









	
 Home

	 Add Document
	 Sign In
	 Create An Account














[image: PDFKUL.COM]






































	
 Viewer

	
 Transcript





















































































































1Q15 weak; near-term risks overwhelm the long-term story
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TP:











Anand Swaminathan / Research Analyst / 65 6212 3012 / [email protected] Dawei Lee / Research Analyst / 65 6212 3004 / [email protected]



● OSIM's 1Q15 net profit of S$13.5 mn (-51% QoQ, -53% YoY) was below expectations (12% of FY15E) and disappointing both on the topline and margins (legal / start-up costs). ● Topline growth (-13% YoY) was surprisingly weak across all markets. While Greater China demand weakness was partly expected, across the board slowdown in ASEAN was a negative surprise. TWG-related legal costs were a further drag and are likely to continue. Along with more TWG-related start-up costs expected in 2H, there are multiple downside risks to earnings near term. ● uMagic, a new S$5k chair replacing uDivine, will be rolled out to all core markets through 2Q. Two new smaller OSIM products are also expected to be launched through rest of the year. While management does not expect a quick demand recovery, they are hopeful that new products could lift topline growth. ● We trim our EPS estimates by 18% on weaker topline and margin assumptions. We revise down our TP to S$1.65 (from S$2.05) and downgrade our rating to UNDERPERFORM (from Neutral). Near-term risks clearly overwhelm the long-term story.
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1Q14 2Q14 3Q14 386 382 367 North Asia South Asia 163 162 161 Other 34 34 37 Total OSIM Outlets 583 578 565 GNC/RichLife outlets 242 238 231 TWG outlets 30 33 37 Total outlets 855 849 833 Source: Company data, Credit Suisse estimates /
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4Q14 365 158 38 561 238 43 842 2
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1Q15 QoQ% 364 -0.3 157 -0.6 39 2.6 560 -0.2 233 -2.1 44 2.3 837 -0.6
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While labour related cost growth continues to be a drag across markets. TWG related legal costs (in SG and HK) are likely to see further accruals in the next few quarters. For TWG, China and to some extent HK new store start-up costs are likely to add to earnings risks in 2H. So overall, it would take a big topline turnaround to protect margins. Figure 3: OSIM—1Q15 results snapshot (S$ mn)



3Q14



4Q14



1Q15 QoQ% YoY% FY14A YoY%



158.2 177.7 149.8 -15.7 Revenue Cost of goods -46.1 -54.1 -44.0 -18.6 Staff costs -31.7 -28.8 -31.6 9.6 Total opg. exp -138.1 -147.7 -136.2 -7.8 EBITDA 27.5 38.9 23.1 -40.7 Profit before tax 22.9 34.0 18.0 -47.1 Core net profit 16.4 27.4 13.5 -50.7 Ratios (%) Gross margin 70.9 69.5 70.6 1.1 EBITDA margin 17.4 21.9 15.4 -6.5 Net margin 10.4 15.4 9.0 -6.4 Source: Company data, Credit Suisse estimates 9
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-13.2 691.1 -13.0 -204.8 3.7 -122.0 -2.6 -575.5 -44.8 151.6 -51.2 132.3 -53.1 102.2 -0.1 -8.8 -7.7
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Figure 4: OSIM—12-month forward P/E (x) (IBES consensus)



Click here for detailed financials #
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Figure 2: OSIM—Number of outlets



Note 1: ORD/ADR=10.00. Note 2: OSIM markets, distributes and franchises a wide range of lifestyle and nutrition products globally. Range of products include massage equipment, vitamins & supplements and fitness equipment "











OSIM: Unlikely to add net new stores for the rest of the year as management continues to rationalise underperforming stores. TWG: Likely to add three new stores in HK in 3Q. In Mainland, likely to add one new store in Beijing (new central kitchen) and two more in 2H. The Beijing store is likely to add start-up costs, while the other two will be using existing kitchens.



Bbg/RIC OSIM SP / OSIL.SI Price (05 May 15 , S$) 1.93 Rating (prev. rating) U (N) TP (prev. TP S$) 1.65 (2.05) Shares outstanding (mn) 779.15 Est. pot. % chg. to TP (15) Daily trad vol - 6m avg (mn) 2.0 52-wk range (S$) 2.90 - 1.69 Daily trad val - 6m avg (US$ mn) 2.9 Mkt cap (S$/US$ mn) 1,503.8/ 1,124.5 Free float (%) 29.5 Performance 1M 3M 12M Major shareholders Ron Sim (70.5%) Absolute (%) — (4.5) (33.4) Relative (%) (0.5) (6.0) (40.5) Year 12-13A 12-14A 12-15E 12-16E 12-17E Revenue (S$ mn) 647.6 691.1 725.6 820.4 927.9 EBITDA (S$ mn) 136.2 151.6 144.3 162.4 183.2 Net profit (S$ mn) 97.4 102.2 91.8 102.5 118.3 EPS (S$) 0.12 0.12 0.11 0.12 0.14 - Change from prev. EPS (%) n.a. n.a. (18) (18) (18) - Consensus EPS (S$) n.a. n.a. 0.14 0.15 0.17 EPS growth (%) 4.6 0.2 (10.2) 11.7 15.4 P/E (x) 15.6 15.6 17.3 15.5 13.4 Dividend yield (%) 3.1 3.1 3.6 4.1 4.1 EV/EBITDA (x) 10.2 8.4 8.9 8.0 7.1 P/B (x) 5.4 3.4 4.7 4.2 3.7 ROE (%) 41.7 28.8 24.1 29.8 30.2 Net debt(cash)/equity (%) (32.8) (47.7) (66.3) (55.4) (48.5)
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OSIM core massage chair business saw demand weakness across all core markets, the first quarter we are seeing real weakness in ASEAN. uMagic, the new chair replacing uDivine, was soft launched in March and will be rolled out across other markets through 2Q. 4Q14 95 68 15 178



1Q15 78 63 9 150
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Figure 1: OSIM—Geographical revenue growth (S$ mn) 1Q14 2Q14 3Q14 91 101 80 North Asia South Asia 73 71 67 Others 9 11 11 Total revenue 173 183 158 Source: Company data, Credit Suisse estimates
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Figure 1: OSIMâ€”Geographical revenue growth. (S$ mn). 1Q14 2Q14 3Q14 4Q14 1Q15 QoQ% YoY%. North Asia. 91. 101. 80. 95. 78 -17.9 -14.3. South Asia. 73. 
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