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Closing time 
After returning 170% since 2010, Hartalega's superb run has come to a 
close as risks of overcapacity and competition build up. We downgrade 
the stock to Neutral and reduce the sector from overweight to Neutral. 
While nitrile demand is robust, the market is ignoring competitive and 
pricing risks as glovemakers build capacity too aggressively. 
 

 

Figure 1: US imports of natural rubber and nitrile gloves 
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   SOURCES: CIMB, COMPANY REPORTS 

 

 

In such a transformative stage of the 
sector's cycle, we think picking 
winners requires a more selective 
approach. Our new top pick is Kossan 
which remains an Outperform for its 
undemanding valuations and strong 
earnings momentum. We re-calibrate 
our target prices but make no other 
changes to our ratings. 

What a run  
Nitrile demand is strong, rising by 
20% annually with utilisation rates 
full at 85-90% and lead times up to 
90 days. By comparison, natural 
rubber gloves have been abandoned, 
with demand growing less than 5%. 
Top Glove reported in its 3Q13 that 
demand is weak with lead times of 
only 30 days, making it difficult for 
the company to pass costs through 
when raw material cost rises. Of the 
gloves imported to the US in 2012, 
82.5% are synthetic and only 17.5% 
are natural rubber. This is a mirror 
image of the stats nine years ago in 
2003. Hartalega has been the primary 

beneficiary of this trend. Since its IPO 
in 2008, quarterly net profit has risen 
by 4.8x and its share price is 12x 
higher. It is now the world's most 
valuable glovemaker and its market 
exceeds Top Glove's by RM600m. 

Risks rising  
While it is nice to reflect on the run 
that Hartalega has had, we believe 
risks of overcapacity and competition 
are mounting as glovemakers rush to 
secure customers as demand shifts 
permanently from natural rubber to 
nitrile. Already, industry sources say 
some glovemakers are selling 
synthetic gloves at a loss to fill new 
capacity. This may not be sustainable 
over long periods but it could still 
inflict short-term pain on the sector. 

Be selective  
In this environment, picking winners 
will be harder. We believe Kossan 
stands to gain the most as valuations 
are cheap and earnings momentum 
strong. The stock is now our top pick.

 

Sources: CIMB. COMPANY REPORTS  
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‘‘‘‘ Players are expanding 
their capacity and we expect 
intense competition, as there 
will be more capacity in the 
market for nitrile gloves. Profit 
margins for nitrile will 
continue down to 9-11%. 

 
– Datuk Seri Stanley Thai,  

Supermax Corporation Bhd 
 
 

Highlighted Companies 

Kossan  
Valuations of the stock are attractive at only 9.7x 
CY14 P/E, a 28% discount to the sector and a 38% 
discount to our target market P/E. We believe this is 
unjustified as demand for nitrile gloves is robust, raw 
materials prices are stable and the company's 1Q13 
results were the strongest among its peers. Kossan is 
now our top pick and we expect the share price to 
re-rate on the back of the catalysts above. 
 

Hartalega  
The world's largest glovemaker will start construction 
of its 24bn-piece-per-annum glove complex (NGC) in 
Sep 2013, its most ambitious plan yet to cement its 
position as the sector's bellwether glovemaker. Since 
we started covering the stock in Sep 2010, Hartalega 
has been our top pick - returning 170% compared to 
the KLCI's 21%. During this period, quarterly 
earnings grew by 1.5x. However, we expect EPS 
growth to be mediocre over the next two years as 
management shifts its attention to building the NGC. 
 

Top Glove 
Despite being the world’s biggest glovemaker by 
capacity, Top Glove has the most volatile earnings in 
the sector due to its low margins and high operating 
leverage. The company has recently been weighed 
down by its large size, which we believe has 
prevented it from switching its product mix quickly 
and responding to changing consumer demand. To 
arrest its fall, management aims to become the 
largest nitrile glovemaker in the world over the next 
few years. 
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KEY CHARTS 

 

Nitrile gloves are in vogue  
Demand for synthetic gloves is strong; glovemakers are 
reporting that utilisation rates are 'full' at 85-90% with 
lead times of up to 90 days, meaning capacity is booked 
ahead for three months. Demand has always been the 
strongest in the US where consumers are more sensitive 
to the protein allergies that natural rubber gloves can 
cause. As the chart on the right shows, the proportion of 
nitrile gloves imported by the US has risen from only 
18.1% in 2003 (or 4.4bn pieces) to 82.5% in 2012 (or 
31.2bn pieces). This suggests that synthetic glove 
consumption has risen by 24.3% annually over the past 
nine years (refer right) in the US. 
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Oversupply, price war brewing  
Manufacturing capacity in Malaysia has lagged behind 
demand due to a shortage of natural gas as Petronas has 
been reluctant to sell gas at RM16/mmbtu when 
Japanese exports fetch RM50/mmbtu. Constraints on 
gas supply should be alleviated later this year as 
Petronas Gas's 3.8m mt (or 530mmscfd) regasification 
plant in Malacca has been completed. As such, both 
Hartalega and Supermax will start building their mega 
glovemaking complexes later this year, with first gloves 
rolling off production lines from 2014 onwards (refer 
right). When this happens, overcapacity and price 
competition may start to intensify. 
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No correlation between EPS and forex  
While forex changes, such as the strengthening of the 
US$-RM cross rate, can have a short-term impact and 
shift investor sentiment, our analysis shows little 
correlation between forex movements and earnings 
growth (refer right). We believe this is because 
glovemakers hedge their forex exposure regularly and 
frequently, every few weeks, regardless of the rate and do 
not normally take speculative bets on the forex level. As a 
result, gains and losses are minimised and a large 
movement in one quarter is usually reversed in a future 
period. 
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Market is ignoring the risks  
We are downgrading Hartalega from outperform to 
Neutral and the glove sector from overweight to Neutral. 
We believe the market is pricing in a blue-sky scenario of 
benign competition and capacity expansion, ignoring the 
risks of margin erosion, price competition and cost 
inflation. Also, our analysis suggests that glovemakers 
are not coordinating their expansion plans as each of the 
big four appears to be sprinting to become the world's 
largest glovemaker. Our analysis in this note will show 
that synthetic capacity could rise by 22.1% annually up to 
2020 (refer right), outpacing the sector's historical 
average demand growth of 8-10%. 
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Figure 2: Sector Comparisons 

Price Target Price

(local curr) (local curr) CY2013 CY2014 CY2013 CY2014 CY2013 CY2014 CY2015 CY2013 CY2014 CY2013 CY2014

Hartalega Holdings HART MK Neutral 6.15 6.39                1,402 17.9 16.4 10.4% 4.54 3.48 29.5% 24.2% 23.0% 11.5 10.3 2.5% 2.8%

Kossan Rubber Industries KRI MK Outperform 4.70 6.44                  465 11.7 9.7 14.9% 2.12 1.80 20.0% 20.2% 18.2% 5.8 4.5 1.7% 2.1%

Supermax Corp SUCB MK Outperform 1.94 2.26                  409 8.7 7.4 8.1% 1.16 1.02 14.5% 14.7% 12.9% 5.3 3.9 2.6% 3.0%

Top Glove Corporation TOPG MK Neutral 6.29 6.55                1,211 18.4 16.5 9.5% 2.63 2.39 15.1% 15.2% na 9.9 8.6 3.6% 4.0%

Average 15.2 13.4 6.8% 2.63 2.25 19.0% 18.2% 18.0% 8.8 7.4 2.8% 3.2%

Company
Bloomberg 

Ticker
Recom.

