BCT Asia advisory

BURSA

MidS

2Q FYE DEC 2019 RESULTS REPORT

30 August 2019

Name of PLC: Can-One Berhad (Can-One)

PLC Website: www.canone.com.my

Business Summary : Manufacture and distribution of tin cans, plastic jerry cans and food products

Top Three Shareholders: Yeoh Jin Hoe 27.4%
Teh Khoy Gen 19.9%
Market / Sector: Industrial Products Stock Code: 5105
Bloomberg Ticker: CAN:MK
Market Capitalisation: RM 597.6m Recommendation: BUY
Target Price: RM 5.30 Expected Capital Gain: 70.4%
- Expected Div Yield: 1.3%
Current Price: RM 3.11 Expected Total Return: | 71.7%

Analyst: Lim Boon Ngee | Tel: +603 2163 3200; Email: bnlim@bcta.com.my

Key Stock Statistics 2017 2018 2019F 2020F
EPS (sen) 331 24.2 60.6 14.3
P/E (x) 9.4 12.8 5.1 218
Net Dividend/Share (sen) 4.0 4.0 4.0 4.0
NTA/Share (RM) 412 431 8.70 8.80
Book Value/Share (RM) 413 4.32 8.72 8.82
Issued Capital (mil shares) 192.2 192.2 192.2 192.2
52-weeks Share Price Range (RM) 1.83-3.99
Estimated free float 23.7%
Average volume (shares) 102,950
Per Share Data 2017 2018 2019F 2020F
Year-end 31 Dec

Book Value/Share (RM) 4.13 4.32 8.72 8.82
Operating CF/Share (sen)  14.5 50.1 (124.7) 65.3
EPS (sen) 331 24.2 60.6 14.3
Net Dividend/Share (sen) 4.0 4.0 4.0 4.0
P/E (x) 9.4 12.8 5.1 21.8
P/Cash Flow (x) 215 6.2 (2.5) 48
P/Book Value (x) 0.8 0.7 0.4 0.4
Dividend Yield (%) 1.3 1.3 1.3 13
Payout Ratio (%) 12.1 16.5 6.6 28.0
ROE (%) 8.2 5.7 9.3 1.6
Net Gearing (%) 50.9 52.0 74.3 69.5
P&L Analysis (RM mil) 2017 2018 2019F  2020F
Revenue 1,136.34 1,227.22 2,757.44 2,859.00
EBITDA 98.32 108.45 154.77 234.68
Depreciation & amort (23.55)  (24.08) (27.77) (129.49)
Net interest income (21.25) (24.14) (48.05) (70.89)
Associate 28.90 4.98 (3.40) -
El - - 252.59 -
Pre-tax Profit 82.43 6521  328.14 34.31
Net Profit 63.58 46.58 116.46 27.45
EBITDA Margin (%) 8.7 8.8 5.6 8.2
Pre-tax Margin (%) 7.3 5.3 11.9 12
Net-Margin (%) 5.6 38 42 1.0

1.

20Q FY19 Results Highlight
2QFY19 2QFY18 Chg
RMm RMm %
Revenue 832.00 296.36 180.7
Operating Profit 12.91 21.70 (40.5)
Net finance cost (27.99) (5.74) 387.6
Associate - 1.40 n.m.
143.28 - n.m.
Pre-tax Profit 128.21 17.36 638.3
Net Profit 29.09 11.21 159.5
Operating Margin (%) 1.6 7.3
Pre-tax Margin (%) 15.4 5.9
Net-Margin (%) 35 3.8

1HFY19 financial numbers were distorted by the
acquisition of Kian Joo Can Factory Berhad
(KJCF). On 18-Mar-19, Can-One’s effective
stake in KJCF exceeded 50% of total KICF
shares, which allowed Can-One to consolidate
the earnings of KJCF. On 30-Apr-19, based on
the valid acceptances on the closing of offer,
Can-One held 97.48% of the total KICF shares.
Subsequently, the listing status of KICF was
removed on 16-May-19. As at 28-Jun-19, Can-
One completed the compulsory acquisition of the
remaining offer shares.

