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Attractive Price-to-Equity Multiple 

 

S$0.600 

S$0.135 

 Intrinsic Value 

 Prev Close  

  
 

Main Activities 
Sapphire Corporation Limited is engaged in the 
manufacture and sale of steel and vanadium 
products in PRC. Its goal is to be the third largest 

vanadium pentoxide producer in China. It also has 
stakes in other steel businesses in PRC.  
  

Financial Highlights 

(Y/E Dec) S$ m FY10 FY11F FY12F 

Revenue  119.9 149.8 187.3 

Gross Profit 25.5 29.3 46.8 

Operating Profit^ 11.1 14.3 29.3 

Earnings^^ 75.6 -19.1 22.6 

EPS^^^ (S cts) 0.47 -2.35 2.79 

^See Figure 1 & 2 for adjustments. ^^FY11F losses 

due to mark-to-market losses from CVTM. See Figure 

1 & 2. ^^^FY10 EPS is based on the pre-consolidation 

number of shares. 
Source: Company, SIAS Research  

Key ratios (FY12F) 

  

PER  4.8 

P/BV  0.4 

Return on Common Equity 8.2% 

Return on Assets 5.2% 

Gross Debt to Common Equity 43.4% 

Source: SIAS Research 

Indexed Price Chart 

Green (FSSTI) 
White (SAPP) 

 
^Chart is partly based on pre-consolidation prices.  
Source: Bloomberg 

52wks High-Low S$0.400 /S$0.134 

Number of Shares 810.95m 

Market Capitalization S$109.5m 
 

Analyst: 

Liu Jinshu, Deputy Lead Analyst 
jinshu@siasresearch.com 
Tel: 6227 2107 

 

  

 

 

 

 

Sapphire Corporation Limited (Sapphire) is currently trading 

at just 0.41x its common equity per share of S$0.33 ï more 

than fully discounting the book value (and upside potential) 

of its unlisted investments. Sapphireôs 70% owned core 

vanadium and steel operations turned in an estimated net 

profit of >S$4.0m at the subsidiary level in 3Q FY11. From 

2012, more profit will accrue to Sapphire as it raises its 

stake in core subsidiary (Special Steel) from 70% to 100%. 

Growth for 2013 is being put in place with plans to introduce 

new products, e.g. silicon steel at the end of 2012, being 

ironed out at the moment. Maintain Increase Exposure.  

Key Developments: 

3Q Results Overview: Sapphire reported attributable 

comprehensive income of S$5.8m on foreign currency 

translation gains of S$14.5m. Hedging gains lead to a net 

loss of just S$3.1m from its position in a publicly listed 

mining company (China VTM). Nonetheless, non-operating 

items such as net interest expense and share of losses from 

associate led the company to report attributable net loss of 

S$4.2m before translation gains.  

No More Minority Interest: After Sapphire completes its 

acquisition of the remaining 30% minority interest in Special 

Steel, the company will also enjoy a greater share of profit 

from the operationally healthy subsidiary. Minority interests’ 

share of profit came up to S$4.5m in 9M 2011.   

Expansion into Silicon Steel: Sapphire has also decided 

to maintain its investment in Weiyuan Steel Co., (Weiyuan) 

at just 12.4%. Repayment by Prime Empire Limited (Holding 

Co., of Weiyuan) of a loan due Apr 2012 may instead be 

used to finance Sapphire’s expansion into new steel 

products. We see this exercise as an upgrade of the soon 

100% owned Special Steel’s technology to increase product 

value add and variety, thereby enhancing Special Steel’s 

value. A non-binding MOU has been signed.  and we await 

confirmation of this plan and its details. On a side note, our 

discussion with the management suggests that there may 

be more developments on Sapphire’s minerals trading 

business in the near horizon.      

Sapphire Corporation Limited 
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Results Analysis and Business Update 

 

Figure 1: Quarterly Financial Summary 

 

 

 

 

Results Summary: Taking into consideration the current economic 

environment, we think that Sapphire’s results are still satisfactory. The 

company remained profitable at the Special Steel level, which accounts for 

97% of the group’s revenue in 3Q 2011. Including corporate overhead, the 

company showed EBIT of S$2.4m in 3Q 2011. Net attributable profit was 

dragged down by S$3.1m of net loss from China VTM and minority interest of 

S$1.3m to result in a loss of S$4.2m.  

CVTM: Losses on China VTM shares have no immediate cash flow impact on 

the company. Hedging effectiveness rose from 56% in 2Q to 94% in 3Q. We 

expect hedging effectiveness to remain high and that net gains/losses at the 

settlement of the hedge should be within the company’s expectation.  

