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Still all about its yields

Uchi’s stock price has righfully re-rated over the past 2 years on its
attractive valuations and above-average dividend yields. While the
latter remains attractive at just under 7% over 2016-18E, the lack of
near-term earnings catalysts and lacklustre earnings growth, would
likely cap further yield compression, in our view. Maintain Hold and
TP of RM1.69 based on a 2017E PER of 14x.

Dividend yields remain the main angle, in our view

We expect Uchi’s dividend yields to remain solid over the near term. Over
the past 5 years, the company has paid out an average of 93% of its
earnings and this has translated into healthy dividend yields. Uchi should
be able to continue to churn out healthy dividends in the coming years on
the back of a stable sales outlook and sustainable margins.

Management has sales visibility till year end

With high order visibitlity for the rest of the year, management has guided
that its sales would remain stable in 2016. Given the pace of sales (1H16:
US$14m), we believe 2016 sales can match 2015 levels of US$29m.

Margins likely to hold steady

Profit margins are likely to remain stable on several counts. First, the cost
of the coffee module is small (accounting for some 5%) in respect of the
total cost of the final product. This leaves room for costs (especially from
Uchi’s perspective) to be controlled. In addition, Uchi is at most times the
single external supplier, apart from when the customers produce the
modules themselves in-house, and works in a strong partnership with the
customer and thus is fairly transparent, particularly when it comes to costs.
This, in our view will keep sharp ASP erosion to a minimal.

Maintain Hold and target price of RM1.69

After posting strong 2Q16 results, we recently downgraded Uchi (see
1H16 earnings rise 12% yoy, 24 August 2016). Given the flat earnings that
we see over 2016-18E, we maintain our Hold rating and 12-month TP of
RM1.69, based on a 2017E PER of 14x. In our view, dividends remain key
to supporting the stock and we believe they can be sustained near term.
However, with lacklustre top-line growth and limited near-term earnings
catalysts, we see further yield compression as unwarranted. Downside
risk: customer concentration; upside risk: better-than-expected demand.

Earnings & Valuation Summary

FYE 31 Dec 2014 2015 2016E 2017E 2018E
Revenue (RMm) 95.5 112.6 116.8 116.1 1185
EBITDA (RMm) 42.3 58.1 57.8 56.9 58.1
Pretax profit (RMm) 41.3 50.4 54.2 53.5 54.5
Net profit (RMm) 40.1 49.3 53.4 52.7 53.7
EPS (sen) 9.2 11.3 12.2 12.1 12.3
PER (x) 18.3 14.9 13.7 13.9 13.7
Core net profit (RMm) 38.4 54.9 53.4 52.7 53.7
Core EPS (sen) 8.8 12.6 12.2 121 12.3
Core EPS growth (%) (2.1) 43.1 2.7) (1.3) 18
Core PER (x) 19.1 134 13.7 13.9 13.7
Net DPS (sen) 10.0 11.0 11.0 11.0 11.0
Dividend Yield (%) 6.0 6.5 6.5 6.5 6.5
EV/EBITDA (x) 14.2 9.6 9.6 9.6 9.1
Chg in EPS (%) - - -
Affin/Consensus (x) 1.0 1.0 1.0
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M 3M 12M
Absolute +2.4% +9.1% +13.4%
Rel to KLCI +3.4% +8.3% +12.3%
Stock Data
Issued shares (m) 436.6
Mkt cap (RMm)/(US$m) 733.5/177.2
Avqg daily vol - 6mth (m) 0.5
52-wk range (RM) 1.43-1.69
Est free float 44.4%
BV per share (RM) 0.55
P/BV (x) 3.07
Net cash/ (debt) (RMm) (2Q16) 189.88
ROE (2016E) 22.6%
Derivatives Nil
Shariah Compliant Yes
Key Shareholders
Eastbow International Ltd 19.1%
LTH 9.4%
Ironbridge Worldwide 8.1%
Public Islamic 3.7%
Source: Affin Hwang, Bloomberg
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Strong dividends likely to be sustained

Dividend yields likely to remain solid

We expect Uchi’s dividend yields to remain solid over the near term. Over
the past 5 years, the company has paid out an average of 93% of its
earnings (Fig 1) and this has translated into healthy dividend yields. Uchi
should continue be able to churn out healthy dividends in the coming years
on the back of a stable sales outlook and sustainable margins.

