midf 5 RESEARCH

28 February 2018 | 4Q17 Result Review

Tan Chong Motor

Turnaround potential grossly underestimated

¢ 4Q17 losses narrows significantly, ahead of expectations
¢ Inventories reduced to just above RM1b (-55%yoy)

e Best proxy to stronger RM, consensus grossly
underestimating Tan Chong’s earnings turnaround potential

e Contrarian BUY re-affirmed at unchanged TP of RM2.05

Inflection point reached. Tan Chong’s 4Q17 net loss narrowed
significantly, at just RM7m and ended FY17 at a net loss of RM89m — the
bulk of FY17 losses came in the earlier part of the year. The RM89m
FY17 net loss was ahead of expectations accounting for 93% of our
forecast losses and 95% of consensus.

EBITDA almost tripled, underpins our thesis. As we had alluded to
and central to our BUY thesis on Tan Chong; the group benefits
tremendously from the strong Ringgit. This is reflected in an almost
tripling in EBITDA margins to 4.5% in 4Q17 against 3Q17. Similarly,
EBITDA almost tripled in 4Q17 against flattish revenues. Unlike other
major Japanese marques, Nissan TIV in 4Q17 was actually down
12%qoq while auto division revenues were actually flat gog. The
massive margin expansion was driven by: (1) Strong RM (2) Rollback in
discounting (3) favourable model mix. Inventories gapped down to just
above RM1b against the peak of RM2b in 1Q16.

Consensus underestimating Tan Chong’s turnaround. Earnings
should strengthen further in the next few quarters on the back of even
stronger Ringgit levels (now ~RM3.90 vs. 4Q17: RM4.26). The next leg
up for earnings will come from new model launches in the coming
quarters after a 2-year lull. We forecast Tan Chong to return to the
black in FY18 and to register more meaningful earnings in FY19F. Our
forecasts however have yet to factor in the new model launches this
year. For now, we forecast a conservative 1.8%/2.1% Nissan TIV
growth over FY18F/19F. As it is, our FY19F earnings is 27% above
consensus, while for FY18F, consensus is still expecting a loss vs. our
profit forecast of RM21m.

Recommendation. Re-affirm our contrarian BUY at unchanged TP
of RM2.05 conservatively pegging Tan Chong to trough PBV of 0.5x.
Having seen share price fall some 40% in the past 24 months, Tan
Chong now trades at just 0.4x FY18F PBV (which is lower than even its
historical trough PBV of 0.5x) amid a potential turnaround in earnings
over the next few quarters. Key catalysts include: (1) Resumption of
new model launch in FY18F (2) Sustained Ringgit strength (3) Further
reduction in inventory levels.

Maintain BUY
Unchanged Target Price: RM2.05
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INVESTMENT STATISTICS

FYEDec ~ FYi5  FYi6  FYi7  FY18F  FY19F
Revenue (RM’'m) 5,716.7 5,510.7 4,341.2 4,809.1 4,916.3
EBIT (RM'm) 169.0 18.7 (18.7) 70.0 124.4
Pre-tax Profit (RM’m) 115.3 (43.1) (72.8) 27.2 81.2
Core net profit (RM'm) 59.9 (58.8) (88.6) 20.5 60.5
FD EPS (sen) 8.9 (8.8) (13.2) 3.1 9.0
EPS growth (%) (20.9) NA NA NA 194.7
PER (x) 19.2 (19.5) (13.0) 56.0 19.0
Net Dividend (sen) 5.0 2.0 3.0 3.0 3.0
Net Dividend Yield (%) 2.9 1.2 1.8 1.8 1.8

Source: Company, MIDF

EXHIBIT 1: EBITDA MARGIN RECOVERY IN 4Q17
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EXHIBIT 2: INVENTORIES SUCCESSFULLY REDUCED IN PAST 2 YEARS (RM MIL)
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EXHIBIT 1: TAN CHONG 4Q17 RESULT SUMMARY

Source: Company, MIDF




EXHIBIT 2: TAN CHONG 4Q17 RESULT SUMMARY
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DISCLOSURES AND DISCLAIMER

This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (23878-X). It is for
distribution only under such circumstances as may be permitted by applicable law.

Readers should be fully aware that this report is for information purposes only. The opinions contained
in this report are based on information obtained or derived from sources that we believe are reliable.
MIDF AMANAH INVESTMENT BANK BERHAD makes no representation or warranty, expressed or
implied, as to the accuracy, completeness or reliability of the information contained therein and it should
not be relied upon as such.

This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. The analysis contained herein is based on numerous assumptions. Different
assumptions could result in materially different results. All opinions and estimates are subject to change
without notice. The research analysts will initiate, update and cease coverage solely at the discretion of
MIDF AMANAH INVESTMENT BANK BERHAD.

The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD may have
interest in any of the securities mentioned and may benefit from the information herein. Members of the
MIDF Group and their affiliates may provide services to any company and affiliates of such companies
whose securities are mentioned herein This document may not be reproduced, distributed or published
in any form or for any purpose.

MIDF AMANAH INVESTMENT BANK : GUIDE TO RECOMMENDATIONS
STOCK RECOMMENDATIONS

BUY Total return is expected to be >10% over the next 12 months.

Stock price is expected to rise by >10% within 3-months after a Trading Buy rating has been

URARIIEI 0 assigned due to positive newsflow.
NEUTRAL Total return is expected to be between -10% and +10% over the next 12 months.
SELL Total return is expected to be <-10% over the next 12 months.

Stock price is expected to fa// by >10% within 3-months after a Trading Sell rating has been

e assigned due to negative newsflow.

SECTOR RECOMMENDATIONS

POSITIVE The sector is expected to outperform the overall market over the next 12 months.
NEUTRAL The sector is to perform in line with the overall market over the next 12 months.
NEGATIVE The sector is expected to underperform the overall market over the next 12 months.



