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Background of HG Metal: 
A major downstream player in the steel industry, 
HGM is currently the largest steel stockist & one of 
the largest steel players in Singapore. HGM is 
principally engaged in two business activities: 

1. Trading in different type of steel products; 
2. Manufacturing of steel products 

 
It has an estimated market share of around 20% and is 
also one of the largest steel warehouse & processing 
facilities in Singapore – close to 800,000 sqf of storage 
facilities. 
 
More notably, HGM was known for its FY09 
boardroom tussle where poor performance has led to 
the ousting of some directors. Current MD & CEO, 
Goh Kian Sin was then approached to help guide HGM 
back to its feet. Making some S$30m investment, Goh 
who owns Oriental Castle Sdh Bhd, has managed to 
stabilise the company & pushed it back to strong 
profitability in FY11. Now, HGM continues to maintain 
its aim of being the “one-stop hypermarket” for steel 
products. Looking forward, they have also adopted 
several strategic changes in its business scope. 
 

 
 



Business Analysis: 

 Downstream steel stockist: 
Under the steel supply chain, HGM is a major 
downstream player. It mainly covers the role of 
processing & distributing. Being a downstream player, 
this means that HGM normally is the end-carrier of 
high raw material cost. Hence, steel price is a strong 
variable in HGM’s risk factor. 
 
HGM’s markets are predominately in Singapore, 
Malaysia & Indonesia, with Singapore being the bulk 
of its share (60%) but HGM has also expressed 
intention to diversify its market coverage. As for 
HGM’s customers, they mainly comprise of 
construction, energy, O&G and civil or marine 
engineering.  
 
Based on HGM’s IPO prospectus, HGM normally 
maintain between 3 to 5 months’ supply of steel stock 
& would normally place orders for products which 
have less than 3 months’ supply. New stocks usually 
require 2 months’ lead time for delivery depending on 
the location of the steel mill. As of IPO date (2002), 
HGM normally order their stocks from steel mills in 
Turkey, Russia, Ukraine & other Eastern Europe 
countries. 
 

 Change in HGM’s growth strategy 
As HGM recovers back from its FY09 lows, 
management has decided to adopt a strategic change 
for its business. Using a 5-pronged approach, HGM 
management will be moving away from a pure steel 
stockist role: 

1. Diversifying business model 

HGM will be shift from its commodity-based steel 
stockist and focus more on higher value, niche 
products & services.  

Instead of distribution, HGM will be looking at 
project sales to meet customised needs of its end-
user & also adding more value to its steel 
products via steel processing (which will include 
flat, bar & specialised processing) 

2. Expanding product range 

To move away from homogeneity commoditised 
steel products, HGM will also be adding difficult-
to-attain, higher grade, non-standard products to 
its portfolio. 

3. Widening geographical reach 
4. Strengthening customer relationship 
5. Enhancing processing capabilities 
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3. Widening geographical reach 

HGM is also planning to leverage Singapore as a 
hub to expand into ASEAN, South Asia, Middle 
East & Australia. Regional markets currently are 
suffering from a lack of high value products, high 
degree of fragmentation & limited domestic reach. 

4. Strengthening customer relationships 

HGM is also focusing on handling its projects 
directly with tis end-users so as to enhance 
customer loyalty. Such a direct exposure also 
allow HGM to provide a more customised services 
– unlike its past commodity steel business. 

5. Enhancing processing capabilities 

HGM is also aiming to add greater value to its 
end-user products by offering more downstream 
services – flat and long steel processing. 

 

 Steel industry outlook: 
Given the nature of HGM’s business, it is inevitable 
that steel price will be the biggest risk factor behind 
its growth. In fact, it was the steep fall in steel price 
which triggered HGM’s disastrous performance in 
FY09. 
 
According to the World Steel Association, the world 
steel industry is recovering at a faster pace than 
expected. However, recovery in global steel will slow 
in 2011, in line with slow world economy growth. 
Despite the slower recovery, steel demand in Asia & 
Oceania region will still remain strong. According to 
OECD, steel demand in emerging Asia, without China, 
registered a 12% growth rate in 2010 & is expected to 
grow further by 14% in 2011 & 2012. 
 
ASEAN region will also be the next growth engine in 
Asia: 

- 2010 total steel consumption reaches 49m 
tonnes (+17.5% yoy) 

- Steel industry in ASEAN will grow at CAGR 7.6% 
for the next 10 years, compared to 6.2% for 
the last 10 years 

- Construction sector will be the major driver 
for steel (63% of total steel consumption in 
ASEAN) 

With Asia & Oceania being the dominant users of steel 
(more than 50%), it is likely that unless a severe global 
slowdown (similar to 08 crisis) happens, the steel 
industry is quite cushioned against the current Euro 
debt crisis. 
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 Oriental Castle Sdh Bhd’s (OCS) investment: 
On Jul 2010, a subscription agreement was made with 
OCS to: 

1. Allot & issue 163,850,000 new shares at the 
price of S$0.095 (total of S$15.6m) 

2. Grant a call option for the subscription of a 
further 153,000,000 new shares at an exercise 
price of S$0.095 (total of S$14.5m) 

Pursuant to the agreements, OCS is also able to: 

1. Nominate 1 CEO & 2 Directors 
2. Nominate selected personnel to be seconded 

to the Company to provide management 
services 

On Jul 2011, OCS exercises its call option and HGM 
shall: 

1. Issue & allot 50% (76,500,000 shares) 7 
business days from the Exercise date 

2. Issue the other 50% 7 months from the 
Exercise date (Feb 2012) 

Financial Analysis: 

 6-years-high net margin 
HGM records an excellent FY11 results, with strong 
recovery from its FY09 low. Net margin at 7% was its 
6-years historical high.  
 
