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Mark Dynamics Indonesia (MARK)

Rapid expansion to reap maximum benefits

The strength and flexibility of its balance sheet allow MARK to
accelerate its capacity expansion 2 years ahead of its original plan to
capitalize on supply tightness situation amid accelerating global gloves
demand in the past 2 years. MARK stands to book record-high earnings
of ~IDR500bn (+28% YoY) in FY22, implying an attractive 9x FY22 PE
valuation (vs relative peers at ~11.5x) while generating more than 60%
ROE. Plus, we can expect a much higher dividend payout ratio (vs. 50%
in FY21) given its 1) low net leverage (1Q22 at 5.8%), 2) ample cash
generation from operation and 3) minimal capex allocation this year.

The global market of medical gloves is estimated to grow at a 13.2%
CAGR pace from current USD21.8bn to USD29.8bn at the end of 2026. Rapid
demand from Covid-19 pandemic will be replaced by the next growth driver
from the growing need for early detection & diagnosis of diseases, steady rise
in routine diagnostic tests, and development of healthcare infrastructure (i.e.
hospitals and other care facilities) around the world.

US remains the major revenue contributor for medical gloves manufacturers,
but China & Asia-Pacific have the fastest growing regional markets. On the
supply side, Malaysia represents ~60% of the world’s disposable gloves
production, followed by China with ~22% contribution.

MARK is a leading porcelain-based glove mold manufacturer with the
largest production capacity in the world at 2mn pieces per month from 3
factories domiciled in North Sumatra, Indonesia. MARK’s rubber glove
formers application ranges from medical, industrial, and household. MARK’s
customers include the world’s leading gloves manufacturers such as
Top Glove, Hartalega & Kossan (all from Malaysia), Sri Trang group
(Thailand), Intco (China), etc.

MARK has a strong balance sheet (as its net leverage never exceeded 30%
since 2017) to be able to spend ~IDR450bn capex (from 2018 to 2021) to
rapidly expand its production capacity by almost fourfold from 540k pieces per
month in 2018 to 2mn pieces per month in early 2022.

MARK managed to increase its ASP by 30% and 15% in FY20 and FY21,
respectively, as key customers hastily speed up gloves production to keep up
with demand. Further cost savings came from the implementation of a special
gas price of USD6/mmbtu by Ministry of Energy & Mineral Resources
(MoEMR) in mid-2020. These 2 factors improved MARK’s GPM despite the
more costly imported raw materials (i.e clay).

Currently, MARK’s production facilities run at ~95% of its total capacity
rate of 2mn pieces per month, suggesting close to optimum gross &
operating margins of 53% and 46%, respectively (both are all-time highs)
MARK expects to generate 30% YoY revenue growth in FY22, mostly from
volume rather than ASP. We believe that its revenue growth will normalize
after 2022, given 1) lower margins experienced by its key customers in order
to eliminate competition from smaller players and 2) limited increase in
production capacity (after an aggressive capex in the past 3 years) as MARK
assess demand going forward.

Considering its revenue and the expected improvement in margins, MARK
should be able to generate FY22 net profit of ~IDR500bn (+28% YoY).
1Q22 net profit was IDR125bn (+80% YoY).

Considering normalizing profit after 2022, MARK plans to expand its business
to pad its growth going forward with sanitary business using scrap materials
as part of its zero-waste effort (currently under feasibility study) and chemical
& pesticides products.
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Table 1. MARK financials summary

2018A 2019A 2020A 2021A 1Q22A
Sales (USD mn) 3255 361.5 565.4 1,193.5 361.2
GP (USD mn) 145.1 156.4 236.8 606.6 205.0
OP (USD mn) 109.4 128.2 183.5 515.0 171.0
NP (USD mn) 81.9 88.0 144.0 392.2 125.1
EBITDA (USD mn) 118.1 137.8 202.1 536.2 173.2
Net debt (USD mn) 39.2 86.1 122.9 30.7 50.7
OP margin (%) 336 355 325 432 473
ROE (%) 405 3238 408 68.3
Dividend yield (%) 1.8 1.5 1.8 48
EPS (IDR) 216 232 37.9 103.2 32.9
chg. (%, YoY) 741 75 63.6 172.3
BPS (IDR) 62.6 78.7 107.8 195.7 228.6
DPS (IDR) 7.0 7.0 15.0 50.0
PE (%) 18.4 19.5 222 10.4
PB (x) 6.4 5.7 7.9 55
EV/EBITDA (X) 13.1 13.1 16.4 77

