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Malaysia Gloves Sector

Not the time for bottom fishing

ASP downturn yet to find bottom; D/G to NEGATIVE

ASP is declining fast and could hit pre-Covid levels by mid-2022 i.e.
another -42% from current level of about USD40/k pcs in Sep 21. With
the stiff competition from China, we believe the Malaysian glove sector
is experiencing a structural change and the oversupply situation could
potentially extend longer than the typical downcycle of 6-9 months. A
strong balance sheet is hence paramount to surviving the inevitable price
war. We D/G the sector to NEGATIVE (from NEUTRAL). We are SELLers for
Top Glove, Hartalega and Kossan.

A few issues to contend with

ASP is falling faster than expected. Since May-June 21, industry players
have been guiding for a weaker ASP outlook. ASP is expected to decline -
8% to -10% MoM (peak: USD130-140/k pcs in early 2021 vs. c. USD40/k
pcs in Sep 21) and could return to pre-Covid levels of USD23-24/k pcs by
mid-2022, representing a -42% decline from the current level. Rubbing
salt into the wound are other issues such as lower utilization rates and
additional operating costs on stricter SOPs as well as labour shortage. As
such, we expect weaker earnings performance in the coming quarters.

China, a new force that can’t be ignored

The threat from China is real. Aggressive capacity expansion by the
Chinese glove makers would likely lead to oversupply by 2023. Already,
to seize the market share, the Chinese glove makers are selling their
gloves at more attractive pricing in Europe relative to their Malaysian
counterparts. According to industry players, the Chinese glove makers
are expected to contribute 23% of the world’s glove supply by 2022 (from
16% now) while Malaysia’s market share is expected to shrink to 60% in
2022, from 67%.

D/G Hartalega and Kossan to SELL

We now value the glove players at -1SD of historical mean (-0.5SD
before). This is to reflect increasing competition from China glove
makers, which presents downside risks to ASPs. We downgrade Hartalega
and Kossan to SELLs (from HOLDs) after factoring in the change in
valuation basis (for Kossan) and lower ASP assumptions (FY22: -45%;
FY23: -21%) that have led to a -1% to -76%% downward revision to
earnings. Positively though, the listed glove producers have strong
balance sheets and low operating costs, and this will sustain them
through this competitive phase.
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Top Glove TOPG MK 5,461 Sell 2.78 1.68 37) 4.1 18.1 4.4 2.9 16.3 2.8
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Recent results signal good times has ended

ASP falling faster-than-expected

Top Glove’s recent FY8/21 results underlined the challenges faced by the
Malaysian glove makers. The company reported a weaker-than-expected
4QFY8/21 dragged by lower sales volume due to the US’ ban on its rubber gloves,
lower utilization rates due to the lockdowns as well as declining average selling
prices (ASP; 4QFY21: -29% QoQ versus 3QFY21: -16% QoQ). While the lower ASP
could be due in part to the diversion of its gloves to non-US countries after the
US ban, the decline in ASP was also caused by stiffer competition especially from
the Chinese counterparts.

Since May/June 21, the two market leaders i.e. Top Glove and Hartalega, have
been guiding for a weaker ASP outlook where ASP is expected to decline -8% to -
10% MoM. However, ASP seems to be falling quicker than expected and the two
market leaders now expect ASP to only stabilize in 1Q22. Top Glove now even
expects ASP to return to pre-Covid levels of USD23-24/k pcs by mid-2022 (versus
USD130-140/k pcs spot price [highest] in early 2021). This represents a -42%
decline from the current ASP of USD40/k pcs in Sep 21.

Top Glove’s QoQ blended ASP (USD/kpcs)
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Lockdowns have had an impact as well

The Malaysian glove makers are facing other challenges domestically. Since May-
June 21, they have been operating under stricter SOPs that lead to lower
utilization rates and higher operating costs (Covid-related costs such as test kits
and vaccines). Exacerbating the situation was the sudden full lockdown imposed
in early July 21 that led to the closure of all glove plants in Selangor. The sudden
closures influenced not just business operations but also customers’ buying
patterns. To reduce the supply risk, some customers have shifted part of their
orders to the Chinese glove makers for the first time. Apart from the stricter
SOPs and various phases of National Recovery Plan, Malaysian glove makers’
production has also been affected by the serious shortage of foreign workers.
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As a result, we believe Hartalega and Kossan’s superb earnings performance in
1QFY3/22 and 2QFY21 are not sustainable and we expect the upcoming 2QFY3/22
and 3QFY21 results to be weaker QoQ due to declining ASP, lower sales volume
and lower utilization rates.

This situation is expected to improve, now that the economy is gradually opening
up, and we understand that utilization rates in recent weeks have improved to
about 60-70% from 60% in June-July 21. The labour shortage issue will, however,
take some time to normalize.

China, a threat that can’t be underestimated

Aggressive capacity expansion by the Chinese glove makers could lead to
oversupply by 2023. According to industry players, the Chinese glove makers are
expected to contribute to 23% of the total share of the world’s glove supply by
2022 (from 16% now) while Malaysia’s market share is expected to shrink to 60%
in 2022 (from 67%). As it stands, the Chinese glove makers are already engaged
in a price war to seize market share, selling their gloves at more attractive
pricing (below USD30/k pcs) than Malaysian players, in Europe. While it has been
argued that the glove quality out of China may not be as high as that of their
Malaysian counterparts and that the power outages in China may affect the
production there, these issues are likely temporary, in our view.

Valuation and recommendations

Lower ASP assumptions

We lower our ASP assumptions by -45% to USD27/k pcs (from USD49/k pcs) for
2022 and by -21% to USD23/k pcs (from USD29/k pcs) for 2023 while maintaining
our ASP assumption of USD73/k pcs for 2021. We lower our FY22/FY23/FY24
earnings forecasts for Hartalega by -1%/-60%/-33% and Kossan’s FY21/FY22/FY23
earnings estimates by -1%/-76%/-33% while maintain earnings estimates for Top
Glove as we have already incorporated lower ASP assumptions for the company in
our report dated 20 Sep 21.

