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ADD Get free Wi-Fi with this stock
Consensus ratings*: Buy 0 Hold0 Sell 0 y Power mati cds core business is manufact:
— hardware such as wireless modul es, e mb ¢
SLEe S$139 v As the company is able to offer hardwar
Targ_etprlce: S$2.58 enjoys highgirngrtotsasn matrs peers without
Previous target: na y At the current share price, we believe
Up/downside: 85.9% wireless connectivity business for frec¢
CIMB / Consensus: na Yy We initiate with an Add call as we reoxmpe
Reuters: PMDS.S| grow.lng connectivity of devices and the
Bloomberg: ppssp Plugged into growth
Market cap: US$36.73m  We believe Powermatic, whose core business is wireless connectivity, is plugged into the

s$48.51m  growth potential of 5G telecommunication networks and the rising Internet of Things (IoT)
Us$0.01m trend. In FY17, Powermatic successfully released more than 10 cutting-edge products.

Average daily turnover: . ¢ ) .
The high value-add and intellectual property content of its business led to a 45.1% gross

S$0.01m o9 L g
R —— 3490m Marginin FY3/17 for its wireless connectivity segment.
Free float: 35.0% Backed by hard assets
*Source: Bloomberg Powermatic has a rock-solid balance sheet. The company was in a net cash position as
Key changes in this note at end-Sep 2017 with zero debt. Its investment property is also unencumbered. At current
> N/A share price, we t hink investors are getting Po
business for free. Based on PSew2017rFgure 3A) i

—PriceClose  —Relative to FSSTI (RHS) the company was to be liquidated, we estimate the per-share value of its assets (cash,
1.600 oo financial assets and investment property alone) less total liabilities would be S$1.41.
1. 123.
Lo 1o Established dividend track record
1222 igzg Although Powermatic does not have a formal dividend policy, the group has paid a final

DPS of S$0.05 in the past five years. In FY17, Powermatic rewarded shareholders with
an additional speci al DPS of S$0.02 asthe

. “ L J ‘ highest level since the Global Financial Crisis.

S Ma;il;ul.‘.l.lhdu.3;&\3.91.;%1"‘.ﬂ.;;)hh:]\l.lllu‘l...l.ll:)eu‘cl-\li‘;_lLJ..“I . POSSIbIe Corporate actlons
Powermatic suffers from poor trading liquidity. We opine that the Board should deliberate
the possible liquidity benefits of a share split or bonus issue. Founder and CEO, Dr Chen,

Price performance M 3M  12M is approaching 70 years of age with no family-in-waiting to take over the business. Dr

Absolute (%) 7.3 92 264 Chen and Executive Director, Ms Ang, together own 63.9% of Powermatic as of 1 Mar

Relative (%) 48 -104 145 2018 _(source: Bloc_mee_rg). In our view, the _Board should also evaluate succession
planning and ways in which company could attain faster growth.

gﬁé%fﬁzﬁfeho'defs %gg';‘ Initiate with an Add call

A ', We initiate coverage with Add and a target price of S$2.58 based on sum-of-parts

ng Bee Yan 8.2 . L . .

valuation. Nearly 63% of our target price is derived from non-operating assets and the
balance 37% is derived from its wireless connectivity earnings that we value at 10x
CY19F P/E multiple (at an 11.5% discount to its historical 10-year average forward P/E of
11.3x given its poor liquidity). Potential re-rating catalysts are higher customer orders and
margin expansion. Key risks are component shortages and customers delaying orders.
Financial Summary Mar-16A Mar-17A Mar-18F Mar-19F Mar-20F
Revenue (S$m) 15.50 15.43 16.20 17.00 17.84
Net Profit (S$m) 2.83 4.19 3.91 4.13 4.36

Analyst(s) Core EPS (S$) 0.08 0.12 0.11 0.12 0.13
Core EPS Growth 47.9% (6.8%) 5.5% 5.6%
FD Core P/E (x) 11.54 12.38 11.74 11.12
Price To Sales (x) 3.12 3.13 2.99 2.85 2.72
DPS (S$) 0.050 0.070 0.070 0.070 0.070
Dividend Yield 3.60% 5.04% 5.04% 5.04% 5.04%
EV/EBITDA (x) 12.35 6.08 5.10 4.28 3.46
P/FCFE (x) NA 12.89 11.45 10.58
Net Gearing (45.4%) (50.4%) (51.4%) (53.1%) (55.0%)

