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Business Summary: Involved in hire purchase financing for used motor vehicles, insurance agency business
and furniture business

Substantial Shareholders: Teoh Hock Chai @ Tew Hock Chai and deemed interest 35.7%
Amity Corporation Sdn Bhd 5.1%
Market / Sector: Main / Finance Stock Code: 5228
Bloomberg Ticker: ELK:MK
Market Capitalisation: RM357.97 m Recommendation: HOLD
Target Price: RM1.17 Expected Capital Gain: -
Expected Div Yield: 5%
Current Price: RM1.20

Expected Total Return: 5%
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Key Stock Statistics 2016 2017 2018F 2019F
Fully Diluted EPS (sen)  10.76 9.99 7.98 8.48
P/E (X) 11.16 12.01 15.03 14.16
Net Dividend/Share (sen)  6.75 6.75 6.00 6.00
NTA/Share (RM) 1.84 1.45 117 1.26

Book Value/Share (RM) 1.84

1.45 1.17 1.26

Issued Capital (mil shares) 174.65  230.30  306.14  306.14
52-weeks Share Price Range (RM) 1.12-1.26
Estimated free float 60%
Average volume (shares) 48,000
Per Share Data 2016 2017 2018F 2019F
Year-end 31 Mar

Book Value (RM) 1.84 1.45 1.17 1.26
Operating Cash Flow (sen) 5.73  (20.64) 4.76 6.24
EPS (sen) 10.76 9.99 7.98 8.48
Net Dividend/Share (sen)  6.75 6.75 6.00 6.00
Payout Ratio (%) 72.60 67.60 75.14 70.79
P/E (x) 11.16 12.01 15.03 14.16
P/Cash Flow (x) 20.95 (5.81) 25.22 19.23
P/Book Value (x) 0.65 0.83 1.02 0.96
Dividend Yield (%) 5.63 5.63 5.00 5.00
ROE (%) 6.47 7.02 7.06 6.98
Net Gearing (%) n.c. n.c. n.c. n.c..
n.c. - net cash

P&L Analysis (RM mil) 2016 2017 2018F 2019F
Revenue 64.17 94.49 97.78 102.63
EBITDA 25.97 30.80 32.49 34.49
Depreciation (0.45) (0.58) (0.58) (0.60)
Net Interest Income (0.20) 0.34 0.25 0.25
Pre-tax Profit 25.32 30.57 32.16 34.14
Net Profit 18.79 23.00 24.44 25.95
EBITDA Margin (%) 40.47 3260  33.23 33.60
Pre-tax Margin (%) 39.47 32.35 32.89 33.26
Net-Margin (%) 29.28 24.34 25.00 25.28

20FY18 Results Highlight

2QFY18  2QFY17 Chg

RMm RMm %

Revenue 24.96 22.53 10.8
Other Income 0.43 0.58 -25.9
Impairment Allowance 5.08 5.04 0.8
Other Expenses 6.88 6.10 12.8
Pre-tax Profit 8.09 7.27 11.3
Net Profit 5.96 5.41 10.2
Pre-tax Margin (%) 324 323 0.3
Net Margin (%) 23.9 24.0 -0.4

The Company’s 2QFY18 revenue improved by
10.8% year-on-year (“yoy”) to RM24.96m, both
hire purchase and furniture segments have
registered higher revenue growth. Net profit for
the quarter increased by 10.2% yoy to RM5.96m
supported by stable margins.

For HP segment, revenue grew 11% yoy to
RM17.67m this quarter, while PBT was also
higher by 10% yoy at RM8.09m.

The furniture segment recorded a 10% yoy growth
in revenue to RM7.30m. Though PBT is small at
RM4.4k, it is an improvement compared to a loss
before tax of RM0.11m during the same period last
year.

