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Name of PLC: Kian Joo Can Factory Berhad (KJFC)

PLC Website: www.kjcf.net

Business Summary: Manufacture and distribution of tin and aluminium cans and investment holding

Top Three Shareholders: Can-One Berhad 32.9%
EPF 10.0%
Dato’ See Teow Chuan 8.9%
Market / Sector: Industrial Products Stock Code: 3522
Bloomberg Ticker: KJC:MK
Market Capitalisation: RM 1,283.6m Recommendation: HOLD
Target Price: RM 3.20 Expected Capital Gain: 14.3%
Expected Div Yield: 1.4%
Current Price: RM 2.80 Expected Total Return: | 15.7%
Analyst : Lim Boon Ngee | Tel : +603 2163 3200; Email : bnlim@bcta.com.my
Key Stock Statistics 2016 2017 2018F  2019F 1. 1QFY18 Results Highlight
EPS (sen) 29.0 20.3 171 21.3
PIE () 9.7 13.8 16.4 13.2 10FY18  1QFY17 Chg
Net Dividend/Share (sen) 4.0 4.0 4.0 4.0 RMm RMm %
NTA/Share (RM) 3.20 3.30 3.43 3.60
Book Value/Share (RM) ~ 320 330 343 360 Revenue 44531 43164 32
Issued Capital (mil shares) 444.2 4442 4442 4442 Operating Profit 17.88 2598 (312
52-weeks Share Price Range (RM) 2.48 - 3.08 Finance cost (6.25) (5.09) 228
Estimated free float 46% Pre-tax Profit 11.64 20.89 (44.3)
Average volume (shares) 31,340 Net Profit 11.27 18.44 (38.9)
Operating Margin (%) 4.0 6.0
Per Share Data 2016 2017 2018F 2019F Pre-tax Margin (%) 26 4.8
Year-end 31 Dec Net-Margin (%) 25 43
Book Value/Share (RM) 3.20 3.30 343 3.60
Operating CF/Share (sen)  25.2 19.2 259 34.3
0,
EPS (sen) 29.0 20.3 171 213 In 1QFY18, group turnover grew b)_/ 3.2%to
Net Dividend/Share (sen) 4.0 40 40 40 RM445.31m due mainly to growth in the cartons
PIE (x) 9.7 138 16.4 132 and trading division, whilst the cans division
P/Cash Flow (x) 1.1 146 108 8.2 recorded a marginally lower turnover.
P/Book Value (x) 0.9 0.8 0.8 0.8
Dividend Yield (%) 14 14 14 14 PBT declined by 44.3% to RM11.64m due to
Payout Ratio (%) 13.8 19.8 23.4 18.8 higher cost of raw materials and continued loss
ROE (%) 9.5 6.2 5.1 6.0 at the cartons division. The decline in PBT was
Net Gearing (%) 22.4 27.6 34.2 314 partially offset by higher trading profit.
P&L Analysis (RM mil) 2016 2017 2018F 2019F In 1QFY18, the PBT also included a loss on fair
Revenue L7771 1,83889 1,94.34 2,077.30 value adjustment on financial instruments
EBITDA 24951 18569 20202  240.77 (derivative loss) of RM1.00m as compared with
Depreciation & amort  (74.51) ~ (85.79)  (89.65) ~ (38.38) gain of RM6.14m in 1QFY17. The financial
Net interest income (1920)  (2343) (26.70)  (27.18) instruments are used to manage the cost of raw
Associate & JV - - - - .
! materials.
Pre-tax Profit 155.80 7647 8567  115.20
Net Profit 12861  89.96  76.05  94.47
EBITDA Margin (%) 14.5 10.1 10.3 11.6
Pre-tax Margin (%) 9.1 4.2 44 55
Net-Margin (%) 75 49 3.9 45
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e By segmental, the cans (tins and aluminium cans) division reported a turnover of RM287.52m in
1QFY18, which was a slight 2.7% lower yoy. However, PBT was halved at RM11.50m in 1QFY18. This
was attributed to higher price of raw materials such as tin plate and aluminium, which was partially offset
by increase in its selling price to customers. In addition, this division incurred a derivative loss of
RM2.80m as compared with gain of RM4.4m in 1QFY17. Excluding derivative item, this division would
have reported a PBT of RM14.30m (1QFY18) against RM18.86m (1QFY17).

