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OVERWEIGHT (maintain)

Absolute Performance (%)

1
iM 3M 12M
Kossan +13.0 +9.7 +16.2

Supermax +6.3 -1.0 +6.3
Top Glove +4.8 +1.6 +285
Hartalaga +4.9 +4.7 +29.9

Fig 1: Relative performance chart
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Figure 2: Valuation matrix
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A ‘lift from HIN7 viral outbreak in China

Share prices of glove companies rallied due to HIN7 flu virus in China

Last week, share prices of rubber gloves stocks rallied following the news of an
outbreak of HION7 flu virus in China. It has been reported that the total number of
confirmed cases now stands at 18, with 6 deaths. While we are hopeful that the
outbreak would be contained soon, we believe this incident would fuel demand
for examination gloves (increasing hygiene awareness and health alert,) and
thus benefiting the whole rubber gloves sector. To recap, the most recent 2009-
10 HAN1 flu had killed c. 12,470 people around the world, with the Southeast
Asia and Africa being the hardest hit regions. According to The Lancet Infectious
Disease, ¢.60% of the total deaths is from these two continents.

Potentially higher orders in anticipation of higher future demand

Although the actual increase in the use of examination gloves is not immediate,
the potential for increased usage of gloves in the coming months will prompt
healthcare companies to stock up on gloves and plan to place bigger new orders.
This is expected to put more pressure on the supply of gloves, of which glove
makers (ex-Top Glove) are already operating at near maximum optimal capacity,
with an average utilization rate of 90%.

A boost from growing healthcare awareness

Unlike in 2009 during which the surge in glove usage arose from a recovery in
the global economy and the HIN1 pandemic, we believe that orders are on the
rise because the global population is increasingly becoming more hygiene
conscious. Some have even set more stringent requirements on the quality of
gloves used while others are encouraging more healthcare centres to use them,
especially the developing countries where the practice of using gloves is still
minimal. We believe the hygiene concerns of both individuals and governments
will gradually lead to higher glove usage over time. In fact, the rubber glove
industry is eyeing on China and India, where the anticipated demand (should
their governments start to enforce the use of examination gloves) may increase
by 2-3x of the current world demand of ¢.160bn pieces.

Operating environment is still healthy

The sector’'s key growth driver, latex price, which makes up 55%-60% of glove
manufacturers’ production cost, is still low at RM5.80-6.30/kg despite entering
into the wintering period. (Wintering period starts from January-May every year
and note that latex price has fallen by -26% since its peak in March 2012 of
RM7.92/kg). Coupled with the increase in plant automations to help boost
operating efficiencies, we are positive on the glove manufacturers’ ability in
sustaining healthy operating margins.

Maintain Overweight on the sector.

In view of: 1) the low and stable latex cost; 2) resilient demand from both
developed and developing economies due to improving health awareness and
more stringent regulations; and 3) improving plant automations, we remains
positive on the rubber glove sector. We maintain our OVERWEIGHT view with
Supermax (BUY, RM2.50) as our top pick for the sector due to its undemanding
valuations and good earnings visibility.

Mkt Cap Year Core PE (x) EPS growth (%) EV/EBITDA P/B  Net Div Yield (%)
End CY12 CY13 FY12 FY13

Kossan BUY 3.73 377 31862 1,188 Dec 87 7.9 144  10.6 6.9 2.1 2.4 2.7
Top Gloe  ADD 573 6.28 619.42 3,549 Aug 140 12.0 7.4 15.9 10.8 2.9 3.7 4.2
Supermax  BUY 202 250 679.15 1,372 Dec 80 7.6 18.0 5.2 9.3 1.3 35 4.5
Hartalega ~ ADD 513 515 73331 3,762 Mar 144 129 137 113 115 5.2 29 31
Simple average 11.3  10.1 134  10.8 9.6 2.9 3.1 3.6
Source: Bloomberg, Affin
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Equity Rating Structure and Definitions

BUY Total return is expected to exceed +15% over a 12-month period

TRADING BUY Total return is expected to exceed +15% over a 3-month period due to short-term positive development, but fundamentals are
(TR BUY) not strong enough to warrant a Buy call. This is to cater to investors who are willing to take on higher risks

