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Heng Huat Resources Group  NOT RATED  
Price:  RM0.45  First Mover Advantage Target Price:  RM0.53  

By The Kenanga Research Team / research@kenanga.com.my 
 

Heng Huat Resources Group (Heng Huat) is a Penang-ba sed 
company which is mainly involved in integrated manu facturing of 
coconut and oil palm biomass and value-added produc ts. We are 
positive on the company’s prospects because of: (i)  its 
significant 47% market share in the biomass industr y, (ii) high 
earnings growth potential with FY14E-FY15E earnings g rowth 
expected at 18%-32%, (iii) profitable mattress manu facturing 
business to drive future earnings, and (iv) dividen d outlook 
comparable to the FTSE Bursa Malaysia Small Cap (FBMSC)  
Index. Hence, we ascribe to Heng Huat a fair value of RM0.53, 
based on Fwd. PER of 7.7x on FY15E EPS of 6.9 sen. Our tar get 
PER is based on a 25% discount to the FBMSC due to its  smaller 
market cap. 

Pioneer in biomass manufacturing industry.  Heng Huat is an 
integrated manufacturer of coconut and oil palm biomass and value-added 
products which was established in 2007. It converts oil palm and coconut 
biomass waste into fibre, fibre sheet, and briquettes. Heng Huat 
commands 47% market share in the biomass materials industry, which we 
believe is the largest within this industry. Segmental-wise, the biggest 
earnings contributor is Oil Palm EFB Fibre (Palm Fibre) segment (62% of 
Group Gross Profit (GP)); followed by Mattress & Related Product 
(Mattress) segment (20% of GP); Coconut Fibre, Coconut Peat and 
Coconut Fibre Sheet (Coconut Fibre) segments  (16% of GP); and 
Briquette segment (2% of GP). 

Good growth in Mattress division post-acquisition. In 3Q12, the Group 
ventured downstream and commenced its mattress manufacturing 
business under the brands of “Fibre Star” and “Xiong Mao”. In addition, 
Heng Huat is also the OEM of fibre mattress for several local brands. 
Within the 1st year of acquiring the business, Heng Huat Mattress division 
achieved GP of RM3.3m in FY12 which grew 91% to RM6.3m in FY13. 
We are positive on this as it indicates that the products have been well-
received so far, perhaps due to the benefits of natural fibre mattress which 
are well ventilated, provide good spinal support and are also anti-dust 
mites. As a result, we think the Mattress division has good prospects since 
revenue is expected to grow significantly due to good demand seen in 
both Malaysia and China because of increasing urbanization and rising 
affluence of the general population. 

Expecting FY14E earnings growth of 18% followed by another 32% in 
FY15E. Key driver behind the FY14E earnings is expected to be the 
Mattress division for which we expect its GP to grow 20% to RM7.6m 
while other segments’  GPs are expected to be largely stable. For FY15E, 
the key earnings driver is still expected to be the Mattress division for 
which we expect its GP to grow 47% to RM11.1m.  

Dividend yield of 2.2% comparable to FBMSC. In its prospectus, Heng 
Huat mentioned that it envisaged a dividend payout ratio of up to 20%. 
Hence, we expect Heng Huat to deliver dividend of 1.0 sen in FY14E 
which represents a dividend yield of 2.2%. This is better than its peers 
which did not pay any dividend in FY13. Against FBMSC FY14E dividend 
yield, Heng Huat’s 2.2% is comparable to FBMSC’s 2.0%. 

FY13 Core Net Profit (CNP) decline is not a major c oncern as it was 
due to high depreciation charges while EBITDA is st ill growing.  
Although Heng Huat’s CNP declined 26% to RM9.1m in FY13, we wish to 
highlight that FY13 EBITDA actually grew 1% to RM18.6m. Hence, we are 
not very concerned on the lower CNP as it is mainly due to higher 
depreciation cost due to new acquisitions in the Mattress and Briquette 
segments, while the business cash flow actually improved. 

