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Earnings summary
FYE (Jul) FY22 FY23f FY24f
PATMI - core (RM m) 2023 1745  239.0
EPS - core (sen) 5.2 45 6.2
P/E (x) 15.9 18.5 13.5
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Briefing Takeaways

V.S. Industry

Expecting uptick from festive orders

Overall order outlook is still in cautious territory. However, management
foresees demand uptick from the preparation for shipments in the upcoming
holiday and festive seasons by end of CY23. This will also be boosted by the
new product launches by brand owners after the wait and see approach. On a
brighter note, VSI is in advance stage with one of its prospective new
customers with contribution to kick in as early as 2QFY24. Despite the
expectations from the uptick in sales, we reckon that margin would still be
challenged especially from the increase in electricity cost coupled with the
underutilisation of Customer Y in i-Park facility. We cut our FY23/24/25
forecasts by -18%/-13%/-6%, respectively to bake in softer margin. After
earnings adjustment and rolling forward our valuation year to CY23 (from FY23)
our TP decreases slightly to RM0.84 (previously RMO0.88). Reiterate HOLD.

Recap. VSI results saw 3QFY23 core PATAMI of RM27.8m (-44% QoQ); -36% YoY),
which brought 9MFY23’s sum to RM142.1m (+20% YoY). This missed our and
consensus full year forecasts. Despite better sales YoY, bottom-line slipped while
margin showed sign of easing mainly due to higher opex.

Customer X. The order outlook is still crawling with the deceleration in demand for
one of its home products. However, this is supported partially by the strong order from
the beauty care segment. In order to clinch better margins, VSI is working to improve
Customer X’s value chain by creating a better vertical integration from the production
of hair care components in house which simultaneously contributes to better plant
utilisation.

The bottom is likely over. For the time being order forecast is still charting softer
numbers, despite that it is expected to pick up from here especially for the preparation
for the upcoming holiday and festive seasons by end of CY23. Despite the softness
from US, coffee brewer and pool cleaning customers due to the recessionary fears,
the group expects to benefit from the new product launches ahead of the festive
season which would be able to lift up the momentum of sales orders. Recall that most
brand owners delayed their product releases this year due to the inflationary pressure
and softer consumer sentiment. As for Customer Y, management shared that there
are signs of gradual increase in orders albeit at a slower pace. Despite the
expectations from the uptick in sales, we reckon that margin would still be challenged
especially from the increased in electricity cost coupled with the underutilisation of
Customer Y in i-Park facility.

New customer. VSI is currently in advance stage of discussion with one of its new
customers and expects to start production for the supply parts and components in the
consumer electronic product. According to the projected timeline, orders should come
in soon with contribution to kick in as early as 2QFY24. This new customer will occupy
the existing facility and capex is expected to be minimal for the set-up of machinery.
Despite the initial small order sales forecast, we understand that the margin
contribution should be on the higher range when compared to its existing customers.

Forecast. We slashed our FY23/24/25 forecasts by -18%/-13%/-6%, respectively to
bake in softer margin.

Maintain HOLD. After earnings adjustment and rolling forward our valuation year to
CY23 (from FY23) our TP decreases slightly to RM0.84 (previously RM0.88) based on
unchanged 16x PE multiple. We reiterate our HOLD call in view of the volatile market
climate and cautious demand. We remain wary as demand from major brand owners
could still be subdued given the recessionary fears and subdued consumer sentiment.
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Financial Forecast

All items in (RM m) unless otherwise stated

Income statement

Quarterly financial summary

FYE Jul FY21 FY22 FY23f FY24f FY25f FYE Jul 3QFY22 4QFY22 1QFY23 2QFY23 3QFY23

Revenue 4,002.3 39141 43105 4,757.8 5,326.0 Revenue 9276 1,0044 12943 1,147.0 996.8

COGS (3,475.0) (3,509.3) (3,970.0) (4,346.3) (4,825.3) COGS (831.0) (936.3) (1,75) (1,067)  (927.5)

EBITDA 527.2 404.8 340.5 411.5 500.6 EBITDA 96.6 68.0 119.3 791  69.326

D&A (101.5) (121.4) (101.8) (101.7) (101.5) D&A (30.8) (31.2) (31.8) (30.9) (30.6)

EBIT 4258 303.3 238.7 309.9 399.1 EBIT 65.7 36.9 87.5 48.2 38.7

Net Interest Income (7.3) 9.7) (15.8) (5.1) (5.0) Net Interest Income (2.4) (3.5) (6.7) (9.5) (7.9)

