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Mid-caps: Pan-United, Rex, Rotary -



Stock-picking for outperformance



Price Charts



Highlights  We see a new earnings driver for Pan-United Corp (Pan-United) after it raised its effective interest in a China port.  Rex Technologies shows great promise that is likely to lead to a rerating of Rex International Holdings (Rex).  We like Rotary Engineering’s (Rotary) recovery story, and its S$1b orderbook provides earnings visibility over the next 24 months.  Analysts will dissect the Sep FOMC minutes for hints on the taper timeline. Facts & Figures Last Price Target Price Upside Support Resistance



Pan-United S$0.91 S$1.25 37.4% S$0.875 S$1.00



Rex S$0.93 S$1.47 58.1% S$0.87-0.85 S$1.25



Rotary S$0.64 S$0.88 37.5% S$0.60 S$0.80



Last Week  The US budget impasse has forced a partial government shutdown since 1 Oct. ADP employment report reflected a weaker-thanexpected rise in private payroll growth. China’s manufacturing PMI continued to expand in Sep 13 at 51.1, but is still lower than market expectation of 51.5. Singapore’s Sep 13 manufacturing PMI held steady at 50.5, marking the seventh straight month of expansion. Looking Ahead  Stock-picking is the best strategy to outperform a market that is moving sideways. We suggest investors with a more aggressive risk appetite to consider some of our mid-cap picks. We added two more to our coverage this week and gave an update on Pan United, where we see a new earnings driver.  Re-iterate BUY on Pan-United. We met up with Pan-United’s management recently to get an update on their plans for Changshu Xinghua Port (CXP) after completing the acquisition of an additional stake. Pan-United’s effective interest in CXP rose from 51% to 86%. With a greater control over CXP, PUC now enjoys higher flexibility in extracting value from one of China’s top ten busiest ports.  Initiate BUYs on Rex and Rotary. A successful oil discovery by Rex may see a re-rating of the stock among market sceptics. It has the potential to become a multi-bagger as it revolutionalises the O&G industry. After a rough patch in 2012, Rotary has since regained its footing, having clinched several contract wins in 1H13. It now has a strong orderbook of S$1b, providing earnings visibility over the next 24 months.  Sep 13 FOMC minutes will be a key highlight this week as markets scan for hints on the timeline for QE tapering. After the Fed surprised with its decision last month, analysts will surely be looking for key words and phrases behind its rationale to readjust their forecasts. This will place more attention on the US, which is currently battling politics, a government shutdown and a looming debt ceiling deadline.
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Stocks Alert Pan-United Corp (PAN SP, P52) – Earnings driver from one of China’s top ten ports (BUY/Target: S$1.25) CXP serves some of China’s fastest growing industrial regions that still enjoyed GDP growths of more than 10% in 2012. As a result, CXP has been profitable for the last 12 years. After the acquisition, Pan-United’s effective interest in CXP rose from 51% to 86%. Profit contribution from CXP would also have risen from 16% to 27% of Pan-United’s pro forma FY12 total profit. Looking ahead, the company is looking to grow its bottom-line by building new warehouses to provide storage services not related to its port operations. Besides its existing warehouse space of about 100,000sqm, CXP still has additional yard storage of more than 600,000sqm. We used a SOTP model to derive our fair value. Technically, the stock is likely to further rebound and looks poised to break above S$0.93 to test the next potential resistance level near S$1.00. We prefer the stock to be well supported near S$0.875 should it retrace from here. Rex International Holdings (REXI SP, 5WH) – An innovator with the potential to be a multi-bagger (BUY/Target: S$1.47) We valued Rex based on the expected monetary value of its exploration assets using forecasts from traditional geologist findings. Its most valuable asset is arguably its proprietary Rex Technologies (RT) that claims to significantly improve the odds of oil exploration. With more than 80% accuracy in blind and live tests, RT has helped the company secure strategic partnerships and concessions. Results from Rex’s first few exploration wells will be critical as it becomes proof of the effectiveness of RT. The results of the first exploration well are expected to be known by 1Q14. If RT is proven to be effective as management claims, Rex has the potential to become a multi-bagger as it revolutionalises the O&G industry. We previously mentioned that the stock could be supported at S$0.87-0.85. Prices appear to be well supported near the said levels and currently could head towards S$0.95/1.05. The next potential target could be near S$1.25. Rotary Engineering (RTRY SP, R07) – Earnings recovery likely to drive share price higher (BUY/Target: S$0.88) Rotary has a track record of more than 40 years in providing fully integrated engineering design, procurement, construction and maintenance services to oil companies such as Shell and Chevron. It has a portfolio of projects spanning many countries and industry reports say growth in global energy consumption will come from non-OECD countries. After a rough patch in 2012, Rotary has since regained its footing, having clinched several contract wins in 1H13. It now has a strong orderbook of S$1b, providing earnings visibility over the next 24 months. Dividends are also likely to recover this year and next; we project yields of 3-6%. Our target price is pegged to the 3-year historical average PE of 10.6x, applied to 2014F earnings. We maintain the technical target price of S$0.80, while any retracement for now should be shallow and not exceeding S$0.60. Source: Nextview
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Important Disclosure We have based this document on information obtained from sources we believe to be reliable, but we do not make any representation or warranty nor accept any responsibility or liability as to its accuracy, completeness or correctness. Expressions of opinion contained herein are those of UOB Kay Hian Research Pte Ltd only and are subject to change without notice. Any recommendation contained in this document does not have regard to the specific investment objectives, financial situation and the particular needs of any specific addressee. This document is for the information of the addressee only and is not to be taken as substitution for the exercise of judgement by the addressee. This document is not and should not be construed as an offer or a solicitation of an offer to purchase or subscribe or sell any securities. UOB Kay Hian and its affiliates, their Directors, officers 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 to or dispose of any such securities. UOB Kay Hian and its affiliates may act as market maker or have assumed an underwriting position in the securities of companies discussed herein (or investments related thereto) and may sell them to or buy them from customers on a principal basis and may also perform or seek to perform investment banking or underwriting services for or relating to those companies. UOB Kay Hian (U.K.) Limited, a UOB Kay Hian subsidiary which distributes UOB Kay Hian research for only institutional clients, is an authorised person in the meaning of the Financial Services and Markets Act 2000 and is regulated by Financial Services Authority (FSA). In the United States of America, this research report is being distributed by UOB Kay Hian (U.S.) Inc (“UOBKHUS”) which accepts responsibility for the contents. UOBKHUS is a broker-dealer registered with the U.S. Securities and Exchange Commission and is an affiliate company of UOBKH. Any U.S. person receiving this report who wishes to effect transactions in any securities referred to herein should contact UOBKHUS, not its affiliate. The information herein has been obtained from, and any opinions herein are based upon sources believed reliable, but we do not represent that it is accurate or complete and it should not be relied upon as such. All opinions and estimates herein reflect our judgement on the date of this report and are subject to change without notice. This report is not intended to be an offer, or the solicitation of any offer, to buy or sell the securities referred to herein. From time to time, the firm preparing this report or its affiliates or the principals or employees of such firm or its affiliates may have a position in the securities referred to herein or hold options, warrants or rights with respect thereto or other securities of such issuers and may make a market or otherwise act as principal In transactions in any of these securities. Any such non-U.S. persons may have purchased securities referred to herein for their own account in advance of release of this report. Further information on the securities referred to herein may be obtained from UOBKHUS upon request. http://research.uobkayhian.com MCI (P) 122/03/2013 RCB Regn. No. 198700235E
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