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Chin Well: 2QFY19 results

FYE Jun Quarter-on-Quarter Year-on-Year Cumulative

(RM min) 2QFY19  1QFY19 %chg 2QFY18 %chg 1HFY19 1HFY18 %chg
Revenue 165.1 176.3 -6.3% 160.5 2.9% 3415 2985 14.4%
Operating profit 194 222 -12.6% 19.1 1.4% 415 36.0 15.2%
Finance costs (0.8) (0.6) 0.2) (1.5) 0.4)

Pre-tax profit 18.5 215 -13.9% 18.9 -1.9% 40.1 356 12.5%
Tax (2.9) (3.6) (3.5) (6.5) (6.3)

Net profit 15.7 179 -12.6% 154 2.0% 33.6 293 14.6%
Reported EPS (sen) 5.3 6.1 -12.6% 5.1 3.7% 114 98 16.5%
Op. profit margin 11.7% 12.6% 11.9% 122% 12.1%

Pre-tax margin 11.2% 12.2% 11.8% 11.7% 11.9%

Net profit margin 9.5% 10.2% 9.6% 9.8% 9.8%

Netassets/share (RM) 1.93

2QFY19 Results Review

e Chin Well reported a decent 2QFY19 results with revenue and net profit rising 2.9% and 2.0%
YoY to RM165.1 min and RM15.7 min respectively. While the cumulative 1HFY19 net profit of
RM33.6 mIn constituted 56% of our estimate, we consider the results broadly within expectation
at this juncture due to potential fluctuation in profitability in 2HFY19.

e 1HFY19 revenue increased 14.4% YoY on improved sales from both key divisions — fasteners
and wire products. Gross profit (GP) margin, however, declined 2.3 ppt to 16.1% from 18.4% a
year ago, which we believe was attributable to fluctuation in raw materials prices and forex as
well as competitive business environment. Fortunately, management was able to reduce
administrative, selling and distribution costs to offset the drop in GP. This, along with lower
effective tax rate, resulted in net profit margin sustaining at the similar rate as last year, which
was 9.8%.

e Both fasteners and wire products divisions recorded higher turnover that were up 10.7% and
27.7% YoY respectively. In terms of bottom line, net profit from fasteners rose 9.6% YoY while
wire products’ profitability surged 33.7% YaoY, albeit from a much smaller base.

e The Group recorded growth in sales across all geographical markets in 1HFY19 save for the
Europe continent. Notwithstanding the decline, Europe remains the largest market for Chin Well
at 39.0% of turnover, followed by Malaysia (33.8%), other Asian countries including Vietnam
(15.1%) and the rest of world (12.2%).
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Chin Well Holdings Bhd

Revenue by business segment

Y-0-Y Year-to-date

RM min 20QFY19 2QFY18 %Chg 1HFY19 1HFY18 % Chg
Revenue

Fasteners products 123.3 121.8 1.3% 257.9 233.0 10.7%
Wire products 41.9 38.8 7.9% 83.5 65.4 27.7%
Group 165.1 1605 29% 3415 298.5 14.4%
Net Profit

Fasteners products 14.7 14.3 2.6% 37.0 33.9 9.0%
Wire products 0.9 13 -312% 4.0 2.7 50.3%
Investment holding 0.1 (0.3) nm 0.6 (0.5) nm
Group 15.7 15.4 2.0% 415 36.0 15.2%
Net Profit Margin

Fasteners products 11.9% 11.8% 14.3% 14.5%

Wire products 2.2% 3.4% 4.8% 4.1%

Investment holding 0.0% nm 0.2% nm

Group 9.5% 9.6% 12.2% 12.1%

Revenue by geographical market

RM min 1HFY19 1HFY18 %chg
Malaysia 1153 96.0 20.2%
Vietnam 35 21 68.7%
Other Asian countries 48.0 242 98.2%
Europe 1331 1421 -6.3%
Others 415 341 21.8%
Group 3415 2985 144%

¢ Chin Well continues to maintain a solid balance sheet with a net cash/share of 12.1 sen position
as at end-Dec 2018, backed by net assets/share of RM1.93. The Group generated positive net
operating cashflow of RM23.4 mIn during 1HFY19.

¢ We maintain our existing FY19 and FY20 net profit estimates of RM60.0 min and RM61.7 min
respectively. We continue to like Chin Well for its solid performance so far despite the prevailing
challenging operating environment that includes the US-China war as well as fluctuations in raw
material prices and forex. We believe management is capable to weather through the current
business cycle given its in-depth expertise and experience. We expect both fasteners and wire
products divisions to continue recording growth along with the economic and population growth.
In particular, the Group opines the DIY segment (under fasteners business) would keep growing
in Europe and US as Chin Well improves the distribution network in these markets.

e The Board has declared an interim dividend of 4.5 sen (2QFY18: 3.9 sen) during the quarter under
review.

