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Scientex Berhad

Foray Into Penang

By Marie Vaz | msvaz@kenanga.com.my

SCIENTX is acquiring 179.7ac of 6 parcels of freeho
in Seberang Prai, Penang for RM109.6m. Targeted for
project details for the land are minim al

development,

pending finalisation.
(assuming land cost to GDV ratio of 10%). Expect ne
impact to earnings in the near term, but mildly pos

mixed

We estimate a GDV of RM1.1b
utral
itive over

the longer run. Maintain FY19-20E CNP of RM309-349m
Maintain MP and TP of RM8.50.

Acquiring land in Penang for RM109.6m.

SCIENTX via its wholly

owned subsidiary Scientex (Skudai) Sdn Bhd is acquiring six parcels of
freehold land from Palma Indah Sdn Bhd for RM109.6m, implying a
price of RM14.0 psf. The land is slated for mixed property development,

Target Price :

Id land Share Price Performance
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but further details such as total GDV, development cost, KLCI 1,655.47
commencement and completion dates are too preliminary to be yTp KLCI chg 2.1%
ascertained. The land is in Tasek Gelugor town, and easily accessible  yTp stock price chg -3.4%
from all directions from Butterworth, Kepala Batas and Padang Serai,
Kedah and can access the North-South expressway via Kepala Batas = sigck Information
easily (approximately 9km away). The acquisition will be funded by Shariah Compliant Vs
anfﬁ]rgﬂgdgiingaa':ti%g.unds or bank borrowings and is expected to be Bloomberg Ticker SCI MK Equity
Market Cap (RM m) 4,405.5
Neutral on the acquisition. We were not overly surprised as SCIENTX = Shares Outstanding 515.3
pursues land banking activities regularly while we also believe the 52-week range (H) 9.48
pricing is decent at RM14.0psf vs. other land transactions within that = 52-week range (L) 6.51
area that range from RM8.50psf to RM15.00psf. However, we are  3-mth avg daily vol: 215,694
neutral on the acquisition and do not expect significant impact to  Free Float 62%
earnings in the near term as the project may not commence Beta 0.8
immediately. Based on our assumptions of affordable residential units
and a mixed development township, price per unit of RM450k (vs. = Major Shareholders
surrounding areas pricing of RM400-500k per unit) of 14 units per acre, “gScjentex Holdings Sdn Bhd 20.8%
we derive a potential GDV of RM1.1b, implying a land cost to GDV = ggjentex Leasing Sdn Bhd 9.2%
percentage of 10% which we deem as decent (vs. recent acquisitions  ggjentex Infinity Sdn Bhd 8.0%
land cost to GDV of ¢.11%). That said, land cost could increase on
conversion prtlamiolljms and re-zoning.hPendingb project hdetailso| frorn| Summary Earnings Table
management, land cost to GDV may change subject to the residentia
to commercial mix and its pricing strategies. EV= (R ) Alig, AURE A
Turnover 2626.8 32135 3350.3
Outlook. SCIENTX's plastic manufacturing segment is focused on EBIT 364.4 415.3 450.0
ramping up utilisation, targeting above 70% over the next few years, PBT 361.7 411.6 463.5
mostly from its BOPP plant and Arizona plant in the United States  Net Profit (NP) 289.8 308.8 348.8
which will mostly start contributing from FY19 onwards. SCIENTX'S  core NP* 2017 308.8 348.8
growth is premised on gradual improvement in utilisation rate for the  consensus (NP) n.a. 309.7 357.5
manufacturing segment, and full-year contribution from KHPI in FY19- Earnings Revision n.a. n.a. n.a.
20, whilst backed by its stable property segment on targeted launches Core EPS (sen) 57.2 60.6 65.2
of RM1.1-1.2b in FY19-20, and manufacturing utilisation rates of 65- Core EPS growth (%) 14.3 5.9 76
70% in FY19-20. NDPS (sen) 191 242 261
Maintain FY19-20E CNP of RM309-349m, as we do not expect any  gy/pg (RM) 3.46 4.51 521
near-term launches from these parcels of land and as such do not Core PER 14.9 14.1 13.1
foresee any accretion to earnings for now. However, post this land PBV () 25 1.9 1.6
acquisition by 2HFY?20, net gearing in FY20E is expected to increase to Net Gearing (x) 0_43 0_3;9 0_3;3
0.33x (from 0.29x). Net Div. Yield (%) 2.2 2.8 3.0