Market Cap 

(US$ m)

EV/EBITDA (x) Dividend Yield (%)Core P/E (x) 3-year EPS 

CAGR (%)

P/BV (x) Recurring ROE (%)

 
   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

 

 

 

Calculations are performed using EFA™ Monthly Interpolated Annualisation and Aggregation algorithms to December year ends 
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Closing time 
1. BACKGROUND 

1.1 YTD price performance  

YTD, the four glove stocks under our coverage have recorded an absolute return 
of 1-39% (Figure 3,4), outperforming the KLCI YTD by up to 36% (Hartalega), 
while the sector has outperformed the KLCI by an average of 22.9% (Figure 6) 
on a market-cap-weighted basis. 

We believe this analysis validates our Overweight rating on the sector and our 
upgrade call at the beginning of 2013. The sector's performance was likely 
catalysed by the bird flu outbreak in China, stable raw material prices, 
confirmation of new gas supply from LNG and strong demand for nitrile gloves. 

  

Figure 3: Absolute return YTD June 2013 (%) Figure 4: Absolute return YTD June 2013 (%) 
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Source:
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG    SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

  

 

  

Figure 5: Relative return YTD June 2013 (%) Figure 6: Relative return YTD June 2013 (%) 
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG    SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

  

So far in 2013, Hartalega has continued to establish itself as the benchmark 
glovemaker in the sector as it tops its peers in innovation, profitability and 
valuation.  

Table of Contents 

1. BACKGROUND p.4 

2. OUTLOOK p.7 

3. CORPORATE STRATEGIES 2H 2013 p.11 

4. VALUATION AND RECOMMENDATION p.11 
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For example, Figure 7 shows that at the beginning of 2013, Top Glove and 
Hartalega were of equal market-cap sizes but now Hartalega's market cap is 16% 
or c.RM600m greater than Top Glove's. 

As a result, Hartalega's share of market capitalisation among the top four 
glovemakers has risen from 37.4% to 41.8% (Figure 8). Note that Kossan's share 
has also increased, while Supermax and Top Glove's share has declined. 

  

Figure 7: Market capitalisation comparison  Figure 8: Share of market capitalisation 
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG    SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

  

1.2 Valuation and earnings momentum  

Bloomberg data suggest that the price movements of the glove stocks have been 
mainly due to changes in the P/E multiple, not earnings. Figure 10 shows that 
Hartalega's YTD share price appreciation of 39.4% comes mainly from the 
expansion of its P/E multiple from 15.7x to 20.8x (+32.2%) as EPS has fallen by 
3.1% over the same period. 

  

Figure 9: P/E multiple evolution Figure 10: Share price against P/E and EPS evolution 
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG    SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

  

Kossan's and Top Glove's share price appreciation meanwhile appears more 
balanced as both the P/E multiple and EPS have risen together with the share 
price.  

Supermax has had the worst of both worlds as both the P/E multiple and 
consensus EPS have fallen since the beginning of the year. The lower P/E 
multiple could be due to "controversial comments" by Supermax's CEO and 
falling associate income from its Brazilian distributors. 
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Figure 11: P/E evolution for the glove sector Figure 12: P/E evolution for the glove sector YTD June 
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Figure 13: Glove sector’s 1-year forward EPS evolution Figure 14: Glove sector’s 1-year forward EPS evolution YTD 
June 
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1.3 EPF shifts bets  

It appears as though Malaysia's Employees Provident Fund (EPF) has switched 
its glove holdings from Supermax to Hartalega. In May, days after the general 
elections, EPF raised its stake in Hartalega by 1.8m shares or 0.2%, crossing the 
5% mark. This was soon after it reduced its interest in Supermax by 3% (21m 
shares) over Feb-Apr 13 after Supermax's CEO made "controversial comments". 
We believe this is positive for Hartalega but a temporary setback for Supermax. 
The presence of EPF lends credibility to the business model and management 
team of Hartalega, which is a closely-held family-run business. 

1.4 Switching top picks  

In this note, we downgrade Hartalega from Outperform to Neutral as we believe 
most of the good news has been priced in and investors are ignoring the risks of 
overcapacity. Earnings growth for Hartalega over the next two years will likely 
be mediocre as management shifts its attention to making the NGC a success.  

Valuations are also expensive with Hartalega trading at 16.4x CY14 P/E, 22% 
above our target market P/E and CY14 yields are low at 2.8%. We believe this 
does not reflect mediocre earnings growth of 10.4% over the next three years. 
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Instead, we prefer Kossan as stock would be catalysed by its expansion into 
technical rubber products (TRP), its undemanding valuation and strong 
earnings growth. 

 

2. OUTLOOK 

2.1 Gas supply constraint lifted  

Most glovemaking plants use natural gas as heating fuel for the glove oven. 
Some companies, like Top Glove, use biomass to complement its gas use and 
also to diversify its energy needs.  

However, natural gas is still preferred because it is cheap, piped direct to the 
glove plant, easy to control, less polluting and more energy-efficient. However, 
over the past few years, natural gas has been in short supply and glovemakers 
have had to scale down expansion plans.  

We believe this constraint to growth has been partially resolved as Petronas has 
begun importing LNG through the Malacca regasification plant in Sungai Udang. 
The facility has a capacity to import 530mmscfd or 3.8m mt/year of natural gas.  

Glovemakers have indicated that new gas supply agreements have been signed 
and there are no more restrictions on gas supply. Hartalega is a good example of 
this as the company will start building a 24bn-piece-per-annum glove facility in 
Sepang in Sep 2013. The management of Hartalega indicated that it has all the 
necessary gas required for the new plant. 

2.2 Nitrile demand strong  

The demand for nitrile remains strong and capacity utilisation is full for this 
product segment. Top Glove indicated that its nitrile lines are 85-90% utilised 
with demand sold ahead for 70-90 days.  

By comparison, natural rubber glove capacity is only 70-80% utilised and glove 
demand is sold ahead for only 30 days. The company also reported during the 
3Q13 that the volume of nitrile glove sales rose by 50% yoy compared to a 17% 
yoy rise for natural rubber powder-free gloves and a 8% yoy rise for natural 
rubber powdered gloves. Other glovemakers are also bullish about nitrile 
demand and have reported similar statistics. 

As a result, glovemakers say the demand for nitrile gloves is expected to rise by 
20% annually over the next few years while the demand for natural rubber 
gloves is projected to rise by less than 5% annually. 

2.3 Nitrile is now 82.5% of US imports from 18.1% in 2003  

At the expense of natural rubber, nitrile demand has soared over the past few 
years due to a preference for synthetics. This is due to an improvement in 
glovemaking technology that has enabled manufacturers to make ultra-thin 
gloves of 3.5 grams versus 5.0 grams for natural rubber variants.  

At the same time, an escalation of natural rubber prices during the 2010-2011 
commodity boom has inflated the manufacturing cost of natural rubber gloves 
and made synthetic gloves more affordable. 
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Figure 15: US glove imports Figure 16: US glove imports, product mix 
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   SOURCES: CIMB, COMPANY REPORTS, HARTALEGA    SOURCES: CIMB, COMPANY REPORTS, HARTALEGA 

  

This trend has persisted for years and now 82.5% of the gloves imported to the 
US are synthetic, up from 18.1% nine years ago.  

The US has the highest percentage of synthetic glove penetration due to the 
prevalence of allergic reactions to natural rubber proteins, which appears less of 
an issue in other countries.  

2.4 Overcapacity, price war brewing?  

In response to the higher demand for nitrile, glovemakers have ramped up their 
production of synthetic gloves. Top Glove, for example, intends to increase total 
capacity by 8.4% annually to 78.2bn pieces annually by 2020.  