Recommendation

We maintain our Buy recommendation on Chin Well with a unchanged fair value of RM2.10. We
continue to derive our fair value from pegging our FY19 earnings estimate against target PER of 10x
(unchanged). We like Chin Well for i) its positive prospects in the next few years, on the back of rising
demand and declining supply of cheap inferior fasteners; ii) expanding of DIY fasteners segment; iii)
prudent and hands-on management; as well as iv) its healthy balance sheet with net cash position.
Current prospective FY19 valuation of 8.7x PER is undemanding, in our opinion, coupled with a healthy
expected dividend yield of approximately 4.8%.
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Key Financials

(FYE Jun) FY17A FY18A FY19F FY20F
Revenue 521.3 591.3 623.4 658.5
Revenue growth 2.6% 13.4% 5.4% 5.6%
EBITDA (RM m) 83.8 85.8 91.8 92.7
Net profit (RM m) 50.9 55.9 60.0 61.7
Net profit growth -19.7% 9.8% 7.3% 3.0%
Net profit margin 9.8% 9.5% 9.6% 9.4%
EPS (sen) 17.0 18.8 20.0 20.6
Div/share (sen) 6.8 8.0 8.4 8.7
Payout ratio 40.0% 42.1% 42.1% 42.1%
BV/share (RM) 1.78 1.89 2.00 2.12
Cash flow/share (sen) 23.8 24.6 25.7 26.2
Key Valuation Metrics FY17A FY18A FY19F FY20F
P/E (x) 10.3 9.3 8.7 8.5
P/BV (x) 1.0 0.9 0.9 0.8
P/cashflow (x) 7.3 7.1 6.8 6.7
Dividend yield 3.9% 4.6% 4.8% 5.0%
ROE 9.5% 10.0% 10.0% 9.7%

Net gearing (x)

Net cash Net cash

Net cash Net cash

Chin Well’s last 12-month share price chart
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Source: Bursa Marketplace

Analyst:

Nicole Tan
nicole@zj.com.my
03-2032 2328
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RATING GUIDE

BUY Price appreciation expected to exceed 15% within the next 12 months

SELL Price depreciation expected to exceed 15% within the next 12 months

HOLD Price movement expected to be between -15% and +15% over the next 12 months

from current level

DISCLAIMER

This report has been prepared by ZJ Advisory Sdn Bhd pursuant to the Mid and Small Cap Research
Scheme (“MidS”) administered by Bursa Malaysia Berhad. This report has been produced independent
of any influence from Bursa Malaysia Berhad or the subject company. Bursa Malaysia Berhad and its
group of companies disclaims any and all liability, howsoever arising, out of or in relation to the
administration of MidS and/or this report.

This report is for information purposes only and has been prepared by ZJ Advisory based on sources
believed to be reliable at the time of issue of this report. We however do not give any guarantee as to
the accuracy or completeness of the information provided. Any opinions or estimates in this report are
that of ZJ Advisory as of this date and are subject to change without notice. ZJ Advisory has no
obligation to update its opinion or the information in this report beyond the scope of participation under
MidS.

This report is under no circumstances to be construed as an offer to sell or a solicitation of an offer to
buy any securities. Investors should seek financial regarding the appropriateness of investing in any
securities discussed or opined in this report. Investors should understand that statements regarding
future prospects may not materialize. This report may contain forward looking statement and forecasts,
which are based on assumptions that are subject to uncertainties. Any deviation from the expectations
may have adverse effect on the projections and prospects contained herein. ZJ Advisory accepts no
liability for any direct, indirect or consequential loss arising from the use of this report.

ZJ Advisory and/or its directors and staff may have an interest in the securities mentioned herein.
Furthermore, ZJ Advisory and its related companies may, from time to time, provide or seek to provide
advisory and/or other services for the company(ies) mentioned in this report, and may be involved in
share placement exercise involving securities mentioned herein. In reviewing this research report,
investors should be aware that any or all of the foregoing, may among other things, give rise to real or
potential conflicts of interest.

This research report is available at MidS’ website. For more information on MidS and for other research
reports, please visit www.bursamids.com.

ZJ Advisory Sdn Bhd (Co No: 645449-V)

(An investment adviser licensed by the Securities Commission)
Suite 27, 27th Floor, Sunway Tower,

No 86, Jalan Ampang, 50450 Kuala Lumpur

Tel (603) 2032 2328 Facsimile (603) 2032 1328
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