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FY19 slip into red, expect better quarters ahead
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FY19 slip into red as revenue halved, drag by R&D cost Company Description

Salutica manufactures electronic products,
Salutica FY19 slip into red as revenue almost halved (yoy:-46.6%). Revenue dives specializes in consumer and business electronic
due to delay in product launching and weak consumer market sentiment. The product development such as Bluetooth stereo
delay in product launching was due to longer than expected development cycle. headsets, smart watches and precision light
After 9 months delay, the group has just launch its latest generation cordless guides for optical touch screen systems.
Bluetooth headset which was co-developed with European design partner in the

. y . . Stock Return Information
market in Aug’19 thus we expect revenue to pick up while development cost to
moderate in coming quarters. KLCI 1,587.3
New businesses - sleep science, smart homes and next generation headsets Expected Share Return (%) 8.3
. . . Expected Dividend Yield (%) 4.0

The Group embark into new business such as sleep science (sensors for

Expected Total Return (%) -4.3

mattress), smart homes (sensors for controllers/switches) and next generation

headsets. Currently, the group is at prototyping stage for sensors used in smart SRR
X . . . Share Information
homes and quotation stage for sensors used in mattresses. We are positive with

diversification as 95% revenue of the group is from Bluetooth headsets however Bloomberg Code SALUT MK
do not expect significant contribution from new businesses in coming quarters. Stock Code 0183
Maintain dividend despite being in red Listing MAIN
The group is maintaining its 1%t interim dividend at 0.6 sen per share for FY20, to Issued Shares (m) 385.0
be paid on 30 Sept 2019. Market Cap (RM m) 231.0
Maintain Hold recommendation with higher TP of RM0.55 52W High 0.66
s . L. 52W Low 0.29
We maintain our FY20F forecast as it has already price in the successful launch )
of long-awaited cordless Bluetooth headset. We maintained our hold Estimated Free Float (%) 33.8
recommendation with higher target price of RM0.55 based on lower peers Beta (X) 0.9
average P/E of 10.0x on our estimated EPS for FY20F. 3-month Average Vol. 2,596,448
EARNINGS SUMMARY Top 3 Shareholders (%)
FY 30 Jun (RM m) 2017A 2018A 2019A 2020F 2021F James Lim 35.7
Genius Thinkers S/B 4.1
Revenue 247.1 261.5 139.0 238.7 286.6
Chan Shook Ling 1.6
EBITDA 29.8 21.5 5.1 33.4 40.1
Core Net Profit/(loss) 19.4 11.4 (0.6) 21.2 25.5 }
Core EPS (Sen) 5.0 2.9 (0.2) 5.5 6.6
Core EPS Growth (%) (20.4) (41.4) - - 20.3
Net DPS (Sen) 2.4 2.4 2.4 2.4 2.4
Core PE 31.1 19.8 - 10.2 8.5 ‘ 4
TV —— A |
Dividend Yield (%) 1.5 4.1 4.0 4.0 4.0
Debt/Equity (%) 20 03 02 04 04
ROA (%) 9.5 5.7 s 11.5 12.7 MM 1M
Absolute (%) 36.4 110.9 1.7
ROE (%) 12.1 6.8 - 12.6 13.8
Relative to Index (%) 39.8 112.0 11.8
NTA per share (sen) 41.9 42.8 40.3 43.4 47.7
Price to NTA (x) 3.7 1.3 1.5 1.1 1.0
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Fig 1: Quarterly results comparison

FYE 30 Jun Individual Quarters Cumulative Quarter
(RM m) YoY

4Q19 4Q18 4Q19 3Q19 4Q19 4Q18 yoy %
Revenue 16.0 42.1 (62.0) 16.0 19.4 (17.4) 139.0 261.5 (46.9)
Profit/(Loss) from
operations (1.1 (1.3) - (1.1) (4.1) - (0.9) 15.2 (106.2)
Finance cost (0.0) (0.0) - (0.0) (0.0) - (0.0) (0.1)
PBT (1.1 (1.3) (18.8) (1.1) (4.1) - (0.9) 15.1 (106.2)
Taxation 0.3 0.3 (21.7) 0.3 1.1 (75.1) 0.4 (3.7) (110.3)
PAT /(LAT) (0.8) (1.0) (17.8) (0.8) (3.1) (73.5) (0.6) 11.4 (104.8)
MI 0.0 0.0 - 0.0 0.0 - 0.0 0.0
PATMI (0.8) (1.0) (17.8) (0.8) (3.1) (73.5) (0.6) 11.4 (104.8)
Core net profit (0.8) (1.0) (17.8) (0.8) (3.1) (73.5) (0.6) 11.4 (104.8)
Basic EPS (sen) (0.2) (0.3) (17.8) (0.2) (0.8) (73.5) (0.1) 3.0 (104.8)
Diluted EPS (sen) (0.2) 1.6 (113.6) (0.2) 0.6 (135.2) (0.1) 3.0 (73.2)
Core EPS (sen) (0.2) 1.6 (113.6) (0.2) 0.6 (135.2) (0.1) 3.0 (73.2)