In view of the stiff competition from China, we believe the Malaysian glove
sector is experiencing a structural change. Price war is inevitable and could last
more than the typical downcycle of 6-9 months. We value the glove players under
our coverage at -1SD (instead of -0.5SD) of historical mean. The discount is to
reflect the threats (i.e. price war and shrinking market share) arising from the
aggressive involvement of China glove makers. We downgrade Hartalega to SELL
(from HOLD) with a new MYR3.99/sh TP (from MYR6.74; on an unchanged 19.4x
CY23 PER) and Kossan to SELL (from HOLD) with a new target price of MYR1.86/sh
(on a lower 17.7x FY23 PER, from 20x or -0.5SD of historical mean). We maintain
our SELL call on Top Glove with an unchanged MYR1.68 TP (12.7x CY23 PER).
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Gloves: Lower PER (-1SD of historical mean) to reflect the structural change in the glove

sector
Companies old PER" Pre Covid-19 PER (x)*
Previous TP -1SD of Stock -1SD Mean +1SD New TP Stock
(MYR/sh) mean rating (MYR/Sh)  rating
Top Glove 1.68 12.7 SELL 12.7 18.9 25.1 1.68 SELL
Hartalega 6.74 19.4 HOLD 19.4 28.7 38.1 3.99 SELL
Kossan 3.16 20.0"" HOLD 17.7 22.2 26.7 1.86 SELL

*between 2014-2018

"~ valuation basis ""based on -0.55D of historical mean
previoulsy

Source: Maybank KE

Not the time yet for bottom fishing

ASPs have yet to find a bottom, in our view, and as such, we do not think that
this is the time to bottom fish glove stocks just yet. Additionally, we expect
interest in COVID-related stocks such as gloves to wane as the vaccination rate
rises globally. We downgrade the glove sector to NEGATIVE, from NEUTRAL.

We believe strong balance sheets and low operating costs are important factors
that will allow glove makers to weather through the downturn and provide some
financial cushion to the imminent price war. Fortunately, the glove makers under
our coverage i.e. Top Glove, Hartalega and Kossan have accumulated sizeable
amounts of cash during the peak cycle and are now in net cash positions. The
strong balance sheet should be able to self-fund their capacity expansions for the
next few years.

Our concern would be with new entrants that rushed into the glove sector during
the peak cycle in end 2020. In order to get their factories ready within very short
period, we understand that these new entrants paid premium pricing for their
plants, installation works, machineries, raw materials and even staffs; hence,
high operating costs, making them less competitive in pricing.

Glove sector’s 1-year forward PER

Glove makers under our coverage
are in net cash position

Net
Net cash cash/sh
(MYRm) (MYR)
Hartalega 3,083.5 0.90
Kossan 1,637.8 0.64
Top
Glove 2,050.0 0.25

Source: Companies
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Glove sector’s historical 1-year forward PER mean (pre-Covid: 2014-2018)*
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Kossan: Historical 1-year forward PER mean (2014-2018; pre-

Covid-19)

(x)

40 -

354

301 +15D: 26.7x

5 Mean: 22.2

20 A -15D: 17.7x

15 4

10 4

5

L e e e L B E e e L s e
2 e T TTYTTLIITEISSSSESTRRSN
535353535353 5353535835353

Source: Bloomberg, Company, Maybank Kim Eng (chart)

October 11, 2021



Malaysia Gloves Sector

Key upside risks to our call:

(i) USA reinstates the punitive import tariffs on China’s exam and non-medical
gloves, which may result in China losing competitive edges and market share in
the US. Presently, the import tariff on China’s runner examination gloves has
reduced to zero (from 7.5% under the ‘Phase 1’ trade deal in Jan 2020 - the
original import tariff was 15% in Sep 2019), (ii) Raw material prices to decline
faster than ASP, (iii) Higher demand/consumption for gloves from non-healthcare
industries post pandemic.

October 11, 2021
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Hartalega #arr mk)

Challenging ASP outlook

ASP downtrend to continue; D/G to SELL

We believe the strong 1QFY3/22 earnings performance will not be
sustainable as ASP has been trending downward since May 21 on rising
competition especially in the nitrile glove segment. We lower our FY22-
24 earnings forecasts by -1% to -62% after lowering our utilisation rate
and ASP assumptions. We downgrade Hartalega to SELL with a new TP of
MYR3.99 (from MYR6.74) on an unchanged 19.4x CY23 PER (-1SD of
historical mean).

ASP expected to only normalise in early 2022

Hartalega have been guiding for a weaker ASP outlook since 2Q21. ASP is
expected to decline 30% between 1QFY22 and 2QFY22 and may only
normalize in early 2022, returning to pre-COVID levels by mid-2022. Due
to the stricter SOPs, it is currently operating at only 70% of its capacity,
utilizing 60% of its workforce. Due to the unexpected 2-week shut down
of operations in early July and stricter SOPs under the National Recovery
Plan phase 1 that led to lower production, some of its buyers have
shifted some of their orders to China in order to mitigate the supply
risks, we understand.

China, a threat that cannot be ignored

Aggressive capacity expansion by the Chinese glove makers would likely
lead to oversupply by 2023. To seize market share, the Chinese glove
makers are pricing their gloves competitively in Europe. The Chinese
glove makers are expected to contribute to 23% of the world’s glove
supply by 2022 (from 16% now) while Malaysia’s market share is expected
to shrink to 60% in 2022, from 67%.

Earnings adjustments

We lower our FY22/23/24 earnings forecasts by -1%/-60%/-33% to factor
in: (i) lower utilisation rate of 70% (from 80%) for 4Q21, 80% (from 85%)
for FY23 and 85% (from 93%) for FY24, and (ii) lower FY22/23/24
effective ASP assumptions of USD61.4/23.9/23.2 (from
USD62.6/37.2/28.5) per k pcs. Post-earnings downgrade, our TP is
lowered to MYR3.99 (from MYR6.74) on an unchanged 19.4x CY23 PER.

