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Hartalega Holdings Berhad
Sprouting Green Shoots Of Recovery
Summary

· While 2QFY24 core net profit fell 2.3% yoy to RM27.7m, HARTA has returned to the black for the first time in past three quarters, driven improved operational landscape, coupled with lower raw material prices.
· Expect sequential and gradual recovery to stay pat in subsequent quarters on signs of improved demand.
· Re-iterate our SELL recommendation on HARTA with a higher target price of RM2.09 based on 1.5x to FY25F BV. 
Results Review

· Results review. While 2QFY24 core net profit fell 2.3% yoy to RM27.7m, HARTA has returned to the black for the first time in past three quarters, driven improved operational landscape, coupled with lower raw material prices. Revenue for the quarter, however, declined 22.7% yoy to RM452.1m on weaker ASP.

· Results below expectations. 6MFY24 core net loss at -RM24.8m remains a distance against our expectations of core net profit at RM70.1m as well as consensus forecasted net profit of RM33.9m. The variance was due to higher effective tax rate. Looking ahead, we expect sequential and gradual recovery on the back of cost rationalisation initiatives and lower raw material prices.

· Operations Highlights. During 2QFY24, HARTA recorded slight uptick in utilisation rate at 43.9% against 40.6% in the preceding quarter, on improved demand from North America, Asia and Oceania region. Raw material cost has also soften, allowing the group to return to the black. Looking ahead, we reckon that HARTA’s utilisation rate may bump towards 50.0% by end-FY24.

· Industry Highlights. We expect raw material prices to be turn slightly higher, due to signs of increase in feedstock price. Meanwhile, natural gas prices may continue to taper from the peak in October 2022. The overall gloves market remains challenging and may only see demand-supply equilibrium to take place in 2H24, at soonest.

· Outlook. We expect sequential and gradual recovery to stay pat in subsequent quarters ahead, as quantum of ASP normalisation turns fairly stable (currently at c.USD21/1,000pcs) given that global inventory level is closing towards the end of de-stocking phase. HARTA remains committed to improve operational efficiency by leveraging onto automation and new technologies. Meanwhile, decommissioning of Bestari Jaya plant is expected to be completed in mid-January 2024.

· Valuation. Trimmed our earnings forecast by 27.5% and 16.3% for FY24F and FY25F respectively to adjust for the higher effective tax rate. Re-iterate our SELL recommendation on HARTA, but with a higher target price of RM2.09 based on 1.5x of BV as we roll over our valuation metrics to FY25F.

· Risk. Stronger-than-expected demand and swifter-than-expected recovery in ASP. Exposure to foreign exchange risk and volatile purchase pattern.
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	RESEARCH RECOMMENDATION FRAMEWORK

	STOCK RECOMMENDATIONS
BUY: Total returns* are expected to exceed 10% within the next 12 months.
HOLD: Total returns* are expected to be within +10% to – 10% within the next 12 months.
SELL: Total returns* are expected to be below -10% within the next 12 months.
TRADING BUY: Total returns* are expected to exceed 10% within the next 3 months.
TRADING SELL: Total returns* are expected to be below -10% within the next 3 months.
*Capital gain + dividend yield

SECTOR RECOMMENDATIONS
OVERWEIGHT: The industry defined by the analyst is expected to exceed 10% within the next 12 months.
NEUTRAL: The industry defined by the analyst is expected to be within +10% to – 10% within the next 12 months.
UNDERWEIGHT: The industry defined by the analyst, is expected to be below -10% within the next 12 months.


	DISCLAIMER

	Disclaimer: The report is for internal and private circulation only and shall not be reproduced either in part or otherwise without the prior written consent of Apex Securities Berhad. The opinions and information contained herein are based on available data believed to be reliable. It is not to be construed as an offer, invitation or solicitation to buy or sell the securities covered by this report.

Opinions, estimates and projections in this report constitute the current judgment of the author. They do not necessarily reflect the opinion of Apex Securities Berhad and are subject to change without notice. Apex Securities Berhad has no obligation to update, modify or amend this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

Apex Securities Berhad does not warrant the accuracy of anything stated herein in any manner whatsoever and no reliance upon such statement by anyone shall give rise to any claim whatsoever against Apex Securities Berhad. Apex Securities Berhad may from time to time have an interest in the company mentioned by this report. This report may not be reproduced, copied or circulated without the prior written approval of Apex Securities Berhad.
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Revenue  452.1        584.6        (22.7)        440.0        2.7        1,430.2      892.1        (37.6)    

EBITDA 54.9          69.6          (21.1)        (25.8)        313.2     243.9        29.2          (88.0)    

Pre-tax profit 35.5          37.3          (4.7)         (44.7)        179.5     171.5        (9.2)          (105.4)  

Net profit 28.9          29.4          (1.9)         (51.2)        156.4     120.3        (22.3)         (118.5)  

Core net profit 27.7          28.3          (2.3)         (52.5)        152.8     116.6        (24.8)         (121.2)  

Core EPS (sen)   0.8           0.8           (2.3)         (1.5)          152.8     3.4           (0.7)          (121.2)  

EBITDA margin (%) 12.1          11.9          (5.9)          17.1          3.3          

PBT margin (%) 7.9           6.4           (10.2)        12.0          (1.0)         

Core PATMI margin (%)  6.1           4.8           (11.9)        8.2           (2.8)         
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Income Statement Balance Sheet

