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Indonesia Consumer NEUTRAL .....
VAT hike not a concern

Maintain NEUTRAL with ICBP as our top pick Analyst

Willy Goutama
(62) 21 8066 8500

Maintain NEUTRAL on Indonesia’s consumer sector. We favour export
giant ICBP as our top pick as we think the Pinehill Company Limited (PCL)
operations will significantly increase ICBP’s market base. Also, we willy.goutama@maybank.com
believe ICBP’s future earnings recovery will be robust as its noodle

products (c.73% of FY22E sales) remain essentials to its target segment.

Main downside risks are significant IDR depreciation and lower than

expected EBIT margin.

Inflation will remain modest post VAT hike

The VAT hike to 11% (from 10%) in 2022 and 12% in 2025 will be the first
since the enactment of the law in 1984. But, we believe the VAT hike will
have a limited impact on purchasing power as 1) most basic food
products (c.22% of monthly household spending) remain exempted and 2)
the inflation rate will remain modest. For the latter, our economists
estimate the inflation rate will only increase by 10 to 20 bps, and have
raised our 2022 forecast +3.2% (from 3.0%).
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Remains affordable and essential

We believe most of the consumer companies under our coverage have
strong product branding which will mitigate the potential downside to
sales volume from the impact of higher VAT on ASPs. Also, their products
are primarily essential goods and remain affordable for most consumers.
Our estimates indicate that manufacturers will only need to raise ASP by
IDR25 to IDR2,900 (<USDO0.2) per item to pass on the VAT increase to their
customers. In our view, the price adjustment is not significant on the
average consumer’s wallet.

Prefer export giant to buffer the impact from VAT

We prefer consumer names with a 1) large export market base (Fig.8)
and 2) strong brand power. As the new VAT scheme will continue to
exempt export products, we believe having a large export market is key
to limiting the impact of the VAT hike and supporting future earnings
recovery. Meanwhile, our sensitivity analysis suggests that every 5%
decline in domestic sales will lower our FY22E EPS by
4.5%/4.7%13.1%/4.8% for ICBP/KLBF/MYOR/UNVR.

Bloomberg Mkt cap . Price Upside PER PBV Div. yield ROE
Stock Rating TP (LC)
code (USDm) (LC)* (%)** (Xx)*** (x)*** (%)*** (%)***
ACE Hardware ACES IJ 1,565 Hold 1,305 1,500 17 26.5 3.8 1.6 14.9
Indofood CBP ICBP IJ 7,039 Buy 8,650 12,500 48 13.4 2.6 3.7 20.9
Indofood SM INDF 1J 3,989 Buy 6,425 9,000 46 7.9 1.1 6.3 14.7
Kalbe Farma KLBF 1J 4,515 Buy 1,380 2,000 47 20.4 3.2 1.8 16.1
ahari Department S LPPF 1J 4,515 Sell 2,840 500 -81 17.5 4.2 1.7 26.2
Mitra Adi Perkasa  MAPI IJ 900 Buy 775 950 24 14.3 1.9 1.5 14.4
Mayora Indah MYOR 1J 3,604 Buy 2,310 2,900 27 22.9 3.8 1.7 17.7
Ramayana RALS 1J 370 Hold 745 725 0 16.4 1.3 2.6 8.0
Unilever UNVR 1J 10,596 Hold 3,980 4,500 18 21.9 29.8 4.6 136.2

*As of 04 October 2021 | **Including FY22E div. yield | ***based on 2022 forecasts
Source: Bloomberg, Maybank Kim Eng

THIS REPORT HAS BEEN PREPARED BY PT MAYBANK KIM ENG SECURITIES
SEE PAGE 7 FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS



Indonesia Consumer Maybank kimEng

1. The impact of VAT hikes on consumers...

We believe the impact of the VAT increase on the consumer’s purchasing
power will likely be small as most basic food products (c.22% of monthly
household spending) remain exempted from VAT. In our latest economic
report by Lee Ju Ye dated 01 October 2021, we estimate that a 1% VAT
hike will only increase the inflation rate by 10-20bps. Also, we have raised
our 2022 inflation rate to +3.2% (from +3.0%), to factor in the VAT hike.

Fig 1: Monthly household spending by type of products Fig 2: VAT rates in ASEAN countries
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On 30 September 2021, the parliamentary committee approved the
proposed VAT hike. That said, the government will raise VAT to 11% (from
currently 10%) in April 2022, and to 12% in 2025. While Indonesia’s VAT
rate is one of the highest in the ASEAN, it is still lower than the global
average of 16.3%. Meanwhile, the earlier plan to expand VAT coverage to
previously exempted goods and services was dropped due to concerns over
inflation and impact on consumption.

Fig 3: List of goods and services under current VAT rate exemptions
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Goods and services exempted from VAT

Export of taxable intangible and tangible goods

Export of services

Drilling or mining from direct extraction of their sources*

Basic commodities**

Food and drink services in hotel and restaurants (both dine-in and take away)
Medical and health services, mail services, and social services (e.g. funeral)
Religious services, insurance, art and entertainment

Educational, public transportation, hotel, and manpower services

Public telephone and non-advertising broadcasting services

Source: Compiled by Maybank Kim Eng

*Including natural gas, crude oil, coal, geothermal energy, gravel and sand, iron ore, copper ore, gold ore, tin ore, silver ore, etc.
**Including rice, corn, sago salt, sugar, soy beans, meat, eggs, milk, fruits, vegetables, and spices.
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2. ...and our consumer companies are limited

We believe our consumer names’ products have 1) strong branding, 2)
relatively affordable price points, and 3) primarily sell essential goods to
their target customers. We think these attributes will limit downside to
sales volume from the rise in VAT.

