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Expects lower earnings YoY in 2QFY19

BUY

(Maintained)

Rationale for report: Company update

Price RM0.85

Fair Value RM1.17

52-week High/Low RM1.19/RM0.84

Key Changes
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YE to Dec FY18 FY19F  FY20F FY21F
Revenue (RM mil) 5746.6 56771 6,279.7 6,7854
Core net profit (RM mil) 186.1 2140 2368  256.7
FD Core EPS (sen) 51 59 6.5 70
FD Core EPS growth (%) (3.4) 15.0 10.6 84
Consensus Net Profit (RM mil) - 2432 2676 3145
DPS (sen) 0.0 18 19 21
PE (%) 16.7 145 13.1 121
EV/EBITDA (x) 78 73 7.0 6.9
Div yield (%) 0.0 21 2.3 25
ROE (%) 15.0 14.1 13.1 129
Net Gearing (%) 146.9%  104.6% 112.3% 117.5%

Stock and Financial Data

Shares Outstanding (million)  3,650.00

Investment Highlights

Market Cap (RM mil) 3,102.5
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We cut Leong Hup International’s (LHI) FY19-21 net profit
forecasts by 11.1%, 9.1% and 8.7% to RM214.0mil,
RM236.8mil and RM256.7mil respectively. Our earnings
downgrade is in response to the company’s announcement
on Bursa Malaysia dated 9 Aug 2019 that management
expects a significantly lower net profit in 2QFY19 as
compared with 2QFY18 due to a significant decline in the
average selling prices (ASP) in most of the products sold
by the LHI, particularly in Malaysia.

Following the earnings revision, our fair value is reduced to
RM1.17 from RM1.46 based on a PER of 18x over FY20
earnings. Nonetheless, the stock still offers a potential
upside of 38%, hence, we are maintaining our BUY
recommendation.

The ASP of LHI's broiler day-old-chicks (DOC) in Malaysia
in 2Q2019 was RM1.21 per DOC, representing a decline of
38.6% from RM1.97 per DOC in 2Q2018. Meanwhile, the
selling price of broiler DOC in Malaysia tumbled to as low
as RMO0.90 per DOC in 2Q2019. In comparison, the lowest
selling price of the group’s broiler DOC in 2Q2018 was
RM1.60 per DOC.

For broiler chicken in Malaysia, the ASP declined by 14.7%
to RM3.99 per kg as compared to RM4.68 2Q2018. Selling
price of broiler chicken in Malaysia declined to as low as
RM2.60 per kg in 2Q2019. In comparison, the lowest selling
price of broiler chicken in 2Q2018 was RM3.90 per kg.

On a positive note, market prices of broiler DOC and broiler
chicken have increased to RM2.00 per DOC and RM5.00 per
kg respectively on 5 Aug 2019. Meanwhile, management
also guided that the group’s operating costs are relatively
stable while sales volume remain on an uptrend.

We believe this is a temporary problem as volatility in
selling prices are beyond the control of the management;
and we shall remain cautious on price movements of
broiler DOC and broiler chicken.

We reckon that the long-term outlook for LHI remains
positive given the stable demand of chicken while its
source of income outside Malaysia such as Singapore,
Vietnam, Indonesia and the Philippines will provide
growing potentials for the group.

Despite our lower fair value, the stock still offers a potential
upside of 38% and dividend yield of 2.0%. Hence, we
maintain our BUY recommendation on LHI.
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EXHIBIT 1: FINANCIAL DATA

