M&A Securities

MBM Resources Berhad

“Lagging the Pack”

Results Review

Actual vs. expectations. MBM Resources Bhd (MBMR)
1Q16 core net profit of RM18 million (-25% y-o-y, -14%
g-0-q), came in below ours but slightly in line with
consensus estimates respectively, accounting 16% and
20% of both estimates full year net profit forecast. The
lower earnings performance in 1Q16 was largely
hammered by weaker-than-expected PBT contribution
from motor trading division (-12% y-o-y) and lower
earnings contribution from auto parts manufacturing
which suffered a loss before tax (LBT) of RM2 million

vs. 1Q15 PBT of RM2 million.

Dividend. No dividend was declared during the

quarter.

Top line vs bottom line. Excluding one-off property
contribution recorded in 1Q15, MBMR revenue declined
to RM374 million (-17% y-o-y, -15% g-0-q) in 1Q16 due
to lower contribution from motor trading division (-18%
y-0-y, -15% g-o-q) impacted by weaker sales volume
from the group’s subsidiaries namely DMSB - Daihatsu
& Hino trucks (-15% y-o-y, -18% q-o-q), DMMS

Perodua vehicles (-12% y-o-y, -18% g-0-q) and Federal
Auto - Volvo, Volkswagen and Mitsubishi (-27% y-o-y, -

13% q-0-q). Bottom line wise, excluding one-off

property contribution in 1Q15, MBMR posted lower
1Q16 PBT at RM22 million (-31% y-o-y) hammered by
weaker associates’ contribution no thanks to lower
sales volume from Hino’s vehicles coupled with
adverse foreign exchange movement.

Leverage on Perodua. Perodua is expected to launch a
new sedan model in 2H2016 which will be the first
Perodua’s model based on “Sedan” concept and we do
not rule out that this model would be a new Perodua’s

volume selling model after the success of Perodua Myvi
and Axia. Moreover, this could be a new long-term
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catalyst for Perodua in maintaining its vigorous performance in Malaysia’s automotive industry.

e OMI alloy wheel plant. The management anticipated that the losses from OMI’s alloy wheel
plant to narrow down in FY16 as the group targets sales volume to hit 350k units (FY15: 139k
units) with more new orders expected to come from Perodua following the launch of its new
sedan model in 2H2016. Nonetheless, the management indicated that the breakeven level could
only be achieved when the production reach 600k units per annum.

e Outlook. Despite the anticipated softer sales of non-national car, we think that MBMR
performance will continue to be driven by the strong sales of Perodua cars. In the environment
where consumers spending are expected to suffer a pullback, we think that Perodua is likely to
remain the main choice for car buyers. Hence, expect Perodua car sales performance to remain
steady in 2016 and beyond.

e Change to forecast. We made adjustment to our earnings by cutting our FY16 and FY17 earnings
forecast by 22% and 16% respectively as we factor in lower sales assumption from Federal Auto
and Hino in line with anticipated weaker consumer sentiment on non-national car segment.
Given that, FY16 and FY17 earnings are forecast to jump by 18% y-o-y and 12% y-o-y driven by i)
steady Perodua vehicle sales on new sedan model and ii) turnaround in OMI alloy wheel plant.

e Valuation & recommendation. We re-value MBMR at RM2.34 based on average 3-years PER of 9x
pegged to FY17 EPS of 26sen and the stock is a HOLD. Re-rating catalysts may come from i)
appreciation of Ringgit against USD and ii) better-than-expected Malaysia’s TIV growth going
forward.

Table 1: Peers Comparison (Calenderised)

Company e | Price EPS (sen) P/E (X) P/B (X) - D/Y
(RM) | FY16 | FY17 | FY16 | FY17 | FY16 | FY17 *y)
2

TP

UMW Holdings Dec @ 5.77 18.0 15.1 6.66 = Hold
Tan Chong Dec @ 2.03 20.4 14.8 1.87 | Sell
MBM Resources Dec 2.20 28 31 8.4 7.6 0.6 0.6 7 3 2.34 Hold
Berjaya Auto Apr 2.29 21 24 10.0 8.8 3 7 3 O 52 5 2 42 Buy
APM Automotive Dec  3.82 11.2 10.5

----mm---

Source: Bloomberg, M&A Securities
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Table 2: Financial Forecast

