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SECTOR UPDATE

Rubber Gloves — Malaysia
Vaccine Fears Overplayed As Demand Is Firmly Intact

2Q20 results are only a prelude to windfall earnings ahead. From now through to Oct 20,
we expect steeper-than-expected ASP rise of 30% mom. Meanwhile, ASPs of latex gloves
are expected to narrow on its 50% discount to nitrile gloves in the quarters ahead on
supply-capped nitrile gloves. Maintain OVERWEIGHT on the sector as we believe the risk-
reward trade-off remains attractive. Top pick: Top Glove.

WHAT'S NEW

® 2Q20 results round-up. Sector earnings came in well above expectations. Top-line grew
38.2% goq on the back of higher volume growth of 12.4% qoq, primarily on Top Glove realising
efficiency gains and destocking of inventory. ASPs saw a step change of 24.6% qoq primarily
off an 80% rise in Supermax’s ASPs as the others saw a marginal gain of 5.0-6.8% qoq. The
RM/US$ was favourable as well, up 3.1% qoq. Sector EBITDA margin improved considerably
on: a) significantly higher ASPs; b) higher economies of scale; and c) lower raw materials costs
- nitrile (-1.0%) and latex (-6.6%). Against improved margins, core earnings growth outpaced
revenue growth, at 198.9% qogq.

2Q20 SECTOR RESULTS SNAPSHOT

(RMm) 2Q19 1Q20 2Q20 goq % chg yoy % chg
Revenue 2756.8 3066.4 4239.2 38.2 53.8
EBITDA 424.2 585.2 1521.9 160.1 258.8
Net profit 239.7 367.5 1098.3 198.9 358.3
qoq ppt chg yoy ppt chg
EBITDA margin (%) 15.5 20.0 36.9 84.3 137.6
Hartalega 24.2 221 334 51.3 37.9
Kossan 11.7 15.8 28.2 78.4 140.3
Top Glove 17.7 18.3 27.0 48.1 52.9
Supermax 8.5 240 59.0 146.0 594.1
Net margin 8.8 12.7 26.5 109.1 202.3
Source: Respective companies, UOB Kay Hian
ACTION

e Maintain OVERWEIGHT. While the vaccine discovery has made good progress, we believe
glove demand would remain firmly intact. This is supported by the gradual ramp-up in vaccine
production, less-than-optimal efficacy rates (US Food and Drug administration (FDA) only
requires 50% efficacy rate for a COVID-19 vaccine) and public hesitance leading to lower
adoption of a vaccine. Factoring in the upcoming step change in ASPs and higher spot-sales
mix, we expect earnings to surge over the next three quarters to more than pacify concerns over
lofty historical valuations. Our 2021 sector net profit is 52% above consensus estimates, leaving
ample positive surprises. Furthermore, our normalised valuations based on 2022 suggest
support to existing valuations. Hence, the risk-reward trade-off still appears attractive at this
juncture.

o Our top sector pick is Top Glove for its increasing spot sales and above-industry expansion
growth. We also like Kossan as it is: a) playing catch-up with peers in ASP; and b) on track to
being included in the FBMKLCI Index as a constituent.

PEER COMPARISON
Price @ 3Sep 20 Target price MktCap - PE (X) ----------

Company Ticker Rec (Icy) (Icy) (US$m) 2020F 2021F
Hartalega HART MK HOLD 13.86 19.50 12,704.6 23.2 24.0
Top Glove TOPG MK BUY 8.37 12.30 17,047.0 11.3 28.5
Kossan KRI'MK BUY 14.00 19.50 4,666.4 17.0 14.4
Sri Trang STATB BUY 21.25 45.50 1,364.9 7.1 7.8
Riverstone RSTON SP BUY 3.72 6.00 2,254.3 21.2 159
Comfort Glove  CG MK N.R. 4.26 633.1 36.3 23.2
Rubberex RBRX MK N.R. 5.39 369.6 18.4 14.2
Average 5,713.7 20.1 18.6

OVERWEIGHT
(Maintained)
SECTOR COVERAGE

Price (RM)
Company Rec 3Sep 20 Target
Top Glove BUY 8.37 12.30
Kossan BUY 14.00 19.50
Hartalega HOLD 13.86 19.50

Source: UOB Kay Hian

Supermax is currently on UOB Kay Hian's restricted list and
therefore we refrain from publishing forward-looking assumptions
and investment recommendation.

