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4Q09 Results Review
Kossan Rubber Industries Bhd Reiterate TRADING BUY
Starting with a clean sheet Increased Target Price (TP): RM8.40 (from RM8.26)
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Business improved for both glove and technical rubber products (TRP) divisions, which grew +5.5%qoq and
+33.6%q0q respectively in 4QFY09. This translated into 8.4%qoq growth in Kossan’s revenue to RM227.7m. For the
full year, Kossan’s revenue however declined by -6.7% to RM837m. This was due mainly to the lower average glove
selling prices in tandem with lower raw materials costs, and sluggish demand for TRP on economy slowdown. Note
also, the upgrading works of the old production lines and the fire incidents have caused a reduction of installed
capacity by approximately 1b pieces of glove. Glove business in term of volumes sold remained intact, declining by
only -0.4% to 8.45b pieces in FY09.

Margin improvement. Kossan’s normalised pre-tax margin expanded further in 4QFY09 to 21.3% from 3QFY09’s
15.3%. Better product mix, sales volume increase in nitrile gloves, and improved cost efficiency were the key factors.
Recovery in the output capacity of TRP division to almost 80% also boosted margin.

Expansion plans in FY10. Management guided that 16 new production lines are expected to start contributing in
3QFY10, adding about 1.6 to 1.8b pieces of gloves to the existing capacity of 9.2b pieces. The new capacity will be
allocated to produce nitrile glove. The projected contribution from nitrile glove segment is 40% of the total glove
division sales in FY10, higher than FY09’s 32.2%. All in, management expects to sell 9.5b pieces of glove at 90%

production utilisation rate. —
Revenue (RM’'m) 702.6 897.2 837.0 957.4
EBIT (RM’'m) 68.6 83.4 96.5 144.4
Pretax Profit (RM’m) 58.3 72.9 87.4 133.7
Net Profit (RM'm) 55.1 58.6 66.8 103.4
EPS (sen) 34.4 36.7 41.8 64.6
EPS growth (%) 19.7% 6.5% 13.9% 54.8%
PER(x) 19.9 18.7 16.4 10.6
Net Dividend (sen) 7.0 5.1 8.4 12.9
Net Dividend Yield (%) 1.0% 0.7% 1.2% 1.9%

Source: Company, Forecasts by MIDFR *including one-off items

KINDLY REFER TO THE LAST PAGE OF THIS PUBLICATION FOR IMPORTANT DISCLOSURES
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Maintain TRADING BUY. We are revising upwards our FY10 EPS forecast by +1.7% to 64.6 sen, taking cue from the
higher pre-tax margin, but also partly offset by higher effective tax rate. We are maintaining our TRADING BUY call on

Kossan with higher TP of RM8.40 (RM8.26 previously), based on 13.0x revised EPS10. ra

Kossan: 4QFY09 RESULTS SUMMARY

FYE Dec (RM'm)

Revenue

Operating expenses

EBIT

Interest expenses
Pre-tax profit
Tax

Net profit

EPS (sen)

EBIT margin (%)
Tax rate (%)

Revenue Breakdown

Gloves

Technical rubber
products

Pre-tax Breakdown

Gloves

Technical rubber
products

Pre-tax _margin

Gloves

Technical rubber
products

Source: Company, MIDFR

Quarterly Results

4Q09 %YoY %QoQ

227.7 -4.6% 8.4%
-194.9 -10.4% 4.0%
33.8 55.8% 47.5%
-2.2 -24.8% 5.0%
31.6 68.3% 51.8%
-7.3 >100% 32.8%
24.0 50.9% 56.0%
15.0 50.9% 56.1%
+/- ppts +/- ppts

10.9% 1.6 1.3

26.5% 6.0 7.7
4Q09 %YoY %QoQ
199.1 -5.5% 5.5%
28.7 2.4% 33.6%
26.7 43.4% 39.4%
4.9 >100% >100%
+/- ppts +/- ppts

13.4% 4.6 3.3

16.9% 16.5 9.3

Cumulative
FY09 %YoY
837.0 -6.7%

-742.0 -9.2%

96.5 15.7%

-9.1 -13.1%

87.4 19.9%
-20.1 46.5%

66.8 13.9%

41.8 13.9%

10.3% 0.8
22.9% 2.7
FY09 %YoY
746.3 -4.0%
90.7 -21.4%
81.0 24.9%
6.4 -21.7%
10.8% 2.5
71% -0.0

o

Comments

Lower average selling price and sales
contraction for TRP sales for the full year.
Average latex price in 4QFY09 was
532.16 sen/kg as compared to 3QFY09’s
442.06 and 4QFY08’s 410.82.

FY09: 450.63 sen/kg vs FY08: 569.62
sen/kg.

Higher profitability per glove sold due to
higher production utilisation rate and
better cost efficiency.

Smaller tax allowance entitled.

As above.

Due to: (i) Lower average selling price as
lower raw materials prices; (i) Lower
sales volume as production interruption.

Due to slowdown in global auto industry
and economy, but showing improvement.

As above.

Annual margin backed to previous level.
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DISCLOSURES AND DISCLAIMER

This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (23878-X). It is for
distribution only under such circumstances as may be permitted by applicable law.

Readers should be fully aware that this report is for information purposes only. The opinions contained
in this report are based on information obtained or derived from sources that we believe are reliable.
MIDF AMANAH INVESTMENT BANK BERHAD makes no representation or warranty, expressed or
implied, as to the accuracy, completeness or reliability of the information contained therein and it should
not be relied upon as such.

This report is not, and should not be construed as, an offer to buy or sell any securities or other financial
instruments. The analysis contained herein is based on numerous assumptions. Different assumptions
could result in materially different results. All opinions and estimates are subject to change without
notice. The research analysts will initiate, update and cease coverage solely at the discretion of MIDF
AMANAH INVESTMENT BANK BERHAD.

The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD may
have interest in any of the securities mentioned and may benefit from the information herein. Members
of the MIDF Group and their affiliates may provide services to any company and affiliates of such
companies whose securities are mentioned herein This document may not be reproduced, distributed or
published in any form or for any purpose.

MIDF AMANAH INVESTMENT BANK : GUIDE TO RECOMMENDATIONS
STOCK RECOMMENDATIONS

BUY Total return is expected to be >15% over the next 12 months.
TRADING BUY Stock price is expected to rise by >15% within 3-months after a Trading Buy rating has been
assigned due to positive newsflow.
NEUTRAL Total return is expected to be between -15% and +15% over the next 12 months.
SELL Total return is expected to be <15% over the next 12 months.

Stock price is expected to fall by >15% within 3-months after a Trading Sell rating has been

TRADING SELL ; .
assigned due to negative newsflow.

SECTOR RECOMMENDATIONS

OVERWEIGHT The sector is expected to outperform the overall market over the next 12 months.
NEUTRAL The sector is to perform in line with the overall market over the next 12 months.
UNDERWEIGHT The sector is expected to underperform the overall market over the next 12 months.