Fig 1: Dividend payout ratio
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Fig 2: Dividend yields
%

11

10

5
1/1/2010 1/1/2011 1/1/2012  1/1/2013

Source: Bloomberg, Company

Affin Hwang Investment Bank Bhd (14389-U)

2014

1/1/2014

1/1/2015

2015

1/1/2016

105%

100%

95%

90%

85%

80%

75%

70%

Outthink. Out perform.

www.affinhwang.com
Page 2 of 8



6 October 2016

Securities

b AFFIN HWANG
CAPITAL

Sales should remain solid

Low penetration rates likely to support demand

Although management has admittedly said that European macroeconomic
conditions have still not recovered (to prior to Lehman crisis levels) and
coupled with more recent turn of events concerning Brexit, we are of the
view that demand for high-end automatic-coffee machines will sustain, at
least over the near term (recall that nearly 90% of Uchi’s sales fall within
Europe). Upside to sales could possibly also come from the US, although
drip coffee still remains the preference in this continent. Nevertheless, we
believe that Uchi’'s top-line growth will be underpinned by the rather low
penetration rates in the high-end automated-coffee machine segment
(which we believed to be in the 30% level in the EU and single digits in the
us).

Uchi also plays an important role as key supplier

Over the recent quarters, while Uchi’s sales have been relatively volatile on
a quarterly basis, sales have, nevertheless, not deviated beyond the range
of between US$6-8m/quarter over the past 2 years. Reasons are several
fold but importantly, Uchi is a major supplier, and sometimes the sole
supplier, of fully-automated coffee-machine modules for major brands
including Krups, Jura and Nespresso amongst others. Its key competitive
edge lies in the cost savings that Uchi offers to its customers and the
continued focus on technology improvement that it provides for its clients.
Meanwhile, the stable quarterly sales also reaffirms the low penetration
rates for these high-end automated-coffee machines.

Management has sales visibility till year end

With high order visibitlity for the remainder of the year, management has
guided that its sales would remain stable in 2016. In view of this, and with
1H16 top line of US$14m, sales for 2016 appear to be tracking towards
2015 levels (US$29m).

Fig 3: Sales in US$
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Margins have remained solid

Margins likely to hold steady

From a profitability perspective, profit margins are likely to remain stable on
several counts. First, the cost of the coffee module is small (accounting for
some 5%) in respect of the total cost of the final product. This leaves room
for cost (especially from Uchi’s perspective) to be controlled. In addition,
Uchi is at most times the single external supplier, apart from when the
customers produce the modules themselves in-house, and works in a
strong partnership with the customer and, thus, is fairly transparent,
particularly when it comes to costs. This, in our view will keep sharp ASP
erosion to a minimal.

Increased automation should help mitigate cost pressure
Moreover, to counter the cost of rising minimum wages, the company has

enhanced the adoption of automation in its production lines, and, therefore,
has been able it to reduce its headcount by over 10% in recent times.

Fig 4: Long-term EBITDA margin trend
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Positively impacted by weaker RM

Note that while bulk of Uchi’'s sales is derived from Europe, its sales are
pegged to the US$, instead of the Euro. This is also the reason behind its
stronger earnings in 1H16 (core profit up 12% yoy), which was lifted by the
depreciation of the RM. Positive operating leverage from the stronger
revenue base has also helped Uchi sustain its strong margins

Affin Hwang Investment Bank Bhd (14389-U)
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Valuation and recommendation

Strong re-rating since 2015

Uchi’s stock price has seen a re-rating over the past 2 years, underpinned
largely by its attractive valuations and above-average dividend yields. Its
PER multiples (Fig 5) are, thus, at their current highs, and stand at >+2SD
above the past-5-year mean PER. While dividend yields, at just under 7%
for 2016-18E, still remains attractive vis-a-vis the market, we are of the
view that further upside may be capped considering Uchi’s sluggish
earnings-growth prospects over 2016-18E. Meanwhile dividend yields
adjusted for 10-year MGS risk free rates at 3.1%, are near their past-6-
year lows (Fig 6) and below their past-6-year average of 4.3%. As such,
the stock appears to be fairly priced after taking into account the equity-risk

premium.