YTD PERFORMANCE OF GLOVE PRODUCERS

1800% -
1600%
1400% |
1200% |
1000%
800%
600% |
400% -

200% B

0% T T
N N N N N N N N N

v P

yo‘\q' Qe"q' @'b‘m ‘?9& @& 5\5“’1’ 5\>\¢ \»& R

Top Glove Supermax Hartalega
Kossan == FBMKLCI
Source: Bloomberg
ANALYST(S)
Philip Wong
+603 2147 1996
philipwong@uobkayhian.com
---- EVIEBITDA (x) - P/B (X) Div Yield (%)
2020F 2021F 2020F 2020F
16.2 16.7 14.7 24
8.3 19.8 114 15
114 9.7 9.8 2.9
5.3 5.8 1.2 51
14.9 11.8 7.9 0.7
21.2 14.9 21.2 0.4
12.0 9.2 12.0 2.4
133 12.6 119 2.0

Note: Supermax is currently on UOB Kay Hian’s restricted list and therefore we refrain from publishing forward looking assumptions and investment recommendation

Source: UOB Kay Hian
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ESSENTIALS NOTABLE CAPACITY EXPANSION
e Top Glove’s WRO could be lifted by end of the month. On 28 Aug 20, Top Glove’s b pes/ year yoy % chg 2'{53{9‘??1?R
independent auditor has completed its verification work with regard to Top Glove’s Withhold  Hartalega
Release Order (WRO) by the US Customs and Border Protection (CBP). The remediation  End 2019 35.2 7.2%
fee is expected to be about RM53m (or 0.8% of FY21F earnings). We gather that its auditor ~ End 2020 40.4 13.3%
is due to submit its report over the next few days and subsequently, an uplift of the WRO  End 2021 438 8.4% 10.9%
possibly before Top Glove’s 4QFY20 results release on 17 Sep 20. Top Glove has managed  Top Glove
to divert sales of the two affected subsidiaries under the WRO to other Malaysian and  End 2019 64.0 11.3%
Thailand subsidiaries, to have largely maintained sales. US sales post WRO has only  End 2020 86.4 35.0%
declined by virtue of higher demand elsewhere. While the WRO financial impact has been  End 2021 106.6 23.4% 29.1%
minimal, we think investor sentiment could see a boost when the WRO being uplifted. Kossan
e Top Glove seeing steeper-than-expected ASP revision. We gather ASPs have taken a E:g 2222 iig ;ﬁ;
steeper revision through the months to October. They are due to be raised by 30% mom (as ..., 54 10.6% 10.5%

opposed to 10% mpm), followed by an additional 5-10% mom till year- gnd. Contrat.:ted Source: Respective companies
nitrile ASPs could tip at US$100/'000 pcs by year-end. However, we retain our earnings  Supermax s currently on UOB Kay Hian's resricted list and therefore
forecasts for now in the event of ASPs sharply moderating. Hartalega and Kossan could see ¢ effan fom publishing forward looking - assumptions  and

. investment recommendation.
a lockstep change in ASPs as well.
TOP GLOVE: 5-YEAR FORWARD PE TRADING BAND

Second liners such as Comfort Glove due to reap windfall earnings too. Based on our

channel checks, smaller glove producers such as Comfort Glove (CG MK/NOT RATED) are 40
due to realise steep revisions to ASPs as well. The 30-40% qoq hike seen by the likes of 30 [r1SD =28.5x
Hartalega and Kossan appears applicable to smaller glove producers like Comfort Glove as B L e s
well, based on the run rate and an enlarged capacity expansion of 15% in 2020. This 20 L»f' AVG = 24.5%
suggests its valuation could moderate sharply to a mid- to high-single-digit PE. 10 |

¢ Higher NBR cost on tight supply but limits nitrile glove supply influx. We gather the 15D =205

nitrile butadiene rubber (NBR) production by the likes of Kumho, Synthomer and LG has 0 T N

reached the limit due to demand driven by glove producers as a component for their nitrile 3@%%’\%39&’\%&3%\ 03\53\%3‘3%&?’\%&10
gloves. Additional production capacity for NBR to ease supply is only expected to kick in in  source: Bloomberg, UOB Kay Hian

late-21. As a result of demand-supply imbalance, NBR cost is expected to rise 5-10% mom.