 

 
Share Price Performance  

 
KLCI                         1,892.62  
YTD KLCI chg 1.4% 
YTD stock price chg 1.4% 

  

Major Shareholders 
H’ng Choon Seng 35.46% 
Kee Swee Lai 26.43% 
HH Manufacturer 8.02% 

 
IPO Proceeds  RM m 
Capital expenditure 4,000.0 

Repayment of borrowings 9,378.0 

Working capital 4,547.0 

Estimated listing expenses 3,000.0 

  
Summary of IPO   
Enlarged Share Capital (m) 205.8 
IPO Price (RM) 0.45 
Gross proceeds from Public Issue (RM m) 20.9 
Market Capitalisation upon listing (RM m) 92.6 

 
Summary Earnings Table  

FY Dec (RM m) 2013A 2014E 2015E 
Turnover 73.7 79.9 96.9 
EBIT 13.7 14.8 19.3 
PBT 11.4 12.8 17.6 
Net Profit (NP) 9.7 10.7 14.1 
Core NP 9.1 10.7 14.1 
Core EPS (sen) 4.41  5.22  6.87  
EPS growth (%) -26% 18% 32% 
DPS (sen) 0.0  1.0  1.4  
NTA/Share (RM) 0.18 0.32 0.38 
Core PER* (x) 10.2 8.6 6.5 
PBV* (x) 2.50 1.39 1.17 
Net Gearing (x) 0.84  0.10  0.00  
Dividend Yield* (%) 0.0 2.2 3.1 
    
* Based on IPO Price of RM0.45 
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IPO Details  

The group intends to raise RM20.93m based on public issue of 46.5m new shares of RM0.45 each. Expected market capitalisation 
is RM92.6m. Details of utilisation of proceeds are as below: 

IPO Use of Proceeds  
Utilization of proceeds Estimated timeframe for utilization 

upon listing 
% (RM ‘000) 

Capital expenditure Within 36 months 19.11 4,000 
Repayment of borrowings Within 12 months 44.82 9,378 
Working capital Within 12 months 21.73 4,547 
Estimated listing expenses Upon listing 14.34 3,000 
TOTAL   20,925 
    
No. of new shares issue (shs)  46,500,000  
IPO Price (RM)  0.45  
Proceeds from IPO (RM)  20,925,000   

Source: Company 

INVESTMENT CASE  

Pioneer in the biomass industry with significant mar ket share. Heng Huat commands 47% market share in the biomass 
materials industry. We believe Heng Huat is the biggest biomass player in Malaysia with other competitors commanding much 
smaller market shares. Note that nearest competitor mentioned in the prospectus generated revenue of only RM8.9m or 12% of 
Heng Huat revenue of RM73.7m in 2013. Furthermore, the biomass industry is still a fairly new industry in a high growth stage. 
According to Protégé Associates, the biomass materials industry in Malaysia has grown at 4-year CAGR of 13% to RM92.4m in 
2013. In order to seize the opportunity in the market, we think that Heng Huat has implemented a strategy to prioritize market share 
against margin in order to maintain its market leadership and possibly increase it at the same time. While margins may be lower in 
the short-term, we believe this could be offset by sales volume growth as the additional market awareness and exposure increases 
demand. Over the next 2 years, we expect overall sales growth of 8%-21% in FY14E-FY15E to significantly exceed GP margin 
decline of -3% in FY14E and -5% in FY15E.  

Heng Huat Biomass Segment Revenue vs. Industry Reve nue  Malaysian Biomass Industry by Revenue  
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Source: Protégé Associates; Kenanga Research 

Strong government support for Biomass industry.  Heng Huat subsidiaries (HK Fibre and HK Kitaran which deal with coconut 
fibre sheet and palm biomass fibre respectively) currently enjoy MITI pioneer status under the Promotion of Investments 
(Amendment) Act, 1986, which allows the Company to enjoy partial tax waiver until years 2017 and  2020. Effectively, this means 
tax benefit visibility for the next 3-6 years. As it is, FY13 effective tax for Heng Huat is only 13% (lower than the statutory 25% for 
listed companies in Malaysia).  

In recent years, the government has increased its support for sustainability and green technology development.  To this end, the 
government introduced policies and strategies such as the National Biomass Strategy 2020, the ETP, the National Green 
Technology Policy and National Biotechnology Policy among others. Due to the strong government support seen, it is possible that 
Heng Huat may apply for new pioneer status for other future biomass products such as the geotextiles product, currently in 
development. 
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Tax Exemptions For Heng Huat Subsidiaries  

Company Tax Exemption Period Exempted Products 

HK Fibre June 2007 – May 2012 (5 years) Coconut fibre and coconut peat 

 April 2012 – March 2017 (5 years) Coconut fibre sheet 

HK Kitaran July 2010 – June 2020 (10 years) Fibre from palm biomass 

HK Palm Fibre October 2009 – May 2012 (2.5 years) Fibre from oil palm biomass  
Source: Company 

Proximity to raw material location to support expans ion.  The company’s plants in Penang and Kedah are located in close 
proximity to multiple palm oil estates and palm oil mills, which enable the company to procure raw materials affordably at 
reasonable transportation costs. Note that the South East Asian region is the world’s largest producers of coconut and oil palm and 
supplies are available throughout the year. Thus, we believe the company should have no trouble scaling up its supply chain to 
fulfill its expansion plans. 