Over this period, Top Glove aims to become the largest synthetic glovemaker in 
the world and is designing all new plants to make both natural rubber and 
synthetic gloves.  

Assuming all incremental capacity is nitrile, our analysis suggests nitrile 
capacity will rise at a greater rate of 29.1% p.a. to 30.8bn pieces annually by 
2020 (Figure 17). 

Hartalega is making similar plans and will start building the NGC in Sep 2013 
with gloves rolling off the new production lines in FY3/15. The full impact of the 
NGC will be felt the following year in FY3/16. Overall, we expect Hartalega to 
raise nitrile capacity by 16.7% p.a. and reach 31.7bn pieces annually in 2020, as 
the company aims to maintain its leadership in the synthetic product segment 
(Figure 17). 

Supermax and Kossan have similar expansion plans as both companies have 
indicated that they will tilt management resources towards nitrile gloves to 
respond to the higher demand. As a result, we expect a 19.4% p.a. and 26.0% p.a. 
increase in synthetic capacity up to 2020 for Supermax and Kossan, 
respectively. 

Overall, we expect the four biggest glovemakers to raise nitrile capacity by 22.1% 
p.a. over the next eight years, reaching 123.8bn pieces in 2020. While 
glovemakers indicate that nitrile demand is rising by 20% yearly, capacity 
expansion is catching up with demand growth and we expect this to exert 
pressure on selling prices, margins and profitability. 
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Figure 17: Installed capacity (bn pieces) 

Total gloves

2012 2013 2014 2015 2016 2017 2018 2019 2020 CAGR Comments

Top Glove 41.1     44.6   46.6     48.6     53.4     58.7     64.6     71.1     78.2     8.4% Company forecast up to 2015, +10% p.a. after

Hartalega 9.7      11.0   14.1     15.4     20.0     24.7     29.4     30.8     33.4     16.7% Company forecast, includes NGC

Supermax 17.8     23.1   25.0     26.0     27.0     28.0     30.8     33.9     37.3     9.7% Company forecast up to 2017, +10% p.a. after

Kossan 14.0     16.0   21.0     26.0     30.0     33.0     36.3     39.9     43.9     15.4% Company forecast up to 2017, +10% p.a. after

82.6     94.7   106.6   116.0   130.4   144.5   161.1   175.7   192.8   11.2%

Synthetic gloves

2012 2013 2014 2015 2016 2017 2018 2019 2020 CAGR Comments

Top Glove 4.0      7.5    11.6     14.8     18.0     21.2     24.4     27.6     30.8     29.1% Company forecast (+3.2bn from FY15 onwards)

Hartalega 9.2      10.5   13.4     14.7     19.0     23.5     27.9     29.2     31.7     16.7% Assume 95% of capacity is nitrile 

Supermax 6.2      11.5   13.4     14.4     15.4     16.4     19.2     22.3     25.7     19.4% FY13 onwards, incremental capacity is nitrile

Kossan 5.6      7.6    12.6     17.6     21.6     24.6     27.9     31.5     35.5     26.0% FY13 onwards, incremental capacity is nitrile

25.0     37.0   51.0     61.5     74.0     85.7     99.4     110.7   123.8   22.1%

Natural rubber gloves

2012 2013 2014 2015 2016 2017 2018 2019 2020 CAGR Comments

Top Glove 37.1     37.1   35.0     33.8     35.4     37.5     40.2     43.5     47.4     3.1% Implied

Hartalega 0.5      0.6    0.7       0.8       1.0       1.2       1.5       1.5       1.7       16.7% Implied

Supermax 11.6     11.6   11.6     11.6     11.6     11.6     11.6     11.6     11.6     0.0% Implied

Kossan 8.4      8.4    8.4       8.4       8.4       8.4       8.4       8.4       8.4       0.0% Implied

57.6     57.6   55.6     54.5     56.4     58.8     61.7     65.0     69.0     2.3%  
   SOURCES: CIMB, COMPANY REPORTS 

 

The massive increase in nitrile capacity would move the industry from being 
30% nitrile gradually upwards to 53% by the time Hartalega's NGC is fully 
online in 2015. 

This would mark a dramatic shift in product mix where natural rubber gloves 
have long dominated. From 2015 onwards, if glovemakers hold to their 
expansion plans, nitrile will eventually make up 64% of the mix in 2020.  

 

Figure 18: Product mix (% total capacity) 

Synthetic gloves

2012 2013 2014 2015 2016 2017 2018 2019 2020

Top Glove 10% 17% 25% 30% 34% 36% 38% 39% 39%

Hartalega 95% 95% 95% 95% 95% 95% 95% 95% 95%

Supermax 35% 50% 54% 56% 57% 59% 62% 66% 69%

Kossan 40% 48% 60% 68% 72% 75% 77% 79% 81%

30% 39% 48% 53% 57% 59% 62% 63% 64%

Natural rubber gloves

2012 2013 2014 2015 2016 2017 2018 2019 2020

Top Glove 90% 83% 75% 70% 66% 64% 62% 61% 61%

Hartalega 5% 5% 5% 5% 5% 5% 5% 5% 5%

Supermax 65% 50% 46% 45% 43% 41% 38% 34% 31%

Kossan 60% 53% 40% 32% 28% 25% 23% 21% 19%

70% 61% 52% 47% 43% 41% 38% 37% 36%  
   SOURCES: CIMB, COMPANY REPORTS 

 

2.5 Some glovemakers are undercutting its peers  

We gather from industry sources that some glovemakers have begun 
aggressively slashing selling prices for its synthetic gloves. We understand that 
one leading glovemaker may be selling nitrile gloves for as low as US$24/1k 
pieces compared to the market price of US$29/1k pieces or a 17% discount to 
current prices.  

If true, this could have a negative impact on the industry in the short run. 
However, we do not think this is sustainable at current raw material prices as 
the cash cost for nitrile gloves is RM27.45/1k pieces, based on our estimates, 
implying that at such a low price nitrile gloves are being sold at a loss.  
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2.6 Natural rubber price outlook  

Glovemakers in Malaysia expect the natural rubber price to remain at current 
levels as current prices enable both suppliers and consumers of the commodity 
to earn stable profits.  

Also, there appear to be few demand-driven catalysts for natural rubber prices 
as economic data out of China (the world's largest consumer) remain uncertain 
and the US Federal Reserve is posturing a moderation to quantitative easing. 

 

Figure 19: Natural rubber latex prices 
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Source:
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

 

2.7 No long-term correlation between earnings and US$  

While there may be a short-term impact from forex volatility, our analysis 
suggests there is a low correlation between the US$-RM cross rate and earnings. 
Also, glovemakers do not take speculative views on currency. Instead, they 
hedge the currency regularly and frequently, which in theory smoothens out any 
negative or positive impact over time.  

As a result, while a stronger US$-RM rate is positive for sentiment and could 
drive short-term share prices, over the long run we do not believe small 
movements in currency will impact earnings. 

  

Figure 20: Net profit vs. forex (by quarter, FYE Mar/Dec) Figure 21: Net profit vs. forex (by quarter, FYE Aug) 
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG    SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

  

For example, note that for Hartalega, Supermax and Kossan (FYE, Mar/Dec) 
earnings have continued to increase after the Malaysian ringgit bottomed in 
mid-2009 at RM3.6 to US$1.0.  
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Top Glove, by comparison, has seen earnings see-saw over the same period, 
falling in line with booming natural rubber prices and rising as natural rubber 
prices moderated. 

 

3. CORPORATE STRATEGIES 2H 2013 

3.1 Hartalega  

Management will be busy building the NGC in Sepang, where it has taken more 
than one year to secure the land purchase. Construction is expected to start in 
Sep 2013.  