William TNG, CFA P/BV (x) 1.03 0.92 0.90 0.87 0.84
ROE 8.40% 7.34% 7.53% 7.70%

T (65) 6210 8676

e . % Ch I EPS Estimat
E william.tng@cgs-cimb.com 6 Change In Core EPS Estimates

CIMB/consensus EPS (x)
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Get f rr-Fete Wit h t hi

|l nvest ment t hesi s

Pl ugged int® growth

We believe Powermatic, whose core business is wireless connectivity, is
plugged into the growth potential of 5G telecommunication networks and the
rising Internet of Things (loT) trend. In FY17, Powermatic successfully released
more than 10 cutting-edge products. The high value-add and intellectual
property content of its business has led to a 45.1% gross margin in FY17 for its
wireless connectivity segment.

I n safeirhoacgkdbi d bal an®xe sheet

Powermatic has a rock-solid balance sheet. The company was in a net cash
position as at end-Sep 2017 with zero debt. Its investment property is also
unencumbered. As at end-Sep 2017, cash and financial assets formed nearly
90% of its current assets and similarly, investment property and financial assets
formed nearly 90% of its non-current assets. The company has no long-term
liabilities.

Di vi dpeanydi ng h®» st ory

Although Powermatic does not have a formal dividend policy, the group has paid
DPS of S$0.05 in the past five years. In FY17, Powermatic rewarded

sharehol ders with an additional speci a

profit hit a record S$4.2m, the highest level since the Global Financial Crisis.

Shotéer m: Power mat itco sihnopurlodv e @oikq u

Powermatic suffers from the poor trading liquidity typically encountered by SGX-
listed small caps. A5-into-l1 share consolidation in
share base to just 34.9m shares. We opinet hat P o wer ma tDirectérs
should deliberate the potential liquidity benefits of a share split or bonus issue.

Lontger m: End ®ame?

Founder and CEO, Dr Chen is approaching 70 years of age with no family-in-
waiting to take over the business. Dr Chen and another key Executive Director,
Ms Ang, together own roughly 63.9% of Powermatic as of 1 Mar 2018. We
believe there are two viable succession-planning options for Powermatic: 1) Dr
Chen could eventually retire but remain as an adviser to the group, which would
then be managed by a team of professionals, or 2) he could sell the company to
potential buyers that could help Powermatic grow bigger.

2
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Outl ook

Company owtl ook

Powermatic is bullish on the introduction of the 5G telecommunication network
globally, as it would stimulate the growth of the markets for smartphone and
other mobile devices. A new generation of applications will be introduced to take
advantage of the greatly-increased bandwidth and network speed requirements
of 5G, creating greater demand for network access. The new generation of
wireless access points will not only have to handle greatly-increased throughput,
but also manifold increases in the number of client devices, as well as greater
user expectations for quality of connection and coverage. 5G will mean more
than just higher speeds; it would also allow connections between many devices
and new applications.

Figure 1: 5G means more than just higher speeds

Enhanced Broadband
Capacity Enhancement

Gigabytes in a second

3D video - 4K screens

) Work & play in the cloud
Smart city cameras .
Augmented reality

Voice
Industrial & vehicular automation

Mission critical broadband
Self driving car

Wireless Sensor

Network
Massive loT Low Latency
Massive Connectivity Ultra-High Reliability & Low Latency

Powermaticbs research and devel opment
proprietary products with distinct and creative features to meet the needs of a
fast-growing market that places stringent demands on product quality and
performance.

In terms of near-term growth opportunities, Powermatic highlighted that:

a) its outdoor wireless access points have been deployed to provide internet
access in rural areas of Thailand, India and Scandinavia;

b) customers have integrated its wireless radio modules into drones for
monitoring and surveillance applications;

¢) customers have deployed its outdoor access points together with CCTV
systems to monitor street and traffic conditions; and

d) its wireless radio modules have been integrated into healthcare monitoring
devices deployed in hospitals.
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Based on a Jul 2017 report by Research and Markets (a market research
company), the global wireless connectivity market was valued at US$15.0bn in
2017 and is projected to expand at a CAGR of 8.06% over 2017-22 to reach
US$22.2bn by 2022. Figure 2 [source: Qorvo Inc (QRVO US, Not Rated),

Power mati co6s partner] il lustrates how

predicts that the demand for mobile data will expand 7x over 2017-21. Based on
data from Ericsson, there will be more than 25bn connected devices via some
form of wireless means by 2020.