Good growth in Mattress division post-acquisition. In 3Q12, the Group ventured downstream and commenced its mattress 
manufacturing business under the brands of “Fibre Star” and “Xiong Mao”. In addition, Heng Huat is also the OEM of fibre mattress 
for several local brands. Within the 1st year of acquiring the business, Heng Huat Mattress division achieved GP of RM3.3m in FY12 
which grew 91% to RM6.3m in FY13. We are positive on this as it indicates that the products have been well-received so far. This 
could be due to the advantages of natural fibre mattresses, which are well ventilated, provides good spinal support and is also anti-
dust mites. Key markets for Heng Huat’s mattress products include Malaysia and China. We foresee good growth prospects locally 
with further consumer education, while there is strong potential in the Chinese market due to increasing urbanization and rising 
affluence of the general population. 

Industry Outlook  

Domestic biomass materials market for coconut and o il palm EFB fibres outlook is positive. The industry is expected to 
grow over the next few years due to higher demand seen for biomass materials, which includes mattress and geotextiles. We 
gather that the demand for Malaysian mattress market is generally stable. For geotextiles, the demand for biomass materials is 
expected to grow over the next few years due to the continuous growth in construction and agricultural activities. The increase in 
land clearing activities for construction and agricultural have also increased the demand for soil protection and erosion controls 
intervention via geotextiles.  
 
Surge in demand in China biomass materials market fo r coconut and oil palm EFB fibres. The increase in demand for 
coconut fibre was due to the expansion in usage for mattress manufacture, erosion control products such as geotextiles and as a 
peat moss substitute in landscaping and horticulture. Aside from local demand, China importers also use coconut fibres for the 
manufacture of mattresses for exports. We gather that oil palm EFB fibre is fast emerging in China as a viable substitute for 
coconut fibre to manufacture mattresses and cushions and geotextiles. For mattresses, there is strong demand due to population 
and household growth, increasing household income, and greater purchasing power. Demand from Chinese mattress 
manufacturers should increase as they expand their production to export markets such as the US, Japan, Hong Kong, Australia 
and Saudi Arabia. For geotextiles, the demand is anticipated to grow due to the continuous spending in construction and 
infrastructure projects along with reverse desertification efforts. For briquette and pellets, the demand is expected to grow in 
Beijing, Shanghai and Guangzhou in China due to the recent banning of new coal-fired plants. Note that briquette and pellets are 
generally used as a more environmentally friendly substitute to coal. 

 

Risks  

Increased competition in the biomass industry.  As demand for biomass-based products grows, new entrants may increase 
competition in the market and potentially reduce Heng Huat’s market share. Note that the current level of competition in the 
biomass industry is fairly modest with approximately 30 market participants but this number may increase with the growing 
acceptance of biomass-based products and as favorable government incentives attract newcomers into the market. 

Fluctuations in RMB-MYR Exchange Rate. Heng Huat has significant exposure to the Chinese market which makes up 
approximately 55% of total FY13 revenue. Should the MYR strengthen against the RMB, the company may see reduced margins 
and potentially lower competitiveness compared to other regional biomass and mattress players. 

Expiration/Loss of pioneer status may reduce CNP mar gin. The company currently enjoys tax exemptions for its subsidiaries in 
the oil palm and coconut biomass segments. It is possible that they may not be able to renew the tax incentives upon expiration, or 
the government may begin to reduce their support for the biomass industry as the market matures. 
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Financial Highlights  

FY13 CNP decline is not a major concern as it was du e to high depreciation charges while EBITDA is still  growing.  Heng 
Huat’s CNP declined 26% to RM9.1m in FY13. However, we wish to highlight that FY13 EBITDA actually grew 1% to RM18.6m at 
the same time. Hence, we believe that the reason for the lower CNP is mainly due to higher depreciation and amortization cost in 
FY13, which is explained by the higher capital investment for plant and equipment to manufacture mattresses and briquettes. The 
Mattress segment was initiated in 3Q12 and the briquette segment in 1Q13. As a result, we are not overly concerned over the 
lower CNP in FY13 as the decline in earnings is mostly due to depreciation charges while the business cash flow actually 
improved.  

