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Food for thought at 7-

Eleven

Target price:

COMNVENIEMCE store chain
7-Eleven Malaysia may benefit
from eollaborating with a sizeable
tood supplier and have its food
supply chain enhanced.

“In the longer term, sarnings
enhancement would depend on
the demand for itz potential food
offerings,” said Maybank IB Re-
gearch, maintaining its earnings
forecastz, “hold” call and target
price of REM1.38 with a financial
year 2017 price earnings rate of

25H.
To recap, 7-Eleven had on
April 12 entered into 3 mermoran-
dum of understanding (Mol with
Brahim’s SATS Food Services Sdn
Bhd (BSFS) to collaborate and co-
operate in the food chain supply.
Under the Moll, BEFS would
supply menu specifications  and
products to be marketed through
7-Eleven’s convenience stores do-
mestically. Meanwhile, 7-Eleven
will provide a centralised distribu-
tion centre (CDC) to BSFS to han-

dle products delivery.

The terms of the agresment
were not disclozed but 7-Eleven’s
net cash position of REMi1zomil
(end-December 2015) provides it
with an opportunity to invest in a
new CDC should the project really
require a new one.

“Recall that 7-Eleven had in
Novemnber 2015 re-allocated its
unutilised balance of RMM4imil
proceeds earmarked for its new
COC working capital, given the
availability of third party capacity

arcund. The new CDC had a
planned usable warshouse space
of 124,000 =g ft (+38% in capac-
ity ],” the ressarch house said.

“iWe understand that some
con- venience store playvers do-
mestically has been facing some
supply chain issues such as prod-
uct  quality, consistency and
choices mainly due to dependence
on multiple fresh food suppliers
and scale and reach of the existing
food suppliers,” it said, concluding
that collaboration with a sizeable
party could benefit 7-Eleven in
the longer term in terms of cost
efficlencies  and  consistency  of
product guality/cheices while not
having to move away from its
core  competence of managing
convenience stores.

The research house noted
that fresh food and services as a

percentage of merchandise sales
had been fairly stable, at an esti-
mated 10%. HARTALEGA
HOLDINGS BHD Target price:
HARTALEGA is set to an-
nounce its fourth quarter results
for the financial year 2016
(qQFY16) early next month.
UOBKayHian Research projected
flat to modestly stronger quar-
terly net
RM7amilRM8omil on the back of
three new production lines and

profit of

possible forex gains from out-
standing forward contracts.
“Marging could, however, zee
(goq) con-
traction due to the partial absorp-

quarter-on-guarter

tion of the industrial gas prics
hike and recovery in nitrile input
cozts, “We expected higher sales
volume arising from the commis-
sioning of the remaining thres

new lines in plant 1 and 2 during
the quarter, and possible foreign
exchange gains on ite outstanding
forward contracts, given the se-
quentially lower 4QFY16 refer-
ence rate of RMz.88/ US dollar
(3QFY16: RWg.29).

“However, we expect the im-
pact from the abowve factors to be
partially offzet by weaker qog ni-
trile  glove prices and softer
40F Y16 forex rate of RM4.12/US
dollar (3QFY16: RM4.28)," the
research house said.

UOBKayHian said while it
projected a 5%-7% increase in se-
quential sales wolume  (arising
from the three new lines coming
on stream during the quarter),
4QFY16 topline could remain flat
qoq due to further 2-3% quarter-
on-quarter drop in nitrile glove
selling prices amid an increasingly

competitive operating landscape
as well as a 4% quarter-on-gquar-
ter depreciation of the US dollar
against the ringgit.

Margin-wize, UOBKayHian
Research projected a qog contrac-
tion arising from the partial ab-
sorption of the 17% hike in indus-
trial gas prices (effective Jan 16),
qog recovery in nitrile raw mate-
rial costs, weakening US dollar
(-3.8% qoq), and lower glove av-
erage selling prices.

“This would be partially offset
by a higher operating leverage at
ite NGC plants, which had been
ramped up to full capacity by
March (+5.8% qog). Coupled with
forex gains from its hedging
transactions, we expect 4QFY16
net profit at RM74-80mil,” the
research house said.

BUMI ARMADA BHD By Af-

fin Hwang Capital Research Sell
(maintained) price:
RMo.65

AFFIM Hwang Capital Re-
the Armada

Claire FPSO contract from its

Target

search removed
carnings forecast wvaluation for
Burni Armada.

The resgearch house also re-
wviged foreign exchange assump-
tion to RM4.00/US dollar, which
has the effect of reducing Bumi
Armada’s profits and valuation in
ringgit terms.

Together, these adjustrents
led to Affin Hwang Capital Re-
search cutting its financial vear
2016-2018 estimated earnings by
25-32%, and target price to
RMO0.65.

Significant contract wins could
re-rate the stock, but thiz re-
mains a distant affair. The deci-

sion was made following the uni-
lateral termination of the contract
by itz client Woodside Energy
Julimar Pty Ltd in March 2016,

Bumi Armada had initiated
legal procesdings in the Supreme
Court of Western Australia seek-
ing for compensation for the uni-
lateral termination of contract.

“But we are not factoring in
any potential compensation in our
forscasts for now, as it could not
be quantified at this juncture,
while the legal procesdings will
undoubtedly be a long and tedious
affair,” the research house zaid.

It was revising its forex as-
sumption to RM4.00/US dollar in
20152017 estimates from a previ-
ous RM4.20 per US dollar to re-
flect the recent gains in ringgit.

This has the effect of lowering
the oil and gas player’s profits in



tinggit terms. Together, these ad-
justments led it to shave itz earn-
ings forecaztz for Bumi Armada
by 25% in itz 2016 estimates,
2% in 2017z and 28% in 2018s.

The seemingly large earnings
revizion iz due to the fact that
Bumi Armada will cease to book
any revenus from Armada Claire,
but it still has to incur finance
costs on borrowings raised for the
Armada Claire FPSO project,” the
rezearch house gaid, maintaining
itz “sell” rating on Bumi Armada
after reducing its target price to
65 =en from £1 sen previously to
reflect the termination of Armada
Claire and the revized forex as-
surnption of RM4.00 per US dol-
lar.

Further downside risk to the
stock could come from the poten-
tial repudiation of other FPSO

contracts, and the negative im-
pact of a stronger ringgit.

“However, key upside risk to
the stock would be new significant
FFS0 contract wing, but we think
thiz iz unlikely to take place
within the near term given the
slowdown in greenfield develop-
ments,” it said.
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