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SECTOR UPDATE

Consumer — Malaysia
Clouded Outlook

Mixed signals prevail as the steep minimum wage hike is offset by stronger spending;
despite an uptick in commodities prices, margins appear intact for now. The sector
offers a 2024/25 earnings growth at 4.6%/8.9% respectively, and valuations that are near
-1.0SD to its five-year mean. However, the sector’s defensiveness may translate to
underperformance against the broader market. These confluences of factors underline
our MARKET WEIGHT stance on the sector. Top picks: F&N and Mr DIY.

WHAT’S NEW

¢ Bracing for increased wage-related costs. We have factored in the minimum wage
increase to RM1,700 and mandatory EPF contribution for foreigners, along with its potential
ripple effect into our assumptions for the companies under our coverage. For key retailers
such as MyNews, 99Speedmart, and Mr DIY, the potential impact on 2025 earnings could
reach -11%, -7.4%, and -4.2% respectively, assuming no cost pass-through. However, a
minimal ASP adjustment of 0.3%, 0.4%, and 0.6% respectively for these companies could
offset the increased wage costs.

e Other side of the coin to the minimum wage hike. The increase in the minimum wage to
RM1,700 and civil servant salary adjustments are expected to spread RM20.4b across
6.05m individuals. With the additional RM5b from the Employees Provident Fund (EPF)
Account 3 withdrawal scheme, this significant boost to disposable income could drive
household spending, especially among lower-income groups. Retailers like 99Speedmart
and Mr DIY, which are popular among these consumers, stand to benefit. For perspective,
Mr DIY reported a RM97m sales uplift during the RM44.6b EPF withdrawal scheme in 2022,
underscoring the potential impact of this increased liquidity. Other retailers such as Aeon Co,
Senheng New Retail, Padini Malaysia and MyNews could benefit as well.

ACTION

¢ Maintain MARKET WEIGHT as sector faces mixed signals. The minimum wage hike is a
relatively steep quantum but the cost pass-through appears digestible. Increased wages
should buffer consumer spending, more than offsetting the cost of subsidy rationalisation.
Meanwhile, immediate downside risk to margins appears eased for the near term, with the
recent ringgit strength and average commodities prices softer vis-a-vis 2023’s average
earlier in the year. While there is an absence of major headwinds, the sector lacks key
catalysts. This is balanced by sector earnings growth of 4.6% and 8.9% in 2024 and 2025
respectively and sector valuations that are trading at one-year forward PE of 23.2x, close to -
1.0SD to its five-year mean. Furthermore, given the overall defensiveness of the sector, it
should underperform relative to the risk-on outlook of the broad market. This underlines our
MARKET WEIGHT rating on the sector.

Top picks: F&N and Mr DIY; top SELL: Farm Fresh. We have a preference for consumer
staples with an element of discretionary that appeal to the lower middle-income segment of
consumers given the enhanced resiliency in that segment for 2025. Our top picks for the
sector are F&N and Mr DIY. In addition, Farm Fresh is a top SELL for the sector given its
lofty valuation and expected steep competition.
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MARKET WEIGHT

(Maintained)
3Q24 RESULTS SNAPSHOT
Company 3Q24 yoy goq Results
(RMm) % chg % chg

99SM 126.1 135 05 Within
BAT 68.0 145 87.4 Above
Carlsherg 91.0 19.8 132 Within
Farm Fresh 26.2 1148 -1.2 Within
F&N 89.2 -35.2 -27.9 Below
Heineken 97.8 12.0 73 Within
Mr. DIY 121.6 -1.6 217 Below
MyNews 2.6 -220.4 150.0 Within
Nestle 85.4 -49.2 -8.8 Within
QL Resources 128.3 46 13.0 Within
Source: Bloomberg, UOB Kay Hian
SECTOR VALUATIONS
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PEER COMPARISON
Price 5 Dec Target Price  Market Cap
Company Tickers (R™) Rec (RM) (RMm) P/E PBV = e Yield (%) ---------
FY24F FY25F FY25F FY24F FY25F

MyNews MNHB MK 0.68 HOLD 0.52 484.0 51.5 24.2 18 0.8 17
British American Tobacco ROTH MK 7.68 HOLD 6.93 2,192.9 115 13.9 55 8.7 7.2
Farm Fresh FFB MK 1.86 SELL 1.25 3,468.0 478 23.3 4.0 05 11
Carlsberg CAB MK 20.86 BUY 25.10 6,451.3 17.8 16.6 19.3 5.2 55
Heineken (M) HEIM MK 23.78 BUY 29.20 7,250.4 17.1 15.8 15.3 6.0 6.5
F&N Holdings FNH MK 28.16 BUY 36.30 10,269.8 20.2 19.1 27 23 2.7
Mr DIY MRDIY MK 1.84 BUY 2.35 17,691.1 34.6 28.8 9.9 22 27
QL Resources QLG MK 4.84 HOLD 4.80 17,850.0 333 318 49 0.5 0.9
99 Speedmart 99SMART MK 251 BUY 2.60 20,244.0 36.6 33.2 133 19 14
Nestle NESZ MK 97.62 HOLD 114.00 22,770.0 48.4 42.6 33.2 19 22
Average 10,867.1 31.9 24.9 11.0 3.0 3.2