Sales and Earnings Performance (RM m)  

 
Source: Company; Kenanga Research 

Expecting better FY14E-FY15E earnings to grow by 18%-3 2% to RM10.7m – RM14.1m.  We expect earnings growth to be 
driven by: (i) higher FY14E-FY15E utilisation in the Mattress and Briquette segments (currently 28% and 33% respectively) to 33%-
42% for Mattress and 38%-45% for Briquette segments, (ii) recovery in Palm Fibre Average Selling Prices (ASP) from RM583 per 
metric ton (MT) currently to RM620/MT in FY15E and (iii) higher GP contribution from Mattress segment from RM6.3m to RM7.6-
RM11.1m in FY14E-FY15E. 

Historical and Expected Plant Utilisation (%)  
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Gross Profit Breakdown  Gross Profit Margin Breakdown 
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Comparative Valuations  

We believe there is upside to the IPO price.  Based on the IPO price of RM0.45, Heng Huat will trade at FY14E PER of 8.6x and 
FY15E PER of 6.6x which is lower than its closest comparable peers. Due to its niche business, Heng Huat is not directly 
comparable with other listed companies in Malaysia. However, we have selected Hiap Huat Holdings (Hiap Huat) due to their 
similarity in using recyclable byproducts as input for their operations. Additionally, Hiap Huat was recently listed in November 2012 
and its current market cap of RM56.7m is close to Heng Huat’s RM92.6m. Separately, we have selected two mattress 
manufacturing companies (OCB Berhad and Lee Swee Kiat Group Berhad) as Heng Huat derives 20% GP contribution from its 
Mattress division. Lastly, we also use peers’ evaluation on the FBMSC Index. 

1. Historical and Fwd. PER.  Compared to the average peers’ historical PER of 19.2x, Heng Huat is listed at Historical PER of 9.5x 
which is at a considerable 51% discount to its peers. However, against the FBMSC, Heng Huat is listed at a 19% discount to 
FBMSC’s historical PER of 11.8x which we think is fair. 

2. Dividends. In its prospectus, Heng Huat mentioned that it envisaged a dividend payout ratio of up to 20%. Hence, we expect 
Heng Huat to deliver dividend of 1.0 sen in FY14E, which represents a dividend yield of 2.2%. This is better than its peers which 
did not pay any dividend in FY13. Against FBMSC FY14E dividend yield, Heng Huat’s 2.2% is comparable to FBMSC’s 2.0%. 

Peers Comparison 
Name Share 

Price (RM) 
Market Cap 

(RMm) 
FY13A 

Hist. PER 
FY14E 

Fwd. PER 
FY15E 

Fwd. PER 
Hist. 

Dividend 
Yield (%) 

FY14E 
Dividend 
Yield (%) 

HENG HUAT RESOURCES GRP 0.45 92.6 9.5 8.6 6.6 0.0% 2.2% 

HIAP HUAT HOLDINGS 0.17 56.7 21.3 10.6 N.A. 0.0% N.A. 

OCB BHD 1.01 103.9 22.4 N.A. N.A. 0.0% N.A. 

LEE SWEE KIAT GROUP BHD 0.19 31.9 23.7 N.A. N.A. 0.0% N.A. 

Average  71.3 19.2 9.6 6.6 0.0% 2.2% 

        
Name Index 

Level 
Avg. Market 
Cap (RMm) 

FY13A 
Hist. PER 

FY14E 
Fwd. PER 

FY15E 
Fwd. PER 

Hist. 
Dividend 
Yield (%) 

FY14E 
Dividend 
Yield (%) 

FBMSC Index 18353.9 707.5 11.8 12.5 10.3 2.3% 2.0% 
 
Source: Kenanga Research 

 

Recommendation  

Fair value of RM0.53.  Our fair value of RM0.53 is based on a Fwd PER of 7.7x on FY15E EPS of 6.9 sen. We derive our target 
PER of 7.7x based on a 25% discount to the FBMSC Index of 10.3x. We believe this discount is justified due to Heng Huat’s small 
market cap of RM92.6m compared to average FBMSC Index market cap of RM707.5m. Our fair value of RM0.53 represents a total 
return of 20.2% (18.0% upside; 2.2% dividend yield) from the IPO price of RM0.45.  
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Appendix  

Background & business 
 
Company background. Heng Huat Resources Group Berhad is an integrated manufacturer of coconut and oil palm biomass 
materials and value-added products which was established in 2007 in Malaysia. It converts oil palm and coconut biomass waste into 
fibre, fibre sheet, and briquettes. It has 47% market share of coconut and oil palm empty fruit bunch (EFB) fibre in Malaysia in 2013. 
The group has also established a downstream mattress manufacturing with integrated operations expanding from coconut fibre 
production. The mattress and its related products sold are named under the brand of Fibre Star and Xiong Mao. 
 
