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   June	
  7,	
  2016	
  
Aki	
  Matsumoto,	
  CFA	
  

(6810)	
  Hitachi	
  Maxell	
  –	
  ‘Outperform’	
  (maintain)	
  
	
  
Share	
  price	
  (2016/6/6):	
  1,558	
  
Mkt	
  cap	
  (JPY	
  bn):	
   8.31	
  bn	
  
FY2017/3	
  P/E	
  (CE):	
   21.1x	
  
FY2016/3	
  P/B	
  (act):	
   0.73x	
  
FY2017/3	
  DY	
  (CE):	
   2.3%	
  
	
  
Structure	
  reform	
  finally	
  begins	
  
	
  
SUMMARY	
  
Ø Automotive	
  3	
  growth	
  products	
  remain	
  solid	
  growth	
  
Ø Earnings	
  are	
  expected	
  to	
  bounce	
  back	
  in	
  FY2018/8	
  after	
  reshuffling	
  businesses	
  
Ø Share	
  price	
  will	
  react	
  to	
  the	
  process	
  on	
  structure	
  reform	
  
	
  
① FY2016/3	
  full	
  year	
  Results:	
  +0%	
  Sales	
  but	
  +40%	
  OP	
  	
  	
  

Sales	
  remained	
  flat	
  at	
  JPY156,216	
  million	
  but	
  OP	
  gained	
  40%	
  YoY	
  to	
  JPY7,306	
  million.	
  Strong	
  growth	
  
of	
  TPMS	
  battery,	
  car	
  view	
  camera	
  lenses	
  and	
  car	
  LED	
  head	
  lump	
  lenses	
  was	
  offset	
  by	
  decline	
  in	
  
legacy	
  products	
  such	
  as	
  lithium-­‐ion	
  batteries	
  for	
  consumer	
  electronics	
  and	
  magnetic	
  tapes.	
  For	
  
growth	
  products,	
  TPMS	
  battery	
  increased	
  sales	
  by	
  10%	
  YoY,	
  view	
  camera	
  lenses	
  accelerated	
  by	
  50%	
  
YoY	
  and	
  LED	
  head	
  lump	
  lenses	
  maintained	
  at	
  20%	
  YoY	
  growth.	
  Due	
  to	
  higher	
  demand	
  from	
  Europe,	
  
the	
  production	
  capacity	
  of	
  TPMS	
  battery	
  was	
  increased	
  again.	
  Conversely,	
  Lithium-­‐ion	
  battery	
  for	
  
smartphones	
  remained	
  under	
  break-­‐even	
  and	
  magnetic	
  tapes	
  expanded	
  loss	
  from	
  a	
  year	
  ago.	
  	
  
	
  

② FY2017/3	
  full	
  year	
  Forecast:	
  In	
  line	
  with	
  Company	
  outlook	
  
Hitachi	
  Maxell	
  posted	
  FY2017/3	
  outlook	
  of	
  declining	
  sales	
  of	
  10%	
  YoY	
  to	
  JPY140,000	
  million	
  and	
  OP	
  
of	
  18%	
  to	
  JPY6,000	
  million.	
  The	
  decrease	
  of	
  sales	
  of	
  Lithium-­‐ion	
  for	
  smartphones,	
  magnetic	
  tapes	
  
and	
  consumer	
  products	
  of	
  appliance	
  puts	
  downward	
  pressure	
  on	
  profits	
  for	
  this	
  year.	
  In	
  addition,	
  
higher	
  appreciation	
  of	
  JPY	
  decreases	
  OP	
  by	
  JPY800	
  million,	
  assuming	
  USD/JPY	
  weakening	
  to	
  110	
  
from	
  120	
  for	
  the	
  previous	
  year.	
  	
  Titlis	
  forecast	
  is	
  in	
  line	
  with	
  the	
  guidance,	
  slightly	
  higher	
  sales	
  of	
  
JPY141,405	
  million	
  and	
  OP	
  of	
  JPY6,046	
  million.	
  The	
  table	
  below	
  or	
  ‘PL’	
  sheet	
  of	
  the	
  attached	
  
spreadsheet	
  shows	
  detail.	
  	
  
	
  

	
  



2	
  
	
  

Forecast	
  by	
  segment	
  is	
  shown	
  below	
  or	
  ‘Segment’	
  sheet	
  of	
  the	
  attached	
  spreadsheet.	
  	
  

	
  
	
  

③ Restructure	
  plan	
  	
  
Forecast	
  by	
  product	
  is	
  shown	
  below;	
  please	
  see	
  ‘Product’	
  of	
  spreadsheet.	
  
