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COMPANY UPDATE  BUY 

(Maintained) 
Share Price RM1.56
Target Price RM1.86
Upside +19.2%
  

COMPANY DESCRIPTION 
VS Industry is involved in the manufacturing of 
plastic parts and components, contract 
manufacturing, precision mould making, the 
sub-assembly of electronic and electrical 
equipment and other secondary processes. It 
has plants in Malaysia, China, and Indonesia.

STOCK DATA 
GICS sector Information Technology
Bloomberg ticker: VSI MK
Shares issued (m): 3,809.3
Market cap (RMm): 5,942.5
Market cap (US$m): 1,419.3
3-mth avg daily t'over (US$m): 2.9

Price Performance (%) 
52-week high/low RM1.70/RM1.08

1mth 3mth 6mth 1yr YTD
10.8 22.4 15.1 56.2 26.6

Major Shareholders %
Kumpulan Wang Persaraan Diperbadankan 9.1
Beh Kim Ling 7.2
Oversea-Chinese Banking Corp Ltd 5.8

FY22 NAV/Share (RM) 0.50
FY22 Net Cash/Share (RM) 0.01
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ANALYST(S) 
Desmond Chong 
+603 2147 1980 
desmondchong@uobkayhian.com
 

VS Industry (VSI MK) 
 

Reaping The Fruits Of Trade-Diversion-Related Orders 
Order commitment from key customers remains intact with some making VSI the 
preferred partner in Asia by loading up massive volumes. Despite the five new wins 
since early-19, the group still has appetite for new contracts, with discussions at 
different stages. VSI is reaping the fruits of the trade-diversion-related orders and 
offering two-year net profit CAGR of 26% even from its peak year. Maintain BUY with an 
unchanged target price of RM1.86. 

WHAT’S NEW 
• Growth trajectory from its US-based floorcare customer remains intact. Visibility from 

this key customer remains intact and it is making VS Industry (VSI) its preferred partner in 
tandem with its new regional base setup in Malaysia. The group is manufacturing seven 
models for its new US customer, with another one model to start production in Oct 21. 
Meanwhile, the timeline for the last model (totalling nine models) budgeted by the group has 
not been confirmed. We believe VSI could achieve revenue of RM1.2b in orders FY22 (from 
c.RM750m in FY21) assuming there are no further restrictions on labour hiring. We believe 
these trade-diversion-related contracts could be lucrative with gross margin of not less than 
12.0%, which partially contributed to its record-high margin of 6.8% this quarter. 

• Updates from other key customers. Management expects its coffee brewer and pool-
cleaning customers to maintain its good growth trajectory despite the quarterly seasonality. 
This comes as the group has been selected as the preferred second source for trade 
diversion. For Victory, we expect orders to be muted, following the expectations of fewer 
COVID-19 cases. We have incorporated a much lower sales forecast of <RM200m for this 
contract in FY22. Meanwhile for the latest customer acquisition (customer Y) which was 
announced in Oct 20, the production for one new model has commenced and meaningful 
sales are expected to start contributing in FY22. Recall that the group has acquired six 
pieces of land with industrial buildings for RM98.8m to partly cater for its manufacturing jobs. 

• Defying the myth of unfavourable order awards. Despite the lower battery pack jobs 
which are natural attrition following its peers’ vertical integration, the new printed circuit 
board assembly (PCBA)/battery and full assembly jobs secured in Aug 20 are expected to 
contribute consistently for FY22. These were for beauty-line products and motorised housing 
products. While the new contract size was not as big as the two latest key wins from its US 
customers, this order is a testament to the customer’s trust in: a) the group’s state-of-the-art 
manufacturing capabilities, and b) good business track record. Meanwhile, VSI has not 
secured any additional turnkey contract. 

 

KEY FINANCIALS 
Year to 31 Jul (RMm) 2020 2021 2022F 2023F 2024F
Net turnover  3,243 4,002 5,025 5,735 6,095
EBITDA  253 439 578 651 692
Operating profit  161 337 475 546 585
Net profit (rep./act.)  116 245 347 399 428
Net profit (adj.)  123 272 347 399 428
EPS (sen) 3.3 7.1 7.6 8.8 9.4
PE (x) 47.9 22.0 20.4 17.7 16.5
P/B (x) 3.4 2.9 3.1 2.8 2.6
EV/EBITDA (x) 15.9 9.5 7.1 6.0 5.3
Dividend yield (%) 1.7 3.2 4.6 5.3 2.9
Net margin (%) 3.6 6.1 6.9 7.0 7.0
Net debt/(cash) to equity (%) (7.7) 1.3 (2.7) (9.2) (17.3)
Interest cover (x) 24.7 59.9 66.2 74.5 79.3
ROE (%) 7.0 13.1 16.1 16.8 16.3
Consensus net profit  - - 335 385 414
UOBKH/Consensus (x)  - - 1.03 1.04 1.04
Source: VS Industry, Bloomberg, UOB Kay Hian 
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STOCK IMPACT 
• Clear beneficiary of trade diversion play; secured five new customers since 2019. VSI 

