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Price Performance
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  Source: Yahoo Finance
MARKET DETAILS:

52 week range: $ 4.40 – 6.64

Avg. Volume: 29,475

Market Cap: 80.26M

P/E (ttm): 10.81x

Div & Yield: N/A

Beta (Personal Est.): 0.51

Price/Book ratio: 1.47

Total Debt/ Capital: 0.37

% Held by Institutions: 51.10%

% Held by Insiders: 3.91%    

Source: Bloomberg, Thomson Financial
Company Overview
Baldwin Technology Inc.is a global supplier of process automation equipment for the printing and publishing industry. It manufactures and designs range of products to enhance the quality, productivity and cost-efficiency in print manufacturing process along with the consideration of environment and safety issues. 

Baldwin's products primarily include cleaning systems, fluid management and ink control systems, web press protection systems, and drying systems. Two segments of customers are divided as printing press manufacturers who incorporate Baldwin’s products into their own printing press systems for sale to printers and publishers, and publishers who upgrade the quality and capability of their existing and new printing presses.
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Baldwin participates in the publishing industry, which is a mature market
Printing and publishing industry is expected to grow at around 1 times GDP in developed countries while 1.5 times GDP in emerging markets. China and India are a major source of demand primarily due to (i) Increasing education level (ii) Outsourcing from developed countries (iii) very high growth rate in infrastructure and industrial sector and (iv) high growth rate in newspaper and magazine publications.

Baldwin’s Growth Outlook

Major share of Baldwin’s geographical revenue generation has been through Europe and Japan in Asia, but considering printing and publishing industry’s growth in China & India and Baldwin’s position in those markets as a market leader in providing printing control systems, we expect revenues from Asia to grow 1.5 – 2 % point for 2008 and 2009. Presently sales in China is contributing 1% to Baldwin’s annual revenue and it to grow till 6% by 2010.

Secondly, Baldwin’s management have improved their operating margin by couple percentage points to 26.1% in 2007 and we expect them to improve the margin in the range of 23 – 25% by 2008 by better manufacturing efficiency, new cleaning systems developed last quarter that have gained considerable reviews in printing industry.
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Earnings Analysis
For past 4 years, Baldwin’s revenues on average have been grown in mid single digits but recent acquisitions have pushed it to high single digits. Although in future the management expects it to grow in mid single digits and we are consistent with that thought. Based on our analysis, revenues would grow in the range of 4 – 5 % per annum based on sector estimates, world economy and its mature stage in industry life cycle. Since 2004, Baldwin’s earnings have been growing in the range of 3 – 3.5% which is much better than most of its comparable peers. Major impetus in terms of revenue generation has arrived from parts of West Europe and emerging countries especially China and India. 
Another reason for Baldwin’s sustained growth pattern is its control on gross margins, which has always been maintained in the range of 31 – 34 % of sales and operating margin which they reduced it from 28.1% to 26.1% in Q1 2008. But we expect gross margins to fall in the range of 29 – 30 for couple of years due to low gross margins of acquired companies, Oxy-Dry and Hildebrand. Although these companies have added to Baldwin's product mix and its overall portfolio, we expect the positives of its restructuring, R&D expertise, production economies of scale and operational synchronization would benefit Baldwin by 1Q 2010.        

We expect Baldwin’s EPS for 2008 to be $ 0.38 which is 6 cents below 2007 EPS. This decrease would primarily occur due to high interest expense that will be incurred due to loan of $35 million which Baldwin obtained to clear its old debt and for acquisition of Oxy-Dry & Hildebrand. EPS would also be affected by high SG&A expense due to 29% increase in employees due to acquisition. 
Valuation

Our price target of $ 6.14 is based on DCF valuation as opposed to an average of DCF and relative valuation. For DCF valuation we calculated FCFF based on analysis of financial statements and discounted at firm’s WACC (5.99%). WACC calculation includes cost of equity (7.152%) based on CAPM and cost of debt (5.02%). Our average estimate for relative valuation included average price based on Price/Book, Price/Sales, Price/Earnings, Price/Cash flow and EV/EBITDA ratio, which resulted into a price target of $10.31. The reason behind neglecting relative valuation from projected price target calculation is because Baldwin does not have a relative range of competitors. Baldwin mentioned in its 10-K filling that its competitors range from a small control system vendor to an MNC in this business, and relative valuation based on peer ratios obtained from Bloomberg, Yahoo Finance and Baldwin’s 10-K listed competitors resulted in wide range of price target.