Our sensitivity analysis suggests that every 5% decline in domestic sales
will  lower our FY22E EPS by 4.5%/4.7%/3.1%/4.8%  for
ICBP/KLBF/MYOR/UNVR. Meanwhile, we note that the price points of a
basket of the consumer products in our coverage (Fig.4) range from
IDR2,500 to IDR290,000. Our estimates suggest the price tag of a basket
of consumer products will rise by a range of IDR25 to IDR2,900 once a 1%
VAT rate hike is implemented. In our view, the price increase is relatively
insignificant on the consumer’s wallet.

Fig 4: Price points of major consumer products in our coverage...
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Fig 5: ...before and after VAT hike
Pre VAT hike Post VAT hike Price change
Min Avg Max Min Avg Max Min Avg Max
Indomie (ICBP) 2,500 3,453 5,850 | 2,525 3,487 5,909 25 35 59
Indomilk (ICBP) 2,805 20,266 68,900 | 2,833 20,468 69,589 28 203 689
Rinso (UNVR) 4,999 22,690 51,000 [ 5,049 22,917 51,510 50 227 510
Ponds (UNVR) 7,350 23,790 82,600 | 7,424 24,028 83,426 74 238 826
Royco (UNVR) 4,800 7,902 10,000 | 4,848 7,981 10,100 48 79 100
Walls (UNVR) 3,000 22,200 65,000 | 3,030 22,422 65,650 30 22 650
Roma (MYOR) 4,500 6,751 10,000 [ 4,545 6,819 10,100 45 68 100
Torabika (MYOR) 1,066 8,954 17,000 | 1,077 9,043 17,170 " 90 170
Morinaga (KLBF) 4,250 162,337 290,000 | 4,293 163,960 292,900 43 1,623 2,900
Zee (KLBF) 4,050 43,928 99,000 | 4,091 44,367 99,990 41 439 990

Source: Complied by Maybank Kim Eng
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Fig 6: Market shares Fig 7: Our sensitivity analysis
Company Product Market share (%) ICBP KLBF MYOR UNVR
Indofood CBP Noodle 73% EPS (IDR) Chg. (%) EPS (IDR) Chg. (%) EPS (IDR) Chg. (%) EPS (IDR) Chg. (%)
Drinking milk 10% Domesticsales +5% 614 45% T2 4T% 106 3% 185 48%
Unilever Home Care 25% Base case 587 69 103 176
Personal Care 25% Domestic sales -5% 561 -4.5% 65 -4.7% 100 -3.1% 168 -4.8%
Cooking ingredients 22% Source: Maybank Kim Eng
Ice Cream 40%
Mayora Sweet biscuits 11%
Coffee 11%
Kalbe Farma Kids nutritions 11%
Adult nutritions 41%
Specialities nutrition 37%
oTC 15%

Source: Euromonitor, Maybank Kim Eng
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3. ICBP is our top pick

Maintain our neutral view on the consumer sector as we think the VAT
policy on domestic goods and services will create short-term headwinds on
earnings. Thus, we are selective and prefer names with strong brand
power and a large export market base to buffer the negative impact of
the VAT rate increase and help deliver solid earnings recovery. But, we
believe the long-term earnings growth outlook will remain intact due to
the rising income level.

Our top pick in the sector is ICBP as Pinehill Company Limited (PCL)
operations will expand ICBP’s market base. Also, ICBP’s noodle products
(c.73% of FY22E sales) remain essential to the mass market. Valuation-
wise, ICBP looks attractive, trading at 14.7x FY22E P/E, 1SD below its
three-year mean. The main downside risks are significant IDR depreciation
and lower than expected EBIT margin.

Fig 8: Domestic and export sales mix in FY22E for consumer names in our coverage
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Fig 9: ICBP’s forward PER band Fig 10: ICBP’s forward PBV band
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation
of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions
or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different
methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does
not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek
financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its
subsidiary and affiliates (collectively, “MKE") and consequently no representation is made as to the accuracy or completeness of this report by MKE and it should not be relied upon as such.
Accordingly, MKE and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct, indirect or consequential
losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior
notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”,
“forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to
differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims
any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances af ter the date of this publication or to reflect the occurrence of
unanticipated events.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or
invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or holding, or
other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in
the material presented in this report. One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report to the extent
permitted by law.

This report is prepared for the use of MKE's clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any form or
manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for the actions of third parties in this respect.

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where
such distribution, publication, availability or use would be contrary to law or regulation. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia
Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank KERPL") in Singapore has no
obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact Maybank KERPL in Singapore in respect of any matters arising
from, or in connection with, this report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore
Securities and Futures Act), Maybank KERPL shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand
Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Kim Eng Securities (Thailand)
Public Company Limited. Maybank Kim Eng Securities (Thailand) Public Company Limited (“MBKET”) accepts no liability whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MBKET Institutional and Retail Research departments may differ in
either recommendation or target price, or both. MBKET reserves the rights to disseminate MBKET Retail Research reports to institutional investors who have requested to receive it. If you
are an authorised recipient, you hereby tacitly acknowledge that the research reports from MBKET Retail Research are first produced in Thai and there is a time lag in the release of the
translated English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the 10D is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MBKET does
not confirm nor certify the accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Thaipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MBKET does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All
responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. This report is not directed at you if MKE is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material
concerning investments to you under relevant legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned
within must do so with: Maybank Kim Eng Securities USA Inc. 400 Park Avenue, 11th Floor, New York, New York 10022, 1-(212) 688-8886 and not with, the issuer of this report.
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UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL") which is authorized and regulated, by the Financial Conduct Authority and is for
Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any
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