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P.I.E Industrial  OUTPERFORM ↔ 
Hit By Components Shortages 

Price : RM1.35   
Target Price : RM1.75  ↓ 

By Desmond Chong l cwchong@kenanga.com.my 
 
1Q18 CNP missed ; with components shortages  causing  a 
delay in sales as well as operational deleveraging.  While this 
industry-wide dampener should continue to tax exist ing 
products growth if not be addressed in the near ter m, we 
believe the upcoming new high-margin products shoul d 
make up for the shortfall in 1H. Cut FY18E/FY19E by  
17%/13%. Maintain OP with a lower TP of RM1.75 on c heap 
valuation as well as a recovery in 2H18. 

Impacted by broad-base dampeners. While 1Q is typically the 
seasonally weakest quarter, a weaker-than-expected CNP of RM1.0m (-
88% QoQ; -89% YoY) was recorded, which only made up 2% of 
our/consensus full-year estimates. Note that CNP has been adjusted for 
the net reversal of receivables impairment amounting to RM6.4m and 
other immaterial items. The main culprit was the industry-wide passive 
components shortages (which are the key components for its key 
customers), which have resulted in weaker sales and thus lower 
operation efficiency. Worse still, currency trend was also not in favour 
with USD/MYR weakening against MYR by 6% QoQ and 12% YoY to 
average of RM3.92/USD.  

Absence of dividend was expected in this quarter as the group typically 
declares dividends after its 4Q results. However, the recently declared 
FY17 dividend was a positive surprise; with a total 6.0 sen DPS (first and 
final net DPS of 2.4 sen plus a special dividend of 3.6 sen) which beat 
our FY17E DPS of 5.0 sen.  

YoY, 1Q18 revenue decreased by 10%, dragged mainly by its 
manufacturing segment (-12%). We gather that while not much order 
revisions were made by key MNC clients, production and delivery were 
delayed due to the components shortages issues. With low operational 
efficiency alongside weaker USD, EBIT margin was compressed by 
3.3ppt to 6.7%, resulting in a much weaker CNP of RM1.0m (-89%). 
QoQ, core NP dropped by 88% owing to lower loadings in 1Q18 amid 
weak seasonality (sales dropped by 21%) as well as operational 
deleveraging (EBIT margin dropped to 6.7%, -10.3ppts). 

All shapes and sizes. While we understand that the late delivery is 
only a timing issue with orders volume still resilient, management noted 
that the continuous shortage of certain electronics component should 
continue to tax existing products growth if not addressed in the near 
term. That said, not all is doom and gloom as the group is already close 
to securing voluminous contracts in the industrial printing and 
production as well as medical segment. As these two contracts involve 
more complicated manufacturing processes, we believe that the better 
margins should boost the group’s profitability; with better earnings in 
2H to make up for the shortfall in 1H.  

Maintain OUTPERFORM with a lower TP of RM1.75 (15.0x FY18E 
PER), from RM2.10. To be on the conservative side, we have trimmed 
our bullish sales assumption, resulting in a cut in FY18E/FY19E CNP by 
17%/13%. Even after the earnings revision, we still see better value 
proposition following the overdone share price correction, with its forward 
PERs trading at only 9.5-11.7x, a wide range of 17%-27% discount to 
closest EMS peers (which are trading at 11.5-16.1x forward PER). 
Moreover, the group also offers relatively higher NP margin, more 
advanced manufacturing capabilities as well as having strong parentage 
support from Foxconn Technology Group. 
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KLCI 1,797.40 
YTD KLCI chg 0.0% 
YTD stock price chg -30.8% 

  
Stock Information  
Shariah Compliant Yes 
Bloomberg Ticker PIE MK Equity 
Market Cap (RM m) 518.5 
Shares Outstanding 384.0 
52-week range (H) 2.37 
52-week range (L) 1.24 
3-mth avg daily vol: 631,248 
Free Float 41% 
Beta 1.3 

 
Major Shareholders  
Pan Global Holding Co 51.4% 
RHB Asset Management 5.7% 
Kenanga Unit Trust  2.0% 

