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 Investment highlights 
 

• Maintain BUY. Following Supermax’s analyst briefing, we trim FY11-12 EPS by 1.7-
3.8% after lowering FY11 capacity by 8.7% to 19.85bn pieces of gloves, in line with 
its guidance. This reduces our target price RM6.80 to RM6.37, still based on a CY12 
P/E of 11.6x or a 20% discount to Top Glove’s target P/E of 14.5x. Although 
management expects latex rubber prices to retreat in 2H11 and take the 2011 
average to RM7.50/kg, it is prepared for a 40-45% nitrile composition in its product 
mix if demand picks up. Despite the lower capacity in FY11, we retain our BUY 
rating as we believe the earnings momentum will continue in FY11-12, underpinned 
by a 3-year EPS CAGR of 7.7%. Potential re-rating catalysts include 1) the restart of 
its Sungai Buloh plant, 2) expanding nitrile production, and 3) higher distribution 
income. Supermax now offers FY11-13 dividend yields of 2.6-2.8%. 

 
• FY11 capacity clarified. Supermax’s FY11 capacity guidance of 19.85bn pieces of 
gloves (+12.8%) was a negative surprise, being lower than our expectations of 
21.74bn pieces of gloves. But management did not make any changes to its FY12 
capacity of 23.24bn pieces of gloves, which was a relief for us. 

 
• Rubber prices could fall in 2H11. The company expects natural rubber latex to 
average RM7.50/kg in FY11, implying a drop from the current price level of 
c.RM10.60/kg. It thinks that prices could fall in 2H11 due to 1) the normalisation of 
tapping as wintering is now over, 2) easing of demand for rubber as glovemakers 
shift to nitrile, and 3) the release of inventory by traders and processors. 

 
• Distribution income to mitigate cost inflation. To combat cost headwinds, 
Supermax aims to reduce its dependency on manufacturing income and raise 
distribution income from 40% of total sales to 50% in FY11-12. This would reduce 
the company’s exposure to volatile raw material prices as the company would 
instead take a spread between manufacturers and end-users.  

 
 

 Key stock statistics   Per share data  

FYE Dec 2010 2011F

EPS (sen) 49.4 51.8 

P/E (x) 8.6 8.2 

Dividend/Share (sen) 10.0 11.0 

NTA/Share (RM) 2.00 2.17 

Book Value/Share (RM) 2.08 2.60 

Issued Capital (m shares) 339.5 

52-weeks Share Price Range (RM) RM2.72/RM6.60

Major Shareholders: %

Dato' Seri Stanley Thai and family 35.5 

Employees Provident Fund 8.4  

FYE Dec 2008 2009 2010 2011F

Book Value (RM) 1.22 1.64 2.08 2.60 

Cash Flow (sen) 15.6 66.4 42.1 55.0 

Earnings (sen) 13.8 37.2 49.4 51.8 

Dividend (sen) 2.6 8.8 10.0 11.0 

Payout Ratio (%) 18.8 23.6 20.2 21.2 

P/E (x) 30.7 11.4 8.6 8.2 

P/Cash Flow (x) 27.2 6.4 10.1 7.7 

P/Book Value (x) 3.5 2.6 2.0 1.6 

Dividend Yield (%) 0.6 2.1 2.4 2.6 

ROE (%) 11.7 26.0 25.9 21.7 

Net Gearing (%) 90.0 31.5 16.2 3.2  
 

Source: Company, CIMB  estimates, Bloomberg 
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 Recent developments 
 

 FY10 results briefing. Supermax held an analyst briefing yesterday to discuss its 
FY10 financial results. The briefing was hosted by the company’s CEO Dato' Seri 
Stanley Thai, director of corporate affairs Denis Low, and group accountant Andrew 
Lim. During the 2-hour briefing and lengthy Q&A, management touched upon the 
latest industry and company-related developments. While management indicated that 
it expects FY11 revenue to breach the RM1bn mark, it said that it would only give 
guidance on FY11 net profit after the release of its 2Q11 results which we believe 
could be later this year in August. 

