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Trading idea: To retest RM1.73-1.96 in anticipation of

strong 4Q16 results and potential final dividend surprise
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FLBHD (RM1.62/Vol:444k)

DAILY CHART: POISED TO RETEST RM1.73-1.96 ZONES AFTER A DOWNTREND LINE
BREAKOUT

R1: 1.73 (14 & 21 Nov high)
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WEEKLY CHART: UPSIDE BIAS FOLLOWING A LT DOWNTREND LINE BREAKOUT
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e A downstream plywood manufacturer. FLBHD (founded in 1980s)
focuses on the manufacturing and sale of plywood and veneer, using the
waste from its manufacturing activities to generate and sell electricity.
FLBHD exports over 98% of its products, mainly to US (71% of FY15
revenue), Korea (12.4%), Taiwan (11.5%) and India (2.1%).

e Promising US Recreational Vehicle (RV) industry outlook.
Approximately 70% of FLBhd’s FY15 revenue was derived from the US
market, of which bulk of its plywood is catered to the RV industry. The US
RV market is expected to grow positively on the back of recovering US
economy, which bodes well for FLBHD’s plywood. According to the latest
forecast from RVIA, the RV industry’s shipments will top 438,000 units in
2017, a 4.4% increase above the projected 2016 total of 419,500 units,
the 8t consecutive year of growth for the RV market.
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FIG1: Financials and technical snapshots
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e Riding on strong US$. As over 98% of its exports is denominated in US$
while about 80-90% of cost of sales is settled in RM, strengthening US$
bodes well for the bottomline (average RM/US$ has depreciated by 5.8%
from RM3.90 in 2015 to RM4.13 YTD), given heightened prospects of Fed
rate hike and sustainable US growth on the back of “Trumponomics”.

e Ongoing efforts to improve quality and operational efficiencies. In
respond to the increasingly competitive market, FLBHD is currently in the
midst of finalising a deal to acquire new machinery producing plywood
with different sizes and specification, with the aim to increase the sales
volume to US market with the production of these sizes of plywood as well
as to reduce reliance on labour force.

e Expecting a strong showing in 4Q16. Despite a weak core PATAMI in
3Q16 (mainly due to timing gap in shipment to US), we remain optimistic
of a better 4Q16 results, underpinned by several positive factors
including: (i) Weakening RM/US$ (slid 6.1% in 4Q16 to RM4.13 against
average RM4.05 in 3Q16); (ii) Bright US RV industry outlook; (iii) Ongoing
efforts to improve quality and operational efficiencies and (iv) Stabilizing
ASPs. Hence, we expect FLBHD to record ~RM60m revenue in 4Q16,
translating into a core PATAMI of RM6.6m, assuming a 11% net profit
margin (slightly lower than average 11.9% in the last 4 quarters). All in all,
FY16 revenue is expected to increase 9% yoy but core PATAMI will
decline 19% yoy, predominantly due to reduction in sales volume, lower
ASPs, higher overheads coupled with higher effective tax rates.

e Potential final dividend poser amid stronger 4Q16 and solid balance
sheet with net cash of 85 sen (~52% of share price). Historically
(excluding the outlier in FY15), the company registered operating netcash
flow of 8-27sen/share and has been paying 6-8sen dividend consistently
(15 sen in FY15) since listed in 2011. Last week, FLBHD declared a total
dividend 6 sen for 9MFY16 on 15 Dec (ex-date 29 Dec).

e In anticipation of stronger 4Q16 results and its solid financial position, the
company is capable of delivering another ~4sen final dividend, translating
into a total 10sen for FY16 (i.e. 6.1% DY) or a dividend payout of 51%
(still below 53%-65% range from FY11-15). Overall, we see limited
downside risks for FLBHD, supported by the strong netcash/share of
85sen and interim 6 sen dividend. At RM1.62, FLBHD is trading at 1.06x
P/B, 40% lower against its peers. In terms of P/E, FLBHD’s 8.3x FY16
P/E (Ex-cash, P/E is only 3.9x!) is trading at 26% discount to its peers’
11.3x.

e Positive downtrend line breakout to spur share prices to retest
RM1.73-1.95 zones. In view of the sluggish 3Q16 results, FLBHD’s share
prices tumbled on 22 Nov from RM1.69 to a low of RM1.49 intraday
before closing at RM1.55. Thereafter, the stock steadily climbed to
RM1.62 on 19 Dec after announcing 6 sen interim dividend on 15 Dec.