To put things into perspective, Hartalega held its one and only analyst briefing 
ever in April 2012 to talk about the NGC but only announced this month that 
the land purchase is complete and construction can go ahead.  

3.2 Top Glove  

The world's largest glovemaker will continue to expand its nitrile capacity and 
transition from being a natural rubber glovemaker to one that is more balanced. 
Three glovemaking plants that can produce a total of 3.6bn pieces per annum 
are expected to be completed by the end of the year, in June (0.8bn), Aug (2.0bn) 
and Dec (0.8bn).  

With natural glove demand low, utilisation for natural rubber glove lines is only 
70-80% and the company is quickly attempting to recalibrate its product mix 
from 17% nitrile currently to 50% nitrile over the next few years.  

Management has also stated that its goal is to become the world's largest nitrile 
player, signalling its belief that the switch to nitrile could be permanent. 

3.3 Kossan  

In addition to adding new capacity and ramping up nitrile production, Kossan is 
focusing on diversifying its product base to include technical rubber products 
(e.g. conveyer belts) in Indonesia.  

This is a good move, in our view, as the company was previously exploring 
buying plantation land in Indonesia or Cambodia to hedge its natural rubber 
cost. This initiative has since been scrapped. 

3.4 Supermax  

Repairing its image may be at the top of the company’s to-do list. Supermax's 
CEO recently made "controversial statements" in the lead-up to the 13th general 
elections. Soon after this, EPF sold down its position in the stock and tax 
authorities were dispatched to the company.  

The company will also be trying to boost associate earnings from Brazil, where 
the contribution of associates to net profit has fallen from a peak of 50% in 2011 
to 10% currently (1Q13). 

 

4. VALUATION AND RECOMMENDATION 

4.1 Changing our valuation approach  

We are changing our valuation benchmark for the glove sector from Top Glove's 
historical P/E to the KLCI's target market P/E. While Top Glove has long been 
the bellwether stock in the sector by virtue of being the largest (manufacturing 
capacity and market capitalisation) and most liquid stock, the industry is 
undergoing fundamental changes where Top Glove appears to be behind the 
curve. Therefore, we believe using the KLCI as a benchmark will better reflect 
the risks and growth prospects of each glovemaker. 
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Figure 22: Premium/(discount) to KLCI Figure 23: P/E premium/(discount) to Top Glove 
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Source:
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG    SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

  

Demand for synthetic gloves is now stronger due to the enhancement of 
manufacturing technologies and lower production costs arising from economies 
of scale.  

The long years that Hartalega spent in the shadows perfecting its synthetic 
glovemaking techniques appear to be paying off, with demand for nitrile gloves 
expected to rise by 20% annually compared to less than 5% for natural rubber 
equivalents.  

Top Glove, on the other hand, appears to be a victim of its past successes. 
Having built up the largest capacity in the industry, some 40bn pieces p.a., Top 
Glove has not been able to change directions swiftly. Even though incremental 
manufacturing capacity is calibrated to make synthetic gloves, the sheer size of 
the company's existing capacity means it is still 80% reliant on natural rubber 
where demand is lower, lead times shorter and utilisation rates mediocre. 

While Hartalega has passed Top Glove as the world's most valuable glovemaker, 
we believe using Hartalega as a reference point is not appropriate as its rise is a 
recent development.  

The popularity of nitrile at the expense of natural rubber dates back to only two 
years ago during the 2011 commodity boom. Also, it was only in May 2013 that 
Hartalega overtook Top Glove's market cap for good. Hartalega is still illiquid 
with daily trading volume of only c.480k shares as the Kuan family owns 55.1% 
of the company. 

4.2 Glove sector downgraded to Neutral  

After taking these valuation issues into consideration, we are downgrading the 
glove sector to Neutral from Overweight. In the process, we downgrade 
Hartalega to Neutral from Outperform while maintaining our existing ratings 
for the other glove stocks.  

We now prefer the smaller two glovemakers (Kossan and Supermax) instead of 
the larger two (Hartalega and Top Glove). An overview of our valuation basis is 
summarised in Figure 24.  

 

Figure 24: P/E versus the KLCI (since 1 Jan 2010) 

Average Median Max Min TP % P/E (x) TP (RM) Rec

Hartalega -22.9% -32.3% 18.6% -50.3% 20% 18.72 6.77                     Neutral

Kossan -36.0% -35.2% -9.1% -60.4% -15% 13.26 6.44                     Outperform

Supermax -35.2% -31.8% -5.7% -57.4% -35% 10.14 2.26                     Outperform

Top Glove 12.6% 6.2% 83.1% -32.4% 10% 17.16 6.55                     Neutral  
   SOURCES: CIMB, COMPANY REPORTS 

 

Hartalega has been our top pick for the past three years since Sep 2010, 
returning 170% and 149% in absolute and relative returns, respectively, during 
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that period. Since we started covering the stock, Hartalega has transformed 
from just another glovemaker into the world's most valuable, knocking Top 
Glove off the top spot. 

 

Figure 25: Hartalega's share price vs. the KLCI 

Title:

Source:
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   SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG 

 

Now however, we believe the risk-reward trade-offs are less attractive as just 
about every glovemaker is building synthetic capacity to capture the rising 
demand. While the signs of overcapacity are not yet visible, we believe the risks 
of intense competition, price wars and idle lines are higher in 2014 when 
Hartalega's own NGC comes online.  

Hartalega has mitigated the pressure of lower margins by optimising the weight 
of its synthetic gloves and upping the speed of its lines. However, we believe the 
low-hanging fruits of productivity gains have been harvested and further 
improvements will be more difficult to achieve.  

We also believe Hartalega may have the most to lose as its EBIT margins are 
highest in the sector (Figure 26,27). While most glovemakers run their 
glovemaking operations at EBIT margins of between 10-15%, Hartalega's 
technology and cost-conscious techniques allow it to earn double that rate.  

Such high profitability may not be sustainable when large amounts of capacity 
become operational, likely from 2014 onwards. This may lead to a normalisation 
of margins as Hartalega seeks to fill capacity. 

  

Figure 26: EBIT margins, Hartalega vs. Supermax and Kossan Figure 27: EBIT margins, Hartalega vs. Top Glove 
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Also, we believe that the market has priced in a best-case scenario for Hartalega 
as we believe the market has not factored in the risk of over capacity, price 
competition and margin erosion in the quarters ahead. 

Kossan remains an Outperform and is now the sector's top pick. Most notably, 
the stock's valuation remains undemanding at just 9.7x CY14 P/E compared to 
16.4x for Hartalega and 16.5x for Top Gove. We also like the company's strategy 
to expand into the technical rubber products (TRP) segment, which will 
diversify earnings and boost profitability as TRP products tend to follow 
economic cycles.  

Supermax, despite encountering turbulence after the general elections, remains 
attractively valued at 7.4x CY14 P/E. The company has weathered several crises 
in the past and we are confident that it will bounce back.  

We retain our Neutral rating on Top Glove as we believe strong demand for 
synthetics is balanced by the company's dependence on natural rubber glove 
sales and the potential cannibalisation of capacity. 
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Time for a break 
We are less bullish on Hartalega's prospects as the market is pricing in 
a blue-skies scenario while ignoring the risks of overcapacity and price 
competition. Valuations are also expensive, yields are low and EPS 
growth likely mediocre. We downgrade from outperform to Neutral. 
 

We are not outright bearish on the 
stock as nitrile demand is still strong, 
rising by 20% annually, and 
Hartalega is the best-managed 
glovemaker in our view. We now 
value the stock based at 18.7x CY14 
P/E (from 16.8x), based on a 20% 
premium over our target market P/E 
of 15.6x (from 13.5x), in line with its 
historical range, which lifts its target 
price. We prefer Kossan instead. 