Figure 2: More connected devices in future
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Figure 3: Demand for mobile data is accelerating
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Figure 4: Internet of Things i 25bn connected devices by 2020, according to Ericsson
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Based on various industry reports and management estimates, Qorvo projects
that:

a) Smart home Internet of Things (IoT) T The number of connected devices
could rise by a CAGR of 47% over 2017-21;

b) Automotive i There could be 69m connected cars by 2020, which
translates into a CAGR of 29% over 2017-21; and

c) Distributed WiFi nodes i The number of nodes could expand by a 10%
CAGR over 2017-21.

Ri s ks

A key risk faced by Powermatic is deterioration in the general global economic
outlook, which could negatively affect corporate and consumer spending. At the
same time, the industry is price competitive and cost-down requests of up to 5%
per annum from customers are common according to our channel checks. Given
that its factory is located in China, Powermatic also faces the risks of rising
wages and worker shortages.

Further mor e, Power maticds wireless
from system-on-chip solutions that incorporate Wi-Fi capability (among other
features) into a single chip.

c

or

In terms of currency exposure, roughly

denominated in US$ and the balance 20% in Rmb. Raw material costs are
denominated in US$ (about 40%) and Rmb (60%). Powermatic does not hedge
its foreign exchange exposure.

A short-term risk for Powermatic is the negative impact from component
shortages on its business. Powermatic is facing longer capacitor lead times of
24-36 weeks currently due to the ongoing capacitor shortage in the electronics
components industry. However, management stated that Powermatic is able to
maintain its product prices for the moment.

Fi nanci al s

| nc ome statement trends

Power mat i c thas not growae muck over the past five years. Revenue
rose 27.2% yoy to S$15.2m in FY14 but fell 5.7% yoy to S$14.3m in FY15.
Revenue recovered by 8.5% yoy to S$15.5m in FY16 but fell by 0.4% yoy to
S$15.4m in FY17. This uneven revenue trend was due to the scaling down of its
distribution business, which generated poorer margins compared to its wireless
connectivity business.

For the wireless connectivity business, there were two noticeable years of
revenue growth, FY14 (+37.8% yoy) and FY16 (+10.4% yoy). Wireless
connectivity revenue growth in FY14 was due to success of the R&D efforts in
earlier years to produce better products and manufacturing efficiencies. As for

FY1l6, wireless revenue ben e fownecksbsidiaryo m

Compex establishing itself as a reputable manufacturer of wireless components
and products. Since it was appointed as an Authorized Design Center by
Qualcomm Atheros, a subsidiary of Qualcomm Inc (QCOM US, Not Rated),
Compex has expanded its engineering service business that offers its core
expertise of wireless hardware and software design, as well as competitive small
batch manufacturing to enable customers to develop their ideas into real
products.
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Figure 5: Revenue and yoy % chg i Limited revenue growth over Figure 6: : Revenue by segment i Powermatic reduced
the past 5 years

emphasis on its distribution business over past 5 years
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Gross margins for the wireless connectivity business expanded over FY15-17
(Figure 9) as Compex developed its wireless hardware and software design
capabilities and improved its manufacturing capabilities for competitive small
batch manuf act urstrongg adheréhoemio eintellestual property
protection principles and worldwide regulatory standards have given its
customers confidence in working with them, both in joint product development

and in incorporating Compex6s esscoatidued t s
into FY17, when Compex successfully released more than 10 cutting-edge
product s, including the worldos first
radio.
Figure 7: Wireless connectivity revenue Figure8:é transl ated i ntcFigure9:é as wireless cof
growt h é wireless connectivity gross profit gross margin expanded
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS
Power mati cds cost of sales is roughly

Raw materials (chips, capacitors, etc.) accounted for 85% of FY17 cost of sales,
labour costs accounted for 9%, depreciation accounted for 3%, while other costs
such as utilities accounted for the remaining 3%.

Powermatic has been very diligent in managing its costs. Over the past three
years, it has kept marketing and distribution costs below 10% of revenue.

