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Pecca Group Berhad
Shielded at Home, Expanding Abroad

Pecca continues to broaden its diversification into aviation MRO,
locomotive, and regional markets, with management confident in
defending gross profit margins within the 40% range on the back of its
one-stop interior solutions strategy. Malaysia's TIV resilience, aided by
localisation policies favouring national OEMs, continues to shield
Pecca from the steeper regional auto slowdown. We maintain our
FY26E/FY27E earnings, with TP unchanged at RM1.430, based on an
unchanged 16x PER applied to FY27E EPS of 8.9 sen. Reiterate our
HOLD recommendation.

We recently held a Webinar with Pecca Group Berhad’s management.
Key-takeaways from the webinar were as follows:

1. Operational Update on Subang and Serendah Plants. Management
shared that Pecca's existing plant (Plant A — Kepong) has a capacity of
approximately 300k sets. The new Serendah plant is underway, still in
its architectural drawing stage, with the project timeline under review and
targeted full completion by end-Q4 CY27. This new plant is designed for
a full build-up capacity of approximately 300k sets, effectively doubling
the Group's total capacity to around 600k sets, with the first phase adding
around 150k (targeted completion by end-Dec 2026). Management
guided for a progressive ramp-up upon completion, targeting
approximately 70% utilisation in the new plant's first year of operation
(currently, the utilisation at the existing Kepong plant is at ~80% across
two shifts, nearing 100% full capacity).

2. Margin Defence Underpinned by One-Stop Solution Strategy.
Management remains cost-cautious and cautiously optimistic in
defending GP margin within the 40% range (Our FY26E assumption:
34.1%), underpinned by its strategy to position Pecca as a one-stop
interior solutions provider rather than a single-product supplier, which
management views as supportive of pricing power and margin resilience.

3. Broadening Aviation MRO Pipeline. Pecca's main MRO client remains
AirAsia, on a run-rate of approximately one aircraft per month.
Management also noted inbound inquiries from Malaysia Airlines, whose
current practice is to outsource MRO operations to overseas providers
such as Safran, requiring damaged parts to be shipped out for
refurbishment before returning to Malaysia, a process Pecca's domestic
presence could displace, giving it a logistics-cost advantage. Beyond
Malaysia Airlines, management also cited inbound interest from private
jets, military aircraft and helicopters, and overseas carriers including Lion
Group, Myanmar Airways, and Maldivian. To date, Pecca's confirmed
aviation contracts remain limited to seat cover MRO; seat structures are
still in the design stage with both overseas and local groups and have
not yet been confirmed as secured business.

4. Expansion into Locomotive Segment and Indonesia. Management
confirmed Pecca is expanding into the locomotive segment, replicating
its aviation MRO and seat cover model for rail clients such as KTMB.
Management also noted growing momentum in Indonesia, where the
group is in discussions with the Indonesian government as well as local
locomotive and aviation players, with management indicating that
Indonesia will not be limited to seat covers alone, similar to its broader
diversification strategy in Malaysia. Separately, management confirmed
continued inbound inquiries from Thailand for similar offerings.
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PECCA MK EQUITY

Business Overview

Pecca Group Berhad engages in styling, manufacturing,
distribution and installation of leather upholstery for seat covers
for automotive and aviation industries through its subsidiaries.
The Company is listed on the Main Market under Industrial
Products.

Return Information

FBMKLCI Index

KLCI (pts) 1,713.09
YTD KLCI chg. 2.0%
YTD Stock Price chg. -20.8%
Absolute (%) -3.6% -3.8% -4.5%
Relative to KLCI (% -6.4% -0.9% 9.8%
Stock Information

