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MONEY TALK 

ECS ICT (ECS MK)  
2Q18: Below Expectations; Ceasing Coverage 
2Q18 RESULTS 
Year to 31 Dec (RMm) 2Q18 qoq % chg yoy % chg 1H18 yoy % chg 

Turnover 358.2 (8.6) (19.2) 750.0 (16.7) 
ICT Distribution 253.6 (9.7) (27.2) 534.4 (26.0) 
Enterprise Systems 94.3 (7.6) 8.8 196.3 21.7 
ICT Services 10.3 15.2 20.0 19.3 15.3 

Gross Profit 18.2 (8.9) (9.3) 38.1 (4.6) 
Operating Profit 4.9 (9.0) (19.3) 10.4 (15.1) 
Finance Costs 0.0 n.m. n.m. 0.0 n.m. 
Pre-tax Profit 5.7 (2.4) (14.9) 11.6 (12.8) 

ICT Distribution 1.8 (28.2) (52.3) 4.2 (46.1) 
Enterprise Systems 3.3 21.3 58.4 6.0 61.2 
ICT Services 0.2 (8.1) 32.8 0.4 50.8 
Others 0.5 (1.2) (39.7) 1.0 (33.3) 

Tax (1.4) (2.2) (15.4) (2.9) (15.2) 
Core Net Profit 4.3 (2.4) (14.7) 8.7 (12.0) 
Margins (%)  +/- ppt +/- ppt   
Gross 5.1  (0.0) 0.6  5.1  0.6  
PBT 1.6  0.1  0.1  1.5  0.1  
Net Profit 1.2  0.1  0.1  1.2  0.1  
Source: ECS, UOB Kay Hian 

 Below expectations. ECS ICT (ECS) posted revenue of RM358m (-19.2% yoy, -8.6% 
qoq) and core net profit of RM4.3m (-14.7% yoy, -2.4% qoq) in 2Q18, bringing 1H18 
core net profit to RM8.7m, representing only 30% of our full-year forecast. The lower 
sales and earnings were largely due to the slower market sentiments ahead of 14th
General Election, although we believe sales pick-up in June due to the confirmation of
tax holiday that will run from 1 Jun to 31 Aug.  

 ICT distribution: Sluggish sales and margin erosion. Sales from information and 
communication technology (ICT) distribution fell 27% yoy in 2Q18. The decline was due 
to lower sales of notebook and mobility products (tablets and smartphones). 
Consequently, PBT margin dropped 0.37ppt yoy to and 0.18 ppt qoq 0.7% in 2Q18. 
2Q18 is the second consecutive quarter that ECS has recorded PBT margin below 1%, 
and 2Q18 PBT margin is also the worst since at least 1Q13.  

 Enterprise: Impressive sales growth. Sales of enterprise products rose 8.8% yoy on 
higher sales of servers, storage and networking. PBT rose 58.4% yoy on better product mix.

 The impact on consumer sentiment due to the reintroduction of the Sales and Services
Tax (SST) on 1 Sep remains uncertain, particularly for ICT products. 2H18 outlook is
challenging, especially since we suspect margin depression could persist moving
forwards. Moreover, we do not expect the public sector’s ICT spending to increase. 

 Cease coverage. We cease coverage on ECS with our HOLD call maintained but 
lower target price to RM1.18 (previous: RM1.38), following our earnings revision (-
12%/-14%/-9% for 2018/19/20F) and pegged to unchanged 8.0x 2019F PE. We expect
its outlook to continue to be gloomy, and there is also a lack of catalysts to revive its
sales growth. Downside is limited, supported by decent prospective yield of 4.9-5.1%.
Entry price: RM0.95. 

KEY FINANCIALS 
Year to 31 Dec (RMm) 2016 2017 2018F 2019F 2020F 

Net Turnover   1,823   1,855   1,742   1,779   1,914  
EBITDA  41  34  32  33  39  
Operating Profit  39  33  31  32  38  
Net Profit (Reported/Actual)  30  26  25  27  31  
Net Profit (Adjusted)  30  26  25  27  31  
EPS (sen) 16.7  14.6  14.1  14.8  17.2  
PE (x) 6.0  6.9  7.2  6.8  6.2  
P/B (x) 0.7  0.7  0.6  0.6  0.6  
EV/EBITDA (x) 1.8  3.8  2.2  1.7  1.3  
Dividend Yield (%) 5.9  5.0  4.9  5.1  5.8  
Net Margin (%) 1.7  1.4  1.5  1.5  1.6  
Net Debt/(Cash) to Equity (%) (43.0) (18.5) (39.0) (41.3) (41.2) 
Interest Cover (x) 49.9  n.m. n.m. n.m. n.m.
ROE (%) 11.8  9.6  8.8  8.7  9.5  
Consensus Net Profit  - - 29.3 30.9 34.0 
UOBKH/Consensus (x)  - - 0.85 0.87 0.91 
Source: ECS, Bloomberg, UOB Kay Hian  

