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In the recent 1H19 results, the domestic market

recorded sales of RM81.8m (-28% YoY) - the result of efforts to streamline
its local distributorships with emphasis on margin protection. Still, we do
not believe there was significant impact arising from new SST prices,
blanketed by the new above which targets distribution to more brand loyal
locations. In the near term, the group is implementing operational systems
to allow for more effective product delivery, to improve cost efficiency.
However, this could only translate favourably into FY20 onwards as the
system is in the midst of being optimised for wider implementation.

Additionally, leaner promotional spending strategies will progressively

improve bottom-line performance. This, despite declining export sales (-
18% YoY), translated to core net profit of RM14.8m (+6% YoY with CNP
margin of 17.5%, +10.6ppt), adjusting for impairments and forex gains.

Tuning up exports.

Export sales in 1H19 declined by 18% YoY to
RM94.7m. Previously dampened by geo-political factors (with ¢.80% of

exports being derived from the MENA region), different sales channels are
being considered to enhance its coverage across the region. This may
result in some swings in revenue in the immediate quarter, but we do not
feel it may be of long term concern with the emphasis to reach more
margin-steady arrangements. Demand for the group’s products continues
to be strong in that region, owing to the higher spending capability of its
population. The group also aims to improve its presence in certain Asian
markets, which could be a means to diversify regional exposures.

Cost environment could
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remain stable.

Previously affected by

unfavourable commaodity prices stemming from unfavourable hedging, we

continue to expect the group to operate in a more favourable cost

environment in the near term. This is on the back of: (i) better hedged
positions, and (ii) overall easing commodity trends. Furthermore, indicative

trends for the group’s key commodities (i.e. coffee, dairy, sugar) do not

appear to demonstrate high volatility that could undermine input costs
meaningfully upon the lapse of its hedging positions. Additionally, the
group could be mostly unaffected by rises in minimum wages as they are
operating with a labour force mostly paid above RM1,100/month.

Post-visit,

we remain reassured by the group’s medium-term prospects.

Prioritising on profitability would ensure that the group continues to be
sustainable in the longer term. While the group continues to put its MENA
expansion plan on hold, barring any sudden shift in the business
environment there, we are comforted that the group’s cash pile (i.e.
c.RM22.0m as at 1H19) could allow the group to address the need for
further injection into expansionary efforts domestically or abroad. We

maintain  our FY19E/FY20E

assumptions as we

believe

abovementioned merits have been sufficiently accounted for.

Maintain OUTPERFORM and TP of RM1.65. Our TP is based on an
unchanged 17.0x FY20E PER, at -1SD over its 3-year mean. We believe
our valuation is undemanding, being at a discount from the implied
privatisation valuation of OLDTOWN at ¢.19x 1-year Fwd. PER, while the
discount was previously premised on PWROQOT’s more volatile outlook.
On top of a rebound from an unfavourable operating environment resulting
in meaningful earnings growth potential, the stock also provides solid
dividend vyields of 5.1%/6.2% for FY19/FY20. For comparison, large-cap
F&B players on average provide dividend yields of c.2.0%.

Risks to our call include:

the

(i) lower-than-expected sales, (ii) higher-than-

expected commodity and marketing costs, and (iii) lower-than-expected

dividend payments.

Bursa Code 7237
Listing Market Main Market
Shariah Compliant Yes
Shares Outstanding 395.3
Market Cap (RM m) 577.2
Par value per share (RM) 0.20
52-week range (H) 1.68
52-week range (L) 0.96
Free Float 48%
Beta 1.2
3-mth avg daily vol: 99,102
Major Sharehold ers
Dato’ How Say Swee 19.9%
Dato’ Wong Fuei Boon 18.4%
Dato’ Low Chee Yen 13.9%
Summary Earnings Table
FY Mar (RM m) 2018A 2019E 2020E
Turnover 424.3 357.1 422.6
EBIT 9.8 36.2 49.8
PBT 10.3 36.5 50.5
Net Profit 9.7 33.0 43.0
Core PATAMI 23.5 30.9 40.3
Consensus (NP) - 34.5 42.6
Earnings Revision - 0.0% 0.0%
Core EPS (sen) 6.0 7.6 9.6
Core EPS growth (%) -35.6% 27.4% 26.3%
NDPS (sen) 9.5 7.5 9.0
NTA per Share (RM) 0.53 0.56 0.60
Price to NTA (x) 2.8 2.6 2.4
PER (x) 24.5 19.2 15.2
Debt-to-Equity ratio (x) (0.2) (0.2) (0.2)
Return on Asset (%) 2.5% 8.7% 10.8%
Return on Equity (%) 4.0% 14.1% 16.8%
Net Div. Yield (%) 6.5% 5.1% 6.2%
Share Price Performance
& & @‘”‘b o« o N v\‘“@ & & V\oﬂ”q’ & &

