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INITIATION REPORT 7 August 2017 

Name of PLC: Latitude Tree Holdings Berhad (LTHB) PLC Website: www.lattree.com  

Business Summary : Manufacturing of wooden furniture products and components 

Top Three Shareholders: Lin family 57.0% 

                                          Yek Siew Liong    15.0% 

                                          Tan Kit Pheng    4.1% 

Market / Sector: Consumer Stock Code: 

Bloomberg Ticker: 

7006 

LAT:MK 

Market Capitalisation: RM 508.4m Recommendation: BUY 

Target Price:                             RM 7.50 Expected Capital Gain: 

Expected Div Yield: 

Expected Total Return: 

43.4% 

2.3% 

45.7% Current Price: RM 5.23 

Analyst : Lim Boon Ngee | Tel : +603 2163 3200; Email : bnlim@bcta.com.my  

 

 
Key Stock Statistics 2015 2016 2017F 2018F 

EPS (sen)  80.0   74.8   75.6   74.5  

P/E (x)  6.5   7.0   6.9   7.0  

Net Dividend/Share (sen)  12.0   12.0   12.0   12.0  

NTA/Share (RM)  4.20   4.99   5.62   6.25  

Book Value/Share (RM)  4.20   4.99   5.62   6.25  

Issued Capital (mil shares)  97.2   97.2   97.2   97.2  

52-weeks Share Price Range (RM)   4.62 - 6.00 

Estimated free float    19% 

Average volume (shares)     44,040 

 

Per Share Data 2015 2016 2017F 2018F 

Year-end 30 Jun     

Book Value/Share (RM)  4.20   4.99   5.62   6.25  

Operating CF/Share (sen)  68.4   87.2   65.7   124.6  

EPS (sen)  80.0   74.8   75.6   74.5  

Net Dividend/Share (sen)  12.0   12.0   12.0   12.0  

P/E (x)  6.5   7.0   6.9   7.0  

P/Cash Flow (x)  7.6   6.0   8.0   4.2  

P/Book Value (x)  1.2   1.0   0.9   0.8  

Dividend Yield (%)  2.3   2.3   2.3   2.3  

Payout Ratio (%)  15.0   16.0   15.9   16.1  

ROE (%)  21.8   16.3   14.3   12.6  

Net Gearing (%)  (21.4)  (29.8)  (30.5)  (41.3)   

 

P&L Analysis (RM mil) 2015 2016 2017F 2018F 

Revenue  710.00   770.60   802.69   840.35  

EBITDA  109.34   115.23   115.95   114.22  

Depreciation & amort  (18.63)  (21.17)  (22.51)  (22.57) 

Net interest income  (2.26)  (1.85)  (1.54)  (1.11) 

Pre-tax Profit  88.45   92.21   91.90   90.55  

Net Profit  77.81   72.73   73.52   72.44  

EBITDA Margin (%)  15.4   15.0   14.4   13.6  

Pre-tax Margin (%)  12.5   12.0   11.4   10.8  

Net-Margin (%)  11.0   9.4   9.2   8.6 

 

 

 

 

1. Investment Highlights/Summary 

 

 LTHB is principally involved in the 

manufacturing of wooden furniture products and 

components, in particular high quality 

rubberwood furniture targeted for the export 

markets. 

 

 We like LTHB for its unique value proposition 

in terms of having a sizeable integrated operation 

ranging from upstream manufacturing of sawn 

timber and furniture components to downstream 

manufacturing of end furniture products. The 

integrated synergies and economies of scale 

place the group in a competitive position in 

terms of reliability in sourcing of rubberwood 

supply, better cost control and quality products 

on a timely delivery basis to its international 

customers. 

 

 Over FY17-18, LTHB is expected to post flattish 

net profit performance due to the lack of new 

capacity expansion on its downstream furniture-

making operations and cost pressure arising from 

rubberwood prices. However, it’s more than 

fully reflected in the sluggish share price 

performance.  