Market Cap (RM m) 963.5
Issued Shares (m) 7245
52-week High (RM) 1.79
52-week Low (RM) 1.26
Est. Free Float (%) 31%
Beta vs FBM KLCI 0.6
3-month Avg Vol. (m) 1,806,100
Shariah Compliant Yes
Bloomberg Ticker PECCA MK EQUITY
Mrz Leather Holdings 51.5%
Sam Yin Thing 7.6%
Teoh Hwa Cheng 3.4%
FY Dec (RM m FY25A FY26E FY27E
Revenue 224.5 261.8 270.7
EBITDA 76.1 89.4 92.4
EBIT 71.8 83.3 86.3
PBT 75.6 87.6 91.8
Core Net Profit 57.1 66.6 69.8
Consensus Net Profit - 56.7 66.9
Earnings Revision (%) - - -
Core EPS (sen) 7.60 8.85 9.28
Core EPS Growth (%) 3.9% 18.8% 4.8%
Net Div. Yield (%) 4.03 2.41 2.52
BVPS (sen) 27.72 37.51 43.07
PER (x) 22.2 16.6 15.8
PBV (x) 6.1 3.9 34
Net Gearing (x) N.Cash N.Cash N.Cash
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5. Malaysia's TIV Resilience and Localisation Policies Shielding Pecca from Regional Auto Slowdown. Management noted that
while Malaysia's TIV has moderated, the decline is estimated at only 2%-3%, markedly better than the 30%-40% declines seen in
Thailand and Indonesia over the same period, attributed to Malaysia's national car brand protection policies (Perodua and Proton) and
government incentives promoting OEM localisation. Given Pecca's revenue concentration towards Perodua, this relative resilience
directly benefits the group. Management also sees continued opportunities for local suppliers such as Pecca to participate in new vehicle
programmes, alongside a surge in demand for leather upgrade programmes under aftersales initiatives (e.g., Merdeka Edition variants),
which OEMs use to entice customers with leather trim options. Separately, Perodua has guided CY26 sales of 363k units (above FY25's
359.9k), with 5BMFY26 actual sales of 130.8k units tracking at approximately 36% of the full-year forecast.

6. Positive Outlook on Aviation Segment. Management highlighted encouraging momentum in the aviation segment, supported by
alignment with government policy to position Malaysia as a regional aviation hub, backed by both monetary and non-monetary support
under the Malaysia Aerospace Industry Blueprint 2030 (MAIB 2030). Management also noted that despite the ongoing Middle East
conflict, this has created a spillover opportunity for Asia-Pacific, with several foreign companies selecting Malaysia as a Southeast Asian
hub, Turkish Airlines being one such example currently looking to expand its operations in Malaysia.

Outlook, we expect FY26E-FY27E earnings to remain resilient, supported by (i) expansion of the Aviation segment, underpinned the
pending MAG Total Care Programme award, (ii) growing contribution from Indonesia segment and (iii) the expected increase in contribution
from Perodua and other marquee brands. Pecca’s ongoing progress into full seat assembly and integrated interior solutions, alongside
expansion into higher-margin segments such as REM exports and aviation MRO, supporting long term growth. With ongoing capacity
expansion at both the Subang and Serendah facilities, the Group remains well positioned for sustainable growth.

No changes to our forecast. We maintain FY26/FY27 earnings estimates.

Valuation. We maintained our target price of RM1.430, based on an unchanged target P/E multiple of 16x applied to FY27E EPS of 8.9
sen. The target multiple is benchmarked against the industry’s 2-year historical average. Reiterate our HOLD recommendation.

Investment Merits. we are cautiously optimistic on Pecca'’s resilience supported by (i) a strong model pipeline, (ii) expansion of the Aviation
segment, and (iii) growing contribution from Indonesia. Pecca’s move into full seat assembly and integrated interior solutions, alongside
expansion into higher-margin segments such as REM exports and aviation MRO, should help offset softer Malaysia TIV. With ongoing
capacity expansion and disciplined cost management, we believe the Group is well positioned to sustain growth given its (i) Strong National
OEM Partnerships, (ii) Pecca’s strategy on Riding on rising demand on the national automotive, (iii) Capacity Expansion and Incremental
Diversification, and (iv) its Industry Leading Margin Structure. Notwithstanding near-term headwinds, we believe Pecca’s structural growth
pillars position it well for a sustained recovery.