  

HOLD 
(Maintained) 
 
Share Price   RM1.01

Target Price   RM1.18

Upside   +16.8%

 
COMPANY DESCRIPTION 

ECS ICT is a leading distributor of ICT 
products. 
 

STOCK DATA 

GICS sector  Information Technology

Bloomberg ticker  ECS MK

Shares issued (m)  180.0

Market cap (RMm)  181.0

Market cap (US$m)  44.6

3-mth avg turnover (US$m)  0.06
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FINANCIAL STATEMENTS 

PROFIT & LOSS     BALANCE SHEET     

Year to 31 Dec (RMm) 2017 2018F 2019F 2020F Year to 31 Dec (RMm) 2017 2018F 2019F 2020F 

Net Turnover 1,855  1,742  1,779  1,914  Fixed Assets 3 3 3 3 

EBITDA 34  32  33  39  Other LT Assets 14 14 14 14 

Depreciation & Amortisation (1) (1) (1) (1) Cash/ST Investment 51 113 127 134 

EBIT 33  31  32  38  Other Current Assets 405 366 374 403 

Other Income 1  1  1  1  Total Assets 472 496 518 554 

Associate Contributors 1  0  0  0  ST Debt 0  0  0  0  

Net Interest Income/(Expense) 2  2  3  4  Other Current Liabilities 200  207  212  228  

Pre-tax Profit 36  33  35  41  LT Debt 0  0  0  0  

Tax (9) (8) (8) (9) Other LT Liabilities 0  0  0  0  

Minorities 0  0  0  1  Shareholders' Equity 272  289  306  325  

Net Profit 26  25  27  31  Minority Interest 0  0  0  1  

Net Profit (Adjusted) 26  25  27  31  Total Liabilities & Equity 472 496 518 554 

                    

CASH FLOW     

 

KEY METRICS     

Year to 31 Dec (RMm) 2017 2018F 2019F 2020F Year to 31 Dec (%) 2017 2018F 2019F 2020F 

Operating (34) 68  25  19  Profitability     

Pre-tax Profit 36  33  35  41  EBITDA Margin 1.8  1.8  1.9  2.0  

Tax (9) (8) (8) (9) Pre-tax Margin 1.9  1.9  1.9  2.2  

Depreciation & Amortisation 1 1 1 1 Net Margin 1.4  1.5  1.5  1.6  

Associates     ROA 5.6  5.1  5.1  5.6  

Working Capital Changes (62) 46  (3) (12) ROE 9.6  8.8  8.7  9.5  

Other Operating Cashflows 1  (4) 0  (2)      

Investing (13) (2) (2) (2) Growth     

Capex (Growth) (1) (2) (2) (2) Turnover 1.7  (6.1) 2.1  7.6  

Investments (12) 0  0  0  EBITDA (15.8) (6.6) 4.3  17.3  

Others 0  0  0  0  Pre-tax Profit (11.7) (7.4) 4.9  19.4  

Financing (8) (9) (9) (11) Net Profit (12.9) (3.7) 5.2  16.3  

Dividend Payments (10) (9) (9) (11) Net Profit (Adjusted) (12.9) (3.7) 5.2  16.3  

Issue of Shares 0  0  0  0  EPS (12.9) (3.7) 5.2  16.3  

Proceeds from Borrowings 0  0  0  0       

Loan Repayment 0  0  0  0  Leverage     

Others/Interest Paid 2  0  0  0  Debt to Total Capital 0.0  0.0  0.0  0.0  

Net Cash Inflow (Outflow) (56) 58 14 6 Debt to Equity 0.0  0.0  0.0  0.0  

Beginning Cash & Cash Equivalent 110 55 113 127 Net (Debt)/Cash to Equity (0.2) (0.4) (0.4) (0.4) 

Changes Due to Forex Impact 0  0  0  1  Interest Cover (x) n.a. n.a. n.a. n.a. 