YE: Dec (RM million) K] FY14 -

Revenue 2,267
EBIT 70
Finance costs (23)
Interest Income 9
Associates 140
PBT 196
Net profit 139
EPS (sen) 36
PBT margin 9%
Net profit margin 6%
PER (x) 8.3
P/BV (x) 0.9
DPS (sen) 6
Dividend yield 2%

Source: Bursa Malaysia, M&A Securities

Table 3: Results Analysis

| ars | dats | sats | goq
592 439

Dec
mllllon)
Revenue
Gross profit
Net finance cost (5) (3)
Associates/JCE 34 26
PBT 65 11
Taxation (15) (2)
Net profit 35 7
EPS (sen) 9 2
EBIT margin 11% 6%
PBT margin 11% 3%
Net profit margin 6% 2%
Effective tax rate 23% 17%

Source: Bursa Malaysia, M&A Securities

Table 4: Segmental Analysis
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Dec

Revenue

Motor Trading 411

Auto Parts

Manufacturing . ‘8
PBT

Motor Trading 34 17
Auto Parts 2 0
Manufacturing

Source: Bursa Malaysia, M&A Securities

Research Team
research@mna.com.my
03-22821820 ext. 257, 229, 221, 249, 258

38

30

-15%
-16%

76%
NM

-18%

-8%

-12%

NM

411
11

34

38

30

-18%
-8%

-12%
NM



Results Review - MBM Resources Berhad

Table 5: YTD 2016 TIV

Proton 10,528 5,947 5,535 -7% 19,225 -31%
Perodua 22,497 14,014 17,629 26% -22% 57,153 47,181 -17%
Toyota 7,335 3,007 4,440 48% -39% 16,603 10,488 -37%
Honda 9,581 5,616 7,418 32% -23% 22,145 18,777 -15%
Nissan 5,005 2,773 4,350 57% -13% 13,226 10,773 -19%
Mazda 1,503 782 1,416 81% -6% 3,372 3,552 5%
Others 10,865 5,737 8,012 40% -26% 28,125 21,271 -24%
TIV 67,314 37,876 48,800 29% -28% 168,306 = 131,267 -22%
Passenger 59,318 34,126 43,247 27% -27% 148,932 117,373 -21%
Commercial 7,996 3,750 5,553 48% -31% 19,374 13,894 -28%

Source: MAA, M&A Securities
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STOCK RECOMMENDATIONS

BUY Share price is expected to be >+10% over the next 12 months.

TRADING BUY  Share price is expected to be >+10% within 3-months due to positive newsflow.
HOLD Share price is expected to be between -10% and +10% over the next 12 months.
SELL Share price is expected to be >-10% over the next 12 months.

SECTOR RECOMMENDATIONS

OVERWEIGHT  The sector is expected to outperform the FBM KLCI over the next 12 months.
NEUTRAL The sector is expected to perform in line with the FBM KLCI over the next 12
months.

UNDERWEIGHT The sector is expected to underperform the FBM KLCI over the next 12 months.

DISCLOSURES AND DISCLAIMER

This report has been prepared by M&A SECURITIES SDN BHD. Readers should be fully aware that this
report is for informational purposes only and no representation or warranty, expressed or implied is
made as to the accuracy, completeness or reliability of the information or opinion contained herein.
The recommendation and opinion are based on information obtained or derived from sources
believed to be reliable.

This report contains financial forecast/projection based on our assumptions which may defer from
the actual financial results announced by the companies under coverage. All opinions, estimates and
assumptions are subject to change without notice. Analysts will initiate, update and cease coverage
solely at the discretion of M&A SECURITIES SDN BHD.

Investors are to be cautioned that value of any securities invested may fluctuate from time to time.
We advise investors to seek financial, legal and other advice for investing based on the
recommendation of our report as we have not taken into account each investors’ specific investment
objectives, risk tolerance and financial position.

This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. M&A SECURITIES SDN BHD can accept no liability for any consequential loss or
damage whether direct or indirect. Investment should be made at investors’ own risks.

M&A SECURITIES SDN BHD and INSAS GROUP of companies, their respective directors, officers,
employees and connected parties may have interest in any of the securities mentioned and may
benefit from the information herein. M&A SECURITIES SDN BHD and INSAS GROUP of companies and
their affiliates may provide services to any company and daffiliates of such companies whose
securities are mentioned herein. This report may not be reproduced, distributed or published in any
form or for any purpose.
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