While costlier, it also limits the potential influx of nitrile gloves into the industry, especially

from China producers and new entrants. 2020 NBR average cost could be 20% higher yoy

and accounts up to 45% of costs for glove producers. This could translate into 5.5% lower

earnings for glove producers. However, we leave our earnings forecasts unchanged for now

as ASPs have taken a steeper revision.

Top Pick: Top Glove (TOPG MK/BUY/Target: RM12.30). Our target price is based on
16.0x 2021F PE, or -2SD of its 5-year forward PE mean. We believe our valuation should be
at a discount to its historical PE mean as: a) it is being pegged to windfall peak earnings;
and b) the risk-reward at this juncture is increasingly pronounced, given the surge in share
price. That said, our PE peg is reasonable as Top Glove is an established FBMKLCI
component index constituent and has sublime earnings growth. High spot-sales mix and
narrowing latex glove prices to nitrile’'s may represent further upside surprise to our
earnings. These translate into a 2-year CAGR of 313% (FY19-21F). Furthermore, its
explosive qoqg earnings growth over the next 2-3 quarters should catalyse its valuations
going forward.

Refer to last page for important disclosures. Draft — for internal use only
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EARNINGS ASSUMPTIONS
----------------------- Top Glove Hartalega KOoSSan ------mmrmmmemmeennenas
Year End (Aug) Year End (Mar) Year End (Dec)

(RMm) 2019 2020F 2021F 2022F 2020 2021F 2022F 2023F 2019 2020F 2021F 2022F
Revenue 4,801.1 6,556.6 14,3624  9,488.3 2,924.0 5,950.0 6,326.5 4,538.0 2,221.6 3,727.3 4,276.9 3,009.6
yoy % chg 139 36.6 119.1 -33.9 3.4 103.5 6.3 -28.3 3.6 67.8 14.7 -29.6
Core net profit 364.7 1,262.2 6,207.7 2,462.2 462.1 2,263.6 2,186.8 903.9 227.3 1,139.2 1,343.3 661.9
yoy % chg -16.1 246.1 391.8 -60.3 -2.0 388.9 -34 -58.6 13.2% 401.2 17.9 -50.7
Consensus 1441.0 3807.0 1545.0 1758.0 1773.0 1174.0 692.7 891.5 550.2
vs Consensus (x) 0.88 1.63 1.59 1.29 1.23 0.77 1.64 151 1.20
ASP (US$/'000 pcs) 21.8 25.4 48.1 314 22.5 36.6 35.9 26.1 22.1 33.6 36.4 26.1
ASP growth (%) 18.2 16.7 89.0 -34.6 <15 62.8 -1.8 -27.5 -5.0 52.0 8.4 -28.5
Volume growth (%) 10.6 11.0 15.9 1.0 8.4 19.6 109 -0.5 7.8 9.4 10.5 15
Profit margin (%) 7.6 19.3 43.2 25.9 15.8 38.0 34.6 199 10.2 30.6 314 22.0
Note: Supermax is currently on UOB Kay Hian'’s restricted list and therefore we refrain from publishing forward looking assumptions and investment recommendation.
Source: UOB Kay Hian

SCENARIO ANALYSIS ON VALUATIONS

--------------------- Top Glove Hartalega Kossan
PE peg (x) TP (RM) ASP (US$) PE peg (x) TP (RM) ASP (US$) PE peg (x) TP (RM) ASP (US$)

Blue sky 16.0 14.30 56.00 29.2 24.10 40.00 18.5 23.60 40.00
TP (peg to FY21) 16.0 12.30 48.05 29.2 19.50 36.61 18.5 19.50 33.61
Normalised (peg to FY22 Dec YE) 30.0 8.30 31.54 40.0 14.50 28.54 26.1 17.70 26.07

Note: Supermax is currently on UOB Kay Hian's restricted list and therefore we refrain from publishing forward looking assumptions and investment recommendation.
Source: UOB Kay Hian
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (“UOBKH"), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are
generated from UOBKH's business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK"). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2020, UOB Kay Hian Pte Ltd. All rights reserved.
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