Source: Bloomberg, KISI

Fig 1. MARK corporate structure
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MARK’s capacity expansion
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Fig 3. MARK's capacity vs. global competitors Fig4. MARK’s OP margins trend vs. key customers
(mn pieces per annum) (%) em— \ARK Top Glove == Hartalega Kossan
70.0
25.0
21.0 60.0
20.0
50.0
15.0 40.0
12.0
30.0
10.0
7.2
48 20.0
5.0 —
24 1.8 18 10.0 =
_ B == ==
MARK  Hao Xiang ES Mediceram Ceramtec HT Shinko 2017 2018 2019 2020 2021 1Q22
China  Ceramics Ceramics
Source: Company Source: Bloomberg, KISI
Fig 5. MARK's revenue by country Fig 6. MARK’s production vol. & ASP
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Disclaimer
This Research Report ("Report") is prepared by PT Korea Investment and Sekuritas Indonesia, or its subsidiaries or its affiliates ("KISI").

By receiving this Report, you confirm that: (a) you have previously requested KISI to deliver this Report to you and you are legally entitled
to receive the Report in accordance with Indonesian prevailing laws and regulations, and (b) you have fully read, understood and agreed
to be bound by and comply with the terms of this Report as set out below. Your failure to comply with the terms below may constitute a
violation of law.

All the material presented in this Report is under copyright to KISI. This Report is strictly confidential and is for private circulation only to
clients of KISI. This Report is being supplied to you strictly on the basis that it will remain confidential and that you will maintain its
confidentiality at all times. None of the parts of this material, nor its contents, may be copied, photocopied, or duplicated in any form of by
any means or altered in any way, or transmitted to, or distributed to any other party without prior written consent of KISI.

This Report is based on the information obtained by KISI from sources believed to be reliable, however KISI do not make representations
as to their accuracy, completeness or correctness. This 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. KISI accepts no liability for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from the use
of the material presented in this Report and further communication given or relied in relation to this document.

This Report is intended for circulation among KISI’ clients only and does not consider any specific investment objectives, financial situation
and the particular needs of any specific person who may receive this Report. The entire content of this Report is not and cannot not be
construed or considered as an offer, recommendation, invitation or solicitation to enter into any transaction (including trading and hedging)
relating to the securities, other financial instruments, and other form of investments issued or offered by the company(ies) covered in this
Report. It is your own responsibility to: (a) independently evaluate the content of this Report, (b) consider your own individual investment
objectives, financial situation and particular needs, and (c) consult your own professional and financial advisers as to the legal, business,
financial, tax and other aspects before participating in any transaction in respect of the securities of company(ies) covered in this Report.

This report is not to be relied upon in substitution for the exercise of independent judgement. Past performance and analysis should not be
taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future
performance. Information, valuations, opinions, forecasts, and estimates contained in this report reflects a judgment at its original date of
publication by KISI and are subject to change without notice, its accuracy is not guaranteed or it may be incomplete.

The views expressed in this Report reflect the personal views of the individual analyst(s) at KISI about the securities or company(ies)
mentioned in the Report and the compensation of the individual analyst(s), is, or will be directly or indirectly related to the performance of
KISI" activities. KISI prohibits the individual analyst(s) who prepared this Report from receiving any compensation, incentive or bonus based
on specific investment banking transactions or for providing a specific recommendation for, or view of, a particular company (including those
covered in the Report). However, the individual analyst(s) may receive compensation based on the scope of his/their coverage of
company(ies) in the performance of his/their duties or the performance of his/their recommendations.

In reviewing this Report, you should be aware that any or all of the above activities of KISI and its officers, directors and employees, among
other things, may give rise to real or potential conflicts of interest. KISI 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. KISI may, to the
extent permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the
material is published.

Please note that the securities of the company(ies) covered in this Report might not be eligible for sale in all jurisdictions or to all categories
of investors. The availability of those securities and your eligibility to invest in those securities will be subject to, among others, the prevailing
laws of the relevant jurisdiction covering those securities. Furthermore, the value and income of any of the securities covered in this Report
can fall as well as rise and an investor (including you) may get back less than invested. Future returns are not guaranteed, and a loss of
original capital may be incurred.

PT Korea Investment and Sekuritas Indonesia is Securities Company Member of the Indonesia Stock Exchange, licensed, registered and
supervised by the Indonesia Financial Services Authority (Otoritas Jasa Keuangan).

©Copyright 2019, PT Korea Investment and Sekuritas Indonesia
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