FYE Mar (MYR m) FY20A FY21A FY22E FY23E FY24E
Revenue 2,924 6,696 7,683 3,911 4,442
EBITDA 724 4,065 4,755 1,032 1,124
Core net profit 435 2,975 3,485 666 716
Core FDEPS (sen) 12.9 86.6 101.5 19.4 20.8
Core FDEPS growth(%) (5.5) 569.9 17.1 (80.9) 7.5
Net DPS (sen) 7.5 50.2 58.8 11.2 12.1
Core FD P/E (x) 53.2 10.3 5.8 30.4 28.3
P/BV (x) 9.1 6.1 3.1 3.0 2.9
Net dividend yield (%) 1.1 5.6 10.0 1.9 2.1
ROAE (%) 18.1 76.8 61.0 10.1 10.4
ROAA (%) 13.8 58.6 46.6 8.3 8.8
EV/EBITDA (x) 31.7 6.9 3.6 16.2 14.9
Net gearing (%) (incl perps) net cash net cash net cash net cash net cash
Consensus net profit - - 3,890 1,211 925
MKE vs. Consensus (%) - - (10.4) (45.0) (22.6)

Wong Wei Sum, CFA
weisum@maybank-ib.com
(603) 2297 8679
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SELL

[Prior:HOLD]

Share Price MYR 5.89
12m Price Target MYR 3.99 (-30%)
Previous Price Target MYR 6.74

Company Description

Hartalega is the world's largest nitrile medical gloves
producer.

Statistics
52w high/low (MYR) 19.04/5.53
3m avg turnover (USDm) 10.1
Free float (%) 34.3
Issued shares (m) 3,428
Market capitalisation MYR20.2B
UsD4.8B
Major shareholders:
Hartalega Industries Sdn. Bhd. 34.3%
Employees Provident Fund 8.6%
BNP Paribas Wealth Management 8.2%
Price Performance
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——Hartalega - (LHS, MYR) Hartalega / Kuala Lumpur Composite Index - (RHS, %)

-1M -3M -12M
Absolute (%) (12) (16) (65)
Relative to index (%) (10) (19) (66)

Source: FactSet
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Risk Rating & Score’ 17.6 (Low)

Score Momentum? +0.0

Last Updated 21 July 2021
Controversy Score? 3 - Human rights (employee
(Updated: 30 Jul 2021) incidents)

= Hartalega has continued to retain its SEDEX membership and remains a constituent of FTSE4Good Bursa Malaysia. Social compliance
audits are regularly conducted by its internal team as well as external parties, based on the Business Social Compliance Initiative

(BSCI) and SEDEX Members Ethical Trade Audits (SMETA).

= Similar to the other glove players, Hartalega relies on the migrant workers for the production of its gloves. Given the ever-changing
regulations and standards on workers’ welfare, the industry faces rising social compliance cost. However, as the entire industry faces
the same challenges, we expect the glove-makers to pass on the higher compliance cost.

= ESG risk should fall on a yearly basis as it invests in automation to improve efficiency and reduce dependency on manual labour.

Hartalega’s vision is for humanless factories in the foreseeable future.

Material E issues

= To reduce the consumption of energy and water, Hartalega
deploys a high level of automation at its plants and also taps into
alternative energy sources (i.e. cogeneration and biomass power
plants). In FY20, its natural gas, electricity and water
consumption per unit of production were reduced by 15%, 24% and
2% respectively.

= |t also put in place a waste reduction programme. In FY20, its
scheduled and non-scheduled waste disposal per unit of
production reduced by 26% and 12% respectively.

= Additionally, its state-of-the-art water treatment plants allow for
100% self-treated water. For effluent water discharge, Hartalega
maintains its Standard A rating, which is the highest benchmark
determined by the Department of Environment (DOE).

= Hartalega received ISO 14001:2015 certification in 2017.

Material S issues

= Hartalega regularly carries out social compliance audits, which
are in accordance with internationally recognised standards,
including the SEDEX Member Ethical Trade Audit (SMETA) and
Business Social Compliance Initiative (BSCI).

= Hartalega implemented Zero Recruitment Cost Policy since 2019,
which ensures that its migrant workers are not required to pay
recruitment fees to agencies/third parties during the recruitment
process. For migrant workers that joined Hartalega prior to its
Zero Recruitment Cost Policy, Hartalega will reimburse the
recruitment fees paid by the migrant workers (totalling up to
MYR40m) from 4Q20 (over a period of 24 months).

= Its migrant workers are paid no less than the minimum rates
stipulated in Malaysian laws. The migrant workers are also eligible
for cash bonuses of up to 3.5 months and annual increments of up
to 7%.

= The overtime hours are paid at rates in accordance with the
Malaysia Employment Act. Its workers typically perform 70 hours
of overtime per month, which is below the limit of 104 hours
allowed by Malaysia’s labour laws.

= Its hostels also exceed the minimum standard enforced by
Malaysia’s Department of Labour.

Key G metrics and issues

The current board consists of 8 members, out of which, 5
members (or 63% of board, minimum requirement is 50%) are
Independent Non-Executive Directors (INEDs).

Mr Kuan Kam Hon is the Executive Chairman of Hartalega and his
total remuneration package for FY20 was MYR7.7m (or 1.8% of
FY20 net profit).

As at 22 Jun 2020, Mr Kuan Kam Hon’s family (the largest
substantial shareholder) holds 48.9% stake in Hartalega and has 3
board seats (or 38% of board representation).

The service of Dato’ Tan Guan Cheong (INED) will exceed 9 years
in 2021 and the shareholders have approved his service at the
recent AGM in Sep 2020.

Hartalega has 3 female directors on the board, representing 38%
of the board (minimum requirement is 30%).

Its audit and remuneration committees are made up by the same
4 INEDs.

Its risk management committee is made up of 4 INEDs and 1
Executive Director.

Deloitte PLT has been Hartalega’s external auditor since 2014.
The Group has a Whistleblowing Policy in place, whereby the
reports are lodged to an independent third-party outsourced
service provider via email and/or website (“Hartalega Speak Up),
which are available in multiple languages (i.e. English, Bahasa
Malaysia, Burmese, Bengali and Nepali).

Hartalega has had no governance issues in the past. The only
related party transactions were the dividend and interest income
received from subsidiaries.

The growth of the Group has been organic and hence, no
business acquisitions.

Its products have never been reprimanded by the authorities or
its customers.