 

 We are initiating coverage on LTHB with a 

BUY recommendation. Based on our EPS 

forecast of 74.5 sen for FY18, the stock is 

currently trading at a P/E of 7.0x for FY18. We 

have arrived at a fair value of RM7.50 upon 

ascribing a target P/E of 10x. Excluding net cash 

per share of RM1.56 sen, its P/E ex-cash reduces 

to 4.9x.  

 

http://www.lattree.com/
mailto:bnlim@bcta.com.my
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2. Company Background/Overview 

 

a) History 

 

Latitude Tree Holdings Berhad (LTHB) was founded by its controlling shareholder, the Lin family. Mdm 

Lin Chen, Jui-Fen together with the late Mr Lin, Tzu-Keng founded the Company and its subsidiaries 

with the setting up of Latitude Tree Furniture Sdn. Bhd. in 1988. LTHB later ventured into Vietnam in 

2000 with the setting up of Latitude Tree Vietnam Joint Stock Company and followed by RK Resources 

Co., Ltd. in 2002. 

 

LTHB was listed on the Second Board of Kuala Lumpur Stock Exchange (now known as Bursa 

Malaysia) in 1997. It transferred its listing status to Main Board in 2001. 

 

b) Corporate structure 

 

 
Source: Annual Report 2016  
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3. Business Operations 

 

LTHB is principally involved in the manufacturing of wooden furniture products and components, in 

particular high quality rubberwood furniture targeted for the export markets. It has carved out a strong niche in 

the household furniture segment, specially dining and bedroom sets. It started in 1988 as a manufacturer of 

Windsor chairs for dining sets. It has since grown into a complete high-and-medium-end dining and bedroom 

sets manufacturer. About 60% of its raw materials are rubberwood-based with the remaining being oak, 

pinewood and other composite wood-based materials.  

 

About 99% of its revenue is derived from export markets, primarily the US, Canada, Europe, South Africa, 

Australia and the Middle East. Amongst its export markets, sales to the US accounts for 93% of its group 

revenue. 

 

Its integrated operations include the upstream manufacturing of sawn timber, furniture components to 

downstream manufacturing of end furniture products. LTHB’s upstream operations such as saw milling, kiln 

dry and profiling of furniture components, currently located in Terengganu and Thailand, produce 60% of the 

raw material requirements of its existing furniture plants in Binh Duong, Vietnam and Kapar, Selangor. These 

integrated operations not only assure the consistency in quality and supply, it also enhances its cost 

competitive position.  

 

The scope of business activities is illustrated in the diagram as follow:- 

 

 Rubberwood saw milling, pressure treatment, kiln drying of sawn timber and timber components 

manufacturing, and 

 Manufacture and sale of wooden furniture and parts 

 

LTHB’s manufacturing activities are operated from its three factories in Malaysia, two factories in Vietnam 

and one factory in Thailand. The total floor area of the six manufacturing plants is approximately 8.2m 

sq ft. The total current workforce is approximately 7,000 workers. 

 

In Malaysia, its main factory in Kapar, Selangor is producing dining sets such as tables and chairs, cabinets 

and occasional items. This Kapar plant is focusing on downstream operation such as assembly of furniture 

components, spraying and finishing. The furniture components are supplied from its Terengganu plants and 

third parties. Its current production capacity stands at around US$2.30m/month. 

 

LTHB has another two furniture-making factories in Vietnam, producing high-end furniture sets such as 

bedroom, dining and living room as well as home offices, which typically require higher labour content and 

hardwood. In total, the 2 factories have a combined production capacity of US$14m-16m/month. 

 

The factories located in Terengganu and Thailand are into the upstream production of saw milling, kiln dry 

sawn timber and furniture components. Terengganu and Thailand have monthly production capacities of 

RM2.5m and RM3.0m respectively. Currently, these two factories supply around 60% of its raw material input 

for the downstream furniture production in Kapar and Vietnam. The Meru plant, acquired in Jan-15, is a panel 

board lamination factory. 

