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Company Update

“We now peg Apex at a higher
2021E target PER of 29x,
considering the sector’s valuation
re-rating and its scarcity premium”
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RM3.69 @ 20 November 2020

Apex Healthcare (APEX MK)

HOLD (upgrade) ‘ Price Target: RM3.80
Up/Downside: 3.0% Previous Target (Rating): RM2.75 (SELL)

Upgrading to HOLD

» Apex is expanding its cold chain distribution capabilities. Post expansion,
Apex can distribute a maximum of 2-3m doses of Covid-19 vaccine per
annum, if the group is to charter 100% of its capacity for the vaccines.

» Once available, Apex will most likely seize the opportunity to become a
wholesaler of Covid-19 vaccines from various manufacturers, instead of
focusing on a particular manufacturer as its exclusive distributor.

» Raising 2021-22E EPS forecasts by 3% and upgrading Apex to HOLD. We
now peg Apex at higher 2021E PER of 29x after considering the re-rating
across the pharmaceutical companies’ valuation and the scarcity premium
for quality pharmaceutical companies with a strong earnings track record.

Expanding the cold chain distribution capabilities

In Singapore, Apex has expanded its current 2-8 °C cold room and acquired a
-20 °C freezer room. In Malaysia, Apex is doubling its cold chain distribution capacity,
scheduled for completion by end-2020. These expansions are to partly charter for
business opportunities in the distribution of Covid-19 vaccines. It was reported that
for long-term storage, the Pfizer & BioNTech Covid-19 vaccine needs to be stored at
a temperate of -75°C while Moderna’s Covid-19 vaccine can be stored at -20°C. Apex
does not have freezer with storage capabilities of -75°C, but management shared
that these freezers can be acquired at <RM100k each should the need arise.

Maximum distribution capacity of 2-3m doses of Covid-19 vaccines per year
Currently, Apex stores various products in its cold chain facility (ie. eye drops and
other drugs). Assuming Apex is to stop distributing the current products and focus
solely on Covid-19 vaccines (an unlikely scenario), the group can distribute up to 2-
3m doses of Covid-19 vaccines per year (post expansion).

When the Covid-19 vaccines are available, Apex may start as a wholesaler
Apex has been approached by several manufacturers to be the authorised distributor
for their upcoming Covid-19 vaccines (work-in-progress). There are many
considerations in evaluating these proposals (ie. whether the products will be
approved, pricings, efficiencies, requirements, etc) and hence, Apex has not
committed to any manufacturer. Instead, the group will likely start off as a wholesaler,
where Apex will distribute the Covid-19 vaccines from various manufacturers. As a
wholesaler, the distribution of Covid-19 vaccines may deliver a similar margin
to its existing wholesale business at around 10%.

Earnings & Valuation Summary

FYE 31 Dec 2018 2019 2020E 2021E 2022E
Revenue (RMm) 652.7 688.8 714.2 785.8 867.4
EBITDA (RMm) 71.0 76.1 80.7 88.5 107.1
Pretax profit (RMm) 69.3 66.3 73.9 81.2 100.1
Net profit (RMm) 58.6 52.8 56.2 61.7 76.1
EPS (sen) 12.5 11.2 11.9 13.1 16.2
PER () 29.6 32.9 30.9 28.2 22.8
Core net profit (RMm) 60.2 55.4 55.5 61.7 76.1
Core EPS (sen) 12.8 11.8 11.8 13.1 16.2
Core EPS growth (%) 33.9 -8.0 0.1 11.2 23.4
Core PER (x) 28.8 31.3 31.3 28.2 22.8
Net DPS (sen) 3.4 3.7 3.8 4.2 5.2
Dividend Yield (%) 0.9 1.0 1.0 1.1 1.4
EV/EBITDA 23.7 21.6 20.0 18.0 14.6
Chg in EPS (%) -2.6 3.2 2.8
Affin/Consensus (x) 1.0 1.0 1.1

Source: Company, Affin Hwang estimates



https://www.bbc.com/news/health-54902908
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Covid-19 vaccine for Malaysia still along way to go, reported NST

