarter maintained the levels of
the previous two quarters and were below the reported
values in 2008. The improvement in profitability is a re-
sult of the lower costs for materials that were 50% of
revenues in 2010 as compared to 58.7% in 2008 and
45.6% in 2009. Depreciation expenditures were un-
changed last year, whereas labor costs soared 70% and
were 23% of sales. We expect that revenues will in-
crease faster than labor costs as rising prices of metals
will push up sales faster than wages due to the subdued
local labor market. The management is expecting 10%
increase of revenues in 2011 but its prognoses are
usually conservative.

M+S Hydraulic is investing in new machines and
equipment as part of its investment program is subsi-
dized by EU funds. The company received first payment
during the last quarter.

The balance sheet of M+S Hydraulic hasn't under-
gone major changes in terms of bank loans, which have
been decreased by 19%. However, the rising revenues
resulted to higher working capital. The company in-
creased its current assets by 3.6 million. M+S Hydrau-
lic’'s cash per share at the end of 2010 stood at BGN
0.45, which probably will be used for the regularly distri-
buted dividends.

Valuation ratios improved significantly as the fourth
quarter of 2009 was very week. M+S Hydraulic is cur-
rently traded at P/E of 12, which is among the good mul-
tiples for Bulgarian industrial companies. It also im-
proved its RoE to 17%, thus exceeding almost every
public company.

The stock price is rising steadily since the middle of
2010. Moreover, liquidity improved a bit and the recent
spike in volumes is confirming that institutional demand
is still sizable.
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Table 1
Multiples
comparison

Table 2
Peers’
Comparison

Multiples Valuation

2008 2009 2010
Last Price 4.20 5.36 7.10
Number of Shares 13004 800| 13018400 13018400
Market Capitalization 54620 160| 69 765606| 92 430 640
Net Profit 6627 000 38000| 7456000
P/E 8.24 1835.94 12.40
Equity 38486 000| 37653 000| 43862000
P/B 1.42 1.85 2.11
Sales 82178000| 38093 000| 62819000
P/S 0.66 1.83 1.47
EV 60575 160| 70713 605| 90 962 640
EBITDA 13961 000] 7033000| 15272000
EV/EBITDA 4.34 10.05 5.96
RoE 17.22% 0.10% 17.00%
RoA 11.91% 0.08% 13.12%

Source: M+S Hydraulic
Calculations: ELANA Trading

The consolidated results for the last 12 months placed the multiples of M+S
Hydraulic at advantage to the average for the Bulgarian industrial companies.
The stock jumped significantly since the market bottom of 2009 and is already
pricing in the recovery of revenues. The unusually low P/E at end-2008 was a
result of expected contraction of revenues. EV/EBITDA is also historically low
and represents the large depreciations and the small debt of the company.

Peers’ comparison

We compared M+S Hydraulic to similar companies in the machine building sec-
tor. We used the closest 100" companies by market cap for the average val-
ues in the comparison, excluding the companies with extremely high multiples.
P/S and EV/EBITDA have the biggest weight in the calculations as they are
better representation for the market positions and the company’s results.

Mutiples P/E P/B P/S EV/EBITDA
Average Value of Peers 16.78 1.44 1.21 10.15
Market Capitalization 125133289] 63121552 75943282| 156 506 489
Price 9.61 4.85 5.83 12.02
Weight 20% 20% 30% 30%
Current Price 7.10
Fair Price 7.23
Premium (Discount) to Current Price 1.78%

Source: Bloomberg

Calculations: ELANA Trading

Most of the similar companies are in Asia. M+S Hydraulic is undervalued in
terms of P/E and EV/EBITDA. Domestic investors could focus on the good prof-
itability of the company as book value is usually below the costs of replace-
ment of buildings and equipments, whereas revenues are still below the 2008
peak. However, multiples comparison is showing that the stock is fairly valued
as compared to multiples that are near the historical averages.



TRADNNG

Melana
| “

M+S Hydraulic 2010 Report 08 March 2011

Discounted Cash Flows

The DCF is better valuation method as it includes the future growth opportun i-
ties. Our DCF is based on moderate growth and margins that correspond to
the averages for the last 4 years. We don’t expect that the strong profitability
will be maintained in the following years but rising cost for materials will also
support the hefty increase of revenues.

