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Oversupply not yet an issue

Stock prices have fallen across the board

. . Stock prices for the Big 4 Malaysian-based glove manufacturers (Top Glove,
OVERWEIGHT (maintain) Supermax, Kossan, Hartalega) have declined over the past two days. TOPG's
share price has been hit the hardest, falling by 10%, followed by Hartalega
(-5.6%), Supermax (-3.4%) and Kossan (-6.7%). We believe that the declines
were triggered by TOPG's statement about an oversupply in the nitrile segment

Absolute Performance (%) during its 2Q FY14 results announcement on 20 March.

1M M 12M Refuting the oversupply issue _ _
Kossan 1109 +05 +136.7 TOPG reported weak 2Q FY14 re_sults, W|_th revenue down 5% yoy and_ net p_roflt
Hartalega 77 118  +341 down 22% yoy. Management attributed this to lower-than-expected selll_ng prices
Supermax  -15.1 +5.8 +42.6 due to weak demand for its natural rubber gloves products and high nitrile
Top Glove  -15.0 115 +2.8 supply. While we agree that demand for TOPG’s latex-based gloves is

experiencing contraction, we think the claims of high nitrile supply are less
accurate. Our channel checks with other glove manufacturers indicate that

Source: Bloomberg production facilities are still busy, including nitrile production lines. Hartalega’s
production facilities are running at optimal levels, with utilization rates of 88-90%,

Target price (RV) Reting while Kossan’'s rate remains 85% and Supermax’s remains 83%. Plant
Pior  Revised  Rior  Revised expansions for these glove manufacturers are also on track. This suggests that

TopGove 510 510 FRIUE RIUE weak demand for TOPG's nitrile gloves is peculiar to the company, possibly due

Qpema to its late expansion into the nitrile segment. We believe there is no oversupply
35 35 AD A issue, and that oncoming supply can be absorbed by growing demand.

Kossan 508 508 BY BUY

Hartalega. 7.5 7.5 AD ACD Nitrile gloves sales to top 10 export countries grew 8.5% in 2013

Source: Affin The official 2013 annual report from the Malaysian Rubber Export Promotion

Note: summary of our recent rating and TP Council (MREPC) has yet to be published, but we gather from industry sources

changes that the number of gloves sold to Malaysia’'s top 10 export destinations grew by

8.5% yoy to 44.3bn pieces in 2013. By segment, Nitrile glove exports to the 10
countries is believed to have grown by 18% yoy to 19.3m pairs, while exports of
latex-based gloves have fallen by 0.4% yoy to 12.3m pairs. This supports our
investment thesis that nitrile gloves are still preferable in developed markets,
despite a smaller pricing mismatch between the latex and nitrile commodities due
to the benefits of the latter.

Good time to BUY

We think this is a good opportunity for investors to accumulate. On a whole, we
remain positive on the sector backed by: 1) favourable raw material cost; 2)
resilient demand from developed and developing economies; 3) improving
production efficiencies; and 4) a stable US dollar against the RM, which would
help to spur the nation's export market. Deemed as a staple product in the
healthcare industry, we believe demand for rubber gloves will remain resilient,
growing in tandem with world population growth and spurred by an increase in
usage at healthcare centres globally. To cater to the strong demand, the Big 4
have put in place strategic expansion plans, which include the desirable number
of production lines, machinery for automation processes, improved R&D, cost
structure, and product development.

Maintain OVERWEIGHT; Kossan remains our top pick
Among the Big 4, TOPG is our least preferred name. While its share price has
fallen below our price target, we keep our REDUCE rating under review pending
a meeting with management.-All in, we reiterate our OVERWEIGHT rating on the
gloves sector. Our top pick remains Kossan (KRI MK, BUY, RM5.08) as we
think it has the most balanced and favourable product mix and attractive
valuation relative to peers. Key risks would be: 1) a sharp spike in latex price;
and 2) stiffer-than-expected price competition, leading to margin erosion.

Mandy Teh

(603) 2142 5815

ssteh@affininvestmentbank.com.my

Fig 1: Valuation matrix for glove companies

ShpPr TP Shares Mkt Cap Core PE(x) EPS growth (%) EV/EBITDA P/B ROE (%) Net Div Yield (%)

(RM) (RM) out (RMm) CY14 CY15 CYl4 Cvi5 (x) FY14 FY15 FY14 FY15
Kossan BUY 401 508 639.5 2,564 Dec 143 12.0 27.2 19.7 8.3 23 185 187 22 27
Top Glove REDUCE* 493 5.10* 620.6 3,059 Aug 145 11.4 0.4 55 8.2 25 158 170 32 34
Supermax BUY 258 3.60 679.2 1,752 Dec 12.2 11.2 11.2 9.6 114 17 147 135 23 27
Hartalega ADD 6.40 7.75 746.9 4,780 Mar 15.0 138 16.2 16.6 115 6.5 313 303 23 238
Simple average 14.0 12.1 13.7 12.8 9.8 3.2 200 199 25 2.9

*Under Review
Source: Bloomberg, Affin forecasts
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FOCUS CHARTS

Fig 2: Global annual demand for gloves Fig 3: Global demand (LHS) and growth (RHS)
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Fig 4: NR-based gloves export to top 10 destinations Fig 5: Nitrile-based gloves export to top 10 destinations
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Fig 8: Latex price vs nitrile price Fig 9: Price disparity gap between the two raw materials
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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.-Information sourced from third party data providers 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 adeiquacy, 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 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 their 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.

Investment Banking Relationship
Within the preceding 12 months, for all completed investment banking proposals, Affin Investment Bank has not acted as lead-manager for public offerings

and/or secondary offerings in the securities of the company under its research coverage.

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

Email: research@affininvestmentbank.com.my
Tel : + 603 2143 8668

Fax : + 603 2145 3005
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