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SELL (Maintain) 

Target Price: RM3.72 

Previously: RM3.72 

Current Price:  RM4.30 

 
Capital upside   -13.5%  
Div idend y ield 1.4%  

Expected total return  -12.1%  

 

Sector coverage: Rubber products 

Company description: Kossan is primarily  

involved in the manufacturing of gloves (medical 

and examination) and technical rubber products for 

construction and automotive industries. 

 
Share price  

 

Historical return (% ) 1M 3M 12M 
Absolute  0.5 -3.4 7.5 
Relative 2.3 0.6 8.2 

 
Stock information  
Bloomberg ticker KRI MK 
Bursa code 7153 
Issued shares (m) 1,279 
Market capitalisation (RM m) 5,499 
3-mth average volume (‘000) 965 
SC Shariah compliant  Yes 

 
Major shareholders   

Kossan Holdings Sdn Bhd 51.1%  
EPF 7.8%  
Citibank NY 2.0%  

 

Earnings summary  
FYE (Dec) FY17 FY18f FY19f 
PATMI – core (RM m) 182.2 192.4  234.4  
EPS – core (sen) 14.2  15.0  18.3  
P/E (x) 30.2  28.6  23.5  
 

Late to the party 

Kossan’s 9M18 core PATAMI of RM135.6m (+15.8% YoY) was below ours and 

street’s expectations due to the divergence in the velocity of ASP revision and 

rocketing input costs amidst a less favourable MYR/USD YTD. We are leaving 

our forecast unchanged as we expect the ramp up in Plant 16’s contributions to 

make up for the earnings shortfall. We fear that Kossan’s capacity expansion 

came at the peak of this glove expansion cycle and as such it may have been 

late to the glove sector party. Maintain our SELL rating and TP of RM3.72 (20.3x 

FY19 earnings).  

 

Below expectations. 9M18 core PATAMI of RM135.6m (+15.8% YoY) came in below 

expectation at 70.5% and 64.8% of ours and consensus full year estimates. The 

results were below mainly due to (i) the lag in passing on the higher energy costs 

(natural gas, +22.5% YoY) and (ii) nitrile (+8.5%) amidst a less favourable MYR/USD 

environment (-8.2% YoY).  

 

QoQ. Revenue grew +15.5% to RM573.9m (2Q18: RM496.8m) on higher sales 

volume (+7.7% QoQ) and higher ASP’s (+1.8%). EBITDA improved by 24.2% to 

RM93.4m (2Q18: RM75.2m) whilst EBITDA margins improved by 1.2ppts to 16.3% 

(from 15.1%). Core PATAMI grew by 53.9% to RM58.2m QoQ in tandem with EBITDA 

growth namely attributed to maiden contributions from Plant 16. 

 

YoY. Revenue grew +17.3% (3Q17: RM489.2m) on volume growth (+11.9% YoY) and 

higher ASP’s (+11.5%) despite a less favourable MYR/USD YoY (-3.9%). EBITDA 

margin improved by 0.4ppts to 16.3ppts (3Q17 15.9%) despite the higher NBR prices 

(+38.4%) and natural gas (+23.7%) YoY on the back of greater efficiencies across the 

manufacturing process and greater contributions from the TRP segment (revenue: 

+21.6%; PBT: +89.5%) on increased sales deliveries and higher margin products. 

Consequently, core PATAMI improved by 59.9% to RM58.2m as a result.  

 

YTD. Revenue improved by +5.1% to RM1554.9m (from RM1479.7m) whilst EBITDA 

performance mirrored the topline, growing 5.5% to RM242.6m (from RM230.0m). For 

the glove segment, despite the higher volumes (+7.9%) and ASP (+4.8%), PBT 

margins deteriorated by 0.5ppts to 11.5% (9M17:12%) on the above mentioned 

sectoral headwinds. The group’s overall performance was buffered by a stronger 

showing from the TRP segment YoY (revenue: +12.1%; PBT: +69.7%; PBT margin: 

14.9% vs. 9.9% in 9M17). 

 

Outlook. Plant 16 (+3bn pieces capacity, c. +13.6%) was fully commissioned in 

August; as such it was able to contribute c.1.5months in 3Q18. We continue to expect 

utilization rate to remain stable at c.85% for the rest of FY18 on the back of robust 

global demand. Whilst we do expect the ramp up in Plant 16’s contributions to make 

up for the earnings shortfall, we may see further margin deterioration from the glove 

segment as more nitrile gloves capacity come on stream thus putting downward 

pressure on ASP in 4Q18 and beyond. 

 

Forecast. We are leaving our forecast unchanged as we expect the ramp up in Plant 

16’s contributions to make up for the earnings shortfall. 