Investment Risks
Macro-economic issues

Slowing US economy might have considerable impact on Europe and Asian economy. If US economy falls into recession, which many economists rate as 40% chance, then they expect European economy to slow down in 6 months and Asian economy in 9 – 12 months. This scenario would have considerable impact on Baldwin’s revenue growth since we expect Europe and Asia to contribute 52% and 32% of sales respectively in 2008.

High dependence on single customer

For past 3 years, KBA (Koenig and Bauer Aktiengesellschaft) has accounted for an average 17.5% of net sales and top 10 customers of Baldwin have accounted for more than 54% of net sales. KBA management expects the company to grow in mid single digits along with high growth expectations (of about 15%) from China and India. Baldwin’s high dependence rate on a single customer might impact its sales and earnings if that customer company, presently KBA, falters due to competition, changes contractual terms, economic conditions, internal problems or any other factor.

Variable rate debt

Baldwin’s loans are set on LIBOR rates but the premium set on LIBOR might change and affect Baldwin’s bottom line since Baldwin does not have an issued credit rating and banks have increased premium after subprime debacle. 

Currency rate fluctuations

As Baldwin obtains most of its revenue in Europe and Asia, decrease in dollar related exchange rate has had a significant impact on Baldwin’s earnings. For 2008, we expect further decrease in dollar denominated exchange rate as credit crisis deepens and US Fed fund rate might reduce to 4.0% by June 2008. 
Patents and technological impact

Royalty income has been a significant addition to Baldwin’s income statement for past 3 years but patent expiration or patent infringement litigation costs might have greater impact on overall income of Baldwin in future years. Even technological advancements in the field of printing and publishing by Baldwin’s competitors’ might evolve into a greater drawback for Baldwin’s growth. 
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  Highlights:





We initiate coverage on Baldwin Technology with a Buy 


recommendation and a 12 month price target of $ 6.14, which represents 


18% upside from current price. We believe Baldwin’s stock price


of $ 5.20 is undervalued based on intrinsic value of the company 


and the P/E multiple associated with it. 





Acquisition of Oxy-Dry and Hildebrand has added significant product


mix and market share to Baldwin’s portfolio, and this has enhanced 


its growth rate by a percentage point.





Baldwin’s leadership in manufacturing and designing advanced 


cleaning systems has created considerable growth opportunities in 


emerging markets where ratio of color pages in a newspaper are 


increasing significantly and it requires digital and advanced cleaning 


system. Baldwin is a leader in 3 of its 4 business segments and is 


working on improving its market share in all 4 segments by introducing


new products and acquiring small innovative companies in business.





Baldwin’s revenue and op. margin control on overall business has 


helped it maintain EPS target in 2007 and we expect it to improve


those levels in 2008 considering (i) order backlogs for past years have 


grown in the range of 3 – 8%, but in Q1 2008, orders grew by 33% 


(qoq) and order backlog grew by 13.20% and (ii) in Q1 2008, 


Baldwin incurred costs worth $ 400,000 related to tax provision due


to change in German tax laws and it reduced Q1 2008 EPS by $ 0.02. 





Baldwin has obtained a service contract for AWS product by 


Thermal care, which would enable Baldwin to diversify its revenue 


      stream and mutually benefit both in technological advancements 





We used DCF and relative valuation to come up with our price target


of $ 6.14. For DCF valuation, we calculated FCFF and discounted it 


on basis of WACC. Our calculation of WACC included cost of equity


(7.152%) based on CAPM model and cost of debt (5.30%).



































