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TIM’s stress is to TFC’s advantage Recommendation
" The news that TIM has failed to secure asset sales to reduce it's ~$900m debt may BUY
mean that the business ceases as a going concern. If this occurs it will be because i
management allowed the balance sheet to be exposed to excessive debt levels. TIM’s Risk Assessment
problems are of its own making but the GFC has exposed the structural flaws in the H |gh
business model

® OML does not see any correlation between the issues that face TIM and the prospects
of TFC. We would expect the financial planning community involved in selling MIS
product to easily distinguish the troubled position of TIM v the bright prospects of TFC
Disclosure: Ord Minnett was lead manager
and underwriter to a placement by TFC
o TFC has a FY09 forecast Net Debt / Equity gearing ratio of ~5% and which was completed on 4 July 2007
will be net debt free even if it does not reach its sales target. OML
forecasts cash at bank to be ~$28m by June 2009 and interest cover is Sector: Materials
forecast at ~18x

" Some key facts worth noting include:

Authors Name: Martyn Jacobs
o  TFC operates a cash flow positive business model that does not rely on Title: Senior Research Analyst
debt or next year’s sales to pay for this year's expenses

) Email: mjacobs@ords.com.au
o  TFC no longer operates an internal loan book that generates low ) @

returns. The external finance facility for growers via CBA enables TFC
to receive cash sales and operating cash flows turned around in FY08
as a result Tropical Forestry Services Ltd
ASX Code TFC

o  The lack of MIS product available this year due to TIM being out of the

market and a significantly reduced presence from GTP and some f/lza\r,\lgfkcraan?ri) A$0.67 :Ag%;rﬁ
unlisted operators means that TFC should have an easier time of Shares Ourt)standin (m) 190.8
achieving its target sales of 930ha or ~$61m in MIS sales. Assisting Av Turnover (3 mogth) A$18.m

this goal is the significant expansion in the distribution base through
new dealer groups placing TFC'’s project on their approved product list.
This recognises the high quality and high investment return project,
which should deliver returns in the order of ~15% pa after tax ungeared

®  TFC remains a high conviction stock for OML. TFC is set to become a global monopoly
across the sandalwood products industry. TFC is extremely attractive with a DCF value
of $2.81 and a normalised PE of ~ 6x. BUY

Relative price performance
Key Financials

170

Year-end June (A$) FYO7 FY08 FYO9F FY10F

Reported NPAT ($m) 19.2 27.6 44.7 48.7 150

Reported EPS (¢) 12.0 14.9 23.8 25.5

Reported P/E (X) 7.4 5.9 3.7 35 180

Normalised EV / EBITDA (x) 6.7 4.7 4.0 3.6 110

Dividends (¢) 3.4 4.0 5.7 7.1 TFC
Net Yield (%) 3.8 4.5 6.4 8.1 %

Franking (%) 100.0 100.0 100.0 100.0 0

Normalised NPAT ($m) 14.4 22.9 27.7 317 ASX200
Normalised EPS (¢) 9.0 12.4 14.7 16.6 50

EPS Growth (%) 74.5 36.8 19.1 12.8 Apr-08  Jun-08  Aug-08  Oct-08  Dec-08  Feb-09
Normalised P/E (x) 9.8 7.2 6.0 5.3

Source: Iress, Company, Ord Minnett Estimates Note: all share price data as at 17/4/09
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Financial Summary

TFS Corporation Ltd

Profit & Loss Statement (ASm) FYOTA FYOSA FY0S9F  FY10F  FY11F Profitability Ratios FYOTA FY09F
Ha Sold 569 814 930 Revenue Growth 68.5% 30.5%
Operating Revenue 38.3 80.6 EBITDA Margin £8.0% 5 £3.8%
Operating Costs 16.1 EBMDA Growth 80.5% & 22.0%
EBITDA 22.2 EBITA Margin 56 5 52.3%
Depreciation & Amertization 0.5 EBITA Growth 81.1% 80.1% 21.3%
EBITA 21.7 EBIT Margin 5 5 52.3%
Amortization of Intangibles 0.0 EBIT Growth 81. & 21.3%
EBIT 21.7 34.7 MNet Profit Margin 3 34.4%
Interest Expense -1.2 Met Profit Growth [ 2
SGARA | Deferred Fees 5.8

