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Better times ahead looking past 2Q20

UMW Holdings (UMWH) reported a weak set of results: 1Q20 core net
profit dropped by 44% yoy to RM49m. The lacklustre performance was
largely due to weaker revenue and lower contribution from associates,
following the disruption caused by the Covid-19 pandemic. All in, the
1Q20 results were within street and our expectations. At 12x 2021E PER,
valuation looks compelling. Maintain BUY with unchanged TP of RM4.10.

1Q20 earnings fell by 44% yoy; within expectations

UMWH’s 1Q20 core net profit fell by 44% yoy to RM49m, a result of the halt of
operations caused by the Covid-19 Movement Control Order period. UMWH'’s
1Q20 revenue fell by 24% yoy to RM2,119.2m, mainly due to lower sales in
the Automotive (-27% yoy; Toyota sales volume fell by 24% yoy) and
Equipment (-25% yoy) segments respectively, cushioned by the better
performance from the M&E segment (+5% yoy). In addition, the contribution
from associates also dropped by 52% yoy to RM29m, due to a 26% yoy
decline in Perodua sales volume. All in, the results were in line with street and
our expectations, accounting for 24%-26% of respective full-year forecasts.

Sequentially, core net profit was higher on low base effect

Sequentially, UMWH’s 1Q20 core net profit more than doubled to RM49m on
low base effect. Stripping off the one-off gain on disposal of Shah Alam land of
RM220m, 4Q19 core net profit came in at RM21m on weaker EBITDA margin.

Management guidance for 2H20: cautiously optimistic

We expect the 2Q20 results to be sequentially weaker due to the extension of
the MCO between April to mid-May 2020. Post results briefing, UMW Toyota
revised its 2020 sales target to 45k units (-36% yoy; from 66k units prior to the
announcement of the Sales and Service Tax period); Perodua is expected to
announce its 2020 target soon. Looking past 2Q20, management expects a
better performance for the Automotive segment from the cheaper car prices
after the tax incentive and attractive product pipeline. We learnt that the
Toyota RAV4 will be launched the middle of this month and 2 new CKD
models are slated for launch in 2H20. Elsewhere, we gather that the Rolls-
Royce fan case orders are still intact at this juncture.

Maintain BUY

We maintain our earnings forecasts and SOTP-based 12-month TP of
RM4.10. Maintain BUY. At 12x 2021E PER, we believe valuation is attractive,
in view of the (i) new volume-generative Toyota model line-ups, (ii) modest
growth from UMWH’s two core segments, and (iii) higher Perodua associate
contribution.

Earnings & Valuation Summary

FYE 31 Dec 2018 2019 2020E 2021E 2022E
Revenue (RMm) 11,303.6 11,739.1 9,687.2 9,879.5 10,756.7
EBITDA (RMm) 853.2 594.0 560.2 658.2 873.5
Pretax profit (RMm) 800.3 754.8 413.0 469.8 673.6
Net profit (RMm) 3445 454.4 236.0 236.4 355.4
EPS (sen) 29.5 38.9 20.2 20.2 30.4
PER (x) 9.0 6.8 13.1 13.1 8.7
Core net profit (RMm) 558.1 198.9 186.0 251.4 360.4
Core EPS (sen) 47.8 17.0 15.9 215 30.8
Core EPS growth (%) 238.8 (64.4) (6.5) 35.2 43.4
Core PER (x) 5.5 15.6 16.6 12.3 8.6
Net DPS (sen) 7.5 6.0 5.0 6.5 7.5
Dividend Yield (%) 2.8 2.3 1.9 25 2.8
EV/EBITDA (x) 5.4 7.0 7.0 6.0 35
Chg in EPS (%) - - -
Affin/Consensus (x) 0.9 0.9 1.1
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Stock Data
Issued shares (m) 1,168.3
Mkt cap (RMm)/(US$m) 3096/723.8
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52-wk range (RM) 1.65-5.5
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Key risks
Key downside risks include higher losses of O&G assets, weaker-than-
expected vehicle and equipment sales and weaker Ringgit (vs. US$).
Fig 1. Results comparison

FY 31 Dec 1Q19 4Q19 1Q20 qoq yoy Comments

(RMm) % chg % chg

Revenue 2,779.9 3,115.7 2,119.2 -32.0 -23.8  Lower revenue mainly due to lower sales in
the Automotive and Equipment segments.