Table 3, DCF
M+S Hydraulic Terminal
BGN'000 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 Year
EBIT 7224 8308 9139 9870 10561 11 194 11754 12283 12774 13221 13 684
EBIT(1-T) 6502 7477 8 225 8883 9505 10075 10579 11 055 11497 11899 12 316
Add: D&A 7224 8308 9139 9870 10561 11 194 11754 12283 12774 13221 13 684

Less: Investments

7224 8308 9139 9870] 10561 11194 11754 12283] 12774 13221] 13684

Less: Change NWC

534 2167 1662 1462 1382 1267 1119 1058 983 894 958

FCF

5967 5310 6563 7421 8123 8808 9459 9997] 10514] 11005 11358

PV FCF 5425 4388 4931 5068 5044 4972 4854 4664 4459 4243
Sum of PV FCF 48 047

PV of Continuing Value 67 367 Growth Rate

Total PV Free Cash Flows 115415 SA 2.0% 3.0% 3.5% 4.0% 5.0%

Less: Outstanding Debt 4447 8.0% 10.93 12.27 13.17 14.29 17.66

Plus: Financial Assets 5915 9.0% 9.26 10.13 10.69 11.36 13.20

PV of Equity 116 883 o 10.0% 8.01 8.61 8.98 9.41 10.53

Number of Shares 13018 2 11.0% 7.04 7.47 7.73 8.02 8.75

Price Per share 8.98 = 12.0% 6.28 6.59 6.77 6.98 7.48

Calculations: ELANA Trading

Our expectations for the growth of sales of M+S Hydraulic is exceeding the
conservative forecast for 10% increase in 2011 mainly due to the inflation
threat in raw materials. The EBIT margin for the projected years is set at 10%,
which is also below the previous year’s performance but inline to the average
for the last four year. The calculated intrinsic value per share is BGN 8.98 or
26% above the current market price. The main risk for the value of shares
according to the DCF-model is rising risk aversion that will require also higher
discount rate.

Both comparison to peers and the discounting cash flows are showing a rea-
sonable valuation of M+S Hydraulic at the moment. Correction of the stock
price is possible after the solid gains for three consecutive quarters but we
expect that volumes will remain low.
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Statement of Income (in ‘000 BGN) 2007 2008 2009 2010
Sales 76 217 82178 38 093 62 819
Production expenses 50 193 51 010 21 623 32 167
Personnel expenses 15 653 17 003 9 314 15 405
Net income from financial activities @ar7) (204) (123) 25
Other revenues and expenses 0 0 (0] (0]
EBITDA 10 194 13 961 7 033 15 272
Depreciation 4 798 5 796 6 572 6 690
EBIT 5 396 8 165 461 8 582
Interest expense 756 688 419 297
Pretax income 4 640 7477 42 8 285
Taxes 500 850 4 829
After-tax income 4 140 6 627 38 7 456
Minority interest (0] (0] 0 0
Net income 4 140 6 627 38 7 456
Earnings per share in BGN 0.32 0.51 0.00 0.57
Balance Sheet (in '000 BGN) 2007 2008 2009 2010
Total Assets 52 874 55 633 49 991 56 848
Equity subscriptions receivable 0 0 0 0
Fixed assets 27 948 31 248 32 334 33 895
Tangible fixed assets 27 618 30 422 31942 33 684
Financial investments 16 16 16 16
Current assets 24 926 24 385 17 657 22 953
Inventory 12 748 11 575 7 896 9 094
Receivables 10 027 11 575 5192 7 883
Financial assets (0] (0] (0] 0]
Cash and cash equivalents 2141 1471 4 537 5915
Total liabilities + equity 52 874 55 633 49 991 56 848
Equity 32 992 38 486 37 653 43 862
Registered capital 13 018 13 018 13 018 13 018
Capital funds 12 356 15 321 14 158 14 114
Earnings 7 618 10 147 10 477 16 730
Liabilities 19 882 17 147 12 338 12 986
Long-term payables 5 630 6 088 4 972 3947
Long-term bank loans 3716 4 685 3625 2 566
Short-term bank debt 3 929 2741 1 860 1881
Short-term payables 10 323 8 318 5524 7 158
Other liabilities 0 0 0 0
Working capital 10 674 13 326 10 273 13 914
Number of shares: 13018400 13004800 13018400 13018400
Price in BGN - period end: 13.68 4.20 5.36 6.57
Market cap in BGN - period end: 178 143 786 54 620160 69 765606 85582962
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Financial and Performance Indicators 2007 2008 2009 2010
Valuation Ratios

Price/Earnings (P/E) 43.03 8.24 1 835.94 11.48
Book Value (BV) 2.53 2.96 2.89 3.37
Price/Book (P/B) 5.40 1.42 1.85 1.95
Sales Per Share 5.85 6.32 2.93 4.83
Price/Sales (P/S) 2.34 0.66 1.83 1.36
Price/Cash per share 19.93 4.40 10.55 6.05
EV (in BGN) 183 648 60 575 70714 84 115
EV/Sales 2.41 0.74 1.86 1.34
EV/EBITDA 18.02 4.34 10.05 5.51
EV/EBIT 34.03 7.42 153.39 9.80
Liquidity

Current ratio 1.75 2.20 2.39 2.54
Quick ratio 0.85 1.16 1.32 1.53
Debt Management

Debt to total assets 0.38 0.31 0.25 0.23
Interest coverage 7.14 11.87 1.10 28.90
LT Debt/Equity 0.28 0.28 0.23 0.15
Total Debt/Equity 0.60 0.45 0.33 0.30
Asset Management