1Risk Rating & Score - derived by Sustainalytics and assesses the company’s exposure to unmanaged ESG risks. Scores range between 0 - 50 in order of increasing
severity with low/high scores & ratings representing negligible/significant risk to the company’s enterprise value, respectively, from ESG-driven financial impacts. 2Score
Momentum - indicates changes to the company's score since the last update - a negative integer indicates a company’s improving risk score; a positive integer indicates
a deterioration. 3Controversy Score - reported periodically by Sustainalytics in the event of material ESG-related incident(s), with the impact severity scores of these
events ranging from Category 0-5 (0 - no reports; 1 - negligible risks; ...; 5 - poses serious risks & indicative of potential structural deficiencies at the company).
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Harta: Historical 1-year forward PER mean (2014-2018; pre-Covid-19)
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Source: Bloomberg, Company, Maybank Kim Eng (chart)

Upside risks

(i) USA reinstates the punitive import tariffs on China’s exam and non-medical
gloves, which may result in China losing competitive edges and market share in
the US. Presently, the import tariff on China’s runner examination gloves has
reduced to zero (from 7.5% under the ‘Phase 1’ trade deal in Jan 2020 - the
original import tariff was 15% in Sep 2019), (ii) Raw material prices decline faster
than ASP, (iii) Higher demand/consumption for gloves from non-healthcare
industries post pandemic.
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FYE 31 Mar FY20A FY21A FY22E FY23E FY24E
Key Metrics

P/E (reported) (x) 41.4 15.7 5.8 30.2 28.1
Core P/E (x) 52.9 10.3 5.8 30.2 28.1
Core FD P/E (x) 53.2 10.3 5.8 30.4 28.3
P/BV (x) 9.1 6.1 3.1 3.0 2.9
P/NTA (x) 9.2 6.2 3.1 3.0 2.9
Net dividend yield (%) 1.1 5.6 10.0 1.9 2.1
FCF yield (%) 2.8 10.1 13.7 3.8 1.4
EV/EBITDA (x) 31.7 6.9 3.6 16.2 14.9
EV/EBIT (x) 38.4 7.2 3.7 19.9 18.6
INCOME STATEMENT (MYR m)

Revenue 2,924.3 6,695.9 7,683.0 3,910.5 4,442.5
EBITDA 724.2 4,064.5 4,754.6 1,032.1 1,123.6
Depreciation (125.1) (137.4) (164.9) (192.4) (219.9)
Amortisation 0.0 0.0 0.0 0.0 0.0
EBIT 599.1 3,927.1 4,589.6 839.7 903.7
Net interest income /(exp) (7.6) (0.9) 23.8 30.2 31.9
Associates & JV 0.0 0.0 0.0 0.0 0.0
Exceptionals 0.0 (90.0) 0.0 0.0 0.0
Other pretax income 0.0 0.0 0.0 0.0 0.0
Pretax profit 556.3 3,813.4 4,613.4 869.9 935.6
Income tax (120.4) (909.8) (1,107.2) (200.1) (215.2)
Minorities (1.1) (18.2) (21.4) 4.1) (4.4)
Discontinued operations 0.0 0.0 0.0 0.0 0.0
Reported net profit 434.8 2,885.4 3,484.8 665.7 716.0
Core net profit 434.8 2,975.4 3,484.8 665.7 716.0
BALANCE SHEET (MYR m)

Cash & Short Term Investments 305.0 2,668.7 3,337.5 3,753.9 3,662.2
Accounts receivable 503.1 1,065.5 1,222.6 622.3 707.0
Inventory 276.1 646.7 742.1 377.7 429.1
Reinsurance assets 0.0 0.0 0.0 0.0 0.0
Property, Plant & Equip (net) 2,002.1 2,156.4 2,541.5 2,899.0 3,229.1
Intangible assets 28.8 32.6 32.6 32.6 32.6
Investment in Associates & JVs 0.0 0.0 0.0 0.0 0.0
Other assets 202.5 262.1 262.1 262.1 262.1
Total assets 3,317.6 6,832.1 8,138.3 7,947.6 8,322.0
ST interest bearing debt 85.4 105.0 105.0 105.0 105.0
Accounts payable 276.0 1,059.3 970.3 493.9 561.0
Insurance contract liabilities 0.0 0.0 0.0 0.0 0.0
LT interest bearing debt 188.6 241.7 141.7 141.7 141.7
Other liabilities 223.0 427.0 427.0 427.0 427.0
Total Liabilities 773.0 1,833.0 1,644.0 1,167.6 1,234.8
Shareholders Equity 2,541.0 4,974.8 6,448.7 6,730.3 7,033.1
Minority Interest 3.6 24.2 45.6 49.7 54.1
Total shareholder equity 2,544.6 4,999.0 6,494.3 6,780.0 7,087.2
Total liabilities and equity 3,317.6 6,832.1 8,138.3 7,947.6 8,322.0
CASH FLOW (MYR m)

Pretax profit 556.3 3,813.4 4,613.4 869.9 935.6
Depreciation & amortisation 125.1 137.4 164.9 192.4 219.9
Adj net interest (income)/exp 7.6 0.9 (23.8) (30.2) (31.9)
Change in working capital (20.3) (146.6) (341.5) 488.3 (68.8)
Cash taxes paid (72.7) (730.8) (1,107.2) (200.1) (215.2)
Other operating cash flow 59.7 13.3 0.0 0.0 0.0
Cash flow from operations 655.7 3,087.7 3,305.9 1,320.3 839.6
Capex (3.1) (2.2) (550.0) (550.0) (550.0)
Free cash flow 652.6 3,085.5 2,755.9 770.3 289.6
Dividends paid (249.0) (604.2) (2,010.9) (384.2) (413.2)
Equity raised / (purchased) 0.0 0.0 0.0 0.0 0.0
Change in Debt (78.1) 80.9 (100.0) 0.0 0.0
Other invest/financing cash flow (170.9) (204.6) 23.8 30.2 31.9
Effect of exch rate changes 0.0 0.0 0.0 0.0 0.0
Net cash flow 154.6 2,357.6 668.8 416.4 91.7)
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Hartalega

FYE 31 Mar FY20A FY21A FY22E FY23E FY24E
Key Ratios

Growth ratios (%)

Revenue growth 3.4 129.0 14.7 (49.1) 13.6
EBITDA growth 7.6 461.2 17.0 (78.3) 8.9
EBIT growth 5.2 555.5 16.9 (81.7) 7.6
Pretax growth 1.0 585.6 21.0 (81.1) 7.5
Reported net profit growth (4.5) 563.6 20.8 (80.9) 7.5
Core net profit growth (4.5) 584.3 17.1 (80.9) 7.5
Profitability ratios (%)