What a run!  
Since 2010, we have been bullish on 
Hartalega as the stock has been our 
top pick for most of this time. During 
this period, the share price has risen 
by 170%, outperforming the KLCI by 
149%. The company has come a long 
way, from playing in the shadows to 
the world's most valuable 
glovemaker today. In May this year, 
Hartalega's market cap overtook Top 
Glove's and is now RM600m larger 
than its rival’s. Also, since the 
company's 2008 IPO, quarterly 
earnings have risen by 4.8x, reaching 
more than RM60m in 4Q13 and the 
share price is up 12x. Nitrile imports 
into the US have risen 24.3% p.a. 
over the past nine years and 
Hartalega has been the primary 

beneficiary of this secular trend. Now 
more than 80% of all US glove 
imports are nitrile, up from only 18% 
in 2003. To cement its hold on the 
synthetic market, Hartalega will start 
building a 24bn-piece-p.a. plant in 
Sepang this Sep. This is its most 
ambitious plan and will be a big test 
for MD Kuan Mun Leong, who took 
over day-t0-day operations from his 
father in Nov 2012. 

Downgrade to Neutral  
Hartalega's run has been remarkable. 
However, we believe the market is 
ignoring the risk of competition as all 
glovemakers seem to be building 
nitrile capacity at full steam, with 
several saying they aim to be the 
world's biggest. Nitrile capacity could 
rise by 22.1% p.a. over the next eight 
years, outpacing historical demand 
growth of only 8-10%. 

Expensive valuations  
FY15 P/E is now 17.6x and net yield 
is only 2.8%, which is expensive as 
we expect net profit growth to be 
mediocre over the next two years. 
EPS growth would pick up in FY16 
when its 24bn-piece-p.a. NGC is 
complete and operational. 

 

 

CIMB Analyst(s)
 

 

YEOH Yung-Juen, CFA 
T (60) 3 2084 9911  
E yungjuen.yeoh@cimb.com 
 

 
 

Share price info 

Share price perf. (%) 1M 3M 12M 

Relative 12.4 21.9 45.7 

Absolute 10.4 27.6 54.1 

Major shareholders % held 

Kuan family 55.1 

BNP Paribas 7.4 

EPF 5.1 

 
 

Hartalega Holdings   
HART MK / HTHB.KL  Current RM6.15 SHORT TERM (3 MTH) LONG TERM 

 Market Cap  Avg Daily Turnover  Free Float Target  RM6.39   
US$1,402m US$1.66m 32.4% Prev. Target RM6.11   
RM4,515m RM5.32m 726.9 m shares Up/Downside 3.9%  

 
    Conviction| | 

      

Sources: CIMB. COMPANY REPORTS  
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Financial Summary 

Mar-12A Mar-13A Mar-14F Mar-15F Mar-16F

Revenue (RMm) 931 1,032 1,175 1,290 1,673

Operating EBITDA (RMm) 289.2 338.7 376.0 429.6 509.7

Net Profit (RMm) 201.6 234.7 253.9 279.5 333.0

Core EPS (RM) 0.28 0.32 0.35 0.38 0.46

Core EPS Growth 7.2% 15.1% 8.2% 10.1% 19.1%

FD Core P/E (x) 21.92 20.01 19.38 17.60 14.78

DPS (RM) 0.16 0.14 0.16 0.17 0.21

Dividend Yield 2.61% 2.30% 2.56% 2.81% 3.35%

EV/EBITDA (x) 14.98 12.70 11.56 9.96 8.41

P/FCFE (x) 36.8 40.7 99.6 106.7 31.7

Net Gearing (22.4%) (22.2%) (11.8%) (14.0%) (12.1%)

P/BV (x) 7.22 5.84 4.24 3.29 2.90

Recurring ROE 36.6% 33.9% 27.9% 23.2% 23.0%

% Change In Core EPS Estimates   0% 0% 0%

CIMB/consensus EPS (x)   1.00 1.00 1.04
 

 

6.15

6.39

3.99 6.80

Target

52-week share price range

Current  

SOURCE: CIMB, COMPANY REPORTS  
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Profit & Loss 

(RMm) Mar-13A Mar-14F Mar-15F Mar-16F

Total Net Revenues 1,032 1,175 1,290 1,673

Gross Profit 301 335 369 481

Operating EBITDA 339 376 430 510

Depreciation And Amortisation (32) (50) (70) (84)

Operating EBIT 307 326 359 426

Total Financial Income/(Expense) (0) (9) (10) (10)

Total Pretax Income/(Loss) from Assoc. 0 0 0 0

Total Non-Operating Income/(Expense) 0 0 0 0

Profit Before Tax (pre-EI) 307 318 349 416

Exceptional Items 0 0 0 0

Pre-tax Profit 307 318 349 416

Taxation (71) (64) (70) (83)

Exceptional Income - post-tax 0 0 0 0

Profit After Tax 236 254 280 333

Minority Interests (0) (0) (0) (0)

Preferred Dividends 0 0 0 0

FX Gain/(Loss) - post tax

Other Adjustments - post-tax (1) 0 0 0

Net Profit 235 254 280 333

Recurring Net Profit 235 254 280 333

Fully Diluted Recurring Net Profit 235 254 280 333
 

 

Balance Sheet 

(RMm) Mar-13A Mar-14F Mar-15F Mar-16F

Total Cash And Equivalents 182 230 290 286

Total Debtors 125 129 142 184

Inventories 87 59 64 84

Total Other Current Assets 0 0 0 0

Total Current Assets 394 418 497 554

Fixed Assets 535 889 1,118 1,275

Total Investments 0 0 0 0

Intangible Assets 7 7 7 7

Total Other Non-Current Assets 0 0 0 0

Total Non-current Assets 542 896 1,126 1,282

Short-term Debt 8 100 100 100

Current Portion of Long-Term Debt

Total Creditors 93 88 97 125

Other Current Liabilities 15 12 11 10

Total Current Liabilities 115 201 208 235

Total Long-term Debt 4 5 0 0

Hybrid Debt - Debt Component

Total Other Non-Current Liabilities 0 0 0 0

Total Non-current Liabilities 4 5 0 0

Total Provisions 50 53 55 58

Total Liabilities 170 259 263 294

Shareholders' Equity 766 1,055 1,359 1,542

Minority Interests 1 0 0 0

Total Equity 767 1,055 1,359 1,542
 

 

Cash Flow 

(RMm) Mar-13A Mar-14F Mar-15F Mar-16F

EBITDA 338.7 376.0 429.6 509.7

Cash Flow from Invt. & Assoc.

