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Strong downside protection with obscured earnings as kicker 
 

Fu Yu Corporation SGX:F13 
 

One of the largest manufacturers and suppliers of high-precision injection 

moulds and plastic parts in Asia 

 

Investment thesis  

- Rock-solid net cash position with little debt that can withstand cash burn: 

S$64.2mn cash vs average 3-year adjusted FCF of S$2.2mn 

- High potential turnaround story 

- Market value exceeds liquidation value by 48%. Ample buffer  

Catalyst 

- Proposed sale of Classic Advantage Sdn Bhd, a Malaysia subsidiary that is 

likely to be low-margin/loss-making will likely boost performance in coming 

quarters. Malaysia segment is main loss driver, contributing S$11.4mn loss 

compared to Singapore’s S$2.7m loss and China’s S$6.6mn profit. Any 

improvement/elimination of Malaysia loss will unobscured profitability 

Risks 

- Continued cash burn from unprofitable operations, eroding large MOS 

- Lack of motivation to pay out cash as management are majority owners 

- Business mismanagement 

- Coupled with possible earnings drop, market may infer imminent decrease 

in revenue (sale of subsidiary) as underperformance  

- Concentration risk: 2 customers make up 34% of FY2012 revenue 

- Malaysia operations continue to lose money 

Variant perception 

- Potentially misunderstood by market due to fluctuating and large 

accounting losses and operating cash flow 

o Large depreciation charges of > S$15mn obscuring accounting 

earnings. Capex in last 3 years is less than half of depreciation 

o Operating cash flow affected by working capital requirements. 

Ability to convert into cash in coming quarters 

- Recent sale of Malaysia subsidiary to unobscure profitability  

Valuation 

- Zero moat business with high competitive pressures and lumpy 

earnings/cash flow. Valuing at replacement/liquidation value is 

appropriate. Residual value as per table on right exceeds market value 

- Valuation table notes: 

o Receivables – More conservative 65% liquidation compared to 

Graham’s typical 75% since industry could be less predictable 

o Inventories – Used FY2012 annual report as proxy for inventory 

component proportion since fluctuations not wide. Assign 15% as 

liquidation value for finished goods. Raw materials have higher 

values as commodities likely to be fungible 

o PPE - Used FY2012 annual report as proxy to determine real estate 

proportion. Only 10% (in size) of properties expiring in/within 10 

years. 90% (in size) of properties expiring between 2041 and 2060 – 

at least 30 more years. c.50% (in size) were acquired > 10 years 

ago. Prices likely to have risen sharply. Conservatively set 20% 

 

Quick Numbers: 

Investment type Cigar butt 

Risk-reward ratio N.A.  

Date of research  30 Sep 2013 

Price S$0.100 

Target price S$0.207 

P/E N/A 

Market cap S$73.9mn 

Shares 

outstanding 

731.8mn 

Year end 31 Dec 

Financials: 

(SGD‘ mn) 1H13 1H12 FY2012 FY2011 FY2010 

Sales 137.1 169.7 313.2 261.1 258.9 

NP 5.9 - 7.2 - 7.0 - 3.9 1.3 

OCF 5.8 - 6.4 3.8 - 2.4 14.5 

FCF 2.7 - 8.1 -1.6 - 4.2 6.6 

Adj. FCF* 3.5 - 7.6 - 0.6 - 2.2 9.5 

* Includes cash inflow from PPE disposal and 

dividend from associate 

 

Valuation: 
(SGD ‘mn) 30 Jun 2013 Liquidation value 

  % Value 

Cash S$64.2mn 85% S$54.6mn 

Receivables S$88.6mn 65% S$57.6mn 

Inventories Raw mat 

(S$13.4mn) 

WIP 

(S$2.7mn) 

Finished 

goods 

(S$10.0mn) 

Raw mat 

(65%) 

WIP 

(0%) 

Finished 

goods 

(15%) 

Raw mat 

(S$8.7mn) 

Finished 

goods (0) 

Finished 

goods 

(S$1.5mn) 

Associate S$3.9mn 50% S$2mn 

Investment 

property 

S$9.4mn 80% S$7.5mn 

PPE Leasehold  - 

cost 

(S$71.8mn) 

Factory 

equipment, 

plant, 

machinery - 

NBV (S$27mn) 

Leasehold 

(120%) 

 

Factory 

equipment, 

plant, 

machinery 

– NBV (30%)  

Leasehold 

(S$86.2mn) 

Remaining 

assets 

(S$8.1mn) 

Liabilities - S$74.9mn 100% - S$74.9mn 

Residual   S$151.3mn 
 

Expected closing of valuation gap: 

Partial - within 1.25 years, following 

FY2014 results to reveal unobscured 

profitability 
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