Still Net Gain from Investment Activities: Sapphire made S$113.7m from 

the fair value recognition of China VTM shares in 2Q 2010. Including fair value 

changes and dividend income from China VTM as well as other non-recurring 

items, Sapphire still has a net investment gain of S$46.6m from the beginning 

of 2010 to 3Q 2011.  

Outflow to Minority Interest To Stop: The outflow of Special Steel’s profits to 

minority shareholders will also be halted after Sapphire buys them out at about 

7x trailing 12M (4Q 2010 to 3Q 2011) P/E.  

Bank Borrowings Remain Stable: According to Sapphire’s cash flow 

statement, the company repaid S$3.0m of borrowings and interest following 

repayment of the same amount by Trisonic International (Holding Co. of China 

VTM) to the company in 3Q 2011. Our analysis of Sapphire’s balance sheet as 

of 3Q FY11 suggests that net borrowings of S$113.9m can be repaid via 

shares in China VTM worth S$93.2m (inclusive of hedging gains) , S$5.9m of 

loan receivable from Trisonic within the next two years and S$14.8m of the 

S$60.6m trade-related deposit with Weiyuan.  

 

 

 

 

 

 

 

 

 S$ m 1Q FY10 2Q FY10 3Q FY10 4Q FY10 1Q FY11 2Q FY11 3Q FY11 

Revenue 21.8 27.2 22.1 48.7 20.3 51.5 38.1 

Gross Profit 3.2 5.7 6.2 10.4 6.8 8.3 6.2 

Operating Expenses -2.5 -2.5 -2.7 -6.7 -2.8 -3.3 -3.8 

EBIT 0.7 3.2 3.5 3.7 3.9 5.1 2.4 

                

Interest Income 0.5 0.4 1.2 2.8 4.0 1.8 0.9 

Interest Expenses 0.0 0.0 -0.9 -3.2 -3.5 -1.2 -1.2 

FX gains/losses, excl. translation 
gain/loss -0.1 0.1 1.0 -0.1 -0.1 0.0 -0.5 

Share of associates profit -0.1 0.8 0.8 0.1 -1.4 1.6 -0.8 

Fair value gains and other items 0.0 83.4 -0.1 -12.0 -17.4 -4.1 -3.1 

Other Gains and Losses  0.4 84.6 1.9 -12.5 -18.4 -1.9 -4.7 
Fair value gains and other items in FY11 refer mainly to China VTM shares gains/losses and hedging gains/losses. 

Source: SIAS Research 
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Figure 2: Quarterly Financial Summary – Continued From Figure 1 

 

 

 

 

 

 

 

 

 

 

 

New Products to Contribute in 2013: The MOU signed in Sep 2011 created 

a non-binding framework for Sapphire’s expansion into silicon steel and other 

new steel products. Involving three parties, Weiyuan, Special Steel and 

Longwei Metal Product Co., Ltd (Longwei) will build/convert the necessary 

facilities for the project by Nov 2012. Longwei is a cold-rolled coil maker owned 

by the Chuanwei Group (Sapphire’s partner in Weiyuan and Special Steel).  

Supply & Production Plan: Weiyuan will sell exclusively to Special Steel 

sufficient steel billets of the necessary qualities to allow the latter to make 

600,000 tons of ‘high quality variety’ hot-rolled steel per year. Longwei will 

purchase exclusively from Special Steel all of its hot-rolled steel needs and 

raise its capacity to 250,000 tons of steel, inclusive of 100,000 tons of silicon 

steel. Silicon steel requires both hot-rolled and cold-rolled steel as raw 

materials. 

To Add Cold Rolled Steel & Silicon Steel to Portfolio: To be funded by the 

US$40m loan it made previously to Weiyuan via Prime Empire Limited, 

Sapphire will purchase a partial or complete stake in Longwei from the 

Chuanwei Group. A definitive agreement for the entire plan has yet to be 

signed. Negotiations and due diligence are most likely being executed at the 

moment. Prime Empire Limited has to repay Sapphire by end Apr 2012 – 

setting an implicit deadline for the deal to be finalized.  

