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PRODUCT RANGE
JADI produces the following toner products for use in a wide range of OEM
brands such as HP, Samsung, Lexmark, Brother, Canon, Ricoh and etc.

Figure 12: Product Range
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PRODUCTION PROCESS
According to management, there are two types of toners:

i) Conventional Toner
- Atoner produced by using mechanical pulverizing process.
- This is the first toner technology for electrophotograhic printing
(development of image in printer based on static charge).

ii) Chemically Produced Toner (CPT)
- Atoner produced by using chemical process.
- This is a new generation of toner to replace conventional toners
for electrophotograhic printing.
- Most of the new printer models developed by OEMs are moving
towards CPT-based toner.

Figure 13: Comparing Mechanical & Chemical Process
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JADI has already filed its “Environmentally Friendly Palm Oil-Based
Resin for Toner” patent with the World Intellectual Property
Organisation (WIPO) in 2009. The other patent for “Natural-Oil-Based
CPT” is still pending approval.

» Favourable industry policy.
As part of the high technology industry, JADI has benefited from
favourable government support. The group was granted Pioneer
Status by Ministry of International Trade and Industry (MITI) which
enables it to income tax exemption of 70% of statutory income for a
period of five years for the manufacture of colour toner from 1 July
2009 to 30 June 2014.

Besides, its subsidiary in China is entitled to full exemption from The
People's Republic of China's (PRC) income tax for the two years
commencing from their first profit-making year of operations and
thereafter, is entitled to a 50% relief from the PRC income tax for the
next three years. The current statutory tax rate is 25%. The subsidiary
is in the fourth profit-making year and thus, enjoys a 50% relief from
the PRC income tax for FY09. Going forward, we believe the policy
will continue to be highly favourable for JADI, enabling them to
compete better in the global toner industry.

W eaknesses:

» Over-dependence on Key Personnel

JADI is led by Mr. Liew Kim Siong, who is also the Executive
Chairman/ CEO of JADI. His expertise is one of the primary reasons
for the success, growth and development of the group since its
inception. Thus, the collective loss of Mr. Liew could somewhat
negatively affect the group’s ability to manage operations efficiently
and competitively although we also understand that the group is also
led by a strong management team.

» High dependence on some major customers

Over the years, JADI has managed to establish good stable
relationship with its customers. All of its top ten customers have been
dealing with the group for three years or more. We believe the
alliances with these customers will help build the company’s
reputation and spur growth in its toner business. On the flip side, JADI
does not have any formal contract with its customers. It is common in
the industry to work from purchase orders. As such, since there is no
assurance that the group will be able to enjoy continuous support
from its major customers, it is crucial that the JADI maintains a solid
and cordial working relationship with all its buyers.

» Change in Technology
The toner industry is characterized by rapid change such as advances
in formulation, market dynamics, industry standards and customer
requirements. JADI needs to keep abreast with the latest development
framework technologies to ensure that their products remain relevant
and in demand should new development of models introduced by
OEMs.
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Opportunities:

>

Aftermarket Perform Well During Economy Downturn.

According to JADI’'s management, the aftermarket has been selling
more remanufactured cartridges since the slowdown as printing costs
per page were lower (approximately 20-30%) when compared to the
originals. Most of the remanufactured cartridges are able to perform
equally well if not better than the original consumables offered by the
OEMs. The increase in prices by several OEMs during the slowdown
to compensate for the higher production cost due to lower production
output had help spur JADI's sales.

Green Initiatives will Help Boost Sales

The growing importance of green initiatives will also support the
growth for the aftermarket. It would encourage consumers and
businesses to make the switch from originals to remanufacture as
they can help protect the environment while reducing cost. The
inherent value coupled with the environmental benefits of
aftermarket cartridges enabled the aftermarket to gain new
customers during the downturn that were not normally aftermarket
customers. JADI's palm-oil based CPT will be a catalyst for future
growth.