1 mth 3 mths 12 mths
Absolute (%) 13.2% -2.7% -5.3%
Relative (%) 11.3% -2.9% 2.1%
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FY Mar (RM m) 2016A 2017A 2018A 2019E 2020E
Revenue 367.5 399.3 4243 357.1 422.6
Core EBITDA 58.0 53.2 30.5 42.9 57.1
Operating Profit 43.4 53.9 9.8 36.2 49.8
Depreciation -6.4 -6.4 -6.4 -6.7 -7.2
Interest Inc/(Exp) 0.9 0.9 0.5 0.4 0.7
Profit Before Tax 44.4 54.8 10.3 36.5 50.5
Taxation 0.8 -7.5 -0.6 -3.5 -7.5
Net Profit 45.2 47.2 9.7 33.0 43.0
Core PATAMI 51.6 36.4 235 30.9 40.3
Balance Sheet

FY Mar (RM m) 2016A 2017A 2018A 2019E 2020E
Fixed Assets 76.4 77.9 75.3 78.6 81.4
Intangible Assets 0.1 0.1 0.0 0.0 0.0
Other Fixed Assets 5.7 6.2 9.4 9.4 9.4
Inventories 47.0 49.3 69.6 49.5 60.0
Receivables 117.0 153.8 140.2 123.1 149.4
Other Current Assets 8.6 4.6 9.9 9.9 9.9
Cash 71.4 68.2 51.4 81.6 84.1
Total Assets 326.0 360.1 355.9 3520 394.2
Payables 73.7 96.1 107.0 82.6 102.0
ST Borrowings 10.3 111 31.7 31.7 31.7
Other ST Liability 0.1 0.2 8.1 8.1 8.1
LT Borrowings 0.6 0.9 0.3 0.3 0.3
Other LT Liability 11 0.0 0.0 0.0 0.0
Net Assets 240.2 251.8 208.8 2294 2521
Shareholders' Equity 237.6 2509 208.6 229.2 2519
Minority Interests 2.7 0.8 0.2 0.2 0.2
Total Equity 240.2 251.8 208.8 2294 2521
Cashflow Statement

FY Mar (RM m) 2016A 2017A 2018A 2019E 2020E
Operating CF 48.5 44.4 16.9 50.1 29.4
Investing CF -1.2 -10.8 -18.1 -10.0 -10.0
Financing CF -43.7 -37.0 -15.5 -9.9 -16.9
Change In Cash 3.6 -3.4 -16.7 30.1 25
Free CF 43.7 38.7 9.7 40.1 19.4

FY Mar (RM m) 2016A
Growth (%)

Turnover -4.1%
EBITDA -13.6%
Operating Profit -15.5%
PBT -14.2%
Core PATAMI 11.2%
Profitability (%)

EBITDA Margin* 15.8%
Operating Margin 11.8%
PBT Margin 12.1%
Core Net Margin 14.0%
Effective Tax Rate -1.9%
ROA 13.5%
ROE 18.6%

* Adjusted for write-offs and impairments

DuPont Analysis

Net Margin (%) 14.0%
Assets Turnover (x) 1.1
Leverage Factor (x) 1.4
ROE (%) 18.6%
Leverage

