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Dichotomy between profitability and 
valuation 

 

Still growing albeit slower pace QoQ. Even with the RM9m 

unrealised forex loss, 1HFY12 net profit of RM101m (+14% YoY) was 

in line at 49% of our and consensus full-year estimates. We continue to 

like the stock for its nitrile glove growth story and net dividend yield of 

5%. As Hartalega consistently deliver growth and convince market of its 

newly-gained leadership status (CY12 net profit is 56% above Top 

Glove’s), we believe the valuation gap between Top Glove (CY12 PER 

18x) and Hartalega (9x) will close. Buy with DCF-based TP of RM6.80. 

Dip in volume and margins. 2QFY12 core net profit of RM55m was 

flattish QoQ (+17% YoY) due to: (i) volume sales being stable QoQ (-

2% QoQ, +23% YoY) with minimal new capacity added in the quarter 

(+1% QoQ, +20% YoY); and (ii) EBIT margin contracting 2.1-ppt QoQ 

to 30% (-2.6-ppt YoY) as Hartalega absorbed bulk of the cost inflation 

(NBR cost: +13% QoQ) to ensure competitive pricing. Additionally, 

bottomline was impacted by a RM9m mark-to-market forex loss, 

bringing the total 1H net profit to RM101m (+14% YoY). A first interim 

dividend of 6sen/shr (2QFY11: 4sen/shr) was also declared. 

Forgoing a tad of superior margins for volume. Though NBR cost 

has fallen sharply by 21% to USD1.70/kg from its August peak, margin 

may see a slight contraction in the sequential quarters as management 

ensures competitive pricing and defends market share, in view of the 

incoming capacity in the nitrile segment. Note that Hartalega still has a 

lot of room to play with pricing as its EBIT margin is 13-23-ppt above 

peers. Sequential earnings growth will come from 2 new lines at Plant 5 

(by Feb ’12), adding 500m capacity to its existing 9.7b pcs p.a. (+5%). 

Maintain forecasts. We expect the group to meet our 9% YoY 

earnings growth forecast for FY12. Hartalega offers both growth (3-year 

net profit CAGR of 15%) and defensiveness with its net dividend yield 

of 5%. Our DCF-based TP of RM6.80 implies just 10.8x CY12 PER and 

9x CY13, and we believe an upward re-rating is due for the stock. 

 

Hartalega – Summary Earnings Table                                  

 

                                

FYE Mar (RM m) 

MaMacDeDecDDe«FYEMont
hAbbr» (RM m) 

2010A 2011A 2012F 2013F 2014F 
Revenue 571.9  734.9  924.0  1,073.9  1,306.6  
EBITDA 199.9  267.9  296.6  339.4  412.9  
Recurring Net Profit 142.9  190.3  207.9  235.7  290.4  
Recurring Basic EPS (Sen) 39.3  52.3  57.2  64.8  79.9  
EPS growth (%) 69.1  33.1  9.2  13.4  23.2  
Net DPS (Sen) 13.3  21.0  25.7  29.2  35.9  
      
PER 13.9  10.4  9.5  8.4  6.8  
EV/EBITDA (x) 9.8  7.1  6.3  5.5  4.3  
Div Yield (%) 2.4  3.8  4.7  5.3  6.6  
P/BV(x) 5.6  4.0  3.3  2.7  2.2  
      
Net Gearing (%) Cash Cash Cash Cash Cash 
ROE (%) 40.3  38.5  34.2  31.9  32.3  
ROA (%) 30.0  30.1  27.5  26.6  27.8  
Consensus Net Profit (RM m) - - 209.3  235.4 269.2 

Source: Maybank-IB                             
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Description:   OEM gloves manufacturer. 
 
Information:  

Ticker: HART MK 
Shares Issued (m):          364.0  
Market Cap (RM m):        1,987.5  
3-mth Avg Daily Volume (m): 0.26 

KLCI: 1,480.46 
  
Major Shareholders: % 
Hartalega Industries SB 50.5 

Budi Tenggara SB 5.0 
  
  
 

Price Performance:  
52-week High/Low                  RM6.08/RM4.85 

 
 
 

1-mth 3-mth 6-mth 1-yr YTD 

(1.8) (2.8) (4.7) (2.2) 2.2 
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Hartalega: Results Summary Table  
      Quarterly       Cumulative   

FY Mar(RM m) 2QFY12 2QFY11 % YoY 1QFY12 % QoQ 6MFY12 6MFY11 % YoY 

Turnover 229.5  184.3  24.5  219.4  4.6  448.9  354.3  26.7  

EBIT 68.4  59.8  14.4  70.1  (2.4) 138.6  113.6  22.0  

Net interest exp (0.2) (0.4) (39.3) (0.2) 10.7  (0.5) (0.4) 15.6  

Unrealised forex gain/(loss) (8.7) 1.6  n.m. 0.0  n.m. (7.9) 1.6  n.m. 

