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Substantial earnings growth

Full year results to May were higher than expectations in terms of
earnings, though not in profit terms. Sales of £32.5m, increased by
33% with Pre-x PTP up 27% to £2.8m. EPS increased by 19% to
16.2p. An unchanged dividend was declared at 0.5p. The group tax
charge at 17% was substantially lower than our 31% expected, due
to a £0.3m tax credit on share warrants exercised in the period.

Positive outlook, though Dollar may impact Metalcraft

The outlook statement was positive pointing to encouraging order
intake at Jena, C&H and Crown. Crown has recovered satisfactorily
after a poor 1H. C&H in the aerospace sector has seen growth of
around 30% and enjoyed it's second record year. However the
weaker US Dollar and softening US market appears to be impacting
the MRI scanner business, which has already seen weaker trading
from its US customers.

New Chinese facility on track

The recent acquisition of a 75% share in Sigma in June provides the
platform to expand into supplying the rapidly growing aerospace
components manufacturing sector. The new Chinese facility in
Chengdu is progressing towards the start up of manufacturing at the
end of 2006, with UMECO as a keystone customer already in place.
The operation is expected to achieve breakeven in its first year, with
profitability thereafter.

More acquisitions likely

The group continues to actively assess acquisition opportunities. With
gearing reduced from 41% to 26% and 8x interest cover, we expect
the group will continue to expand by acquisition.

Compelling valuation

On current forecasts this places the shares on a p/e rating of 8.3x in
2007, followed by 7.0x 2008. This is substantially lower than the UK
engineering peer group average P/e at 14.9x in calendar 2006,
followed by 13.0x in 2007.

Remains a buy, on low multiples

Though they have reacted poorly to current results, the shares have
been good performers over recent months, recovering to a level fairly
close to it's 1-year high. We maintain our fair value assessment on
the stock with a price target of 183p, which represents a fair value
multiple of 10.3x in 2007. This gives a potential 20% upside to
current values and underwrites our maintained BUY rating.

Year Turnover EBITDA DS&C PBT* Tax DS&C EPS* DPS EV/EBITDA PER Yield

End (£€m) (£€m) (£€m) (%) (p) (p) (x) (x) (%)
05/05A 24.3 3.2 2.2 34 13.6 0.5 8.1 10.6 0.0
05/06 32.5 4.1 2.8 17 16.2 1.0 6.3 8.9 0.7
05/07E 36.6 5.1 3.7 31 17.4 1.5 5.1 8.3 1.0
05/08E 40.2 5.9 4.4 31 20.7 2.0 4.4 7.0 1.4




Investment Summary

The shares stand on a compelling p/e rating, with good growth expected in most of
the groups operations. We maintain our Buy rating due to this valuation, with a
target fair value of 183p, which implies potential upside of 20%.

The groups earnings growth in 2007 will be affected by the changing level of tax,
which has been temporarily reduced through a tax credit on share warrants
exercised. The tax rate for 2007 is assumed to revert to normal levels, which will
stunt EPS growth.

Valuation

The shares currently trade on a p/e of 8.3 times in 2007 followed by 7.0 times in
2008. This stands out as a substantial discount to the average of the UK
engineering sector, which trades on 14.9x calendar 2006, followed by 13.0 times
2007.

The table below illustrates the group’s valuation matrix, based on a fair value price
target of 183p. Our valuation is based on a target P/e for 2007 of 10.4x. This target
points to a potential upside of 20%

Valuation matrix at 183p price target

Y/e May 2005 2006 2007e 2008e
EV/sales 1.3 1.0 0.9 0.8
EV/EBITDA 10.1 7.8 6.3 5.5
EV/EBITA 12.6 10.0 8.1 6.9
Ple 13.4 11.3 10.5 8.9
Yield 0.0% 0.3% 0.8% 1.1%

Source: Daniel Stewart estimates

Full Year Results Summary

Full year results to May were light of expectations at the pre-exceptional PBT line
but higher than expectations in terms of earnings. Results posted saw sales of
£32.5m, growth of 33% with pre-x PTP up 27% to £2.8m. EPS increased by 19% to
16.2p.

An unchanged dividend was declared at 0.5p, which was below our forecast. The
group tax charge at 17% was substantially lower than our 31% expected, due to a
£0.3m tax credit on share warrants exercised in the period.

The share price reacted poorly to the results, particularly we believe focussing on
the rather bearish comments on trading in the MRI scanner sector and comments
on the Dollar exchange rate.

Review of Trading

Stainless Metalcraft

Stainless Metalcraft (SMC), the groups MRI scanner component manufacturing
business has recently seen some weakness, after the first 3 quarters of the year
posting strong growth. This recent weakness signals a change in the market, with
SMC's largest customer Siemens experiencing some pressure in the US market. An
increased level of lower specification product as well as a deterioration in the $/€
exchange rate hit Siemens volumes, and therefore impacted SMC’s call off rates.
We look for some growth in the current year but not up to the 10% historic trend.




Jena

Jena is trading well with the German engineering sector seeing some growth, a
turnaround from the lacklustre performance of recent years. The German based
spindles and ball screws manufacturer benefited from a recovery in the German
manufacturing sector. It appears to have had a strong year with a good year-end
order book.

C&H

C&H saw strong growth in its aerospace operations involved with the precision
finishing of aero-engine vanes and blades. C&H had its second consecutive record
year, boosted by around 30% in volume terms by a buoyant aerospace market. The
group announced a new contract with Rolls Royce earlier this year cementing a
strong relationship and giving further upside to current volumes. The group has
successfully entered the larger scale airframe component finishing area with a
strong tier 1 supplier, which has significant potential to become a major customer.

