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Hartalega Holdings Berhad Maintain NEUTRAL 

Profit margin compression to persist in the near term      Revised Target Price (TP): RM4.65 
(Previously RM5.34) 

INVESTMENT HIGHLIGHTS 

• 4QFY19 earnings dropped on a quarter-over-quarter basis 

• Net profit margin compression due to decline in ASP and 

higher operating costs incurred 

• Declared interim dividend of 1.9sen per share, leading to 

total dividend of 6.3sen 

• Maintain NEUTRAL with revised TP of RM4.65 

Lagged our expectation. Hartalega Holdings Berhad (Hartalega)’s 

4QFY19 earnings came in at RM91.4m. This bring its full year FY19 

earnings to RM456.2m which lagged ours but met consensus 

expectations, representing 90.0% and 96.2% of full year FY19 earnings 

forecasts respectively. On a sequential basis, 4QFY19 revenue declined 

by -5.5%qoq, whilst earnings eased by -23.7%qoq. 

Facing margin compression. As a result of a declining revenue and 

increasing operating expenses (+0.3%qoq), net profit margin dropped 

to 6.1% during the quarter. This is the lowest net profit margin 

recorded for the past five years. The compression in net profit margin 

happened as the group was unable to pass on the costs of: (i) abrupt 

strengthening of the Ringgit during the quarter; (ii) higher labour cost 

due to the increase in minimum wage and; (iv) higher utility cost 

caused by the increase in natural gas tariff earlier this year. Moving 

forward, we expect that the average selling price (ASP) will remain 

subdued in the near-term due to the current intense capacity expansion 

among glove manufacturers. 

Managing NGC capacity expansion. Hartalega has commissioned 

10 lines of 12 lines at Plant 5. Meanwhile, the construction of Plant 6 is 

expected to complete by the end of the year. Plant 7’s construction has 

been rescheduled to a later date instead of May 2019. These three 

plants will add +7.3b pieces to the group’s annual capacity. The 

industry capacity growth is currently ahead of demand growth due to 

ongoing commissioning of new capacity within the industry. However, 

we believe that the new capacity will gradually be taken up in the 

coming quarters as industry players regulate expansion and market 

demand for rubber gloves continues to grow globally. 

Interim dividend declared. A third interim dividend of 1.9sen (vs 

2.0sen per ordinary share for FY19) was also declared for the quarter 

under review which brings the total dividend declared to date to 6.3sen. 

RETURN STATS 

Price (7th May 2019) RM5.05 

Target Price RM4.65 

Expected Share Price Return -7.9% 

Expected Dividend Yield +1.5% 

Expected Total Return -6.4% 

 

STOCK INFO 

KLCI 1,639.37 

Bursa / Bloomberg 
5168 /  

HART MK 

Board / Sector  
Main / Trading 

Services 

Syariah Compliant YES 

Issued shares (mil) 3,345.56 

Market cap. (RM’m) 16,895.07 

Price over NA 7.6 
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RM7.45 

Beta (against KLCI) 0.96 

3-mth Avg Daily Vol  5.1m 
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  EPF 6.58 
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Earnings forecasts. We are revising our FY20F earnings downward by RM139.3m to RM514.9m due to the downward 

pressure on ASP as the higher costs cannot be fully pass on to customers and the expectancy of slow take-up rate of 

new capacity in the near term. 

Target Price. We revised our target price to RM4.65 per share (previously RM5.34). Our TP is derived via pegging our 

FY20F EPS of 15.0sen to PER20 of 31.0x, which is its three-year average historical PER. 

Maintain NEUTRAL. Post earnings announcement, we are maintaining our NEUTRAL recommendation on Hartalega. 

We remain concern on the declining ASP in view of the industry oversupply situation which has also affected the group’s 

profit margin. Nonetheless, we believe that this is only a near-term challenge that the group has to overcome. We opine 

that industry players effort to regulate expansion coupled with the resilient demand for rubber gloves globally will restore 

the supply-demand dynamic. 

INVESTMENT STATISTICS  

FYE Mar (RM'm) FY2017 FY2018 FY2019 FY2020F FY2021F 

Revenue 1,822.1 2,405.6 2,827.9 3,201.2 3,521.3 

Cost of goods sold (1,435.2) (1,917.4) (2,266.1) (2,576.9) (3,079.4) 

Gross profit 386.9 488.2 561.7 624.2 686.6 

Finance costs (1.0) (7.9) (9.9) (11.20) (14.09) 

Profit before tax 348.7 526.8 551.9 613.0 672.6 

Income tax expense (65.3) (86.6) (95.6) (98.08) (107.61) 