ADD Total return is expected to be between 0% to +15% over a 12-month period

REDUCE Total return is expected to be between 0% to -15% over a 12-month period

TRADING SELL Total return is expected to exceed -15% over a 3-month period due to short-term negative development, but fundamentals are
(TR SELL) strong enough to avoid a Sell call. This is to cater to investors who are willing to take on higher risks

SELL Total return is expected to be below -15% over a 12-month period

NOT RATED Affin Investment Bank does not provide research coverage or rating for this company. Report is intended as information only
and not as a recommendation

OVERWEIGHT Industry, as defined by the analyst’s coverage universe, is expected to outperform the KLCI benchmark over the next 12

months

NEUTRAL Industry, as defined by the analyst’s coverage universe, is expected to perform inline with the KLCI benchmark over the next
12 months

UNDERWEIGHT Industry, as defined by the analyst’s coverage universe is expected to under-perform the KLCI benchmark over the next 12
months

This report is intended for information purposes only and has been prepared by Affin Investment Bank Berhad (“Affin Investment Bank”) based
on sources believed to be reliable. However, such sources have not been independently verified by Affin Investment Bank, and as such, Affin
Investment Bank does not give any guarantee, representation or warranty (express or implied) as to the adequacy, accuracy, reliability or
completeness of the information and/or opinion provided or rendered in this report. Facts, information, views and/or opinions presented in this
report have not been reviewed by, may not reflect information known to, and may present a differing view expressed by other business units
within Affin Investment Bank, including investment banking personnel. Reports issued by Affin Investment Bank are prepared in accordance with
Affin Investment Bank’s policies for managing conflicts of interest arising as a result of publication and distribution of investment research
reports. Under no circumstances shall Affin Investment Bank, its affiliates and related companies, their directors, associates, connected parties
and/or employees be liable in any manner whatsoever for any consequences (including but are not limited to any direct, indirect or
consequential losses, loss of profit and damages) arising from the use of or reliance on the information and/or opinion provided or rendered in
this report. Any opinions or estimates in this report are that of Affin Investment Bank as of this date and subject to change without prior notice.
Under no circumstances shall this report be construed as an offer to sell or a solicitation of an offer to buy any securities.

Affin Investment Bank and/or any of its directors and/or employees may have an interest in the securities mentioned therein. Affin Investment
Bank may also make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.
Further, Affin Investment Bank, its affiliates and its related companies may do and seek to do business with the company(ies) covered in this
research report and may from time to time assume an underwriting commitment in securities of such company(ies), may sell them to or buy
them from customers on a principal basis and may also perform or seek to perform significant investment banking, advisory or underwriting
services for or relating to such company(ies) as well as solicit such investment, advisory or other services from any entities mentioned in this
report.

Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations.
These opinions may not fit to your financial status, risk and return preferences and hence, an independent evaluation is essential. In addition,
this report is general in nature and it is intended for circulation for Affin Investment Bank and its affiliates’ clients generally and does not have
regard to the specific investment objectives, financial situations and the particular needs of any specific person who may receive this report.
Investors are advised to independently evaluate particular investments and strategies and to seek independent financial, legal and other advice
on the information and/or opinion contained in this report before investing or participating in any of the securities or investment strategies or
transactions discussed in this report.

Simulations or model portfolio are prepared on a hypothetical basis and are for illustrations only.

Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data
they provide and shall not have liability for any damages of any kind relating to such data.

Affin Investment Bank’s research, or any portion thereof may not be reprinted, transmitted to, photocopied or reproduced in any form - sold or
redistributed, directly or indirectly in whole or in part without the prior written express consent of Affin Investment Bank.

This report is printed and published by:

Affin Investment Bank Bhd (9999-V)

A Participating Organisation of Bursa Malaysia Securities Bhd
Chulan Tower Branch,

3rd Floor, Chulan Tower,

No 3, Jalan Conlay,

50450 Kuala Lumpur.

www.affininvestmentbank.com.my
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