The Group’s biomass materials manufacturing operations are carried out by three subsidiaries namely, HK Fibre, HK Kitaran and HK 
Palm Fibre while the Group’s fibre mattress manufacturing operations are carried out by two subsidiaries namely, Fibre Star and Fibre 
Star Marketing. The Group is currently led by the group’s Managing Director, Mr. H’ng Choon Seng and Deputy Managing Director, 
Mr. Kee Swee Lai, both whom are the co-founders of the Group and have an average of 28 years of experience in the furniture and 
biomass materials industries. 
 
In 2011, Fibre Star and Fibre Star Marketing were incorporated and ventured downstream to undertake the manufacturing and 
marketing of mattresses and related products respectively through the Fibre Star reorganisation in 2012. In 2012, the company added 
the briquette segment, a value-added oil palm EFB fibre product which is an increasingly-popular biofuel to substitute coal and 
firewood for energy and heat generation. The Group currently has a total of two coconut fibre production lines, twenty oil palm EFB 
fibre production lines, two briquette production lines and three coconut fibre sheet production lines. 
 
Heng Huat has an annual production capacity of about 6,500 MT of coconut fibre, 100,500 MT of oil palm EFB fibre, 36,000 MT of 
briquettes, 187,200 pieces of mattress, and a workforce of over 500 people. The Group exports a majority of its EFB fibre to China, 
whereby the export sales contributes to more than 50.0% of the Group’s revenue. 
 

Key achievement and milestones  
Year Milestone/Achievement 
2007 � Establishment and commencement of HK Fibre for the manufacturing of coconut fibre and coconut peat 

� Establishment of HH Industries as an investment holding company for biomass businesses 
2009 � Establishment and commencement of HK Palm Fibre – a collaboration with Arah Kawasan Sdn Bhd – for the 

manufacturing of oil palm EFB fibre 
� Establishment of HK Kitaran for the manufacturing of oil palm EFB fibre 

2010 � HH Industries awarded the Golden Bull Award for Emerging SMEs 
2011 � HK Kitaran received Certificate of Achievement for the SME 100 Award 2011 – Fast Moving Companies 

� HK Kitaran acquired a new factory with built-up area approximately 80,000 sq ft, which is currently Heng Huat’s head 
office cum production facility 

� Establishment of Fibre Star and Fibre Star Marketing 
2012 � HK Kitaran awarded ISO 9001:2008 for quality management system in the manufacturing of oil palm EFB fibre 

� Fibre Star commenced production of mattresses and related products 
� Fibre Star Marketing commenced operations as the marketing arm of Fibre Star 
� HK Fibre ventured into the manufacturing of briquette  

Source: Company; Kenanga Research 

 
Company structure  

 
Source: Company 
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Business Model  

 
Source: Company 

 
 

IPO Timeline  
Event                    Date 
Opening date of Application for the IPO 30 June 2014 
Closing date of Application for the IPO 16 July 2014 
Balloting of Applications 18 July 2014 
Allotment of IPO shares to successful applicants 23 July 2014 
Listing date 25 July 2014  

Source: Company 

 

Details of IPO  
Details of IPO  Categories Offer for Sale Public Issue Total 

 No. of 
Shares 
(‘000) 

% of our 
enlarged 

share capital  

No. of 
Shares (‘000)  

% of our 
enlarged 

share capital  

No. of 
Shares (‘000)  

% of our 
enlarged 

share capital 
Retails Offering:       
Malaysia Public (via balloting)   7,000.00 3.40 7,000.00 3.40 
Eligible Persons - - 5,000.00 2.43 5,000.00 2.43 
Selected Investors 14,660.00 7.12 12,200.00 5.93 26,860.00 13.05 
Bumiputera Investors - - 22,300.00 10.84 22,300.00 10.84 
Total 14,660.00 7.12 46,500.00 22.60 61,160.00 29.72 
        

Source: Company; Kenanga Research 

 
 
Business overview 
 
Heng Huat’s primary market is Malaysia, but it has also expanded its footprint to China, where it plans to set up a direct presence in 
China to tap into the country’s growing demand for EFB fibre. It has three oil palm biomass processing facilities in Selama, Kedah, 
and in Seberang Perai Selatan, Penang, with a 20-line processing capacity of approximately 100,500 metric tones of EFB fibre per 
annum. The Group also has a coconut biomass processing plant in Bachok, Kelantan and a production plant in Seberang Perai 
Selatan, Penang to cater for downstream manufacturing of mattresses and related products. 
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Location of Heng Huat  

 
Source: Company; Kenanga Research 

 
 

Board of Directors and Key Management Team 

Heng Huat consists of nine Directors, three of whom are Independent Directors.  