Maintain MARKET PERFORM and Target Price of RM8.50

. Our TP

is based on FY20E SoP valuation with; (i) an unchanged PER of 10.0x
for the Property segment, which is at a 12% discount to small-mid-cap
property players and Johor-exposed peers due to SCIENTX's exposure
in the challenging Johor market, and (ii) an unchanged applied PER of
15.5x for the manufacturing segment (at 14% discount compared to
SLP’s applied PER given its lower margin of 6-7% vs. 15%, but above
TGUAN (9.0x PER) given its earnings stability. Maintain MARKET
PERFORM as we believe we have priced in most foreseeable

positives.
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OTHER POINTS

Risks to our call include ; (i) higher/lower-than-expected resin cost, (ii) stronger/weaker product demand from overseas, (iii)
stronger/weaker-than-expected property sales, and (iv) foreign currency risk from weakening Ringgit.

Income Statement Financial Data & Ratios
FY Jul (RMm) 2016A 2017A  2018A  2019E  2020E FY Jul (RMm)  2016A 2017A 2018A 2019E 2020E
Revenue 2201.0 2403.2 2626.8 3213.5 3350.3 Growth (%)
EBITDA 367.1 388.3 436.1 584.4 660.6 Turnover 22.2 9.2 9.3 22.3 4.3
Depreciation -54.5 -63.2 -71.7 -169.1 -210.6 EBITDA 36.6 5.8 12.3 34.0 13.0
Operating Profit 312.6 325.1 364.4 415.3 450.0 Operating 38.9 4.0 12.1 14.0 8.4
Interest Exp -13.7 -14.0 -10.8 -15.4 -15.2 PBT 38.6 3.8 13.7 13.8 12.6
Associate 7.4 6.9 8.0 11.7 28.7 Net Profit 52.3 6.2 13.2 6.6 12.9
Exceptionals 7.1 0.7 0.0 0.0 0.0 Core Net 66.2 2.9 14.3 5.9 12.9
PBT 306.3 318.0 361.7 411.6 463.5
Taxation -59.8 -58.0 -67.6 -96.0 -107.8
Minority Interest 5.7 -4.1 4.2 -6.8 6.9 Profitability
Net Profit 2409 2559  289.8 3088 3488 EBITDA 16.7 16.2 16.6 18.2 19.7
Core Net Profit 248.0 255.2 291.7 308.8 348.8 Operating 14.2 135 13.9 12.9 134
PBT Margin 13.9 13.2 13.8 12.8 13.8
Balance Sheet Net Margin 10.9 10.6 11.0 9.6 10.4
FY Jul (RMm) 2016A 2017A  2018A  2019E  2020E Core Net 11.3 10.6 11.1 9.6 10.4
Fixed Assets 9525 1012.6 1150.6 1534.7 2026.1 Eff. Tax Rate 19.5 18.2 18.7 233 23.3
Prepaid lease pmts 0.0 0.0 0.0 0.0 0.0 ROA 10.5 10.2 8.2 8.8 8.6
Other investments 25.0 25.6 24.5 24.1 24.1 ROE 22.8 18.9 17.6 16.0 15.2
Other Fixed Assets  512.3 586.6 993.5 1034.2 1034.2
Inventories 137.0 168.8 263.6 266.5 272.7 DuPont
Receivables 350.7 3851 4827  616.9 643.1 Net Margin 11.3 10.6 11.1 9.6 10.4
Ot. Current Asset 174.7 207.3 276.9 243.7 190.5 Assets T/O (x) 1.0 0.8 0.8 0.8 0.8
Cash 100.6 191.9 1723  200.4 117.8 Leverage Fac 2.1 1.9 2.0 2.0 1.8
Total Assets 2252.8 2577.8 3364.1 3920.4 4308.4 ROE (%) 22.8 18.9 17.6 16.0 15.2
Payables 458.8 419.4 490.7 569.4 630.7 Leverage
ST Borrowings 232.7 301.2 610.4 660.0 640.0 Debt/Asset (x) 0.2 0.2 0.3 0.3 0.2
Other ST Liability 20.0 23.0 23.8 38.6 40.2 Debt/Equity 0.4 0.4 0.5 0.5 0.4
LT Borrowings 238.9 166.5 323.9 360.0 310.0 N.Debt/(Cash) 371.0 275.8 762.0 819.6 8322
Other LT Liability 60.7 63.7 81.8 79.3 82.3 Net Debt/Eq 0.32 0.16 0.43 0.39 0.33
Minority Interest 66.5 68.4 69.9 112.0 116.7
Net Assets 11752 15355 1763.6 2101.1 24885
Valuations
Share Capital 115.0 425.3 453.9 496.9 597.0 EPS (sen) 48.6 50.0 57.2 60.6 65.2
Reserves 1060.2 1110.1 1309.7 1604.3 1891.5 NDPS (sen) 16.0 15.2 19.1 24.2 26.1
Shareholder Eq. 1175.2 15355 1763.6 2101.1 24885 BV (RM) 2.55 3.01 3.46 451 5.21
PER 17.6 17.1 14.9 14.1 131
Cashflow Statement Net Div.Yield 1.9 1.8 2.2 2.8 3.0
FY Jul (RMm) 2016A  2017A  2018A  2019E  2020E PBV 3.3 2.8 25 1.9 1.6
Operating CF 380.4 322.8 392.4 856.4 628.0 EV/EBITDA 13.8 10.3 11.1 8.6 7.6
Investing CF -560.7 -253.4 -702.8 -248.2 -592.0
Financing CF 190.2 21.8 290.8 178.4 -434.7