Source: company and Mercury Securities



DISCLAIMERS AND DISCLOSURES

Disclaimers

This report has been prepared by Mercury Securities Sdn Bhd (“Mercury Securities”) as part of the Mid and Small Cap
Research Scheme ("MidS") administered by Bursa Malaysia Berhad (“Bursa Malaysia”) and has been compensated to
undertake this scheme. Mercury Securities Sdn Bhd has produced this report independent of any undue influence from
Bursa Malaysia or the subject company. For more information about MidS and other research reports, please visit
Bursa Malaysia’s MidS link at: www.bursamids.com.

This report is prepared primarily for the use of Mercury Securities’ clients in Malaysia and not for publication purposes,
notwithstanding its public dissemination via MidS, Bursa Market Place and external financial information providers
such as Bloomberg LP. This report should not be reproduced, altered in any way, transmitted to, copied or distributed
to any other party in whole or in part in any form or manner without the prior express written consent of Mercury
Securities. Mercury Securities, companies and individuals related to it accept no liability whatsoever for the actions of
third parties in this respect.

This research report is prepared for general circulation and for information purposes only and under no circumstances
should it be considered or intended as an offer to sell or a solicitation of an offer to buy the stocks or securities
referred to in the report. Investors should note that the price, values or fundamentals of any securities may fluctuate
over time. Past performance of any securities may not be an accurate guide to its future performance.

This report is not intended to provide personal investment advice and does not take into account the investment
objectives, financial situation and risk appetite of persons who may receive or read this report. Investors are advised
to trade at their own absolute discretion, and to seek financial, legal and other pertinent professional advice
regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in
this report.

Any information, views, opinions, recommendations and advice in this report are given in good faith but without any
legal responsibility or liability to Mercury Securities and connected parties. Information contained in this report has
been obtained from public sources believed to be reliable but such sources are not independently verified by Mercury
Securities and consequently no representation is made as to the accuracy or completeness of this information and it
should not be relied upon as such. The views, recommendations and opinions in this research report are our own as of
the date hereof and are subject to change without prior notice.

Mercury Securities expressly disclaims any obligation to update or revise any views, recommendations, forward looking
statements and forecasts in a timely manner to reflect new information, events or circumstances after the date of
this report publication or to reflect the occurrence of unanticipated events. Our views and recommendations are
based on our own analysis of publicly available information. A subject company’s fundamentals and prospects are
subject to various risks and uncertainties that could cause its actual performance to differ from our opinion.

As such, Mercury Securities and its directors, officers, associates, connected parties and employees shall not be liable
for any direct, indirect or consequential losses or damages that may arise from the use of or reliance on this research
report.

Disclosures

Mercury Securities Sdn Bhd (113193-W) is a Participating Organisation of Bursa Malaysia Securities Berhad and a
principal holding a Capital Markets Services Licence (“CMSL”) issued by the Securities Commission (“SC”) of Malaysia.
Its research analysts hold a Capital Markets Services Representative’s Licence (“CMSRL”). Principals holding a CMSL
and representatives holding a CMSRL are regulated by SC in accordance with the Capital Markets and Services Act 2007
(“CMSA”).

Mercury Securities, companies or individuals connected with it may have used research material before publication
and may have positions in or may be materially interested in any stocks or securities in the markets mentioned. Some
of the subject companies covered by Mercury Securities for research purposes may be a client of Mercury Securities in
the past, current or may be a potential client in the future. Possible business dealings may include, but is not limited
to share trading, market making, underwriting, corporate finance and corporate advisory services.



RECOMMENDATION RATING

Mercury Securities maintains a list of stock coverage. Stock can be added or dropped subject to needs with or without
notice. Hence, the recommendation rating only applicable to stocks under the list. Stocks out of the coverage list will
not carry recommendation rating as the analyst may not follow the stocks adequately.

Mercury Securities has the following recommendation rating:

BUY Stock’s total return is expected to be +10% or better over the next 12 months
(including dividend yield)

HOLD Stock’s total return is expected to be within +10% or -10% over the next 12 months
(including dividend yield)

SELL Stock’s total return is expected to be -10% or worse over the next 12 months
(including dividend yield)
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