e Ahead of the dividend ex-date and in anticipation of a strong 4Q16 results
(to be released in Feb), FLBHD’s share price is poised to retest
immediate resistance of RM1.73 (14 & 21 Nov high) following a
downtrend line breakout yesterday. A decisive breakout above RM1.73
could take the next leg up towards RM1.84 (200-d SMA) before reaching
our LT objective at RM1.96 (50% FR) levels. On the flip side, key
supports are RM1.56 (20-d SMA) and RM1.50 psychological support. Cut
loss at RM1.48.
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EARNINGS SUMMARY

FYE 31 Dec FY11 FY12 FY13 FY14 FY15 FY16E
Avg RM/US$ 3.06 3.09 3.15 3.27 3.90 4.13

(as at 19 Dec)
Revenue (RM'm) 122.2 132.8 147.2 150.4 180.7 196.9
PATAMI (RM'm) 13.7 11.6 15.1 16.0 31.7 17.4
Net forex gains 19 0.0 2.4 2.6 7.0 -
Core PATAMI 11.8 11.6 12.7 13.4 247 20.1
(RM'm)
Issued shrs (m) 103.2 103.2 103.2 103.2 103.2 103.2
Core EPS (sen) 11.4 11.2 12.3 13.0 23.9 19.5
NP margins 9.7% 8.7% 8.6% 8.9% 13.7% 10.2%
Dividend (sen) 6.0 6.0 8.0 8.0 15.0 10.0
Payout 53% 53% 65% 62% 63% 51%
Netcash/shr (RM) 0.33 0.58 0.61 0.58 0.72 0.85 (end Sep)
P/ E (X) 14.2 14.4 13.2 12.5 6.8 8.3
Yield (%) 3.7 3.7 4.9 4.9 9.3 6.2

Source: Company, HLIB

QUARTERLY EARNINGS SUMMARY

FYE 31 Dec 4Q15 1Q16 | 2Q16 | 3Q16 | 9MFY16 | 4Q16E | FY16E
Avg USDMYR 4.28 4.19 4.01 4.05 4.08 4.30 4.13
(as at (as at
19 Dec) | 19 Dec)
Revenue (RM'm) 57.8 53.3 52.7 30.9 136.9 60.0 196.9
PATAMI (RM'm) 10.7 3.3 4.6 2.9 10.8 6.6 17.4
Net forex gains 0.0 (3.6) 0.6 0.3 2.7 - -
Core PATAMI 10.7 6.9 4.0 2.6 13.5 6.6 20.1
(RM'm)
Issued shrs (mil) 103.2 103.2 103.2 | 103.2 103.2 103.2 103.2
Core EPS (sen) 104 6.6 3.9 2.5 131 6.4 195
NP margins 18.5% 12.9% 7.7% 8.5% 9.9% 11.0% 10.2%
Dividend (sen) - - - - 6.0 4.0 10.0
Payout 46% 63% 51%

Source: Company, HLIB

DIVIDEND TRACK RECORD

FYE 31 Dec FY11 FY12 FY13 FY14 FY15 IMFY16
Date 15 Dec 7Jan 16 Dec 5 Dec 30 Jul 15 Dec
announced 2011 2013 2013 2014 (5sen) (6sen)
17 Nov
(10sen)
Ex-date 3Jan 22 Jan 30 Dec 18 Dec 13 Aug & 29 Dec
2012 2013 2013 2014 3 Dec 2016
2015
Net cashflow 0.08 0.27 0.13 0.14 0.32 0.10
from operating
(RM)
Netcash/shr 0.33 0.58 0.61 0.58 0.72 0.85
(RM)
DPS (RM) 0.06 0.06 0.08 0.08 0.15 0.06
Payout 52% 53% 65% 62% 63% 46%

Source: Company, HLIB

EXPORTS PROFILE

FYE 31 Dec FY11 FY12 FY13 FY14 FY15
Overseas 89.4% | 91.7% 92.8% 97.8% 99.1%
Malaysia 10.6% 8.3% 7.2% 2.2% 0.9%
Major destinations
USA 48.3% | 57.2% 66.3% 64.9% 71.4%
Taiwan 23.7% | 21.8% 11.5% 12.8% 11.5%
Korea 6.3% | 11.2% 9.4% 14.0% 12.4%
Malaysia 10.6% 8.3% 7.2% 2.2% 0.9%

Source: Annual report
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PEERS COMPARISON

Stocks 20-Dis BVPS P/BV EPS16 PIE Remarks
(RM) (sen) (x) (sen) (x)

FLBHD 1620 153 1.06 195 83 HLIBest
HEVEA 1550 08 1.82 178 87 Trailing EPS
EVERGRN 0975 135 072 9.0 108 HLIB est
VANACHAI (Thailand) 14100 505 279 980 144 Bloomberg
Average 1.78 1.3

FLBHD vs avg -40% -26%

Source: Bloomberg, HLIB
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Disclaimer

The information contained in this report is based on data obtained from sources believed to be
reliable. However, the data and/or sources have not been independently verified and as such, no
representation, express or implied, is made as to the accuracy, adequacy, completeness or reliability
of the info or opinions in the report.