Income Statement (RMmil, YE 31 Dec) FY17 FY18 FY19F FY20F FY21F
Revenue 5501.4 5.746.6 5.677.1 6.279.7 6.785.4
EBITDA 583.1 646.8 673.1 745.6 806.7
Depreciation/Amortisation (199.1) (189.9) (187.6) (207.5) (224.3)
Operatina income (EBIT) 384.0 456.9 4854 538.1 5825
Other income & associates 05 0.6 06 0.6 07
Net interest (92.2) (108.9) (108.2) (120.7) (130.4)
Excentional items 0.0 0.0 0.0 0.0 0.0
Pretax profit 2923 348.6 3778 418.0 452.7
Taxation (44.9) (101.8) (86.9) (96.1) (104.1)
Minoritv interests (54.8) (60.7) (76.9) (85.1) (91.9)
Net profit 192.6 186.1 214.0 236.8 256.7
Core net profit 192.6 186.1 2140 236.8 256.7
Balance Sheet (RMmil, YE 31 Dec) FY17 FY18 FY19F FY20F FY21F
PPE 2.045.8 2.216.8 2616.8 3.016.8 3.416.8
Intanaible assets 106.5 97.3 973 97.3 97.3
Other long-term assets 258.6 261.2 2612 261.2 2612
Total non-current assets 24109 2575.3 29753 3.375.3 3.775.3
Cash & equivalent 5024 458.9 518.0 567.7 621.6
Inventories 516.8 575.6 564.5 612.3 6708
Trade receivables 564.0 649.2 597.2 6713 7352
Other current assets 4833 574.2 559.5 594.6 628.9
Total current assets 2,066.6 22579 2,239.1 2,446.0 2,656.6
Trade pavables 2422 248.9 258.2 277.0 300.1
Short-term borrowinas 1419.1 1,326.6 1575.8 1,725.0 1.886.7
Other current liabilities 279.0 309.3 308.9 312.6 3158
Total current liabilities 19403 1.884.8 21428 2,314.6 2,502.6
Lona-term borrowinas 7744 1,044.3 7475 968.1 11704
Other lona-term liabilities 120.7 139.4 1394 139.4 139.4
Total lona-term liabilities 895.1 1,183.8 887.0 1,107.6 1,309.8
Shareholders’ funds 11856 1.301.8 1726.7 1.892.4 2,072.1
Minority interests 456.4 463.6 458.0 506.6 547.4
BV/share (RM) 0.32 0.36 047 0.52 057
Cash Flow (RMmil, YE 31 Dec) FY17 FY18 FY19F FY20F FY21F
Pretax profit 2923 348.6 3778 418.0 4527
Depreciation/Amortisation 199.1 189.9 1876 207.5 2243
Net chanae in working capital 114 (241.8) (77.9) 157.1 156.7
Others 216 525 (124.0) (631.7) (666.7)
Cash flow from operations 5244 349.2 363.6 151.0 167.0
Capital expenditure (336.1) (423.0) (400.0) (400.0) (400.0)
Netinvestments & sale of fixed assets (32.6) 6.5 08 0.0 0.0
Others 21 37.9 0.0 0.0 0.0
Cash flow from investina (366.7) (378.6) (399.2) (400.0) (400.0)
Debt raised/(repaid) 549.9 178.9 (47.6) 369.8 363.9
Equity raised/(repaid) 0.0 0.0 275.0 0.0 0.0
Dividends paid (58.4) (58.0) (64.2) (71.0) (77.0)
Others (563.4) (127.8) 0.0 0.0 0.0
Cash flow from financina (71.9) (6.9 163.2 298.8 286.9
Net cash flow 85.8 (36.2) 1276 49.7 53.9
Adiustments 8.4 (0.8 0.0 0.0 0.0
Net cash/(debt) b/f 3332 427.4 3904 518.0 567.7
Net cash/(debt) c/f 4274 3904 518.0 567.7 621.6
Kev Ratios (YE31 Dec) FY17 FY18 FY19F FY20F FY21F
Revenue arowth (%) 46 45 (1.2) 10.6 8.1
EBITDA arowth (%) (9.8 10.9 41 10.8 8.2
Pretax marain (%) 53 6.1 6.7 6.7 6.7
Net profit marain (%) 35 3.2 38 3.8 338
Interest cover (x) 42 42 45 45 45
Effective tax rate (%) 15.3 29.2 230 23.0 230
Dividend pavout (%) 0.0 0.0 30.0 30.0 30.0
Receivable turnover (days) 374 412 384 39.0 39.6
Inventory turnover (davys) 353 34.7 36.7 34.2 345
Pavable turnover (days) 16.6 15.6 16.3 15.6 155

Source: Aminvestment Bank Bhd estimates
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DISCLOSURE AND DISCLAIMER

This report is prepared for information purposes only and it is issued by Aminvestment Bank Berhad (“AmIinvestment”)
without regard to your individual financial circumstances and objectives. Nothing in this report shall constitute an offer to sell,
warranty, representation, recommendation, legal, accounting or tax advice, solicitation or expression of views to influence
any one to buy or sell any real estate, securities, stocks, foreign exchange, futures or investment products. Aminvestment
recommends that you evaluate a particular investment or strategy based on your individual circumstances and objectives
and/or seek financial, legal or other advice on the appropriateness of the particular investment or strategy.

The information in this report was obtained or derived from sources that AmInvestment believes are reliable and correct at
the time of issue. While all reasonable care has been taken to ensure that the stated facts are accurate and views are fair
and reasonable, AmInvestment has not independently verified the information and does not warrant or represent that they
are accurate, adequate, complete or up-to-date and they should not be relied upon as such. All information included in this
report constitute Amlnvestment's views as of this date and are subject to change without notice. Notwithstanding that,
Amlinvestment has no obligation to update its opinion or information in this report. Facts and views presented in this report
may not reflect the views of or information known to other business units of Amlnvestment's affiliates and/or related
corporations (collectively, “AmBank Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or
republished for any purpose without AmInvestment’s prior written consent. AmInvestment, AmBank Group and its respective
directors, officers, employees and agents (“Relevant Person”) accept no liability whatsoever for any direct, indirect or
consequential losses, loss of profits and/or damages arising from the use or reliance of this report and/or further
communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.

Aminvestment is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The
Relevant Person may provide services to any company and affiliates of such companies in or related to the securities or
products and/or may trade or otherwise effect transactions for their own account or the accounts of their customers which
may give rise to real or potential conflicts of interest.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you
should have regard to the laws of the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to
form part of this disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer
will not be affected.
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