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9M18 Results Within Expectations

By Raymond Choo Ping Khoon | pkchoo@kenanga.com.my

9M18 net profit of RM 97.2m (+57.1% YoY) came in within

expectations at 78% each of our and consensus full-
net profit forecasts. Although we are positive on
to rebuild and replace old factories with new high
lines,

production

year
its plans
efficient
SUPERMX’s

we are cautious on

production schedule punctuality given past protract ed
delays. Maintain UNDERPERFORM recommendation. TP is
RM2.20 based on unchanged 12x FY19E EPS.

9M18 within expectations.

9M18 net profit of RM97.2m (+57.1% YoY)

came in within expectations at 78% each of our and consensus full-year
net profit forecasts. An interim DPS of 3.0 sen was declared, which is

within our expectation.
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Key Result Highlights. QoQ, 3Q18 revenue fell 2.6% to RM327m due KLCI 1‘775'804
to higher volume sales, but this was more than offset by lower ASPs. VoLl chg '1'20/0
There was no guidance in terms of actual volume sales and ASPs YTD stock price chg 61.5%
growth in their results commentary. However, 3Q18 PBT fell steeper by Stock Information
21% as PBT margin crimped by 3.3ppt to 13.9% from 17.2% in 2Q18 - -
due to higher fuel cost namely natural gas (+22%). Typically, players ~Shariah Compliant Yes
faced a 1-2 months’ time-lag in cost-pass-through arising from the Bloomberg Ticker SUCB MK Equity
increase in price of natural gas. However, due to a lower effective tax ~ Market Cap (RM m) 2,117.8
rate of 25% compared to 35.3% in 2Q18, 3Q18 PATAMI fell 7% to Shares Outstanding 655.7
RM33.4m. 52-week range (H) 3.38
52-week range (L) 1.69
YoY, 9M18 PATAMI of RM97.2m (+57.1% YoY) was due to stronger  3-mth avg daily vol: 4,034,990
revenue (+19.8%) underpinned by higher output achieved from Free Float 58%
refurbishment work, higher demand and better operational efficiencies. Beta 0.7
Profitability improved on efforts taken to improve efficiency and
productivity, including the refurbishment of the older lines and Major Shareholders
streamlining of work processes. As a result, 9M18 PBT margin was Dato’ Seri Stanley Thai 21.2%
higher by 5.6ppt to 14.7% from 9.1% in 9M17. Datin Seri Tan Bee Geok, Cheryl 15.7%
Outlook. Following the completion of plant 10 (2.2b pieces) and 11 FMRLLC 4.9%
(3.4b pieces) in end 2017, the group’s installed capacity rose 30% to .
23b pieces from 17.8b which is expected to drive growth in FY18 and ST E'?lrnlngs Table
FY19. In a bid to circumvent constant production delays due to water _FY Jun (RM'm) 2017A  2018E  2019E
infrastructure issues, the group is undertaking a strategy focusing on ~ lurnover 1126.6  1340.2 1388.0
rebuilding and replacement of old factories with new high efficiency PBT 1104 1669  167.4
production lines with speed up to 38k-40k (compared to 18k per line per ~ Net Profit (NP) 672 1232 1234
hour) pieces of gloves per hour per line. The capacity plans outlined —€onsensus (NP) - 1239 1371
are; (i) decommission of old lines in Block G (Kamunting, Taiping) and ~E&rnings Revision - - -
replace them with new ones (expected to increase from 1.02b to 1.35b  EPS (sen) 10.5 18.1 18.1
pieces per annum), (i) convert unused warehouse in Block F EPS growth (%) (53.4) 72.8 0.2
(Kamunting, Taiping) (new capacity 2b pieces), iii) decommissioned old = NDPS (sen) 5.5 6.0 6.0
lines at Sungai Buloh plant from 12 to 20 lines (capacity increase 97%  BVPS (RM) 1.57 1.69 1.81
to 2.4b pieces), and (iv) to build plant 12 behind the existing factory in = PER (X) 32.7 17.8 17.8
Meru Klang, i.e. Plant 10 and 11. The estimated capex of RM300m is = PBV (X) 21 1.9 1.8
expected to be spread over FY18 and FY19 of which we have factored = Net Gearing (%) 23.0 31.1 30.9
into our earnings model. Upon full commercial production in stages Dividend Yield (%) 1.7 1.9 1.9

from 3Q 2018 till end 2H 2019, installed capacity will rise 16% to 27.2b
pieces per annum.

Reiterate UNDERPERFORM. TP is RM2.20 based on unchanged 12x
FY19E EPS (at +0.5 SD above its historical forward average). The
group is traded at a steep discount of 30% compared to the sector
average due to its weak earnings guidance and it trails behind peers in
terms of capacity expansion and innovation.

Key upside risks to our call are faster-than-expected volume sales and
lower-than-expected tax rate.
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Result Highlight

3Q 2Q QoQ 3Q YoY oM oM YoY
FY Jun (RM 'm) FY18 FY18 Chg % FY17 Chg % FY17 FY18 Chg %
Turnover 327.1 335.9 (2.6) 308.2 6.1 814.0 975.0 19.8
EBITDA 58.7 69.3 (15.3) 35.4 65.9 110.7 184.1 66.3
PBT 455 57.6 (21.1) 20.9 117.5 74.4 143.7 93.3
Net Profit (NP) 334 35.9 (7.0) 19.8 69.0 61.9 97.2 57.1
EPS (sen) 5.1 5.4 (6.6) 2.9 72.1 9.2 14.7 60.2
EBITDA margin (%) 18.0 20.6 11.5 13.6 18.9
PBT margin (%) 13.9 17.2 6.8 9.1 14.7
Effective tax rate (%) 25.0 &15.2) 7.7 17.7 30.8

Source: Bursa Malaysia, Kenanga Research
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Peer Comparison

Mkt
Cap

(RMm)  Actual

Est.
ROE

(%)

P/BV

)

Net Profit (RMm)

Actual

1Yr
Fwd

2Yr
Fwd

1Yr Fwd
NP Growth

(%)

2 Yr Fwd
NP Growth

(%)

Target Rating
Price

(RM)

HARTALEGA HOLDINGS BHD 6.08 20139.4 458
KOSSAN RUBBER INDUSTRIES  7.32  4680.9 255
SUPERMAX CORP BHD 3.23 21178 32.7
TOP GLOVE CORP BHD 10.20 13030.2  39.2

43.2
22.4
17.8
29.0

38.6 1.2 20.7
215 1.6 16.3
17.8 1.9 11.1
26.8 14 19.1

8.9
3.6
1.9
55

439.4
183.9
67.2
332.7

466.8
209.0
123.2
448.6

521.3
218.0
123.4
486.3

6.2
13.6
72.8
34.8

11.7
4.3
0.2
8.4

5.00 Underperform
6.85 Market Perform
2.20 Underperform
9.40 Market Perform

Source: Bloomberg, Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%

Sector Recommendations***

OVERWEIGHT : A particular sector’'s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’'s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than -5%

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies.

Published and printed by: %
KENANGA INVESTMENT BANK BERHAD (15678-H)

Level 12, Kenanga Tower, 237, Jalan Tun Razak, 50400 Kuala Lumpur, Malaysia Chan Ken Yew
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my Head of Research
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