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e  Salcon also announced that its wholly-owned Salcon Shandong (HK) Limited has entered into a MOU
with the People’s Government of Changle County, Shandong Province for the proposed construction of
anew 100 MLD wastewater treatment plant (WWTP) adjacent to the present 40 MLD WWTP. Under
the MOU, Salcon will carry out feasibility studies and submit an investment proposal for the 100 MLD
WWTP, which will be built in 2 phases, that is 40 MLD in phase I and 60 MLD in phase II.

2. Earning Outlook:

e After a few years of erratic earnings performance due to provision for doubtful debts and the slowdown
in the government expenditure in domestic water infrastructure, Salcon is poised to record a more
consistent profit performance going forward.

e In FYO07, Salcon recorded a net loss of RM7.8m on a turnover of RM134.6m. However, this does not
reflect the improved operating profit performance of its core water and wastewater operations. Had not
for the loss on disposal of associate and allowance of doubtful debts totalled RM13.2m, Salcon would
have reported a strong 80% growth in PBT ex-EI to RM9.1m in FY07.

¢ Going forward, its future earnings performance will be underpinned by the recurring earnings stream
from long-term concessions investments and its strong orderbook of close to RM1.0bn. While the
concession investments have started contributed profitably to the group, Salcon is expected to see
stronger contribution once the upgrade and construction of larger capacity water treatment plant come
on stream in the next 2-3 years.

e Due to the completion of a rights issue (completed in FY07) and a private placement exercises (Feb
08), Salcon has strengthened its balance sheet. As at end-Mar 08, the company is in a net cash position
of RM22.9m.

3. Recommendation

e Despite the improving earnings performance and balance sheet strength, Salcon’s share price has
declined by 63% since the beginning of 08.

e  We are recommending a Buy recommendation on the stock. Its current share price of RM0.45, which is
below its NTA of RM0.56 per share, does not reflect its growing water and wastewater concession
assets.

Investment ratings:

Buy (generally >10% upside over the next 12 months)

Hold (generally negative 10% downside to positive 10% upside over the next 12 months)
Sell (generally >10% downside over the next 12 months)
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