EBITDA margin 24.8 60.7 61.9 26.4 25.3
EBIT margin 20.5 58.6 59.7 21.5 20.3
Pretax profit margin 19.0 57.0 60.0 22.2 21.1
Payout ratio 57.7 59.5 57.7 57.7 57.7
DuPont analysis

Net profit margin (%) 14.9 43.1 45.4 17.0 16.1
Revenue/Assets (x) 0.9 1.0 0.9 0.5 0.5
Assets/Equity (x) 1.3 1.4 1.3 1.2 1.2
ROAE (%) 18.1 76.8 61.0 10.1 10.4
ROAA (%) 13.8 58.6 46.6 8.3 8.8
Liquidity & Efficiency

Cash conversion cycle 60.6 15.3 12.6 62.9 39.9
Days receivable outstanding 59.2 42.2 53.6 84.9 53.9
Days inventory outstanding 45.5 60.2 88.9 71.5 45.3
Days payables outstanding 441 87.1 129.9 93.5 59.3
Dividend cover (x) 1.7 1.7 1.7 1.7 1.7
Current ratio (x) 2.7 3.1 4.1 5.7 5.4
Leverage & Expense Analysis

Asset/Liability (x) 4.3 3.7 5.0 6.8 6.7
Net gearing (%) (incl perps) net cash net cash net cash net cash net cash
Net gearing (%) (excl. perps) net cash net cash net cash net cash net cash
Net interest cover (x) 78.6 nm na na na
Debt/EBITDA (x) 0.4 0.1 0.1 0.2 0.2
Capex/revenue (%) 0.1 0.0 7.2 14.1 12.4
Net debt/ (net cash) (31.0) (2,322.0) (3,090.8) (3,507.2) (3,415.5)

Source: Company; Maybank
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Kossan Rubber Industries «rimk)

ASP downtrend to continue

Challenging ASP outlook; D/G to SELL

We believe Kossan’s strong 1H21 earnings performance will not be
sustainable as ASP has been trending down since May 2021 on rising
competition, especially in the nitrile glove segment. We lower our FY21-
23 earnings forecasts by -1% to -76% on lower utilisation rates and ASP
assumptions. We downgrade Kossan to SELL with a new TP of MYR1.86
(from MYR3.16) on a lower 17.7x CY23 PER or -1SD of historical mean
(from -0.5SD of mean), in line with our valuation basis for Top Glove and
Hartalega.

ASP expected to return to pre-Covid level in 2022

Industry players have been guiding for a weaker ASP outlook since 2Q21.
ASP is expected to decline -8% to -10% MoM (peak: USD130-140/k pcs in
early 2021 vs. c.USD40/k pcs in Sep 21) and could return to pre-Covid
levels of USD23-24/k pcs by mid-2022, representing a 42% decline from
the current level, in our view. Elsewhere, the sector is also facing other
challenges such as lower utilization rates and additional operating costs
on stricter SOPs as well as the labour shortage.

Strong competition from the Chinese glove makers

Aggressive capacity expansion by the Chinese glove makers would likely
lead to oversupply by 2023. To seize market share, the Chinese glove
makers are pricing their gloves competitively in Europe. According to
industry players, the Chinese glove makers are expected to contribute to
23% of the world’s glove supply by 2022 (from 16% now) while Malaysia’s
market share is expected to shrink to 60% in 2022, from 67%.

Earnings adjustments

We lower our FY22/23/24 earnings forecasts by -1.3%/-75.8%/-33.4% to
factor in: (i) lower utilisation rate of 70% (from 80%) for 4Q21, 80% for
FY22 and FY23 (from 85% and 93%, respectively) and (ii) lower FY22/23
blended ASP assumptions to USD26.4/22.7 (from USD47.8/28.7) per k
pcs. Post-earnings downgrade, our TP is lowered to MYR1.86 (from
MYR3.16) on a lower 17.7x CY23 PER (-1SD to historical mean).

FYE Dec (MYR m) FY19A FY20A FY21E FY22E FY23E
Revenue 2,217 3,654 7,224 3,602 3,457
EBITDA 383 1,510 3,790 632 506
Core net profit 225 1,036 2,783 374 269
Core EPS (sen) 8.8 40.5 108.8 14.6 10.5
Core EPS growth (%) 12.5 361.3 168.5 (86.6) (28.1)
Net DPS (sen) 3.0 14.0 37.6 5.1 3.6
Core P/E (x) 23.7 11.1 2.2 16.0 22.3
P/BV (x) 3.7 4.8 1.4 1.3 1.3
Net dividend yield (%) 1.4 3.1 16.1 2.2 1.6
ROAE (%) 16.4 57.0 84.4 8.6 5.9
ROAA (%) 10.0 35.0 59.9 6.7 4.9
EV/EBITDA (x) 15.0 7.3 1.2 6.2 7.5
Net gearing (%) (incl perps) 27.7 net cash net cash net cash net cash
Consensus net profit - 3,107 942 524
MKE vs. Consensus (%) - - (10.4) (60.3) (48.7)

Wong Wei Sum, CFA
weisum@maybank-ib.com
(603) 2297 8679

Maybank B Research

SELL

[Prior:HOLD]

Share Price MYR 2.34
12m Price Target MYR 1.86 (-19%)
Previous Price Target MYR 3.16

Company Description

Kossan is among the world's biggest glove producers
with production highly concentrated in the nitrile
segment.

Statistics
52w high/low (MYR) 8.13/2.24
3m avg turnover (USDm) 4.3
Free float (%) 42.7
Issued shares (m) 2,558
Market capitalisation MYR6.0B
USD1.4B
Major shareholders:
Kossan Holdings Malaysia Sdn. Bhd. 47.0%
Employees Provident Fund 8.6%
Public Mutual Bhd. 3.0%
Price Performance
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= Kossan Rubber - (LHS, MYR)
Kossan Rubber / Kuala Lumpur Composite Index - (RHS, %)
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Absolute (%) (21) (23) (35)
Relative to index (%) (20) (26) (37)

Source: FactSet
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Business Model & Industry Issues

@ Maybank B Research

Risk Rating & Score' 20.0 (Medium)

Score Momentum? N/A

Last Updated 11 Aug 2021
Controversy Score? 3 - Human rights (employee
(Updated: 20 July 2021) incidents)

Similar to the other glove players, Kossan relies on the migrant workers for the production of its gloves. Given the ever-changing
regulations and standards on workers’ welfare, the industry faces rising social compliance cost.