4
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Figure 10: Marketing & distribution costs kept below 10% of Figure 11: Marketing and distribution costs (yoy % chg)
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Powermaticbs administrative expe-fshus a
registered an 18.2% yoy decline in FY17. This was partly due to the savings in

office rental expenses as Powermatic terminated its office lease with a third-

party lessor in early-2016 and has since housed its operations at its own
freehold investment property (9 Harrison Road). Its staff headcount has
decreased from 90 in FY13 to 74 in FY17.

Figure 12: FY17 admin expenses were the lowest in 5 years Figure 13: Steep decline in admin expenses in FY17
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS
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Figure 14: Total operating expenses as a  Figure 15: Total operating expenses fell Figure 16: Staff headcount has decreased
% of sales has declined by 13.9% yoy in FY17 over the past 5 years
4.50 35.0% 15.0% 100
30.9% 90
30.0% 9.7% 90 1
0/
10.0% 7.4% 80 | 79 78 79
25.0% A 4
5.0% 70 +
20.0% .
60 -
0.0% -
15.0% FY13A 50 +
10.0% -5.0% 40

5.0% \A \ 30 +
-10.0% '/

20 +

0.0% -]\9%

FY13A FY14A FY15A FY16A FY17A

-15.0% 10 +
= Total operating expenses (S$ m) 0 -
As 8% of sales 20.0% FY13A  FY14A FY15A FY16A  FY17A
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The groupds average ef flewas 121%, lowveathanthat e
Singapore corporate tax rate of 17% due to the effects of deferred tax asset
recognition. Its effective tax rate of 16.2% in FY14 was closer to the Singapore
corporate tax rate of 17% as there was no deferred tax asset recognition that
year.

Figurel7.Ef f ecti ve tax rate below Singaporeos
recent years
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

Non-operating income for Powermatic consists of: a) property income (rental

from its investment property), b) dividend income (from quoted and unquoted
investments), and c) interest income from its large cash balance. Over the past

four years, its average non-operating income was S$1.22m. Non-operating
income as a percentage of pretax profit has declined from 149% in FY13 to 26%

in FY1l7 as the pretax contr idssdonnectivityf r o
business has grown.
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Figure 18: Non-operating income fairly stable over the past four  Figure 19: Non-operating income as a % of pretax profit has

years declined
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

Strong bal amce sheet

Powermatic sports a very strong balance sheet. The company has been in a net
cash position with zero debt over the past five years. At end-FY17, net cash
formed 51.6% of its market cap. The company has also been generous with
dividends. Over FY13-17, Powermatic has paid base dividends comprising a first
and final DPS of S$0.05 (declared with the announcement of its full-year results).
In FY17, Powermatic declared a special DPS of S$0.02 with its final results
release, bringing total DPS to S$0.07.

Thespeci al DPS of S$0.02 in FY17 was di st
capex needs, to celebrate its 25th anniversary of listing on the SGX and its
desire to adhere to the historical dividend payout ratio range of 61.7% (FY16) to
64.7% (FY15). The S$0.07 DPS translates into FY17 dividend payout ratio of
58.5% and the average 3-year dividend payout ratio was 61.6% (FY15-17).
Without the special DPS of S$0.02, the dividend payout ratio in FY17 would

have dropped to 41.8%.

Figure 20: Net cash i 51.6% of market cap backed by net cash at Figure 21: DPS and dividend payout ratio i Special DPS
end-FY17 declared in FY17
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS
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Operating cash flow after working capital changes registered strong growth in
FY16-17 driven by higher profitability and better working capital management.
Powermatic also has limited capex needs as its competitive strength lies in
hardware and software design of radio frequency-related products. Over FY13-
17, production-related capex ranged between S$0.2m to S$0.4m. Average
capex over this period was S$0.3m. Furthermore, its capex is modest because
Powermatic only deals with low-volume production runs.

Figure 22: Operating cash flow i Strong improvement in FY16 Figure 23: Trade receivables days i Declined in FY15-17

and FY17
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Figure 24: Inventory days i Lower in FY17 Figure 25: Trade payable days i Improved in FY17
70 70 5
63
60 60
54 56
51
49 49
50 T3 e 50 16
40 - 40
30 + 30
20 + 20
10 - 10
0 T T T T 0 4 T T T T
FY13A FY14A FY15A FY16A FY17A FY13A FY14A FY15A FY16A FY17A
SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

10



€9 cescivs

ks CIMB

Tech Manufacturing Services™ Singapore

Powermatic Data Systems Limited” March 5, 2018

30

25

20

15

10

50 1
45
40

35 4

46
37
34
3.0 -

1 27

24 2.0
| N I
1 0.0 - T T T r

3A FY14A FY15A FY16A FY17A

1 (1.0) 1
| 2.0)

