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COMPANY RESULTS BUY

Supermax Corp (SUCB MK) (Maintained)

2QFY21: Beyond Expectations; ASPs Remain Resilient Share Price RM6.80
2QFY21 results came in above expectations off robust ASP revisions ahead. Target Price RM7.80
Significantly higher NBR cost but was largely alleviated by lofty ASPs. Supermax is Upside +14.7%
slated for an explosive influx of capacity over the next two years. Combined, these (Previous TP RM9.90)

factors with largely still-favourable near-term industry dynamics should support
windfall earnings for Supermax. Maintain BUY with a lower target price of RM7.80 as we
anticipate sentiment to diminish once peak quarterly earnings are realised.

COMPANY DESCRIPTION

Among the largest nitrile glove manufacturers
in the world, Supermax differentiates itself

2QFY21 RESULTS with its OBM range and independent
Year to 31 Mar (RMm) 20FY21 qoq%chg yoy%chg  1HFY20  1HFY2L yoy%chg distribution network. It also produces latex,
Revenue 1,998.6 478 4185 755.4 3,351.2 3436  Surgical gloves and contact lens.
Operating exp. (586.5) 95.9 80.0 (647.5) (886.0) 36.8  STOCK DATA
o Lwss  ws  ommr  ms  omer  mne Cooo Health Care
Finance costs 1,397.2 332 3,240.4 743 2,446.5 3,193.9 Bloomberg ticker: SUCB MK
PBT (317.5) 31 25804 (19.3) (5543)  2,7735  Sharesissued (m): 2,617.6
Taxation 1,059.5 34.2 34122 54.9 1,849.0 32672  Market cap (RMm): 17,590.5
Core net profit 1,059.5 342 3,412.2 54.9 1,849.0 32672  Market cap (US$m): 4,338.5
gog ppt chi  yoy ppt ch yoy pptch¢  3-mth avg daily t'over (US$m): 57.3
EBITDA margin (%) 70.7 (7.2) 55.2 143 736 59.3 .
Eff. tax rate (%) 22.7) (02) 55 (26.0) 22.7) 33  Price Performance (%)
Core Net Margin (%) 53.0 (5.4) 452 7.3 55.2 479  52-week high/low RM11.63/RM0.685
Source: Supermax, UOB Kay Hian 1mth 3mth 6mth 1yr YTD
RESULTS 10.9 (27.3) (26.5) 671.8 11.8
H 0,
o Above expectations. Supermax Corp (Supermax) saw a blockbuster core net profit of gt::l)er ST::irehOIders 37/2°
RM1,060m (+34% qoq, +3,412% yoy) for 2QFY21, bringing 1HFY21 core profit to Vangu);rd 2'4
RM1,849m (+3,267% yoy). This is above both our and consensus’ expectations, accounting '
s . . . Norges Bank 24
for 52% and 53% of our and consensus’ full-year estimates respectively. The positive
deviation arose from Supermax upward revision of its ASPs. FY21 NAV/Share (RM) 1.48
FY21 Net Cash/Share (RM) 0.66

¢ Revenue uplift from ASP hike and Plant 12’s full commissioning. Revenue surged 48%
qoq (418% yoy) in 2QFY21. This was largely due to up-trending blended ASPs (~40% qoq).
During the quarter, Supermax fully commissioned all the production lines of Plant 12 (Block
B: 2.2b pieces p.a.), liting production capacity to 26.2 pieces p.a. and increasing by 9.2%
gog. This was amid the US dollar weakening against the ringgit by 2.4% qgoq.

KEY FINANCIALS

Year to 30 Jun (RMm)

Net turnover

EBITDA

Operating profit

Net profit (rep./act.)

Net profit (adj.)

