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BALANCED BUT BORING

Trimming expenditure growth * No major positive or negative surprises for the market. Key sectors
RMbn | Include consumer, sin stocks, infrastructure and tourism.
— Revenue Expenditure _ o _
450 ® Headline deficit to fall to 3.5%, but the MTFF target of 3% is
LT pushed out another year. Still, subsidy reforms underwrite the trend.
400 ® Elevated emphasis for spending on key states - Sabah & Sarawak -
. RM6.9bn and 6bn development expenditure allocated respectively.
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SECTORS IN FOCUS

- ® Consumption stimulus: The biggest surprise is the repeat RM100

SARA handout that will benefit 22million Malaysians in Feb 2026. The
Fyig  Fyie Fy20 Fy21 Fy22 Fy23 Fy24 FY26P FY26F relevant consumer stocks that have the most direct upside include
Source: MOF, NPS Research, October 2025 99SpeedMart and Nestle. Other consumption catalysts could include
the proposed trade-in scheme for cars over 20 years old that could
spur some demand for local marques, benefitting SIME (via Perodua)
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3% deficit target pushed out by another year

FiScal dtict and DRB-Hicom (via Proton).

29 e .o * Sin and luxury taxes: Corporates can breath a sigh of relief, as there
,....,r""" were no major tax hikes this year. The focus for revenue enhancement

a0% &\ e 0. ..® this year is skewed to plugging leakages, in part supported by e-

invoicing. A carbon tax was mentioned but without any details.
However, avoiding the gaze of the tax man for many years, tobacco
on alcohol have now been hit with higher excise duties. Price impact

-2.0%

6.0% —e—Actual should be roughly 5% for cigarettes and 10-20% for alcohol. The
e 2oforecast government also indicated luxury taxes will be implemented in 2026

oo e ERIreEt Ut did not disclose details.
FY18 FY19 FY20 Fy21l FY22 FY23 Fy24 FY25 FY26 FY27 Fv2g e |nfrastructure: The government announced that MCMC will be
Source: MOF, NPS Research, October 2025 investing RM2bn to build a Sovereign Cloud Al. Details are scant at
this juncture, but this could be a catalyst for construction stocks like
Subsidy cuts and lower petroleum dependence Gamuda and Suncon, as well as datacenter players like YTL Power.
RMbn — Subsidies Additionally, the government also announced an RM2bn undersea
0 FeIGISUm ISYSrLes submarine cable to connect Johor with Sabah and Sarawak
(3,190km). Otherwise, the government is following through on existing
70 rail transportation contracts - LRT3, Penang LRT, ECRL - with a total

\ spend of RM10.5bn for FY26.

DA Y 4 ® Visit Malaysia 2026: The government also announced a broad

package of stimulus to catalyze a targeted 4/ million arrivals and
RM165bn in receipts. In addition, there will be tax deductions to
encourage more domestic tourism as well. The likely beneficiaries will
be Genting Malaysia as well as AirAsiaX.
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WEANING SUBSIDIES WITHOUT LOSING VOTES

Source: MOF, NPS Research, October 2025

e (Considering fiscal limitations, we are overall positive on Budget 2026,
even if market impact might be low. Fiscal reform is gaining credibility,

Ben Shane Lim but populist tendencies remain entrenched based on the surprise

benshane.lim@newparadigm.my handout.
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Scheme

SARA
(Sumbangan Asas
Rahmah)

SARA
(Sumbangan Tunai
Rahmah)

Aid for civil
servants

Aid for government
retirees

Value

RM2.2bn

RM2bn

RM900m

RM1.26bn

Details

22 million Malaysians aged 18 and above will
receive a one-off RM100 SARA cash aid in
mid-February 2026, credited directly to their
MyKad.

Low-income households will get RM100
monthly SARA aid (RM1,200/year). Combined
with STR, they can receive up to RM4,600 a
year in total assistance.

RM500 Aidilfitri aid for Grade 15 and below
civil servants, including contract staff, paid on
5 April 2024.

RM250 aid for pensioners, derivative pension
recipients, and veterans.