FY13A FY14A FY15A FY16A

Figure 26: Cash cycle i Fell from 37 days in FY15to 24 in FY17  Figure 27: Capex and free cash flow i Limited capex needs
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Forecast assumptions

Our key forecast assumptions for FY18-20F are as follows:

f

Wireless connectivity revenue growth of 5% per annum, lower than the 8.1%
revenue CAGR expected for the wireless connectivity market in 2017-22F by
Research and Markets. We believe our assumption is conservative given
that an above-industry average revenue growth rate for Powermatic is a
possibility, in our view, in light of its small revenue base. In addition, its
technological partner, Qorvo, projects that the number of distributed Wi-Fi
nodes could see a 10% unit CAGR over 2017-21F.

FY17 gross margin of 44.63% to be maintained in FY18F. We have not
raised our gross margin assumptions as there could be some negative
impact on gross margin from the ongoing component shortage situation. As
at end-1HFY18, Powermatic achieved a gross margin of 51.4%. If we
exclude the S$0.23m inventory writeback, 1HFY18 gross margin would have

been 48.3%. Over FY19-2 0 F , we assume t hat Power

will edge up gradually to 44.70-44.75%.

Powermatic keeps a tight lid on operating costs but we have assumed some
inflationary impact and factor in a 3% yoy rise in FY19-20F operating
expenses.

Non-operating income of S$1.2m per annum in FY18-20F. Non-operating
income (S$1.2m in FY17) was derived from interest income on its cash
balance, dividends from listed equity investments and rental income from its
investment property on Harrison Road. Over FY18-20F, we assume that
non-operating income will be unchanged at S$1.2m per annum, leaving its
wireless connectivity business to drive net profit growth.

Tax rate of 18.0% for our forecast period of FY18-20F. Over FY15-17, the
average effective tax rate was 12.1%. However, there are minimal deferred
tax assetsleffandi n 1 HF Y18, Power maticbs ef

Capex of S$0.5m per annum based on management guidance.

DPS of S$0.07 in FY18-20F, as we believe Powermatic will generate
enough free cash flow to support this. We forecast free cash flow per share
of S$0.108, S$0.132 and S$0.154 in FY18F, FY19F and FY20F,
respectively. The S$0.07 DPS is sustainable over FY18-20F in our view. At
the very least, we believe Powermatic would maintain its track record of a
S$0.05 DPS.

f
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Valuation & recommendati on

We initiate coverage on Powermatic with an Add call and a target price of
S$2.58 based on sum-of-parts valuation. Nearly 63% of our target price is
derived from non-operating assets (cash, financial assets and investment
property) and the balance 37% is derived from its wireless connectivity earnings
valued at 10x CY19F P/E multiple (at an 11.5% discount to its historical 10-year
average forward P/E of 11.3x, given its poor liquidity). Our ascribed 10x CY19F
P/E multiple target represents a 23.7% discount to its peer average CY19F P/E
of 13.1x.

The sensitivity of our sum-of-parts target price to changes in ascribed P/E
multiple is illustrated in Figure 32. Figure 33 shows that a 10% increase in our
CY19F net profit forecast would raise our target price by 3.9% to S$2.68.

Figure 28: Sum-of-parts valuation (CY19F)
% contribution to

valuation CY19F Comments
Net cash 34.0% 30.66 1 Cash forecast. Company has no debt.
Financial assets 9.8% 8.80 2 Financial assets maintained at historical FY17 levels.
Investment property 19.4% 17.48 3 Investment property maintained at historical FY17 lewel.
Value of non-operating assets 63.2% 56.94
Operating net profit 3.32
Target CY19F P/E (x) 10.00 11.5% discount to its 10-year historical average forward P/E of 11.3x.
Value of operating profit 36.8% 33.2 4 Wireless connectivity profit forecast
Sum-of-the-parts value 100.0% 90.2 5 Note:5=1+2+3+4
Issued capital (m) 34.9
Value per share (S$) 2.58

Figure 29: Historical 10-year average forward P/E (x)

30

25

20 +25d-=19.22x

+1sd = 15.25x

15 === cegpemeeteccl e e B18051525X
I_M .lAverage =11.28x l.