 Management ready to switch to nitrile. Management reiterated its commitment to 
nitrile, indicating that 70% of production lines are interchangeable between natural 
rubber and nitrile gloves. We believe this gives the company greater flexibility to 
switch between natural rubber and nitrile depending on demand. Over the past few 
months, Supermax has increased nitrile from 24% of total capacity to 30%. The 
company said that it has the ability to increase nitrile production quickly to 40-45% of 
total capacity should demand prove stronger than expected. 

 Expects nitrile margins to trend down. While Supermax remains ready to increase 
its nitrile output, management conceded that margins for nitrile gloves are expected to 
trend lower. It expects nitrile operating margins to fall from 15-18% to 11-15% in 
FY11. We believe the margin compression is due to overcapacity in the nitrile markets 
that Supermax operates in and aggressive pricing by new entrants to the nitrile 
market.  

 FY11 capacity expansion clarified... Management expects FY11 total capacity to be 
19.85bn pieces of gloves, a 12.8% increase from FY10’s 17.59bn pieces. We expect 
the higher capacity to come from Phase 1 of Glove City (1.04bn pieces natural rubber 
gloves) and Factory #10 at Lot 6058 (1.22bn pieces of nitrile powder-free gloves). 
Management is fast tracking the latter given the robust demand for nitrile powder-free 
gloves. Capital expenditure for Factory #10 is expected to be RM66.1m, which is 
within our expectations. 

 …but lower than our forecast. Management’s capacity guidance for FY11 was a 
negative surprise to us, being lower than our expectations of 21.74bn pieces of 
gloves. But management did not make any changes to its FY12 capacity of 23.24bn 
pieces of gloves, which is a relief. 

 Distribution income to mitigate cost inflation. To battle rising raw material costs, 

Supermax aims to reduce its dependency on manufacturing income and focus more 
on its distribution business. Currently, distribution accounts for 40% of the group’s 
sales but management hopes to increase this to 50% in FY11-12. In our view, this 
would reduce Supermax’s exposure to volatile raw material prices as the company 
would take a spread between manufacturers and consumers. Supermax has set up 
two companies to help expand its distribution reach, namely Supermax International 
Sdn Bhd and Supermax Global Ltd. Supermax International has been set up as a 
regional distribution company in Malaysia while Supermax Global is registered in 
Bermuda. Both entities will enjoy attractive tax rates and help Supermax offset rising 
raw material cost at its manufacturing division. 

 Rubber prices could fall in 2H11. Supermax expects natural rubber latex price to 
average RM7.50/kg in FY11, implying a drop in prices from their current level of 
c.RM10.57-10.60/kg. It indicated that the following would help push prices lower in 
2H11 1) normalisation of tapping as the wintering season is now over, 2) a shift from 
natural rubber to nitrile, which would help ease demand for natural rubber latex, and 
3) release of inventory by traders and processors in Cambodia and Vietnam which 
have limited storage space. 

 

 Earnings outlook 
 

 Adjusting forecasts for lower capacity. We cut our FY11-12 EPS numbers by 3.8-
1.7% to 51.8-57.6 sen to reflect a more conservative capacity expansion programme, 
as indicated during the briefing. While the scaled-down capacity expansion will 
mitigate fears of oversupply, it reduces our growth expectations for Supermax. 
However, we make no changes to our FY13 EPS of 61.6 sen, which means that our 3-
year EPS forecast of 7.7% is intact.  
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 Figure 2:  P&L analysis (RM m) 
 

FYE Dec 2008 2009 2010 2011F

Revenue 811.8 803.6 923.3 1,093.8 

Operating Profit (EBIT) 98.9 169.0 228.0 214.2 

Depreciation (28.8) (31.9) (34.0) (45.6)

Interest Expenses (20.3) (22.3) (11.5) (16.2)