Change In Working Capital 35.1 18.5 (9.7) (32.6)

(Incr)/Decr in Total Provisions

Other Non-Cash (Income)/Expense

Other Operating Cashflow 10.9 27.4 4.7 (2.3)

Net Interest (Paid)/Received (0.1) (8.6) (9.9) (9.6)

Tax Paid (57.0) (57.2) (63.5) (69.9)

Cashflow From Operations 327.6 356.2 351.2 395.3

Capex (200.0) (400.0) (300.0) (240.0)

Disposals Of FAs/subsidiaries 0.0 0.0 0.0 0.0

Acq. Of Subsidiaries/investments 0.0 0.0 0.0 0.0

Other Investing Cashflow 0.1 0.1 0.1 0.1

Cash Flow From Investing (199.9) (399.9) (299.9) (239.9)

Debt Raised/(repaid) (12.5) 93.1 (5.3) 0.0

Proceeds From Issue Of Shares 0.0 150.0 150.0 0.0

Shares Repurchased 0.0 0.0 0.0 0.0

Dividends Paid (102.9) (114.3) (125.8) (149.8)

Preferred Dividends

Other Financing Cashflow (1.4) (8.6) 0.0 0.0

Cash Flow From Financing (116.8) 120.2 19.0 (149.8)
 

 

Key Ratios 

Mar-13A Mar-14F Mar-15F Mar-16F

Revenue Growth 10.8% 13.9% 9.7% 29.7%

Operating EBITDA Growth 17.1% 11.0% 14.2% 18.6%

Operating EBITDA Margin 32.8% 32.0% 33.3% 30.5%

Net Cash Per Share (RM) 0.23 0.17 0.26 0.26

BVPS (RM) 1.05 1.45 1.87 2.12

Gross Interest Cover 339.7 36.6 34.8 41.9

Effective Tax Rate 23.1% 20.0% 20.0% 20.0%

Net Dividend Payout Ratio 43.8% 45.0% 45.0% 45.0%

Accounts Receivables Days 41.92 36.87 34.88 32.41

Inventory Days 45.95 31.58 24.42 22.75

Accounts Payables Days 29.10 24.98 24.42 22.75

ROIC (%) 44.1% 37.9% 27.4% 26.1%

ROCE (%) 40.6% 32.0% 26.4% 26.5%
 

 

Key Drivers 

Mar-13A Mar-14F Mar-15F Mar-16F

ASP (% chg, main prod./serv.) -6.0% -6.9% 0.0% 0.0%

Unit sales grth (%, main prod./serv.) 26.9% 24.9% 9.7% 29.7%

Util. rate (%, main prod./serv.) 90.0% 88.0% 88.0% 88.0%

ASP (% chg, 2ndary prod./serv.) N/A N/A N/A N/A

Unit sales grth (%,2ndary prod/serv) N/A N/A N/A N/A

Util. rate (%, 2ndary prod/serv) N/A N/A N/A N/A

Unit raw mat ASP (%chg,main) N/A N/A N/A N/A

Unit raw mat ASP (%chg,2ndary) N/A N/A N/A N/A
 

SOURCE: CIMB, COMPANY REPORTS  



RUBBER GLOVES 

 June 25, 2013    
    
 

 

17 

 

 

DISCLAIMER 

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where 
such distribution, publication, availability or use would be contrary to law or regulation. 

By accepting this report, the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the restrictions set forth below and agrees to be bound 
by the limitations contained herein (including the “Restrictions on Distributions” set out below). Any failure to comply with these limitations may constitute a violation of law. This 
publication is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form 
by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB. 

Unless otherwise specified, this report is based upon sources which CIMB considers to be reasonable.  Such sources will, unless otherwise specified, for market data, be market data 
and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.  Information on the accounts and business 
of company(ies) will generally be based on published statements of the company(ies), information disseminated by regulatory information services, other publicly available information 
and information resulting from our research.   

Whilst every effort is made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other subjective 
judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are contained and must not be construed as a 
representation that the matters referred to therein will occur.  Past performance is not a reliable indicator of future performance.  The value of investments may go down as well as up 
and those investing may, depending on the investments in question, lose more than the initial investment.  No report shall constitute an offer or an invitation by or on behalf of CIMB or 
its affiliates to any person to buy or sell any investments. 

CIMB, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have positions in securities of the company(ies) covered in this 
research report or any securities related thereto and may from time to time add to or dispose of, or may be materially interested in, any such securities. Further, CIMB, its affiliates and 
its related companies do and seek to do business with the company(ies) covered in this research report and may from time to time act as market maker or have assumed 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,  underwriting or placement services for or relating to such company(ies) as well as solicit such investment, advisory or other services from any entity mentioned in 
this report.  

CIMB or its affiliates may enter into an agreement with the company(ies) covered in this report relating to the production of research reports.  CIMB may disclose the contents of this 
report to the company(ies) covered by it and may have amended the contents of this report following such disclosure. 

The analyst responsible for the production of this report hereby certifies that the views expressed herein accurately and exclusively reflect his or her personal views and opinions about 
any and all of the issuers or securities analysed in this report and were prepared independently and autonomously.  No part of the compensation of the analyst(s) was, is, or will be 
directly or indirectly related to the inclusion of specific recommendations(s) or view(s) in this report. CIMB prohibits the analyst(s) who prepared this research report from receiving any 
compensation, incentive or bonus based on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company.  Information 
barriers and other arrangements may be established where necessary to prevent conflicts of interests arising.  However, the analyst(s) may receive compensation that is based on 
his/their coverage of company(ies) in the performance of his/their duties or the performance of his/their recommendations and the research personnel involved in the preparation of this 
report may also participate in the solicitation of the businesses as described above. In reviewing this research report, an investor should be aware that any or all of the foregoing, among 
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.  

Reports relating to a specific geographical area are produced by the corresponding CIMB entity as listed in the table below. The term “CIMB” shall denote, where appropriate, the 
relevant entity distributing or disseminating the report in the particular jurisdiction referenced below, or, in every other case, CIMB Group Holdings Berhad ("CIMBGH") and its affiliates, 
subsidiaries and related companies. 
 

Country  CIMB Entity Regulated by  

Australia CIMB Securities (Australia) Limited Australian Securities & Investments Commission 

Hong Kong CIMB Securities Limited Securities and Futures Commission Hong Kong 

Indonesia PT CIMB Securities Indonesia Financial Services Authority of Indonesia 

India CIMB Securities (India) Private Limited Securities and Exchange Board of India (SEBI) 

Malaysia CIMB Investment Bank Berhad Securities Commission Malaysia 

Singapore CIMB Research Pte. Ltd. Monetary Authority of Singapore  

South Korea CIMB Securities Limited, Korea Branch Financial Services Commission and Financial Supervisory Service 

Taiwan CIMB Securities Limited, Taiwan Branch  Financial Supervisory Commission  

Thailand CIMB Securities (Thailand) Co. Ltd. Securities and Exchange Commission Thailand 

 
 

(i)  As of June 24, 2013, CIMB has a proprietary position in the securities (which may include but not limited to shares, warrants, call warrants and/or any other derivatives) in the 
following company or companies covered or recommended in this report: 

(a)  Hartalega Holdings, Supermax Corp, Top Glove Corporation| 

(ii)  As of June 25, 2013, the analyst(s) who prepared this report, has / have an interest in the securities (which may include but not limited to shares, warrants, call warrants and/or any 
other derivatives) in the following company or companies covered or recommended in this report: 

(a)   - | 
 

The information contained in this research report is prepared from data believed to be correct and reliable at the time of issue of this report.  CIMB may or may not issue regular reports 
on the subject matter of this report at any frequency and may cease to do so or change the periodicity of reports at any time.  CIMB is under no obligation to update this report in the 
event of a material change to the information contained in this report.  This report does not purport to contain all the information that a prospective investor may require. CIMB or any of 
its affiliates does not make any guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and 
opinion contained in this report.  Neither CIMB nor any of its affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited 
to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof. 

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst CIMB and its affiliates’ clients generally and does not have 
regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. The information and opinions in this report are 
not and should not be construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, related investments or other financial instruments thereof. 

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial 
situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other aspects before participating in any transaction 
in respect of the securities of company(ies) covered in this research report. The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of 
investors. 

