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Consensus ratings*: Buy4 Hold0 Sell0

Current price: HK$4.64

Target price: HK$5.47

Previous target: HK$5.35

Up/downside: 17.9%

CGS-CIMB / Consensus: na

Reuters:

Bloomberg: 856 HK

Market cap: US$859m
HK$6,744m

Average daily turnover: US$0.85m

HK$6.63m

Current shares o/s: 1,435m

Free float: 42.6%

*Source: Bloomberg
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VST

Lower-than-expected 2018 results due to non-
recurrent items. Maintain BUY.

m VSTECS Holdings Limited (VST) reported lower-than-expected 2018 results due to
non-recurrent items.

m We believe that VST's fundamentals remain solid, as demand for IT products and
services in Southeast Asia and China is still growing.

m VST is also a beneficiary of the wider adoption of cloud services and big data, which
creates demand for networking products and servers.

m VST's valuation doesn’t look expensive despite strong its YTD share price
performance. Given the valuation of 7.6x 2019E PER, we believe there is upside
potential for the stock.

= We maintain our BUY rating and have a new target price of HK$5.47 (based on 9x
2019E PER, higher than its historical average of 6x, but still at a discount to its peers).
Any post-results share price weakness will provide a good re-entry opportunity.

2018 results highlights

VST's 2018 net profit was HK$740.8m, up 3.4% YoY, from HK$716.4m in 2017. The
Company’s 2018 turnover was HK$62,482.0m, up 14.6% YoY from HK$54,543.1m in
2017. The Company’s YoY top-line growth was line with our expectations, but net profit
was lower than expected, as the Company booked non-recurrent expenses of HK$98m in
2018. Excluding the impact of non-recurrent expenses, VST’'s 2018 results were broadly
in line with our expectations. VST's top-line growth in 2018 shows that underlying
demand for IT products in the region remained strong and that VST successfully captured
this growth potential. VST's gross profit was HK$2,810.3m, up 14.3% YoY from
HK$2,347.0m in 2017. The Company’s gross profit margin was 4.5% in 2018, up from
4.3% in 2017, which in our view was due to a change in business mix.

Cloud & big data-related demand were the growth drivers

Cloud & big data analytics and network & data security were the growth drivers. In 2018,
revenue from the mobility digital devices segment increased by 16.8% YoY to
HK$26,113.8m, contributing 41.8% of the Company'’s total revenue. Revenue from the
component segment decreased by 14.8% YoY to HK$11,287.0m, contributing 18% of the
Company’s total turnover. Management expects the component segment to decline
gradually going forward. Revenue from the cloud and big data analytics segment
increased by 54.2% to HK$16,279.5m, contributing 26.1% of total Group revenue.
Revenue from the network and data security segment increased by 5% to HK$8,801.8m,
contributing 14.1% of VST's total revenue. Geographically, both North and Southeast
Asia performed well in 2018, reporting top-line growth of 12% and 24%, respectively.
VST aims to extend and diversify its product range to provide more choices to its
customers and will expand its toB business by growing its business with leading players,
such as Huawei, HP and Dell.

Satisfactory growth ahead

We believe the Company'’s extensive portfolio of products will drive its long-term growth.
The Company has said it will continue to execute strategies to increase market shares as
well as the range of products offered and to focus on growth in all business segments.
We expect VST to continue to delivery satisfactory growth going forward.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F
Revenue (HK$m) 54,543 62,482 69,792 77,993
Operating EBITDA (HK$m) 1,002 1,163 1,360 1,528
Net Profit (HK$m) 716.4 740.8 885.9 995.4
Core EPS (HK$) 0.49 0.51 0.61 0.68
Core EPS Growth 29.6% 3.3% 19.7% 12.4%
FD Core P/E (x) 9.44 9.14 7.64 6.80
DPS (HK$) 0.15 0.15 0.18 0.20
Dividend Yield 3.17% 3.28% 3.93% 4.41%
EV/EBITDA (X) 10.46 10.94 9.75 9.09
P/FCFE (x) NA 15.97 12.29 10.94
Net Gearing 96% 111% 108% 106%
P/BV (x) 1.40 1.26 1.12 1.00
ROE 16.5% 14.5% 15.6% 15.6%

% Change In Core EPS Estimates
CIMB/consensus EPS (x)
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Figure 1: Assumptions

2019F
Turnover (HKDm)
Computer Products & Consumer Electronics Products Distribution 26,7725 29,998.2 31,953.9 30,573.9 30,999.7 31,610.5 35,795.1 41,237.6 45,361.4
Provision of Enterprise Systems 5,669.7 6,873.9 8,064.4 11,100.9 14,377.7 16,283.2 18,400.0 20,792.0 23,910.8
Provision of Computer Services 174.8 225.5 221.0 218.0 198.3 267.6 347.9 452.3 520.2
Total 32,617.1 37,097.6 40,239.3 41,892.7 45,575.6 48,161.3 54,543.1 62,482.0 69,792.4

YoY Change (%)

Computer Products & Consumer Electronics Products Distribution 12.0 6.5 4.3 14 2.0 13.2 15.2 10.0
Provision of Enterprise Systems 17.3 37.7 29.5 133 13.0 13.0 15.0
Provision of Computer Services (9.0) 35.0 30.0 30.0 15.0
Total 13.7 8.5 4.1 8.8 57 13.3 14.6 11.7

Gross margin (%)

Computer Products & Consumer Electronics Products Distribution 31 3.1 3.1 2.6 2.6 2.6 3.1 3.1 3.1
Provision of Enterprise Systems 6.5 6.5 6.5 6.2 6.2 6.2 6.2 6.2 6.2
Provision of Computer Services 9.0 9.0 7.5 7.0 7.0 7.0 7.0 7.0 7.0
Net margin (%) 1.2 12 1.4 1.0 11 13 1.2 13 13
Cost (HKDm)