 
Summary Earnings Table  
FY Dec (RM‘m)  2017A 2018E 2019E 
Turnover 679.3 703.5 839.1 
EBITDA 79.2 74.9 88.6 
PBT 63.4 59.0 72.8 
Net Profit (NP)  48.0 44.3 54.6 
Core NP 42.0 44.3 54.6 
Consensus (NP) - 54.3 62.1 
Erngs Revision (%) - -17% -13% 
Core EPS (sen) 10.9 11.5 14.2 
BV/Share (RM) 1.0 1.1 1.2 
PER 12.3 11.7 9.5 
Price/BV (x) 1.3 1.2 1.1 
Net Gearing (x) -0.2 -0.2 -0.2 
NDPS (sen) 6.0 6.3 7.1 
Dividend Yield (%) 4.4% 4.7% 5.3% 
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Risks to our ca ll include: (i) slower-than-expected sales, (ii) loss of orders from its key customers, and (iii) adverse currency 
translations. 
 

Result Highlight  
  1Q 4Q QoQ 1Q YoY 1Q 1Q YoY 

FYE: Dec (RM ’m) FY18 FY17 Chg FY17 Chg FY18 FY17 Chg 
Revenue 145.3 183.3 -20.7% 161.9 -10.3% 145.3 161.9 -10.3% 
EBIT 9.7 31.2 -68.8% 16.1 -39.6% 9.7 16.1 -39.6% 

Adjusted EBIT 3.5 15.6 -77.4% 13.6 -74.0% 3.5 13.6 -74.0% 
PBT 9.7 31.2 -68.8% 16.1 -39.6% 9.7 16.1 -39.6% 
Taxation -2.5 -7.4 65.8% -4.5 44.5% -2.5 -4.5 44.5% 
Net Profit (NP) 7.2 23.9 -69.7% 11.6 -37.7% 7.2 11.6 -37.7% 
Core NP** 1.0 8.3 -87.8% 9.0 -88.8% 1.0 9.0 -88.8% 
FD core EPS (sen) 0.3 2.2 -87.8% 2.4 -88.8% 0.3 2.4 -88.8% 
DPS (sen) 0.0 0.0   0.0   0.0 0.0   
                  
EBIT margin 6.7% 17.0%   10.0%   6.7% 10.0%   
Adjusted EBIT margin 2.4% 8.5%   8.4%   2.4% 8.4%   

Pretax margin 6.7% 17.0%   10.0%   6.7% 10.0%   
CNP margin 0.7% 4.5%   5.6%   0.7% 5.6%   
Effective tax rate -25.9% -23.6%   -28.1%   -25.9% -28.1%   
         
Source:  Kenanga Research        

 
Operating segment  

  1Q 4Q QoQ 1Q YoY 1Q 1Q YoY 
FYE: Dec (RM ’m) FY18 FY17 Chg FY17 Chg FY18 FY17 Chg 
Revenue 145.3 183.3 -20.7% 161.9 -10.3% 145.3 161.9 -10.3% 
Manufacturing 140.7 177.8 -20.9% 160.5 -12.3% 140.7 160.5 -12.3% 
Trading 4.5 5.4 -16.4% 1.4 219.1% 4.5 1.4 219.1% 
Others 0.1 0.1 NM 0.0 NM 0.1 0.0 NM 
         
Source:  Kenanga Research        
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Stock Ratings are defined as follows:  
 
 
Stock Recommendations 
 
OUTPERFORM  : A particular stock’s Expected Total Return is MORE than 10%  
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10% 
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5% 
 
 
Sector Recommendations***   
 
OVERWEIGHT  : A particular sector’s Expected Total Return is MORE than 10%  
NEUTRAL  : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10% 
UNDERWEIGHT  : A particular sector’s Expected Total Return is LESS than -5%  
 
 
 
***Sector recommendations are defined based on market capitalisation weighted average expected total 
return for stocks under our coverage. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not 
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the 
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This 
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. 
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document 
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or 
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or 
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies. 
 

Published and printed by: 
 
KENANGA INVESTMENT BANK BERHAD (15678-H)   
Level 12, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia Chan Ken Yew  
Telephone: (603) 2172 0880   Website: www.kenanga.com.my   E-mail: research@kenanga.com.my Head of Research 

 