Australia: Despite anything in this report to the contrary, this research is provided in Australia by CIMB Securities (Australia) Limited (“CSAL”) (ABN 84 002 768 701, AFS Licence 
number 240 530). CSAL is a Market Participant of ASX Ltd, a Clearing Participant of ASX Clear Pty Ltd, a Settlement Participant of ASX Settlement Pty Ltd, and, a participant of Chi X 
Australia Pty Ltd.  This research is only available in Australia to persons who are “wholesale clients” (within the meaning of the Corporations Act 2001 (Cth)) and is supplied solely for 
the use of such wholesale clients and shall not be distributed or passed on to any other person. This research has been prepared without taking into account the objectives, financial 
situation or needs of the individual recipient. 

France: Only qualified investors within the meaning of French law shall have access to this report. This report shall not be considered as an offer to subscribe to, or used in connection 
with, any offer for subscription or sale or marketing or direct or indirect distribution of financial instruments and it is not intended as a solicitation for the purchase of any financial 
instrument. 

Hong Kong: This report is issued and distributed in Hong Kong by CIMB Securities Limited (“CHK”) which is licensed in Hong Kong by the Securities and Futures Commission for Type 
1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) activities. Any investors wishing to purchase or otherwise deal in the securities 
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covered in this report should contact the Head of Sales at CIMB Securities Limited. The views and opinions in this research report are our own as of the date hereof and are subject to 
change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, our obligations owed to such recipient 
therein are unaffected. CHK has no obligation to update its opinion or the information in this research report. 

This publication is strictly confidential and is for private circulation only to clients of CHK. This publication is being supplied to you strictly on the basis that it will remain confidential. No 
part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person 
in whole or in part, for any purpose without the prior written consent of CHK. Unless permitted to do so by the securities laws of Hong Kong, no person may issue or have in its 
possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to the securities covered in this report, which is directed at, 
or the contents of which are likely to be accessed or read by, the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong). 

India: This report is issued and distributed in India by CIMB Securities (India) Private Limited (“CIMB India”) which is registered with SEBI as a stock-broker under the Securities and 
Exchange Board of India (Stock Brokers and Sub-Brokers) Regulations, 1992 and in accordance with the provisions of Regulation 4 (g) of the Securities and Exchange Board of India 
(Investment Advisers) Regulations, 2013, CIMB India is not required to seek registration with SEBI as an Investment Adviser. 

The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other activities of CIMB India and they have 
received compensation based upon various factors, including quality, accuracy and value of research, firm profitability or revenues, client feedback and competitive factors. Research 
analysts', strategists' or economists' compensation is not linked to investment banking or capital markets transactions performed or proposed to be performed by CIMB India or its 
affiliates. 

Indonesia: This report is issued and distributed by PT CIMB Securities Indonesia (“CIMBI”). The views and opinions in this research report are our own as of the date hereof and are 
subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, our obligations owed to such 
recipient therein are unaffected. CIMBI has no obligation to update its opinion or the information in this research report.  

This publication is strictly confidential and is for private circulation only to clients of CIMBI. This publication is being supplied to you strictly on the basis that it will remain confidential. No 
part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person 
in whole or in part, for any purpose without the prior written consent of CIMBI. Neither this report nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens 
wherever they are domiciled or to Indonesia residents except in compliance with applicable Indonesian capital market laws and regulations. 

Malaysia: This report is issued and distributed by CIMB Investment Bank Berhad (“CIMB”). The views and opinions in this research report are our own as of the date hereof and are 
subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, our obligations owed to such 
recipient therein are unaffected. CIMB has no obligation to update its opinion or the information in this research report. 

This publication is strictly confidential and is for private circulation only to clients of CIMB. This publication is being supplied to you strictly on the basis that it will remain confidential. No 
part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person 
in whole or in part, for any purpose without the prior written consent of CIMB. 

New Zealand: In New Zealand, this report is for distribution only to persons whose principal business is the investment of money or who, in the course of, and for the purposes of their 
business, habitually invest money pursuant to Section 3(2)(a)(ii) of the Securities Act 1978. 

Singapore: This report is issued and distributed by CIMB Research Pte Ltd (“CIMBR”). Recipients of this report are to contact CIMBR in Singapore in respect of any matters arising 
from, or in connection with, this report. The views and opinions in this research report are our own as of the date hereof and are subject to change. If the Financial Services and Markets 
Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, our obligations owed to such recipient therein are unaffected. CIMBR has no obligation to 
update its opinion or the information in this research report. 

This publication is strictly confidential and is for private circulation only.  If the recipient of this research report is not an accredited investor, expert investor or institutional investor, 
CIMBR accepts legal responsibility for the contents of the report without any disclaimer limiting or otherwise curtailing such legal responsibility. This publication is being supplied to you 
strictly on the basis that it will remain confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed 
or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMBR.. 

As of June 24, 2013, CIMBR does not have a proprietary position in the recommended securities in this report. 

South Korea: This report is issued and distributed in South Korea by CIMB Securities Limited, Korea Branch ("CIMB Korea") which is licensed as a cash equity broker, and regulated 
by the Financial Services Commission and Financial Supervisory Service of Korea. 

The views and opinions in this research report are our own as of the date hereof and are subject to change, and this report shall not be considered as an offer to subscribe to, or used 
in connection with, any offer for subscription or sale or marketing or direct or indirect distribution of financial investment instruments and it is not intended as a solicitation for the 
purchase of any financial investment instrument. 

This publication is strictly confidential and is for private circulation only, and no part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any 
means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB Korea. 

Sweden: This report contains only marketing information and has not been approved by the Swedish Financial Supervisory Authority. The distribution of this report is not an offer to sell 
to any person in Sweden or a solicitation to any person in Sweden to buy any instruments described herein and may not be forwarded to the public in Sweden. 

Taiwan: This research report is not an offer or marketing of foreign securities in Taiwan. The securities as referred to in this research report have not been and will not be registered with 
the Financial Supervisory Commission of the Republic of China pursuant to relevant securities laws and regulations and may not be offered or sold within the Republic of China through 
a public offering or in circumstances which constitutes an offer or a placement within the meaning of the Securities and Exchange Law of the Republic of China that requires a 
registration or approval of the Financial Supervisory Commission of the Republic of China. 

Thailand: This report is issued and distributed by CIMB Securities (Thailand) Company Limited (CIMBS). The views and opinions in this research report are our own as of the date 
hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, our obligations 
owed to such recipient therein are unaffected. CIMBS has no obligation to update its opinion or the information in this research report. 

This publication is strictly confidential and is for private circulation only to clients of CIMBS. This publication is being supplied to you strictly on the basis that it will remain confidential. No 
part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person 
in whole or in part, for any purpose without the prior written consent of CIMBS. 

Corporate Governance Report: 

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and 
Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand and the Market for Alternative Investment disclosed 
to the public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party.  It is not an evaluation of operation and is not based on 
inside information. 

The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey result may be changed after that date. CIMBS does 
not confirm nor certify the accuracy of such survey result. 

Score Range: 90 – 100 80 – 89 70 – 79 Below 70 or No Survey Result 
Description:  Excellent Very Good Good N/A 

 
 

 

United Arab Emirates: The distributor of this report has not been approved or licensed by the UAE Central Bank or any other relevant licensing authorities or governmental agencies 
in the United Arab Emirates. This report is strictly private and confidential and has not been reviewed by, deposited or registered with UAE Central Bank or any other licensing authority 
or governmental agencies in the United Arab Emirates. This report is being issued outside the United Arab Emirates to a limited number of institutional investors and must not be 
provided to any person other than the original recipient and may not be reproduced or used for any other purpose. Further, the information contained in this report is not intended to lead 
to the sale of investments under any subscription agreement or the conclusion of any other contract of whatsoever nature within the territory of the United Arab Emirates. 