Share of Az=ocociates
Reported Pre-Tax Profit
Tax Expense

Minority Interests
Reported NPAT

Significant ttems er Tax)

NPAT (Pre-Non Cash ltems)
EBITDA Margin
Effective tax Rate

DPS (cps)

Payout Ratio
Franking

1.4

30% 30%
16.6 18.4
255 27.3

DuPont Analysis

EBIT Margin
x Asset Turnover

* Interest Burden

x Tax Burden

= Return on Assets
x Leverage

= Return on Equity

Per Share Ratios (AS cps)

Mormalized EPS (Cash)
EPS Growth
Dividend Per Share

Cash Flow Per Share

NTA per share

Cash Flow Statement (ASm)

Valuation Ratios (x)

EBIMDA

Change in ¥Werking Capital
Met Interest (paid Mreceived
Tax Paid

Other Operating tems
Operating Cash Flow
Aszszet Sale Procesds

Met Acguisitions -28.8 0.0
Capex -4.0 -S4
Other inwvesting tems 50 0.0
Investing Cash Flow -27.6 -5.4
Inc/{Dec) in Equity 0.0 0.0
Inc/(Dec) in Borrowings 22.8 0.0
Dividends Paid -10.8 -12.8
Other Financing ttems 0.0 0.0 0.0
Financing Cash Flows 11.5 3.0 11.9 -13.7 -16.5
Net Inc/(Dec) in_Cash 6.0 841 10.1 10.5 20.6
Balance Sheet (ASm) FYOTA FY08A FY0S9F  FY10F  FY11F
Cash 4 28.4 39.0
Inventories .0
Receivables L1
Other Current Assets 1.5
PP&E
Intangibles 0.0
Other Non Current A 44.3
Total Assets 123.2
Short term Debt 1.0
Other Current Liabilties 28.3
Long term Debt 22.0
Other Non Current Liabilities 123
Non Current Liahilities 34.8
Total Liabilities 64.1
Total Equity 59.1
Total Liability & Shareholder Equity 123.2
Met Debt 13.6
Ha Sold
1400
1200
1000
800
800
400
200
o
Fres FY o1 Fv03 FY05 FY07 Fv0s Fvii

Source: Ord Minnett Estimates, Company Data.

Reported PE Multip
Mormalized PE Multiple
Price To Book Valus

Price Te Cash Flow
EV / EBITDA Multip
EV / EBITA Multiple
EV / EBIT Multiple

Leverage

FYOTA

MNet Debt / Book Equity
Net Debt / Total A
Net Debt / (Net Debt + Mkt.
Interest Cover (x)

23.0%
11.0%
5.9

9.3%

15.0

Substantial Shareholders

Domenica Mominees Pty Ltd
Steynton Nominees Pty Ltd

BDK Administration Services Pty Ltd
Nora Atkinson

Ronald Eacott

Anna Coxon

Juliug Matthys

Waluation

Risk Free Rate
Equity Rigk Premium
Equity Beta

Cost of Equity

Terminal Growth
Number of ghares (mj)

Operational NPV (20 year Forecast)
Terminal Value

MNet Debt

Franking Credits Value (50%)
Group NPV

o

Share Price Prem/(Disc) to NPV

rrent Share Price

Sensitivity Analsysis

WACC
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Please contact your Ord Minnett Adviser for further information on our document.

Guide to Ord Minnett Recommendations

BUY The stock’s total return (nominal dividend yield plus capital appreciation) is expected to exceed 15% over 12
months.

ACCUMULATE The stock’s total return is expected to be between 5% and 15%. Investors may add to existing holdings, or
initiate holdings on share price weakness.

HOLD The stock is fairly priced, and its total return is expected to be between 0% and 5%.

LIGHTEN The stock’s total return is expected to be less than 0% and possibly down 15%. Investors should consider
selling into share price strength.

SELL The stock’s total return is expected to lose 15% or more.

RISK ASSESSMENT Classified as High, Medium or Low, denotes the relative assessment of an individual stock’s risk based on

an appraisal of its disclosed financial information, volatility, nature of its operations and other relevant
guantitative and qualitative criteria.