Impact

Grocery retailer: 99SMART (56326.KL) - Increased
purchaser, FMCG: Nestlé (Malaysia) Berhad- Produce Food
and beverage products.

Scheme

Soverign Al Cloud

Submarine cable

Rail

Value

RM2bn

RM2bn

RM10.5bn

Details

MCMC to "build" a sovereign Al cloud. Limited
details, but presumably would entail a
datacentre.

Subsea fibreoptic cable to connect Johor to
Sarawak & Sabah - from Sedili to Kuching,
Sibu, Tuaran, Kudat, Pulau Banggi, Sandakan
and Tawau.

RM7.5bn for the continuation of MRT 3, LRT3
and Penang LRT, and RM3bn for the
completion of ECRL.

Impact

Construction companies like Gamuda and Suncon, as well
as DC players like YTL Power.

Beneficiaries unclear. Submarine cables are fairly
specialised, but could have spillover for offshore service
vessel operators.

Nothing new announced. Gamuda would benefit from
MRTS3, but project execution is a few years out at least.

Scheme

Cigarettes

Alcohol

Heated tobacco
products

Vehicle tax
exemption

Property stamp
duty

Luxury taxes

Carbon tax

Value

n/a

n/a

n/a

n/a

n/a

n/a

n/a

Source: MOF, NPS Research, October 2025
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Details

RMO.02/stick increase, previous tax rate
RMO0.40/stick (2014).

10% increase, Rebased from RM175/ litre to
RM192.50/litre.

RM20/KG increase in Heated Tobacco
Products.

Vehicle tax exemption in Langkawi, Labuan
limited at no more than RM300,000 value.

Stamp duty for non-citizens, non-permanent
residents will be increased from 4% to 8%.

No details yet, but will be imposed on selected
items in 2026.

Will apply to iron, steel and energy sectors and
implemented in 2025, but details are limited.

Impact

Marginally negative for tobacco companies, including BAT.

Heineken and Carlsberg will be negatively affected as
higher prices weigh on sales and drive substitution to illicit
alternatives.

Incrementally negative for property developers, but impact
should be relatively small.
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Fiscal trends

Indirect tax is driving budget 26 revenue targets

RMbn m Direct tax
350 Indirect tax

m Non-tax revenue
300
I -10%
250
+9%

150
||| ||| ||| “\ :

FY18 FY19 FY20 FY21 FY22 FY23 FY24 FY25P FY26F

100

20

Source: MOF, NPS Research, October 2025

Opex: Emoluments and debt service charges driving growth

RMbn E Emoluments

B Retirement charges

300 I I W Debtservice charges
B Grants & transfers to

state gov.
200 I m Supplies & services
I I B Subsidies & social
assistance
100 B Asset acquisition

m Refunds & write-offs
m Grants to statutory bodie
™
ad
>_
LL

m Others

FY24
FY25P
FY2BF

Source: Source: MOF, NPS Research, October 2025
Development expenditure - mostly stable

RMbn B Transport

100
B Trade & industry

m Energy & utilities

75 I I . m Agriculture

. Environment
. Other economic
50 1N B I
. . . m Education
. . . ' Health
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| , Housing
I . Other social
) W Security
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Source: Source: MOF, NPS Research, October 2025

13 OCTOBER 2025 3



( '/ .
N NewParadigm Research BUDGET 2026

Subsidy rationalization

Subsidies have run above projections in previous years

RMbn Subsidies Forecast
90 e S |DSidies Actual
70
50
30
10
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Source: MOF, NPS Research, October 2025

Subsidy share of OPEX is easing towards 14 %.

RMbn m— Subsidies Subsidy share
Other opex )
400 == SUbsidy Vs total opex (RHS) 30%
23% 23% 295%

300
20%
200 15%
10%

100

I 5%

2018 2019 2020 2021 2022 2023 2024 2025p 2026F

Source: Source: MOF, NPS Research, October 2025
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Long-term fiscal trends

Over the past two years, the government has managed to reign in overall fiscal spend.
This has been a function of cuts to development expenditure growth (-13.5%/-4.4%
for FY24/25), as well as the fuel subsidy reforms (for diesel) in the past year.