Board of Directors  
Name Designation Profession 

Dato’ Juzilman Bin Basir Independent Non-Executive Chairman Company Director 
H’ng Choon Seng Managing Director Company Director 
Kee Swee Lai Deputy Managing Director Company Director 
Lim Ghim Chai Executive Director Company Director 
Khor Mooi Kim Executive Director Company Director 
Teh Chai Luang Executive Director Company Director 
Khor Teik Boon Executive Director Company Director 
Ng Boon Kang Independent Non-Executive Director Tax Partner and Audit Principal 
Lo Liang Kheng Independent Non-Executive Director Consultant  

Source: Company;  Kenanga Research 

 

Key Management and Key Technical Personnel  
Name Designation 
Cheng Pek Tong Chief Finance Officer 
Khor Mui Kee Senior Administrative Manager 
Lim Poh Aun Human Resources Manager 
H’ng Ai Choo Sales Manager 
Ong Bee Pheng Procurement & Sourcing Manager 
Sim Kok Siang Factory Manager of HK Kitaran 
Wong Chee Wei Factory Manager of HK Palm Fibre 
Tan Chee Seng Senior Export Marketing Manager 
Boo Chin Weng Factory Manager of Fibre Star 
Ch’ng Chee Yeong Process Development Engineer  

Source: Company;  Kenanga Research 
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Biomass Materials Market  

 
Source: Company 

 
 
Four Sources Of Income: Oil palm biomass materials, Briquette, Coconut biomass materials and Mattress &  related products  
 
Oil palm biomass materials. This is the largest earnings contributor to the Company which generated revenue of RM43.4m in FY13 
or 59% of the Group’s total revenue. Additionally, the division GP of RM19.8m is also the highest with 62% contribution to the Group’s 
total GP. Oil palm EFB fibre can be used for the production of mattress, briquette, geotextile, paper pulp, landscaping and horticulture. 
Palm fibre is produced from oil palm's vascular bundles in the Empty Fruit Bunch (EFB). The EFB is considered as waste products 
after the Fresh Fruit Bunch (FFB) have been processed. Palm fibre by itself is natural, non-hazardous, biodegradable and 
environmentally friendly. 
 

Oil palm biomass materials  
Competitive Strengths  

   
Source: Company;  Kenanga Research 

 
 
Coconut biomass materials  is another earnings contributor to the Company which generated revenue of RM8.9 m in FY13 or 12% 
of the Group’s total revenue. Its GP is RM5.2m or 16% contribution to the Group’s total GP. Note that the products for this division 
include coconut fibre, coconut peat and coconut fibre sheet. Coconut fibre can be used for the production of coconut fibre sheet, 
mattress, geotextile, paper pulp, landscaping and horticulture. Coconut peat is an alternative to peat moss, which can be used by 
farmers for fertigation and soil conditioning. Coconut fibre sheets can also be used to produce mattresses. 
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Coconut biomass materials  
Competitive Strengths  Coconut fibre  

 
Coconut peat  

  
Coconut fibre sheet  

   
Source: Company;  Kenanga Research 

 
 
Mattress & related products. Thirdly, the Mattress division generated revenue of RM19.6m in FY13 or 27% of the Group’s total 
revenue. Its GP is RM6.3m or 20% contribution to the Group’s total GP. This division manufacture mattresses and related products 
under the brands of ‘Fibre Star’ and ‘Xiong Mao’. The types of mattresses range from coconut fibre mattress, pocket spring mattress, 
bonnel spring mattress, rebond mattress, and hotel mattress. Other related products consist of pillow, bolster, cushion, cushion cover 
and mattress protector. The fibre and other mattresses and related products are distributed to furniture retailers in Malaysia. 
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Mattress & related products  
Competitive Strengths  Coconut fibre mattress  

 
Pocket spring mattress  

  
Bonnel spring mattress  

  
Rebond mattress Cushion, sheet, pillow & bolster 

   
Source: Company;  Kenanga Research 

 
Smallest segment is briquette. The briquette segment contributes to revenue of RM1.8m in FY13 or 2% of the Group’s total 
revenue. Its GP is RM0.8m in FY13 or 2% contribution to the Group’s total GP. Briquette is a biofuel substitute to coal and firewood for 
energy and heat generation purposes. It can be used in industrial boiler, furnace and kiln. 
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Oil palm briquette  
Competitive Strengths  

