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Sprltzer Berh ad Market Capitalization : RM451.5 min

Bursa/ Bloomberg Code: 7103 / SPZ MK
Stock is Shariah-compliant.

Market : Main Market

Sector: Consumer

Recommendation : Hold

Company update

We spoke to Spritzer's CFO Mr Sow Yeng Chong to obtain an update on the company.

No impact from Covid-19 outbreak so far domestically. Despite the outbreak of the Covid-19
flu, Spritzer has not detected any slowdown in sales so far. Instead, the company experienced
revenue growth of “a few %” year-on-year in the January and February period. Sales were also
lifted by an additional day in February this year. However, should events, large and small, be
cancelled due to the outbreak of Covid-19, we think sales may soften. Already, the Putrajaya
International Hot Air Balloon Fiesta scheduled for the third week of March has been postponed
but a new date has yet to be announced. Other high-profile events such as the Malaysian
Association of Tour and Travel Agents (MATTA) travel fair, The Malaysia Autoshow 2020 and
Maybank Golf Championship have been cancelled. Should the outbreak continue to spread or
linger, we expect more events to fall victim.

China sales impacted. Not surprisingly, sales in Guangzhou which comprises less than 1% of
Spritzer's total revenue was affected by the Covid-19 outbreak. Guangzhou underwent a
lockdown on 8 Feb where the 15m residents needed passes and to go through temperature
checks to enter and leave residential compounds. With the outbreak in China almost contained
and economic activity normalising, we expect sales to improve.

Falling PET prices. The plunging price of crude oil benefits Spritzer. The price of polyethylene
terephthalate (PET), which is used to make bottles, has fallen approximately 13% quarter-to-date
vs the average in 4Q19. PET is Spritzer's second largest cost item, making up 20-25% of total
costs, after paper cartons. Paper prices have remained steady. Spritzer has been looking to
replace paper carton with plastic packaging to reduce cost but with little success.

New warehouse is operational, D&A rises. The company’s new automated warehouse in
Taiping is undergoing tests and is scheduled to be operational in 2Q. The warehouse is more
than twice existing capacity and aims to cut operational cost in the long run by being fully
automated. However, net profit will be squeezed in the medium term by higher depreciation of
RM3-4m p.a.. The warehouse was built at a cost of RM60m and funded by the proceeds of
RM64m from its placement to Dymon Asia in 2017.

Expansion. For this year, Spritzer is adding a new bottling line each at its facilities in Shah Alam,
Selangor and Yong Peng, Johor at a cost of RM15m each. Last year, the Selangor Water Supply
Company (Syabas) increased its water supply to Sprizer’s reverse-osmosis plant by 3.5x.
Trimming our forecast. We shave our FY20 net profit estimate by 5% on the back of a 6% cut
in revenue to account for weaker sales due to the virus outbreak, and introduce FY21 forecast.
EBITDA margin assumption is raised by 0.5%-pt to 16.0% to account for the lower PET prices
but this is largely offset by higher estimated depreciation to factor in the new warehouse. FY20
DPS estimate also cut to 4.8 sen from 5.9 sen as we lower dividend payout assumption from
35% to 30% to be consistent with the prior two years.

Recommendation

We continue to recommend a HOLD on Spritzer but with a lower a fair value of RM2.24 based 14x its
estimated FY20 EPS vs RM2.37 previously. We do not anticipate any re-rating catalysts in the
foreseeable future given its mid-single-digit growth, which may experience a slowdown in tandem with
slowing economic activity. While Spritzer has a dominant 40% market share in the mineral and bottled
water market, the industry is a competitive which puts a cap on its margins.
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Spritzer Bhd

Key financials (FYE Dec)
Revenue (RMm)

EBITDA (RMm)

EBITDA margin

Core net profit (RMm)

FD EPS (sen)*

FD EPS growth

DPS (sen)

Payout ratio

FCFE/share (sen)

Net cash (debt)/share (sen)

Key valuation metrics
P/E (X)

EV/EBITDA (X)

P/BV (X)

Dividend yield (%)
FCFE yield (%)

ROE (%)

ROAA (%)

Forecast revision (RMm)
Revised

Revenue

EBITDA

EBITDA margin

Core net profit

DPS (sen)

Previous
Revenue
EBITDA
EBITDA margin
Core net profit
DPS (sen)

Revenue
EBITDA
EBITDA margin
Core net profit
DPS (sen)

FY18
347.7
48.8
14.0%
24.2
115
-4.9%
3.5
30%
0.13
0.11

FY18
18.6
8.8
1.2
1.6%
6.7%
6.3%
5.2%

FY19
374.4
56.2
15.0%
31.2
14.9
29.0%
4.5
30%
0.06
0.13

FY19
14.4
7.9
11
2.1%
-1.4%
7.8%
6.5%

FY20E
393.1
62.9
16.0%
33.6
16.0
7.6%
4.8
30%
0.12
0.20

FY20E
134
6.9

1.0
2.2%
4.3%
8.0%
6.9%

FY20E
393.1
62.9
16.0%
33.6
4.8

416.7
64.6
15.5%
35.5

5.9

-5.7%
-2.6%
0.5%
-5.2%
-18.8%

FY21E
420.6
65.2
15.5%
34.9
16.6
3.8%
5.0
30%
0.13
0.28

FY21E
12.9
6.4

1.0
2.3%
6.2%
7.8%
6.8%

FY21E
420.6
65.2
15.5%
34.9
5.0
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Spritzer Bhd ZJ Research

Spritzer’s last 12-month share price chart
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Source: Bursamarketplace.com

Analyst:

Kelvin Goh
kelvingoh@jzresearch.com
03-2032 2328
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Spritzer Bhd

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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