Op costs -2,597.6 -2,990.4 -1,977.0 -33.9 -23.9

EBITDA 182.3 125.3 142.2 135 -22.0

EBITDA margin 6.6 4.0 6.7 2.7ppt 0.2ppt

(%)

Depreciation -86.5 -92.8 -92.0 -0.8 6.4

EBIT 95.8 325 50.2 54.3 -47.6

Int expense -32.7 -32.6 -29.7 -8.8 -9.0

Intincome 17.8 16.4 17.9 9.2 1.0

Associates 60.6 64.6 29.2 -54.8 -51.9  Associates contribution declined by 52% yoy
due to softer Perodua sales (-26% yoy).

El -1.0 2139 -4.5 n.m. n.m. 1Q20 Els largely include reversal of
impairment on receivables (RM20m), loss on
sale of investment (RM27.7m) and gain on
disposal of PPE (RM3.2m).

Pretax profit 140.5 294.8 63.0 -78.6 -55.1

Tax -29.7 -21.9 -14.2 -35.0 -52.0

Tax rate (%) -21.2 -7.9 -22.6  -14.7ppt -1.4ppt

Mmi -24.3 -37.6 -4.5 -88.1 -81.6

Net profit 86.5 235.3 44.3 -81.2 -48.8

EPS (sen) 7.4 20.1 3.8 -81.2 -48.8

Core profit 87.5 214 48.8 128.3 -44.2  Within street and our expectations.

Source: Company, Affin Hwang estimates
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Important Disclosures and Disclaimer
Equity Rating Structure and Definitions
BUY Total return is expected to exceed +10% over a 12-month period
HOLD Total return is expected to be between -5% and +10% over a 12-month period
SELL Total return is expected to be below -5% over a 12-month period
NOT RATED Affin Hwang Investment Bank Berhad does not provide research coverage or rating for this company. Report is intended as information
only and not as a recommendation
The total expected return is defined as the percentage upside/downside to our target price plus the net dividend yield over the next 12 months.
OVERWEIGHT Industry, as defined by the analyst's coverage universe, is expected to outperform the KLCI benchmark over the next 12 months
NEUTRAL Industry, as defined by the analyst's coverage universe, is expected to perform inline with the KLCI benchmark over the next 12 months
UNDERWEIGHT Industry, as defined by the analyst's coverage universe is expected to under-perform the KLCI benchmark over the next 12 months

This report is intended for information purposes only and has been prepared by Affin Hwang Investment Bank Berhad (14389-U) (“the Company”) based on sources believed
to be reliable and is not to be taken in substitution for the exercise of your judgment. You should obtain independent financial, legal, tax or such other professional advice,
when making your independent appraisal, assessment, review and evaluation of the company/entity covered in this report, and the extent of the risk involved in doing so,
before investing or participating in any of the securities or investment strategies or transactions discussed in this report. However, such sources have not been independently
verified by the Company, and as such the Company does not give any guarantee, representation or warranty (expressed or implied) as to the adequacy, accuracy, reliability
or completeness of the information and/or opinion provided or rendered in this report. Facts, information, estimates, views and/or opinion presented in this report have not
been reviewed by, may not reflect information known to, and may present a differing view expressed by other business units within the Company, including investment
banking personnel and the same are subject to change without notice. Reports issued by the Company, are prepared in accordance with the Company’s policies for
managing conflicts of interest. Under no circumstances shall the Company, be liable in any manner whatsoever for any consequences (including but are not limited to any
direct, indirect or consequential losses, loss of profit and damages) arising from the use of or reliance on the information and/or opinion provided or rendered in this report.
Under no circumstances shall this report be construed as an offer to sell or a solicitation of an offer to buy any securities. The Company its directors, its employees and their
respective associates may have positions or financial interest in the securities mentioned therein. The Company, its directors, its employees and their respective associates
may further act as market maker, may have assumed an underwriting commitment, deal with such securities, may also perform or seek to perform investment banking
services, advisory and other services relating to the subject company/entity, and may also make investment decisions or take proprietary positions that are inconsistent with
the recommendations or views in this report. The Company, its directors, its employees and their respective associates, may provide, or have provided in the past 12 months
investment banking, corporate finance or other services and may receive, or may have received compensation for the services provided from the subject company/entity
covered in this report. No part of the research analyst's compensation or benefit was, is or will be, directly or indirectly, related to the specific recommendations or views
expressed in this report. Employees of the Company may serve as a board member of the subject company/entity covered in this report.

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have
liability for any damages of any kind relating to such data.

This report, or any portion thereof may not be reprinted, sold or redistributed without the written consent of the Company.

This report is printed and published by:
Affin Hwang Investment Bank Berhad (14389-U)
A Participating Organisation of Bursa Malaysia Securities Berhad

22nd Floor, Menara Boustead,
69, Jalan Raja Chulan,
50200 Kuala Lumpur, Malaysia.
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