Key risks include: i) High Local Client Concentration, ii) Exposure to Domestic TIV Cycles, and iii) Competition Risk from Low-Cost Asian

Peers.
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Key Financial Data

Income Statement Financial Data & Ratios

FY Dec (RM m) 2024A 2025A  2026E  2027E  2028E FY Dec 2024A 2025A 2026E  2027E  2028E

Revenue 242.5 224.5 2254 261.8 270.7 Growth

EBITDA 75.0 76.1 77.0 89.4 92.4 Turnover 9.6% -7.4% 0.4% 16.1%  3.4%

Depreciation & Amortization (5.5) (5.8) (5.9) (6.0) (6.0) EBITDA 446% 1.5% 1.1% 16.1% 3.4%

Operating Profit 68.3 71.8 71.0 G8ES 86.3 Operating Profit 52.2% 51% -1.2%  17.4% 3.6%

Interest Inc/(Exp) 3.8 3.8 3.4 4.3 B85 PBT 53.7%  4.8% 1.7%  17.8% 4.8%

Profit Before Tax 0.0 0.0 0.0 0.0 0.0 Core Net Profit 55.3% 3.9% -1.9% 18.8%  4.8%

Taxation 72.2 75.6 74.3 87.6 91.8

Net Profit (17.1)  (18.5) (18.3) (21.0) (22.0) Profitability 39.6% 43.0% 42.0% 42.0% 42.0%

PATAMI 55.0 57.1 56.1 66.6 69.8 Gross Profit Margin 30.9%  33.9% 34.1% 34.1% 34.1%
EBITDA Margin 282% 32.0% 31.5% 31.8% 31.9%

Balance Sheet Operating Margin = 29.7% 33.7% 33.0% 33.5% 33.9%

Fixed Assets 65.8 66.6 67.3 68.0 68.6 PBT Margin 227% 254% 249% 254% 25.8%

ROU Assets 0.1 0.1 0.1 0.1 0.1 Core Net Margin ~ 23.7% 245% 24.6% 24.0% 24.0%

Intangible Assets 23.6 23.5 23.8 242 245 Effective Tax Rate 39.6% 43.0% 42.0% 42.0% 42.0%

Other Fixed Assets 0.4 0.4 0.4 0.4 0.4 ROA 19.1% 23.3% 19.8% 20.6% 18.9%

Receivables 24.2 23.8 26.5 291 31.1 ROE 23.5% 274% 232% 236% 21.5%

Other Current Assets 42.5 45.2 47.0 54.5 56.4

Cash 156.1 109.5 143.0 172.3 212.9 Leverage

Total Assets 153.7 104.9 128.9 160.1 202.6 Debt/Asset (x) 0.0 0.0 0.0 0.0 0.0
Debt/Equity (x) 0.0 0.0 0.0 0.0 0.0

Payables 22.3 201 251 253 28.5 Net (Cash)/Debt  (146.8) (99.5) (121.6) (157.0) (199.8)

ST Borrowings 22 1.3 1.3 1.3 1.3 Net Debt/Equity (x) (0.6) (0.5) (0.5) (0.6) (0.6)

Other ST Liability 19.2 34 34 3.4 3.4

LT Borrowings 4.6 41 41 4.1 4.1 Valuations

Other LT Liability 5.8 7.3 7.3 7.3 7.3 Core EPS (sen) 7.3 7.6 7.5 8.9 9.3

Net Assets 2345 209.0 242.7 2826 3245 NDPS (sen) 4.5 6.8 3.0 215 3.7
BV/sh (RM) 0.3 0.3 0.3 0.4 0.4

Shareholders' Equity 233.8 208.5 2421 282.0 323.9 PER (x) 201 19.4 19.7 16.6 15.8

Minority Interests 0.7 0.6 0.6 0.6 0.6 Div. Yield (%) 3.1 4.6 2.0 2.4 2.5

Total Equity 2345  209.0 242.7 282.6 3245 PBV (x) 4.7 8.3 4.6 3.9 34

Cashflow Statement

FY Dec (RM m)

Operating CF 76.0 47.6 59.7 58.8 70.2

Investing CF -0.2 -0.7 -1.9 -1.0 0.2

Financing CF -33.2 -95.3 -33.8 -26.6 -27.9

Change In Cash 42.6 -48.4 24.0 31.2 42.5

Free CF 71.2 42.7 54.2 5383 64.7

Source: Mercury Securities, Company
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Disclaimer & Disclosure of Conflict of Interest

This report has been prepared by research analyst(s) of Mercury Securities pursuant to the Research Incentive Program under Bursa Research
Incentive Scheme Plus (“Bursa RISE+”) 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 Bursa Research Incentive Program and/or this report. This research report can also be found
in the Bursa Marketplace or via the link: https://www.bursamarketplace.com/mkt/tools/research.