Associates 0.7) 0.7) 0.7) 0.7) 0.7) Associates (0.4) 0.8 0.0 0.1 0.7

PBT 3291 200.7 222.3 304.1 393.4 PBT 62.9 34.2 80.9 38.8 31.5

Tax (87.5) (53.7) (55.6) (73.0) (94.4) Tax (14.8)  (124) (216) (11.1) (8.7

Net Profit 2416 147.0 166.7 231.2 299.0 Net Profit 48.1 217 59.3 21.7 228

MI 3.7 19.8 7.8 7.8 78 MI 32 12.8 14 26 40

PATAMI 2454 166.8 174.5 239.0 306.8 PATAMI 51.3 34.6 60.7 30.4 26.8

Exceptionals 243 355 - - - Exceptionals (8.2) 47.3 3.6 19.6 1.027

Core PATAMI 269.69 202.3 174.5 239.0 306.8 Core PATAMI 431 81.9 64.3 50.0 27.8

HLIB/Consensus 91% 96% 107%

Balance sheet Valuation Ratios

FYE Jul FY21 FY22 FY23f FY24f FY25f FYE Jul FY21 FY22  FY23f  FY24f FY25f

Cash 402.4 278.6 431.3 432.1 436.2 Core EPS (sen) 7.0 52 45 6.2 8.0

Receivables 992.1 1,092.3 1,074.7 1,186.2 1,327.8 P/E (x) 11.9 15.9 18.5 13.5 10.5

Inventories 636.5 925.0 978.9 1,071.7 1,189.8 EV/EBITDA (x) 6.1 8.8 10.0 8.2 6.8

PPE 989.5 1,214.5 1,042.4 1,040.8 1,039.2 DPS (sen) 4.2 4.2 2.3 31 4.0

Other 577.8 469.8 640.0 640.0 640.0 Dividend yield (%) 5.0 5.0 27 37 48

Assets 3,598.4 3,980.2 4,167.4 4,370.8 4,633.2 BVPS (RM) 0.5 0.6 0.6 0.6 0.7

Payables 847.0 860.3 968.0 1,059.8 1,176.6 P/B (x) 1.6 15 14 1.3 1.3

Total debt 404.6 600.1 600.1 600.1 600.1 EBITDA margin 13.2 10.3 79 8.6 9.4

Other 129.3 158.9 158.9 158.9 158.9 EBIT margin 10.6 7.7 55 6.5 75

Liabilities 1,380.9 1,619.2 1,727.0 1,818.7 1,935.5 PBT margin 8.2 5.1 52 6.4 74

Shareholders' Funds 2,040.5 2,190.3 2,277.6 2,3971 2,550.5 Net margin 6.7 52 4.0 5.0 58

MI 177.0 170.7 162.8 155.0 1471 ROE (%) 13.2 9.2 7.7 10.0 12.0

Equity 2,217.5 2,361.0 2,440.4 2,552.1 2,697.6 ROA (%) 75 5.1 4.2 55 6.6
Net gearing 0.0 041 041 041 01

Cash Flow Analysis

FYE Jul FY21 FY22 FY23f FY24f FY25f

PBT 3291 3291 222.3 304.1 3934

D&A 101.5 101.5 101.8 101.7 101.5

Working capital (272.9) (272.9) 714 (112.5) (143.0)

Taxation (100.7) (100.7) (55.6) (73.0) (94.4)

Others 66.9 66.9 - - -

CFO 123.9 123.9 340.0 220.3 257.6

Capex (230.5) (230.5) (100.0) (100.0) (100.0)

Others 13.6 13.6 - - -

CFI (217.0) (217.0) (100.0) (100.0) (100.0)

Dividends (105.7) (105.7) (87.3) (119.5) (153.4)

Others 189.9 189.9 - - -

CFF 84.1 84.1 (87.3) (119.5) (153.4)

Net CF 2.6 2.6 152.7 0.8 41

Beginning cash 361.2 361.2 278.6 4313 432.1

Ending cash 402.4 402.4 431.3 432.1 436.2
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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, are 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 securities 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 represents a personal
recommendation 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 employees may, from time to time, own, have positions
or be materially interested in any securities mentioned herein or any securities 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, are 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, directly 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 through the report or Hong Leong
Investment Bank Berhad website shall be at your own risk.

1. As of 19 June 2023, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report:

(a)-.

2. As of 19 June 2023, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securities covered in this report:

(a)-.
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Level 28, Menara Hong Leong,

No. 6, Jalan Damanlela,

Bukit Damansara,

50490 Kuala Lumpur

Tel: (603) 2083 1800

Fax: (603) 2083 1766

Stock rating guidelines

BUY Expected absolute return of +10% or more over the next 12 months.

HOLD Expected absolute return of -10% to +10% over the next 12 months.

SELL Expected absolute return of -10% or less over the next 12 months.

UNDER REVIEW Rating on the stock is temporarily under review which may or may not result to a change from the previous rating.
NOT RATED Stock is not or no longer within regular coverage.

Sector rating guidelines

OVERWEIGHT Sector expected to outperform the market over the next 12 months.
NEUTRAL Sector expected to perform in-line with the market over the next 12 months.
UNDERWEIGHT Sector expected to underperform the market over the next 12 months.

The stock rating guidelines as stipulated above serves as a guiding principle to stock ratings. However, apart from the abovementioned quantitative definitions, other
qualitative measures and situational aspects will also be considered when arriving at the final stock rating. Stock rating may also be affected by the market capitalisation of
the individual stock under review.
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