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Ace Hardware Indonesia (ACES)
Fairly priced

Rocky road to recovery

ACES’ performance has gone over its peak in early 2020 and has yet to reach pre-
pandemic levels despite increased mobility, as indicated by its monthly results in
the past 3 years. The latest SSSG reading was -2.1% in Nov2022, resulting in
11M22 SSSG of 1.4%, below co’s FY guidance of +5% and our estimate of +3%.
11M22 sales were only IDR 6tn (+3% YoY), while 2022 monthly sales were

Company
Update

Retailers

22 December 2022

generally still below the 2019-2020 levels (see Fig. 1). Aside from that, inventory revraing - HOLD (Upg rade)
days have been increasing since 2017 in comparison to peers’ declining trend (see 12mMTP IDR 400
Fig. 2), which may suggest company’s incrementally slowing product turnover. Upside 7.0%
Stock Data
Getting into more challenging circumstances; cut earnings projection JCI (Dec 21) 6,821
We believe that the unsatisfactory results were caused by structural changes in Stock price (Dec 21, IDR) 430
consumer behavior. As people are now having a busier lifestyle, many choose to Market cap (IDR bn) 7,375
shop either in smaller-format stores (where they spend less time strolling around), Shares outstanding (mn) 17,150
or online (where it is easier to compare prices). Lots of competitors with much 52-week hi,ghllow(lDR) 1395/ 392
. . . 6M avg. daily turnover (IDR bn) 39.7
fresher concepts, such as Miniso, KKV, IKEA, and others, are gaining traction Free float (%) 398
among younger consumers, while MR. DIY’s aggressive expansion — 463 stores Major shareholders (%)
as of Nov2022 compared to ACES’ 228 — may pose challenges to ACES’ PT Kawan Lama Sejahtera 59.9
expansion plan, particularly in the second and third-tier cities. For these reasons,
we believe the recovery will take longer than we estimated. Hence, we trimmed
our sales projection by 5%/7% in FY22/FY23F, resulting in 34%/35% lower EPS
than our initial estimates.
Performance
Deep price correction suggests limited downside, upgrade to HOLD 1M 6M 12M
We upgrade our call on ACES to HOLD with a TP of IDR 400, based on 12.2x Absolute (%) (24.6) (445) (65.8)
Relative to JCI (%p) (19.8) (41.9) (68.2)

FY23 PE, a 50% discount to regional peers’ valuation (see Table 2). Softer sales
growth, weaker margins, and declining ROE have resulted in the company’s share

. . . . . L . ACES stock price
price being heavily punished. The stock is down by 66% YTD, which is now similar

to the 2011-2012 historical prices level. At current price, we think that all of the bad 1o
news has been fairly priced in; thus, any meaningful recovery should offer a better ZZZ
upside in the future. 1000
800
600
2020A 2021A 2022F 2023F 2024F a0
Net Sales (IDR bn) 7,413 6,543 6,660 7,036 7,422 200
GP (IDR bn) 3,659 3,213 3,207 3,412 3,600 T B T
OP (IDR bn) 853 788 584 651 743
NP (IDR bn) 733 704 519 571 635 Source: Bloomberg
EBITDA (IDR bn) 991 935 727 808 914
Net debt/(cash) (IDR bn) (2,220) (2,544) (2,763) (2,922) (3,049)
OP margin (%) 11.5 12.0 8.8 9.3 10.0
ROE (%) 14.9 13.2 9.3 9.9 10.5
Dividend yield (%) 42 75 48 4.0 5.1
EPS (IDR) 43 41 30 33 37
chg. (%, YoY) (27.9) (3.9) (26.4) 10.0 11.2
BPS (IDR) 305 321 331 347 362
DPS (IDR) 18 32 21 17 22
PE (X) 10.1 10.5 14.2 12.9 11.6
PB (x) 1.4 13 1.3 1.2 1.2 . ]
EV/EBITDA (x) 5.2 52 6.4 56 48 Elvira Natalia

elvira.n@kKisi.co.id
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Fig 1. ACES’ monthly sales Fig 2. Retailers’ inventory days
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Fig 3. ROE and ROA Fig 4. Forward PE band
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Table 1. Forecast changes
(o][¢] New ges
FY22F FY23F FY22F FY23F FY22F FY23F
Net Sales (IDR bn) 6,995 7,600 6,660 7,036 -4.8% 7.4%
GP (IDR bn) 3,404 3,699 3,207 3,412 -5.8% -7.8%
OP (IDR bn) 925 1,034 584 651 -36.9% -37.0%
NP (IDR bn) 782 879 519 571 -33.7% -35.1%
Gross margin 48.7 48.7 48.2 48.5
EBIT margin 13.2 13.6 8.8 9.3
Net margin 1.2 11.6 7.8 8.1
Combined SSSG (%) 3.0 5.0 0.0 3.0
Number of stores 231 246 226 241
Source: Company, KISI
I
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Table 2. Peers comparison

