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Supermax

Explosive margin

We reiterate our Buy recommendation on Supermax with a revised TP of RM27.06
(previously RM19.22). FY20 core earnings within ours but above consensus forecast.
EBITDA margin expanded by more than threefold compared to pre-COVID level as its
OBM business model enable the group to sell at distributor’s price instead of factory
price. Nonetheless, the highest ASP has not been reflected in the quarter under review.
We expect a further expansion in margins and stronger earnings next quarter.

Financial Highlights

FYE June 2019 2020 2021F 2022F 2023F
Revenue (RMm) 1,538.2 2,131.8 4,890.7 4,055.3 3,953.8
Core net profit (RMm) 134.9 525.6 1,604.2 994.3 757.1
Core EPS (Sen) 10.3 40.3 122.9 76.2 58.0
EPS growth (%) 69.3 291.1 205.2 -38.0 -23.9
DPS (Sen) 4.0 3.2 11 36.9 22.8
Core PE (x) 206.0 52.7 17.3 27.8 36.6
Div yield (%) 0.2 0.1 0.1 1.7 1.1
ROE (%) 115 38.8 67.4 29.0 19.3
Net Gearing (%) 19.4 NetCash NetCash NetCash NetCash
PBV(x) 245 17.2 8.6 7.4 6.6

Source: Company, KAF

Strong end to FY20. Supermax’s 4QFY20 headline earnings came in at RM399.6m. After
adjusting for unrealised gain on foreign exchange, core earnings came in at RM353.2m
(QoQ:+340%;Y0Y:+1083%). This brings its full year FY20 core earnings to RM474.1m
(YoY:+218.5%) which met ours but above consensus’ full-year FY20 earnings estimates at
105.2% and 118.3% respectively. A final dividend via share dividend distribution on the basis
of 1 treasury share for every 45 ordinary shares held in respect of FY20 was declared.

Higher revenue backed by new capacity addition and rise in ASP. 4QFY20 revenue
grew more than doubled to RM929.1m compared to the previous quarter. This is attributed
to the full commissioning of Block A of Plant 12 with installed capacity of 2.2b pcs pa and
rapid rise in average selling prices (ASP).

Significant margin expansion. 4QFY20 EBITDA margin expanded by +23.0%ppts gqoq to
49.0%. A significant jump to Pre-COVID level of average 13%. This is mainly due to the
higher earnings contribution from Supermax’s own brand manufacturing (OBM). Note that
the group is currently exporting 55% (vs 40.0% before January 2020) of production under
OBM via its distribution centres worldwide and 40% % (vs 30.0% before January 2020)
through independent distributors. Such business model enables the group to sell at
distributor’s price instead of factory price.

Stronger balance sheet. Supermax"s financial position has strengthened dramatically. As
of the end of FY20, the group reported a net cash position with cash balance amounting to
RM1.2b compared to RM173.8m recorded in FY19. The increase is mainly due to customers
paying between 30% to 50% deposits in advance to secure supply.

Earnings revision. We are revising our FY21F and FY22F upward by +41.0% and +21.0%
respectively to take into account the expectation of further expansion in profit margins in the
subsequent quarters. Note that the highest ASP have not been reflected in the quarter under
review. Hence, we expect a stronger earnings next quarter.

Target price. We revise our TP to RM27.06 (previously RM19.22) per share. Our valuation
is premised on FY21 EPS of 123sen pegged to a PE of 22.0x. This is based on 2.0SD above
the company’s five-year historical average forward PE, given the company’s strong earnings
visibility and future earnings growth.

Reiterate Buy. Supermax’s business model yields the best return during the glove market
upcycle. This business model enables the group to supply directly to end customers at
distributor’s price instead of at factory prices. Consequently, the group achieved industry
leading profit margins. All things considered, we reiterate our Buy recommendation on the
stock.
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Exhibit 1: Results Summary (RM mil)

FYE June 4QFY19  1QFY20  2QFY20  3QFY20  4QFY20  %gqoq %yoy FY19 FY20 %chg
Revenue 376.0 369.9 385.5 447.2 929.1 107.7 147.1 1489.3 2131.8 43.1
Operating costs -330.8 -326.7 -337.8 -332.5 -474.2 18.5 17.6 -1302.4 -1444.3 10.9
EBITDA 452 43.2 47.7 114.7 4549 296.6 906.9 244.3 660.6 170.4
EBITDA margin (%) 12 12 12 26 49 16 31