The NST reported that it is still a long way for the Covid-19 vaccines to be made
available for Malaysia. Health director-general Dr Noor Hisham Abdullah said there
were 10 companies claiming to have come close to finding a vaccine, however, none
had actually published their clinical trial data to be reviewed, reported NST.
Meanwhile, deputy director-general of health Dr Hishamshah Mohd Ibrahim said that
avaccine approval was not a simple process, as it needed to undergo various levels
of testing and approval from multiple agencies. To recap, the Ministry of Health of
Malaysia had earlier said that the ministry is studying 10 Covid-19 vaccines that have
entered into phase 3 trials, including 4 viral vector vaccines, 3 inactivated virus
vaccine, 2 RNA based vaccine and 1 virus like particle vaccine. However, the ministry
has not provided any guidance on the availability date / schedule.

Outthink. Out perform.

Trimming 2020E forecasts but raising 2021-22E EPS by 3%

We have revised our 2020/21/22E core EPS forecasts by -3%/+3%/+3% after
incorporating: (i) weaker revenue from the manufacturing segment due to slow
demand growth and delays in securing new customers / contract orders; (ii) higher
sales of pandemic related products; (iii) RM15m-40m revenue from distribution of
Covid-19 vaccines in FY21-22E; and (iv) higher profit margins due to lower operating
costs and better margins from the wholesale and distribution business. Broadly we
forecast Apex’s core net profit to recover by 11% in 2021E before accelerating to
23% growth in 2022E on pent-up demand and contribution from new production lines.

Upgrade to HOLD with a higher price target of RM3.80

We upgrade Apex to HOLD (from Sell) with a higher price target of RM3.80 based
on 29x 2021E earnings (from 21.5x). We now peg Apex at 3 standard deviation
above its 6-year average PER of 15x, taking into consideration: (i) the re-rating
across the local pharmaceutical companies; (ii) strong investor appetite for Covid-19
vaccine related plays; and (iii) scarcity premium for pharmaceutical names with
strong earnings track record. Key upside risks: strong investor appetite for Covid-19
vaccine plays, significant revenue uplift from distribution of Covid-19 vaccines;
downside risk is lower-than-expected earnings

Fig 1: Apex’s revenue (historical and forecasts) Fig 2: Apex’s core net profit (historical and forecasts)
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https://www.nst.com.my/news/nation/2020/11/643137/covid-19-vaccine-malaysia-still-long-way-go

Profit & Loss Statement

FYE30 Dec (RM m) 2018A 2019A 2020E 2021E 2022E
Revenue 652.7 688.8 714.2 785.8 867.4
Operating expenses 581.7 612.7 633.5 697.3 760.3
EBITDA 71.0 76.1 80.7 88.5 107.1
Depreciation -9.4 -15.0 -14.8 -15.6 -16.4
EBIT 61.6 61.1 65.8 72.9 90.7
Net int income/(expense) 16 0.6 15 2.1 2.7
Associates' contribution 7.8 7.3 5.8 6.1 6.7
Pretax profit 69.3 66.3 73.9 81.2 100.1
Tax -10.6 -13.6 -17.7 -19.5 -24.0
Minority interest 0.1 0.0 0.0 0.0 0.0
Net profit 58.6 52.8 56.2 61.7 76.1

Balance Sheet Statement

Cash and equivalents 81.2 120.4 138.8 156.5 181.6
Stocks 83.1 86.5 89.8 98.6  107.1
Debtors 160.4 1594 1704 1875 207.0
Other current assets 44 2.7 2.7 2.7 2.7
Total current assets 329.0 368.9 401.7 4453 498.3
Creditors 117.7 1201 1259 1383 150.2
Short term borrow ings 5.9 5.9 5.9 5.9 5.9
Other current liabilities 15 24 24 2.4 2.4
Total current liabilities 125.0 128.3 1341 1465 158.4
Long term borrow ings 24.0 18.3 13.3 8.3 3.3
Other long term liabilities 4.4 5.9 5.9 5.9 5.9
Total long term liabilities 28.5 24.2 19.2 14.2 9.2
Shareholders' Funds 386.0 425.1 463.3 505.2 556.9
Minority interest 0.5 0.5 0.5 0.5 0.5
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Financial Summary — Apex Healthcare Berhad