o W

-1sd = 7.30x

-2sd = 3.33x

0 T T

Figure 30: Historical 10-year average forward P/BV (x)
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Figure 31: Peer comparison

Target Market Recurring Dividend

Bloomberg Price Price Cap P/E (x) 3-year EPS P/BV (x) ROE (%) Yield (%)

Company Ticker Recom. (lclcurr) (lclcurr) (US$m) CY18F CYI19F CAGR (%) CY18F CY18F CY18F
Powermatic Data Systems Ltd PDS SP ADD 1.39 2.58 37 11.9 11.3 5.6% 0.88 7.4% 5.0%
Murata Manufacturing Co Ltd 6981 JT Not rated 14,650 na 31,258 18.6 15.8 -29.9% 2.03 11.2% 1.8%
Broadcom Ltd AVGO US Not rated 250.9 na 102,979 12.7 11.8 38.9% 4.70 32.7% 2.9%
Skyworks Solutions Inc SWKS US Not rated 109.1 na 19,916 14.6 13.0 4.5% 4.52 29.5% 1.2%
Qono Inc QRVO US Not rated 81.13 na 10,262 14.0 11.9 -23.0% 2.13 16.1% 0.0%
Simple average (excluding PDS SP) 15.0 13.1 -2.4% 3.35 22.4% 1.5%

NOTE: AS OF 5 MAR 2018
SOURCES: BLOOMBERG, CGS-CIMB RESEARCH, COMPANY REPORTS

Figure 32: Target price sensitivity to CY19F P/E multiple
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

Figure 33: Sensitivity of target price to 10% change in CY19F net profit forecast
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We highlight that at the current share price, investors appear to be getting
Powermaticb6s growing wireless connecti)
present a simplified balance sheet for Powermatic as at end-Sep 2017 (end-
1HFY18). The key points to note are:

1. Cash and financial assets form nearly 90% of its current assets;
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2.

3.

Similarly, investment property and financial assets form nearly 90% of its
non-current assets;

The company has no long-term liabilities and no debt, and its investment
property is unencumbered;

Based on its end-1HFY18 balance sheet, if the company was to be
liquidated, we estimate the per-share value of its assets (cash, financial
assets and investment property alone) less total liabilities would be S$1.41.
In this scenario, we have ignored transaction costs. Possible haircut in asset
values in this liquidation scenario would be offset by marking the rest of
Power maticds assets to zero value.

fwe add in Powermaticds propert-ghare
value calculation in point 4 above, its liquidation value would be higher at
S$1.50;

Powermatic depreciates its investment property. Therefore, any sale of its
investment property would likely be above the recorded historical value. As a
reference, in its FY17 annual report, Powermatic recorded its investment
property value as S$19.4m on 31 Mar 2017. The company also revealed
that a desktop valuation exercise performed by Knight Frank Pte Ltd, an
independent professional valuer, suggested a fair market value of S$30.2m
(excludi ng P oweupied dfficec hnig) forsteel Harrison Road
property based on recent transaction prices for similar properties.

Figure 34: Simplified balance sheet (at end-Sep 2017) 7 Free WiFi at current share
price

Simplified balance sheet as at 1H18 (end Sep-17) in S$ m

Property, plant and equipment 3.0
Investment property 17.4
Financial assets 10.2
Other assets 0.2
Non-current assets 30.8
Inventories 1.5
Trade receivables 15
Financial assets 0.3
Other assets 0.1
Cash 26.3
Current assets 29.6
Total assets 60.4
Current liabilities 4.8
Non-current liabilities 0.0
Total liabilities 4.8
Comments

Cash and financial assets as a percentage of current assets 89.6%
Investment property and financial assets as a percentage of non-current assets 89.6%
Cash 26.3
Financial assets 10.5
Investment property 17.4
Total non-operating assets 54.1
Total liabilities 4.8
Liquidation value based on non-operating assets 49.36
Issued capital (m) 34.90
Liquidation value per share based on non-operating assets (S$) 1.41
Property, plant and equipment (PPE) 3.0
Liquidation value if we factor in PPE 52.385
Issued capital (m) 34.90
Liquidation value per share if we factor in PPE (S$) 1.50

pl
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Company profile

From-mawgin distributs¥ on busi ness

Powermatic Data Systems Ltd (Powermatic) was founded in 1985 as an
information technology (IT) product distribution company. In 1986, Powermatic
incorporated Compex Systems Pte Ltd (Compex) to develop and market
networking products and in 1991, Powermatic Distribution was incorporated to
distribute mass market computer peripherals. Powermatic was listed on the
Mainboard of the SGX in 1992,

Headquartered in Singapore, Powermatic Distribution carries a range of IT
brands such as Adaptec, AOpen, eDevices, ECS, EIZO, Emulex, Panasonic,
Prestigio, Prezmate and Samsung in the past.

