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Solid growth
prospects seen for
Apex Healthcare

Apex Healthcare Bhd
(Feb 20, RM2.38)
Maintain buy with a higher tar-
get price (TP) of RM2.82: Apex
Healthcare Bhd’s financial year
2019 (FY19) core net profit came
in within expectations. Its fourth
quarter of FY19 (4QFY19) revenue
grew 5% year-on-year (y-o-y), but
core net profit declined 17% y-o-y
mainly due to the absence of rein-
vestment allowance. Sequentially,
revenue and earnings were softer
due to the high base in 3QFY19 on
the back of higher masks sales, sea-
sonality factor and a higher effective
tax rate. We reduce our earnings
forecast by 5% to factor in a more
cautious macro environment but
maintain our “buy” rating on Apex
with a higher TP of RM2.82 as we
roll forward our valuation base to
FY21 estimate (FY21E). We expect
2020 to be a recovery year for Apex
as it continues to ramp up the pro-
duction of SPP NOVO. Apex de-
clared a final dividend per share
(DPS) of two sen, bringing its full-
year DPS to 3.7 sen, or a payout of
34% (2018: payout of 27%).
Revenue for 4QFY19 grew 5%
y-0-y to RM171 million, mainly driv-
en by stronger contribution from con-
tract manufacturingand pharmaceu-
tical sales to both private and public
sectors. Notably, its manufacturing
segment’s revenue grew 29% y-o-y
to RM18 million and achieved its
best-ever quarter on the back of the
ramp-up of production of SPPNOVO.
The group’s 4QFY19 core net profit
however declined 17% y-o-y mainly
due to the absence of reinvestment
allowance which previously had lift-
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ed its earnings in 4QFY18.
Revenue and earnings were soft-

er quarter-on-quarter (q-o-q) for

4QFY19 due to a combination of a

contribution was attributed to the
postponement of fulfilment dates
for a portion of secured orders to
2020 by customers and higher op-

high base in 3QFY19 on the back of  erating costs due to the commence-

stronger demand for face masks as
aresults of haze during the quarter,
seasonality factor and a higher ef-
fective tax rate. On a positive note,
4QFY19 earnings before interest,
tax, depreciation and amortisation
(Ebitda) margin has improved 1.3
percentage points q-0-q to 12.8%.
We believe that the commercial
production of SPP NOVO helped
to partially offset the fixed costs
of SPP NOVO and lower associate
contribution. The lower associate

ment of the associate’s third new
manufacturing facility.

We trim our FY20-21E earnings
by 5% to factor in weaker demand
due to negative impact from Cov-
id-19. We continue to like Apex for
its solid growth prospects led by
its strong execution, stable earn-
ings and added growth from the
turnaround of SPP NOVO. Down-
side risks are higher-than-expected
start-up costs and product recall
risk. — Affin Hwang Capital, Feb 20

Superior performance seen as

potential

catalyst for Public Bank

Public Bank Bhd

(Feb 20, RM18.12)

Maintain add with a lower target
price (TP) of RM22.60: Following
Bank Negara Malaysia’s move to
cut overnight policy rate (OPR) by
25 basis points (bps) to 2.75% on
Jan 22, Public Bank Bhd reduced
its base rate by 25bps to 3.27% ef-
fective Jan 28. On the same day, it
also cutiits fixed deposit (FD) rates
by 25bps for all tenors.

Public Bank's 25bps cuts in base
rate and FD rates were in line with
our expectations. As such, we stick
to our view that the OPR cut on Jan
20 will lower its financial year end-
ing Dec 31, 2020 forecast (FY20F)
net profit by 1.1% (on a full-year
basis), as highlighted in our bank-
ing report dated Jan 22. We expect
the bank to take similar action at
the next OPR cut in the first half of
2020, which is anticipated by our

economist. Based on this, the neg-
ative impact from two OPR cuts on
Public Bank’s FY20F net profit will
be manageable at only about 2%.
Based on our analysis, the neg-
ative impact of every 25bps OPR
cut on Public Bank'’s net profit (of
1.1%) is the lowest among local
banks. This is because: i) its float-
ing rate loan ratio of 77% projected
for FY20F is the third lowest in the
sector; ii) it has a relatively lower
ratio of 26.1% for low-cost deposits
(which means that it has a higher
proportion of FDs which are fully
repriced) versus the sector’s av-
erage of 28.9%; and iii) about 7%
of its loans are from its overseas
operations and, hence, will not be
affected by the OPR cuts. The bank
has banking operations in Hong
Kong, Vietnam and Cambodia.
We trim our FY20-21F earnings