Pretax Profit 52.0 151.5 177.4 195.9 

Effective Tax Rate (%) 9.6 16.4 5.3 10.0 

Net Profit 47.0 126.6 168.0 176.3 

Operating Margin (%) 12.2 21.0 24.7 19.6 

Pretax Margin (%) 6.4 18.8 19.2 17.9 

Net Margin (%) 5.8 15.8 18.2 16.1 
 

 Source: Company, CIMB estimates 

  

 Recommendation 
 

 Valuations remain undemanding. Supermax is trading at a CY12 P/E of just 7.4x, 
which is about 40% lower than the market’s forward P/E of 12.7x. Its valuations are 
undemanding given its 3-year EPS CAGR of 7.7%, which is well-supported by the 
steady global demand growth of 8% p.a. for natural rubber gloves and 15% for nitrile 
gloves. Also, the stock’s earnings are backed by long-term structural trends in the 
sector such as 1) the modernisation of the healthcare sector in China and India, 2) 
increasing hygiene awareness in emerging countries, and 3) increased medical 
coverage for 32m uninsured Americans as part of the US healthcare reform bill. 

 Maintain BUY. Following Supermax’s analyst briefing yesterday, we trim our FY11-12 
EPS by 1.7-3.8% after lowering FY11 capacity by 8.7% to 19.85bn pieces of gloves, in 
line with management’s guidance. This reduces our target price RM6.80 to RM6.37, 
still based on a CY12 P/E of 11.6x or a 20% discount to Top Glove’s target P/E of 
14.5x. Despite the lower capacity in FY11, we retain our BUY rating as we believe the 
earnings momentum will continue in FY11-12, underpinned by a 3-year EPS CAGR of 
7.7%. Potential re-rating catalysts include 1) the restart of its Sungai Buloh plant, 2) 
expanding nitrile production, and 3) increasing distribution income. Supermax now 
offers dividend yields of 2.6-2.8%. 

  

 Figure 3:  World glove demand 

 Demand (bn) 2009E 2010E 2011F 2012F 2013F 2014F 2015F '10-'15 CAGR

Natural rubber 108.0 116.6 126.0 136.0 146.9 158.7 171.4 8.0%

Nitrile 32.0 36.8 42.3 48.7 56.0 64.4 74.0 15.0%

Subtotal 140.0 150.0 168.3 184.7 202.9 223.1 245.4 10.3%

Vinyl 74.4 80.0 86.0 92.5 99.4 106.8 114.9 7.5%

Total 214.4 230.0 254.3 277.2 302.3 329.9 360.3 9.4%

Demand (%) 2009E 2010E 2011F 2012F 2013F 2014F 2015F % pts chg

Natural rubber 50.4% 50.7% 49.5% 49.1% 48.6% 48.1% 47.6% -3.1%

Nitrile 14.9% 16.0% 16.6% 17.6% 18.5% 19.5% 20.5% 4.5%

Subtotal 65.3% 65.2% 66.2% 66.6% 67.1% 67.6% 68.1% 2.9%

Vinyl 34.7% 34.8% 33.8% 33.4% 32.9% 32.4% 31.9% -2.9%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% -
 

 Source: Bloomberg 

  

 Figure 4:  Share price and rubber latex chart (RM) 
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 Financial summary 

 

 

 

 

 

 

 

 

 

 

FYE Dec 2009 2010 2011F 2012F 2013F

Revenue (RM m) 803.6            923.3            1,093.8         1,400.1         1,570.7         

EBITDA (RM m) 169.0            228.0            214.2            243.0            267.9            

EBITDA margins (%) 21.0              24.7              19.6              17.4              17.1              

Pretax profit (RM m) 151.5            177.4            195.9            217.7            232.9            

Net profit (RM m) 126.6            168.2            176.3            195.9            209.6            

EPS (sen) 37.2              49.4              51.8              57.6              61.6              

EPS growth (%) +169% +33% +5% +11% +7%

P/E (x) 11.4              8.6                8.2                7.4                6.9                

Core EPS (sen) 38.8              49.4              51.8              57.6              61.6              

Core EPS growth (%) +107% +27% +5% +11% +7%

Core P/E (x) 10.9              8.6                8.2                7.4                6.9                