EPS (sen)

PE (x)

P/B (x)

EV/EBITDA (x)

Dividend yield (%)

Net margin (%)

Net debt/(cash) to equity (%)
Interest cover (x)

ROE (%)

Consensus net profit
UOBKH/Consensus (x)
Source: Supermax, Bloomberg, UOB Kay Hian

2019 2020
1,638 2,132
179 693
134 631
123 525
123 525
4.5 19.3
148.5 34.8
16.3 12.0
88.5 22.8
0.2 0.3
8.0 246
8.0 -31.7
9.1 40.6
11.0 34.3

2021F
7,471
5,424
5,364
3947
3947
145.1
4.7
43
1.3
6.4
52.8
-73.7
571.9
148.9
3488
1.13

2022F
5,979
3,164
3,095
2295
2295
84.3
8.1
3.1
1.8
3.7
38.4
-131.4
895.7
61.8
2100
1.09

2023F
4,783
1,602
1,624
1148
1148
42.2
16.1
2.8

3.1
1.9
24.0
-157.9
453.6
29.8
1527
0.75
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* NBR cost surge more than offset ASP hike. EBITDA margins declined to 70.1% (or 7.2
ppt qoq) despite the significantly higher ASPs. We believe this is largely attributed to more
costly nitrile butadiene rubber (NBR). The tight supply of NBR has seen the raw material’s
ASP surge by 2-3x. Based on market pricing, NBR should be at least 20% higher going into
3QFY21. However, Supermax is anticipating blended ASPs to further uptrend going forward.
Due to elevated nitrile ASPs, latex ASPs are expected to significantly narrow the discount.
Overall, PAT margins declined to 53.0% for the quarter (1QFY21: 58.4%).

STOCK IMPACT

¢ Relatively robust ASP outlook for now. Similar to its peers, Supermax expects the
demand-supply imbalance to persist up till 2023. Over the nearer term, ASPs are expected
to remain on an uptrend in the following quarter as well. This is partly due to latex gloves
narrowing the discount to nitrile gloves. Apart from that, ASPs are expected to be sustained
up until end-21, before seeing a gradual decline.

Huge capacity influx up ahead. Off the back of the fully commissioned Block B of Plant 12
amounting to 2.2b pieces p.a., Supermax is in the midst of constructing Plant 13, 14, 15, 16
and 17. Capacity arising from these new plants amounts to 22.2b pieces p.a., and would
boost existing capacity to 48.4b pieces p.a. or 85%. These plants are slated to be completed
by end-22. Over 2021-22, capacity is slated to grow by 39.2% and 32.9% respectively.

¢ Widening production footprint. We gather that Supermax is in the midst of incorporating a
US-based subsidiary with a paid-up capital of US$100m. In the long run, it intends to have a
15b-piece annual production capacity in the US, or 10% of the country’s glove consumption.
We gather that the US government agencies have offered lucrative incentives and tax
breaks to attract Supermax. This is amid the government’s intention to lower its dependence
on imported gloves. Supermax is also looking to build a plant in the UK, with similar strategic
intentions.

Project dividend yields of 6.4-1.9% for FY21-23. The company does not have a dividend
policy, but its payout has averaged 17.7% over the last three years. However, we have
assumed a 30% payout going forward, against the backdrop of earnings windfall. This
translates into dividend yields of 6.4%, 3.7% and 1.9% for FY21-23 respectively. The most
recent share buyback was conducted at an average price of RM6.61. Despite accumulating
a total of 103m treasury shares, we expect Supermax to remain in a net cash position with
RM1.3b.

EARNINGS REVISION/RISK

o We raise our FY21 and FY22 earnings by 11% and 22% respectively in tandem with the
robust ASP outlook. Key risks are: a) vaccine newsflow. The gradual ramp-up in global
manufacturing of vaccines would mean that glove ASPs are unlikely to fall sharply
immediately; b) the strengthening of the ringgit against the US dollar; and c) a potential
windfall tax.

VALUATION/RECOMMENDATION

¢ Maintain BUY with a lower target price of RM7.80 (from RM9.90), pegged to 6.2x 2021F
PE, or -2SD of its 5-year historical mean (from 9.0x). Although earnings are above
expectations, we believe the glove sector is approaching peak quarterly super-cycle
earnings. Therefore, we have pegged our valuations to -2SD as we believe its super-cycle
earnings growth is not sustainable in the long run. That said, despite the rock bottom
valuations, there is still ample upside to current valuations. We continue to like Supermax
for: a) its proven OBM (own brand model) model creating downstream value; b) aggressive
expansion ambitions; and c) teething operational issues being resolved.