Ending Cash & Cash Equivalent 55 113 127 134 

 

     

Source: ECS, UOB Kay Hian 
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Bloomberg Consensus  
          

Recommendation  Buy Sell Hold Valuation Ratios 12/16 12/17 12/18E 12/19E 
17/5/2018  50% 0% 50% P/E 8.4 8.4 6.3 5.9 
Target Price    1.38 EV/EBIT 3.8 5.5 - - 
Upside    15.0% EV/EBITDA 3.7 5.3 2.7 2.5 
     P/S 0.1 0.1 0.1 0.1 
Income Statement 12/16 12/17 12/18E 12/19E P/B 1.0 0.8 - - 
Revenue 1,823 1,855 1,933  1,979  Div Yield (%) 4.3 2.0 6.4 5.9 
Gross Income 93 87 97  99       
Operating Income 37 31 36  38  Profitability Ratios (%)     
Pre-tax Income 40 36 39  41  Gross Margin 5.1 4.7 5.0 5.0 
Net Income Adjusted 30 26 29  31  EBITDA Margin 2.1 1.7 1.9 2.0 
EPS Adjusted 0.17 0.15 0.16  0.17  Operating Margin 2.0 1.7 1.9 1.9 
Dividends Per Share 0.06 0.03 0.07  0.06  Profit Margin 1.7 1.4 1.5 1.6 
Payout Ratio (%) 36 17 41  35  Return on Assets 6.5 5.4 5.9 5.9 
EBITDA 39 32 37  40  Return on Equity 12.2 9.9 10.0 10.0 
          

Peer Comparison          
   Share Price Market PE PE P/B P/B Yield 
Company  Ticker 9 Aug 18 Cap FY17 FY18F FY17 FY18F FY18F 
     (RM) (RM) (x) (x) (x) (x) (%) 

DKSH Holdings Malaysia  DKSH MK 3.90 615 11.8 10.0 1.1 n.a. n.a. 
Yee Lee Corporation YEE MK 2.25 431 10.9 9.9 0.7 n.a. 1.6 
Average     11.3 10.0 0.9 n.a. 1.6 
         
ECS ICT ECS MK 1.20 216 8.2 7.1 0.8 n.a. 5.8 

Source: Bloomberg 
  

Technical View  

 

 
Source: Bursa Station Professional  
 

 

ECS ICT (ECS MK) 

Technical SELL on strength with -10.9% potential downside 

Last Price : RM1.01 

Target Price : RM0.94, RM0.90 

Resistance : RM1.08 

Stop-loss : RM1.09 

SELL on strength with a target price of RM0.90 and stop-loss 
at RM1.09. Based on the daily chart, ECS has formed a 
series of lower highs and lower lows that indicates a 
downtrend pattern. Currently, a selling signal is seen as the 
stock has been trading above the Ichimoku cloud. This is 
supported by the Heat Wave indicators - the Tenkan-sen line, 
Kinjun-sen line and Chikao span line – intercrossing each 
other, which suggests a bearish signal. The negative 
readings from the MACD and DMI suggest that the overall 
bearish bias remains intact.  

Expected Timeframe: 2 weeks to 3 months 
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Disclosures/Disclaimers 
 
This report is prepared by UOB Kay Hian Securities (M) Sdn. Bhd. ("UOBKHM") which is a licensed corporation providing investment 
advisory services in Malaysia. 
 
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 UOBKHM. 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 
UOBKHM 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 UOBKHM and its associated persons (as defined in the Capital Market Services Act 2007) 
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 UOBKHM to be reliable. 
However, UOBKHM makes no representation as to the accuracy or completeness of such sources or the Information and UOBKHM 
accepts no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKHM and its 
associate may have issued other reports expressing views different from the Information and all views expressed in all reports of 
UOBKHM and its connected persons are subject to change without notice. UOBKHM reserves the right to act upon or use the 
Information at any time, including before its publication herein.  
 
Except as otherwise indicated below, (1) UOBKHM, its associated 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) UOBKHM, its associated 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 UOBKHM 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) 
UOBKHM 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 is prepared by UOBKHM, a company authorized, as noted above, to engage in investment advisory in Malaysia. 
UOBKHM 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 UOBKHM (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 UOBKHM 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 UOBKHM. 
 
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 UOBKHM 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 UOBKHM 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 
UOBKHM’s total revenues, a portion of which are generated from UOBKHM’s business of investment advisory.  
 
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. 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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