Threats:

>

Currency Risk

The fluctuation of currency will certainly have an impact on JADI's
business as export markets account for more than 95% of the group's
revenue and the sales are denominated in USD. We undertake a
sensitivity analysis to gauge the potential earnings erosion for JADI
due to a stronger MYR. The outcome are as follow:

Appreciation of MYR Against USD
MYR/USD Net Profit Diluted EPS Target Price

(RM mn) (sen) (RM)

FYil  FYl2 Rl FY12
Base Case | 2.90 441 308 23 30 038
+5% 2.76 2.7 289 22 2.8 035
+10% 261 211 26.9 20 2.6 033
+15% 247 19.5 25.0 19 24 030

Source: TA Securities

Competition

Sales in foreign markets contribute to 97.8% of JADI’s total revenue.
Thus, the group faces most competition from foreign toner
manufacturers in the global market. Currently, the group has five
major competitors, namely,

i) Tomoegawa Paper (Japan)
i) Mitsubishi Kasei (Japan)
ii) IMEX (Japan)

iii) LG Chem (Korea)

iv) Trend Tone (Taiwan)
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INDUSTRY OUTLOOK

There are limited research reports available in the market regarding the
outlook and forecast for the toner industry. Nonetheless, according to
management, the aftermarket is selling more remanufactured cartridges
during the slowdown, especially the last year and a half when the global
economy went into a tailspin in the 1Q of 2009. While the aftermarket saw an
increase in sales, the OEMs endured difficult times as new printer placement
and sales of original consumables declined.

Factors contributing to the exceptional sales experienced by the aftermarket
industry is as summarized below:

i)

iii)

The generic products offered by the aftermarket seem to appeal more
to consumers and businesses when economic times are bad due to the
value proposition of using remanufactured cartridges. In fact, the
quality of remanufactured cartridges from the aftermarket is
improving every day.

At comparable quality, the lower price aftermarket cartridges offers
more value for consumers and businesses as the printing costs per
page is lower when compared to the originals. The price of
aftermarket cartridges may be 20% to 30% less than the originals,
substantial savings to prompt customers to make a switch.

The increase in prices by several OEMs during the slowdown to
compensate for the higher production cost due to lower production
output.

The inherently greener aftermarket cartridges have also encouraged
consumers and businesses to make the switch from originals to
remanufactured toners as they can help protect the environment
while reducing cost. The inherent value coupled with the
environmental benefits of aftermarket cartridges enabled the
aftermarket to gain new customers during the downturn.

OEMs released fewer new printers to brace for the slowdown in
worldwide demand. This resulted in a growing population of aging
printers which benefited the aftermarket. Based on past experience, it
was usually the case where the rechargers gained more market shares
as the printer population aged because there were more cartridge
empties available in the market and the fact that the remanufacturers
have already perfected the remanufacturing technology.

For the aftermarket industry, empties are like the lifeblood of all
remanufacturers as the availability of empties determines the amount
of cartridges that can be remanufactured and sold. When there are
more empties in the market, the aftermarket are able to produce
more remanufactured cartridges. The aftermarket also have the
opportunity to improve their remanufacturing quality and further
increase the acceptance of their remanufactured cartridges by
consumers during the period of stagnation from the OEMs.
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JADI views China as a market with great potential. This is a market that is
developing, and the potential is so large that it cannot be ignored. We believe
that the growth momentum seen in China’s printer consumables industry will
continue in 2011. Based on statistics from the Zhuhai Printer Consumables
Industry Association (ZPCIA), total production of toner cartridges increased 5
to 10% in 2008, from 72.5mn units in 2007. China’s 2007 output represented
20.5% of the 353.9mn toner cartridges produced worldwide. Despite the effect
of the global crisis, industry players are confident of the overall growth in the
toner industry over the next three years.

On the other hand, the growing importance of green initiatives and being
environmentally responsible will also support growth for the aftermarket. On
the environmental front, the OEMs have been quite active as well in promoting
their green initiatives. Standby mode is a standard feature in most printers
these days as printer's energy efficiency is key. Fuser temperatures have been
lowered substantially to reduce overall energy consumption. Several OEMs
have also introduced biomass toner which is more environmentally friendly
than the conventional petrochemical-based toner.

