Micro-Mechanics (Holdings) Ltd

A new growth driver emerges

SINGAPORE | TECHNOLOGY | 4Q20 RESULTS

= 4Q20 earnings met our expectations. PATMI jumped 48% YoY in 4Q20 to S$3.9mn. BUY (Upgraded)
* Gross margins have recovered to their highest levels in seven quarters. We believe | scr1raDED PRICE SGD 2.20
higher prices was a reason for the improvement. FORECAST DIV SGD 0.13
=  We are upgrading MMH to BUY. We are expecting record earnings for MMH. Firstly, the  TARGET PRICE SGD 2.50
existing backend business is enjoying a recovery in sales and gross margins; Secondly,  TOTAL RETURN 19.5%
after several years of development, we believe the US operation has secured a
L . . . COMPANY DATA
significant breakthrough in new front-end projects and customers. It will be a new S LOOMBERG VYRR
growth segment for MMH. Our target price is revised upward from $51.60 to $S$2.50, or 0/5 UNITS (MN) - 139
18x PE FY21e. FY21e earnings has been raised by 25%. MARKET CAP (USD mn / SGD mn) : 224/ 306
52 - WK HI/LO (SGD) : 2.23/1.32
Results at a glance 3M Average Daily T/O (mn) : 0.05
SS mn 4Q20 4Q19 | YoY |Comment
Revenue 16.1  14.0 | 15.2% |3rd consecutive quarter of appr. S$16mn. MAJOR SHAREHOLDERS
Gross profit 8.9 7.3 | 22.2% |Expansion in gross margins SARCADIA LLC 27.1%
Admin. Exp. (2.3)  (2.3) 2.7% |Stable despite the rise in revenue. CHRIS BORCH 24.8%
PATMI 40 27 | s1.0% LOW MING WAH 2.1%
Gross margins 55.5% 52.3% [ 3.2% ([Highest margins in seven quarters.
PRICE PERFORMANCE (%)
DPS - Final (cts) 5.0 5.0 0.0% IMTH 3MTH _ 1YR
- Special (cts) 2.0 1.0 |100.0% |5th year of special dividends. COMPANY 1.7 243  46.0
Source: Company, PSR STI RETURN 0.6 (5.5) (16.4)
The Positives PRICE VS. STI

+ Healthy revenue despite the disruptions. MMH managed to grow revenues despite 250
production disruptions during the quarter. In Malaysia, staff levels were down to 25% of
capacity in April and May, it recovered fully only in June. Meanwhile, the U.S. operations  *%® ]
operated at 60% to 80% of staffing levels throughout the quarter.

1.50

+ Gross margins expanded. MMH enjoyed gross margins of 55.5% in 4Q20, the highest in
seven quarters. Margins were surprisingly high despite the weaker utilization rate of 56% Sep-19 NW-ﬁMJ;;-igU”"caFZO May.ZFgSTIJil::-dzei
compared to 58% a year ago. We believe there was better pricing power in 4Q20 as

customers needed to create buffers in their inventory levels with worries over possible
disruption to the supply chain. A move in inventory levels from just-in-time (JIT) to just-in-

Source: Bloomberg, PSR

KEY FINANCIALS (MMH SP)

case (JIC). Y/EJunSGDmn  FY19  FY20 FY2le FY22e

Revenue 60.3 64.2 713 77.0
+ Dividends raised by 17%. The final MMH for FY20 was unchanged but special dividends ggi1pa 23.0 247 297 315
doubled to 2 cents. Worth noting that MMH has been paying special dividends for the past  NPAT 13.0 147 192 208
five years. It seems to be normal rather than special. Therefore, the blended increase is 17%  EPS (SGD) 009 011 014 0.15
and total dividends for FY20 (including interim 5 cents) has increased by 20% to 12 cents. A PER, (x) 236 209 159 147
dividend yield of 5.5%. P/BV, (x) 5.2 53 51 48

DPS (SGD) 010 012 013 014
The Negative DVD YIELD 45% 55% 59% 6.4%

ROE 21.8%  252% 32.4% 33.6%

- Nil.

Source: Bloomberg, PSR

VALUATION METHOD
18x PE FY21e

Paul Chew  (+65 6212 1851)
Head Of Research
paulchewkl@phillip.com.sg
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Outlook
We are upbeat on the outlook for MMH. The two major growth drivers are:
a) Recovery in the semiconductor cycle: Using Taiwan back end semiconductor volumes as

Figure 1: Growth in semiconductor
volumes can linger for 33 months on

a barometer of the cycle, we believe another volume growth cycle is underway. As per 2V€rage

Figure 1, a typical cycle of volume growth in units can last for an average of 33 months. .Growth Cycle Months