Inventory turnover 5.98 7.10 4.82 6.91
Days sales oustanding 47 51 49 45
Fixed asset turnover 2.73 2.63 1.18 1.85
Total asset turnover 1.44 1.48 0.76 1.11
Profitability

Profit margin on sales 5.4% 8.1% 0.1% 11.9%
EBITDA margin 13.4% 17.0% 18.5% 24.3%
Basic earning power 10.2% 14.7% 0.9% 15.1%
Return on assets 7.8% 11.9% 0.1% 13.1%
Return on equity 12.5% 17.2% 0.1% 17.0%
Return on investments 9.8% 13.5% 0.1% 14.8%
Dividend Information

Dividend Yield 0.69% 1.50% 1.77% -
Dividend per share 0.09 0.06 0.09 -
Number of shares: 13018400 13004800 13018400 13018400
Price in BGN - period end: 13.68 4.20 5.36 6.57
Market cap in BGN - period end: 178 143 786 54 620160 69 765606 85582962
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Disclaimer

Analyst Certification: The research analyst(s) certifies that: (1) al of the views expressed in this document accurately
reflect his or her persond views about any and all of the subject securities or issuers; (2) no part of any of the research
analyst’ s compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed
by the research analyst(s) in this document.

Financial Interest: ELANA Trading may trade or own shares of the analyzed companies. The research analyst(s) is not
holding shares of the analyzed companies, unless otherwise noted.

Regulatory Authority: Financial Supervisory Commission, Shar Planina Street 33, 1303 Sofia, Bulgaria

Information Disclosur e: All reasonable care has been taken to ensure the facts stated are accurate and opinions given are
fair and reasonable. Our recommendations are based on information available to the public that we consider to be reliable
but for the completeness and accuracy of which we assume no liability. Neither ELANA Trading, nor its directors, officers
or employees shall in any way be responsible for its contents. The views expressed may differ from the views of other firm
departments or representatives. Additiond information is available upon request. Unless otherwise noted, sources for all
information in charts and tables are ELANA Trading’ s calculations.

Risks for Investors. Information in this document should not be regarded as an offer to buy or sell any financid instru-
ments. The investment possihilities discussed in this document may not be suitable for certain investors depending on their
specific investment objectives and time horizon or in the context of their overall financia situation. In particular, the risks
associated with an investment in the securities or the financia instruments under discussion are not explained in its entirety .
The prices or values of the securities may go down aswell as up and can fluctuate and fall against the investor. The securi-
ties or investments may cause the investor to lose the amount invested. Past performance is not a guide to future perfor-
mance. Changes in exchange rates may have an adverse effect on the value, price or income of the securities or invest-
ments.

V aluation Methods: Company valuations are based on the following methods: multiple-based (P/E, P/B, EV/EBITDA),
historical valuation approaches, peer comparisons, discount models (DCF, DDM) or asset-based evaluation methods. V du-
ation models are dependent on macroeconomic factors, including interest rates, foreign exchange rates, prices of raw mate-
rials, and any expectations about the economy, the market sentiment. The valuation is based on expectations that might
change rapidly and without notice, depending on developments specific to individual industries and countries. Recommen-
dations and target prices derived from the models might therefore change accordingly. The application of models depends
on forecasts of arange of economic variables, thus there isarange of reasonable variations within models. Any valuationis
dependent upon inputs that are based on the subjective opinion of the analysts carrying out this valuation.
Recommendations. Analyst(s) recommendations are based on the specific factors for the company, sector, country and
global developments, as compared to market indices. Recommendations and opinions reflect ELANA Trading's expecta-
tions over the 12-month period following publication from the perspective of long-only investment clients. ELANA Trad-
ing reserves the right to express different or contrary recommendations and opinions for different timescales or for other
types of investment client. Except as otherwise noted, expected performance over next 12 months vary for different rec-
ommendations for Bulgarian stocks as follows:

Outperform More than 5% higher as compared to SOFI X and BG40 performance
Market Perform Market performance, +/-5% as compared to SOFIX and BG40
Underperform More than 5% lower as compared to SOFI X and BG40 performance

Frequency of Recommendations: No schedule of recommendations is available. The frequency of recommendations
depends on specific factors to individua companies and the opinion of the andyst(s) for the necessity of minor or major
changes.

Copyrights: The copyrights of ELANA Trading analyses belong to the Research Department of the brokerage and their
content cannot be used for commercia purposes. Replication and redistribution of ELANA Trading analyses content is
expressly prohibited without the prior written consent of the appointed contacts listed below.

For more information, please contact:

Research analyst Phone: E-mail: Internet:
Tsvetoslav Tsachev +359 2 810 00 23 tsachev@elana.net www.elana.net
Tamara Becheva +359 2 810 00 27 becheva@elana.net www.elana.net


mailto:tsachev@elana.net
http://www.elana.net
mailto:becheva@elana.net
http://www.elana.net

