% HongLeong Investment Bank

HLIB Research

PP 9484/12/2012 (031413)

Farah Diyana Kamaludin

FarahDiyana@hlib.hongleong.com.my

(603)2083 1719

B UY (Maintain)

25 August 2020
Newsbreak, Briefing & Results Review:

FY20

Karex

Target Price: RM1.20
Previously: RMO0.59
Current Price: RM1.07
Capital upside 11.9%
Dividend yield 0.3%
Expected total return 12.2%

Sector coverage: Rubber products

Company description: Karex is the largest
condom producer by volume in the world.

Share price

RM
12

—=——KAREX (LHS)

1.0
0.8
0.6
0.4
0.2

Pts

——KLCIRHS)  p00

2100
2000
1900
1800
1700
1600
1500
1400
1300

0.0

1200

Aug-19  Now19 Jan-20 Mar20 Jun-20 Aug-20

Historical retun (% ) ™ M 12M
Absolute 928 %.3  109.8
Relative 95.4 798 1153
Stock information

Bloomberg ticker KAREXMK
Bursa code 5247
Issued shares (m) 1,002
Market capitalisation (RM m) 1,073
3-mth average volume (‘000) 15,402
SC Shariah compliant No
Major shareholders

Karex One Ltd 18.4%
Goh Yin 7.8%
Goh Yen Yen 7.2%
Earnings summary

FYE (June) FY20 FY21f FY22
PATMI - core (RM m) 14 5.7 9.0
EPS -core (sen) 0.1 0.6 0.9
P/E (x) 1070.0 1872 1186

Turned profitable in FY20, venturing into

gloves

Karex’s 4QFY20 core PATMI RM5m brought FY20 core PATMI to RM1.4m. The
results came in above ours and consensus expectations. The deviation was due
to higher than expected other income. FY20’s revenue improved on the back of
completion of final social audits. FY21 is expected to perform better, driven by
increasing trend of ASPs, aided by smaller competition. Karex announced its
decision to venture into gloves. The planned new glove facility, will be in
Thailand with a total of 2.5bn pieces of capacity once fully completed. We
increase our FY21-22 earnings by +70%/+33% to reflect in higher estimated
revenue contribution and other income. In view of the positive results surprise
(which is a return to black) and promising FY21 outlook driven by improving
ASPs, coupled with the likely positive sentiment associated with their foray into
gloves, we raise our PB target from 1.2x to 2.4x (-0.25SD below 5 year mean).
Post earnings adjustments, our TP increase to RM1.20 (from RMO0.59). We
maintain BUY. Our TP is a function of 2.4x FY21 BVPS of 49.5 sen.

Above expectations. 4QFY20 core PATMI of RM5.0m (vs. -RM4.3m QoQ, -RM1.6m
YoY) brought FY20 core PATMI of RM1.4m (-51.5% YoY). Core PATMI was derived
after adjusting for net Els of -RM1.2m on unrealised foreign exchange gain (RM2.2m)
and provision on receivables (-RM3.3m). The results came in above ours and
consensus expectations at 144% and 197% respectively. The deviation was due to
higher-than-expected other income (+79% YoY).

Dividend. No dividend was declared.

Qo0Q. Revenue fell to RM91.1m (-8.1% QoQ) mainly due to lower contributions from
all 3 segments; Sexual Wellness (-5.7%), Medical (-32.7%) and Others (-27.3%)
segments. Overall, the decrease was due to the impact of limitations on operating
capacity from the extension of the MCO. Production wlume, export capabilities and
other supply chain disruptions compounded a challenging quarter for manufacturing
operations. PBT improved to RM4.3m (+>100% QoQ) mainly due to increase in other
income (+>100%) which includes complimentary goods for sexual health products (i.e.
toys, feminine hygiene wash). Core PATMI improved to RM5.0m (vs. -RM4.3m
3QFY20) despite higher tax expense (+>100% QoQ).

YoY. Revenue improved slightly (+2.2% YoY) backed by increased contribution from
Sexual Wellness (+4.9%) and Others segment (+3.6%), however this was offset by
lower contribution by Medical segment (-30.5%). PBT increase to RM4.3m (vs. -
RMO0.5m 4QFY19) aided by the increase in other income (+>100%). Core PATMI
improved to RM5.0m (vs. -RM1.6m 4QFY19) despite higher tax expense (+>100%
YoY).

FY20. Revenue of RM395.1m saw an increase (+4% YoY) that was mainly supported
by the Sexual Wellness segment (+4.6%) and Others segment (+21%), however this
was offset by lower contribution from Medical segment (-7.3%). This was partly
credited to the completion of the final social audits, which allowed customers to place
orders to replenish previously depleted stocks. PBT improved (+48.4% YoY) due to
higher other income (+79.5%) and lower other expenses (-92.9%). Hence, Karex
recorded a core PATMI of RM1.4m (-51.5% YoY) with a higher tax expense (+>100%
YoY).

