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Automotive NEUTRAL
4QCY23 Report Card: Cruising Ahead —

By Wan Mustagim Bin Wan Ab Aziz | wanmustagim @kenanga.com.my

The sector’s earnings delivery (against our expectations) was better sequentially as 3 out of
7 companies surpassed our expectations. Their CY23 earnings growth was mainly driven by
the record automotive industry sales led by Perodua, as well as strong margins from new
models. We maintain our CY24 forecast of new vehicle sales in Malaysia, also known as total
industry volume (TIV), at 710k units which is a tad lower than the 740k units projected by
Malaysia Automotive Association (MAA). We hold the view that the impending fuel subsidy
rationalisation will likely hurt demand for mid-market models, while remaining optimistic on
the sales of affordable vehicles. The industry’s earnings visibility will be backed by a booking
backlog of 200k units. Our sector top pick is MBMR (OP; TP: RM5.80), which focuses on the
affordable segment. It also offers an attractive dividend yield of about 9%.

Most automakers ended the year on a high note. The sector's earnings delivery (against our expectations) was better
sequentially with 3 out of 7 companies surpassing our expectations in the recently-concluded 4QCY23 results season. Their
CY23 earnings growth was mainly driven by the record automotive industry sales led by Perodua, as well as strong margins
from new models. HLIND (OP; TP: RM11.70) beat expectations riding on price hikes, a shift toward more premium products,
and strong margins realised for new models, while HIL (MP; TP: RM0.94), and MBMR continued to ride on Perusahaan
Otomobil Kedua Sdn Bhd'’s sustained CY23 sales volume at 330,325 units (+17%). Moreover, HIL benefitted from the
stronger property profits on the back of strong take-up for its projects.

Meanwhile, SIME (OP; TP: RM2.80) was driven by strong operating results from its industrial and automative segments,
coupled with maiden contribution (17 days) from the newly acquired UMW Holdings bhd. On the other hand, BAUTO (MP;
TP: RM2.30) met our expectation but disappointed the market as we expect an even weaker 4Q on intensifying competition
from Chinese automakers. We expect BAUTO to continue having to resort to heavy promotions to defend its turf from the like
of new Chery Omada and BYD Seal.

On a less bright note, DRBHCOM (MP; TP: RM1.40) was weighed down by losses at its postal and aerospace & defence
segments, which negated profits from Proton, Honda Malaysia and Bank Muamalat. Meanwhile, TCHONG (UP; TP: RM0.72)
recorded a widened loss due to: (i) the lack of new launches while its competitors flooded the market with attractive new
models, and (ii) its inability to raise prices to pass on rising production cost, more so amidst MYR’s weakness vs. USD.

Resilient demand for the affordable segment. For CY24, we project a TIV of 710k units (-11%) which is closely in line
with the 740k units projected by Malaysia Automotive Association (MAA). The industry’s earnings visibility is still strong,
backed by a booking backlog of 200k units as at end-Jan 2024, unchanged compared to a month ago. More than half of
the backlog is made up of new models, alluding to how appealing new models are to car buyers. We expect a similar trend
in CY24, given an equally strong line-up of new launches during the year. Meanwhile, excitement is building in the electric
vehicle (EV) segment with the new launches of BYD Seal and Tesla Model 3 as well as the expected introduction of
locally-made first national EV (i.e. Perodua and Proton) in CY25.

We believe a new car is still an affordable luxury for most Malaysian households despite the high inflation and a slowing
global economy underpinned by: (i) strong consumer confidence supported by a stable economy and a healthy job market,
(ii) the affordability of motor vehicle underpinned by stable new car prices thanks to the deferment of new excise duty
regulations (that could have resulted in prices of locally assembled vehicles increasing by 8%-20%) and potentially
cheaper hire purchase cost with the introduction of the reducing balance method in the calculation of interest charges, and
(iii) attractive new models.

