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payout ratio of 55%, which is lower than 1Q14 of 80%.

Recruiting New Distributors. The group is supported by
its growing distribution force which consists of 328
Authorised Agencies and 605,516 distributors spreading
across Malaysia, Thailand, Singapore and Indonesia. The
group continues to invest in marketing activities apart
from embarking in vigorous training programmes,
increasing active engagement and spreading wider
geographical presence in East Malaysia, Taiwan and
Hong Kong, not forgetting the Indo-China market. Apart
from that, we believe the group will continue to attract
new distributors as well as retaining existing
distributors, including increasing the effectiveness of
the group R&D effort in developing new products,
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introducing more promotional campaigns and improving the quality of their customer service to
sustain their position in consumer sector.

Outlook. Although we expect consumer sentiment may turn cautious, we are of the view that
moving forwards the custom and fine jewellery products to be the main driver to revenue and
earnings for Zhulian as customers may switching from pure gold to non-gold jewellery particularly
during a challenging and rising cost of living. Hence, Zhulian will benefit from two-prong
possibility which include the rising number of distributor force and also the burgeoning demand
for non-gold jewellery. We also foresee that Zhulian’s will also continue to explore opportunities
of tapping into new market segments through introduction of new products and venturing into new
business segments for the future.

Change to forecast. We made some adjustment to our earnings forecast by cutting our FY15
earnings by 40% to RM62 million and at the same time introduce FY16 earnings forecast to RMé65
million. Zhulian’s PAT for FY15 and FY16 are expected to grow by 31% and 6% respectively due to
i) GST implementation in 2015, ii) challenging economic outlook and iii) rising cost of living due to
inflationary pressure. Nevertheless, we expect the group to enjoy sustainable earnings growth
performance over the next year or on track to record a net profit growth of 31% y-o-y in FY15
respectively driven by solid distributors force and new recruits in the MLM activities.

Valuation and recommendation

We valued Zhulian with a SELL call and target price of RM1.80 based on 3-years average PER of
13x and EPS FY15 of 14 cent. We justify our valuation based on i) strong branding position in
burgeoning demand for non-gold jewellery which may offset against challenging consumer
behaviour, and ii) aggressive marketing and recruiting new members, especially the youth
generation.

Table 2: Peers comparison (Calenderised)

Cam— vE EPS (sen) P/E (X) P/BV (X) ROE
(RM) (%)
Parkson* Jun 2.08 17 19 17 16 1 1 5 NA | 2.25 Hold
Amway Dec = 10.98 69 73 17 16 9 8 55 3.4 10.50 | Hold
Nestle Dec 75.48 254 277 27 24 18 18 58 3.5 59.30 Sell
MSM Dec 5.15 34 38 14 13 2 2 13 5.1 | 5.30 Hold
Dutch Lady Dec 48.18 216 229 22 20 14 16 58 2.4 48.8 Hold
Padini* Jun 1.44 15 18 13 11 3 3 24 5.0  2.35 Buy
Scientex July 6.79 68 80 10 8 2 2 20 4.0 7.30 Hold
Zhulian Nov 2.05 11 33 10 6 2 2 10 5.1 1.80 Sell
Aeon Co Dec 3.08 18 19 23 21 3 3 14 1.4 NA NA
QL Resources @ Mac 3.99 16 18 19 17 3 3 15 1.0 NA NA
Average 18 15 5 5

Source: Bloomberg, M&A Securities
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Table 2: Financial Forecast

Revenue 417

EBIT 94 94 33 49 52
PBT 141 145 58 78 83
Net profit 117 121 47 62 65
EPS (sen) 25 26 10 14 15
DPS (sen) 16 16 10 12 13
Dividend Yield (%) 5% 3% 7% 6% 6%
Dividend payout (%) 61% 61% 97% 85% 86%
PER (x) 6 10 10 9 9

P/BV (x) 1.0 1.9 2.4 2.4 2.4
PBT Margin (%) 31% 35% 24% 29% 29%
Net profit margin (%) 26% 29% 19% 23% 23%
ROE (%) 22% 22% 22% 23% 23%
ROA (%) 26% 24% 23% 24% 24%

Source: Company, M&A Securities

Table 3: Results Analysis

YE: Nov (RM
million) 1Q14 4Q14 y-0-y 3M15 3M14 y-0-y
-17

Revenue 1%

EBIT 13% -24/, -24/)
PBT 17 20 13 33% -16% 17 20 -16%
Taxation (5) (3) (2) 181% 45% (5) (3) 45%
Net profit 13 17 11 11% -27% 13 17 -27%
EPS (sen) 3 4 2 11% -27% 3 4 -27%
EBIT margin 19% 20% 17% 19% 20%

PBT margin 31% 31% 24% 31% 31%

Net profit margin 23% 26% 21% 23% 26%

Effective tax rate -27% -16% -13% -27% -16%

Source: Bursa Malaysia, M&A Securities
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FBMKLCI Index vs. Bursa Malaysia Consumer Product Index
(Jan 2014 - Mar 2015)
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STOCK RECOMMENDATIONS

BUY Share price is expected to be >+10% over the next 12 months.

TRADING BUY Share price is expected to be >+10% within 3-months due to positive newsflow.
HOLD Share price is expected to be between -10% and +10% over the next 12 months.
SELL Share price is expected to be >-10% over the next 12 months.

SECTOR RECOMMENDATIONS

OVERWEIGHT The sector is expected to outperform the FBM KLCI over the next 12 months.
NEUTRAL The sector is expected to perform in line with the FBM KLCI over the next 12 months.
UNDERWEIGHT  The sector is expected to underperform the FBM KLCI over the next 12 months.

DISCLOSURES AND DISCLAIMER

This report has been prepared by M&A SECURITIES SDN BHD. Readers should be fully aware that
this report is for informational purposes only and no representation or warranty, expressed or
implied is made as to the accuracy, completeness or reliability of the information or opinion
contained herein. The recommendation and opinion are based on information obtained or derived
from sources believed to be reliable.

This report contains financial forecast/projection based on our assumptions which may defer from
the actual financial results announced by the companies under coverage. All opinions, estimates
and assumptions are subject to change without notice. Analysts will initiate, update and cease
coverage solely at the discretion of M&A SECURITIES SDN BHD.

Investors are to be cautioned that value of any securities invested may fluctuate from time to
time. We advise investors to seek financial, legal and other advice for investing based on the
recommendation of our report as we have not taken into account each investors’ specific
investment objectives, risk tolerance and financial position.

This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. M&A SECURITIES SDN BHD can accept no liability for any consequential loss
or damage whether direct or indirect. Investment should be made at investors’ own risks.

M&A SECURITIES SDN BHD and INSAS GROUP of companies, their respective directors, officers,
employees and connected parties may have interest in any of the securities mentioned and may
benefit from the information herein. M&A SECURITIES SDN BHD and INSAS GROUP of companies and
their affiliates may provide services to any company and affiliates of such companies whose
securities are mentioned herein. This report may not be reproduced, distributed or published in
any form or for any purpose.
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