   
Source: Company;  Kenanga Research 

 
 
Competitive Strengths 
 
The company leverages on product innovation, strategic location and experienced management. Details are as follows: 
 

Competitive Strengths  
Competitive Strengths  Strengths Details 

Consistent & reliable supply � Sizeable production capacity built over the years to meet demand for biomass materials, 
from both local and overseas markets 

Process & product development 
initiatives 

� Custom-built production lines allowing large-scale production 
� Continuous product and process development has also led to introduction of various new 

value-added products, improvement in quality of biomass materials and production efficiency 

Strategic location of operations 
� Situated strategically within the vicinity of multiple oil palm plantations and palm oil mills as 

well as Penang port, resulting in sustained and scalable supply of raw materials at 
competitive prices 

Experienced management team 
� Co-founders, Mr. H’ng and Mr. Kee collectively, have an average of 28 years of experience in 

the furniture and biomass materials industries, supported by key management and technical 
personnel from diverse backgrounds 

Reusing waste to generate biomass 
energy 

� Reusing waste in generating biomass energy to support the production of biomass materials 
and value added products, leading to cost savings  

Source: Company;  Kenanga Research 

 
Growth Strategies 
 
The company plans to support wider market reach by extending product range, enhancing product quality and expansion of 
production capacity. The company intends to enlarge their revenue base via market expansion in China and improve profit margin by 
generating power from production waste. Details are as follows: 
 

Growth strategies  
Competitive Strengths  Strengths Details 

Expansion of product offerings � To further broaden product offerings with the production of Geotextile 
� Target to commercialise Geotextile production by the fourth quarter of 2014 

Enhancement of product offerings � To provide briquette customisation services to meet the requirements of customers 
� To improve the density and moisture of briquette to better penetrate China market 

Expansion of production facility 

� To construct a new production facility with a built-up area of approximately 80,000 sq ft to be 
used as a warehouse and/or to house new production lines, on top of installation of new 
boiler turbine system 

� New facility is expected to commence construction in the third quarter of 2015 

Green power generation utilising short 
fibre 

� To achieve zero waste production by installing new boiler turbine system that generates cost 
savings up to roughly RM3 mil p.a., thus enhancing margins 

� Target to install the system by the fourth quarter of 2015 

Obtaining ISO Certificate for 
subsidiary companies 

� To apply for ISO accreditation for HK Palm Fibre and Fibre Star in the fourth quarter of 2014 
and the fourth quarter of 2015 respectively 

� ISO Certification will provide better opportunities to penetrate European and US markets 

Market expansion 
� To incorporate a subsidiary company in the southern region of China to further expand the 

company’s presence in China 
� Target to set up the subsidiary in China by the first quarter of 2015  

Source: Company;  Kenanga Research  
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Income Statement   Financial Data & Ratios  
FY Dec (RM m) 2011A 2012A 2013A 2014E 2015E  FY Dec (RM m) 2011A 2012A 2013A 2014E 2015E 

Revenue 31.7 63.0 73.7 79.9 96.9  Growth           

EBITDA 15.8 18.4 18.6 20.3 25.3  Turnover (%) NA 98.6% 17.1% 8.4% 21.2% 

Depreciation -1.6 -3.4 -4.9 -5.4 -6.0  EBITDA (%) NA 16.1% 1.5% 8.9% 24.6% 

Operating Profit 14.2 15.0 13.7 14.8 19.3  Operating Prof. (%) NA 5.3% -8.7% 8.5% 30.0% 

Interest Expense -0.5 -1.4 -2.3 -2.0 -1.7  PBT (%) NA -0.6% -16.5% 12.7% 36.9% 

Interest Income 0.0 0.0 0.0 0.0 0.0  Core Net Prof. (%) NA 16.5% -26.1% 18.2% 31.7% 

PBT 13.7 13.6 11.4 12.8 17.6        
Taxation 0.0 -1.0 -1.5 -1.9 -3.2  Profitability (%)           

Minority Interest -3.2 -0.5 -0.2 -0.2 -0.3  EBITDA Margin  49.9% 29.2% 25.3% 25.4% 26.1% 

Net Profit 10.5 12.2 9.7 10.7 14.1  Operating Margin 44.9% 23.8% 18.6% 18.6% 19.9% 

Core Net Profit 10.5 12.3 9.1 10.7 14.1  PBT Margin  43.3% 21.6% 15.4% 16.1% 18.1% 