Debt/Asset (x) 0.0
Debt/Equity (X) 0.0
Net (Cash)/Debt (60.5)
Net Debt/Equity (x) (0.3)
Valuations

Core EPS (sen) 13.1
NDPS (sen) 8.6
BV/sh (RM) 0.6
PER (x) 11.1
Div. Yield (%) 5.9%
PBV (x) 2.4
EV/EBITDA (x) 18.2

2017A 2018A 2019E
8.6%  6.3% -15.8%
21.0% -73.2% 165.0%
24.1% -81.8% 269.4%
23.4% -81.2% 254.4%
29.4% -35.6% 31.6%
13.3%  7.2% 12.0%
13.5%  2.3% 10.1%
13.7%  2.4% 10.2%
91% 55% 8.7%
13.8% 56%  9.7%
12.7%  2.5%  8.7%
17.8%  4.0% 14.1%
91% 55% 8.7%
1.1 1.2 1.0
1.4 1.7 15
17.8%  4.0% 14.1%
0.0 0.1 0.1
0.0 0.2 0.1
(56.2) (19.4) (49.6)
(02 (01 (0.2
9.3 6.0 7.6
9.2 9.5 75
0.6 0.5 0.6
158 245  19.2
6.3% 65% 5.1%
2.3 2.8 2.6
161 355 222

2020E

18.3%
33.1%
37.9%
38.3%
30.4%

13.5%
11.8%
12.0%

9.5%
14.8%
10.8%
16.8%

9.5%
11
1.6

16.8%

0.1
0.1
(52.1)
0.2)

9.6
9.0
0.6
15.2
6.2%
2.4
20.1

Source: Kenanga Research
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Peer Comparison

Core Earnings . Net Div
Last Price  Market Cap  Shariah Current REEIE Growth HERA PRy Yld (%) Target Price Rating

(RM) (RM'm)  Compliant FYE 1-Yr. 2-Yr. 1-Yr. 2-Yr. Hist 1-Yr. 2-Yr. Hist 1-Yr. 1-Yr. (RM)
Fwd. Fwd. Fwd. Fwd. ) Fwd. Fwd. ) Fwd. Fwd.

E&B AND RETAIL

7-ELEVEN MALAYSIA HOLDINGS BHD 1.43 1,614.3 N 12/2018 8.2% 5.2% 32%  13.0% 35.2 34.1 30.2 23.8 20.5 64.6%  2.1% 1.30 MP
AEON CO (M) BHD 1.49 2,092.0 Y 12/2018 6.6% 41%  134%  14.1% 19.9 17.6 15.4 1.1 1.0 6.0% 2.7% 2.00 oP
AMWAY MALAYSIA HOLDINGS BHD 5.80 953.4 Y 12/2018 0.0% 3.0%  -206%  37.4% 18.1 22.8 16.6 45 43 19.1%  3.4% 6.80 MP
DUTCH LADY MILK INDUSTRIES BHD 60.92 3,898.9 Y 12/2018  -2.0% 2.9% -0.4%  18.0% 31.3 27.3 24.0 37.5 36.8  131.6%  3.6% 64.10 MP
FRASER & NEAVE HOLDINGS BHD 3416  12,529.2 Y 09/2019 4.2% 4.1% 2.7% 4.0% 316 30.8 29.6 5.4 5.1 17.0%  1.9% 33.30 MP
HAI-O ENTERPRISE BHD 2.75 798.5 N 04/2019  -13.1% 23%  -241%  2.1% 13.1 9.5 7.9 2.8 2.6 16.6%  7.9% 2.20 Up
MYNEWS HOLDINGS BHD 1.38 941.4 N 10/2018  27.3%  14.2%  21.0%  20.7% 355 29.4 24.3 3.4 3.1 11.1%  0.7% 1.25 uP
NESTLE (MALAYSIA) BHD 147.90  34,682.6 Y 12/2018 3.5% 11%  11.4%  13.7% 53.7 48.2 42.4 54.2 51.1  109.1%  2.0% 146.50 MP
PADINI HOLDINGS BHD 3.74 2,460.6 Y 06/2019  10.5% 5.1% 1.2%  10.8% 13.8 13.6 12.3 3.8 3.2 25.6%  3.1% 4.05 oP
PARKSON HOLDINGS BHD 0.27 282.8 Y 06/2019 4.3% 0.2%  1853%  13.6% N.A. 17.5 15.4 0.1 0.1 0.5% 0.0% 0.25 MP
POWER ROOT BHD 1.46 577.2 Y 03/2019  -15.8%  18.3%  31.6%  30.4% 245 17.7 14.0 2.8 2.6 15.1%  55% 1.65 oP
QL RESOURCES BHD 6.90 11,194.8 Y 03/2019 7.2% 11.1%  3.1% 8.7% 54.3 51.5 48.3 5.9 55 11.4%  0.7% 5.70 uP
SPRITZER BHD 2.13 4472 Y 12/2018  10.4% 40%  147%  10.9% 16.3 16.4 14.8 1.0 1.1 7.1% 2.8% 2.30 MP
Simple Average 3.9% 58%  18.7%  152% 28.9 25.9 22.7 11.2 10.5 33.4%  2.8%