Backed by its strong balance sheet and technological know-how, we think Kossan would be able to raise its automation and efficiency
across its entire operation. This would result in higher productivity, lower headcount and better cost competitiveness (vs. the smaller

peers).

Kossan frequently attends to social audits by its customers and maintains its Supplier (B) membership in SEDEX. However, improved
disclosures on its environmental impacts and targets would be well-received. Additionally, a more diversified board composition (i.e.
more Independent Non-Executive Directors and female representation) would increase its corporate governance quality.

Material E issues

Applies an Environmental Management System Framework across
all its plants to ensure standardised and systematic workflows.
Out of its total 23 plants, 2 of its TRP plants are ISO 14001:2015
certified (internationally recognised standards for environmental
responsibilities).

Effluent discharge - Complies with local regulations and maintains
Standard B rating.

Natural gas - Undertake various energy-saving measures such as
optimal manufacturing line operations and temperature, heat
recovery and recycling, heat loss reduction and heat
conservation.

Solar energy - In Dec 19, installed solar panels at its Plant 19,
which could generate 315.58kWh per million gloves. Moving
forward, more solar panels will be installed.

Material S issues

Labour practices - Kossan hires c.4,000 migrant workers. The
migrant workers hold their own passports, have unrestricted
freedom of movement during working or non-working hours and
are free to resign at any time without any penalty.

Minimum wage - Complies with the local statutory monthly
minimum wage.

Overtime - Workers are not allowed to work more than 104 hours
a month, as stipulated by the local regulation.

Zero-Cost Recruitment Policy - Since May 19, all recruitment fees
and associated costs (i.e. passports, documentation, approvals,
medical check-ups, travelling) are fully-borne by Kossan. For
workers that have already paid recruitment fees prior to May 19,
Kossan has set aside a total sum of MYR50m as remediation fees
and has started reimbursing the workers since Nov 20 (to be paid
over 18 months).

Dormitories - Complies with Malaysia’s regulation (Act 446), which
stipulates minimum space of 46 sq. ft. per worker and is also
higher than the International Labour Organisation’s (ILO) standard
of 36 sq. ft. per worker.

Covid-19 screening of workers - To undertake sampling testing
every 2 weeks to ensure fast containment.

Key G metrics and issues

Out of the total 9 members on the board, only 3 members are
Independent Non-Executive Directors (INEDs). This represents
33% of the board and is below the minimum requirement of 50%.
Kossan will review the composition of the board annually with a
view to achieving compliance.

None of the INEDs have served more than 9 years on the board.
There is only 1 female member on the board, representing 11%
of the board and below the minimum requirement of 30%. Going
forward, Kossan will place gender diversity as one of the
considerations for new appointments to the board.

Its Audit, Risk Management, and Nomination Committees are
chaired by INEDs.

The Chairman, Mohamed Shafeii Bin Abdul Gaffoor, is an INED.
The MD/CEO is Tan Sri Dato’ Lim Kuang Sia and his total
remuneration was MYR6m in FY19 (or 3% of FY19 net profit).
Together with his family, the Lim family holds a 47% stake in
Kossan.

In FY19, the remuneration package for the board was MYR13m
(or 6% of FY19 net profit).

KPMG has been Kossan’s external auditor for more than 10 years.
Related party transactions (RPTs) have been insignificant to the
group. In FY19, Kossan paid a total of MYR8m (<1% of total costs)
to related parties, mainly for the lease and purchases of
consumables. It also received MYR18m (<1% of total revenue)
from related parties, mainly for the management fee and rental
income.

Kossan also has Whistle-Blowing Policy in place.

1Risk Rating & Score - derived by Sustainalytics and assesses the company’s exposure to unmanaged ESG risks. Scores range between 0 - 50 in order of increasing
severity with low/high scores & ratings representing negligible/significant risk to the company’s enterprise value, respectively, from ESG-driven financial impacts. 2Score
Momentum - indicates changes to the company's score since the last update - a negative integer indicates a company’s improving risk score; a positive integer indicates
a deterioration. 3Controversy Score - reported periodically by Sustainalytics in the event of material ESG-related incident(s), with the impact severity scores of these
events ranging from Category 0-5 (0 - no reports; 1 - negligible risks; ...; 5 - poses serious risks & indicative of potential structural deficiencies at the company).

October 11, 2021
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Kossan Rubber Industries

Kossan: Historical 1-year forward PER mean (2014-2018; pre-

Covid-19)
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Upside risks

(i) USA reinstates the punitive import tariffs on China’s exam and non-medical
gloves, which may result in China losing competitive edges and market share in
the US. Presently, the import tariff on China’s runner examination gloves has
reduced to zero (from 7.5% under the ‘Phase 1’ trade deal in Jan 2020 - the
original import tariff was 15% in Sep 2019), (ii) Raw material prices to decline
faster than ASP, (iii) Higher demand/consumption for gloves from non-healthcare

industries post pandemic.

