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Scientex FY18
core profit above
expectations

Scientex Bhd Scientex Bhd

(Sept 21, RM8.74)

Maintain underperform with a  FyEJuLY (RMMIL) 2018A 2019E 2020E
higher target price (TP) of RM7.80:  1,rnover 2,626.8 3,216.1 3,353.7
Scientex Bhd's financial year 2018 gros 3644 308 1 4204
(FY18) core net profit (CNP) of = i Zos 5 e o
RM291.7 million came in above our _ : ' =
and consensus estimatesat114%and ~ Net profit (NP) 289.8 308.7 332.6
107%, respectively. Top line camein ~ Core NP* 291.7 308.7 332.6
within, at 103%, but we believe the Consensus (NP) na 318.3 364.3
deviation from our estimates was Earnings revision (%) na +6 0
due to better-than-expected CNP  ¢ore EPS (sen) 572 60.5 65.2
marginsin FY180f 11.1% (versusour - ;- "eps arowth () 14.3 5.8 7.8
estimate of 10% ), mainly because of NDPS 0.0 4.3 %61
better-than-expected property mar- Sl : :
gins in the fourth quarter of Fy1g BYPS (RM) 3.46 4.7 2.49
(4QFY18) (ata 40% earnings before ~ Core PER 15.0 14.2 13.1
interestand tax [Ebit] margin versus  PBV (x) 2.5 1.8 1.6
30% in 3QFY18) on the back of cost  Net gearing (x) 0.4 0.2 0.1
savings from better operational ef-  Net dividend yield (%) 1.8 2.8 3.0

ficiency and improved product mix.
A single-tier interim dividend of 10
sen was announced, which brings
FY18 dividend to 20 sen, which is
also above our estimates (132%).
Quarter-on-quarter (q-o-q), top
line increased by 22%, contributed
mainly by the property (+39%) as
well as the manufacturing (+17%)
segments. This was also on the back
of a significantly better property Ebit
margin of 40% (versus 30%) contrib-
uted from projects in Johor, Melaka
and Ipoh on better operating effi-
ciency and product mix. This cou-
pled with lower effective tax rates of
16.5% (versus 18.6%), caused CNP
to increase by 48%. Year-on-year
(y-0-y), year-to-date (YTD) top line
was up by 9% mostly on contribu-
tions from the manufacturing seg-
ment (+14%) on improved sales as
well as contributions from Klang
Hock Plastic Industries Sdn Bhd
(KHPI), while the property segment’s
revenue declined marginally by 2%.
The Ebit margin improved margin-
ally to 13.9% (from 13.5%) from con-
tributions from both segments. This,
coupled with lower financing cost

“Our share base of 509 million includes Share Grant Plan shares and shares pursuant to the DRP

Source: Kenanga Research

(-23%) caused CNP to increase by
14%

Scientex is focused on ramping
up utilisation, targeting 70% over the
next few years (versus around 60%
currently), mostly from its biaxially
oriented polypropylene plant and
Arizona plant in the United States,
which will mostly contribute from
FY19 onwards. We do not expect ad-
ditional capacity in FY19 and FY20
for now, but growth is premised on
gradual improvements in utilisation
rates for the manufacturing segment,
and full-year contributions from
KHPIin FY19.

We are expecting launches of
RM800 million and RM850 million
in FY19 and FY20, as we increase
our property Ebit margin slightly to

% (from 32% previously) on the
segment’s strong margin improve-
ments this quarter (Ebit margin of
40%), and maintain manufacturing
sector utilisation rates of 65% and

% in FY19 and FY20 on capacity

0f 450,000 tonnes per annum. All in,
we increase FY19 estimate (FY19E)
CNP by 6% to RM309 million, and
introduce FY20E CNP of RM333 mil-
lion, with dividend yields of 2.8%
and 3% in FY19 and FY20.

Our TP is based on our sum-ot-
parts FY19E valuations with an un-
changed price-earnings ratio (PER)
of 10 times for the property segment
and an unchanged 14 times applied
PER for the manufacturing segment.
Results have been weak in the previ-
ous two quarters, missing expecta-
tions, while earnings improvements
this quarter were mostly driven by
the property sector of which we are
notoverly bullish on. As such, we are
comfortable with our “underper-
form” call as our in-house property
analyst has reservations on the sus-
tainability of the strong margins and
maintains a neutral outlook on the
sector in light of macro uncertainties
and margin pressures. — Kenanga
Research, Sept 21