Revenue, however, was still at its low of S$238m, far 
from its high of S$732m in FY08. However, despite the 
low growth in sales, historical high margin was still 
being obtained. This was partly attributed to a much 
bigger decrease in “Other cost”. 
  

 Adequate balance sheet strength 
Ever since FY08 low, HGM has recovered well in 
boosting its balance sheet strength. 
 

- Dividend payment 

HGM has been paying out dividend when times are 
good. However, ever since its worse hit in FY09, they 
did not pay dividend for FY09 & FY10. 

 
HGM did not mention any dividend policy in its IPO 
prospectus. 
 

- Free cash flow (FCF) 

HGM’s FCF has been inconsistent. Negative FCF was 
mainly contributed by negative net operating CF – 
which was attributed either by increases in trade 
receivables or inventories. 

 

 

 
 

 
 

 
 
 
 
 
 
 
 



- Financial ratios 

HGM’s cash conversion days have been improving to a 
5-years low of 129 days. With HGM’s commodity 
business nature, we see it as a strong beneficial point. 

- Net gearing ratio 

HGM’s current net gearing is at 22.1%, a 6-years 
historical low. However, HGM management will most 
likely increase its gearing as they did mention that 
such low gearing depicts an inefficient use of capital. 

According to NRA Capital analyst, HGM might stretch 
its balance sheet through acquiring other companies. 
And this will set them apart from other steel suppliers 
who are comfortable with staying debt-free. However, 
such an aggressive strategy can be double-edged 
given today’s credit tightening environment. 

- Returns analysis 

HGM’s returns have been far more favourable than 

FY10. However, it is still far off the returns earned 

before FY09 – especially so for ROCE. 

 Peers’ valuation 
HGM competes directly with Asia enterprises & 
Hupsteel. To a smaller extent, HGM competes with 
steel mills & international steel traders. 
 
Based on a peer comparison, HGM stands favourably 
with higher-than-average net margin & ROE but at 
lower-than-average valuation P/E & P/B. 
 

Catalyst: 

 HGM’s strategic change 
We see HGM’s strategic change as a very 
advantageous catalyst. A shift towards value-added & 
customised service may allow HGM to command 
higher margins, have a captive base of customers & 
also be less susceptible to any huge volatility in steel 
prices. Such a strategic change, in our opinion, can 
build a distinct edge over HGM’s competitors. 
 
However, we remain cautious towards the 
implementation of such strategic change. Due to lack 
of information disclosed by the management, we are 
unsure if HGM is capable of producing the technical 
know-hows in providing value-added steel products & 
customised services. 
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*Peers’ comparison 
**Results annualised for Asia Enterprise & Lee Metal (originally 3Q 
result for both) 
 
 
 
 
 
 
 



 

 Synergy with OCS 
OCS, incorporated in Malaysia in 1998 will bring HGM 
a valuable wealth of experience & expertise in the 
steel industry. OCS also has an established sales & 
service network throughout ASEAN & China.  
 
One of the more direct benefits is for OCS to purchase 
steel from HGM but such will take a considerable 
amount of time as OCS needs time to change its 
suppliers. 
 
Nonetheless, given OCS’s expertise, they are a vital 
point in engineering HGM’s strategic shift.  
 

 Sales in growth 
One of the main catalysts for HGM’s revaluation is for 
them to attain back their pre-FY09 sales. 
 
Taking the average of its sales from FY06 to FY09 & 
applying a net margin based on FY11 (at 5%; factoring 
off a possible drop in steel prices), this still translate to 
a EPS of 2.4 cents & a P/E of only 3.5. 
 
However, if we apply the low of sales for the period 
FY06 to FY09, then estimated EPS is close to FY11 & 
P/E stands at around 5.17. 
 
But, given the strategic change adopted by HGM & 
the possible regional driver in demand for steel, it is 
reasonable to expect HGM to eventually attain 
average FY06-FY09 sales. 
 
Overall, since FY06-FY09 witnessed a boom in steel 
price, we adopt a more conservative approach & 
discount the average FY06-09 sales by 25% (to reach 
S$396.7m). Applying the same few metrics, we arrive 
at a P/E of 4.73 – which is still cheap. 
 
One of the risk which might deter such a catalyst will 
be a sudden unexpected drop in steel prices or in a 
worse scenario, a worse-than-expected slowdown in 
global economy. 
 
Conclusion: 
Overall, at current 5.2x P/E & 0.65x P/B, we value 
HGM to be cheap & sees the involvement of OCS to 
be a key factor in its growth. We believe current CEO 
Goh is determined in turning HGM around and unless 
an equally severe global meltdown was to happen as 
in 08, we doubt steel prices will fall any further.  
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
*Expected P/E at average sales for FY06-09 

 
*Expected P/E at low sales for FY06-09 

 
*Expected P/E at discounted average sales for FY06-09 
 

 


