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Abterra wheels and deals, elicits
queries from local exchange

| BY ANGELINE CHEONG |

nvestors were excited to learn in

2006 that Abterra, a contractor-

turned-iron ore trader, had been

sold to General Nice Resources

[Hong Kong), an affiliate of the
General Nice Group that is said 1o
control one-tenth of China’s exports
of coke. With its new parent, Abterra
hias broadened the scope of its busi-
ness significantly to become a supply-
chain manager of iron are, coal and
coke — all raw materials used to pro-
duce steel. However, instead of being
able 1o talk up its bright prospects as
China continues industrialising, Abter-
ra's CEQ Jaffe Lau has had to constant-
ly explain unusual transactions and
agreements by his company o inves-
lors and market regulators.,

Just rwo weeks ago, Law was busy
providing the Singapore Exchange
with information on a curious deal
between one of its major customers
and a vendor of a coal mine and two
iron-ore mines that Abterra is in the
process of acquiring. According to
filings by the company, a major cus-
tomer that it refuses to name has been
slow in meeling its payment obliga-
tions, As a result, the company made
an allowance for doubtful debts of
S10.2 million during the six months
ta December, For the six-month pe-
riod, the company fell into losses of
5150 million, This was despite Teve-
nue falling just 1% to $215.3 million,
as a decline in trading activities and
prices of iron ore was partially offser
by the coking-coal segment.

CEQ Lau insists that the customer
will pay up, even though it is suffer-
ing as a result of the economic down-
turn. “We understand the difficulty of
the major customer because of a halt
in [steel producing] activities during
the Olympic games last vear and the

economic slowdown,” he said
at a media briefing after the
company’'s AGM two weeks
agn. However, noting that the
"ultimate owner of the major
customer iz a well-regarded
company in the minerals in-
dustry in China”, Lau says it
iz unlikely that the debts won't
eventually be paid.

All in, the unnamed cus-
tomer owes Abterra some
$125.4 million. Under a re-
payment plan, the company
now expects o receive this
amount over a period of 36
months: However, at Abter-
ra’s request, a portion of the
debt will be paid to a third
party from whom the compa-
ny is acguiring some assets.
Abterra is buying a 49 % stake
in Shanxi Taixing Jiaozhang
Coal Industry {Jiaozhong) and
a 22.8% stake in Zuogquan
Xinrui Metallurgy Mine (Xin-
Tui}. It expects to complete the ac-
quisitions by this year but it doesn't
have enough RMB currency reserves
o pay the vendor, Shenzhen Manfu
Industrial. 5o, Abterra has arranged
for the major customer and that cus-
tomer's uktimate owner to make good
an ouistanding $68.5 million thar it
owes Shenzhen Manfu Industrial. As
at Dec 31, Abterra had a cash bal-
ance of $46.8 million in Singapore
and U35 dollars.

*Mo known relationship between
the vendor and the major customer
has been declared to the company,”
Abiterra said, in reply to an SGX que-
Tv about the arrangement. Never-
theless, these unusual artangements
and transactions have made investors
wary of investing in shares of Abter-
ra, While it might have a bright (u-
ture, riding on China's voracious de-
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Lau: We have faith in the customer as it is a long-time
customer of Abterra's parent [General Mice Resources
{Hong Kong))

mand for steel, it seems clear that its
fortunes are closely tied to a web of
relationships over which there is lit-
tle transparency,

Indeed, the ultimate owner of the
major customer has assumed respon-
sibility for the outstanding sum in the
event of a default. And, to enhance
investor confidence, Lau and Abter-
ra's chalrman Cai Sui Xin have un-
dertaken to provide an additional lay-
er of guarantee of up to a maximum
of 47.6 million if the ultimate own-
er also defaults. “We have faith in
the customer as it is a long-time cus-
tomer of Abterra’s parent GN,” says
Lau, who is himsel{ a sharcholder of
GN, "MNext vear, [we] won't have this
problem,” says general manager John
Baey. Abterra has stopped extending
credit to the customer,

Can investors put their (rust in

Abterra, which clearly doesn't
operate independently? Is
poor transparency par-for-
the-course when investing
in fast-growing but imma-
ture markets like China? Is
it just a matter of time be-
fore Abterra delivers a nasty
surprise to investors?

Acknowledping that Abrer-
1a is a public-listed corporate
appendage of its parent, Lau
says GN has a lot of experi-
ence in the coal and iron-ore indus-
tries — about 17 years’ worth, in fact.
And, so far, Abterra has clearly ben-
efited from its assorciation with GN.
In 2006, GN acquired a 45 % stake in
Abterra from Hong Kong's Prosperi-
ly. Steel. Abterra has since shown a
marked improvement in its resulis,
managing 4 lurnaround in FY2007,
For the financial year ended June
30, 2008, it posted a 14-fold jump in
eamnings to $13.8 million, while rev-
enue surged 235% to $392.3 million
(Abterra has since changed its year-
end io December).

The big question is whether lean-
ing on GN’s relationships will contin-
ue to be a boon rather than a bane
now that the world is in recession
and commodity prices have drapped
sharply. Abterra reported a loss for the
six months ended December 2008.
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last February. Still, Tianjin
Lant, which provides iron
ore, coke and coking-coal bulk han-
dling services in Xingang Port in Tian-
jin, China, remains a strategic assel
to the company, says Lau.

Lau admits that the economic con-
ditions are challenging as the com-
pany's business is volume-driven.
Faced with an oversupply of steel,
China, the world's largest steel-mak-
Ing country, is said to be targeting to
eliminate 72 miilion tonnes of inef-
ficient iron-making capacity and 25
million tonnes of steel-making capac-
ity by 2011, according 1o the National
Developmient & Reform Commission.
Meanwhile, the World Steel Associ-
ation expects China's steel demanud
to dip 5% this year versus a 15%
fall globally.

However, Lau remaing optimis-
tic of the company's long-term pros-
pects. "The worst is probably over,”
he says. “We expect China to recov-
BT SOMEtme next year.” And. (o po-
sition Abterra (o ride the demand for
steel in the long term, the company
is looking to secure its supply of coal
and iron ore through the acquisition
of Jianzhong and Xinrui this year
"It's not easy to acquire coking-coal
mines any more,” savs Lan, "You need
lo pay a high price,” But, with a litle
help from its parent and its business
pariners, he is hoping that Abterra
will make it. o