Gross DPS (sen) 8.8                10.0              11.0              12.0              12.0              

Dividend yield (%) 2.1                2.4                2.6                2.8                2.8                

P/NTA (x) 2.7                2.0                1.7                1.4                1.2                

ROE (%) 26.0              26.0              21.7              20.2              18.4              

Net gearing (%) 31.5              16.2              3.2                - -

Net cash per share (RM) (0.52)             (0.35)             (0.08)             0.13              0.51              

P/CF (x) 20.3              11.9              13.4              -                

EV/EBITDA (x) 6.7                6.8                5.6                4.7                

% change in EPS estimates - -1.7% -3.8% -

CIMB/Consensus (x) 0.94              0.98              0.98              0.97              
 

 Source: Company, CIMB Research, Bloomberg 
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CIMB INVESTMENT BANK BHD – DISCLOSURE & DISCLAIMER 

 

This report has been prepared by CIMB Investment Bank Bhd (“CIMB”) for purposes of CMDF-Bursa Research Scheme ("CBRS") administered by Bursa Malaysia 
Berhad and has been compensated to undertake the scheme. CIMB has produced this report independent of any influence from CBRS or the subject company. For 
more information about CBRS and other research reports, please visit Bursa Malaysia’s website at:  

http://www.bursamalaysia.com/website/bm/listed_companies/cmdf_bursa_research_scheme/. 

By accepting this report, the recipient hereof represents and warrants that he is entitled to receive such report in accordance with the restrictions set forth below and 
agrees to be bound by the limitations contained herein (including the “Restrictions on Distributions” set out below). Any failure to comply with these limitations may 
constitute a violation of law. This publication is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, 
photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, 
for any purpose without the prior written consent of CIMB. 

CIMB, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have positions in securities of the company(ies) 
covered in this research report or any securities related thereto and may from time to time add to or dispose of, or may be materially interested in, any such securities. 
Further, CIMB, its affiliates and its related companies do and seek to do business with the company(ies) covered in this research report and may from time to time act as 
market maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy them from customers on a principal basis and 
may also perform or seek to perform significant investment banking, advisory or underwriting services for or relating to such company(ies) as well as solicit such 
investment, advisory or other services from any entity mentioned in this report. The views expressed in this report accurately reflect the personal views of the analyst(s) 
about the subject securities or issuers and no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific 
recommendations(s) or view(s) in this report. CIMB prohibits the analyst(s) who prepared this research report from receiving any compensation, incentive or bonus 
based on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company. However, the analyst(s) may receive 
compensation that is based on his/their coverage of company(ies) in the performance of his/their duties or the performance of his/their recommendations and the 
research personnel involved in the preparation of this report may also participate in the solicitation of the businesses as described above. In reviewing this research 
report, an investor should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. Additional information is, 
subject to the duties of confidentiality, available on request. 

The term “CIMB” shall denote where applicable the relevant entity distributing the report in that particular jurisdiction where mentioned specifically below shall be a CIMB 
Group Sdn Bhd’s affiliates, subsidiaries and related companies. 
 

(i) As of  16 February 2011,  CIMB  has a proprietary position in the following securities in this report: 

(a) Supermax, Supermax CW. 

(ii) As of 17 February 2011, the analyst, Terence Wong  who prepared this report, has / have an interest in the securities in the following company or companies 
covered or recommended in this report: 

(a) -. 
 

The information contained in this research report is prepared from data believed to be correct and reliable at the time of issue of this report. This report does not purport 
to contain all the information that a prospective investor may require. CIMB or any of its affiliates does not make any guarantee, representation or warranty, express or 
implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report and accordingly, neither CIMB 
nor any of its affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or 
consequential losses, loss of profits and damages) of any reliance thereon or usage thereof. 

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst CIMB and its affiliates’ clients generally and 
does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. The 
information and opinions in this report are not and should not be construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, 
related investments or other financial instruments thereof.  

