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Kossan Rubber Industries

than 4Q14 margin of 14%. Kossan’s PBT gained by
double digits or by 25% y-o-y and 19% qg-o-q to RMé61
million from RM49 million in the preceding year, driven
by improving cost factor benefitting from the softer
global commodity prices.

Outlook. The management expects its 4 billion pieces
of capacity to fully start commencing by June from
Plant 2 and 3 where the outputs have been taken up
fully by the group’s customers. Hence, with the
prospects of strengthening of USD against Ringgit, the
group would achieve better earnings in favour of the
declining raw
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material prices. Note that, Kossan’s current capacity stood at 22 billion pieces from 16 billion
pieces in FY14 with the product mix of nitrile and natural rubber ratio of 69:31 from 57:43 in FY14,
The management has intention to add another 2 nitrile plants to cater for the strong demand from
the existing customers. The group expects these 2 new plants will produce 4.5 billion pieces of
gloves per annum. These plants are projected to start construction within the next 3 months and
are expected to be completed by FY17. Moving forward to FY16, the management sees a double
digits growth in quantity of gloves contributed from Plant 2 and 3. The revamp of old plants with
also improve production lines. These new plants are to cater orders from the existing customers as
the group is unable to deliver the extra capacity.

e Change to forecast. We have revised upward our FY15 and FY16 earnings forecast to RM194 million
(35%) and RM232 million (20%) respectively, credited to the steady demand for rubber gloves across
the globe, manageable cost factor and the additional plants which will add a total of 17 new
production lines. Our earnings forecast may change from our target if there’s no destructive
atmospheric condition such as heavy flood and sharp rebound of Ringgit. In addition, the likely
weakness of Ringgit in FY15 will be the dark horse for all rubber gloves players.

e Valuation and Recommendation. We value Kossan at RM6.12 based on PER of 17x over FY16 EPS
of 36 sen as we revised upward our earnings, underpinned by i) the commence operation of its
three new plants in FY15 that would push the capacity to reach 44 billion pieces of gloves and ii)
higher demand for its TRP in tandem with the expected growth in Malaysia’s industrial sector.
Maintain HOLD.

Table 1: Peers Comparison

Company Year | Price | EPS (sen) P/E (X) P/B (X)

Ended | (RM)
Top Glove Aug 5.59 34 36 16 15 2.3 2.5 13.8 2.9 5.61  Hold
Supermax Dec 2.00 19 21 11 10 1.4 1.9 10.8 2.5 2.30 Buy
Kossan Dec 6.20 30 35 20 18 4.8 4.1 19.0 1.3 6.12  Hold
Hartalega Mar 8.22 35 41 24 20 5.2 5.8 20.0 1.6 7.40 | Hold
Average 29 33 18 16 3.4 3.5

Source: Bloomberg, M&A Securities

Table 2: Earnings Forecast

YE: Dec (RM million) 2012 2013 2014 2015F 2016F

Revenue 1,234 1,307 1,299 1,691 1,987
EBIT 145 184 195 257 302
PBT 138 180 186 255 306
Net profit 102 136 144 194 232
EPS (sen) 32 21 22 30 36
Pre-tax margin 11% 14% 14% 15% 15%
Net profit margin 8% 10% 1% 11% 12%
PER (x) 11 20 15 20 17
P/BV (x) 1.8 3.9 3.2 4.1 4.0

Source: Company, M&A Securities
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Table 3: Results Highlight

S— 1Q14 s ﬂ- - -
361 2% 369 306

Revenue 369 306 21% 21%
EBIT 61 19% 25% 25%
PBT 59 47 49 20% 25% 59 47 25%
Taxation (13) (10) (10) 27% 32% (13) (10) 32%
Net Profit 45 37 38 20% 23% 45 37 23%
EPS (sen) 7 6 6 20% 23% 7 6 23%
EBIT margin 17% 16% 14% 17% 16%
PBT margin 16% 15% 14% 16% 15%
Net profit margin 12% 12% 11% 12% 12%
Effective tax rate 22% 21% 21% 22% 21%

Source: Company, M&A Securities

Table 4: Segmental Analysis

I N

Revenue
Technical rubber 35 37 -5%
Gloves division 322 260 24%
Clean-room division 12 9 37%
PBT
— Technical rubber 1 4 -69%
> Gloves division 57 42 35%
Clean-room division 1 1 51%

Source: Company, M&A Securities

Table 5: Natural Rubber and Nitrile Price Movement

Natural Rubber

usD 1.64 1.46 1.44 1.33 1.13 1.10
RM 5.26 4.81 4.65 4.25 3.77 3.93
MYR/USD 3.21 3.29 3.23 3.19 3.28 3.68
Nitrile

usD 1.14 1.11 1.05 1.12 1.09 0.92
RM 3.65 3.64 3.40 3.56 3.50 3.28
MYR/USD 3.21 3.29 3.23 3.19 3.28 3.68

Source: Company, M&A Securities
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Kossan Share Price vs. KLCI
(Jan FY13-YTD)
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M& A Securities

STOCK RECOMMENDATIONS

BUY Share price is expected to be >+10% over the next 12 months.

TRADING BUY Share price is expected to be >+10% within 3-months due to positive newsflow.
HOLD Share price is expected to be between -10% and +10% over the next 12 months.
SELL Share price is expected to be >-10% over the next 12 months.

SECTOR RECOMMENDATIONS

OVERWEIGHT The sector is expected to outperform the FBM KLCI over the next 12 months.
NEUTRAL The sector is expected to perform in line with the FBM KLCI over the next 12
months.

UNDERWEIGHT The sector is expected to underperform the FBM KLCI over the next 12 months.

DISCLOSURES AND DISCLAIMER

This report has been prepared by M&A SECURITIES SDN BHD. Readers should be fully aware that
this report is for informational purposes only and no representation or warranty, expressed or
implied is made as to the accuracy, completeness or reliability of the information or opinion
contained herein. The recommendation and opinion are based on information obtained or derived
from sources believed to be reliable.

This report contains financial forecast/projection based on our assumptions which may defer from
the actual financial results announced by the companies under coverage. All opinions, estimates
and assumptions are subject to change without notice. Analysts will initiate, update and cease
coverage solely at the discretion of M&A SECURITIES SDN BHD.

Investors are to be cautioned that value of any securities invested may fluctuate from time to
time. We advise investors to seek financial, legal and other advice for investing based on the
recommendation of our report as we have not taken into account each investors’ specific
investment objectives, risk tolerance and financial position.

This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. M&A SECURITIES SDN BHD can accept no liability for any consequential loss
or damage whether direct or indirect. Investment should be made at investors’ own risks.

M&A SECURITIES SDN BHD and INSAS GROUP of companies, their respective directors, officers,
employees and connected parties may have interest in any of the securities mentioned and may
benefit from the information herein. M&A SECURITIES SDN BHD and INSAS GROUP of companies and
their affiliates may provide services to any company and affiliates of such companies whose
securities are mentioned herein. This report may not be reproduced, distributed or published in
any form or for any purpose.
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