FYE Mar (RM m) FY21 FY22 FY23FY24FFY25F FYE Mar (RM m) FY21 FY22 FY23FY24FFY25F

Revenue 6703.57888.32409.62050.72227.5 Cash 2668.7 2378.1 1724.5 1609.9 1652.5

Gross Profit 4098.04795.1 318.9 512.7 556.9 Receivables 974.4 338.7 200.4 224.7 213.6

EBITDA 3957.44767.9 -38.3 143.5 289.6 Inventories 633.5 396.9 232.4 252.8 228.9

Depreciation & Amortisation -137.8 -151.9 -163.0 -153.6 -151.4 Other current assets 137.6 83.5 203.1 102.5 111.4

EBIT 3819.64616.1-201.3 -10.0 138.2 Total Current Assets 4414.23197.32360.42190.02206.3

Net Finance Income/ (Cost) -0.9 5.7 2.9 0.7 -1.3 Fixed Assets 2156.4 2367.0 1943.1 1844.1 1756.2

Associates & JV 0.0 0.0 0.0 0.0 0.0 Intangibles 32.6 30.8 42.6 42.6 42.6

Pre-tax Profit 3813.44636.9-214.4 -9.4 136.8 Other non-current assets 262.8 752.2 958.8 1054.0 1263.4

Tax -909.6 -1394.6 -24.4 -14.0 -20.4 Total Non-current assets 2451.8 3150.12944.52940.73062.2

Profit After Tax 2903.73242.3-238.8 -23.4 116.5 Short-term Debt 94.5 103.9 90.1 89.8 80.8

Minority Interest 18.2 7.8 -3.7 -4.4 -4.6 Payables 183.2 117.9 88.6 84.3 91.5

Net Profit 2885.53234.5-235.1 -19.0 121.1 Other Current Liabilities 1138.8 595.0 175.4 169.2 183.8

Exceptionals 0.0 0.0 347.0 70.0 0.0 Total Current Liabilities 1416.6 816.8 354.1 343.3 356.1

Core Net Profit 2885.53234.5 111.9 51.0 121.1 Long-term Debt 252.3 139.8 64.3 64.3 93.0

Other non-current liabilities 198.0 245.8 228.2 72.8 46.0

Key Ratios Total Non-current Liabilities 450.3 385.7 292.4 137.0 139.0

FYE Mar (RM m) FY21 FY22 FY23FY24FFY25F Shareholder's equity 4974.9 5121.3 4640.1 4621.1 4742.2

EBITDA margin 59.0% 60.4% -1.6% 7.0% 13.0% Minority interest 24.2 23.6 18.3 20.1 22.1

EBIT margin 57.0% 58.5% -8.4% -0.5% 6.2% Equity 4999.15144.94658.44641.24764.3

PBT margin 56.9% 58.8% -8.9% -0.5% 6.1%

PAT margin  43.3% 41.1% -9.9% -1.1% 5.2% Cash Flow

NP margin 43.0% 41.0% -9.8% -0.9% 5.4% FYE Mar (RM m) FY21 FY22 FY23FY24FFY25F

Core NP margin  43.0% 41.0% -9.8% -0.9% 5.4% Pre-tax profit 3813.44636.9 -214.4 -9.4 136.8

ROE 57.7% 62.9% -5.0% -0.4% 2.5% Depreciation & amortisation 137.8 151.9 163.0 153.6 151.4

ROA 117.7% 102.7% -8.0% -0.6% 4.0% Changes in working capital -146.6 182.7 108.3 48.7 48.6

Net gearing  Net CashNet CashNet CashNet CashNet Cash Others -716.4 -1255.0 -118.8 -6.1 -19.5

Operating cash flow 3088.23716.4 -61.9 186.9 317.3

Key Assumptions Net capex -360.6 -846.2 -306.0 -144.4 -172.5

FYE Mar (RM m) FY21 FY22 FY23FY24FFY25F Others 14.8 36.2 11.0 7.3 5.7

Production lines 118.0 118.0 120.0 120.0 80.0 Investing cash flow -345.7 -810.0-295.0 -137.1 -166.8

Utilisation rate (%) 88.8% 70.4% 53.6% 50.0% 75.0% Dividends paid -604.2 -2997.2 -239.2 0.0 0.0

Production ('000) 34800.029553.022509.021000.022500.0 Others 219.5 -213.1 -112.3 -107.0 -106.6

Blended ASP (RM/'000 pcs) 192.6 266.9 107.1 97.7 99.0 Financing cash flow -384.7-3210.3 -351.5 -107.0 -106.6

Net cash flow 2357.8-303.9-708.4 -57.2 43.9

Valuations FY25F Forex 5.8 -1.9 -3.5 -3.5 -3.5

Book Value/share (RM) 1.39 Others 0.0 15.2 2.2 2.2 2.2

Multiple (x) 1.5 Beginning cash 305.2 2668.7 2378.1 1668.4 1609.9

Fair Value (RM) 2.09 Ending cash 2668.72378.11668.41609.91652.5

Source: Company, Apex Securities
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Recommendation:

Current Price:

Previous Target Price:

Target Price:  ↑ RM 2.09

Upside/Downside: 
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Hartalega Industries Sdn Bhd

3.2

Share Price Performance

1M 3M 12M
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