Figure 35: IT products still distributed by Powermatic in 2016

e [
-
adaplec E]Open SEEMULEX"®
SATA, SCSI, SAS, RAID & Optical Drives / Graphic Cards Fibre Channel Host Bus
MNetwork Adapters - Small Form Factor PC & Adapters & Switches
External Fibre Channel Accessories
RAID Subsystem

7

€ to -maghin desi g® business

According to its FY14 Annual Report, in 2HFY14, Powermatic lost the
distributorship for an IT product which it had held for many years. At the same
time, the company identified the huge growth potential for wireless solutions as
mobile devices and network communications were becoming an integral part of
life for many. Given its confidence in its wireless connectivity products, the
company decided to start scaling down its distribution business. In FY14, the
distribution business accounted for 15.3% of group revenue (FY13: 29.4%). In
FY17, the distribution business contributed only 1.22% of group revenue.

Figure 36: Distribution sales as a % of group revenue
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In the wireless connectivity business segment, Powermatic offers (via Compex)
high-quality wireless solutions to customers with added customisation and
software capabilities. Compex achieved a key milestone in FY14, when it was
appointed as an Authorized Design Center (ADC) by Qualcomm Atheros (a
leading provider of semiconductors to the mobile and network communication
markets). Compex is currently the only ADC in Southeast Asia.

Compex specialises in product design and manufacturing, and is able to offer
original equipment manufacturing (OEM), original design manufacturing (ODM)
and joint design manufacturing (JDM) services. Compex focuses on innovative
design for radio frequency (RF) wireless modules, host boards and antennas, as
well as provides software design, product testing and certification.

Its manufacturing facility is located at No.12, ChuangTou Industrial Square,
LouFeng North, Suzhou Industrial Park, Suzhou, China. The average utilisation
rate for this plant in 1HFY18 was in the 70-80% range. Powermatic does not
foresee any large capex requirements in the near future as there is space for
additional machinery at its manufacturing facility.

Figure 37: Manufacturing capabilities
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS
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Under Compexds OEM services, it provi
solutions to customers looking for quicker-to-market wireless solutions based
upon Qualcomm Atheros (QCA) Reference Designs, as well as customisation of
these components and total solutions that help customers ensure they meet
specific requirements and applications. Compex has a software team with the
expertise to develop propriety hardware drivers, user interfaces and features
that add value and differentiaton t o a customer és operat.i

For JDM, Compex6s engineering and deve
customer so t eams to ensur e product
manufacturing and rapid time-to-market. In the ODM segment, Compex provides

a wide range of wireless networking products that the company customises to its
customersd specific needs.

Figure 38: Product range Figure 39: Expanded product view
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

Compexds wireless connectivity products
healthcare, industrial computer, factory automation and security industries.

Figure 40: Product application i healthcare industry Figure 41: Product application T logistics industry

Healthcare e
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SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS
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Figure 42: Product application i security usage Figure 43: Product applications i lifestyle and home automation
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Security

Home Automation

SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

Figure 44: Product application i heavy industry Figure 45: Product installation by end-customers

SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS SOURCES: CGS-CIMB RESEARCH, COMPANY REPORTS

In terms of customer exposure, the top three customers are: 1) a US
multinational conglomerate; 2) a company dealing with outdoor broadband

accessand 3) a company that integrates P
offering. None of these companies accounted for more than 10% of FY17
revenue.

Nofcore as®»ets
Powermatic has two non-core assets (at end-Sep 2017):

1 Freehold investment property i Powermatic owns two adjoining 6-storey
semi-detached industrial buildings located at 7 & 9 Harrison Road,
Singapore. This property is leased out under operating leases except for one
unit that is classified as property,
use. Powermatic depreciates this freehold property (excluding the land it
resides on) on a straight-line basis over 38 years. Management has
estimated that the current occupancy rate for this investment property is
around 92%. Rental agreements are generally on a 2-year basis.
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