[image: image1.png]BLD Taily =
=pson —

Dee

07 Feb har

P/E Ratio =

Dec

07 Feb har

For Hay don dul

For Hay don dul

107

fug sep Dot Hou

fug sep Dt Hou
©BigCharts.com

2

=

15

10



[image: image2.png]0.0%
s0.0%
0o
0.0%
20.0%
100%

o0%

—+— Americas.
= Europe.
| Aswaustrala)




       
· I am placing a BUY rating on Baldwin Technology Company, Inc. (BLD) with a 1 year price target of $6.34. The company is currently trading at a 13.4x earnings multiple, which I believe is underpaid compared to its competitors. Also, the future growth potential (boosted by the acquisition of Oxy-dry and Hildebrand) outside of Americas, especially Asia, which would help improve its top line and bottom line performance, has not been taken into consideration, which could be recognized in next couple of years.
· The slowdown in volumes for print market in developed countries will be compensated by increased volumes in developed countries like Russia in Eastern Europe, Brazil in Americas. Return on Equity is expected to improve in the coming years. Based on the DuPont Model, I believe the ROE to increase roughly 10% by the end of the next fiscal to 9%, reflecting improvement in top line margins, turnover and  performance.

· The Earnings per share are lower for the short time but in the longer term of 2-3 years the EPS is seen growing as the Acquired companies are expected to achieve bottom line margins consistent with the acquiring company, and also the expenses incurred during the recent period for acquiring these companies would not be need, along with the interest expenses.
· The Company derived approximately 80% of its revenues from countries outside of the United States for the fiscal year ended June 30, 2007. A 10% adverse change in foreign currency exchange rates would affect the Company’s pre-tax income by approximately $1 million. The US$ has weakened significantly against most global currencies over the past few months and I believe the trend would continue over the coming months, continuing to benefit the margins and profitability.

· Interest rates too have a favorable impact on Baldwin’s margins. One-percentage point change in interest rates would affect the Company’s pre-tax income by approximately $327,000. With the US economy weakening, I believe the Fed will cut the interest rate by 0.5% in the next 12 months, which will benefit the company and conversely its investors.

Industry Overview

According to the company, the printing industry is expected to grow at a five year compounded annual growth rate of 6% globally. The growth in Asia and other emerging markets, especially China and India is expected to surpass the growth in Americas and Europe in the next couple of years and Baldwin has established operations in strategic geographic locations to take advantage of growth opportunities in those markets.
Offset printing is the largest segment of the domestic and international printing market and is used primarily for general commercial printing as well as printing books, magazines, business forms, catalogs, greeting cards, packaging and newspapers.  The Company’s principal products generally range in unit price from under $100 to approximately $50,000.

The largest share of Baldwin’s business is in offset (lithographic) printing.
Company Overview
The Company sells its products both to OEM (Original Equipment Manufacturer) including the printing press manufacturers, and also to directly to commercial printers and newspaper publishers. The Company’s products are designed to improve the printing process in terms of quality, environment, safety, productivity and reduction of waste.

Baldwin’s principal products are described below: Cleaning Systems and related consumable products In the fiscal years ended June 30, 2007, 2006 and 2005, net sales of Cleaning Systems represented approximately 54.5%, 54.2% and 55.0% of the Company’s net sales respectively. Fluid Management Systems In the fiscal years ended June 30, 2007, 2006 and 2005, net sales of Fluid Management Systems represented approximately 19.2%, 23.4% and 23.2% of the Company’s net sales, respectively. Other Process Automation Products, Parts, Services and Miscellaneous Products In the fiscal years ended June 30, 2007, 2006 and 2005, net sales of Other Process Automation Products represented approximately 26.3%, 22.4% and 21.8% of the Company’s net sales, respectively.

	Worldwide Operation - Regional Net Sales 

	
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008 E
	2009 E
	2010 E

	Americas
	44.2%
	37.7%
	34.2%
	23.9%
	20.3%
	16.0%
	14.0%
	17.0%
	20.0%
	20.0%
	18.0%
	16.0%

	Europe
	31.4%
	33.3%
	35.8%
	40.5%
	41.8%
	45.5%
	47.0%
	51.0%
	53.0%
	50.0%
	50.0%
	50.0%

	Asia/Australia
	24.4%
	29.0%
	30.0%
	35.6%
	37.9%
	38.5%
	39.0%
	32.0%
	27.0%
	30.0%
	32.0%
	34.0%

	Total
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%
	100.0%

	

	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	


In October 2006, Baldwin entered into an agreement with Robatech for gluing products and acquired Oxy-Dry Corporation, a company with line of products that includes brush cleaning technology and accessories and controls for the printing industry in November 2006. Baldwin also added the web cleaning technology to its portfolio of cleaning products with the acquisition of Hildebrand System in April 2007.