Net Profit 283.4 440.2 456.2 514.9 565.0 

EPS (sen) 8.3 12.8 13.7 15.0 16.5 

EPS Growth (%) 9.8 55.5 7.0 9.3 9.7 

PER (x) 61.2 39.3 36.8 33.6 30.6 

Dividend Per Share (sen) 4.3 5.9 6.3 7.5 8.2 

Dividend yield (%) 0.8 1.2 1.2 1.5 1.6 

Source: Company, MIDFR 

DAILY PRICE CHART 
 

 
Nabil Zainoodin, CFA, CA 
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Table 1: Hartalega's quarterly earnings review 

   Source: Company, MIDFR 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

FYE Mar (RM'm) 

Quarterly results Cumulative results 

4QFY19 3QFY19 4QFY18 YoY (%) QoQ (%) FY19 FY18 YoY (%) 

Revenue 683.9 723.4 616.8 10.9 (5.5) 2,827.9 2,405.6 17.6 

Operating expenses (573.9) (572.3) (499.8) 14.8 0.3 (2,255.7) (1,917.4) 17.6 

Other operating income 5.9 1.6 20.2 (71.0) 255.2 (10.5) 46.5 (122.5) 

Finance costs (2.2) (2.8) (2.3) (5.2) (22.1) (9.9) (7.9) 24.7 

Profit Before Tax 113.7 150.0 135.0 (15.8) (24.2) 551.9 526.8 4.8 

Taxation (22.3) (30.7) (18.1) 23.2 (27.4) (95.6) (86.6) 10.4 

Profit After Tax 91.4 119.3 116.9 (21.8) (23.4) 456.2 440.2 3.6 

Non-controlling interest 0.1 (0.4) 0.3 (78.7) (112.9) 0.0 0.8 (98.2) 

PATANCI 91.4 119.8 116.6 (21.7) (23.7) 456.2 439.4 3.8 

Basic EPS (sen) 2.8 3.6 3.5 (22.1) (23.6) 13.7 13.3 3.2 

Diluted EPS (sen) 2.7 3.5 3.5 (21.9) (23.4) 13.5 13.2 2.7 

PBT margin (%) 7.6 10.0 9.0 (1.4) 32.0 0.0 35.2 (35.2) 

PAT margin (%) 6.1 8.0 7.8 (1.7) 30.5 0.0 29.4 (29.4) 

PATANCI margin (%) 13.4 16.6 18.9 (5.6) 23.9 16.1 18.3 (2.1) 

Effective tax rate (%) 19.6 20.4 13.4 6.2 4.4 0.0 16.4 (16.4) 
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MIDF RESEARCH is part of MIDF Amanah Investment Bank Berhad (23878 - X). 

(Bank Pelaburan) 

(A Participating Organisation of Bursa Malaysia Securities Berhad) 

      

DISCLOSURES AND DISCLAIMER 
        

  This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (23878-X). It is for 

distribution only under such circumstances as may be permitted by applicable law. 

  

  Readers should be fully aware that this report is for information purposes only. The opinions contained in 

this report are based on information obtained or derived from sources that we believe are reliable. MIDF 

AMANAH INVESTMENT BANK BERHAD makes no representation or warranty, expressed or implied, as to 

the accuracy, completeness or reliability of the information contained therein and it should not be relied 

upon as such.  

  

  This report is not, and should not be construed as, an offer to buy or sell any securities or other financial 

instruments. The analysis contained herein is based on numerous assumptions. Different assumptions 

could result in materially different results. All opinions and estimates are subject to change without 

notice. The research analysts will initiate, update and cease coverage solely at the discretion of MIDF 

AMANAH INVESTMENT BANK BERHAD.  

  

  The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD may have 

interest in any of the securities mentioned and may benefit from the information herein. Members of the 

MIDF Group and their affiliates may provide services to any company and affiliates of such companies 

whose securities are mentioned herein This document may not be reproduced, distributed or published 

in any form or for any purpose.   

  

        

MIDF AMANAH INVESTMENT BANK : GUIDE TO RECOMMENDATIONS 

STOCK RECOMMENDATIONS 

BUY Total return is expected to be >10% over the next 12 months. 

TRADING BUY 
Stock price is expected to rise by >10% within 3-months after a Trading Buy rating has 

been assigned due to positive newsflow. 

NEUTRAL Total return is expected to be between -10% and +10% over the next 12 months. 

SELL Total return is expected to be <10% over the next 12 months. 

TRADING SELL 
Stock price is expected to fall by >10% within 3-months after a Trading Sell rating has 

been assigned due to negative newsflow. 

SECTOR RECOMMENDATIONS 

POSITIVE The sector is expected to outperform the overall market over the next 12 months. 

NEUTRAL The sector is to perform in line with the overall market over the next 12 months. 

NEGATIVE The sector is expected to underperform the overall market over the next 12 months. 

 