 

 

 

 

 

 S$ m 1Q FY10 2Q FY10 3Q FY10 4Q FY10 1Q FY11 2Q FY11 3Q FY11 

EBIT 0.7 3.2 3.5 3.7 3.9 5.1 2.4 

Other Gains and Losses  0.4 84.6 1.9 -12.5 -18.4 -1.9 -4.7 
                

Profit before tax 1.1 87.8 5.4 -8.7 -14.5 3.2 -2.3 

Income tax -0.2 -0.6 -0.7 -1.5 -0.7 -1.1 -0.6 

PAT 0.8 87.2 4.8 -10.2 -15.1 2.0 -2.9 

PATMI 0.0 85.3 3.1 -12.8 -16.5 0.2 -4.2 

MI 0.8 1.9 1.7 2.5 1.4 1.8 1.3 

Sapphire's Eff. Stake in Special Steel 51.0% 51.0% 57.3%^  70.0% 70.0% 70.0% 70.0% 

Est. Special Steel Net Profit^^ 1.6 3.9 4.0 8.4 4.6 6.1 4.2 
^57.3% is an estimate as Sapphire increased its stake in Special  Steel to 70% during 3Q FY10.  

^^ Special Steel’s net profit in 2010 was RMB99.4m or S$20.0m based on 2010 average RMB/SGD rate. Our estimates will 

not sum up to the same balance as it is based on a simple formula of Minority Interest divided by (100% less Sapphire’s 

stake in Special Steel). 

Source: SIAS Research 
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Shift of Priority: Sapphire’s immediate priority now seems to have shifted to 

the development of new steel products rather than the expansion of V2O5 

flakes production. A more lucrative and faster opportunity may have landed on 

Sapphire’s table – explaining for the change of plans. It is now too early to 

discount Sapphire’s latest growth initiative.  

Silicon steel, a planned new product heavily emphasized by Sapphire, is used 

in the electricity generation industry for its magnetic properties. The 

technological know-how of its production seems more sophisticated than hot 

rolled coils and looks to be more expensive than generic steel products. 

Accordingly, high grade silicon steel has a gross profit of RMB4,000 to 

RMB5,000 per ton on a selling price of about RMB17,000 per ton.  

To Recycle Capital: The change also explains for Sapphire’s decision to 

maintain its investment level in Weiyuan, rather than to acquire more shares in 

Prime Empire Limited, Weiyuan’s holding company. While Sapphire will still 

retain its existing upside potential from Weiyuan, the funds will now be applied 

to the active development of Special Steel’s business, rather than to acquire a 

non-controlling stake in Weiyuan.  

What If the Plan Does Not Succeed? Operationally, Special Steel will remain 

in the V2O5 flakes and hot-rolled coil business. Sapphire will have to decide 

whether to accept Prime Empire Limited shares as repayment of the US$40m 

loan or to demand for cash. As the loan is collateralized using shares in 

Sapphire of equivalent value to be procured by Prime Empire Limited’s 

controlling shareholders,  the company can still place out the collateral for 

funding in the worst case scenario.  

Forecasts Updated; Valuation Maintained: Sapphire’s cash flow remains 

robust with S$6.1m and S$22.2m of operating cash flow before working capital 

changes for 3Q 2011 and 9M 2011 respectively. The company has also 

recalled S$35.4m of loans made to associates and affiliates thus far this year. 

We updated our forecasts to reflect 3Q’s performance and the planned 

increase in investment in Special Steel over Weiyuan. However, we are 

maintaining our valuation at S$0.600 as per our previous update until the deal 

is finalized.  

Attractive Price-to-Equity Multiple: Sapphire closed at S$0.135 or 0.41x 

price to common equity per share on 21 Nov 2011. This works out to a 

discount of S$157.35m off Sapphire’s common equity of S$266.8m as at 30 

Sep 2011 or 1.4x Sapphire’s interest in unlisted investments and deposit with 

associate.  

 

 

 

 

 

 

Current market cap has more than 
fully discounted all unlisted 
investments and deposit with 
associate. 
 
As at 3Q 2011 
A) Common Equity                S$266.8m 
 
Interest in  
  Associates:  S$44.7m 
  Unlisted Investment:    S$7.0m 
Deposit with associate:  S$60.6m 
B) Total:                               S$112.3m 
 
A – B) Residual Equity S$157.35m 
 
Market Cap (@S$0.138)  S$109.5m 

 
Residual equity includes equity in 
Special Steel, China VTM and its 
hedge, working capital and loan 
receivables to be invested in Special 
Steel. 
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Figure 3: Profit Forecasts 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  FY10 FY11F FY12F FY13F 

Revenue 119.9 149.8 187.3 234.1 

Gross Profit 25.5 29.3 46.8 93.6 

Operating Expenses -14.4 -15.0 -17.5 -20.0 

EBIT 11.1 14.3 29.3 73.6 

          

Interest Income 4.9 7.7 4.0 0.0 

Interest Expenses -4.1 -7.1 -4.4 -2.2 

Exchange gains and losses 0.9 -0.5 0.0 0.0 

Share of associates profit 1.6 -0.6 0.0 0.0 

Fair value gains and other items 71.2 -24.6 0.0 0.0 

  74.4 -25.2 -0.4 -2.2 

          

