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Event
Finally starting to move forward. Fu Yu announced on 7 December that it
planned to spend S$20.3m to privatise 71%-owned Bursa-listed LCTH Corp (LCHT
MK, Not-rated). This move follows a change of a major shareholder, Ng Hock
Ching, who exited his >12% stake in the company last year. This sequence of
events indicate to us that the company may be ready to embark on its next
phase of growth, both organically and through M&A, with the S$92m cash on its
balance sheet.
Impact
Fu Yu is one of the largest manufacturers of high precision plastic parts and
moulds in Asia, with manufacturing facilities in Singapore, Malaysia and China. It
began paying 1.5 SG cents dividend from FY15 onwards, translating to an
attractive yield of 7.5%. Its net cash position of S$92m (12 SG cents/sh or 62% of
its current market cap) may allow it to fund inorganic growth. Alternatively, it is
an attractive privatisation candidate given its ability to generate healthy free
cash flows every year.
Valuation & Action
Downside protected by >5% dividend yield. Overall, the risk-reward dynamics
for Fu Yu is favourable to us given its attractive dividend yield, healthy balance
sheet and recovering earnings growth. Free cash flow is enough to sustain its 1.5
SG cents dividend, which amounts to a total annual cash outflow of S$11m.
Meanwhile, free cash flow generated averaged around S$18m per annum. Even
if we were to account for a lower dividend of 1.0 SG cents due to the S$20m
cash outflow to privatise LCTH this year, it would still offer a decent dividend
yield of 5.0%.
Focusing on growth. Business is beginning to improve as it reported two
consecutive quarters of QoQ earnings. It has highlighted the medical, green
products and security sectors as potential growth opportunities. In addition, Fu
Yu has made inroads into the automotive sector, which we believe may
contribute more meaningfully over the next 2-3 years.
Risks
Competitive landscape remains challenging and may lead to margin erosion.
Forex risk as around 80% of its sales are in USD while expenses are in USD (50%)
and RMB, MY, SGD.
Financials & Key Operating Statistics
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YE Dec (S$ m)
Revenue
Net Income
EPS (Cents)
EPS grth (%)
P/E (x)
DPS (SG Cents)
Div Yield (%)
Net Margin (%)
Net Debt ($m)
Price / Book (x)
ROE (%)

2012
313.2
-4.4
-0.6
-247.1
0.0
0.0
0.0
-0.6
-44.9
0.3
-2.7

2013
283.4
6.6
0.9
na
22.5
0.0
0.0
-1.8
-73.7
0.4
4.2

So urce: Co mpany Data, KGI Research (negative net debt=net cash)
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2014
254.4
10.0
1.4
48.4
15.2
0.0
0.0
3.9
-88.0
0.4
5.9

2015
222.5
14.1
1.9
38.5
11.0
1.5
7.3
6.1
-103.6
0.7
8.0

2016
198.6
10.5
1.4
-25.1
14.6
1.5
7.3
5.2
-108.3
0.8
6.0

Fu Yu Corp

Singapore

Restructuring almost complete, now focused on growth
In our view, the group has done well over the past four years in containing costs
amid declining sales. However, in order for Fu Yu’s valuation to rerate higher, we
believe it has to come from earnings growth. During our recent meeting with
management, were able to gain better insight into the three key areas that it has
focused on for future growth: Security, Medical and Green products. Utilisation
currently stands at around 50-60%, enabling rapid growth without high capex
requirements. Revenues have stagnated at $50m/quarter over the past two
years, which we understand is due to management’s focus on
restructuring/improving efficiencies within the group. Now that this
restructuring phase is almost over, management’s attention has shifted to
acquiring new clients and product range.

Figure 1: Declining sales but still profitable due to improvement in operational efficiency
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Minimal capex outlay for its business. Fu Yu’s business does not require
significant capex, with only $5-10m required for maintenance capex. As a result,
free cash flow has been positive since FY13, helping push up its next cash
balance to almost $100m.
Cost savings from LCTH privatisation. The group is expected to save at least
RM1m on cost savings from the delisting of its Bursa-listed subsidiary. There
could potentially be more synergies as the group will have a better ability to
expand without the need to seek shareholder approval for significant changes.
The total privatisation exercise is estimated to result in a cash outflow of $20m,
or around 20% of its cash balance.

Figure 2: Positive free cash flows over the past four years has strengthened its balance sheet
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Rating

Definition
KGI Securities Research’s recommendations are based on an Absolute Return rating system.

BUY

>10% total return over the next 12 months

HOLD

-10% to +10% total return over the next 12 months

SELL

<-10% total return over the next 12 months

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into
any legal relations, nor an advice or a recommendation with respect to such securities. This report is prepared for
general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. You should independently evaluate particular investments and consult
an independent financial adviser before dealing in any securities mentioned in this report.
This report is confidential. This report may not be published, circulated, reproduced or distributed and/or
redistributed in whole or in part by any recipient of this report to any other person without the prior written
consent of KGI Securities. This report is not intended for distribution and/or redistribution, publication to or use
by any person in any jurisdiction outside Singapore or any other jurisdiction as KGI Securities may determine in its
absolute discretion, where the distribution, publication or use of this report would be contrary to applicable law
or would subject KGI Securities and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of
Singapore) to any registration, licensing or other requirements within such jurisdiction.
The information or views in the report (“Information”) has been obtained or derived from sources believed by KGI
Securities to be reliable. However, KGI Securities makes no representation as to the accuracy or completeness of
such sources or the Information and KGI Securities accepts no liability whatsoever for any loss or damage arising
from the use of or reliance on the Information. KGI Securities and its connected persons may have issued other
reports expressing views different from the Information and all views expressed in all reports of KGI Securities and
its connected persons are subject to change without notice. KGI Securities reserves the right to act upon or use
the Information at any time, including before its publication herein.
Except as otherwise indicated below, (1) KGI Securities, its connected persons and its officers, employees and
representatives may, to the extent permitted by law, transact with, perform or provide broking, underwriting,
corporate finance-related or other services for or solicit business from, the subject corporation(s) referred to in
this report; (2) KGI Securities, its connected persons and its officers, employees and representatives may also, to
the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related
thereto; and (3) the officers, employees and representatives of KGI Securities may also serve on the board of
directors or in trustee positions with the subject corporation(s) referred to in this report. (All of the foregoing is
hereafter referred to as the “Subject Business”.)
However, as of the date of this report, neither KGI Securities nor its representative(s) who produced this report
(each a “research analyst”), has any proprietary position or material interest in, and KGI Securities does not make
any market in, the securities which are recommended in this report.
Each research analyst of KGI Securities who produced this report hereby certifies that (1) the views expressed in
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities in this
report; (2) the report was produced independently by him/her; (3) he/she does not carry out, whether for
himself/herself or on behalf of KGI Securities or any other person, any of the Subject Business involving any of the
subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive
any compensation that is directly or indirectly related or linked to the recommendations or views expressed in
this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect of the
securities in this report. However, the compensation received by each such research analyst is based upon various
factors, including KGI Securities’ total revenues, a portion of which are generated from KGI Securities’ business of
dealing in securities.
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