announced in Oct 20 that it had entered into sale & purchase and construction agreements 
with Ipark Development (which is indirectly owned by AME Elite Consortium) to acquire six 
pieces of land with industrial buildings for RM98.8m. These new lands, which are 
strategically located <5km from its existing plants, will be allocated to build a production plant 
to cater to its new US customer (customer Y). This is the fifth new order win since early-19, 
as a result of the US-China trade diversion. Note that VSI has started producing one model 
for customer Y. While there is paucity of detail on customer Y, we believe this could be 
another lucrative job with gross margin of no less than 12%, taking cues from the new 
contracts secured since early-19. Judging from VSI’s expertise and existing customers’ 
profiles, we reasonably believe that this new customer could be an original brand 
manufacturer that produces home appliances.  

• Eyeing new contracts; discussion still in infancy stage. Benefitting from the trade 
diversion arising from the US-China trade war, we understand VSI is still being approached 
by new MNC customers, with discussions of prospective contracts at the early stages of 
evaluation. Based on the recent customer acquisition trend, we believe any prospective 
contracts could carry higher margins than those orders that VSI had lost previously. We are 
not assuming any new customer wins for now. For illustration purposes, assuming a 
RM500m contract being secured with full contribution in FY22 and a net margin of 6.8%, the 
earnings accretion would be 10.0%. 

• Seeing light at the end of tunnel for normalised workforce capacity. On the other hand, 
the government had on 23 May, announced a stricter lockdown to break the chain of COVID-
19 infections, with more restrictions on the economic and social sector from 25 May 21 to 7 
Jun 21 and extended towards our time of writing. Subsequently, the government announced 
the progressive relaxation of restrictions, one of which includes allowing companies to 
resume full operations once at least 80% of their employees have been fully vaccinated. 
Note that the group has completed the vaccination exercise for its employees and resumed 
production at full capacity. 

EARNINGS REVISION/RISK 
• None.  

VALUATION/RECOMMENDATION 
• Maintain BUY with an unchanged SOTP-based target price of RM1.86, based on 20x 

FY22F PE which is at its three-year average mean PE. This is after we assume full warrants 
conversion which resulted in an enlarged share price, alongside cash per share from the 
warrants conversion. VSI is now back to its high-growth cycle again, offering a two-year net 
profit CAGR of 26% (from FY21 to FY23) even from its peak year in FY21.  

• VSI offers a better investment proposition compared with peers, due to its exposure to 
strategic customers as well as it being the clear winner of the trade diversion. This is proven 
by its latest sizeable order wins from its new customers. We see the strategic move of 
embarking on a diversification strategy to broaden its customer profile as a plus point. 
Meanwhile, the current valuation has been overly conservative in assuming negative equity 
for its China operations, while ignoring its valuable assets. 

 SALES ASSUMPTION 
(RMm) FY19 FY20 FY21F FY22F 
Sales 3,978 3,243 4,020 5,032 
Key customer 2,748 2,044 2,011 2,008 
Customer Z 199 227 300 409 
China 388 288 175 157 
Indonesia 241 246 295 383 
New key customers 0 150 900 1700 
Others 403 289 341 375 
US$/RM 4.00 4.22 4.11 4.20 
Core net margin (%) 4.5% 3.8% 6.4% 6.8% 

Source: UOB Kay Hian 

CURRENT LAND SIZE WITH THE LATEST LAND 
ACQUISITION 

Source: VSI 

SOTP TARGET PRICE 
Assuming full warrants exercise
FY22 Net Profit (RMm) 346.6
Weighted average share base (m) 3773.6
Assuming full warrants conversion 761.8
Enlarged share base (m) 4535.4
Fully-diluted EPS (sen) 7.6
TP at 20x FY22 FD PE 1.60
Total cash ex-conversion/share (RM) 0.02
Cash per share from warrants conversion (RM) 0.24
SoP TP 1.86  

Source: UOB Kay Hian 
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PROFIT & LOSS     
Year to 31 Jul (RMm) 2021 2022F 2023F 2024F

Net turnover 4,002 5,025 5,735 6,095

EBITDA 439 578 651 692

Deprec. & amort. 101 103 105 107

EBIT 337 475 546 585

Associate contributions (1) (1) (1) (1)

Net interest income/(expense) (7) (9) (9) (9)

Pre-tax profit 329 466 536 575

Tax (88) (124) (143) (153)