Pre-tax profit 59.6  61.0  (2.4) 70.7  (15.7) 130.2  114.8  13.5  

Tax  (13.4) (13.9) (3.8) (15.9) (16.0) (29.3) (26.2) 11.8  

Minority Interest 0.0  (0.0) n.m. 0.0  n.m. 0.0  (0.1) n.m. 

Net profit 46.2  47.1  (2.0) 54.8  (15.7) 100.9  88.6  14.0  

Net profit (ex-forex) 54.8  45.5  20.5  54.8  0.1  108.8 87.0 25.1  

            

 

2QFY12 2QFY11 +/- ppt 1QFY12 +/- ppt 6MFY12 6MFY11 +/- ppt 

EBIT margin (%) 29.8  32.5  (2.6) 32.0  (2.1) 30.9  32.1  (1.2) 

Tax rate (%) 22.5  22.8  (0.3) 22.5  (0.1) 22.5  22.8  (0.3) 

Source: Company, Maybank-IB 

 

Hartalega: Capacity expansion (billion pieces p.a.) 

Timeline 1QFY12 (Apr-Jun 2011) 4QFY12 (Jan-Mar 2012) End-FY14 

 Plants 1-5 Plant 4 (retrofit)  +  

Plant 5 (2 new lines) 

Plant 6 

Total capacity 9.6 10.4 13.9 

New capacity - +0.75 +3.5 

Sources: Company, Maybank-IB 

 
NBR-to-latex price gap: NBR is now 11% cheaper than latex  
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Note: NR and NBR costs are adjusted for respective rubber conversion ratios 

Sources: Company, Bloomberg, Maybank-IB 

 
Hartalega: Highest profitability player at 9x forward PER 
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Sources: Bloomberg, Maybank-IB 
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Sector comparison table: Hartalega’s CY12 net profit is 56% above Top Glove, yields are also higher, yet CY12 PER 
valuation is 52% lower   

Stock Rec Shr px Mkt 
cap 

TP Net profit 
(RM m) 

PER (x) 3-yr EPS Net yield (%) P/B (x) 

  (RM)  (RMm)  (RM)  CY12 CY11 CY12 CAGR (%) CY11 CY12 CY11 

Top Glove Sell 4.24 2,618.2 3.40 21.7 17.9 16.2  2.7 3.1 2.2 4.24 

Hartalega Buy 5.41 1,966.4 6.80 9.7 8.6 15.7 4.4 5.1 3.4 5.41 

Supermax * NR 3.72 1,262.8 NR 11.3 9.5 (4.1) 2.3 2.9 1.5 3.72 

Kossan  Buy 2.87 917.6 3.60 6.7 6.2 6.7 3.3 3.6 1.6 2.87 

Latexx Partner * NR 1.91 417.2 NR 6.4 6.2 2.0 4.2 4.3 NA 1.91 

Average      11.1 9.7 7.3 3.4 3.8 2.2  

Source: Maybank-IB, Consensus (*) 

 

 

 
INCOME STATEMENT (RM m)      BALANCE SHEET (RM m)     

FYE Mar 
 

2011A 2012F 2013F 2014F  FYE Mar 
 

2011A 2012F 2013F 2014F 

          

Revenue 734.9  924.0  1,073.9  1,306.6  Fixed Assets 348.6  407.7  488.7  524.4  

EBITDA 267.9  296.6  339.4  412.9  Other LT Assets 0.2  0.2  0.2  0.2  

Depreciation & Amortisation (25.0) (31.0) (39.0) (44.3) Cash/ST Investments 117.0  144.4  160.9  200.8  

Operating Profit (EBIT) 242.9  265.6  300.4  368.6  Other Current Assets 165.4  203.8  236.9  288.2  

Interest (Exp)/Inc (0.1) 0.9  1.7  4.3  Total Assets 631.3  756.1  886.7  1,013.7  

Associates 0.0  0.0  0.0  0.0       

One-offs 0.0  0.0  0.0  0.0  ST Debt 14.5  14.5  14.5  14.5  

Pre-Tax Profit 242.8  266.5  302.2  372.9  Other Current Liabilities 60.9  71.4  82.3  99.3  

Tax (52.5) (58.6) (66.5) (82.0) LT Debt 24.4  24.4  14.4  (35.6) 