S,G&A (816.8) (866.0) (844.1) (1,017.2) (1,065.8) (1,283.7) (1,680.5) (1,817.4) (2,024.9)
Financial Expenses (48.6) (60.6) (103.7) (75.9) (81.2) (104.4) (139.7) (141.2) (204.9)

YoY Change (%)

S,G&A 6.0 (2.5) 20.5 4.8 20.4 30.9 8.1 11.4
Financial Expenses 24.6 71.2 (26.8) 7.0 28.6 33.9 11 45.0
CAPEX (HKDm) 13.8 14.9 23.7 201.7 175.6 61.6 70.9 81.5 93.7
Net Gearing (%) 44.3 45.2 52.1 62.5 58.6 96.4 111.1 107.8 105.5

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS
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Profit & Loss

(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Net Revenues 54,543 62,482 69,792 77,993
Gross Profit 2,376 2,844 3,178 3,553
Operating EBITDA 1,092 1,163 1,360 1,528
Depreciation And Amortisation (29) (33) (39) (45)
Operating EBIT 1,063 1,130 1,322 1,483
Financial Income/(Expense) (190) (227) (249) (273)
Pretax Income/(Loss) from Assoc. 43 44 46 48
Non-Operating Income/(Expense) 4 0 0 0
Profit Before Tax (pre-El) 920 947 1,120 1,259
Exceptional ltems

Pre-tax Profit 920 947 1,120 1,259
Taxation (203) (206) (234) (264)
Exceptional Income - post-tax

Profit After Tax 716 741 886 995
Minority Interests 0 0 0 0
Preferred Dividends

FX Gain/(Loss) - post tax

Other Adjustments - post-tax

Net Profit 716 741 886 995
Recurring Net Profit 716 741 886 995
Fully Diluted Recurring Net Profit 716 741 886 995
Cash Flow

(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
EBITDA 1,092 1,163 1,360 1,528
Cash Flow from Invt. & Assoc.

Change In Working Capital (3,060) (1,774) (1,130) (1,268)
(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense

Other Operating Cashflow 4 0 0 0
Net Interest (Paid)/Received (190) (227) (249) (273)
Tax Paid

Cashflow From Operations (2,155) (837) (18) (12)
Capex (62) (71) 82) (94)
Disposals Of FAs/subsidiaries

Acq. Of Subsidiaries/investments 0 0 0 0
Other Investing Cashflow (236) 193 (90) (106)
Cash Flow From Investing (298) 122 (172) (200)
Debt Raised/(repaid) 2,258 1,139 740 830
Proceeds From Issue Of Shares 18 0 0 0
Shares Repurchased

Dividends Paid (180) (215) (222) (266)
Preferred Dividends

Other Financing Cashflow (116) (118) (136) (155)
Cash Flow From Financing 1,980 806 383 410
Total Cash Generated (473) 91 193 198
Free Cashflow To Equity (195) 424 551 618
Free Cashflow To Firm (2,248) (475) 74 77

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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BY THE NUMBERS... cont'd

Balance Sheet
(HK$m) Dec-17A Dec-18A Dec-19F Dec-20F
Total Cash And Equivalents 1,981 1,828 2,021 2,219
Total Debtors 12,616 14,451 16,142 18,038
Inventories 4,264 6,103 6,817 7,618
Total Other Current Assets 0 0 0 0
Total Current Assets 18,861 22,382 24,980 27,876
Fixed Assets 463 486 528 577
Total Investments 912 933 970 1,009
Intangible Assets 323 320 342 366
Total Other Non-Current Assets 94 77 77 77
Total Non-current Assets 1,792 1,815 1,918 2,030
Short-term Debt 6,642 6,326 7,067 7,897
Current Portion of Long-Term Debt
Total Creditors 8,995 10,895 12,170 13,600
Other Current Liabilities 139 113 124 137
Total Current Liabilities 15,775 17,335 19,361 21,634
Total Long-term Debt 1 1,455 1,455 1,455
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 7 7 8 8
Total Non-current Liabilities 7 1,462 1,463 1,464
Total Provisions 36 39 43 48
Total Liabilities 15,819 18,836 20,867 23,145
Shareholders' Equity 4,835 5,361 6,031 6,760
Minority Interests 0 0 0 0
Total Equity 4,835 5,361 6,031 6,760
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F
Revenue Growth 13.3% 14.6% 11.7% 11.8%
Operating EBITDA Growth 34.4% 6.5% 17.0% 12.3%
Operating EBITDA Margin 2.00% 1.86% 1.95% 1.96%
Net Cash Per Share (HK$) (3.19) (4.08) (4.46) (4.89)
BVPS (HK$) 3.31 3.68 4.14 4.64
Gross Interest Cover 5.19 4.70 5.02 5.13
Effective Tax Rate 22.1% 21.8% 20.9% 20.9%
Net Dividend Payout Ratio 30.0% 29.9% 30.0% 30.0%
Accounts Receivables Days 73.56 79.06 80.00 80.20
Inventory Days 27.89 31.72 35.40 35.49
Accounts Payables Days 59.80 60.87 63.19 63.35
ROIC (%) 19.0% 13.1% 12.7% 12.8%
ROCE (%) 11.0% 9.3% 9.6% 9.7%
Return On Average Assets 4.91% 4.32% 4.44% 4.46%

SOURCES: CGIS RESEARCH, COMPANY DATA, BLOOMBERG
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