Regarding	
  profitability	
  of	
  automotive	
  3	
  products,	
  that	
  of	
  TPMS	
  battery	
  will	
  dip	
  into	
  15%	
  for	
  
FY2017/3	
  from	
  20%	
  temporarily	
  due	
  to	
  stronger	
  JPY	
  rates	
  and	
  higher	
  personnel	
  cost	
  shifted	
  from	
  
Lithium-­‐ion	
  battery	
  but	
  improve	
  for	
  FY2018/3	
  led	
  by	
  incremental	
  cost	
  reduction.	
  That	
  for	
  car	
  view	
  
camera	
  lens	
  is	
  likely	
  to	
  maintain	
  due	
  to	
  the	
  increase	
  in	
  volume	
  and	
  the	
  decrease	
  in	
  COGS.	
  That	
  of	
  car	
  
LED	
  lamp	
  lens	
  is	
  also	
  expected	
  maintain	
  at	
  the	
  same	
  level	
  due	
  to	
  fewer	
  competitors.	
  

	
  
	
  
(a) Lithium-­‐ion	
  battery	
  
70%	
  of	
  consumer	
  use	
  Lithium-­‐ion	
  battery	
  is	
  produced	
  for	
  smartphone	
  (of	
  70%	
  is	
  for	
  Samsung),	
  and	
  
the	
  sale	
  is	
  expected	
  to	
  decrease	
  20%	
  a	
  year.	
  But	
  HM	
  plans	
  to	
  maintain	
  investment	
  in	
  Lithium-­‐ion	
  
battery	
  that	
  leads	
  to	
  developing	
  future	
  technology	
  for	
  overall	
  micro	
  batteries,	
  trying	
  to	
  making	
  
slightly	
  above	
  break-­‐even	
  profit,	
  as	
  the	
  company	
  will	
  cut	
  further	
  cost	
  of	
  consolidating	
  production	
  
facilities	
  of	
  Kyoto	
  and	
  Wuxi	
  and	
  shifting	
  head	
  count	
  to	
  other	
  micro	
  batteries.	
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(b) Magnetic	
  tapes	
  
HM	
  plans	
  to	
  transfer	
  magnetic	
  tapes	
  to	
  Ube	
  Maxell	
  that	
  is	
  a	
  JV	
  with	
  Ube	
  Industries	
  of,	
  producing	
  
separators	
  of	
  battery	
  used	
  for	
  electric	
  vehicles.	
  A	
  technology	
  of	
  process	
  of	
  applying	
  magnetic	
  
materials	
  to	
  a	
  tape	
  is	
  able	
  to	
  transfer	
  to	
  a	
  technology	
  for	
  the	
  separator,	
  using	
  manufacturing	
  facility	
  
in	
  Kyoto	
  plant.	
  The	
  transfer	
  is	
  scheduled	
  within	
  this	
  fiscal	
  year.	
  
	
  
(c) Consumer	
  electric	
  appliance	
  
HM	
  plans	
  to	
  reduce	
  sale	
  of	
  consumer	
  products	
  to	
  JPY10	
  billion	
  from	
  JPY24	
  billion	
  in	
  the	
  previous	
  
year	
  when	
  commodity	
  type	
  products	
  such	
  as	
  earphones	
  deteriorated	
  profitability	
  of	
  the	
  segment.	
  
	
  

④ After	
  restructuring	
  plan:	
  +58%	
  YoY	
  OP	
  for	
  FY2018/3	
  	
  
Although	
  earnings	
  are	
  unlikely	
  to	
  reach	
  goals	
  in	
  MTP,	
  TIRS	
  expects	
  sales	
  to	
  inch	
  up	
  1.2%	
  YoY	
  to	
  
JPY143,098	
  and	
  OP	
  to	
  jump	
  58%	
  YoY	
  to	
  JPY9,575	
  million	
  for	
  FY2018/3	
  (please	
  see	
  tables	
  above).	
  
Due	
  to	
  solid	
  growth	
  in	
  automotive	
  3	
  products,	
  profits	
  are	
  expected	
  to	
  expand,	
  whereas	
  negative	
  
effect	
  by	
  legacy	
  products	
  is	
  likely	
  to	
  recede.	
  Automotive	
  3	
  products	
  will	
  maintain	
  higher	
  profit	
  
margins,	
  as	
  the	
  sale	
  prices	
  have	
  been	
  fixed	
  on	
  long-­‐term	
  contracts	
  with	
  customers	
  and	
  HM	
  closely	
  
discuss	
  them	
  on	
  production	
  plan	
  including	
  production	
  cost	
  reduction.	
  A	
  risk	
  will	
  remain	
  in	
  projector	
  
business	
  if	
  China’s	
  economy	
  slows	
  down	
  further.	
  