Accordingly, neither Hong Leong Investment Bank Berhad nor any of its related companies and
associates nor person connected to it accept any liability whatsoever for any direct, indirect or
consequential losses (including loss of profits) or damages that may arise from the use or reliance
on the info or opinions in this publication.

Any information, opinions or recommendations contained herein are subject to change at any time
without prior notice. Hong Leong Investment Bank Berhad has no obligation to update its opinion or
the information in this report.

Investors are advised to make their own independent evaluation of the info contained in this report
and seek independent financial, legal or other advice regarding the appropriateness of investing in
any securites or the investment strategies discussed or recommended in this report. Nothing in this
report constitutes investment, legal, accounting or tax advice or a representation that any investment
or strategy is suitable or appropriate to your individual circumstances or otherwise represent a
personal recommndation to you.

Under no circumstances should this report be considered as an offer to sell or a solicitation of any
offer to buy any securities referred to herein.

Hong Leong Investment Bank Berhad and its related companies, their associates, directors,
connected parties and/or employeees may, from time to time, own, have positions or be materially
interested in any securities mentioned herein or any securites related thereto, and may further act as
market maker or have assumed underwriting commitment or deal with such securities and provide
advisory, investment or other services for or do business with any companies or entities mentioned
in this report. In reviewing the report, investors should be aware that any or all of the foregoing
among other things, may give rise to real or potential conflict of interests.

This research report is being supplied to you on a strictly confidential basis solely for your
information and is made strictly on the basis that it will remain confidential. All materials presented
in this report, unless specifically indicated otherwise, is under copyright to Hong Leong Investment
Bank Berhad . This research report and its contents may not be reproduced, stored in a retrieval
system, redistributed, transmitted or passed on, direclty or indirectly, to any person or published in
whole or in part, or altered in any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to, websites. Hong Leong
Investment Bank Berhad takes no responsibility for the content contained therein. Such addresses
or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank Berhad own
website material) are provided solely for your convenience. The information and the content of the
linked site do not in any way form part of this report. Accessing such website or following such link  pypjished & Printed by
through the report or Hong Leong Investment Bank Berhad website shall be at your own risk. Hong Leong Investment Bank
] ) ) Berhad (10209-W)
1. As of 20 December 2016, Hong Leong Investment Bank Berhad has proprietary interest in the | eyvel 23, Menara HLA
following securities covered in this report: No. 3, Jalan Kia Peng
(a) -. 50450 Kuala Lumpur
Tel 603 2168 1168 / 603 2710 1168
2. As of 20 December 2016, the analyst, Sia Ket Ee, who prepared this report, has interest in the ~Fax 603 2161 3880
following securities covered in this report:

@) -.

Equity rating definitions

BUY Positive recommendation of stock under coverage. Expected absolute return of more than +10% over 12-months, with low risk of sustained downside.
TRADING BUY Positive recommendation of stock not under coverage. Expected absolute return of more than +10% over 6-months. Situational or arbitrage trading opportunity.
HOLD Neutral recommendation of stock under coverage. Expected absolute return between -10% and +10% over 12-months, with low risk of sustained downside.
TRADING SELL Negative recommendation of stock not under coverage. Expected absolute return of less than -10% over 6-months. Situational or arbitrage trading opportunity.
SELL Negative recommendation of stock under coverage. High risk of negative absolute return of more than -10% over 12-months.

NOT RATED No research coverage, and report is intended purely for informational purposes.

Industry rating definitions

OVERWEIGHT The sector, based on weighted market capitalization, is expected to have absolute return of more than +5% over 12-months.
NEUTRAL The sector, based on weighted market capitalization, is expected to have absolute return between -5% and +5% over 12-months.
UNDERWEIGHT  The sector, based on weighted market capitalization, is expected to have absolute return of less than 5% over 12-months.
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