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Name of PLC: Grand-Flo Solution Berhad Target Price: | RM 0.49

Business Summary : Specialise in the provision of comprehensive Enterprise Data Collection and Collation
System (EDCCS) Solutions

Major Shareholders : Grand-Flo Corporation Sdn Bhd, (16.24%)
Tan Bak Leng, (7.91%)
CL Solutions Services Limited, (7.86%)

PLC Website : http://www.grand-flo.com Recommendation: | Buy
IR Contact : Yap Li Li, Executive Director Market Capitalisation: | RM 57.3m
Email : liliyap@grand-flo.com Current Price : | RM 0.395

Market / Sector: | ACE Market / Technology

Stock Code: | 0056

Analyst : Lim Boon Ngee
Tel : +603 2163 3200; Email : bnlim@nra.com.my
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e The growth in revenue was due to an increasing demand for Enterprise Data Collection and Collation
System (EDCCS) and Labels business in Malaysia and Hong Kong, underpinned by the recovery in the
global economy.

e Operating profit increased to RM2.3m in 1QFY11 from RM1.8m in 1QFY10, underpinned by higher
operating margin of 13.3% (1QFY11) as compared with 12.6% (1QFY10). This was attributed to better
product mix, especially software and lower operating overhead.

e Lower net profit from its Thai’s associate (Simat) resulted in a moderate 5.1% increase in 1QFY11’s pre-
tax profit of RM2.3m from RM2.2m in 1QFY10. The sharp drop in net profit contribution from Simat,
declining by 72.5% to RM0.2m from RMO0.6m achieved in 1QFY10. This was mainly due to further
provision of doubtful debt on a government project where payment was delayed.

Review of segmental revenue

Segmental Revenue breakdown 1Q10 2Q10 3Q10 4Q10 1Q11
EDCCS (RMm) RMm) (RMm) (RMm) (RMm)
- Malaysia 7.0 9.0 10.4 10.0 9.3
- Other countries 1.8 2.3 2.2 35 1.8
Subtotal 8.8 11.3 12.6 135 11.1
Labels

- Malaysia 51 6.1 5.3 6.0 5.6
- Other countries - - - - 0.3
Subtotal 51 6.1 53 6.0 5.9
Total Revenue 14.0 174 17.8 195 17.0

e In 1QFY11, Malaysia operation continued to be the main contributor to group’s revenue and earnings,
accounting for 87.6% of group’s revenue, while the remaining 12.4% was contributed by other countries
(China/Hong Kong). China market showed some improvement, where the labels business recorded its
maiden revenue of RM0.3m in 1QFY11.

e For 1QFY11, revenue contribution from its EDCCS business increased 26.4% y-0-y to RM11.1m from
RM8.8m in 1QFY10, while the label business increased 8.8% y-0-y to RM5.9m from RM5.1m in 1QFY10.

e Traditionally, 1Q is a slower quarter due to a shorter working period in February; we foresee that consumer
demand for EDCCS and label business in Malaysia and China to pick-up in the subsequent quarters. In
addition, the delayed capex expansion by its customers arising from economic downturn will be revived
due to the growing demand for GF’s products and services

2. Earnings Outlook

e Growing demand for EDCCS and labels product is expected to continue on the back of positive economic
outlook for Malaysia for 2011. Higher sales from new projects and addition of new customers will drive
company’s growth going forward. At the same time, maintenance contracts should also continue to
increase as projects momentum is sustained.

e  Stripping out the provision for doubtful debt of RM0.2m in 1QFY11, GF’s associate would have recorded
a net profit of RM0.4m as compared with RMO0.6m in 1QFY10. Going forward, in the worst case scenario,
if the remaining doubtful debt were to be written off in FY11, the loss impact to GF would be another
RMO0.4m. We have not factor in this into our earnings forecast for FY11, as the management is confident to
recover the outstanding amount in FY11.
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3. Valuation and Recommendation

e GF’s growth will be underpinned by higher project sales from existing customers, as well as addition of
new customers.

e GFis currently trading at a P/E of 6.4x based on our EPS forecast of 6.2 sen for FY11. We are maintaining
our BUY recommendation on the stock. We have arrived at a target price of RM0.49 based on a target P/E
of 8.0x for FY11.

Disclosures/Disclaimer

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)

This report has been prepared by Netresearch-Asia Sdn Bhd for purposes of CMDF-Bursa Research Scheme
(“CBRS”) 111, administered by Bursa Malaysia Berhad (“Administrator”) and has been compensated to undertake
the scheme. Netresearch-Asia Sdn Bhd has produced this report independent of any influence from the
Administrator or the subject company. For more information about CBRS and other research reports, please visit
Bursa Malaysia’s website at:

http://www.bursamalaysia.com/website/bm/listed_companies/cmdf bursa_research_scheme/eResearch.jsp

The information and opinion in this document has been obtained from various sources believed to be reliable. This
publication is for information purpose only, and must not be relied upon as authoritative or taken in substitution
for the exercise of judgment. This document is not to be construed as an offer or a solicitation of an offer to buy or
sell any securities. Opinions expressed in this publication are subject to change without notice and any
recommendation herein does not have regard to the specific investment objectives, financial situation and the
particular needs of any specific addressee. No representation, express or implied, is made with respect to the
accuracy, completeness or reliability of the information or opinions in this publication. Accordingly, neither we
nor any of our affiliates nor persons related to us accept any liability whatsoever for any direct, indirect or
consequential losses (including loss and profit) or damages that may arise from the use of information or opinions
in this publication.

Netresearch-Asia Sdn Bhd and its related companies, their associates, directors, connected parties and/or
employees may own or have positions in any securities mentioned herein or any securities related thereto and may
from time to time add or dispose of or may materially be interested in any such securities. Netresearch-Asia Sdn
Bhd and its related companies may from time to time perform advisory, investment, communications or other
services for, or solicit such advisory, investment, communications or other services from any entity mentioned in
this report. In reviewing these materials, you should be aware that any or all of the foregoing, among other things,
may give rise to real or potential conflicts of interest.
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