The views and opinions in this research report are our own as of the date hereof and are subject to change. CIMB has no obligation to update its opinion or the 
information in this research report. 

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, 
financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other aspects before 
participating in any transaction in respect of the securities of company(ies) covered in this research report. The securities of such company(ies) may not be eligible for 
sale in all jurisdictions or to all categories of investors. 

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. 

Australia: Despite anything in this report to the contrary, this research is provided in Australia by CIMB Research Pte. Ltd. (“CIMBR”) and CIMBR notifies each recipient 
and each recipient acknowledges that CIMBR  is exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 (Cwlth) in 
respect of financial services provided to the recipient. CIMBR is regulated by the Monetary Authority of Singapore under the laws of Singapore, which differ from 
Australian laws. This research is only available in Australia to persons who are “wholesale clients” (within the meaning of the Corporations Act 2001 (Cwlth)) and is 
supplied solely for the use of such wholesale clients and shall not be distributed or passed on to any other person. This research has been prepared without taking into 
account the objectives, financial situation or needs of the individual recipient. 

France: Only qualified investors within the meaning of French law shall have access to this report. This report shall not be considered as an offer to subscribe to, or 
used in connection with, any offer for subscription or sale or marketing or direct or indirect distribution of financial instruments and it is not intended as a solicitation for 
the purchase of any financial instrument. 

Hong Kong: This report is issued and distributed in Hong Kong by CIMB Securities (HK) Limited (“CHK”) which is licensed in Hong Kong by the Securities and Futures 
Commission for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) activities. Any investors wishing to purchase or 
otherwise deal in the securities covered in this report should contact the Head of Sales at CIMB Securities (HK) Limited. The views and opinions in this research report 
are our own as of the date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services 
Authority apply to a recipient, our obligations owed to such recipient therein are unaffected. CHK has no obligation to update its opinion or the information in this 
research report. 

This publication is strictly confidential and is for private circulation only to clients of CHK. This publication is being supplied to you strictly on the basis that it will remain 
confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly 
or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CHK. Unless permitted to do so by the securities laws of Hong 
Kong, no person may issue or have in its possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or document relating 
to the securities covered in this report, which is directed at, or the contents of which are likely to be accessed or read by, the public in Hong Kong (except if permitted to 
do so under the securities laws of Hong Kong) 

Indonesia: This report is issued and distributed by PT CIMB Securities Indonesia (“CIMBI”). The views and opinions in this research report are our own as of the date 
hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, 
our obligations owed to such recipient therein are unaffected. CIMBI has no obligation to update its opinion or the information in this research report.  

This publication is strictly confidential and is for private circulation only to clients of CIMBI. This publication is being supplied to you strictly on the basis that it will remain 
confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly 
or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMBI. Neither this report nor any copy hereof may be distributed 
in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesia residents except in compliance with applicable Indonesian capital market laws 
and regulations. 
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Malaysia: This report is issued and distributed by CIMB. The views and opinions in this research report are our own as of the date hereof and are subject to change. If 
the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Services Authority apply to a recipient, our obligations owed to such recipient 
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New Zealand: In New Zealand, this report is for distribution only to persons whose principal business is the investment of money or who, in the course of, and for the 
purposes of their business, habitually invest money pursuant to Section 3(2)(a)(ii) of the Securities Act 1978. 
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As of 16 February 2011,   CIMB Research Pte Ltd does not have a proprietary position in the recommended securities in this report. 
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communication. However, the delivery of this research report to any person in the United States of America shall not be deemed a recommendation to effect any 
transactions in the securities discussed herein or an endorsement of any opinion expressed herein.  For further information or to place an order in any of the above-
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Other jurisdictions: In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is only for distribution to professional, institutional or 
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STOCK RECOMMENDATIONS 

 

BUY:  Expected positive total returns of 15% or more over the next 12 months 
 

HOLD:  Expected total returns of between -15% and +15% over the next 12 months. 
 

SELL:  Expected negative total returns of 15% or more over the next 12 months. 
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