The additions of the acquired companies would strengthen Baldwin’s position as the preferred independent supplier of process automation equipment, both to OEM press manufacturers as well as to printers and publishers. According to the company, the margins of these acquired companies would come at par with the parent company in the coming years.  

In the Americas, the Company operates in North, Central and South America through its U.S. subsidiaries and a sales office in Brazil. In Europe, the Company operates through its 7 subsidiaries in Germany, Sweden, France, England, Italy, Switzerland and the Netherlands. In Asia, the Company operates through its 5 subsidiaries in India, Japan, China, Singapore and Australia. All of the Company’s subsidiaries are wholly owned except for two subsidiaries, one in which the Company holds a 90% interest, and another in which the Company holds an 80% interest.

In conjunction with the acquisition of Oxy-Dry, the Company recorded $994,000 of restructuring costs during the twelve months ended June 30, 2007 versus $0 in the comparable prior year period. This unusual expense is not expected to be so high in the coming years. Also, Backlog was $59.6 million in the most recent quarter, $6.9 million higher than the June 30, 2007 backlog of $52.7 million. Showing consistent signs of demand for the company’s product.
Valuation:
Based on the Discounted Cash Flow valuation, I have arrived at an intrinsic value of $6.34 per share. I have assumed the Net Revenue to increase by 4%, 5% and 5.5% for fiscal 2008, 2009 and 2010. After that the company is expected to grow between 2% and 3% for Fiscal 2011 to 2015. I have come up with a terminal value of $4.25 in year 2015 with a constant growth of 2% forever. 

For the Cost of Equity, I have considered the Risk free rate of 4.25%, which is the rate for 10 yr US Treasury bond. The Beta for BLD is the average two year beta obtained from Bloomberg, Google and Yahoo, which comes to 0.90. The Market premium is taken as 5.40% being on the conservative side. The Cost of Capital comes to 9.1%

Based on the Loans outstanding, I’ve taken the cost of debt as 7.25%, which is 2.25% more than the current LIBOR of 4.9. The final cost of Debt comes to 4.3% after Tax. The Weighted Average cost of capital comes is 7.8% which is used as the discounting rate till 2011. After this I’ve taken 7.5% as the discounting rate, with growth assumed to be on the constant side. Taking it all into consideration, the final DCF value per share is $6.34.
Investment Risks

Baldwin dependence on few largest customers: For the fiscal year ended June 30, 2007, one customer accounted for more than 10% of the Company’s net sales and trade accounts receivable. Koenig and Bauer Aktiengesellschaft (“KBA”) accounted for approximately 17% of the Company’s net sales and trade accounts receivable.  The ten largest customers of Baldwin (including KBA) accounted for approximately 49%, 50% and 53%, respectively, of the Company’s net sales for the fiscal years ended June 30, 2007, 2006 and 2005.

Reliance on International markets: BLD targets international markets for most part of its revenues. Accordingly, future results could be materially adversely affected by a variety of uncontrollable and changing factors including, among others, regulatory, political or economic conditions in a specific country or region, trade protection measures and other regulatory requirements, business and government spending patterns, and natural disasters. 

Loss in Currency Translation: Because the Company generates revenues and expenses in various currencies, including the U.S. dollar, euro, Swedish krona and Japanese yen, the Company’s financial results are subject to the effects of fluctuations of currency exchange rates and this could have a significant negative effect.
Slowdown in US economy: The probability of a US slowdown seems very arguable. With the slowing US economy, the global economy will also be affected and face a significant slowdown, given a recession in United States.
BUY
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Price: -----------------------    $5.44 (11/10/07)


52 week range: -----------     $4.40 - $6.64


Shares outstanding:------      $15.65 million


Market Capitalization:--      $84.18 million


Institutional owned:------     54%


EPS (2007A):--------------    $0.44


EPS (2008E):---------------   $0.58


Trailing P/E: ---------------    13.38x


Beta: -------------------------   1.79


Dividend Yield:------------    0%

















