CAUTIOUS RESPONSE TO TOP GLOVE BUY

02 December 2017/ 12:12

Analysts say company needs to be wary of debt risks in move to buy Aspion
THE billion ringgit question has been answered.

Top Glove Corp Bhd image: https://cdn.thestar.com.my/Themes/img/chart.png

has finally announced that the Malaysian glove company that it has been courting in the last two
months or so is none other than surgical glove specialist Aspion Sdn Bhd.

The proposed move to acquire Aspion, worth at least RM1.3bil, is said to be one of the biggest
investments it has made since its initial public offering 17 years ago.

As its head honcho Tan Sri Dr Lim Wee Chai aptly put in all his financial results briefings — “Any
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time can be the right timing for an M&A, as long as the company is suitable and we have the
resources.”

There is so much upside to the new deal in the making, considering the surgical gloves business

offers higher margins due to its product quality, technology and the research and development
involved in its production.



It is also a market that has high barriers to entry that confront many glove players in a rapidly
growing global healthcare industry.
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“On a standalone basis, OCF is already fully taken up by capital expenditure (capex) and dividend
requirements.
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On a positive note, Chan says it is going to be value accretive, in view that Top Glove’s current
forward price-to-earning (PE) of 23 Whigher than Aspion’s 16 to 18 times.

Top Glove’s FY18 EPS could rise by 10%, assuming a full-year contributign.from Aspion.
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The ahalyst notes that Top Glove’s existing shareholder’s stake in the group will dilute with
Aspiop’'s m irector Low Chin Guan holding a stake in Top Glove.
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To put thing perspective, Lim, who is Top Glove S ecutlve chairman, explains that the US
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is at 4.5% to 4.8%, a difference of arou d 1.5% — which translates to around RM19mil savings per
annum,” he says.

While Top Glove is aware of the Fed likely to raise interest rates, Lim says with Bank Negara
indicating higher ringgit borrowing costs, this could fall in the same quantum.

Almost 97% of Top Gloves sales proceeds are dollar-denominated.



e us a perfect natural hedge in the event of currency fluctuations.

ill give us a perfect natural hedge, in the event of currency fluctuations. “

result in mismatch due to the inflow of sales proceeds in dollars,” he

ill also take up a portion of the dollar loan with Islamic loan feature to
ex requirement since it is a syariah compliant stock, Lim notes.

es the 0.6 times net gearing level an acceptable range for a growth
dly evolving healthcare sector, which is recession proof.

Having said that, he feels that doing business with net cash position does not mean it's good, as it
could indicate that it was too comfortable to take risks.

Once the acquisition is completed in February 2018, Top Glove will see a 20% immediate growth
in revenue and profit — surpassing the five-year CAGR of 10% growth.

In terms of cash flow, Lim notes that Top Glove has sufficient internal cash flow to fund its organic
expansion (excluding acquisition).

For FY17, the company’s cash flow from operating activities stood at RM381mil.

“New expansions that has kicked off in the last few years will start generating cash and this will
improve our cash flow in FY18.

“This will be more than sufficient to meet our organic expansion capex of around RM200mil to
RM250mil,” Lim affirms.
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