Key Financial Ratios and Margins
FYE 30 Dec (RM m) 2018A 2019A 2020E 2021E 2022E

Growth

Revenue (%) 5% 6% 4% 10% 10%
EBITDA (%) 22% 7% 6% 10% 21%
Core net profit (%) 34% -8% 0% 11% 23%
Profitability

EBITDA margin (%) 11% 11% 11% 11% 12%
PBT margin (%) 11% 10% 10% 10% 12%
Net profit margin (%) 9% 8% 8% 8% 9%
Effective tax rate (%) 15% 24% 24% 24% 24%
ROA (%) 12% 9% 9% 10% 11%
Core ROE (%) 16% 14% 12% 13% 14%
ROCE (%) 15% 13% 13% 14% 16%
Free cashflow (RMm) -22.0 52.5 41.7 42.6 54.7
FCF/share (RM) -0.05 0.11 0.09 0.09 0.12

Asset management

Debtors turnover (days) 84 85 84 83 83
Stock turnover (days) 56 58 59 57 58
Creditors turnover (days) 82 81 82 80 81

Capital structure
Net gearing (%) -13% -23%  -26%  -28%  -31%
Interest cover (x) n/a n/a n/a n/a n/a

Cash Flow Statement

FYE30 Dec (RM m) 2018A 2019A 2020E 2021E 2022E]
EBIT 61.6 61.1 65.8 72.9 90.7
Depreciation & amortisation 9.4 15.0 14.8 15.6 16.4
Working capital changes -16.3 0.5 -8.5 -135 -16.1
Cash tax paid -15.0 -10.4 -17.7 -19.5 -24.0
Others 0.8 2.0 2.2 21 2.7
Cashflow from operation 40.5 68.1 56.7 57.6 69.7
Capex -62.4 -15.6 -15.0 -15.0 -15.0
Others -3.4 -7.4 -0.3 -0.3 -0.3
Cash flow from investing -65.8 -23.0 -15.3 -15.3 -15.3
Debt raised/(repaid) 29.9 -5.8 -5.0 -5.0 -5.0
Dividends paid -15.2 -16.3 -18.0 -19.7 -24.3
Others 31.1 0.2 -5.0 -5.0 -5.0
Cash flow from financing 15.9 -16.1 -23.0 -24.7 -29.3
Free Cash Flow -22.0 52.5 41.7 42.6 54.7

Quarterly Profit & Loss

FYE 30 Dec (RM m) 3019 4Q19 1Q20 2Q20 3Q20
Revenue 180.7 170.6 1933 1747 169.1
Operating expenses 161.5 150.0 172.6 156.3 1499
EBITDA 19.1 20.7 20.7 18.4 19.2
Depreciation 11.4 15.0 4.3 8.5 12.5
EBIT 15.1 17.1 16.5 14.2 15.2
Net int income/(expense) 0.5 0.8 0.6 1.9 1.6
Associates' contribution 1.9 13 11 1.7 2.0
Exceptional tems -0.1 0.1 0.2 0.4 0.1
Pretax profit 17.1 18.5 17.9 16.3 175
Tax -3.0 -4.5 -3.6 -3.4 -3.1
Minority interest 0.0 0.0 0.0 0.1 -0.1
Net profit 141 14.0 14.4 13.0 14.2
Core net profit 14.2 13.9 14.2 12.7 14.1

Margins (%)

EBITDA 10.6% 12.1% 10.7% 10.5% 11.3%
PBT 9.5% 10.8% 9.3% 9.4% 10.3%
Net profit 7.8% 8.2% 7.4% 7.5% 8.4%

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.

T:+603 2142 3700
F:+603 2146 7630

research@affinhwang.com

www.affinhwang.com