Company Mkt Cap PE (x) PB (x) EV/EBITDA (x) EPS growth (%) Div. yield (%) ROE (%)

(USD mn) FY22F  FY23F FY22F FY23F FY22F FY23F FY22F FY23F EN22H FY23F FY22F FY23F

ACE HARDWARE INDONESIA 473 142 129 6.4 56 13 12 (264) 100 48 4.0 93 9.9
MR DIY GROUP M BHD 5,721 205 280 8.1 75 187 174 185 109 24 2.7 26 275
SIAM GLOBAL HOUSE PCL 4,309 358 318 13.9 1.1 21.2 17.8 130 250 12 14 389 389
WILCON DEPOT INC 2,960 24 253 46 41 20.2 18.6 1.8 93 14 16 176 174
ALLHOME CORP 2,202 300 274 6.0 5.2 169 152 465 19.1 0.7 1. 193 191
HQME PRODUCT CENTER 98 48 41 0.4 03 5.1 41 (333) 358 59 24 55 76
WILCON DEPOT INC 473 142 129 6.4 56 13 12 (264) 99 48 4.0 93 9.9
Regional peers' average 26.1 24.0 6.5 5.6 16.5 14.7 17.2 19.8 2.1 1.7 21.2 215

Source: Bloomberg, KISI
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Company Overview

Ace Hardware Indonesia (ACES) initially started from a trading company Kawan Lama
Sejahtera back in 1955, where the company was primarily trading and distributing
commercial industrial tools. Since then, the Company has continued to grow as a retail
company and still become one of the leading retail companies, providing various home
improvement and lifestyle products all around Indonesia. The company initially sells
merchandise from the USA before eventually selling its own private label. In return, ACES
paid ~0.5% royalty fee to Ace Hardware USA for every good being sold in the store. The
trademark agreement lasted for 15 years and is already in its second term, renewable by
31 Dec 2024.

Fig 5. ACES shareholder structure
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Fig 6. ACES regional presence as of 2021e
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Balance sheet (IDR bn) Income statement (IDR bn)
FY-ending Dec. 2020A 2021A 2022F 2023F 2024F FY-ending Dec. 2020A  2021A  2022F  2023F  2024F
Current assets Net Sales 7413 6,543 6,660 7,036 7422

Cash & cash equivalent 2,220 2,544 2,763 2,922 3,049 COGS (3,754) (3,331) (3453) (3,623) (3,822

Accounts & other receivables 143 67 78 83 87 Gross profit 3,659 3,213 3,207 3,412 3,600

Inventories 2,453 2,368 2,303 2,417 2550 SG&A expense (2,806) (2,425) (2,623) (2,761) (2,857)

Others 218 214 214 214 214 Operating profit 853 788 584 651 743
Non-current assets ) -

Financial income

Fixed assets 512 460 488 511 529 )

Interest income 63 48 49 52 55

Intangible assets - - - - -

Financial expense
Investment properties 363 348 333 318 302
Interest expense (126) (112) (107) (111) (124)
Other non-current assets 1,338 1,189 1,132 1,174 1,335
Other non-operating profit 134 135 136 136 136
Total assets 7,247 7,190 7,310 7,637 8,066 . .
Gains (Losses) from associates ~ B ~ R _
Current liabilities and JV
Earnings before tax 923 859 662 728 810

Accounts & other payables 164 127 152 160 169

ST debt i i i i i Income taxes (192)  (140) (132)  (146) (162)

Current portion of LT debt _ _ _ _ _ Non-controlling interest ) 14 11 12 13

Others 681 596 569 585 637 Net profit 733 704 519 571 635
Non-current liabilities EBITDA 991 935 727 808 914

LT debt - - - - -

Other non-current liabilities 1180 955 o911 939 1046 Key financial data
Total liabilities 2,025 1,677 1632 1,684 1,852 FY-ending Dec. 2020A 2021A 2022F 2023F 2024F
Controlling interest per share data (IDR)

Capital stock 172 172 172 172 172 EPS 428 411 302 333 3r.0

. . . BPS 304.5 321.4 331.1 347.1 362.3

Additional paid-in capital 441 441 441 441 441

DPS 18.0 321 20.6 17.3 218
Retained earnings 4,629 4,903 5,069 5344 5,604
Growth (%)

Others Gy @) G G BN ghes growth ©0)  (1L7) 18 5.6 55
Minority interest 15 31 31 31 31 OP growth (30.0) (7.7) (25.8) 115 14.1
Shareholders' equity 5222 5513 5678 5953 6,213 NP growth (27.9) (3.9) (26.4) 10.0 11.2