Source: Bloomberg, UOB Kay Hian
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o Putting the brakes on subsidies: Another straw on the consumers’ back. The
government plans to roll back petrol subsidies in mid-25. Implementation is through a two-tier
system so that the wealthiest 15% of 36.6m registered motor vehicles nationwide pay the
market rate. The rationalisation should save the government RM8b a year. This may cast an
overhang on the upper middle-income segment of consumers as purse strings will inevitably
be constricted, affecting disposable income and potential spillover effects to inflation.

99SM was included in the KLCI Index in the most recent review in Nov 24. It now ranks the
26th largest company by market capitalisation at RM20.6b. It has gained 49% since its IPO
on 9 Sep, with a market capitalisation of RM13.8b then. In the past, both Nestle Malaysia
(Nestle) and QL Resources (QL) rerated following their respective inclusions. We highlight
that Nestle’s inclusion during the Nov 17 review also sparked a rerating in QL Resources. On
average, Nestle and QL rerated from a PE average of 29.9x to 46.5x.

Potential rerating as seen by its consumer peers. We believe that 99SM could
experience a similar rerating to its current forward PE of 36.5x. It could be further
compounded by its tight free float of 17%. However, its valuations appear to also have
partially priced in its index inclusion. Should 99SM trade at a forward PE of 46.5x, it would
imply a share price or RM3.12. This represents ample upside to our current 99SM target
price of RM2.60 and BUY recommendation (based on a PE peg of 38.9x or Mr. DIY’s +1SD
of its historical PE mean). We opt to observe 99SM'’s stable state of valuations post index
inclusion prior to amending our valuations, if any.

INDEX INCLUSION RERATING
Three-year forward PE historical One-year forward PE

Inclusion average prior to inclusion average after inclusion Comments
Nestle Malaysia 2017 Nov review 31.2x 50.0x
Rerated QL Resources in 2018 28 6x 42.9% QL Resources rerated alongside Nestle Malaysia after the latter's

inclusion into the KLCI Index.

QL Resources appears to have derated but this was largely simply a
QL Resources 2022 Nov review 45.4x 31.2x function of calendarised 2023 earnings growing 24% yoy that
compressed its average PE.

Mr. DIY was listed in Oct 20; similar to QL Resources, there were in-
built expectations of Mr. DIY being included in the KLCI Index.

1 %
Mr. DIY 2021 May review 487 49.5 Therefore, its valuations prior to inclusion were already trading at a
lofty >40x PE.
Average (Nestle & rerated QL in 2018) 29.9x 46.5x
?(\)/;;ige (Nestle & post inclusion QL in 38.3x 40 6x

Average (Nestle, & post inclusion QL in Rerating is not apparent as Mr. DIY had already rerated prior to

41.8x 43.6x

2023 and Mr. DIY) inclusion.

Source: Bloomberg, UOB Kay Hian ~ *Had only been trading for 8 months

ESSENTIALS SECTOR REVENUE AND PBT MARGIN TREND

o Muted sales in 3Q24. 3Q24 sector sales were flattish at -0.2% yoy (-0.1% qoq). Had it not e -
been for Nestle’s contraction of -18.4% yoy, sector sales would have grown 3.6% yoy (+0.8% a0 100%
goq). Growth was generally lifted by heavyweights such as QL Resources (+10.8%), 99SM a0 .
(+8.8%) and Mr. DIY (+6.4%). The former was lifted by higher poultry-related sales while the a0 Eif;
latter two were primarily lifted by higher store count as collective SSSG was negative. Farm - 5%
Fresh was a particular standout (+26% yoy) with its acquisitions and new product launches. S I I I 2.0
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Margins remained largely intact as 3Q24 results were broadly within expectations. e

Sector PAT margins softened by 0.6ppt yoy to 8.2% (-0.1ppt goq) but adjusting for Nestle, s Title
margins were unchanged at 0.0ppt yoy (-0.1ppt goq). Overall margins were weighed by
relative heavyweight F&N which saw its margin decline 4.0ppt due to frontloaded A&P
spending, which will reverse in the subsequent quarters. This implies that sector margins will
continue to trend positively. Overall, 3Q24 sector earnings were broadly within expectations,
expanding by 3.2% yoy (-0.3% qoq) (adjusting for Nestle’s effect) off improved sales and
margins.
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Source: Malaysia Institute of Economic Research (MIER)

Refer to last page for important disclosures.




UOBKayHian

Friday, 06 December 2024

Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries or jurisdictions by the respective entities and are subject to the additional restrictions
listed in the following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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