The current cycle that started in September 2019 is only 10 months. The steepness in ~ Mar02till Jan05 35

volume growth is not clear. But additional applications for semiconductors in JunO5till Sep08 40

automobile, telecommunications, 10T and gaming will be key catalysts. The usage of ~Jul09%illJulll %

MMH consumables is dependent more on volumes than semiconductor prices. Aprlzvt'” Jun1s 39
Jul6till Augl8 27

b) U.S. operations penetrating the front-end semi chain: US operations has been in losses Averag? S -

Sep19till present 10

for the past five of six years. The loss in FY20 was a minor S$100k. With the
announcement of the qualification of a new project with a family of ultra-critical parts  goce: ceic, PSR, The cycle is based on 3

in the wafer-fabrication (or front-end) process, we expect a major turnaround for the  month moving average of Taiwan
U.S. operations. semiconductor packaging volume growth.

Upgrade to BUY from NEUTRAL with a target price of $$2.50.

We are raising our recommendation from NEUTRAL to BUY. MMH is entering a new upcycle
in semiconductor volume and major penetration into a new business segment. MMH also
pay an attractive dividend yield of 5.5% backed by a net cash balance sheet of S$20mn and
unlevered ROE of 25%. We benchmark our valuations to 18x PE of the back-end
semiconductor equipment sector (Figure 3). Our FY21e earnings has been raised by 25%.

Figure 2: High correlation between Taiwan packaging volumes and MMH revenue

Micro-Mechanics sales growth vs Taiwan IC
packaging volume growth (Quarterly YoY)
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e Taiwan Back-end = Micro-Mechanics Revenue

Source: CEIC, PSR

Figure 3: Back-end equipment makers trade at 18x forward PE
Company imth 3Mth YTD Share Px Mkt. Cap. PE P/BV Dividend ROE EV/ EBITDA
Perf. Perf. Perf. LocalCrcy (USSm) YrO Yr+1 Yr+2 Yr 0 Yield YrO0 EBITDA Margin

OSAT
ASE Technology -15.7% -10.9% -28.5%  59.50 8,783 15.3 11.7 10.3 13 3.4% 8.3% 5.3 17.9%
Amkor Tech. -15.2% -2.0% -11.5% 11.50 2,776 23.0 11.1 10.4 13 0.0%  14.0% 3.7 19.7%
Inari Amertron -6.8% 40.8% 30.0% 2.21 1,742 46.3 323 26.0 6.0 2.0% 13.4% 187 25.1%
Unisem 44% 81.2% 65.3% 3.57 626 -272.0 284 225 19 2.0% 0.1% 9.3 14.5%
MPI 19.1% 66.4% 60.0% 18.30 878 23.8 208 18.9 2.6 1.5% 11.5% 7.2 24.6%
Globetronics -3.0% 43.5% 23.2% 2.87 464 43.0 353 28.1 6.6 1.0% 16.9% 19.5 39.0%
-11.4%  6.5% -8.2% 15,268 19.6 13.5 11.9 2.1 2.4% 10.1% 7.3 19.9%
Equipment makers
Teradyne -12.2%  7.4% 15.3% 78.60 13,050 27.9 19.5 18.5 7.5 0.5% 38.8% 13.6 30.3%
ASM Pacific -11.0% 11.2% -23.9% 82.30 4,342 54.3 32.2 17.2 29 2.4% 7.1% 15.9 12.9%
BE Semiconductor 22% 2.0% 11.0% 38.26 3,626 377 267 19.3 9.7 2.6% 389% 18.8 31.4%
Tokyo Seimitsu -6.4% -12.7% -24.4% 3220 1,264 18.8 14.7 11.8 1.2 2.4% 7.7% 6.4 17.9%
Kulicke & Soffa 03% 23% -11.0% 24.22 1,498 1285 26.8 18.9 2.0 2.0% 5.6% 12.5 7.8%
Micro-Mechanics 11.7% 24.3% 18.9% 2.20 224 20.9 15.9 14.7 5.3 4.5% 252% 105 40.3%
-8.5% 6.1% 3.9% 24,003 32.7 21.9 17.8 6.3 1.4% 29.3% 14.3 25.4%

Source: Bloomberg, PSR, OSAT (outsourced assembly and test)
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Financials

Income Statement

I PhillipCapital

Balance Sheet

Y/E Jun, SGD mn FY18 FY19 FY20 FY2le FY22e
Revenue 65.1 60.3 64.2 713 77.0
EBITDA 271 23.0 24.7 29.7 315
Depreciation & Amortisation (4.8) (5.5) (5.7) (5.6) (5.4)
EBIT 223 17.5 19.0 241 26.1
Net Finance Inc/(Exp) 0.0 0.0 0.0 0.0 0.0
Profit before tax 21.9 171 19.1 24.6 26.6
Taxation (4.7) (4.1) (4.4) (5.4) (5.9)
Net profit before NCI 17.2 13.0 14.7 19.2 20.8
Non-controlling interest 0.0 0.0 0.0 0.0 0.0
Net profit, reported 17.2 13.0 14.7 19.2 20.8
Per share data (SGD)