Depreciation -11.6 -12.5 -12.8 -13.1 -37.6 187.3 223.5 -45.2 -76.1 68.3
Operating profit 33.6 30.7 34.9 101.6 417.3 310.6 1143.6 199.1 584.6 193.6
Net finance costs -5.9 -4.2 -4.6 -3.5 -4.8 354 -19.2 -19.7 -17.1 -13.2
Associates 1.8 0.8 -0.3 4.6 13.0 184.6 641.1 5.4 18.1 235.5
Exceptionals 0.7 3.0 9.7 -9.3 46.4 -601.2 6667.8 -13.7 49.8 0.0
Pretax profit 31.7 324 40.2 95.3 519.0 4447 1538.4 184.0 686.9 273.3
Tax -2.2 -7.5 -11.8 -22.9 -110.7 383.0 4947.3 -49.0 -153.0 2125
Minority interest 1.1 -0.2 0.1 -1.3 -8.7 569.1 -920.1 0.1 -10.0 -10424.7
Net profit 30.5 24.7 28.5 71.1 399.6 462.4 1208.5 135.2 524.0 287.7
Net profit margin (%) 8 7 7 16 43

Normalised net profit 29.9 21.8 18.8 80.3 353.2 339.7 1083.1 148.9 474.1 218.5
Normalised net margin (%) 8 6 5 18 38 10 22

Source: Company, KAF

KAF Equities Sdn Bhd
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Income Statement

FYE June (RMm)
Revenue

EBITDA
Depreciation/Amortisation
Operating income (EBIT)
Other income & associates
Net interest

Exceptional items

Pretax profit

Taxation

Minorities/pref dividends
Net profit

Core net profit

Balance Sheet

FYE June (RMm)

Fixed assets

Intangible assets

Other long-term assets
Total non-current assets
Cash & equivalent

Stock

Trade debtors

Other current assets
Total current assets
Trade creditors
Short-term borrowings
Other current liabilities
Total current liabilities
Long-term borrowings
Other long-term liabilities
Total long-term liabilities
Shareholders’ funds
Minority interests

Cash flow Statement

FYE June (RMm)

Pretax profit
Depreciation/Amortisation
Net change in working capital
Others

Cash flow from operations
Capital expenditure

Net investments & sale of fixed assets
Others

Cash flow from investing
Debt raised/(repaid)

Equity raised/(repaid)
Dividends paid

Others

Cash flow from financing
Net cash flow

Cash b/f

Cash c/f

Key Ratios

FYE June

Revenue growth (%)
EBITDA growth (%)
Pretax margins (%)

Net profit margins (%)
Interest cover (x)
Effective tax rate (%)
Net dividend payout (%)
Debtors turnover (days)
Stock turnover (days)
Creditors turnover (days)
Source: Bloomberg, KAF

KAF Equities Sdn Bhd

2019
1,538.2
221.3
-45.1
176.2
26.8
-18.9
11.8
172.4
-49.3
0.0
123.1
134.9

2019
965.2
28.7
5.5
1207.0
173.8
181.9
173.8
106.1
635.7
2175
330.5
53.9
601.9
61.0
45.6
106.6
1123.7
105

2019
172.4
451
30.5
-13.0
235.1
-112.2
0.0
0.0
-112.2
-44.6
0.0
-32.8
-18.9
-104.0
18.8
145.2
173.8

2019
17.9
16.3
11.2

8.0

9.3
28.6
33.8
43.0
44.0
48.0

2020
2,131.8
720.9
-76.1
644.9
18.1
-17.1
0.0
688.6
-153.0
0.0
525.6
525.6

2020
1085.6
28.7
226.8
1341.2
1180.8
252.8
247.4
229.3
1910.4
175.7
226.1
131.9
1477.5
102.1
63.7
165.7
1586.3
22.1