For quarter-on-quarter (“qoq”) performance, the
Company’s revenue declined marginally by 2%
from the last quarter’s revenue of RM25.57m,
however net profit rose by 18% qog from
RM5.05m registered in the preceding quarter. Last
quarter’s net profit was dragged lower by higher-
than-expected impairment allowance.
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1HFY18 Results Highlight
1HFY18  1HFY17 Chg
RMm RMm %
Revenue 50.54 44.52 135
Other Income 0.65 1.29 -49.6
Impairment Allowance 11.69 9.46 23.6
Other Expenses 1341 12.18 10.1
Pre-tax Profit 14.99 14.75 1.6
Net Profit 11.01 10.91 0.9
Pre-tax Margin (%) 29.7 33.1 -10.3
Net Margin (%) 218 245 -11.0
In 1HFY18, revenue rose 13.5% to RM50.54m from RM44.52m in 1HFY17, but net profit only increased by
0.9% to RM11.01m, attributable to the increase of 23.6% in impairment allowance, thus dragging down the
margins from a year ago.
While the Company’s 1HFY 18’s revenue amounting to 51.7% of our full-year forecast of RM97.78m is within
our expectations, the net profit so far has only accounted for 45% of our estimate of RM24.44m due to higher-
than-expected impairment allowance recorded in 1QFY18. However, the latest 2QFY18’s net profit and
margins have improved and are in line with our projections.
The Company has announced an interim dividend of 3.25sen per share FY18 (FY17: 3.25sen), which will go
ex-dividend on 23 Jan 2018 and is payable on 8 Feb 2018.
Earnings Outlook
We are maintaining our earnings forecast as we expect continued demand for the Company’s HP products in
the coming quarters given that the macroeconomic outlook remains positive. The favourable economic
environment bodes well for the overall local motor vehicle industry going forward. The risk to our earnings
forecast will be a sharp deterioration in the local economy which can result in lower HP demand and higher
impairment allowance.
Within the auto financing industry, we believe the Company has significant room for growth given that the
business segment that the Company is currently operating in is still relatively small. However, the earnings
growth for the Company to a large extent will depend on the how aggressive management wants to grow its HP
portfolio.
Corporate Update
ELK-Desa Capital Sdn Bhd, a wholly-owned subsidiary of the Company has been granted a Money Lending
Licence by Ministry of Urban Wellbeing, Housing and Local Government on 13 November 2017. We are
positive about this development as it represents another potential revenue stream for the Company. Small
personal financing activities share many similarities with used car financing in term of operations, hence the
Company can rely on the existing resources to accommodate the new business. Its current HP customer
demographics also fit in well with target customers for money lending. We see both personal financing and
auto financing as complementary to each other as the big market player like Aeon Credit has long been
marketing both products under its portfolio.
Valuation and Recommendation

We are maintaining a HOLD recommendation with an unchanged price target of RM1.17 based on a current
year P/BV of 1x. P/E valuations are largely in line with the broad market and we are positive on the Company’s
longer term prospects. It is the leading player in its niche hire purchase segment, is able to sustain healthy profit
margins and is prudent in terms of managing credit risk. The forecast dividend yield of about 5% will continue
to underpin the share price at current levels.
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Disclosures/Disclaimer

Investment ratings:

Buy (generally >10% upside over the next 12 months)

Hold (generally negative 10% downside to positive 10% upside over the next 12 months)
Sell (generally >10% downside over the next 12 months)

This report has been prepared by BCT Asia Advisory Sdn Bhd pursuant to the Mid and Small Cap Research
Scheme (“MidS”) administered by Bursa Malaysia Berhad. This report has been produced independent of any
influence from Bursa Malaysia Berhad or the subject company. Bursa Malaysia Berhad and its group of
companies disclaims any and all liability, howsoever arising, out of or in relation to the administration of MidS
and/or this report.

The information and opinion in this document has been obtained from various sources believed to be reliable. This
publication is for information purpose only, and must not be relied upon as authoritative or taken in substitution
for the exercise of judgment. This document is not to be construed as an offer or a solicitation of an offer to buy or
sell any securities. Opinions expressed in this publication are subject to change without notice and any
recommendation herein does not have regard to the specific investment objectives, financial situation and the
particular needs of any specific addressee. No representation, express or implied, is made with respect to the
accuracy, completeness or reliability of the information or opinions in this publication. Accordingly, neither we
nor any of our affiliates nor persons related to us accept any liability whatsoever for any direct, indirect or
consequential losses (including loss and profit) or damages that may arise from the use of information or opinions
in this publication.

BCT Asia Advisory Sdn Bhd and its related companies, their associates, directors, connected parties and/or
employees may own or have positions in any securities mentioned herein or any securities related thereto and may
from time to time add or dispose of or may materially be interested in any such securities. BCT Asia Advisory
Sdn Bhd and its related companies may from time to time perform advisory, investment, communications or other
services for, or solicit such advisory, investment, communications or other services from any entity mentioned in
this report. In reviewing these materials, you should be aware that any or all of the foregoing, among other things,
may give rise to real or potential conflicts of interest.

Page 3 of 3