October 11, 2021
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Kossan Rubber Industries

FYE 31 Dec FY19A FY20A FY21E FY22E FY23E
Key Metrics

P/E (reported) (x) 22.6 11.4 2.2 16.0 22.3
Core P/E (x) 23.7 1.1 2.2 16.0 22.3
P/BV (x) 3.7 4.8 1.4 1.3 1.3
P/NTA (x) 3.7 4.8 1.4 1.3 1.3
Net dividend yield (%) 1.4 3.1 16.1 2.2 1.6
FCF yield (%) 1.6 8.1 29.7 15.0 2.5
EV/EBITDA (x) 15.0 7.3 1.2 6.2 7.5
EV/EBIT (x) 20.0 7.9 1.3 8.1 11.3
INCOME STATEMENT (MYR m)

Revenue 2,217.2 3,653.5 7,224.2 3,601.5 3,457.0
EBITDA 383.4 1,510.5 3,789.5 631.5 505.9
Depreciation (95.7) (110.1) (126.8) (150.1) (170.1)
Amortisation 0.0 0.0 0.0 0.0 0.0
EBIT 287.7 1,400.3 3,662.8 481.4 335.8
Net interest income /(exp) (11.3) (6.5) 6.1 18.2 25.4
Associates & JV 0.0 0.0 0.0 0.0 0.0
Exceptionals 0.0 50.7 0.0 0.0 0.0
Other pretax income 0.0 0.0 0.0 0.0 0.0
Pretax profit 276.4 1,444.6 3,668.9 499.7 361.2
Income tax (48.5) (352.0) (880.5) (119.9) (86.7)
Minorities 3.2) (5.5) (5.5) (5.5) (5.5)
Discontinued operations 0.0 0.0 0.0 0.0 0.0
Reported net profit 224.7 1,087.1 2,782.8 374.2 269.0
Core net profit 224.7 1,036.3 2,782.8 374.2 269.0
BALANCE SHEET (MYR m)

Cash & Short Term Investments 162.9 1,089.2 1,810.5 2,495.7 2,479.0
Accounts receivable 432.9 629.6 1,385.5 690.7 663.0
Inventory 324.5 444.0 989.6 493.4 473.6
Reinsurance assets 0.0 0.0 0.0 0.0 0.0
Property, Plant & Equip (net) 1,398.0 1,268.3 1,391.5 1,591.4 1,721.3
Intangible assets 4.9 4.9 4.9 4.9 4.9
Investment in Associates & JVs 0.0 0.0 0.0 0.0 0.0
Other assets 22.1 138.5 138.5 138.5 138.5
Total assets 2,345.4 3,574.6 5,720.6 5,414.6 5,480.3
ST interest bearing debt 392.9 447.8 347.8 247.8 147.8
Accounts payable 249.1 431.8 851.1 394.7 378.8
Insurance contract liabilities 0.0 0.0 0.0 0.0 0.0
LT interest bearing debt 172.3 107.0 107.0 107.0 107.0
Other liabilities 77.0 174.0 174.0 174.0 174.0
Total Liabilities 891.3 1,160.2 1,479.4 923.0 807.2
Shareholders Equity 1,427.1 2,385.6 4,206.9 4,451.8 4,627.8
Minority Interest 27.0 28.7 34.3 39.8 45.3
Total shareholder equity 1,454.1 2,414.4 4,241.1 4,491.6 4,673.1
Total liabilities and equity 2,345.4 3,574.6 5,720.6 5,414.6 5,480.3
CASH FLOW (MYR m)

Pretax profit 276.4 1,444.6 3,668.9 499.7 361.2
Depreciation & amortisation 95.7 110.1 126.8 150.1 170.1
Adj net interest (income)/exp 11.3 6.5 (6.1) (18.2) (25.4)
Change in working capital (13.1) (140.7) (882.2) 734.6 31.7
Cash taxes paid (62.5) (352.0) (880.5) (119.9) (86.7)
Other operating cash flow 3.3 32.2 0.0 0.0 0.0
Cash flow from operations 311.1 1,100.7 2,026.8 1,246.3 450.9
Capex (224.8) (171.5) (250.0) (350.0) (300.0)
Free cash flow 86.3 929.1 1,776.8 896.3 150.9
Dividends paid (115.2) (115.4) (961.6) (129.3) (92.9)
Equity raised / (purchased) 0.0 0.0 0.0 0.0 0.0
Change in Debt 58.4 (10.5) (100.0) (100.0) (100.0)
Other invest/financing cash flow (12.9) 137.5 6.1 18.2 25.4
Effect of exch rate changes 0.0 0.0 0.0 0.0 0.0
Net cash flow 16.6 926.9 721.3 685.2 (16.7)
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Kossan Rubber Industries

FYE 31 Dec FY19A FY20A FY21E FY22E FY23E
Key Ratios

Growth ratios (%)

Revenue growth 3.6 64.8 97.7 (50.1) (4.0)
EBITDA growth 12.4 293.9 150.9 (83.3) (19.9)
EBIT growth 8.8 386.8 161.6 (86.9) (30.3)
Pretax growth 10.9 422.7 154.0 (86.4) (27.7)
Reported net profit growth 12.5 383.9 156.0 (86.6) (28.1)
Core net profit growth 12.5 361.3 168.5 (86.6) (28.1)
Profitability ratios (%)

EBITDA margin 17.3 41.3 52.5 17.5 14.6
EBIT margin 13.0 38.3 50.7 13.4 9.7
Pretax profit margin 12.5 39.5 50.8 13.9 10.4
Payout ratio 34.2 32.9 34.6 34.6 34.6
DuPont analysis

Net profit margin (%) 10.1 29.8 38.5 10.4 7.8
Revenue/Assets (x) 0.9 1.0 1.3 0.7 0.6
Assets/Equity (x) 1.6 1.5 1.4 1.2 1.2
ROAE (%) 16.4 57.0 84.4 8.6 5.9
ROAA (%) 10.0 35.0 59.9 6.7 4.9
Liquidity & Efficiency

Cash conversion cycle 82.6 59.3 58.4 118.7 82.7
Days receivable outstanding 70.6 52.3 50.2 103.8 70.5
Days inventory outstanding 58.4 60.6 78.1 93.6 60.9
Days payables outstanding 46.4 53.7 69.9 78.6 48.7
Dividend cover (x) 2.9 3.0 2.9 2.9 2.9
Current ratio (x) 1.5 2.4 3.4 5.4 6.4
Leverage & Expense Analysis

Asset/Liability (x) 2.6 3.1 3.9 5.9 6.8
Net gearing (%) (incl perps) 27.7 net cash net cash net cash net cash
Net gearing (%) (excl. perps) 27.7 net cash net cash net cash net cash
Net interest cover (x) 25.4 nm na na na
Debt/EBITDA (x) 1.5 0.4 0.1 0.6 0.5
Capex/revenue (%) 10.1 4.7 3.5 9.7 8.7
Net debt/ (net cash) 402.3 (534.4) (1,355.7) (2,140.9) (2,224.3)

Source: Company; Maybank
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES

DISCLAIMERS

This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation
of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions
or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different
methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns
may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does
not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek
financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report.