2020
688.6
76.1
636.7
-1.0
1338.5
-192.0
0.0

0.0
-192.0
-63.4
0.0

0.0
-17.1
-80.5
1066.0
173.8
1289.8

2020
38.6
nm
323
24.7
37.7
22.2
2.8
36.1
36.1
33.7

2021F
4,890.7
2,187.5
-80.3
2,107.2
18.1
-15.8
0.0
2,152.2
-538.1
0.0
1,604.2
1,604.2

2021F
1305.3
28.7
245.0
1579.0
1767.8
736.9
884.3
229.3
3618.4
521.8
226.1
1075.6
1823.6
102.1
63.7
165.7
3175.9
32.1

2021F
2152.2
80.3
-774.9
-2.4
917.2
-300.0
0.0

0.0
-300.0
0.0

0.0
-14.5
-15.8
-30.3
587.0
1180.8
1767.8

2021F
129.4
nm
44.0
32.8
133.8
250
30.0
42.2
42.2
26.0

2022F
4,055.3
1,390.7
-96.6
1,294.1
18.1
-15.8
0.0
1,339.1
-334.8
0.0
994.3
994.3

2022F
1508.7
28.7
263.1
1800.5
2370.9
611.1
733.3
229.3
3944.5
496.4
226.1
1666.3
1798.2
152.1
63.7
215.7
3689.0
42.2

2022F
1339.1
96.6
2515
-2.4
1350.1
-300.0
0.0

0.0
-300.0
50.0
0.0
-481.2
-15.8
-447.0
603.1
1767.8
2370.9

2022F
-17.1
-36.4
33.0
245
82.2
25.0
30.0
72.8
72.8
45.8

2023F
3,953.8
1,091.8
-111.6
980.2
18.1
-18.2
1.0
1,022.8
-255.7
1.0
757.1
757.1

2023F
1697.1
28.7
281.2
2007.0
2709.6
606.6
725.8
230.3
4272.3
510.8
226.1
1680.7
1812.6
202.1
63.7
265.7
4148.8
52.2

2023F
1022.8
111.6
26.4
0.0
905.2
-300.0
0.0

0.0
-300.0
50.0
1.0
-298.3
-18.2
-266.4
338.7
2370.9
2709.6

2023F
-2.5
-21.5
25.9
19.1
54.0
25.0
0.0
67.3
67.3
46.5
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Disclosure Appendix

Recommendation structure

Absolute performance, long term (fundamental) recommendation: The recommendation is based on implied upside/downside for the stock from the target price and only reflects capital
appreciation. A Buy/Sell implies upside/downside of 10% or more and a Hold less than 10%.

Performance parameters and horizon: Given the volatility of share prices and our pre-disposition not to change recommendations frequently, these performance parameters should be
interpreted flexibly. Performance in this context only reflects capital appreciation and the horizon is 12 months.

Market or sector view: This view is the responsibility of the strategy team and a relative call on the performance of the market/sector relative to the region. Overweight/Underweight implies
upside/downside of 10% or more and Neutral implies less than 10% upside/downside.

Target price: The target price is the level the stock should currently trade at if the market were to accept the analyst's view of the stock and if the necessary catalysts were in place to effect this
change in perception within the performance horizon. In this way, therefore, the target price abstracts from the need to take a view on the market or sector. If it is felt that the catalysts are not
fully in place to effect a re-rating of the stock to its warranted value, the target price will differ from ‘fair' value.

Disclaimer

This report has been prepared solely for the information of clients of KAF Group of companies. It is meant for private circulation only, and shall not be reproduced, distributed or published either
in part or otherwise without the prior written consent of KAF Equities Sdn Bhd.

The information and opinions contained in this report have been compiled and arrived at based on information obtained from sources believed to be reliable and made in good faith. Such
information has not been independently verified and no guarantee, representation or warranty, express or implied, is made by KAF Equities Sdn Bhd as to the accuracy, completeness or
correctness of such information and opinion.

Any recommendations referred to herein may involve significant risk and may not be suitable for all investors, who are expected to make their own investment decisions at their own risk.
Descriptions of any company or companies or their securities are not intended to be complete and this report is not, and should not, be construed as an offer, or a solicitation of an offer, to buy
or sell any securities or any other financial instruments. KAF Equities Sdn Bhd, their Directors, Representatives or Officers may have positions or an interest in any of the securities or any other
financial instruments mentioned in this report. All opinions are solely of the author, and subject to change without notice.

T T

Dato' Ahmad Bin Kadis
Managing Director
KAF Equities Sdn Bhd (Reg No. 198501002182)
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