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CALL

Scientex 1HEFY17
broadly within

expectations

Scientex Bhd

(March 23, RM7.29)

Maintain outperform and fur-
ther upgrade target price (TP) to
RMS8.36: Scientex Bhd's first half of
its financial year ending July 31, 2017
(1HFY17) core net profit (CNP) of
RM116.7 million was broadly with-
in our (40%) and consensus (38%)
FY17E (estimates) expectations as
we expect stronger contributions
from its biaxially oriented polypro-
pylene (BOPP) plant (opened in
September 2016) as it ramps up
utilisation in coming months, and
expansions at the Rawang and Ipoh
plants, which should contribute to
a stronger in 2HFY17. No dividends
declared, as expected.

Its CNP declined by 11% on the
back of weaker manufacturing earn-
ings before interest and tax (-30%)
as margins slipped to 7% (from 10%)
likely on commencement of new
consumer product plants, as well
as competitive pricing strategies to
gain market share. This was coupled
with higher financing cost (+25%) to
fund working capital for expansion
plans, and higher effective tax rates
of 20% (versus 19%).

Quarter-on-quarter (q-o-q),
CNP improved significantly by 25%,
driven by strong top-line growth
(+10%) from both the manufac-
turing segment, as the BOPP plant
continues to ramp up capacity, and
the property segment, on steady
construction progress from existing
projects, and marginally lower ef-
fective tax rates of 19% (from 20% ).

We expect the continued ramp-
up of the BOPP plant as well as
expansion in Rawang (to 60,000
tonnes peryear) and Ipoh (to 24,000
tonnes per year) plants to contrib-
ute to a stronger 2HFY17.

All in, we expect total capacity

Scientex Bhd

FYE JULY (RM MIL) 2016A 2017E 2018E
Turnover 2,201.0 2,969.6 3,329.4
Ebit 312.6 376.2 441.7
PBT 306.3 374.7 444.9
Net profit (NP) 240.9 292.3 347.3
Core NP* 248.0 292.3 347.3
Consensus (NP) nm 307.8 350.2
Core EPS (sen) 27.0 63.5 75.5
Core EPS growth (%) -21.6 17.9 18.8
NDPS (sen) 22.0 19.1 22.6
BV/Share (RM) 2.55 3.19 3.82
NTA/share (RM) 2.55 3.19 3.82
PER (x) 26.9 10.5 8.9
PBV (x) 2.8 2.1 1.8
P/NTA (x) 2.8 2.1 1.8
Net gearing (%) 0.32 0.31 0.13
Dividend yield (%) 3.0 2.8 3.4

Source: Kenanga Research

to increase to 304,000 tonnes per
year by end-FY17 (+6% year-on-
year [y-o-y|, while we expect sales
tonnage to ramp up by around 18%
y-0-y as plant utilisation increases
throughout FY17. Long-term growth
should be sustained by its new ven-
ture into the US (due 2H18) and we
are positive about this project as it
will allow the company to penetrate
anew market outsideits existing ma-
jor exposure in the Japanese market.

Furthermore, we expect to see
cost savings in its new plant from
the anticipated ample supply of
shale gas-based resin, as well as
lower distribution costs in the
American market. As for the proper-
ty segment, the group has launched
five new projects worth RM 190 mil-
lion in the second quarter of 2017,
which includes maiden launchesin
Ipoh, mainly consisting affordable
properties. Note that we make no

changes to our FY17E and FY18E
earnings estimates of RM292.3 mil-
lion and RM347.3 million.

Maintain “outperform” and fur-
ther upgrade TP to RM8.36 (RM7.63)
as we roll forward our sum-of-parts
valuation to FY18E (from 2017E
earnings). For the manufacturing
segment, we maintain an applied
price-earnings ratio (PER) of 17.6
times, as for the property segment,
we apply a PER of four times which
isin line with small-mid-cap prop-
erty players during this slow market
environment.

Risks to our call includes: i)
higher-than-expected resin cost;
ii) weaker product demand from
overseas; iii) weaker-than-expected
property sales; iv) foreign currency
risk from strengthening ringgit; and
V) new entrants/competition biting
into its market share. — Kenanga
Research, March 23