The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its
subsidiary and affiliates (collectively, “MKE") and consequently no representation is made as to the accuracy or completeness of this report by MKE and it should not be relied upon as such.
Accordingly, MKE and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct, indirect or consequential
losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior
notice.

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”,
“forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such
forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to
differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims
any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances af ter the date of this publication or to reflect the occurrence of
unanticipated events.

MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or
invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or holding, or
other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in
the material presented in this report. One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report to the extent
permitted by law.

This report is prepared for the use of MKE's clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any form or
manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for the actions of third parties in this respect.

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. This report is for distribution only under such circumstances as may be permitted by applicable law.
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional
disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report.

Malaysia
Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations
apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis.

Singapore

This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank KERPL") in Singapore has no
obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact Maybank KERPL in Singapore in respect of any matters arising
from, or in connection with, this report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore
Securities and Futures Act), Maybank KERPL shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law.

Thailand
Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of Maybank Kim Eng Securities (Thailand)
Public Company Limited. Maybank Kim Eng Securities (Thailand) Public Company Limited (“MBKET”) accepts no liability whatsoever for the actions of third parties in this respect.

Due to different characteristics, objectives and strategies of institutional and retail investors, the research products of MBKET Institutional and Retail Research departments may differ in
either recommendation or target price, or both. MBKET reserves the rights to disseminate MBKET Retail Research reports to institutional investors who have requested to receive it. If you
are an authorised recipient, you hereby tacitly acknowledge that the research reports from MBKET Retail Research are first produced in Thai and there is a time lag in the release of the
translated English version.

The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and
Exchange Commission. The survey of the 10D is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the
public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside
information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. MBKET does
not confirm nor certify the accuracy of such survey result.

The disclosure of the Anti-Corruption Progress Indicators of a listed company on the Stock Exchange of Thailand, which is assessed by Thaipat Institute, is made in order to comply with the
policy and sustainable development plan for the listed companies of the Office of the Securities and Exchange Commission. Thaipat Institute made this assessment based on the information
received from the listed company, as stipulated in the form for the assessment of Anti-corruption which refers to the Annual Registration Statement (Form 56-1), Annual Report (Form 56-2),
or other relevant documents or reports of such listed company. The assessment result is therefore made from the perspective of Thaipat Institute that is a third party. It is not an assessment
of operation and is not based on any inside information. Since this assessment is only the assessment result as of the date appearing in the assessment result, it may be changed after that
date or when there is any change to the relevant information. Nevertheless, MBKET does not confirm, verify, or certify the accuracy and completeness of the assessment result.

us

This third-party research report is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended)
only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All
responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. This report is not directed at you if MKE is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material
concerning investments to you under relevant legislation and regulations. All U.S. persons receiving and/or accessing this report and wishing to effect transactions in any security mentioned
within must do so with: Maybank Kim Eng Securities USA Inc. 400 Park Avenue, 11th Floor, New York, New York 10022, 1-(212) 688-8886 and not with, the issuer of this report.
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UK

This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Conduct Authority and is for
Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any
inclusion of a third party link is for the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the
individuals own risk. Nothing in this report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own
independent tax advisers.

DISCLOSURES

Legal Entities Disclosures

Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938- H) which is a Participating Organization of Bursa Malaysia Berhad and a holder of
Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This report is distributed in Singapore by Maybank KERPL (Co. Reg No 198700034E) which is
regulated by the Monetary Authority of Singapore. Indonesia: PT Maybank Kim Eng Securities (“PTMKES”) (Reg. No. KEP-251/PM/1992) is @ member of the Indonesia Stock Exchange and is
regulated by the Financial Services Authority (Indonesia). Thailand: MBKET (Reg. No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of
Finance and the Securities and Exchange Commission. Philippines: Maybank ATRKES (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities
and Exchange Commission. Vietnam: Maybank Kim Eng Securities Limited (License Number: 117/GP-UBCK) is licensed under the State Securities Commission of Vietnam. Hong Kong: KESHK
(Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: Kim Eng Securities India Private Limited (“KESI") is a participant of the National Stock Exchange of
India Limited and the Bombay Stock Exchange and is regulated by Securities and Exchange Board of India (“SEBI”) (Reg. No. INZ000010538). KESI is also registered with SEBI as Category 1
Merchant Banker (Reg. No. INM 000011708) and as Research Analyst (Reg No: INH000000057) US: Maybank KESUSA is a member of/ and is authorized and regulated by the FINRA - Broker ID
27861. UK: Maybank KESL (Reg No 2377538) is authorized and regulated by the Financial Conduct Authority.

Disclosure of Interest

Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further act as market maker or may
have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment banking services, advisory and other services for or relating to
those companies.

Singapore: As of 11 October 2021, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research report.

Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the research report. Therefore,
Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected parties and/or employees may from time to time have
interests and/or underwriting commitments in the securities mentioned in this report.

Hong Kong: As of 11 October 2021, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report.

India: As of 11 October 2021, and at the end of the month immediately preceding the date of publication of the research report, KESI, authoring analyst or their associate / relative does not
hold any financial interest or any actual or beneficial ownership in any shares or having any conflict of interest in the subject companies except as otherwise disclosed in the research
report.

In the past twelve months KESI and authoring analyst or their associate did not receive any compensation or other benefits from the subject companies or third party in connection with the
research report on any account what so ever except as otherwise disclosed in the research report.

MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the
entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment concerned
or a related investment and may receive compensation for the services provided from the companies covered in this report.

OTHERS
Analyst Certification of Independence

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of the research analyst’s
compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report.

Reminder

Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and
assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and
forward interest and exchange rates), time to maturity, market conditions and volatility and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a
structured product should conduct its own analysis of the product and consult with its own professional advisers as to the risks involved in making such a purchase.

No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.

Definition of Ratings

Maybank Kim Eng Research uses the following rating system

BUY Return is expected to be above 10% in the next 12 months (including dividends)
HOLD Return is expected to be between 0% to 10% in the next 12 months (including dividends)
SELL Return is expected to be below 0% in the next 12 months (including dividends)

Applicability of Ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only
applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment
ratings as we do not actively follow developments in these companies.
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