As such, due to the consolidation of KJCF’s
financials in 1HFY 19, the financial comparison
for Can-One against previous periods is not
meaningful.
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o Similarly for the 2QFY19, group turnover increased substantially due to the consolidation of KJCF’s
turnover contribution. However, group operating profit declined by 40.5% to RM12.91m in 2QFY19,
mainly affected by pretax loss incurred in its general packaging division amounting to RM11.89m in
2QFY19. This was attributed to the operating loss at their Myanmar plants, higher raw material costs and
higher operating expenses.

e PBT at its contract manufacturing (previously food products) division was maintained at RM18.72m in
2QFY19. The trading division of both Can-One and KJCF combined contributed a PBT of RM2.02m in
2QFY109.

e  Following the consolidation of KJCF’s financials, Can-One also benefited from a net El gain of
RM143.28m, being the gain on bargain purchase in 2QFY 19 arising from the acquisition of KJCF shares.

1H FY19 Results Highlight

1HFY19 1HFY18 Chg

RMm RMm %

Revenue 1,238.22 606.84 104.0

Operating Profit 175.56 39.68 342.4

Net finance cost (35.27) (11.26) 213.1

Associate (3.40) 4.89 n.m.

El 252.59 - n.m.

Pre-tax Profit 389.48 3331 1,069.2

Net Profit 125.97 22.64 456.4
Operating Margin (%) 14.2 6.5
Pre-tax Margin (%) 315 5.5
Net-Margin (%) 10.2 3.7

e In 1HFY19, the substantial increase in both turnover and PBT was due to the consolidation of KICF’s
contribution and net gain on bargain purchase following the acquisition of KICF.

2. Earnings Outlook

e  The profit performance for FY 19 is heavily distorted by the consolidation of KJICF’s contribution and net
gain arising from the acquisition of KICF. Going forward, performance in 2HFY19 is also expected to be
distorted further by net gain arising from the disposal of F & B Nutrition Sdn Bhd (F&B Nutrition).

e Atan EGM held on 9-Aug-19, the shareholders of Can-One approved the disposal of F&B Nutrition to
Wholesale Dairies Pte Ltd for between RM800m and RM1bn. This disposal would result in an one-off
gain of between RM611.8m and RM811.8m.

e Upon the completion of the disposal, the first tranche of the disposal amounting to RM750m will be
allocated for the repayment of Can-One’s borrowings. The remaining amount (RM50m-250m) from the
disposal is expected to be received within two years from the completion date.

e  Due to the acquisition of KICF, Can-One’s gearing level has risen to 1.89x from 0.65x previously.
Following the disposal of F&B Nutrition, its gearing ratio is expected to come back down to between
0.54x and 0.74x.

e Going forward, the completion of this sale in F&B Nutrition would result in a change in the business
model of Can-One. Currently, through the supply of the packaging requirement, especially tin cans, the
general packaging division has been supporting and complementing the growth of its food products
division. Post-disposal, Can-One’s group profit will be driven mainly by its general packaging division,
made more significant with the inclusion of KJCF after the privatization exercise.
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e InFY20, there will be an absence of earnings contribution from F&B Nutrition, which accounts for the
bulk of Can-One’s group profits. F&B Nutrition contributed RM68.8m and RM37.21m in PBT in FY18
and 1HFY19 as compared with group segmental PBT of RM75.92m and RM30.52m.

e The merged operations of Can-One and KJCF will see potential synergistic benefits and economies of
scale for the group, as well as the potential earnings recovery in KICF and the expansion in Myanmar
operation.

e Near term, Can-One’s profit performance in FY20 will be adversely impacted by the earnings volatility
from KJCF and operating loss in Myanmar. As a greenfield investment, we expect any meaningful
contribution from Myanmar would only materialise in the longer term.

e The earnings potential of KICF, if normalised, should be more than enough to offset the absence of profit

from F&B Nutrition in the longer run. From FY10-16, the PBT of KJCF ranged between RM130-
RM160m.

Valuation and Recommendation

e The absence of earnings contribution from F&B Nutrition and short-term poor earnings from KJCF will
weigh down the earnings performance of Can-One.

e Upon the consolidation of KJCF’s financials, Can-One’s book value has increased to RM6.12/share as at

2QFY19 from RM4.32/share as at end-FY 18 (before taking into account the disposal gain from F&B
Nutrition). Maintain BUY.

Share price chart of Can-One
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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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