e The pretax loss of its cartons division continued to be a drag in group profitability. In 1QFY18, its
cartons division maintained its pretax loss at RM5.55m despite a 12.6% increase in turnover to
RM138.29m. The increase in selling price was not sufficient to absorb the rising price of paper rolls.

e The trading division saw an 18.7% increase in turnover to RM153.97m in 1QFY18, driven by higher
export sales. PBT doubled to RM6.39m, improved due to lower rebates given to customers. This division
undertakes sales and marketing activities for the Group as well as operates a centralised procurement
centre for the importation of main direct materials of the Group. As such, a substantial portion of the
revenue is derived internally from its tin cans and aluminium cans division.

e  Contract manufacturing is its smallest division. Its turnover grew by 44.0% to RM30.78m in 1QFY18.
PBT came in at RM0.81m (1QFY18) as compared with RM0.43m (1QFY17).

2. Earnings Outlook

o KJCF is the largest packaging company within the ASEAN region, producing all types of tin cans,
aluminium beverage cans, corrugated carton boxes and the provision of contract packing services. It has
factories in Malaysia and Vietnam and is currently setting up manufacturing plants and production
facilities in Myanmar.

e As KJCF is a key supplier of packaging materials to the F&B sector, KICF is an indirect proxy to the
growth driver of food consumption sector. Demand for F&B products is resilient and steadily growing,
underpinned by domestic consumption, population growth and economic activities.

e The key challenges for FY18 are the rising cost of raw materials namely tin plate, aluminium and paper
rolls, which have a negative impact on the profitability of tins can, aluminium cans and cartons divisions
respectively. It will be mitigated through increasing selling price to its customers. However, there is a
time lag in cost pass-throughs.

e  The construction work for its Myanmar expansion is currently in progress and the new plants are
expected to commence operations in 2HFY18. As this is a greenfield investment in a hew country, a
meaningful contribution could take longer to materialise. In the short-term, it is expected to incur pre-
operating loss, higher depreciation and finance charges upon commencement of operations.

3. Valuation and Recommendation

e The annualized 1QFY18 net profit is below our earnings forecast. In addition to the lower profit margin,
1Q usually reports slower sales after the festive season. We have reduced our earnings forecast for FY18
by around 20% to reflect the lower margin arising from higher cost of materials.

e The stock is currently trading at P/E of 16.4x and 13.2x for FY18 and FY19. Maintain Hold with a target
price of RM3.20.
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Share price chart of KICF
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Disclosures/Disclaimer

Investment ratings:

Buy (generally >10% upside over the next 12 months)

Hold (generally negative 10% downside to positive 10% upside over the next 12 months)
Sell (generally >10% downside over the next 12 months)

This report has been prepared by BCT Asia 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.

The information and opinion in this document has been obtained from various sources believed to be reliable. This
publication is for information purpose only, and must not be relied upon as authoritative or taken in substitution for
the exercise of judgment. This document is not to be construed as an offer or a solicitation of an offer to buy or sell
any securities. Opinions expressed in this publication are subject to change without notice and any recommendation
herein does not have regard to the specific investment objectives, financial situation and the particular needs of any
specific addressee. No representation, express or implied, is made with respect to the accuracy, completeness or
reliability of the information or opinions in this publication. Accordingly, neither we nor any of our affiliates nor
persons related to us accept any liability whatsoever for any direct, indirect or consequential losses (including loss
and profit) or damages that may arise from the use of information or opinions in this publication.

BCT Asia Advisory Sdn Bhd and its related companies, their associates, directors, connected parties and/or
employees may own or have positions in any securities mentioned herein or any securities related thereto and may
from time to time add or dispose of or may materially be interested in any such securities. BCT Asia Advisory Sdn
Bhd and its related companies may from time to time perform advisory, investment, communications or other
services for, or solicit such advisory, investment, communications or other services from any entity mentioned in
this report. In reviewing these materials, you should be aware that any or all of the foregoing, among other things,
may give rise to real or potential conflicts of interest.
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