Minorities 4 5 6 6

Net profit 245 347 399 428

Net profit (adj.) 272 347 399 428
 

 BALANCE SHEET     
Year to 31 Jul (RMm) 2021 2022F 2023F 2024F

Fixed assets 990 1,055 1,000 942

Other LT assets 376 375 374 373

Cash/ST investment 402 490 657 907

Other current assets 1,827 2,063 2,335 2,473

Total assets 3,596 3,983 4,366 4,695

ST debt 319 319 319 319

Other current liabilities 882 1,062 1,206 1,278

LT debt 109 109 109 109

Other LT liabilities 68 68 68 68

Shareholders' equity 2,041 2,253 2,498 2,761

Minority interest 177 172 166 160

Total liabilities & equity 3,596 3,983 4,366 4,695

     
CASH FLOW     
Year to 31 Jul (RMm) 2021 2022F 2023F 2024F

Operating 106 321 371 465

Pre-tax profit 329 466 536 575

Tax (101) (124) (143) (153)

Deprec. & amort. 101 103 105 107

Working capital changes (282) (124) (128) (65)

Non-cash items 42 0 0 0

Other operating cashflows 16 1 1 1

Investing (217) (100) (50) (50)

Capex (growth) (234) (100) (50) (50)

Investments 0 0 0 0

Proceeds from sale of assets 11 0 0 0

Others 6 0 0 0

Financing 92 (134) (154) (165)

Dividend payments (106) (134) (154) (165)

Issue of shares 49 0 0 0

Proceeds from borrowings n.a. n.a. n.a. n.a.

Loan repayment 148 0 0 0

Others/interest paid 0 0 0 0

Net cash inflow (outflow) (20) 87 167 250

Beginning cash & cash equivalent 407 402 490 657

Changes due to forex impact 15 0 0 0

Ending cash & cash equivalent 402 490 657 907
 

      
KEY METRICS     
Year to 31 Jul (%) 2021 2022F 2023F 2024F

Profitability     
EBITDA margin 11.0 11.5 11.4 11.4

Pre-tax margin 8.2 9.3 9.3 9.4

Net margin 6.1 6.9 7.0 7.0

ROA 7.6 9.1 9.6 9.4

ROE 13.1 16.1 16.8 16.3

     
Growth     
Turnover 23.4 25.5 14.1 6.3

EBITDA 73.2 31.9 12.5 6.3

Pre-tax profit 114.7 41.5 15.1 7.3

Net profit 110.8 41.3 15.1 7.3

Net profit (adj.) 121.7 27.4 15.1 7.3

EPS 118.1 7.5 15.1 7.3

     
Leverage     
Debt to total capital 16.2 15.0 13.8 12.8

Debt to equity 21.0 19.0 17.1 15.5

Net debt/(cash) to equity 1.3 (2.7) (9.2) (17.3)

Interest cover (x) 59.9 66.2 74.5 79.3
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Private Limited (“UOBKH”), which is a holder of a capital markets services licence and an 
exempt financial adviser in Singapore.  
 
This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an 
advice or a recommendation with respect to such securities.  
 
This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the 
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment 
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the 
recommendation, before the person makes a commitment to purchase the investment product. 
 
This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this 
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by 
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may 
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law 
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any 
registration, licensing or other requirements within such jurisdiction.  
 
The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable. 
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts 
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  UOBKH and its connected persons 
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its 
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time, 
including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the 
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit 
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business 
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers, 
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s) 
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an 
interest (including a proprietary interest) in the subject corporation(s) referred to in this report. 
 
As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in 
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.  
 
IMPORTANT DISCLOSURES FOR U.S. PERSONS  
 
This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.  
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of 
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly 
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from 
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”).  All US persons that 
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and 
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities. 
 
Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on 
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS”), a registered broker-
dealer in the United States.  Under no circumstances should any recipient of this research report effect any transaction to buy or sell 
securities or related financial instruments through UOBKH. 
 
UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is 
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor. 
 
The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry 
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable 
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research 
analyst account. 
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Analyst Certification/Regulation AC  
 
Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business 
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any 
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales, 
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation 
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are 
generated from UOBKH’s business of dealing in securities.  
 
Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the 
following table. 
General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or 

located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to 
applicable law or regulation. 

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the 
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has 
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed 
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under 
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong 
Kong and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong 
Kong in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong 
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the 
analyses or reports only to the extent required by law.  

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority 
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a 
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant 
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report. 

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the 
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia, 
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the 
registered person under CMSA to distribute any research analyses in Malaysia. 

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital 
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the 
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note: 
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore 
in respect of any matters arising from, or in connection with, the analysis or report; and  
(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore 
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the 
contents of the analyses or reports only to the extent required by law.  

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated 
by the Securities and Exchange Commission of Thailand. 

United 
Kingdom 

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning 
of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in 
the UK is intended only for institutional clients. 

United 
States of 
America 
(‘U.S.’) 

This report cannot be distributed into the U.S. or to any U.S. person  or entity except in compliance with applicable U.S. 
laws and regulations. It is being distributed in the U.S.  by UOB Kay Hian (US) Inc, which accepts responsibility for its 
contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in 
the report should contact UOB Kay Hian (US) Inc. directly. 
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