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MNCs generate best return on equity

nvestors often look at
return on equity (ROE) as

a measure of how well a
company uses investments

; to generate earnings
growth. ROE is used mostly when
comparing the performance of
companies in the same industry.

The financial ratio measures
a company’s profitability against
the profit it has kept for the
business including any capital
injections. The “return” is the
profit over the last 12 months.
Generally, the higher the ROE,
the more profit the company is
making.

Essentially, the ability of
the company’s management
in generating income from the
equity available is often gauged
using the ROE. As a general rule,
an ROE of 15%-20% is considered
good.

Our Focus List ranks the
companies with the best ROE
based on their latest financial
year end. Not surprisingly,
multinational companies (MNCs)
dominate the list as they are seen
as generating steady cash flow
with little need to raise capital.

The top ROE companies
Topping our list is Digi.Com
Bhd with an impressive ROE
ol 228.88% in its financial year
ended Dec 31, 2018 (FY18). The
telecommunications (telco)
operator also offered a dividend
yield of 4.4% in FY18.

Digi posted a net profit of
RMai.54 bil in FY18 while its share-
holders’ equity was RM673.19 mil.
However, the telco operator saw
its service revenue decline 3% in
its nine months ended Sept 30,
2019 mainly due to 25.8% fall in
non-internet prepaid revenue
(on the back of falling legacy
revenue) but largely cushioned
by an 8.5% growth in postpaid
and non-internet prepaid
revenue. This means Digi saw
improved mix of internet and
digital revenue further from 55%
to 63% of service revenue.

According to TA Securities,
Digi’s strategic shift in revenue
mix was supported by ongoing
efforts to redefine its customer
value proposition which has
seen enhancements to network
experience supplemented by
value offerings like easy device
ownership (PhoneFreedom 363),
borderless and family plans,
affordable internet passes, as
well as personalised rewards
and convenience via the MyDigi
app to promote subscriber
retention.

The research house points
out that Digi has been taking a
phased approach in expanding
its fibre to the home (FTTH)
services.

“They also see the expansion
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Eng says good ROEs on companies
are a potential indicator on
positive long-term returns

of FTTH services to help offload
data and voice from the mobile
network when customers are
connected to WiFi, and this in
turn would also help improve
the network experience for all
customers.

“And like peers, the group
has been working on offering
customers bundled propositions,
namely with the bundling of
postpaid and fixed broadband
services.”

However, TA Securities
made no changes to its earnings
forecasts.

Loke says MNCs are well liked
because many have fixed
dividend policy

“We reiterate our sell
recommendation on Digi with
an unchanged target price of
RM4.25 per share based on a
WACC (weighted average cost
of capital) of 7.5% and long-term
growth rate of 1%. We opine
that the stock is fairly valued at
current levels, trading at an EV/
Ebitda of 13.8 times CY2o0 Ebitda
which is in line with the stock’s
five-year mean.

In addition, the research
house opines that Digi’s FY19/
FY20/FY21 forward dividend
yields of 4%/4.2%/4.3% are not

attractive enough to warrant an
entry considering the downside
risk of continued challenges
from its prepaid segment.

Carlsberg Brewery

Next on the list is Carlsherg
Brewery Malaysia Bhd with an
ROE of 158.43%. The brewer
posted a net profit of RM286.76
mil in the financial vear ended
Dec 31, 2018 with shareholders’
equity of RM181 mil. The counter
has a dividend vyield of 6.5% in
FY18.

Carlsherg’s nine months
results ended Sept 30, 2019
core net profit grew by 6.4% yoy
to RM222.6 mil due to higher
organic sales across mainstream
and premium brands from its
operations in both Malaysia
(+12.4% yoy) and Singapore
(+6.7% yoy).

According to Affin Hwang
Capital, this was partially offset
by a dip in Ebit margins (-1.2
percentage points yoy) on the
back of higher commercial-re-
lated spending as well as an
increase in raw material costs.
It points out that earnings con-
tribution from its Lion Brewery
associate remained robust (9Mio:
RMi4.7 mil), despite higher beer
duties (+12.5%) imposed in Sri
Lanka from March, followed by
bombing attacks which occurred

in April. A higher dividend per
share of 17 sen was announced
for the quarter.

The research house main-
tains its earnings estimates and
a hold call on the stock, with
an unchanged target price of
RM28.50.

Dutch Lady

Taking the third spot is Dutch
Lady Milk Industries Bhd with
an ROE of 122.75%. It registered
anet profit of RM129.45 mil in the
financial year ended Dec 31, 2018
while its shareholders’ equity
was RM105.46 mil. For the third
quarter ended Sept 30, 2019, it
saw a decline in net profit to
RM25.2 mil from RM34.21 mil a
year ago despite posting higher
revenue of RM278.31 mil versus
RM257.05 mil previously.

Despite the lower net profit,
the company declared an
interim dividend of 50 sen per
share amounting to RM32 mil
in respect of the financial year
ended Dec 31, 2019.

The company says the market
remains volatile and is subject to
various domestic and global un-
certainties, foreign exchange rate
and potential regulatory changes.

“However, the company contin-
ues Lo focus on growth increasing
the consumption of milk among

continues on page 48



E 0 clist  Top 50 companies

with the best ROE |

Top 50 Best ROE for FY18
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consumers,” Dutch Lady says.

Meanwhile, Astro Malaysia
Holdings Bhd and British
American Tobacco (Malaysia)
Bhd took the fourth and fifth
position respectively. Astro
generated an ROE of 116.94%
while BAT 111.11%.

Not the best benchmark

In reality, assessing the value of
a company based on its ROE may
not be the best method.

“ROE is looking at the specific
historical base of a company,
hence may not be the best
henchmark_ across companies,

especially public companies
where the shares are publicly
traded with market price that can
be better measured with dividend
yield, which is the ‘real return’
into the hands of investors,” says
Baker Tilly Malaysia managing
partner, audit & assurance Datuk
Lock Peng Kuan.

“ROE differs from company
to company as some companies,
especially MNCs with steady cash
flows, hardly see any capital call
or transactions, as their interna-
tional holding company is usually
not pumping in more capital
after the initial outlays — more

so they are calling for dividends
from these investments. Hence,
the equity based of these compa-
nies might not differ much from
year on year, and ROE could be
deemed as a historical compar-
ison based on their initial equity
base,” he tells FocusM.

Lock adds that MNCs are
well liked because many have
fixed dividend policy where a big
chunk of their profits is allocated
for dividends.

“The MNCs don’t need to
preserve capital for expansion
and usually dividend vields are
also high. At least the dividend

yield is more reflective as il takes
into account the current share
price,” Lock adds.

Meanwhile, Etiga Insurance
and Takaful chief strategy officer
Chris Eng says good ROEs on
companies such as Dutch Lady
and Digi are a potential indicator
on positive long-term returns.

However, he adds that ROE
should not be used as the sole
indicator of the potential returns
on companies.

“In cases where the regu-
latory environment mandates
a higher level of capital, ROEs
may be dampened not because

the return is low but because the
equity is high.

“In some cases, a high ROE
may indicate a mature operating
environment where growth op-
portunities are limited and thus
companies have returned signif-
icant profits to shareholders in
the form of dividends.

“So high ROEs are a good
sign but should not be the sole
characteristic when evaluating
companies. ROE combined with
CAGR (compound annual growth
rate) and PER (price to earnings
ratio) make for better combina-
tion,” he explains. =0