However, we acknowledge that the impending fuel subsidy rationalisation is likely to hurt the demand for mid-market
models, while remaining optimistic on vehicle sales in the affordable segment as the buyers, i.e. the B40 group which is its
main target market, will be spared the impact of subsidy rationalisation, and could potentially benefit from the introduction
of the progressive wage model.

Our sector top pick is MBMR for: (i) its strong earnings visibility backed by an order backlog of Perodua vehicles of 120k
units (almost half of its CY24 target sales of 340k units), (ii) being a good proxy to the mass-market Perodua brand given
that it is the largest dealer of Perodua vehicles in Malaysia, as well as its 23% stake in Perusahaan Otomobil Kedua Sdn
Bhd, the producer of Perodua vehicles, and (iii) its attractive dividend yield of about 9%.
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Quarterly Results Performance

4QCY23 3QCY23
KENANGA CONSENSUS KENANGA CONSENSUS
Above Within Below Above Within Below Above Within Below Above Within Below

BAUTO 1 1 1 1

DRBHCOM 1 1 1 1

HIL 1 1 1 1

HLIND 1 1 1 1

MBMR 1 1 1 1

SIME 1 1 1 1
TCHONG 1 1 1 1
Total 3 2 2 3 1 3 2 4 1 2 4 1
Total (%) 43 29 29 43 14 43 29 57 14 29 57 14

Source: Kenanga Research, companies quarterly results
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Source: MAA, Kenanga Research
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Exciting New Launches

All-New Perodua D66B (April 2024) All-new Perodua Alza All-New Proton S70

i ‘H”W"“WWWL "

All-new Honda CR-V All-new BYD Seal EV All-new Honda WR-V

Source: Paultan.org
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Peer Table Comparison

PER (x) - Core
Earnings

1-Yr. 2-Yr. 1-Yr. 2-Yr. 1-Yr. 2-Yr.
Fwd. Fwd. Fwd. Fwd. Fwd. Fwd.

Last Price Market Cap Shariah Current CoreEe ) Care [Es Erin

(RM) (RMm) Compliant FYE

Rating

Stocks Under Coverage

BERMAZ AUTO BHD MP 241 2.30 -4.6% 2,798.0 Y 04/2024 26.1 22.7 -0.3% -13.0% 9.2 10.6 34 37.9% 20.1 8.3%
DRB-HICOM BHD MP 1.34 1.40 4.5% 2,590.2 Y 12/2024 15.9 18.6 14.2% 17.0% 8.4 7.2 0.2 3.1% 2.0 1.5%
HIL INDUSTRIES BHD MP 0.905 0.940 3.9% 300.4 Y 12/2024 13.6 143 11.9% 4.6% 6.6 6.4 0.6 9.7% 2.0 2.2%
HONG LEONG INDUSTRIES BHD OP 10.64 11.70 10.0% 3,488.9 Y 06/2024 92.7 97.4 4.6% 5.0% 11.5 10.9 1.8 15.2%  110.0 10.3%
MBM RESOURCES BHD OoP 4.38 5.80 32.4% 1,712.1 Y 12/2024 72.5 73.3 -7.2% 1.1% 6.0 6.0 0.8 12.9% 40.0 9.1%
SIME DARBY BHD OP 2.70 2.80 3.7% 18,362.7 Y 06/2024 17.7 19.3 4.4% 9.1% 15.2 14.0 il 7.4% 12.0 4.4%
TAN CHONG MOTOR HOLDINGS BHD UpP 0.900 0.720 -20.0% 604.8 Y 12/2024 (16.8) (16.2) -187.2% -196.8% N.A. N.A. 0.2 -4.2% 1.0 1.1%
SECTOR AGGREGATE 29,857.1 4.5% 6.3% 12.8 12.0 0.8 6.6% 5.3%

Source: 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 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. Kenanga Investment
Bank Berhad being a full-service investment bank offers investment banking products and services and acts as issuer and liquidity provider
with respect to a security that may also fall under its research coverage.
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KENANGA INVESTMENT BANK BERHAD (15678-H)
Level 17, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia
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