However, as more companies attempt to conduct their businesses in a more
sustainable manner, the demand for aftermarket cartridges which are
inherently greener will still be favoured. Notwithstanding the lower cost, the
aftermarket is still greener as cartridge empties are being collected and given a
new lease of life through remanufacturing, which is a purer form of recycling.
Thus, JADI's palm-oil based CPT will ensure that the group maintains its niche
and remains competitive as the palm-oil based resin improves toner quality by
controlling the properties of proprietary resin.

Malaysia- 2 Producer of Palm 0Oil

Malaysia was the second largest producer of palm oil, after Indonesia. Malaysia
currently accounts for 39 % of world palm oil production and 44% of world
exports. Thus, the major raw materials can be easily picked up for palm-oil
based resin. This will not only help to reduce cost substantially, but also reduce
the currency fluctuation against Japanese Yen as bulk of the raw materials is
sourced from Japan.

Figure 17: Global Palm Oil Production

Source: MPOC, TA Securities
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China is a market that is developing,
and the potential is so large that it
can’t be ignored.

We believe that China’s printer
consumables industry has a positive
outlook on business through 2010
and 2011.

Palm-oil based CPT help to reduce
cost substantially and also minimize
the currency fluctuation against
Japanese Yen
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FINANCIAL HIGHLIGHTS

JADI's has achieved remarkable revenue growth of about 57% to RM85.9mn
since it [PO launched in 2006. The commendable results were primarily
attributed to an increase in sales volume of both monochrome and colour
toners. The group has introduced several new products to its clients.

We expect JADI to continue seeing good growth momentum. We expect the
group’s revenue to grow at a compounded annual growth rate (CAGR) of
22.8% between FY10-FY12 while net profit should increase at a CAGR of
23.2%. We expect JADI's revenue to reach RM101.7mn, RM140.7mn and
RM188.3mn in FY10/FY11/FY12 while net profit is expected to increase to
RM16.5mn, RM24.4mn and RM30.8mn in FY10/FY11/FY12 respectively.

The commendable growth was mainly due to the enhanced production
capacity from the commencement of production of the additional monochrome
toner lines and the higher value added CPT line as highlighted in the our
production capacity segment above. We have not factored in any revenue
contributions from the three additional new CPT plants since we assume that
commercialization will only commence in FY13.

Besides, we also expect JADI to expand its net margin growth, driven by an
improvement in production yield and strategic low cost location in Jalan Kapar,
which just a short distance from Port Klang.

Elsewhere, although JADI does not have a formal dividend policy, the group
has been paying constant dividend (in the range of 3sen to 5sen) since its IPO
in 2006. Going forward, we expect the group to continue paying dividend per
share (DPS) of some 3sen for FY10-FY12. This will translates into yields of
around 1.2% for FY10-FY12.

Revenues

JADI continued to thrive despite the economic downturn. The group delivered
constant double digit revenue growth from FY01 to FY09 except for FY07,
where it only achieved revenue growth of about 3.4%. All of this proves that
JADI's business kept resilient and unaffected by the recession even though
other manufacturing companies are facing financial problems during this
tough economic crisis. The exceptional growth in FY07 was mainly due to the
depreciation of USD which eroded the group’s revenue and profit margin.
Meanwhile, the plunge in the FY08 net profit was mainly due to the recognition
of forex loss, exceptional expenses due to abortion of an imaging supplies
business in Europe and increase of raw material prices.

Figure 18: Revenue vs. Net Profit
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Source: Company, TA Securities
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grow at a CAGR of 22.8% between
FY10-FY12 while the net profit to
increase with CAGR of 23.2%.
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Gross Margin

Gross margin for JADI are typically in the range of 28%-37%. Raw material
constitutes more than 80% of total cost of sales. Thus, any cost saving in raw
material cost reduces the cost of production and improve gross margin. We
expect JADI's gross margin to be in the range of 25%-29% for FY10-FY12.
Labour costs consume only 5%- 10% of total operating cost as its production
machines are fully automated. This operation enables the production line to be
manned by just five to six people.

R&D Costs

JADI is constantly undertaking R&D to improve on its products to better meet
customers’ needs and identify areas of opportunity. JADI will shift its R&D
centre in Hicom Glenmarie Industrial Park to its new facility in Jalan Kapar,
Klang. JADI will continue investments in R&D, which have been critical in
allowing the group to gain market share, especially in the green technology
segment. According to management, R&D expenses will make up some 5% of
the group’s total revenue.