	
  

⑤ Valuation:	
  Share	
  price	
  remains	
  at	
  a	
  discount	
  
On	
  an	
  EV/EBITDA,	
  the	
  multiple	
  is	
  declining	
  from	
  2.09x	
  in	
  FY2016/3	
  to	
  1.09x	
  in	
  FY2016/3	
  (E)	
  and	
  
0.67x	
  in	
  FY2018/3	
  (E).	
  From	
  FY2016/3	
  to	
  FY2017/3	
  (E),	
  OP	
  is	
  likely	
  to	
  decrease	
  from	
  JPY7,306	
  million	
  
to	
  JPY6,046	
  million,	
  but	
  EBITDA	
  is	
  expected	
  to	
  be	
  more	
  stable	
  from	
  JPY11,985	
  million	
  to	
  JPY11,046	
  
million	
  as	
  depreciation	
  increase	
  from	
  JPY4,679	
  million	
  to	
  JPY5,000	
  million.	
  Share	
  price	
  plunged	
  on	
  
concern	
  over	
  lower	
  earnings	
  outlook	
  for	
  FY2017/3,	
  but	
  more	
  stable	
  cash	
  flow	
  should	
  be	
  focused.	
  
Lower	
  EV/EBITDA	
  multiple	
  seems	
  to	
  show	
  the	
  share	
  price	
  has	
  fully	
  discounted	
  weak	
  outlook	
  for	
  this	
  
year.	
  Therefore,	
  it	
  is	
  more	
  likely	
  to	
  respond	
  to	
  positive	
  information	
  if	
  the	
  process	
  is	
  on	
  track.	
  

	
  
	
  
The	
  following	
  table	
  shows	
  cash	
  flow	
  forecast.	
  

	
  
	
  
Using	
  sum-­‐of-­‐the-­‐parts	
  (SOTP)	
  model,	
  NAV	
  on	
  TIRS	
  estimates	
  for	
  FY2017/3	
  is	
  JPY2,719,	
  putting	
  the	
  
June	
  6th	
  closing	
  price	
  of	
  JPY1,558	
  on	
  a	
  42%	
  discount	
  (our	
  model	
  normalizes	
  (averages)	
  for	
  each	
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segment	
  sales,	
  OP,	
  EBITDA	
  and	
  FCF	
  from	
  FY2014/3	
  through	
  FY2017/3	
  (E),	
  adding	
  net	
  cash	
  and	
  
equivalents).	
  The	
  calculation	
  of	
  future	
  NAV	
  that	
  incorporates	
  medium-­‐term	
  growth	
  through	
  
FY2018/3	
  (E)	
  yields	
  a	
  value	
  of	
  JPY2,932,	
  which	
  puts	
  the	
  current	
  share	
  price	
  on	
  a	
  46%	
  discount.	
  
	
  

	
  
	
  
⑥ CONCLUSION:	
  Maintain	
  ‘Outperform’	
  

Rating	
  of	
  “Outperform”	
  has	
  been	
  kept	
  on	
  hold	
  at	
  this	
  time	
  due	
  to	
  limited	
  downside	
  risk	
  and	
  possible	
  
recovery	
  in	
  FY2018/3	
  after	
  structure	
  reform.	
  Automotive	
  3	
  products	
  are	
  very	
  likely	
  to	
  continue	
  
growing	
  at	
  solid	
  pace.	
  Recovery	
  for	
  FY2018/3	
  would	
  mostly	
  rely	
  on	
  whether	
  structure	
  reform	
  
successfully	
  completes	
  on	
  schedule,	
  although	
  consumer	
  use	
  Lithium-­‐ion	
  battery	
  and	
  magnetic	
  tape	
  
will	
  hardly	
  eliminate	
  risk	
  perfectly	
  but	
  it	
  will	
  be	
  marginal.	
  Share	
  price	
  has	
  already	
  fully	
  discounted	
  
weak	
  earnings	
  outlook,	
  and	
  from	
  now	
  it	
  will	
  react	
  positively	
  on	
  a	
  positive	
  outcome	
  of	
  the	
  structure	
  
reform.	
  In	
  addition,	
  I	
  believe	
  share	
  price	
  should	
  be	
  more	
  appreciated,	
  as	
  cash	
  flows	
  are	
  more	
  stable	
  
than	
  OP	
  and	
  net-­‐net	
  or	
  cash	
  position	
  shows	
  undervalued.	
  Hitachi	
  Maxell	
  should	
  show	
  the	
  result	
  of	
  
structure	
  reform,	
  restoring	
  confidence	
  of	
  investors.	
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