EBITDA growth (25.5) (5.7) (22.2) 11.1 13.2
Cash flow (IDR bn) Profitability (%)
FY-ending Dec. 2020A 2021A 2022F 2023F 2024F  OP margin 15 12.0 88 9.3 100
. NP margin 9.9 10.8 7.8 8.1 8.6
C/F from operating 1,318 823 727 619 675
EBITDA margin 13.4 14.3 10.9 115 12.3
Net profit 733 704 519 571 635 ROA 10.6 9.8 7.2 76 8.1
Depreciation 138 147 143 156 171 ROE 14.9 13.2 9.3 9.9 10.5
o Dividend yield 42 75 48 40 5.1
Net incr. in W/C 446 (33) 66  (108)  (130)
Dividend payout ratio 30.4 75.1 50.1 57.1 65.6
Others 0 5 0 © ©  stability
CIF from investing (166) (85)  (156)  (164)  (173) Net debt (IDR bn) (2220)  (2,544)  (2,763)  (2,922)  (3,049)
Int.-bearing debt/equity (%) - - - - -
CAPEX (166) (85)  (156) (164)  (173)
Valuation (X)
Others - - - - T PE 101 105 142 129 116
C/F from financing (187) (414)  (353) (296) (375) PB 14 13 13 1.2 1.2
. . EV/EBITDA 5.2 5.2 6.4 5.6 4.8
Incr. in equity 36 - - - -
Incr. in debts - - - - -
Dividends (309)  (550) (353) (296) (375)
Others 86 137 - - -
Increase in cash 965 324 219 159 127
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Disclaimer
This Research Report ("Report") is prepared by PT Korea Investment and Sekuritas Indonesia, or its subsidiaries or its affiliates ("KISI").

By receiving this Report, you confirm that: (a) you have previously requested KISI to deliver this Report to you and you are legally entitled
to receive the Report in accordance with Indonesian prevailing laws and regulations, and (b) you have fully read, understood and agreed
to be bound by and comply with the terms of this Report as set out below. Your failure to comply with the terms below may constitute a
violation of law.

All the material presented in this Report is under copyright to KISI. This Report is strictly confidential and is for private circulation only to
clients of KISI. This Report is being supplied to you strictly on the basis that it will remain confidential and that you will maintain its
confidentiality at all times. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form of by
any means or altered in any way, or transmitted to, or distributed to any other party without prior written consent of KISI.

This Report is based on the information obtained by KISI from sources believed to be reliable, however KISI do not make representations
as to their accuracy, completeness or correctness. This 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. KISI accepts no liability for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from the use
of the material presented in this Report and further communication given or relied in relation to this document.

This Report is intended for circulation among KISI' clients only and does not consider any specific investment objectives, financial situation
and the particular needs of any specific person who may receive this Report. The entire content of this Report is not and cannot not be
construed or considered as an offer, recommendation, invitation or solicitation to enter into any transaction (including trading and hedging)
relating to the securities, other financial instruments, and other form of investments issued or offered by the Company (ies) covered in this
Report. It is your own responsibility to: (a) independently evaluate the content of this Report, (b) consider your own individual investment
objectives, financial situation and particular needs, and (c) consult your own professional and financial advisers as to the legal, business,
financial, tax and other aspects before participating in any transaction in respect of the securities of Company (ies) covered in this Report.

This report is not to be relied upon in substitution for the exercise of independent judgement. Past performance and analysis should not be
taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, valuations, opinions, forecasts, and estimates contained in this report reflects a judgment at its original date of
publication by KISI and are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The views expressed in this Report reflect the personal views of the individual analyst(s) at KISI about the securities or company(ies)
mentioned in the Report and the compensation of the individual analyst(s), is, or will be directly or indirectly related to the performance of
KISI’ activities. KISI prohibits the individual analyst(s) who prepared this Report from receiving any compensation, incentive or bonus based
on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company (including those
covered in the Report). However, the individual analyst(s) may receive compensation based on the scope of his/their coverage of Company
(ies) in the performance of his/their duties or the performance of his/their recommendations.

In reviewing this Report, you should be aware that any or all of the above activities of KISI and its officers, directors and employees, among
other things, may give rise to real or potential conflicts of interest. KISI 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. KISI may, to the
extent permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the
material is published.

Please note that the securities of the Company (ies) covered in this Report might not be eligible for sale in all jurisdictions or to all categories
of investors. The availability of those securities and your eligibility to invest in those securities will be subject to, among others, the prevailing
laws of the relevant jurisdiction covering those securities. Furthermore, the value and income of any of the securities covered in this Report
can fall as well as rise and an investor (including you) may get back less than invested. Future returns are not guaranteed, and a loss of
original capital may be incurred.

PT Korea Investment and Sekuritas Indonesia is Securities Company Member of the Indonesia Stock Exchange, licensed, registered and
supervised by the Indonesia Financial Services Authority (Otoritas Jasa Keuangan).

©Copyright 2019, PT Korea Investment and Sekuritas Indonesia




