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Company Description

SCH Group Berhad, through its subsidiary,
imports, distribute and supplies industrial spare
parts for quarry equipment.

Stock Data
Bursa / Bloomberg code 0161/ SCHG MK
Board / Sector ACE / Industrial
Syariah Compliant status Yes
Issued shares (m) 412.24
Par Value (RM) 0.10
Market cap. (RMm) 96.88
52-week price Range RM0.17 - 0.28
Beta (against KLCI) 113
3-m Average Daily Volume 1.87m
3-m Average Daily Value® RM0.39m
Share Performance

m 3m 12m
Absolute (%) 11.9 20.5 30.6
Relative (%) 8.8 -4.9 17.6
Major Shareholders %
Thianjing Holdings Sdn Bhd 16.54
Chee Siang Khoo 6.60
Mong Ling Lau 5.79
Estimated Free Float 40.71
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What's New

SCH proposed to acquire the entire equity interest in
TK Tent & Air-Conditioning Rental Sdn Bhd (TK Tent)
from the vendor, Hextar Holdings Sdn Bhd (Vendor) for
RM50m.

TK Tent is principally involved in the provision of
event-related equipment rental for and trading of the
following equipment:-

(a) temperature control systems, which includes portable air
conditioner, chillers, air handling unit, fabric ducting and
ventilation systems;

(b) energy products/equipment, which includes generator
sets, cables, switch board, diesel pump and skid tank; and

(c) other event equipment such as tents, furniture, stage,
platform, portable toilets and decoration.

TK Tent's event equipment is mainly used by various trade
fairs/shows, exhibitions, office buildings, conventions and
national level events held in Malaysia and Asia.

Comment

Venturing into new business segment. SCH claimed
that the new business venture helps to mitigate its
dependency on current business which is more cyclical.
We are surprised with this new business diversification as
we thought that any future asset acquisition could be
related or complement to its existing quarry equipment
business or mining industry which renders some forms of
synergies. We are uncertain how successful of this proposed
diversification. Nevertheless, the risk of new business
venture will be mitigated by the profit guarantee undertaken
by the Vendor for the next 3 years. According to the
industry consultant, Protégé Associates Sdn Bhd, the outlook
for the event equipment supply market is positive during the
forecast period from 2018 to 2021 which is expected to be
fuelled by the growth in the business events industry in
Malaysia. The forecast compound annual growth rate for the
business events industry from 2016 to 2020 is 39.5%.

Profit guarantee. The Vendor guarantees that TK Tent
shall achieve an aggregate PAT of at least RM15.5m for FYE
June 2018 to FYE June 2020 (targeted PAT of RM4m for
FY18, RM5m for FY19 and RM6.5m for FY20). In return,
SCH will offer up to 60m new shares to the Vendor to be
issued under the earlier proposed private placement. The
Vendor shall be liable to pay any shortfall to the guaranteed
sum within 14 days after account closing for FY20. To recap,
TK Tent achieved PAT of RM3.9m, RM6.5m and RM1.0m for
its FY15, FY16 and FY17 results respectively.

Please read carefully the important disclosures at end of this publication
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Gearing is expected to increase. The purchase
consideration of RM50m will be funded by bank borrowings
(70%) and proposed placement which was announced
earlier and/or internal funds (30%). Thus, the Group’s
gearing ratio is expected to increase to 0.6x after the
proposed private placement and this proposed acquisition
from existing 0.3x as of FY17.

Earnings accretive. Meanwhile, the new business
acquisition is deemed as earnings accretive as the Group’s
fully-diluted EPS for FY19 is also expected to increase by
45.3% to 1.38 sen from 0.95 sen (assuming RM5m PAT
contributed by TK Tent, yearly interest on borrowings of
RM1.6m for the acquisition and RMO0.7M interest savings
from the proposed private placement with enlarged share
base of 712.3m shares). The proposed private placement
and this proposed acquisition are not inter-conditional with
each other. In the event, the proposed private placement is
not implemented prior to the completion of the proposed
acquisition, the Group shall seek for other sources of
funding to fund the balance of purchase consideration.

Earnings Outlook/Revision

No change to our earnings forecasts pending
shareholders’ approval on the corporate exercise.
The proposed acquisition is anticipated to be
completed by 2QCY18 and SCH is expected to
consolidate the earnings of TK Tent in 4QFY18.

Valuation & Recommendation

Maintain HOLD with a higher target price of RM0.22
(RMO0.20 previously) after roll over our valuation to
FY19F with a target PE of 23x and FD EPS of 0.95
sen. The better valuation is to reflect the potential earnings
upgrade of the Group after taking consideration the full year
contribution of the event equipment rental business. Still, we
retain our neutral stance on the stock as we believe that
current share price has factored in this positive newsflow
with its current pricey valuation.
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Figure 1: Financial Summary
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JF APEX SECURITIES - RESEARCH RECOMMENDATION FRAMEWORK

STOCK RECOMMENDATIONS

BUY : The stock’s total returns* are expected to exceed 10% within the next 12 months.
HOLD : The stock’s total returns* are expected to be within +10% to — 10% within the next 12 months.
SELL : The stock’s total returns* are expected to be below -10% within the next 12 months.

TRADING BUY : The stock’s total returns* are expected to exceed 10% within the next 3 months.
TRADING SELL : The stock’s total returns* are expected to be below -10% within the next 3 months.
SECTOR RECOMMENDATIONS

OVERWEIGHT : The industry as defined by the analyst is expected to exceed 10% within the next 12 months.
MARKETWEIGHT : The industry as defined by the analyst is expected to be within +10% to — 10% within the next 12 months.
UNDERWEIGHT : The industry as defined by the analyst, is expected to be below -10% within the next 12 months.

*capital gain + dividend yield

JF APEX SECURITIES BERHAD - DISCLAIMER

Disclaimer: The report is for internal and private circulation only and shall not be reproduced either in part or otherwise without the prior written
consent of JF Apex Securities Berhad. The opinions and information contained herein are based on available data believed to be reliable. It is
not to be construed as an offer, invitation or solicitation to buy or sell the securities covered by this report.

Opinions, estimates and projections in this report constitute the current judgment of the author. They do not necessarily reflect the opinion of JF
Apex Securities Berhad and are subject to change without notice. JF Apex Securities Berhad has no obligation to update, modify or amend this
report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth
herein, changes or subsequently becomes inaccurate.

JF Apex Securities Berhad does not warrant the accuracy of anything stated herein in any manner whatsoever and no reliance upon such
statement by anyone shall give rise to any claim whatsoever against JF Apex Securities Berhad. JF Apex Securities Berhad may from time to
time have an interest in the company mentioned by this report. This report may not be reproduced, copied or circulated without the prior written
approval of JF Apex Securities Berhad.
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