SUPERMAX: ASSUMPTIONS

FY21F FY22F FY23F
Revenue (RMm) 7471 5979 4783
- yoy % chg 250 -20 -20
Utilisation rate (%) 95 95 95
Output (b pcslyear) 24.8 33.1 37.1
- yoy % chg 34.1 334 12.0
ASP - yoy % chg 161.2 -40.0 -28.6
Source: UOB Kay Hian
SUPERMAX: CAPACITY EXPANSION PLAN
Capacity (b Capacity at YE
Plant piecesp.a) (bpiecesp.a) % (yoy)
2019 24.0 103
12 22
2020 26.2 9.1
13 28
14 1.0
15 38
16 14
17 14
2021 36.4 39.2
13 1.0
14 28
16 41
17 41
2022 484 329
Source: Supermax
5-YEAR FORWARD PE BAND
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PROFIT & LOSS

Year to 30 Jun (RMm)

Net turnover

EBITDA

Deprec. & amort.

EBIT

Total other non-operating income
Associate contributions

Net interest income/(expense)
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW

Year to 30 Jun (RMm)
Operating

Pre-tax profit

Tax

Deprec. & amort.
Associates

Working capital changes
Non-cash items

Other operating cashflows
Investing

Capex (growth)

Proceeds from sale of assets
Others

Financing

Dividend payments
Proceeds from borrowings
Loan repayment
Othersfinterest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent

Changes due to forex impact
Ending cash & cash equivalent

2020
2,132
693
62
631
48
18
-17
680
-145
-10
525
525

2020
1,304
680
-145
62
-18
658
(312)
16
-191
-191
0.0
(0.2)
-150

(91.5)
248
-84
963
174
n.a.
1186

2021F
7,471
5424
60
5,364
48
18

5,420
-1,464

-10
3,947
3,947

2021F
2,621
5,420
-1,464
60

-18
-1388
0.0

-280
-280
0.0
0.0
-1447
-1187
(250.0)
0.0

894
1186
n.a.
2080

2022F
5,979
3,164
69
3,095
48
18

3,157
-852
-10
2,295
2,295

2022F
2,544
3,157
-852
69
-18
185
0.0

4
-280
-280
0.0
0.0
-695
-691
0.0
0.0

1570
2080

n.a.
3650

2023F
4,783
1,602
78
1,524
48
18

1,586
-428
-10
1,148
1,148

2023F
1,367
1,586
-428
78
-18
145
0.0

-295
-295
0.0
0.0
-351
-347
0.0
0.0

721
3650
n.a.
4371

BALANCE SHEET
Year to 30 Jun (RMm)
Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 30 Jun (%)
Profitability
EBITDA margin
Pre-tax margin

Net margin

ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital

Debt to equity

Net debt/(cash) to equity
Interest cover (x)

2020
1,082
209
1,186
728
3,204
224
1,283
100
47
1,529
21
3,204

2020

325
319
24.6
16.4
34.3

38.6
372.7
696.9
652.1
652.1
652.1

20.9
212

8.0
40.6

2021F
1,414
209
2,080
1,296
4,999
2
575
50
47
4,289
13
4,999

2021F

72.6
725
52.8
117.9
148.9

250.5
682.6
696.9
652.1
652.1
652.1

17
17
=317
571.9

2022F
1,624
209
3,650
1,229
6,711
24
693
50

47
5,892

6,711

2022F

52.9
52.8
38.4
46.3
61.8

180.5
356.5
364.1
337.2
337.2
337.2

13
13
-73.7
895.7

2023F
1,841
209
4371
1,140
7,561
24
750
50

6,693

7,561

2023F

335
33.2
24.0
24.8
29.8

266.7
664.3
879.6
976.1
976.1
976.1

11
11

-131.4

453.6
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Disclosures/Disclaimers

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

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

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

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

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

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

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

IMPORTANT DISCLOSURES FOR U.S. PERSONS

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

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

Copyright 2021, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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