The information contained in this report is based on data obtained from data and sources believed to be reliable at the time of issue of this report. However,
the data and/or sources have not been independently verified and as such, no representation, express or implied, are made as to the accuracy, adequacy,
completeness or reliability of the information or opinions in this report.

» o« "o«

This report may contain forward-looking statements which are often but not always identified by the use of words such as “believe”, “estimate”, “intend” and
“expect” and statements that an event or result “may”, “will” or “might” occur or be achieved and other similar expressions. Such forward-looking statements
are based on assumptions made and information currently available to Mercury Securities Sdn Bhd. (“Mercury Securities”) and are subject to known and
unknown risks, uncertainties and other factors which may cause the actual results, performance or achievement to be materially different from any future
results, performance or achievement, expressed or implied by such forward-looking statements. Caution should be taken with respect to such statements and
recipients of this report should not place undue reliance on any such forward-looking statements. Mercury Securities expressly disclaims any obligation to
update or revise any forward-looking statements, whether as a result of new information, future events or circumstances after the date of this publication or to

reflect the occurrence of unanticipated events.

Accordingly, neither Mercury Securities nor any of its holding company, related companies, directors, employees, agents and/or associates nor person
connected to it accept any liability whatsoever for any direct, indirect, or consequential losses (including loss of profits) or damages that may arise from the
use or reliance on the information or opinions in this publication. Any information, opinions or recommendations contained herein are subject to change at any
time without prior notice. Mercury Securities has no obligation to update its opinion or the information in this report.

This report does not have regard to the specific investment objectives, financial situation and particular needs of any specific person. Accordingly, investors
are advised to make their own independent evaluation of the information contained in this report and seek advice from, amongst others, tax, accounting,
financial planner, legal or other business professionals regarding the appropriateness of investing in any securities or the investment strategies discussed or
recommended in this report. Nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy
is suitable or appropriate to your individual circumstances or otherwise represents a personal recommendation to you. This report is not intended, and should
not under no circumstances be considered as an offer to sell or a solicitation of any offer or a solicitation or expression of views to influence any one to buy or
sell the securities referred to herein or any related financial instruments.

Mercury Securities and its holding company, related companies, directors, employees, agents, associates and/or person connected with it may, from time to
time, hold any positions in the securities and/or capital market products (including but not limited to shares, warrants and/or derivatives), trade or otherwise
effect transactions for its own account or the account of its customers or be materially interested in any securities mentioned herein or any securities related
thereto, and may further act as market maker or have assumed underwriting commitment or deal with such securities and provide advisory, investment, share
margin facility or other services for or do business with any companies or entities mentioned in this report. In reviewing the report, investors should be aware
that any or all of the foregoing among other things, may give rise to real or potential conflict of interests and should exercise their own judgement before
making any investment decisions.

This research report is being supplied to you on a strictly confidential basis solely for your information and is made strictly on the basis that it will remain
confidential. All materials presented in this report, unless specifically indicated otherwise, are under copyright to Mercury Securities. This research report and
its contents may not be reproduced, stored in a retrieval system, redistributed, transmitted, or passed on, directly or indirectly, to any person or published in
whole or in part, or altered in any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to websites. Mercury Securities takes no responsibility for the content contained therein. Such
addresses or hyperlinks (including addresses or hyperlinks to Mercury Securities own website material) are provided solely for your convenience. The
information and the content of the linked site do not in any way form part of this report. Accessing such website or following such link through the report or
Mercury Securities’ website shall be at your own risk.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to the laws of the
jurisdiction in which you are located.

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part
of the research analyst's compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.
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Recommendation Rating

Mercury Securities maintains a list of stock coverage. Stock can be added or dropped subject to needs with or without notice. Hence, the recommendation
rating only applicable to stocks under the list. Stocks out of the coverage list will not carry recommendation rating as the analyst may not follow the stocks

adequately.

Mercury Securities has the following recommendation rating:

BUY Stock’s total return is expected to be +10% or better over the next 12 months (including dividend yield)
HOLD Stock’s total return is expected to be within +10% or -10% over the next 12 months (including dividend yield)
SELL Stock’s total return is expected to be -10% or worse over the next 12 months (including dividend yield)
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