Capex

JADI is fully poised to grow with its planned capacity expansion. To capitalize
on the rising demand, JADI has already firmed up plans to invest RM50mn over
the next two-years to setting up new toner lines. Management is projecting a
capex of RM42mn in FY10.

Figure 19: Capex Forecast

Capex
Year (RM mn)
FY10 42
FYl11l 20
FYyl2 30
Total 92

Source: Company, TA Securities

Figure 20: Forecast Capacity (Volume)
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Private Placement Completed in July

JADI recently completed a private placement for 61,462,000 common shares at
a price of RM0.20 a piece - raising gross proceeds totaling RM12.3mn.
Management said the proceeds will enable the group to implement its strategy
for growth. The funds raised in the private placement will partly be used for
working capital.

Mega First Become the Major Shareholder

Through the above private placement, Mega First Corp Bhd has become the
major shareholder of JADI with a 10.51% stake. Mega First then proceeded to
buy more shares in the open market. Based on the latest Bursa announcement,
Mega First now owns 19.94% of JADI and is the second largest shareholder in
the JADI. We opine that the recent investment of Mega First Corp Bhd reflects a
great amount of confidence in JADI's current developments, future prospects
and quality of the group’s asset base. We have ruled out any potential merger
and acquisition between JADI and Mega First as the latter is a company
operating in four main divisions, namely: i) Power Generation, ii) Property
Development, iii) Limestone Quarrying and iv) Automotive Engineering.
According to JADI's management, the link could be Mega First’s interest in
green technology, which is JADI's focus and ongoing R&D programmes.

Free Warrants Look Attractive with Brighter Outlook.

As huge capex needed for future development, JADI has issued up to
352,251,462 free warrants on the basis of 1 free warrant for every 2 existing
shares, and (ii) increase in the authorised share capital from 1,000,000,000
RMO0.10 shares to 2,000,000,000 RM0.10 shares. The exercise price for the
warrants has been fixed at RM0.17 each with an exercise period of five years.
The proposed free warrants will raise gross proceeds of up to approximately
RM59.9mn (assuming all warrants are exercised in the future). According to
management, the proceeds will be utilized for capex. The exercise warrants
price of RM0.17 reflects a discount of 33.3% to share price of RM0.255 (based
on yesterday closing). The warrants remain attractive at the exercised price of
RMO0.17 as we foresee potential upside to JADI's share price due to the
optimistic outlook over the next two years.

Gearing

JADI has a net debt of RM5.7mn (gross debt of RM11.9mn against cash of
RM17.6mn) as at end of Dec 2009. The net gearing stands at -0.1x and net
debt/EBITDA stands at -0.3x. As JADI plans to ramp-up its production capacity
by more than 40% in FY12, this would require higher capital requirement for
JADI. We expect net debt to increase to RM14.2mn/RM13.8mn/RM18.8mn by
FY10/FY11/FY12, given the high capex requirement that we mentioned
previously. Nonetheless, we expect the improvement in cash position and
bottomline to cushion gearing.
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VALUATION

We believe that JADI is well placed to seize the emerging opportunities in the
industry as we mentioned previously. Moving ahead, we expect palm-oil based
Green CPT to drive the group's next level of growth particularly with its new
CPT plant coming on stream by end of 2010 and another three more in 2012.

We believe JADI is a good company to look at in the toner industry as it has
huge growth potential with steady financial performance over the years and its
ability to maintain its growth even in a down-turn period.

On the valuation front, at RM0.255, the stock is trading at PER of 11x in FY11
and 9x FY12. Historically, JADI has been trading between 4-22x four years
forward PE band and at an average 7.3x over the past 12 months.

We initiate coverage on the stock with a target price of RM0.38, using a FY11
diluted EPS of 2.4sen and pegging it at a PER of 16x. This represents 45.5%
premium to current PER of 11x. We believe the premium is justified, given its
steady earnings growth and its ability to innovate will keep it ahead of the
competition. The PER of 16x shows a 28.6% discount to JADI’s historical peak
PER of 22.4x. We expect the stock to trade at higher valuations than its
historical average amid improving market conditions and higher net profit
growth.