Minority Interest (0.0) 0.0  0.0  0.0  Other LT Liabilities 36.8  36.8  36.8  36.8  

Net Profit 190.3  207.9  235.7  290.9  Minority Interest 0.4  0.4  0.4  0.4  

Recurring Net Profit 190.3  207.9  235.7  290.9  Shareholders' Equity 494.3  608.6  738.3  898.3  

     Total Liabilities-Capital 631.3  756.2  886.8  1,013.7  

Revenue Growth % 28.5  25.7  16.2  21.7       
EBITDA Growth (%) 34.0  10.7  14.4  21.7  Share Capital (m) 363.6  363.6  363.6  363.6  

EBIT Growth (%) 34.9  9.4  13.1  22.7  Net Debt/(Cash) Cash Cash Cash Cash 

Net Profit Growth (%) 33.2  9.2  13.4  23.4  Working capital 108.3  136.2  158.3  192.6  

Recurring Net Profit Growth (%) 33.2  9.2  13.4  23.4       

Tax Rate % 21.6  22.0  22.0  22.0       

          

          

CASH FLOW (RM m)      RATES & RATIOS     

FYE Mar 
 

2011A 2012F 2013F 2014F  FYE Mar 
 

2011A 2012F 2013F 2014F 

          

Profit before taxation 242.8  266.5  302.2  372.4  EBITDA Margin % 36.4  32.1  31.6  31.6  
Depreciation 25.0  31.0  39.0  44.3  Op. Profit Margin % 33.1  28.8  28.0  28.2  
Net interest receipts/(payments) 0.1  (0.9) (1.7) (3.7) Net Profit Margin % 25.9  22.5  21.9  22.2  
Working capital change (41.7) (27.9) (22.1) (34.3) ROE % 38.5  34.2  31.9  32.3  
Cash tax paid (47.8) (58.6) (66.5) (81.9) ROA % 30.1  27.5  26.6  27.8  
Others (incl'd exceptional items) 4.2  0.0  0.0  0.0  Net Margin Ex. El % 25.9  22.5  21.9  22.2  
Cash flow from operations 182.5  210.1  250.8  296.7  Dividend Cover (x) 2.5  2.2  2.2  2.2  
Capex  (81.3) (90.0) (120.0) (80.0) Interest Cover (x) 77.0  86.8  112.8  249.0  
Disposal/(purchase) 0.2  0.0  0.0  0.0  Asset Turnover (x) 1.2  1.2  1.2  1.3  
Others  0.0  0.0  0.0  0.0  Asset/Debt (x) 16.2  19.4  30.6  116.2  
Cash flow from investing (81.1) (90.0) (120.0) (80.0) Debtors Turn (days) 48.1  48.1  48.1  48.1  
Debt raised/(repaid) 0.3  0.0  (10.0) (20.0) Creditors Turn (days) 26.7  26.7  26.7  26.7  
Equity raised/(repaid) 1.0  2.0  3.0  4.0  Inventory Turn (days) 32.3  32.3  32.3  32.3  
Dividends (paid) (56.9) (93.6) (106.1) (130.7) Net Gearing % Cash Cash Cash Cash 

Interest payments (0.1) 0.9  1.7  3.7  Debt/EBITDA (x) 0.1  0.1  0.1  0.0  
Others (1.0) (2.0) (3.0) (4.0) Debt/Market Cap (x) 0.0  0.0  0.0  0.0  
Cash flow from financing (56.8) (92.7) (114.3) (146.9)      

Change in cash 44.7  27.4  16.5  69.7       

          

Sources: Company, Maybank IB 
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APPENDIX 1 

 

Definition of Ratings 

Maybank Investment Bank Research uses the following rating system: 

BUY Total return is expected to be above 10% in the next 12 months 

HOLD Total return is expected to be between -5% to 10% in the next 12 months 

SELL Total return is expected to be below -5% in the next 12 months 

  

 

Applicability of Ratings 

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are 

only applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not 

carry investment ratings as we do not actively follow developments in these companies. 

