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Baldwin Technology Co. Inc.

Investment Summary

[bookmark: ORIGHIT_2][bookmark: HIT_2]I rate BALDWIN TECHNOLOGY CO (AMEX:BLD) a BUY. My earnings projection for Baldwin is based on 15x projected FY 2009 estimates (being the first year after the consolidation of Oxy-Dry is complete). The price target, 15% above Baldwin’s recent $5.44 share price, merits a buy rating on company’s stock.

The company's strengths can be seen in multiple areas, such as its revenue growth, largely solid financial position with reasonable debt levels by most measures. The strengths of the company outweigh the fact that the company has had sub par growth in net income. In recent months, Baldwin has made two acquisitions that have strengthened its presence and product offering and which already account for more than half its revenue. According to me the outlook for the industrial machinery sub-industry is positive. I believe companies will benefit not only from modestly improving domestic demand, but also from accelerating overseas growth.
Business Description

[bookmark: ORIGHIT_9][bookmark: HIT_9]Founded in 1918, Baldwin Technology Company, Inc. is a leading global supplier of process automation equipment for the printing and publishing industry.  Baldwin’s products include cleaning systems, fluid management and ink control systems, web press protection systems and drying systems.  The Company sells its products both to printing press manufacturers who incorporate the Company’s products into their own printing press systems for sale to printers and publishers, as well as directly to printers and publishers to upgrade the quality and capability of their existing and new printing presses.  The Company currently has subsidiaries in 14 countries. Germany generates about 30% of sales, including those to Koenig and Bauer AG, Baldwin's largest customer, which accounts for about 18% of sales. Japan is the second largest export market, closely following Germany. The company does not consider its business to be seasonal. However, customer order patterns and delivery schedule have caused revenue in selected periods to fluctuate. As a part of growth strategy, the company intends to investigate potential strategic acquisitions of companies and product lines in related business areas like acquisition of Oxy-Dry and Hildebrand Systems.
Financial Review

Baldwin reported net sales for fiscal 2007 rose $22 million or 12% to $201.5 million from $179.4 million in fiscal 2006. Currency exchange rates had a favorable impact on sales. The net profit margin narrowed despite the higher revenues. The cumulative annual growth rate of revenue has been 6.2% for last four years. The net income rose to $6.6 million in 2007 compared to $6.3 million from prior year, but the cumulative annual growth rate for the last four years is negative 1.3%. Currency rate fluctuations effecting the company’s overseas operation increased net sales by $5,685. The cumulative annual growth rate of operating income is 12.2%.  In the fourth quarter, revenues increased 20%, year to year to $56.9 million from $47.5 million. Year to year change reveal longer-term trends, while sequential fluctuations provide clues about sales momentum, seasonality, short term events, and emerging trends. The company has reported somewhat volatile earnings recently. Baldwin has experienced a steep decline in earnings per share in the most recent quarter in comparison to its performance from the same quarter a year ago. The net sales for its first quarter ended September 30, 2007 increased by approximately $10.7 million or 25%, to $53.9 million, from $43.2 million for the first quarter in the prior fiscal year. Currency exchange rates had a favorable impact on sales of approximately $1.7 million in the period.

[image: ]

Net cash from operating activities for the year ended June 30, 2007 decreased $1473 as compared to 2006. The decrease was primarily driven by increased interest payments associated with high debt level and acquisition related integration payments and liabilities. In 2007, the Company utilized $21,946 for investing activities. The amount utilized primarily reflects the acquisitions of Oxy-Dry and Hildebrand (net of acquired cash) of $20,540. 

[image: ]
Baldwin has acquired Oxy-Dry Corporation, a manufacturer of accessories and controls for the printing industry, for about $18 million in cash. Hildebrand has had vigorous growth with good margins in the last two years and its addition is expected to help Baldwin to have strong future sales and income growth.
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For a company like Baldwin R&D expenses are the most important for future growth and competition. R&D expenses of $16,913 for the fiscal year ended June 2007 reflect a decrease of $1,732 or 11% versus the fiscal year ended June 30, 2006. The reported expenses of $16,913 also include R&D expenses of the acquired businesses of $1,027.

Industry and Competitive Analysis

The Machinery industry overall, is poised to continue the growth it has exhibited over the past few years, growth which has outpaced that of the overall economy. The machinery industry is not heavily regulated. As consolidation, globalization and cost containment continue to change the industry. According to me the outlook for the industrial machinery sub-industry is positive. I believe companies will benefit not only from modestly improving domestic demand, but also from accelerating overseas growth. Exporting gains from a weakened dollar are likely to continue. I believe it will be the biggest companies that continue to dominate and generate the most revenue. Overall, the companies that comprise the industrial machinery subgroup have performed well over the last 5 years. 