Fig 5: PE at >+2SD historical mean
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Fig 6: Dividend yields less 10-year MGS
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Limited near-term catalysts

While earnings upside may be driven by a rising penetration rate for high-
end automated-coffee machines and the expansion into the outsourcing of
other electronic components (recall that Uchi’s key strength lies in
Application Specific Integrated Circuits or ASIC), we believe that this may
only be a longer-term earnings-growth driver. Notably, Uchi has tried to
diversify its business although the success rate has been slow on this
front.

Maintain Hold and target price of RM1.69

We maintain our Hold rating on Uchi and 12-month target price of RM1.69,
based on a 2017E PER of 14x. Dividend yields remain key to supporting
the stock and we believe that dividends can be sustained at least over the
near term. However, with lacklustre earnings growth and limited near-term
earnings catalysts, we are of the view that further yield compression may
be unwarranted.

Risks

Upside risks to our call would be better-than-expected demand and rapid
growth from the introduction of new products. Downside risks would
include a high dependency on a few customers, weaker-then-expected
demand and a sharp depreciation of the US$ vis-a-vis the RM.

Affin Hwang Investment Bank Bhd (14389-U)
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UCHI — FINANCIAL SUMMARY
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Profit & Loss Statement

FYE 31 Dec (RMm) 2014
Revenue 95
Operating expenses (53)
EBITDA 42
Depreciation (6)
EBIT 36
Net int income/(expense) 3
Associates' contribution 0
Pretax profit 41
Tax 1)
Minority interest 0
Net profit 40
Core net profit 40

2015 2016E 2017E 2018E
113 117 116 119
(55) (59) (59) (60)

58 58 57 58
o o @& @
51 50 49 50

5 4 4 5

0 0 0 0
50 54 54 54
o o o o

0 0 0 0
49 53 53 54
49 53 53 54

Balance Sheet Statement

FYE 31 Dec (RMm) 2014
Fixed assets 80
Other long term assets 8
Total non-current assets 88
Cash and equivalents 133
Stocks 13
Debtors 7
Other current assets 1
Total current assets 154
Creditors 26
Short term borrowings -

Other current liabilities 19
Total current liabilities 45

Long term borrowings -

Other long term liabilities 1
Total long term liabilities 1
Shareholders' Funds 193

2015 2016E 2017E 2018E

72 69 68 65
8 8 8 8
80 7 76 73

174 178 190 203

14 16 17 18
10 10 11 11
1 1 1 1

200 205 218 233

231 243 254 267

Cash Flow Statement

FYE 31 Dec (RMm) 2014
EBIT 36
Depreciation & amortisation 6
Working capital changes 5
Cash tax paid @)
Others 3
Cashflow from operation 49
Capex (12)
Disposal/(purchases) 0
Others 4
Cash flow from investing 9)

Debt raised/(repaid) -

Equity raised/(repaid) 2
Net interest income/(expense) 3
Dividends paid (22)
Others ?3)
Cash flow from financing (21)
Net change in CF 20
Free Cash Flow 37

2015 2016E 2017E 2018E

51 50 49 50
7 7 8 8
7y @1y 1) 1)
(1) 1) () (1)
@ 4 4 5
46 49 59 60

(0) (5) (6) (6)
6 - - -
4 - . -

10 (5) (6) (6)

21 - - -
5 4 4 5
(38) (41) (41) (41)
(5) 4 4 (5)
a7 @1 @1 (@)