Y/E Jun FY18 FY19 FY20 FY2le FY22e
EPS, reported 0.124 0.093 0.105 0.138 0.149
DPS 0.10 0.10 0.12 0.13 0.14
BVPS 0.43 0.42 0.42 0.44 0.45
Cash Flow

Y/E Jun, SGD mn FY18 FY19 FY20 FY2le FY22e
CFO

Profit before tax 21.9 17.1 19.1 24.6 26.6

Depreciation & Amortisation 4.8 6.5 6.8 5.6 5.4

WC changes (1.3) 0.3 (3.1) 4.5 (5.8)
Net finance inc/(exp) (0.1) (0.1) (0.1) 0.0 0.0
Tax paid (3.8) (4.6) (3.8) (5.4) (5.9)
Others (0.3) (0.1) (0.1) 0.0 0.0
Cashflow from ops 213 19.3 18.8 29.3 204
CFl

CAPEX, net (12.1) (3.4) (3.7) (4.0) (5.0)
Others 0.7 0.2 0.3 0.0 0.0
Cashflow from investments (11.4) (3.2) (3.4) (4.0) (5.0)
CFF

Shareissuance, net 0.0 0.0 0.0 0.0 0.0
Loans, net of repayments 0.0 0.0 0.0 0.0 0.0
Dividends (12.5) (13.9) (15.3) (16.7) (18.1)
Others (1.1)  (11) (11) 00 0.0
Cashflow from financing (13.6) (15.0) (16.4) (16.7) (18.1)
Net change in cash (3.7) 1.1 (1.0) 8.6 (2.7)
CCE, end 19.7 22.2 20.8 294 26.7

Y/E Jun, SGD mn FY18 FY19 FY20 FY2le FY22e
ASSETS

PPE 33.2 30.8 29.1 27.5 27.1

Others 2.5 2.3 3.1 3.1 3.1

Total non-current assets 35.7 331 322 30.6 30.2

Accounts receivables 119 104 12.7 12.5 14.9

Cash 211 219 20.8 294 26.7

Inventories 4.6 4.5 5.4 4.1 6.4

Others 0.0 0.0 0.0 0.0 0.0

Total current assets 37.6 36.8 38.9 45.9 47.9

Total Assets 733 69.9 711 76.6 78.2

LIABILITIES

Accounts payables 7.1 6.4 7.1 10.0 8.9

Short term loans 0.0 0.0 0.0 0.0 0.0

Others 25 2.0 2.8 2.8 2.8

Total current liabilities 9.6 8.5 10.0 12.9 11.8

Long term loans 0.0 0.0 0.0 0.0 0.0

Others 34 3.0 3.2 3.2 3.2

Total non-current liabilitie: 34 3.0 3.2 3.2 3.2

Total Liabilities 13.0 115 13.2 16.1 15.0

EQUITY

Non-controlling interests 0.0 0.0 0.0 0.0 0.0

Shareholder Equity 60.3 58.4 58.0 60.5 63.2

Valuation Ratios

Y/E Jun FY18 FY19 FY20 FY2le FY22e
P/E (X) 17.8 23.6 209 15.9 14.7

P/B (X) 5.1 5.2 5.3 5.1 4.8

EV/EBITDA (X) 10.5 12.4 11.6 9.3 8.9

Dividend Yield 45% A4.5% 5.5% 59% 6.4%
Growth & Margins

Growth

Revenue 138% -7.3% 6.4% 11.0% 8.0%
EBITDA 22.2% -15.2% 7.4% 20.4% 6.1%
EBIT 247% -213% 84% 27.0% 8.4%
Net profit, adj. 15.6% -24.6% 13.1% 31.0% 8.2%
Margins

EBITDA margin 41.6% 38.1% 384% 41.7% 41.0%
EBIT margin 342% 29.0% 29.6% 33.8% 34.0%
Net profit margin 264% 215% 22.8% 269% 27.0%
Key Ratios

ROE 29.9% 21.8% 252% 324% 33.6%
ROA 248% 18.1% 20.8% 26.0% 26.9%
Net Debt / (Cash) (21) (22) (21) (29) (27)

Net Gearing (X)

Net CashNet CashNet CashNet CashNet Cash

Source: Company, Phillip Securities Research (Singapore) Estimates
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PSR Rating System
Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations entirely on the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence orabsence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s licence under the
Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part,
for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time without
prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not limited
to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. Phillip
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and may have
performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities
Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment services
to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. Investments
will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars and Euro or
foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold an
interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, information may
be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons associated with or connected
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may, to the extent permitted
by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated with or connected to
Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of this report, may have issued other material
that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any registration
or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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