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Malaysia Healthcare NEUTRAL .....
Not much to cheer for in 1H20

KPJ and Kossan: Attractive entry levels Analyst

Drug price control, a key overhang on private hospitals, could be off the Lee Yen Ling

table, but the certainty may only materialise from 2H20 onwards when (603) 2297 8691 .
alternative measure is being formally announced by the government. For lee.yl@maybank-ib.com

the glove sector, demand-supply environment is balanced for now and
glove players are able to adjust their ASPs to pass on the impact of a
Ringgit appreciation. Our BUY picks are KPJ and Kossan.

Hospitals: Fortis’ court hearing, drug price control

Two key events to watch: (i) Fortis’ court hearing on 3 Feb 2020. A
positive outcome i.e. a ruling that Fortis did not violate its “status quo”
court order, could see IHH’s share price re-rate; and (ii) The proposed
drug price control (Phase 1), which was expected to take place in early-
2020, may not materialise after all, potentially because the drug prices
at Malaysia are already fair vs. comparable countries. Instead, the
private hospitals could be required to publish their prices. A formal
announcement of the latter by the Ministry of Health would remove the
overhang on KPJ.
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Gloves: Balanced demand-supply for now

Demand-supply is balanced presently, and the glove manufacturers have
been able to raise ASPs (c.+1%) to pass on the higher minimum wage (+9%
from Jan 2020). Hence, the current operating environment would allow
the glove players to adjust their ASPs to pass on the recent weakness in
USD vs. MYR (-2% in 1 month). However, we note that the global glove
purchases have picked up strongly since Sep 2019 and there is the risk of
glove purchasers overstocking in 4Q19-1Q20. Hence, we caution that a
temporary supply surplus may take place in 2Q20. For 2020, we estimate
that the effective capacity growth from the Global Top 5 players is 15%
(2019: 8%), with bulk of the new capacity commencing in 1H20.

Sector top BUYs

We have a BUY rating on KPJ: we project EPS growth of 4% in FY20E and
10% in FY21E, underpinned by its fast bed capacity growth of 8% in FY20E
(FY19E: +3%). Our SOP-based TP of MYR1.05 is also conservative,
implying 10x EV/EBITDA (-1SD to 5-year mean) as we impute for the drug
price control concern. We also have a BUY rating on Kossan, on (i) we
project EPS growth of 15% in FY20E on its sales volume growth of 16% in
FY20E and stable margin as we expect its higher productivity to offset
the potential ASP pressure; and (ii) its 12M forward P/E of 21x (mean:
22x, +1SD to mean: 27x) is a 21-46% discount to Top Glove/Hartalega.

Healthcare sector - Peer valuation summary

Stock Rec Shr px Mkt cap TP PER (x) PER(x) PER(x) PBV (x) PBV (x) ROE (%) ROE (%) Net(g):)eld
(MYR) (MYRm) (MYR) CY18A CY19E CY20E CY19E CY20E CY19E CY20E CY19E
IHH Hold 5.68 49,836.3 5.80 45.8 55.1 46.2 2.2 2.1 4.0 4.7 0.5
KPJ Buy 0.95 4,063.0 1.05 22.6 25.0 23.8 2.0 1.9 8.5 8.5 1.9
Hartalega Hold 5.55 18,736.8 5.75 40.9 41.7 39.4 7.7 71 18.5 18.2 1.4
Top Glove Hold 4.82 12,339.3 4.75 29.6 31.0 26.6 4.6 4.2 15.9 17.0 1.7
Kossan Rubber Buy 4.23  5,409.9 4.85 27.1 24.0 20.9 3.7 3.3 15.5 16.1 1.7
Simple average 33.2 35.4 35.0 2.1 2.0 6.3 6.6 1.2
Source: Bloomberg, Maybank KE
THIS REPORT HAS BEEN PREPARED BY MAYBANK INVESTMENT BANK BERHAD PP16832/01/2013 (031128)

SEE PAGE 4 FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Risks. Key risks for the hospitals include: (i) inability to raise other non-regulated
charges in order to offset the lower drug revenue, in the event that drug price
control is implemented; (ii) shortage of healthcare workers faced by the whole
industry may result in higher staff cost for the hospital operators. Key risks for
the glove sector include: (i) a sharp drop in USD/MYR, which would adversely
impact earnings as glove ASPs are usually adjusted on a gradual basis; (ii)
undisciplined capacity expansion across the industry, which could lead to severe
supply overhang of gloves and heated ASP competition; (iii) China’s coronavirus
becomes highly-contagious will spur demand and earnings of glove players.

IHH: Average revenue per inpatient

@ Maybank IB Research

KPJ: Inpatient volume and average revenue per inpatient

Inpatient volume (LHS)

Singapore Malaysia e Turkey - .
MYR = Average revenue per inpatient: MYR (RHS)
No. of
14,000 1 inpatient MYR
12,000 - 350,000 - - 9,000
10,000 - 300,000 - - 8,000
250,000 - - 7,000

8,000 -

200,000 - - 6,000

6,000 -

150,000 - - 5,000

4,000 - 100,000 - - 4,000

2,000 - 50,000 - - 3,000

0 . . . . . . . . . . 0 —_—— 2,000
-~ o~ [aa] < n O ~ 0 [T L -~ o~ [aa} < n el ~ o] [FH) (7N
- — — - — - — - o~ S = - = - — - = = o O
T & R R R R R & g5 8 S & R 8 R R ] R g 8
o~ o~ o~ o~
Source: Company, Maybank KE Source: Company, Maybank KE
Gloves: New effective capacity for Global Top 5 Gloves: Effective capacity growth for Global Top 5
. Effective capacity: b pcs (LHS)
mSri Trang Supermax Kossan mHartalega mTop Glove « Effective capacity growth: % YoY (RHS)
b pcs b pcs
30 - 2018: +11.7b pcs (+3% YoY) 200 - - 18%
2019E: +13.6b pcs (+16% YoY) 180 - 15% - 16%
25 - 2020E: +24.2 pcs (+78% YoY) * °
. 160 - - 14%
20 - 140 - L 12%
120 - 9% 9% 8%

4 g - 10%
15 100 1 17% e * . . )
10 - 1 le ¢ [ 8%

I | - 6%
5 | I . ] - 4%
Al B B - 2
2015 2016 2017 2018 2019E 2020E r . . . . 0%

5 - 2015 2016 2017 2018 2019E  2020E

Note: Adjusted for timing of capacity

Note: Adjusted for timing of capacity

Source: Companies, Maybank KE Source: Companies, Maybank KE

Earnings sensitivity analysis

Company Revenue in USD COGS in USD Base assumption for FY20E Impact to NP from 1% chg in
(%) (%) (USD/MYR) USD/MYR (%)

Top Glove 98 35 4.10 4.5

Kossan 97 45 4.10 3.2

Hartalega 98 55 4.10 2.1

Source: Company, Maybank Kim Eng
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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.
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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 after 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 reports of MBKET Institutional and Retail Research Department may differ in
either recommendation or target price, or both. MBKET Retail Research is intended for retail investors (http://kelive.maybank-ke.co.th) while Maybank Kim Eng Institutional Research is
intended only for institutional investors based outside Thailand only.

The disclosure of the survey result of the Thai Institute of Directors Association (“I0D”) 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.
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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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