Meanwhile, revenue is now back on an upward trend, driven by indirect taxes (+11.3%
for FY25E), which has been the result of a broadening and deepening of SST. Looking
ahead, it looks like the government intends to lean on more direct taxes to prop up
revenue growth.

T12M Fiscal revenue & expenditure -

RMbn
450 Subsidies stabilize
e R ovVENUE
. >
Expenditure
400 Fuel
subsidies
surge
350 J

300
250
200
Covid-19
150
Jan 12 Jan 14 Jan 16 Jan 18 Jan 20 Jan 22 Jan 24

Source: MOF, NewParadigm Research, October 2025

In absolute terms, the Federal Government maintained a relatively disciplined fiscal
balance pre-Covid with a deficit of around RM40-RM50bn. Following the pandemic
however, the deficit has remained elevated at around RM90bn, exacerbated by the
aforementioned surge in fuel subsidies. The deficit could have been narrowed further,
but the government has trimmed its reliance on dividend income (particularly from
Petronas) in the past few years. The deficit will need to narrow further by about
RM?20bn or so, for the fiscal balance to return to its pre-pandemic run-rate.

T12M fiscal balance - on a consolidation pathway

RMbn
-30

pre-Covid deficit

-90

Covid-19 *

-120
Jan 12 Jan 14 Jan 16 Jan 18 Jan 20 Jan 22 Jan 24

Source: MOF, NewParadigm Research, October 2025
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Important Disclosures

Recommendation definitions Analysts

Buy - Expected return of > +10% over the next 12 months. Ben Shane Lim
Hold - Expected return between £10% +603 2054 8120
Sell - Expected return of <-10% over the next 12 months benshane.lim@newparadigm.my
Trading Buy - Expected return of > +15% over the next 12

months, but LT prospects uncertain.

Not rated - No recommendation on stock performance.

Note: Recommendations may fall outside of the aforementioned
ranges from time to time due to share price volatility.

Disclaimer and Disclosure

The information containedin this report is based on data obtained from data and sources believedto be reliable at the time of issue of this report. This report may
contain forward-looking statements which are often but notalways identified by the use of words such as “believe”, “estimate”, “intend” and “expect” and
statements that an event orresult “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 NewParadigm Securities Sdn. Bhd. 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. NewParadigm Securities expressly disclaims any obligation to update or revise any forward-looking
statements, whether as a result of m information, future events or circumstances after the date of this publication or to reflect the occurrence of unanticipated
events. Accordingly, neither NewParadigm Securities nor any of its 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, opinionsor recommendations contained herein are subject to change at any time without prior notice.
NewParadigm 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 businessprofessionals regarding the
appropriateness of investing in any securities or the investment strategies discussedor 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. NewParadigm Securities and its related companies, their associates, directors, connected parties employees and/or agents may, from time to time,
hold any positions in the securities and/or capital marketproducts (including but not limitedto 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 mentionedin 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 shouldexercise their own judgement beforemaking any investment
decisions. This researchreport is being supplied to you on a strictlyconfidential basis solelyfor your information and is made strictly on the basisthat it will remain
confidential. All materials presented in this report, unless specifically indicated otherwise, are under copyright to NewParadigm 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. 30 This report may provide the addresses of, or contain hyperlinks to websites. NewParadigm Securities
takes no responsibility for the content contained therein. Such addresses or hyperlinks (including addresses or hyperlinks to NewParadigm 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 NewParadigm 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 reflectthe analyst’s personal views about any and all of the subject securities or issuers; and no part of the
researchanalyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

About Us

As Malaysia's sole universal broker, we take pride in our unwavering commitment to delivering exceptional financial advice
and innovative solutions tailored to our clients' needs.

See: newparadigm.my NewParadigm Financial Group
Contact us: D-12-8, Level 12, EXSIM Tower,

Millerz Square @ Old Klang Road, Megan Legasi,
research@newparadigm.my No. 357, Jalan Kelang Lama,

58000 Kuala Lumpur, Malaysia.
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