40 3 12 13
46 44 53 54

Source: Company, Affin Hwang forecasts

Affin Hwang Investment Bank Bhd (14389-U)

Key Financial Ratios and Margins

FYE 31 Dec (RMm) 2014 2015 2016E 2017E 2018E
Growth

Revenue (%) 1.6 18.0 3.7 (0.6) 2.1
EBITDA (%) (22) 373 (0.4 (1.6) 21
Core net profit (%) (2.1) 431 27 (@13 18
Profitability

EBITDA margin (%) 44.3 515 495 490 490
PBT margin (%) 43.3 447 464 461 46.0
Net profit margin (%) 420 43.8 457 454 453
Effective tax rate (%) (29 ((22) (15 (@5 (@5
ROA (%) 166 176 189 179 175
Core ROE (%) 200 259 226 212 206
ROCE (%) 18.8 242 213 19.8 19.2
Dividend payout ratio (%) 1089 974 899 911 895
Liquidity

Current ratio (x) 3.4 4.7 6.2 6.6 7.0
Op. cash flow (RMm) 493 464 494 593 60.4
Free cashflow (RMm) 36.8 46.1 444 533 544
FCF/share (sen) 84 106 102 122 125
Asset management

Debtors turnover (days) 286 320 320 33.0 340
Stock turnover (days) 64.0 640 640 640 64.0

Creditors turnover (days) 1753 80.0 80.0 810 80.0
Capital structure

Net gearing (%) (68.9) (75.6) (73.1) (74.6) (76.1)
Interest cover (x) - - - - -

Quarterly Profit & Loss

FYE 31 Dec (RMm) 2015 3Q15 4Q15 1Q16 2Q16

Revenue 27 29 30 31 27
Operating expenses (14) (13) (15) (16) (14)
EBITDA 13 16 15 15 14
Depreciation 2) ) ) ) Q)
EBIT 11 14 14 14 12
Net int income/(expense) 2 1 1 1 1
Associates' contribution 0 0 0 0 0
Exceptional Items 0) 4) 1 1) 1)
Pretax profit 13 11 16 14 12
Tax 0 © ) 0 0)
Minority interest

Net profit 12 11 16 13 12
Core net profit 12 15 15 15 13
Margins (%)

EBITDA 46.8 551 504 49.1 499
PBT 46.1 386 525 449 452

Net profit 452 372 521 43.8 438

www.affinhwang.com
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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. However, such sources have not been independently verified by the Company, and as such the Company does not give any guarantee, representation or warranty (express
or implied) as to the adequacy, accuracy, reliability or completeness of the information and/or opinion provided or rendered in this report. Facts, information, 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. Reports issued by the Company, are prepared in accordance with the Company’s policies for managing conflicts of interest arising as a
result of publication and distribution of investment research reports. Under no circumstances shall the Company, its associates and/or any person related to it 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. Any opinions or estimates in this report are that of the Company, as of this date and subject to change without
prior notice. 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 and/or any of its directors
and/or employees may have an interest in the securities mentioned therein. The Company may also make investment decisions or take proprietary positions that are inconsistent
with the recommendations or views in this report.

Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your
financial status, risk and return preferences and hence an independent evaluation is essential. Investors are advised to inde pendently evaluate particular investments and strategies
and to seek independent financial, legal and other advice on the information and/or opinion contained in this report before investing or participating in any of the securities or
investment strategies or transactions discussed 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.

The Company’s research, or any portion thereof may not be reprinted, sold or redistributed without the consent of the Company.
The Company, is a participant of the Capital Market Development Fund-Bursa Research Scheme, and will receive compensation for the participation.

This report is printed and published by:
Affin Hwang Investment Bank Berhad (14389-U)

A Participating Organisation of Bursa Malaysia Securities Bhd
Chulan Tower Branch,

3rd Floor, Chulan Tower,

No 3, Jalan Conlay,

50450 Kuala Lumpur.

www.affinhwang.com

Email : research@affinhwang.com

Tel : + 603 2143 8668

Fax : + 603 2145 3005
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