 

Some common terms abbreviated in this report (where they appear): 

Adex = Advertising Expenditure FCF = Free Cashflow PE = Price Earnings 

BV = Book Value FV = Fair Value PEG = PE Ratio To Growth 

CAGR = Compounded Annual Growth Rate FY = Financial Year PER = PE Ratio 

Capex = Capital Expenditure FYE = Financial Year End QoQ = Quarter-On-Quarter 

CY = Calendar Year MoM = Month-On-Month ROA = Return On Asset 

DCF = Discounted Cashflow NAV = Net Asset Value ROE = Return On Equity 
DPS = Dividend Per Share 

 
NTA = Net Tangible Asset ROSF = Return On Shareholders’ Funds 

EBIT = Earnings Before Interest And Tax P = Price WACC = Weighted Average Cost Of Capital 

EBITDA = EBIT, Depreciation And Amortisation P.A. = Per Annum YoY = Year-On-Year 

EPS = Earnings Per Share PAT = Profit After Tax  YTD = Year-To-Date 

EV = Enterprise Value PBT = Profit Before Tax  
 

 

Disclaimer 

This report is for information purposes only and under no circumstances is it to be considered or intended as an offer to sell or a solicitation 

of an offer to buy the securities referred to herein. Investors should note that income from such securities, if any, may fluctuate and that each 

security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental 

ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on 

price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis. Accordingly, investors may 

receive back less than originally invested. Past performance is not necessarily a guide to future performance. This report is not intended to 

provide personal investment advice and does not take into account the specific investment objectives, the financial situation and the 

particular needs of persons who may receive or read this report. Investors should therefore seek financial, legal and other advice regarding 

the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report. 

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently 

verified by Maybank Investment Bank Berhad and consequently no representation is made as to the accuracy or completeness of this report 

by Maybank Investment Bank Berhad and it should not be relied upon as such. Accordingly, no liability can be accepted for any direct, 

indirect or consequential losses or damages that may arise from the use or reliance of this report. Maybank Investment Bank Berhad, its 

affiliates and related companies and their officers, directors, associates, connected parties and/or employees may from time to time have 

positions or be materially interested in the securities referred to herein and may further act as market maker or may have assumed an 

underwriting commitment or deal with such securities and may also perform or seek to perform investment banking services, advisory and 

other services for or relating to those companies. Any information, opinions or recommendations contained herein are subject to change at 

any time, without prior notice. 

This report may contain forward looking statements which are often but not always identified by the use of words such as “ant icipate”, 

“believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, 

“should”, “could” or “might” occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions 

made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to differ 

materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on thes e forward-

looking statements. Maybank Investment Bank Berhad expressly disclaims any obligation to update or revise any such forward looking 

statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrenc e of unanticipated 

events.  

This report is prepared for the use of Maybank Investment Bank Berhad's clients and may not be reproduced, altered in any way, transmitted 

to, copied or distributed to any other party in whole or in part in any form or manner without the prior express written consent of Maybank 

Investment Bank Berhad and Maybank Investment Bank Berhad accepts no liability whatsoever for the actions of third parties in this respect.  

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. 
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APPENDIX 1 

 

Additional Disclaimer (for purpose of distribution in Singapore) 

This report has been produced as of the date hereof and the information herein maybe subject to change. Kim Eng Research Pte Ltd 

("KERPL") in Singapore has no obligation to update such information for any recipient. Recipients of this report are to contact KERPL in 

Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited investor, 

expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), KERPL shall be legally 

liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.  

As of 9 November 2011, KERPL does not have an interest in the said company/companies. 

 

Additional Disclaimer (for purpose of distribution in the United States) 

This research report prepared by Maybank Investment Bank Berhad is distributed in the United States (“US”) to Major US Institutional 

Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended) only by Kim Eng Securities USA, a broker-

dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended).  

All responsibility for the distribution of this report by Kim Eng Securities USA in the US shall be borne by Kim Eng.  All resulting transactions 

by a US person or entity should be effected through a registered broker-dealer in the US. 

This report is for distribution only under such circumstances as may be permitted by applicable law. The securities described herein may not 

be eligible for sale in all jurisdictions or to certain categories of investors. This report is not directed at you if Kim Eng Securities is prohibited 

or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it 

that Kim Eng Securities is permitted to provide research material concerning investments to you under relevant legislation and regulations. 

Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply if the reader is 

receiving or accessing this report in or from other than Malaysia. 

As of 9 November 2011, Maybank Investment Bank Berhad and the covering analyst does not have any interest in in any companies 

recommended in this Market themes report. 

Analyst Certification: 

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject securities or 

issuers; and no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the speci fic recommendations 

or views expressed in the report. 

 

Additional Disclaimer (for purpose of distribution in the United Kingdom) 

This document is being distributed by Kim Eng Securities Limited, which is authorised and regulated by the Financial Services  Authority  and 

is for Informational Purposes only.This document is not intended for distribution to anyone defined as a Retail Client under the Financial 

Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does 

not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report 

should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own 

independent tax advisers. 
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