rerating

per share forecasts for Public Bank
by about 1.9% to factor in two OPR
cuts, including the one on Jan 22.
‘These are based on the assumptions
that the lending and FD rates will be
reduced by 25bps each following
both OPR cuts. Consequently, our
dividend discount model-based TPis
reduced from RM23.10 to RM22.60.

We retain our “add” call on Pub-
lic Bank as we believe it is the most
defensive among its peers against
the expected rise in the industry’s
gross impaired loans ratio and
credit costs. Furthermore, based
our assessment, the OPR cuts will
have the smallest impact on Public
Bank amonglocal banks. A rerating
catalyst is superior financial per-
formance (relative to other banks)
amid the current uncertain oper-
ating environment. — CGS-CIMB
Research, Feb 19

Maybank expected
to see better performance
in4QFY19

Malayan Banking Bhd
(Feb 20, RM8.42)
Maintain buy with an unchanged
target price (TP) of RM10.30:
Earnings of Malayan Banking
Bhd’s (Maybank) Indonesia unit
fell 14.9% year-on-year (y-o-y),
due to higher provisions which
grew 35.9% y-o-y as it maintained
a conservative stance. Maybank
Indonesia set aside provisions pri-
marily in the commercial segment
which was impacted by a chal-
lenging economic environment.
Compared to last year, the gross
non-performing loan (NPL) level
stood at 3.3% in the fourth quarter
of financial year 2019 (4QFY19)
versus 2.6% in 4QFY18.
Operating income grew 3.9%
y-0-y supported by a 15% y-o-y
expansion in non-interest income
attributable to global market relat-
ed fees, bancassurance, investment
and e-channel transaction fees.
Meanwhile, net interest income
rose 0.8% y-0-y as interest expense
grew 9.3% y-o-y to 7.31 trillion rupi-
ah (RM2.22 billion) versus interest
income growth of 4.7% y-o-y. Net
interest margin declined 17 basis
points y-o-y to 5.07%, due to the
stockpiling of liquidity prior to In-
donesia’s general election.
Maybank Indonesia’s total cus-
tomer deposits fell 5.3% y-o0-y to
110.6 trillion rupiah, due to the re-
versing of its earlier build-up in li-
quidity after the general election.
Non-current and savings account
fell 3.1% y-0-y to 70.1 trillion rupiah.
Total loans contracted 8.1%
y-0-y to 122.6 trillion rupiah, due
to Maybank Indonesia’s continued
conservative stance in growing its
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asset selectively. The bank also
decided to have an exit strategy
for selected loans in the corporate
and commercial segments. Putting
into context, as at 4QFY19, global
banking booked moderate loans
growth of3.4% y-0-y to 32.1 trillion
rupiah, while community financial
services non-retail loans was 17.1%
lower y-0-y to 48.3 trillion rupiah.
Nevertheless, its loan-to-deposit
ratio was at a healthy level 0f94.1%,
while its liquidity coverage ratio
stood at 145.2%.

Operating expenditure grew 6.2%
y-0-y, which is considered under
control. The rise was attributable to
the incentives paid for mudharabah
deposits which grew 79.3% y-o-y.
Discounting these incentives, the
actual operating cost was flat.

There is no change to our
earnings forecasts for now as the
Maybank group will be announc-
ing its result later this month.

We should highlight that
Maybank Indonesia saw better op-
erating profits despite lower loans.
It also saw a sequential quarter of
results. Notwithstanding Maybank
Indonesia’s results, we expect the
Maybank group to see an improved
performance in 4QFY19 continuing
from 3QFY19. We opine that its op-
eration in Malaysia remains solid
and would provide a stable base for
the group. There could also be po-
tential improvement in FY20. Our
unchanged TP of RM10.30 is based
on pegging its FY20 book value of
equity per share to 1.4 times. We
should note that its dividend yield
ofabove 6% should provide a buffer
from any downside risk. — MIDF
Research, Feb 20
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