Crown

Recovery is underway at Crown, for roadside camera mounts. The second half 2006
was markedly better than 1H, with several customers returning to order product.
The order book is currently strong with a recent sizeable order for London, via TFL's
strategy to substantially increase the number of cameras on London’s roads. There
is also the potential to gain some chunky orders on the UK rail network, though
timing remains problematic.

The roadside camera mount business has proved itself to be volatile and is
susceptible to government/regulatory interference. The sector has had several
years of strong growth and while London is currently expanding the number of
cameras, it is unclear what medium term growth will occur in the UK.

Sigma

The group expects to start up operations at its new Chinese facility in Chengdu by
the end of 2006, initially manufacturing small mill turned industrial parts but when
product accreditation is achieved, the operation has UMECO as a keystone customer
already in place for making aerospace components.

The group is expected to install several CNC machines in October and the expected
cost in terms of capex on the factory is estimated at $0.6-0.7m in the current year.
The facility is expected to operate at break-even in its first year with profitability
forecast for 2007.




Divisional Trading forecasts

Turnover 2005 2006 2007E 2008E
Precision Engineering 9.5 10.2 11.8 13.0
Medical & Scientific 14.9 22.3 24.8 27.2

24.3 32.5 36.6 40.2

EBITA 2005 2006 2007E 2008E
Precision Engineering 0.8 1.2 1.2 1.3
Medical & Scientific 1.5 2.1 2.6 2.8
Unallocated -0.1 0.0 0.0 0.0

2.3 3.2 3.8 4.1
Margin 2005 2006 2007E 2008E
Precision Engineering 9% 11% 10% 10%
Medical & Scientific 10% 9% 11% 10%

9% 10% 10% 10%

Source: Daniel Stewart estimates
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Although reasonable care has been taken by Daniel Stewart & Co plc to ensure the facts stated and opinions
given and projections made in this document are fair and accurate, Daniel Stewart & Co plc has not
independently verified all the information given in this document. Readers of this document are advised that
this document may not be considered as objective or impartial. Where Daniel Stewart & Co plc acts as Broker
and/or Nominated Advisor to a company, research on that company may not be considered as objective or
impartial.
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DISCLOSURE CHECKLIST

COMPANY CODE DISCLOSURE
Avingtrans AVG 3
UMECO uMcC 3

1. Within the past twelve months Daniel Stewart & Co plc and/or its affiliates has managed or co-managed a public offering for
this company, for which it received fees or the promise of fees

2. Daniel Stewart & Co plc and/or its affiliates act as corporate broker or nominated advisor to this company

3. Daniel Stewart & Co plc and/or its affiliates may hold trading positions (which includes options) in this company

4. Daniel Stewart & Co plc and/or its affiliates holds more than 5% of the securities of this company

5. The company holds more than 5% of the securities of Daniel Stewart & Co plc and/or its affiliates

6. Daniel Stewart & Co plc and/or its affiliates may currently be providing, expects to provide within the next three months or
may have provided within the previous twelve months, investment banking services to this company, which have given rise to
payment or the promise of payment

7. The author and/or an individual responsible for production of this report has direct ownership of stock in this company

8. The author and/or an individual responsible for production of this report received or purchased shares in the issuer prior to a
public offering of shares

Any comments contained in this document are intended only for those private investors and business customers of Daniel Stewart &
Company Plc to whom it has been distributed. This document is not intended for the use of private customer as defined by
FSA. In the event that any such person should come into possession of this document, it is recommended that they
should seek independent advice from a suitably qualified professional advisor before taking any decisions in relation to
the investments detailed herein. The investments mentioned in this document may not be suitable for all recipients or be
appropriate for their personal circumstances. The information in this document is believed to be correct but cannot be guaranteed.
Opinions constitute our judgement as of this date and are subject to change without warning. This document is not intended as an
offer or solicitation to buy or sell securities. Daniel Stewart & Company, its officers and employees may have positions in the
securities mentioned herein. Past performance is not necessarily indicative of future performance and the value of investments may
fall as well as rise and the income from them may fluctuate and is not guaranteed. Clients may not recover the amount invested.
Some securities carry a higher degree of risk than others. The levels and basis of taxation can change. When we comment on AIM or
OFEX shares you should be aware that because the rules for these markets are less demanding than those of the Official List of the
London Stock Exchange the risks are higher. There is a higher risk of losing the money you have invested. Furthermore, the
marketability of these shares is often restricted, you may have difficulty in selling your shares and there is often a big difference
between the buying and selling price so that if you have to sell them immediately after purchase you may get back much less than
you paid for them. If you are in any doubt, you should consult your investment advisor.

Daniel Stewart & Co plc may actually or may seek to do business with companies covered in its research reports. Investors should be
aware and take into consideration that the firm may have a conflict of interest that could affect the objectivity, independence and
impartiality of this report. The firm’s policy on managing actual or potential conflicts of interest and other relevant disclosures may be
found in our Research Note Policy statement on our website www.danielstewart.co.uk.

The contents of this document have been prepared by, are the sole responsibility of and have been issued by Daniel Stewart &
Company Plc for the purpose of section 21 of the Financial Services and Markets Act 2000.
Authorised and Regulated by the Financial Services Authority. September 06
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