Venturing into gloves. Karex announced it has decided to venture into
manufacturing and sale of gloves. Karex plans to establish a new manufacturing
facility to supplement its existing operations at Innolatex (Thailand) Limited in Hat Yai,
Thailand. Karex plans to start with 2 production lines by Jun 2021 with an estimated
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yearly production capacity of 500m pieces. The total planned capacity would be 2.5bn
pieces per annum, and the production lines will be gradually set up over the course of
the next 48 months.

Outlook. Karex is optimistic for a better FY21 supported by the increasing ASPs trend
mostly thanks to reduction in condom suppliers affected from Cowvid-19. The new
gloves manufacturing facility would be positive for Karex, however it is still too early to
make any assumptions on contributions.

Forecast. We increase our FY21-22 earnings by +70%/+33% (amid a low base) to
reflect in higher expected revenue contribution and other income.

Maintain BUY, TP: RM1.20. In view of the positive results surprise (which is a return
to black) and promising FY21 outlook driven by improving ASPs, coupled with the
likely positive sentiment associated with their foray into gloves, we raise our PB target
from 1.2x to 2.4x (-0.25SD below 5 year mean). Post eearnings adjustments, our TP
increases to RM1.20 (from RMO0.59). Our TP is a function of 2.4x FY21 BVPS of 49.5
sen. Maintain BUY.

Figure #1 Quarterly results comparison
FYE June (RM m) 4QFY19 3QFY20 4QFY20 QoQ (%) YoY (%) FY19 FY20 YoY (%)
Revenue 89.1 99.2 91.1 -8.1 22 379.9 395.1 4.0
EBITDA 4.0 4.8 8.6 79.9 >100 20.0 24.2 20.8
EBIT 0.5 0.6 48 >100 NM 4.2 75 77.3
PBT 0.5 0.0 4.3 >100 NM 38 5.6 484
PAT -1.0 0.4 26 NM NM 3.1 33 8.6
Reported PATMI -1.6 -1.1 1.4 NM NM 25 0.2 91.0
Core PATMI -1.6 4.3 5.0 NM NM 28 1.4 -51.5
Core EPS (sen) 0.2 0.4 0.5 NM NM 0.3 0.1 -51.5
EBITDA margin (%) 4.5 48 94 5.3 6.1
EBIT margin (% ) 05 0.6 5.3 1.1 1.9
PATMImargin (%) -1.8 4.3 55 0.7 0.3
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Figure #2 Financial forecast summary
FYE June (RM m) FY18 FY19 FY20 FY21f FY22f
Revenue 408.0 379.9 395.1 4446 4535
EBITDA 28.1 20.0 24.2 29.2 34.5
EBIT 14.0 4.2 75 10.7 15.4
PBT 14.3 3.8 5.6 8.9 13.7
PAT 10.2 3.1 33 6.3 9.6
PATMI - Reported 10.1 25 0.2 5.7 9.0
PATMI - Core 16.1 2.8 1.4 5.7 9.0
% change YoY — Core PATMI -37.8 -84.5 515 >100 +57.9
Core EPS (sen) 1.6 0.3 0.1 0.6 0.9
P/E (x) 66.9 356.7 1070.0 187.2 118.6
EV/EBITDA (x) 24.0 23.3 19.5 36.2 30.8
DPS (sen) 0.7 0.2 0.3 0.3 0.5
Yield (%) 0.7 0.2 0.3 0.3 04
BVPS (RM/share) 48.2 49.0 48.6 495 50.1
P/B (x) 2.2 2.2 2.2 2.2 2.1
ROE (%) 3.2 0.5 0.3 1.2 1.8
Net Gearing (%) N Cash N Cash N Cash N Cash N Cash
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Hong Leong Investment Bank Berhad (10209-W)

Disclaimer

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

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

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

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

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

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

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

This report may provide the addresses of, or contain hyperlinks to, websites. Hong Leong Investment Bank Berhad takes no responsibility for the content contained therein.
Such addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank Berhad own website material) are provided solely for your convenience.
The information and the content of the linked site do notin any way form part of this report. Accessing such website or following such link through the report or Hong Leong
Investment Bank Berhad website shall be at your own risk.

1. As of 25 August 2020, Hong Leong Investment Bank Berhad has proprietary interest in the following securiies covered in this report:
@) -

2. As of 25 August 2020, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securiies covered in this report:

@ -
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Hong Leong Investment Bank Berhad (10209-W)
Level 28, Menara Hong Leong,

No. 6, Jalan Damanlela,

Bukit Damansara,

50490 Kuala Lumpur

Tel: (603) 2083 1800
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Stockrating definitions

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

HOLD Expected absolute retum of -10% to +15% overthe next 12-months.

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

UNDER REVIEW Rating on the stock is temporarily under review which may or may not result to a change from the previous rating.
NOT RATED Stock is not or no longer within regular coverage.

Sectorrating definitions

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

The stock rating guidelines as stipulated above serves as a guiding principle to stock ratings. However, apart from the abovementioned quantitative definitions, other
qualitative measures and situational aspects will also be considered when ariving at the final stock rating. Stock rating may also be affected by the market capitalisation of
the individual stock under review.
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