SIN

BRITISH AMERICAN TOBACCO (M) BHD 3750  10,707.4 N 12/2018  -1.5% 03%  -122%  0.6% 20.5 23.3 23.2 28.0 26.4  116.6%  4.1% 29.10 uP
CARLSBERG BREWERY MALAYSIA BHD 20.20 6,213.9 N 12/2018 9.9% 77%  17.2%  9.8% 27.9 23.8 21.7 19.9 20.0 87.2%  43% 17.70 uP
HEINEKEN MALAYSIA BHD 20.80 6,283.6 N 12/2018 5.0% 6.1% 1.2% 3.0% 23.3 23.0 22.3 17.4 17.4 75.6%  4.3% 18.60 MP
Simple Average 45% 4.7% 2.1% 45% 23.9 23.4 22.4 21.8 21.2 93.1%  4.2%

CONSENSUS ESTIMATES

BERJAYA FOOD BHD 1.30 4718 N 04/2019  10.1% 8.6% 2111.6% 16.4% 4015 18.2 15.6 1.3 1.2 6.6% 3.3% 1.84 BUY
BONIA CORPORATION BHD 0.26 209.5 Y 06/2019  -6.5% 32%  -49.8%  61.8% 10.6 21.1 13.0 0.5 0.4 3.3% 2.3% 0.22 SELL
COCOALAND BHD 1.98 453.0 Y 12/2018 4.6% 2.4% -7.0% 9.2% 13.5 14.5 13.3 1.9 17 13.4%  5.7% 2.45 BUY
LAY HONG BHD 0.42 277.3 Y 03/2019  -1.5% 93%  -43.7%  93.7% 7.6 13.4 6.9 0.9 0.8 4.1% 1.2% 0.49 BUY
KAWAN FOOD BHD 1.84 661.5 Y 12/2018 8.5% 17.4%  -133%  43.1% 22.7 26.2 18.3 2.1 1.7 7.9% 2.4% 2.45 NEUTRAL
MAGNI-TECH INDUSTRIES BHD 4.29 697.8 Y 04/2019  13.0% 7.0%  16.0%  11.3% 7.6 6.6 5.9 1.4 NA. 21.0% NA. 6.45 BUY

Source: Bloomberg, Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%

Sector Recommendations***

OVERWEIGHT : A particular sector’'s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’'s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than -5%

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This report has been prepared by Kenanga Investment Bank Berhad pursuant to the Mid and Small Cap Research Scheme (“MidS”)
administered by Bursa Malaysia Berhad. This report has been produced independent of any influence from Bursa Malaysia Berhad or the
subject company. Bursa Malaysia Berhad and its group of companies disclaim any and all liability, howsoever arising, out of or in relation to
the administration of MidS and/or this report.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to
the specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies.

Published and printed by: %
KENANGA INVESTMENT BANK BERHAD (15678-H)

Level 12, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia Chan Ken Yew
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my Head of Research

This report is accessible at www.bursamids.com too.
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