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LFB: 4QFY14 results

FYE Dec Quarter-on-Quarter Year-on-Year Cumulative

(RM min) 4QFY14 3QFY14 %chg 4QFY13 %chg FY14 FY13 %chg
Turnover 1244 121.7 2.3% 1121 11.0% 489.2 4553 7.5%
Operating profit 11.1 12.9 -13.3% 114 -2.3% 44 1 422 4.6%
Finance costs (2.0) (1.5) 1.7) (6.7) (6.8)

Pre-tax profit 9.1 114 -19.8% 9.7 -6.3% 374 354 5.8%
Tax (2.4) (3.0) (2.5) (9.8) (9.6)

Net profit 6.7 8.4 -20.1% 7.2 -7.3% 275 258 6.9%
EPS (sen) - basic 22 27 -20.3% 23 -7.3% 8.9 90 -1.4%
Op. profit margin 9.0% 10.6% 10.2% 9.0% 9.3%

Pre-tax margin 7.3% 9.3% 8.7% 7.6% 7.8%

Net profit margin 5.4% 6.9% 6.5% 5.6% 5.7%

Net Assets/share (RM) 0.72

4QFY14 Results Review

e LFB closed the year on a decent note with FY14 turnover and net income growing modestly at
7.5% and 6.9% y-o-y to RM489.2 min and RM27.5 min respectively. The results were within our
expectations with the earnings coming in at 100% of our estimate.

Y-0-Y
FY14 FY13 % Chg

Revenue

Trading 192.1 179.1 7.3%
Processing 296.7 275.6 7.7%
Others* 0.4 0.5 -28.0%
Group 489.2 455.3 7.5%
Gross profit

Trading 229 26.0 -12.2%
Processing 471 39.9 18.0%
Others 0.1 0.1 -6.5%
Group 70.0 66.0 6.1%
GP margin

Trading 11.9% 14.5%

Processing 15.9% 14.5%

Others 22.3% 17.2%

Group 14.3% 14.5%

*refers to trading of specialized steel materials

o Revenue-wise, both LFB’s core divisions of trading and steel processing recorded similar
growth rate in excess of 7% y-o-y in FY14, buoyed by a 38.3% and 10.4% y-o-y sales tonnage
increase in the respective divisions.
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Gross profit (GP) however, grew at a slower pace of 6.1% y-o-y due to profit margin
compression suffered at its trading business. According to management, the erosion of its
trading GP margin from 14.5% in FY13 to 11.9% in FY14 was caused by the double whammy of
lower average selling price and higher raw materials cost. The drop, fortunately, was more than
offset by the increase in GP from the steel processing business.

The Group’s opex in FY14 rose 10.3% y-o-y which outpaced the 7.5% y-o-y growth in turnover.
The higher expenses were attributed a number of factors that include increase in director and
staff costs, rental expenses, utility expenses, transportation costs as well as a small impairment
loss on receivables and bad debt written off. On balance, FY 14 net profit still expanded by 6.9%
y-o-y with net profit margin relatively stable at 5.6% vs. 5.7% a year ago.

Net gearing stood at 0.6x at as end-December 2014, supported by a BV/share of 72 sen. Cash
flow-wise, it generated a positive net operating cash flow of RM6.3 min in FY14 vs. a net
outflow of RM14.8 min in FY13.

We maintain our FY15 earnings estimate of RM29.0 min which projects a 5.2% y-o-y growth.
We believe this is achievable in spite of the challenges in the current operating environment,
underpinned by the sustained demand growth for LFB’s products, particularly the steel
processing division. We understand the Group will continue to focus its efforts on growing its
value-added steel processing business, which we believe would put LFB in a more niche
market by comparison to its peers. Overall, management has thus far delivered consistent
earnings growth on a slow and steady basis, unlike its other peers in the industry which
experienced more volatile swings in the earnings along with the changes in the commodity
prices.

No dividend was declared for the quarter under review.

Recommendation

We maintain our Buy recommendation on LFB with an unchanged fair value of 75 sen, which is
derived from using a blended approach of 0.8x BV and 10x PER on FY15 earnings. We like LFB for
its consistent earnings delivery track record, steady earnings growth and hands-on management.
LFB’s prospective valuation, at 5.5x FY15 PER remains undemanding in our opinion, and is
supported by an attractive projected 5.8% net dividend yield. We believe the stock is under-
appreciated by investors due to the neutral and at times, negative outlook on the steel industry, and
hence, is not in favour with investors. Moreover, LFB’s small market capitalization and illiquid trading
volume could also be the deterring factors for larger institutional investors.

