Sunday, June 4, 2006

Column:  NUPLEX INDUSTRIES

     Resins manufacturer Nuplex Industries’ share price has only just climbed out of the hole it fell into  last year after the company issued a profit warning, something the market is guaranteed to loathe.

     In April last year, The company said that its earnings before amortisation and one-off items would be between $2 million and $4 million below its previous guidance only two months earlier and that its net profit would be about $28 million, only slightly ahead of the previous year’s $27.3 million profit. 

     From a peak at $6.15 in February last year, the shares sank below $3.50 in May last year but were back trading at $6.50 last week.

     In the event, the company reported a $29.2 million profit for that year and it’s first-half result this year wasn’t very inspiring. 

     While the company reported a 123 per cent jump in first-half net profit to $40.1 million, that included a $24.4 million one-off profit from the sale of its environmental services business sold effectively from December 1, 2005. 

     The normalised result before amortisation was a $16.7 million profit, down from $18 million in the previous first half.

     But it does seem that that sale, combined with the $44 million purchase of the Multichem and Polychem chemicals and plastic raw material agency and distribution businesses, also effective from December 1, marked a turning point in investor sentiment.

     For one thing, the company is somewhat easier to understand than previously. Now, about 80 per cent of the business is its core resins operations. Resins, derived from petrochemicals, are used as ingredients in products such as paint, adhesives, printing inks, fibreglass products and paper. The other parts of the business include specialty products such as dyes, chemicals, rubber and plastic goods and building products such as resin floorings.

     The company has just begun rationalising the specialty products manufacturing operations, starting with the closure of a plant producing food esters, emulsifiers used primarily for manufacturing bread and cakes, helping to control freshness.

      Managing director John Hirst says those manufacturing operations are “a bit of a dog” acquired when Nuplex took over Asia Pacific Speciality Chemicals in August 2002 – that company also had good performing resins and distribution businesses which were the reason Nuplex bought it.

      As Hirst explains it, APS “had cobbled together a relatively large number of small manufacturing units on a single site with some sort of expectation that, in doing so, there would be synergies between the companies, common services, and that it would make economic sense. The reality is in most cases most of those businesses are just too darn small.”

      Now Nuplex is either going to close these units or invest in acquiring their competitors to create greater critical mass and, hopefully, get them earning acceptable amounts.

     The company is also working on restructuring the Coatings Resins business it bought from Dutch company Akzo Nobel in late 2004.

     The company has already announced plans to restructure and cut its head count in Holland, although details of the costs and savings haven’t been announced yet, and it is intending to act to staunch losses at the British operations.

      The Coating Resins’ business produces lower profit margins than Nuplex’s traditional resins businesses but Hirst has plans to raise them, although maybe not to the same level as the traditional businesses.

     He says highly competitive markets, big rises in raw materials costs and an inability, until recently, to pass cost increases on to customers were partly to blame for squeezed margins in Europe.

     In addition, “one would have to say that the efficiency on the operational side of the organisation isn’t what we would expect it to be,” Hirst says.

      Nuplex is working hard on introducing its own processes and technology to the Coating Resins operations to improve manufacturing efficiency and, of course, the restructuring will lower costs as well, he says.

     Forsyth Barr analyst John Cairns notes that the resin operating margin in the first half was 8 per cent. He believes that over time the company should be able to increase that to a sustainable 9.5 per cent.

You can buy a transcript of the interview behind this column ($5) or subscribe to a year's worth -- 48 interviews ($100) by emailing: info@jennyruth.com