Source: Kenanga Research
*Note that our FY20 share base of 535m shares includes 19m shares from the Share Grant Plan, 6m from the DRP and 25.3m from the
proposed Share Swap for 62% stake of DAIBOCI
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Source: Bloomberg, Kenanga Research
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Peer Comparison
Net

REVELE (el =Tl PER (x) - Core Earnings PBV (x) Div.Yld.  Target

Market  Shariah Current Growth Growth (%)

(6%:1¢] 1-Yr. 2-Yr. 1-Yr. 2-Yr. 1-Yr. 2-Yr. Hist 1-Yr. 1-Yr. Price

Hist.

Compliant — FYE o4 Fwd. Fwd. Fwd. Fwd.  Fwd. Fwd. Fwd.  (RM)

(RM'm)
STOCKS UNDER COVERAGE

SCGM BHD 0.885 170.6 Y 04/2019 9.3% 13.8% -85.7%  95.5% 12.3 88.5 44.3 11 0.9 1.0% 1.5% 0.850 UP
SCIENTEX BHD 8.55 4,405.5 Y 07/2019  22.3% 4.3% 5.9% 13.0% 14.9 14.1 13.1 25 1.9 16.0% 2.8% 8.50 MP
SLP RESOURCES BHD 1.27 402.5 Y 12/2019 12.5% 5.4% -6.7% 5.5% 15.9 16.9 16.1 21 2.1 13.5% 3.0% 1.35 MP
THONG GUAN INDUSTRIES BHD 2.44 386.7 Y 12/2019 3.4% 2.9% 0.8% 2.6% 9.3 9.2 9.0 0.9 0.8 9.5% 3.5% 2.40 MP
TOMYPAK HOLDINGS 0.515 215.7 Y 12/2019 5.7% 7.7% -6.1% -197.2% N.A. N.A. N.A. 15 11 -3.3% 0.0% 0.430 UP
Simple Average 10.7% 6.8% -18.4%  -16.2% 131 32.2 20.6 1.6 1.4 7.2% 2.2%

Source: Bloomberg, Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%

Sector Recommendations***

OVERWEIGHT : A particular sector’'s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’'s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than -5%

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies.

Published and printed by:
KENANGA INVESTMENT BANK BERHAD (15678-H)

Level 17, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my
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