       Core Net Margin  33.2% 19.5% 12.3% 13.4% 14.6% 

Balance Sheet       Effective Tax Rate  0.2% 0.2% 7.3% 13.1% 15.0% 

FY Dec (RM m) 2011A 2012A 2013A 2014E 2015E  ROA  NA 16.5% 10.9% 9.8% 11.5% 

Fixed Assets NA 50.4 59.2 63.2 68.9  ROE  NA 44.1% 26.1% 16.1% 17.8% 

Intangible Assets NA 0.3 0.3 0.3 0.3        
Inventories NA 2.7 4.2 4.4 4.7  DuPont Analysis           

Receivables NA 16.5 19.4 20.4 21.4  Net Margin (%) NA 19.3% 13.2% 13.4% 14.6% 

Current Tax Assets NA 0.0 0.3 0.3 0.3  Assets T/over (x) NA 0.86 0.83 0.73 0.79 

Cash NA 3.6 5.5 21.0 27.2  Leverage Factor (x) NA 2.66 2.38 1.64 1.55 

Total Assets NA 73.5 89.0 109.6 122.8  ROE (%) NA 44.1% 26.1% 16.1% 17.8% 

                   
Payables NA 10.5 11.2 11.8 12.4  Leverage           

ST Borrowings NA 9.7 13.8 13.8 13.8  Debt/Asset (x) NA 0.44  0.41  0.25  0.22  

Current Tax Liabilities NA 0.2 0.0 0.0 0.0  Debt/Equity (x) NA 1.17  0.99  0.41  0.35  

LT Borrowings  NA 22.6 23.0 13.6 13.6  Net Cash/(Debt) NA (29) (31) (6) (0) 

Deferred Tax Liabilities NA 0.5 1.1 1.2 1.2  Net Debt/Equity (x) NA 1.04  0.84  0.10  0.00  

Minorities Int. NA 2.4 2.5 2.5 2.5        
Net Assets NA 27.6 37.3 66.8 79.2  Valuations           

             EPS (sen) 5.12  5.91  4.73  5.22  6.87  

Share Capital NA 15.9 15.9 20.6 20.6  Core EPS (sen) 5.12  5.97  4.41  5.22  6.87  

Retained Earnings NA 11.7 26.6 35.3 46.5  NDPS (sen) 0.0  0.0  0.0  1.0  1.4  

Share Prem. & Other Res. NA 0.0 -5.2 10.9 12.1  NTA (RM) NA 0.13 0.18 0.32 0.38 

Equity NA 27.6 37.3 66.8 79.2  PER* (x) 8.8 7.6 9.5 8.6 6.5 

       Core PER* (x) 8.8 7.5 10.2 8.6 6.5 

Cashflow Statement       Net Div. Yield* (%) 0.0 0.0 0.0 2.2 2.2 

FY Dec (RM m) 2011A 2012A 2013A 2014E 2015E  P/NTA* (x) NA 3.39 2.50 1.39 1.17 

Operating CF NA 7.1 11.3 13.8 18.1  EV/EBITDA (x) NA 6.6 6.7 4.9 3.7 

Investing CF NA -6.3 -7.7 -4.9 -6.6        
Financing CF NA -0.3 -3.2 6.6 -5.3        
Change In Cash NA 0.5 0.3 15.5 6.2        
Free CF NA 0.8 3.5 8.9 11.6        

             
Source: Kenanga Research 
* Based on IPO Price of RM0.45        
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Stock Ratings are defined as follows:  
 
Stock Recommendations 
 
OUTPERFORM  : A particular stock’s Expected Total Return is MORE than 10% (an approximation to the  
       5-year annualised Total Return of FBMKLCI of 10.2%). 
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of 3% to 10%. 
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than 3% (an approximation to the  
      12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate). 
 
 
Sector Recommendations***   
 
OVERWEIGHT  : A particular sector’s Expected Total Return is MORE than 10% (an approximation to the  
       5-year annualised Total Return of FBMKLCI of 10.2%). 
NEUTRAL  : A particular sector’s Expected Total Return is WITHIN the range of 3% to 10%. 
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than 3% (an approximation to the  

  12-month Fixed Deposit Rate of 3.15% as a proxy to Risk-Free Rate). 
 
***Sector recommendations are defined based on market capitalisation weighted average expected total 
return for stocks under our coverage. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not 
make any representations as to its accuracy or completeness.   Any recommendation contained in this document does not have regard to 
the specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This 
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. 
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document 
or any solicitations of an offer to buy or sell any securities.  Kenanga Investment Bank Berhad and its associates, their directors, and/or 
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or 
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies. 
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