Profit before tax 85.6 -10.8 28.9 71.4 

Income tax -3.0 -3.1 -6.3 -15.9 

PAT 82.6 -13.9 22.6 55.6 

PATMI 75.6 -19.1 22.6 55.6 

MI 6.9 5.1 0.0 0.0 
Source: SIAS Research 
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Figure 4: Financial Forecasts and Estimates 

 

 

 

 

S$m FY08 FY09 FY10 FY11F FY12F FY13F 

Revenue 10.5 133.8 119.9 149.8 187.3 234.1 

Gross Profit -0.5 17.6 25.5 29.3 46.8 93.6 

Profit Before Tax 1.1 45.4 85.6 -10.8 28.9 71.4 

Net Profit 1.1 35.3 75.6 -19.1 22.6 55.6 

Attributable to Shareholders             

              

Total Current Assets 53.0 110.0 245.5 213.8 133.7 156.1 

Total Non-Current Assets 77.6 230.4 271.3 230.9 291.2 260.3 

Total Current Liabilities 5.7 52.3 122.8 30.7 20.8 30.7 

Total Non-Current Liabilities 33.4 3.0 58.9 125.6 100.5 44.8 

Total Equity 91.4 285.1 335.1 288.4 303.6 340.8 

              

Cash from Operating Activities -8.7 5.1 19.2 -4.5 36.0 64.1 

Cash from Investing Activities -7.3 -16.0 -115.0 40.5 -8.1 -20.0 

Cash from Financing Activities 14.9 15.3 101.2 -5.0 -32.6 -37.6 

Net Change in Cash -1.1 4.4 5.4 31.0 -4.6 6.5 

              

Inventory Days 0.7 21 55 50 50 50 

Receivable Days 325 31 19 30 30 30 

Payable Days 196 75 182 120 60 60 

              

Return on Common Equity 1.3% 23.5% 30.6% -6.9% 8.2% 18.5% 

Return on Assets 1.0% 18.5% 19.3% -2.9% 5.2% 13.2% 

Gross Debt / Common Equity 0.0% 3.1% 49.6% 55.3% 43.4% 20.9% 

Current Ratio 9.3 2.1 2.0 7.0 6.4 5.1 

              

EPS (S cents) 0.01 0.28 0.47 -2.35 2.79 6.85 

BV / Share (S cents)* 1.17 1.32 1.63 32.88 34.75 39.34 

PER 67.5 2.4 1.4 NM 4.8 2.0 

P/BV 0.6 0.5 0.4 0.4 0.4 0.3 
Our forecasts do not take into account any potential investment gains from the listing or divestment of 
any associate. *Values from FY11F onwards are based on the consolidated 810.9m shares. EPS and 
BV/Share before FY11F are based on unconsolidated share capital.  
Source: Company, SIAS Research 
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Rating Definition: 

 
Increase Exposure – The current price of the stock is significantly lower than the underlying fundamental value. Readers can 

consider increasing their exposure in their portfolio to a higher level.  

Invest – The current price of the stock is sufficiently lower than the underlying fundamental value of the firm.  Readers can 

consider adding this stock to their portfolio.   
Fairly Valued – The current price of the stock is reflective of the underlying fundamental value of the firm.  Readers may not 

need to take actions at current price.   
Take Profit – The current price of the stock is sufficiently higher than the underlying fundamental value of the firm.  Readers 

can consider rebalancing their portfolio to take advantage of the profits. 
Reduce Exposure - The current price of the stock is significantly higher than the underlying fundamental value of the firm.  

Readers can consider reducing their holdings in their portfolio. 
 

IMPORTANT DISCLOSURE 

 
As of the date of this report, the analyst and his immediate family 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 be materially interested in any 
such securities. Portfolio structure should be the responsibility of the investor and they should take into consideration their 

financial position and risk profile when structuring their portfolio.  Investors should seek the assistance of a qualified and 

licensed financial advisor to help them structure their portfolio. This research report is based on information, which we believe 

to be reliable. Any opinions expressed reflect our judgment at report date and are subject to change without notice. This 
research material is for information only. It does not have regards to the specific investment objectives, financial situation and 

the particular needs of any specific person who may receive or access this research material. It is not to be construed as an 
offer, or solicitation of an offer to sell or buy securities referred herein. The use of this material does not absolve you of your 

responsibility for your own investment decisions. We accept no liability for any direct or indirect loss arising from the use of this 
research material. We, our associates, directors and/or employees may have an interest in the securities and/or companies 

mentioned herein. This research material may not be reproduced, distributed or published for any purpose by anyone without 
our specific prior consent.  

 

 

 

 