Valuation

BALDWIN TECHNOLOGY CO has average liquidity. Currently, the Quick Ratio is 1.07 which shows that technically this company has the ability to cover short-term cash needs. Also the company’s current ratio is decreased to 1.52. The company's liquidity has decreased from the same period last year, indicating deteriorating cash flow. Together, the key liquidity measurements indicate that it is relatively unlikely that the company will face financial difficulties in the near future. 
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This stock's P/E ratio of 13.50 indicates a discount compared to an average of 16.70 for the Machinery industry and a discount compared to the S&P 500 average of 17.66. Price-to-book ratio of 1.51 indicates a discount versus the S&P 500 average of 2.80 and a significant discount versus the industry average of 3.50
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The debt-to-equity ratio is somewhat low, currently at 0.55, and is less than that of the industry average of 0.84, implying that there has been a relatively successful effort in the management of debt levels.
The discounted multiples surely indicates a investing opportunities for the investors.

BALDWIN TECHNOLOGY CO is smaller than the average company within its industry but has a net income that exceeds the majority of its peers. Gross profit margin is high when compared to many of its peers.

[image: ]Baldwin has a EV/ EBITDA ratio of 7.4x. A low ratio indicates that a company might be undervalued. The enterprise multiple is useful for transnational comparisons because it ignores the distorting effects of individual countries' taxation policies and because it takes debt into account - an item which other multiples like the P/E ratio do not include. Upon assessment of these and other key valuation criteria, BALDWIN TECHNOLOGY CO proves to trade at a discount to investment alternatives within the industry.
Investment Recommendation

The share price of BALDWIN TECHNOLOGY CO has not done very well. It is down 16.12% and has underperformed the S&P 500, in part reflecting the company's sharply declining earnings per share when compared to the year-earlier quarter. In fact, the stock is now selling for less than others in its industry in relation to its current earnings. Upon assessment key valuation criteria, BALDWIN TECHNOLOGY CO proves to trade at a discount to investment alternatives within the industry. I recommend a price target, 15% above Baldwin’s recent $5.44 share price, which merits a buy rating on company’s stock. Therefore Baldwin’s shares are recommended for purchase at this time as the stock trades at a discount to other investment alternatives within the industry.
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Earnings Per Share

1Q 2Q 3Q 4Q Year

2007 0.08 0.03 0.08 0.23 0.43

2006 0.08 0.09 0.11 0.12 0.40
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BLD PRST DLPX INDUSTRY

Price/Earnings 13.50        N/A N/A

16.70              

Price/Book 1.51          2.38          0.69         

7.53                

ROE% 12.53        1.60          (55.32)      

19.70              

Net  Profit Margin 1.93          -7.03 -3.49

9.30                

Long term debt/ Equity 0.55 0.36          1.01

0.39                
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Ticker

BLD PRST DLPX

Price 5.32 $      7.25 $         0.90 $        

Shares Outstanding 15.43 36.54 6.5

Market Cap 82.09 $    264.92 $     5.85 $        

Net Debt 26.9         15.5            8.1             

EV 109 $       280 $          14 $           

EBITDA 2006

14.82 8.86 N/A

EV/EBITDA 7.4x 31.6x N/A
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          Year Ended June 30

(in thousands) 2007 2006 2005 2004 CAGR

Revenue 201,477 $        179,380 $        173,185 $     158,110 $      6.2%

Operating Income 9,913               10,601             9,366            6,259             12.2%

Net income 6,640 $            6,258 $            5,035 $         6,986 $          (1.3)%

Total Asset 157,180 $        112,763 $        109,351 $     115,271 $     

Long Term Debt 26,929             7,080               12,223          1,794            

Stockholder's Equity 54,540             45,933             39,231          34,467          

Operating margin 4.9% 5.9% 5.4% 4.0%

Net profit margin 3.3% 3.5% 2.9% 4.4%

ROA 4.2% 5.5% 4.6% 6.1%

ROE 12.2% 13.6% 12.8% 20.3%

Debt/Asset 17.1% 6.3% 11.2% 1.6%
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2007 2006 2005

Cash flow from operating activities 4,337 $     5,810 $     14,099 $  

Cash flow from financing activities 20,219 $   (5,341) $    (9,474) $   

Cash flow from investing activities (21,946) $  (1,297) $    (1,018) $   
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Baldwin Technology

                Year ended June 30

(in thousand) 2007 2006 2005

Revenue 201,477 $     179,380 $     173,185 $    

R&D 16,913 $       15,181 $       15,920 $      

% of Sales 8.4% 8.5% 9.2%