Key risks to our price target are: i) strengthening of USD and JPY, ii) Europe’s
debt crisis significantly impacting end-user demand, iii) higher raw material
costs, and iii) delay in capacity expansion plans.

Figure 21: Forward PER band
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FINANCIAL MODELS

Earnings Summary (RMmn)
FYE Dec 31 FY08 FY09 FY10E FY11F FY12F
Revenue 63.2 85.9 101.7 140.7 188.3
EBITDA 12.5 20.0 25.8 38.5 46.8
EBITDA margin (%) 19.8 23.2 254 27.4 24.8
Pretax profit 6.2 12.6 18.1 26.8 33.9
Net profit 6.1 10.4 16.5 24.4 30.8
Core net profit 6.1 10.3 16.5 24.4 30.8
EPS (sen) 0.9 1.5 2.4 3.5 4.4
Diluted EPS (sen) 0.6 1.0 1.6 2.4 3.0
EPS growth (%) (60.4) 68.7 59.5 47.7 26.6
PER (x) 43.6 25.9 16.2 11.0 8.7
GDPS (sen) 0.5 0.3 0.3 0.3 0.3
Div yield (%) 2.0 1.2 1.2 1.2 1.2
Core ROE (%) 7.4 11.2 13.9 17.3 18.2
Balance Sheet (RMmn)
FYE Dec 31 FYO08 FY09 FY10E FY11F FY12F
Fixed assets 64.7 68.1 102.4 111.6 129.8
Others 2.3 2.2 2.2 2.2 2.2
Total 66.9 70.3 104.6 113.8 132.0
Cash 3.6 17.6 7.6 12.8 12.7
Others 39.2 35.0 47.1 65.1 87.0
CA 42.9 52.6 54.6 77.9 99.7
Total assets 109.8 122.9 159.3 191.7 231.7
ST debts 11.3 10.6 19.4 25.4 30.3
Others 9.1 14.2 14.1 19.3 25.7
CL 20.4 24.7 33.5 44.7 56.0
Shareholders' funds/Ml 83.4 92.1 118.6 140.9 169.6
LT borrowings 2.0 13 2.4 1.3 13
LT liabilities 4.0 4.8 4.8 4.8 4.8
Total 89.4 98.2 125.8 147.0 175.7
Total liabilities 109.8 122.9 159.3 191.7 231.7
Cash Flow (RMmn)
FYE Dec 31 FYO8 FY09 FY10E FY11F FY12F
PBT 6.2 12.6 18.1 26.8 33.9
Others 1.7 (1.6) (1.6) (2.4) (3.1)
Depreciation & Amortisation 6.0 6.8 7.2 10.8 11.8
Changes in working capital (11.5) 9.8 (12.1) (12.8) (15.6)
Operational cash flow 2.5 27.6 11.6 22.4 27.1
Capex (16.3) (8.3) (41.5) (20.0) (30.0)
Interest received 0.2 0.1 0.0 0.0 0.0
Others 0.0 0.0 0.0 0.0 0.0
Investment cash flow (16.1) (8.2) (41.5) (20.0) (30.0)
Share issuance 0.0 0.8 12.1 0.0 0.0
Others (3.5) (3.1) (0.2) (0.2) (0.2)
Dividend (3.0) (1.8) (2.1) (2.1) (2.1)
Net Change in debt 11.0 (1.2) 10.1 5.1 5.1
Financial cash flow 4.5 (5.3) 19.9 2.8 2.8
Net cash flow (9.2) 14.0 (10.0) 5.2 (0.1)
Opening cash 12.4 3.6 17.6 7.6 12.8
Forex 0.4 (0.1) 0.0 0.0 0.0
Closing cash 3.6 17.6 7.6 12.8 12.7
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for TA SECURITIES HOLDINGS BERHAD (4948 m)
(A Participating Organisation of Bursa Malaysia Securities Berhad)

Kaladher Govindan - Head of Research
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