Ord Minnett Limited

ABN 86 002 733 048
ASX Market Participant

AFS Licence Number 237121

Ord Minnett Branches

Adelaide

Level 11

13 Grenfell Street
Adelaide SA 5000
Tel: (08) 8203 2500
Fax: (08) 8203 2525

Brisbane

Level 10

Waterfront Place

1 Eagle St

Brisbane QLD 4000
Tel: (07) 3214 5555
Fax: (07) 3221 5550

Buderim

Sunshine Coast

84 Burnett Street
Buderim QLD 4556
Tel: (07) 5445 6255
Fax: (07) 5445 8746

Bundall, Gold Coast

Level 5, 140 Bundall Road
Bundall QLD 4217

Tel: (07) 5557 3333

Fax: (07) 5574 0301

Caloundra, Sunshine Coast
79-81 Bulcock Street
Caloundra QLD 4551

Tel: (07) 5491 3100

Fax: (07) 5491 3222

Canberra

101 Northbourne Avenue
Canberra ACT 2600

Tel: (02) 6206 1700

Fax: (02) 6206 1720

Head Office

Level 8, NAB House
255 George Street
Sydney NSW 2000
Australia

Tel: (61-2) 8216 6300
Fax: (61-2) 8216 6311

Coffs Harbour

Suite 4

21 Park Avenue

Coffs Harbour NSW 2450
Tel: (02) 6652 7900

Fax: (02) 6652 5716

Mackay

45 Gordon Street
Mackay QLD 4740
Tel: (07) 4969 4888

Melbourne

Level 23

120 Collins Street
Melbourne VIC 3000
Tel: (03) 9608 4111
Fax: (03) 9608 4142

Newcastle

41-45 Newcomen Street

Newcastle NSW 2300
Tel: (02) 4910 2400
Fax: (02) 4910 2424

Sydney

Level 8, NAB House
255 George Street
Sydney NSW 2000
Tel: (02) 8216 6300
Fax: (02) 8216 6311

www.ords.com.au

Tamworth

Suite 3

344-346 Peel Street
Tamworth NSW 2340
Tel: (02) 6761 3333
Fax: (02) 6761 3104

Wollongong

3/55 Kembla Street
Cnr Market and
Kembla Streets
Wollongong NSW 2520
Tel: (02) 4226 1688
Fax: (02) 4226 1604

Disclosure: Ord Minnett is the trading brand of Ord Minnett Limited ABN 86 002 733 048, holder of AFS Licence Number 237121 and an ASX Market Participant.
Ord Minnett Limited and/or its associated entities, directors and/or its employees may have a material interest in, and may earn brokerage from, any securities
referred to in this document. Further, Ord Minnett and/or its affiliated companies may have acted as manager or co-manager of a public offering of any such
securities in the past three years. Ord Minnett was lead manager and underwriter to a placement by TFC which was completed on 4 July 2007. Ord Minnett
and/or its affiliated companies may provide or may have provided corporate finance to the companies referred to in the report. This document is not available for
distribution outside Australia and New Zealand and may not be passed on to any third party or person without the prior written consent of Ord Minnett Limited.

Disclaimer: Ord Minnett Limited believes that the information contained in this document has been obtained from sources that are accurate, but has not checked or
verified this information. Except to the extent that liability cannot be excluded, Ord Minnett Limited and its associated entities accept no liability for any loss or
damage caused by any error in, or omission from, this document. This document is intended to provide general securities advice only, and has been prepared
without taking account of your objectives, financial situation or needs, and therefore before acting on advice contained in this document, you should consider its

appropriateness having regard to your objectives, financial situation and needs.

If any advice in this document relates to the acquisition or possible acquisition of a

particular financial product, you should obtain a copy of and consider the Product Disclosure Statement for that product before making any decision. Where price
charts have been used, it is to be noted that past price performance is not an indicator of future performance.

Analyst Certification: The analyst certifies that: (1) all of the views expressed in this research accurately reflect their personal views about any and all of the subject
securities or issuers; and (2) no part of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed herein.
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