United Kingdom and Europe: In the United Kingdom and European Economic Area, this report is being disseminated by CIMB Securities (UK) Limited (“CIMB UK”). CIMB UK is 
authorised and regulated by the Financial Services Authority and its registered office is at 27 Knightsbridge, London, SW1X 7YB.  This report is for distribution only to, and is solely 
directed at, selected persons on the basis that those persons: (a) are persons that are eligible counterparties and professional clients of CIMB UK; (b) have professional experience in 
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matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the “Order”); (c) are persons 
falling within Article 49 (2) (a) to (d) (“high net worth companies, unincorporated associations etc”) of the Order; (d) are outside the United Kingdom; or (e) are persons to whom an 
invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial Services and Markets Act 2000) in connection with any investments to which 
this report relates may otherwise lawfully be communicated or caused to be communicated (all such persons together being referred to as “relevant persons”).  This report is directed 
only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this report relates is available 
only to relevant persons and will be engaged in only with relevant persons.   

Only where this report is labelled as non-independent, it does not provide an impartial or objective assessment of the subject matter and does not constitute independent "investment 
research" under the applicable rules of the Financial Services Authority in the UK.  Consequently, any such non-independent report will not have been prepared in accordance with 
legal requirements designed to promote the independence of investment research and will not subject to any prohibition on dealing ahead of the dissemination of investment research. 

United States: This research report is distributed in the United States of America by CIMB Securities (USA) Inc, a U.S.-registered broker-dealer and a related company of CIMB 
Research Pte Ltd, CIMB Investment Bank Berhad, PT CIMB Securities Indonesia, CIMB Securities (Thailand) Co. Ltd, CIMB Securities Limited, CIMB Securities (Australia) Limited, 
CIMB Securities (India) Private Limited,and is distributed solely to persons who qualify as "U.S. Institutional Investors" as defined in Rule 15a-6 under the Securities and Exchange Act 
of 1934. This communication is only for Institutional Investors whose ordinary business activities involve investing in shares, bonds and associated securities and/or derivative securities 
and who have professional experience in such investments. Any person who is not a U.S. Institutional Investor or Major Institutional Investor must not rely on this communication.  The 
delivery of this research report to any person in the United States of America is not a recommendation to effect any transactions in the securities discussed herein, or an endorsement 
of any opinion expressed herein. CIMB Securities (USA) Inc, is a FINRA/SIPC member and takes responsibility for the content of this report. For further information or to place an order 
in any of the above-mentioned securities please contact a registered representative of CIMB Securities (USA) Inc. 

Other jurisdictions: In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is only for distribution to professional, institutional or sophisticated 
investors as defined in the laws and regulations of such jurisdictions. 
 

Rating Distribution (%) Investment Banking clients (%)

Outperform/Buy/Trading Buy 52.1% 7.6%

Neutral 34.2% 4.9%

Underperform/Sell/Trading Sell 13.7% 5.5%

Distribution of stock ratings and investment banking clients for quarter ended on 31 May 2013

1042 companies under coverage

 
 

  

Recommendation Framework #1 * 

Stock    Sector  
OUTPERFORM: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 12 months. 

NEUTRAL: The stock's total return is expected to be within +/-5% of a relevant 
benchmark's total return. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, is expected 
to perform in line with the relevant primary market index over the next 12 months. 

UNDERPERFORM: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 12 months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, is 
expected to underperform the relevant primary market index over the next 12 months. 

TRADING BUY: The stock's total return is expected to exceed a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, is 
expected to outperform the relevant primary market index over the next 3 months. 

TRADING SELL: The stock's total return is expected to be below a relevant 
benchmark's total return by 5% or more over the next 3 months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, is 
expected to underperform the relevant primary market index over the next 3 months. 

* This framework only applies to stocks listed on the Singapore Stock Exchange, Bursa Malaysia, Stock Exchange of Thailand, Jakarta Stock Exchange, Australian Securities 
Exchange, Taiwan Stock Exchange and National Stock Exchange of India/Bombay Stock Exchange. Occasionally, it is permitted for the total expected returns to be temporarily outside 
the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons. 

CIMB Research Pte Ltd  (Co. Reg. No. 198701620M) 
  

  

Recommendation Framework #2 ** 

Stock    Sector  
OUTPERFORM: Expected positive total returns of 10% or more over the next 12 
months. 

  OVERWEIGHT: The industry, as defined by the analyst's coverage universe, has a 
high number of stocks that are expected to have total returns of +10% or better over 
the next 12 months. 

NEUTRAL: Expected total returns of between -10% and +10% over the next 12 
months. 

  NEUTRAL: The industry, as defined by the analyst's coverage universe, has either (i) 
an equal number of stocks that are expected to have total returns of +10% (or better) 
or -10% (or worse), or (ii) stocks that are predominantly expected to have total returns 
that will range from +10% to -10%; both over the next 12 months. 

UNDERPERFORM: Expected negative total returns of 10% or more over the next 12 
months. 

  UNDERWEIGHT: The industry, as defined by the analyst's coverage universe, has a 
high number of stocks that are expected to have total returns of -10% or worse over 
the next 12 months. 

TRADING BUY: Expected positive total returns of 10% or more over the next 3 
months. 

  TRADING BUY: The industry, as defined by the analyst's coverage universe, has a 
high number of stocks that are expected to have total returns of +10% or better over 
the next 3 months. 

TRADING SELL: Expected negative total returns of 10% or more over the next 3 
months. 

  TRADING SELL: The industry, as defined by the analyst's coverage universe, has a 
high number of stocks that are expected to have total returns of -10% or worse over 
the next 3 months. 

** This framework only applies to stocks listed on the Korea Exchange, Hong Kong Stock Exchange and China listings on the Singapore Stock Exchange. Occasionally, it is permitted 
for the total expected returns to be temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons. 
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Corporate Governance Report of Thai Listed Companies (CGR). CG Rating by the Thai Institute of Directors Association (IOD) in 2012. 

AAV – not available, ADVANC - Excellent, AEONTS – Good, AMATA - Very Good, ANAN – not available, AOT - Excellent, AP - Very Good, BANPU - Excellent , BAY - Excellent , 
BBL - Excellent, BCH – not available, BCP - Excellent, BEC - Very Good, BGH - not available, BJC – Very Good, BH - Very Good, BIGC - Very Good, BTS - Excellent, CCET - 
Good, CENTEL – Very Good, CK - Very Good, CPALL - Very Good, CPF - Very Good, CPN - Excellent, DELTA - Very Good, DTAC - Very Good, EGCO – Excellent, ERW – 
Excellent, GLOBAL - Good, GLOW - Very Good, GRAMMY – Excellent, HANA - Very Good, HEMRAJ - Excellent, HMPRO - Very Good, INTUCH – Very Good, ITD – Very Good, 
IVL - Very Good, JAS – Very Good, KAMART – not available, KBANK - Excellent, KK – Excellent, KTB - Excellent, LH - Very Good, LPN - Excellent, MAJOR - Good, MAKRO – 
Very Good, MCOT - Excellent, MINT - Very Good, PS - Excellent, PSL - Excellent, PTT - Excellent, PTTGC - Excellent, PTTEP - Excellent, QH - Excellent, RATCH - Excellent, 
ROBINS - Excellent, RS – Excellent, SAMART – Excellent, SC – Excellent, SCB - Excellent, SCC - Excellent, SCCC - Very Good, SIRI - Good, SPALI - Very Good, SRICHA – not 
available, SSI – not available, STA - Good, STEC - Very Good, TCAP - Very Good, THAI - Excellent, THCOM – Very Good, TICON – Very Good, TISCO - Excellent, TMB - 
Excellent, TOP - Excellent, TRUE - Very Good, TTW – Very Good, TUF - Very Good, VGI – not available, WORK – Good. 
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