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Diversification to widen cross-selling networks 
• Venturing into Indonesia to cross-sell products. Etika recently 

acquired the maker and distributor of “Salam mie” and “Cintamie” 
instant noodles in Indonesia. The acquisition cost amounted to 
IDR24.2bn (S$3.5m). The group intends to use this as an avenue to 
broaden its distribution network for its key product – sweetened 
condensed milk. Management mentioned that they are building up the 
instant noodle factory in Jakarta and will be converting another factory 
in Surabaya into a condensed milk factory.  

• Other acquisitions to maximize distribution network. The group 
also recently acquired other businesses that bake bread and ready to 
drink UHT milk to expand the reach of its own brand of sweetened 
condensed milk to countries such as Indonesia and Vietnam.  

• Stronger growth expected from completed acquisitions in FY10. 
We expect revenue to jump significantly in FY11 once FY10’s 
completed acquisitions start to contribute to group revenue.   

 
 

Manufacturing investments rebound strongly in 
Malaysia …  
• Manufacturing investments turn around strongly in 3Q10. After 

contracting for two quarters, total approved manufacturing investments 
jumped 99.1% yoy to RM7.9bn in 3Q (RM7.5bn in 2Q), the highest level 
since 1Q08, a good sign signaling the recovery of private investment. In 
Jan-Sep 2010, total investments rose 1.7% to RM21.1bn.  

• Higher foreign investments. Backed by sustained foreign interests, 
foreign investments continue to rise higher to RM5.5bn in 3Q (RM4.2bn 
in 2Q), enlarging its share of total approvals to 69.9%. Domestic 
investments moderated to RM2.4bn in 3Q (RM3.2bn in 2Q), with a 
share of 30.1%.  

• Manufacturing approvals should remain strong amid challenges 
ahead. Based on the encouraging approvals data in Jan-Sep, the 
government’s targeted total manufacturing approvals of RM32.0bn for 
this year looks achievable. In light of a recovery in global FDI flows, 
better domestic business conditions as well as the improved investment 
climate, we project manufacturing investment to sustain at RM30-35bn 
in 2011.  

• Better investment prospects ahead. Recent data prints and leading 
indicators point to a recovery of private investment in Malaysia, helping 
to ensure the sustainability of GDP growth going forward. Not only total 
approved manufacturing investments have made a comeback, net 
inflows of FDI also rose to an estimated RM16.0bn in Jan-Sep 2010. As 
such, we estimate private investment will rebound to 11.6% in 2010 and 
expand further by 9.0% in 2011 after a sharp contraction of 17.2% in 
2009. 

 
… Etika to be a beneficiary?  
• A beneficiary? Perhaps Etika could benefit from the recent rebound of 

manufacturing investments in Malaysia since the bulk of its revenue 
and operations stem from the nation.  

 
 
 
 
 
 

Recommendation - BUY  
• Maintain BUY and target price. We maintain our BUY call for the 

stock and SOP target price of S$0.64. Our target price is pegged to a 
10% discount to our sum-of-parts price of RM1.48. We continue to like 
Etika for its 1) strong growth record; 2) high market share in the 
condensed milk business in Malaysia; and 3) increasing dividend yield 
trend.  

 
Comparative table 

FY10 FY09 Chng
(%)

Sales (RM m) 677.7           600.6           12.8             
Gross profit (RM m) 174.2           152.9           13.9             
Operating profit (RM m) 88.1             79.1             11.4             
Net profit attrib to shareholders (RM m) 66.2             61.7             7.2               
EPS (S cts) * 21.8             21.3             2.5               
Diluted EPS (S cts) * 21.3             20.3             4.8               
Book value per share (S cts) * 69.5             57.1             21.6             

Profit ratios
FY10 FY09 Chng

(% pts)
Gross profit ratio (%) 25.7             25.4             0.2               
Operating profit ratio (%) 13.0             13.2             (0.2)              
Net profit ratio (%) 9.8               10.3             (0.5)              

Balance sheet ratios
FY10 FY09

Net gearing (%) 94.4             78.8             
ROE (%) 31.1             36.8              

* Adjusted for the 1-for-1 share split. 

Financial analysis 
FYE Sep 2009 2010 2011F 2012F 2013F
Revenue (RM m) 600.6       677.7       851.1       1,007.0    1,120.3    
EBITDA (RM m) 79.1         88.1         111.8       130.2       151.2       
EBITDA margins (%) 13.2         13.0         13.1         12.9         13.5         
Pretax profit (RM m) 71.5         79.6         100.8       117.1       136.7       
Net profit (RM m) 61.7         66.2         82.6         96.0         112.1       
EPS (S cts) 21.3         21.8         6.7           7.8           9.1           
EPS growth (%) 51.0         2.3           (224.3)      13.9         14.3         
P/E (x) 2.1           2.1           6.7           5.8           4.9           
FD EPS (S cts) 20.3         21.3         6.0           7.0           8.8           
FD EPS growth (%) 52.0         4.9           (71.8)        16.2         26.8         
FD P/E (x) 2.2           2.1           7.5           6.4           5.1           
Gross DPS (S cts) 2.9           1.7           1.9           1.9           2.0           
Dividend yield (%) 6.4           3.9           4.1           4.3           4.5           
P/NTA (x) 0.8           0.6           2.4           1.9           1.3           
ROE (%) 36.8         31.1         34.3         30.7         28.3         
Net gearing (%) 78.8         94.4         30.4         30.1         30.0         
P/CF (x) 4.0           3.8           5.8           5.0           4.4           
EV/EBITDA (x) 9.3           8.4           6.6           5.7           4.9           

 
Source: CIMB Research 
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RETAIL RESEARCH RECOMMENDATION FRAMEWORK 

 

STOCK RECOMMENDATIONS   SECTOR RECOMMENDATIONS 
BUY: The stock's total return is expected to be +15% or better over the next 
three months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of +15% or 
better over the next three months. 

HOLD: The stock's total return is expected to range between +15% and -15% 
over the next three months. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, has 
either (i) an equal number of stocks that are expected to have total returns of 
+15% (or better) or -15% (or worse), or (ii) stocks that are predominantly 
expected to have total returns that will range from +15% to -15%; both over the 
next three months. 

SELL: The stock's total return is expected to be -15% or worse over the next 
three months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, 
has a high number of stocks that are expected to have total returns of -15% or 
worse over the next three months. 
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