 

Maintain SELL, TP: RM3.72. Maintain TP of RM3.72. Our TP is a function of FY19 

EPS pegged to a PE multiple of 20.3x (0.5SD above the stocks 5-year historical 

mean). Whilst we appreciate that Kossan has finally delivered on plant 16, we fear 

that it has done so at the peak of this glove expansion cycle and as such may have 

been late to the glove sector party. 
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Financial Forecast
All items in (RM m) unless otherwise stated

Balance Sheet Income Statement

FYE Dec FY16 FY17 FY18f FY19f FY20f FYE Dec FY16 FY17 FY18f FY19f FY20f

Cash 108.5         208.0         181.6         159.1         157.1         Revenue 1,668.3      1,957.4      2,111.7      2,244.0      2,455.1      

Receivables 303.1         379.2         381.9         405.8         443.9         EBITDA 290.5         310.3         324.9         381.8         439.8         

Inventories 209.0         206.2         246.6         255.0         274.2         EBIT 221.0         238.2         248.0         300.4         353.2         

PPE 868.0         1,027.9      1,088.3      1,152.7      1,225.6      Finance cost (10.0)         (11.3)         (10.0)         (9.9)           (9.8)           

Others 26.2           24.2           4.9             4.9             4.9             Associates & JV -            -            -            -            -            

Assets 1,514.7      1,845.5      1,903.3      1,977.5      2,105.8      Profit before tax 213.4         229.6         239.6         292.0         344.7         

Tax (39.2)         (44.0)         (45.5)         (55.5)         (65.5)         

Payables 143.6         185.1         190.0         196.4         211.3         Net profit 174.2         185.6         194.1         236.5         279.2         

Debt 177.5         393.8         348.8         273.8         218.8         Minority interest (3.3)           (1.6)           (1.7)           (2.1)           (2.5)           

Others 85.8           86.7           86.7           86.7           86.7           Core PATMI 167.1         182.2         192.4         234.4         276.7         

Liabilities 406.9         665.6         625.5         556.9         516.7         Exceptionals (3.9)           (1.7)           -            -            -            

Reported PATMI 170.9         183.9         192.4         234.4         276.7         

Shareholder's equity 1,079.6      1,156.2      1,252.4      1,393.0      1,559.0      

Minority interest 28.2           23.7           25.5           27.5           30.0           Valuation & Ratios

Equity 1,107.8      1,180.0      1,277.8      1,420.6      1,589.0      # FYE Dec FY16 FY17 FY18f FY19f FY20f

Core EPS (sen) 13.4           14.2           15.0           18.3           21.6           

Cash Flow Statement P/E (x) 32.2           30.2           28.6           23.5           19.9           

FYE Dec FY16 FY17 FY18f FY19f FY20f EV/EBITDA (x) 19.2           18.3           17.4           14.7           12.6           

Profit before taxation 213.4         229.6         239.6         292.0         344.7         DPS (sen) 6.0             5.5             6.0             7.3             8.7             

D&A 69.5           72.1           76.9           81.5           86.6           Dividend yield 1.4% 1.3% 1.4% 1.7% 2.0%

Working capital (35.6)         (72.5)         (38.1)         (25.8)         (42.6)         BVPS (RM) 84.4           90.4           97.9           108.9         121.9         

Taxation (56.1)         (31.2)         (45.5)         (55.5)         (65.5)         P/B (x) 5.1             4.8             4.4             3.9             3.5             

Others (37.7)         (75.0)         -            -            -            

CFO 153.5         123.0         232.9         292.1         323.2         EBITDA margin 17.4% 15.9% 15.4% 17.0% 17.9%

EBIT margin 13.2% 12.2% 11.7% 13.4% 14.4%

Capex (166.1)       (237.5)       (137.3)       (145.9)       (159.6)       PBT margin 12.8% 11.7% 11.3% 13.0% 14.0%

Others (1.4)           (6.6)           Net margin 10.0% 9.3% 9.1% 10.4% 11.3%

CFI (167.5)       (244.1)       (137.3)       (145.9)       (159.6)       

ROE 15.5% 15.8% 15.4% 16.8% 17.7%

Changes in debt (45.8)         219.3         (45.0)         (75.0)         (55.0)         ROA 11.0% 9.9% 10.1% 11.9% 13.1%

Shares issued -            -            -            -            -            Net gearing 0.06           0.16           0.13           0.08           0.04           

Dividends (42.2)         (70.9)         (77.0)         (93.8)         (110.7)       

Others 42.2           70.9           Assumptions

CFF (45.8)         219.3         (122.0)       (168.8)       (165.7)       FYE Dec FY16 FY17 FY18f FY19f FY20f

MYRUSD 4.2             4.2             4.0             4.0             4.0             

Net cash flow (59.8)         98.3           (26.4)         (22.5)         (2.1)           Utilisation rate (% ) 80.0           85.0           85.0           80.0           80.0           

Forex -            -            -            -            -            

Others -            -            -            -            -            

Beginning cash 168.3         109.7         208.0         181.6         159.1         

Ending cash 108.5         208.0         181.6         159.1         157.1         
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Figure #1 Results comparison 