Per Share Data P&L Summary

FYE Dec FY13 FY14 FY15 FYEDec (RM min) FY12 FY13 FY14 FY15f
Book Value (RM) 0.65 0.72 0.78 Revenue 4372 4553 4892 5115
Cash Flow (sen) 11.1 10.8 114 Operating profit 38.9 42.2 44.1 46.3
Earnings (sen) 9.0 8.9 9.3 Net I Ex - 6.6 6.7 6.6
Net Dividend (sen) 3.0 3.0 3.0 etint Bxp 65 8 (&1 (66
Payout Ratio (%) 36.1%  33.8%  32.1% Pre-tax Profit 33.4 354 37.4 39.7
PER (x) 5.7 5.8 5.5 Eff. Tax Rate 27.9%  271%  263%  27.0%
P/Cash Flow (x) 47 48 45 Net Profit 24.1 258 275 290
P/Book Value (x) 0.8 0.7 0.7

Op. Profit Margin (%) 8.9% 9.3% 9.0% 9.1%

Dividend Yield (%) 5.8% 5.8% 5.8%
ROE (%) 13.9% 12.3% 11.9% Pre-tax Margin (%) 7.6% 7.8% 7.6% 7.8%

Net gearing (x) 0.6 0.6 0.6 Net Margin (%) 5.5% 5.7% 5.6% 5.7%
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LFB’s last 12-month share price chart

APR May JUN

Source: Bloomberg

Analyst: Nicole Tan Yoke Ping (nicole@zj.com.my)
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RATING GUIDE

BUY Price appreciation expected to exceed 10% within the next 12 months

SELL Price depreciation expected to exceed 10% within the next 12 months

HOLD Price movement expected to be between -10% and +10% over the next 12 months

from current level

DISCLAIMER

This report is for information purposes only and has been prepared by ZJ Advisory based on sources
believed to be reliable at the time of issue of this report. We however do not give any guarantee as to
the accuracy or completeness of the information provided. Any opinions or estimates in this report are
that of ZJ Advisory as of this date and are subject to change without notice. ZJ Advisory has no
obligation to update its opinion or the information in this report beyond the scope of participation under
the CMDF-Bursa Research Scheme.

ZJ Advisory and/or its directors and staff may have an interest in the securities mentioned herein.
Furthermore, ZJ Advisory and its related companies may, from time to time, provide or seek to
provide advisory and/or other services for the company(ies) mentioned in this report, and may be
involved in share placement exercise involving securities mentioned herein. In reviewing this research
report, investors should be aware that any or all of the foregoing, may among other things, give rise to
real or potential conflicts of interest.

This report is under no circumstances to be construed as an offer to sell or a solicitation of an offer to
buy any securities. Investors should seek financial advice regarding the appropriateness of investing
in any securities discussed or opined in this report. Investors should understand that statements
regarding future prospects may not materialize. This report may contain forward looking statement
and forecasts, which are based on assumptions that are subject to uncertainties. Any deviation from
the expectations may have adverse effect on the projections and prospects contained herein. ZJ
Advisory accepts no liability for any direct, indirect or consequential loss arising from the use of this
report.

This report has been prepared by ZJ Advisory for purposes of CMDF-Bursa Research Scheme ("CBRS")
administered by Bursa Malaysia Berhad and has been compensated to undertake the scheme. ZJ Advisory
has produced this report independent of any influence from CBRS or the subject company. For more
information about CBRS and other research reports, please visit Bursa Malaysia’s website at:
http://www.bursamalaysia.com/market/listed-companies/research-repository/cmdf-bursa-research-
scheme-cbrs

ZJ Advisory Sdn Bhd (Co No: 645449-V)

(An investment adviser licensed by the Securities Commission)
Suite 22B, 22nd Floor, Sunway Tower,

No 86, Jalan Ampang, 50450 Kuala Lumpur

Tel (603) 2032 2328 Facsimile (603) 2032 1328
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