FYE Dec (RM m)  3QFY17 2QFY18 3QFY18 QoQ (%) YoY (%) 9MFY17 9MFY18 YoY (%) 

Revenue  489.2  496.8  573.9  15.5  17.3  1,479.7  1,554.9  5.1  

EBITDA 77.7  75.2  93.4  24.2  20.1  230.0  242.6  5.5  

EBIT 59.8  57.5  74.9  30.1  25.1  175.9  188.2  7.0  

PBT 58.2  54.9  70.0  27.5  20.3  170.6  177.9  4.3  

PAT 46.0  44.7  54.3  21.4  17.9  139.1  144.3  3.7  

Core PATMI 36.4  37.8  58.2  53.9  59.9  117.1  135.6  15.8  

Reported PATMI  45.7  46.0  55.2  20.2  20.9  137.7  147.3  6.9  

Core EPS (sen)   2.8  3.0  4.6  53.9  59.9  9.2  10.6  15.8  

         

EBITDA margin (% ) 15.9 15.1  16.3   15.5  15.6   

EBIT margin (% ) 12.2 11.6 13.1   11.9 12.1  

PBT margin (% ) 11.9 11.1 12.2   11.5 11.4  

PATMI margin (% )  7.4 7.6 10.1   7.9 8.7  

Bursa, HLIB Research  
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Disclaimer 
 
The information contained in this report is based on data obtained from sources believed to be reliable. However, the data and/or sources have not been independently  
verified and as such, no representation, express or implied, are made as to the accuracy, adequacy, completeness or reliability  of the info or opinions in the report.  

Accordingly , neither Hong Leong Investment Bank Berhad nor any of its related companies and associates nor person connected to it accept any liability  whatsoever for any 
direct, indirect or consequential losses (including loss of profits) or damages that may arise from the use or reliance on the info or opinions in this publication. 

Any information, opinions or recommendations contained herein are subject to change at any time without prior notice. Hong Leong Investment Bank Berhad has no 
obligation to update its opinion or the information in this report.  

Investors are advised to make their own independent evaluation of the info contained in this report and seek independent financial, legal or other advice regarding the 
appropriateness of investing in any securities or the investment strategies discussed or recommended in this report. Nothing in this report constitutes investment, legal, 
accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your indiv idual circumstances or otherwise represent a personal 
recommendation to you.  

Under no circumstances should this report be considered as an offer to sell or a solicitation of any offer to buy any securities referred to herein.   

Hong Leong Investment Bank Berhad and its related companies, their associates, directors, connected parties and/or employees may, from time to time, own, have positions 
or be materially  interested in any securities mentioned herein or any securities related thereto, and may further act as market maker or have assumed underwriting 
commitment or deal with such securities and prov ide advisory, investment or other serv ices for or do business with any companies or entities mentioned in this report. In 
rev iewing the report, investors should be aware that any or all of the foregoing among other things, may give rise to real or potential conflict of interests. 

This research report is being supplied to you on a strictly  confidential basis solely  for your information and is made strictly  on the basis that it will remain confidential. All 
materials presented in this report, unless specifically  indicated otherwise, is under copyright to Hong Leong Investment Bank Berhad. This research report and its contents 
may not be reproduced, stored in a retrieval system, redistributed, transmitted or passed on, directly  or indirectly , to any person or published in whole or in part, or altered in 
any way, for any purpose. 

This report may prov ide the addresses of, or contain hyperlinks to, websites. Hong Leong Investment Bank Berhad takes no responsibility  for the content contained therein. 
Such addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank Berhad own website material) are prov ided solely  for your convenience. 
The information and the content of the linked site do not in any way  form part of this report. Accessing such website or following such link through the report or Hong Leong 
Investment Bank Berhad website shall be at your own risk. 
 
1. As of 19 November 2018, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report: 
(a) -.  
 
2. As of 19 November 2018, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securities covered in this report: 
(a) -. 
 

Published & printed by:  
Hong Leong Investment Bank Berhad (10209-W) 
Level 28, Menara Hong Leong, 
No. 6, Jalan Damanlela,  
Bukit Damansara,  
50490 Kuala Lumpur 
Tel: (603) 2083 1800  
Fax: (603) 2083 1766 

 

Stock rating definitions  

BUY Expected absolute return of +10%  or more over the next 12 months.  

HOLD Expected absolute return of -10%  to +15%  over the next 12 months.  

SELL Expected absolute return of -10%  or less over the next 12 months.  

UNDER REVIEW Rating on the stock is temporarily  under rev iew which may or may not result to a change from the prev ious rating.  

NOT RATED  Stock is not or no longer within regular coverage.  

  

Sector rating definitions  

OVERWEIGHT  Sector expected to outperform the market over the next 12 months.   

NEUTRAL Sector expected to perform in-line with the market over the next 12 months.   

UNDERWEIGHT Sector expected to underperform the market over the next 12 months.   

 

 

 

 

 