 

Its extensive range of products includes bedroom collection sets, dining collection sets, living room collection 

sets and small office, home office (SoHo) sets. 
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4. Financial Review 

 

a) Review of historical turnover performance 

 

 As exports to the US market accounts for 93% of its revenue, the furniture consumption trends in 

the US also drives growth for manufacturers such as LTHB. Post global financial crisis in 2008-09, 

LTHB’s growing orders and revenue have been underpinned by pent-up demand and the revival of 

the US economies, new housing starts and household formation in the US. 

 

Turnover breakdown by geographical 

 

 FY12 FY13 FY14 FY15 FY16 6Y CAGR  

      (FY10-16) 

Malaysia  141.25   100.79   116.18   126.44   132.07  -0.4% 

Vietnam  356.57   373.39   512.35   560.75   615.56  9.3% 

Thailand  20.05   19.51   22.50   22.82   22.97  14.7% 

Group turnover  517.86   493.69   651.03   710.00   770.60  7.2% 

 

 Latitude has grown from strength to strength through careful execution of its expansion plans in 

terms of production capacity and product categories. Over the years, its revenue growth has been 

driven by organic capacity expansion mainly in Vietnam. Its Vietnam operation recorded a turnover 

of RM615.56m in FY16, compounded at a 6-year CAGR of 9.3% since FY10. It accounted for 80% 

of group turnover in FY16. 

 

Its first production line was set up in FY03 with a production capacity of US$2.0m/month. Its 

second factory in Vietnam commenced its production in FY05-06. The total production capacity of 

both factories combined has since grown to US$14m-16m/month. The factories in Vietnam is 

strategically positioned to broaden its product varieties to include high-end bedroom, living room 

and studying room sets to meet changing customer trend and preference for whole furniture sets. 

 

In FY14, turnover of Vietnam operation surged by 37.2% to RM512.35m due to addition of one 

production line with a capacity of US$2.0m/month. 

 

 In comparison, turnover at its Malaysia had been flat at RM132.07m in FY16 as compared with 

RM135.28m achieved in FY10. In FY13, turnover dipped by 28.6% to RM100.79m due to scaling 

down of one factory in Kapar over FY13-14. Since then, it had been growing at a CAGR of 9.4% to 

RM132.07m in FY16. This was attributed to improved efficiency and core competitiveness, 

recovery of core US markets and strengthening of US$ against ringgit in FY14-16. 

 

 In addition, LTHB also made pockets of acquisitions, which complements its core furniture 

manufacturing operations. The latest being the acquisition of a panel board lamination factory in 

Jan-15. However, turnover contribution to the group is still insignificant.  

 

 In addition, being an export-based producer, LTHB also benefited from the US$ strengths against 

ringgit. In FY16, although turnover in US$ term declined by 11%, it actually rose by 8.5% in ringgit 

term to RM770.60m. 
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b) Historical gross margin trend 

 

 
 

c) PBT breakdown by geographical 

 

RMm FY12 FY13 FY14 FY15 FY16 

Malaysia  (5.88)  (2.15)  5.57   14.56   18.30  

Vietnam  27.20   42.42   68.77   70.25   70.40  

Thailand  (3.07)  (1.72)  (0.76)  2.95   1.26  

Others  (1.60)  (2.90)  (1.75)  0.70   2.26  

Group PBT  16.65   35.66   71.83   88.45   92.21  

      

PBT margin      

Malaysia -4.2% -2.1% 4.8% 11.5% 13.9% 

Vietnam 7.6% 11.4% 13.4% 12.5% 11.4% 

Thailand -15.3% -8.8% -3.4% 12.9% 5.5% 

Group PBT margin 3.2% 7.2% 11.0% 12.5% 12.0% 

 

 Prior to FY13, historical gross margin ranged between 10-11%. LTHB occasionally had to deal 

with rising costs of production. This was especially more prevailing in FY07-09 where its profit 

margin was hit by higher rubberwood prices (due to shortage of rubberwood) as well as rising 

energy cost, coating and packaging materials. In addition, group profitability was also dragged 

down by losses at its Malaysia operation. 

 

 Its profit performance prior to FY14 had been anchored by its Vietnam operations while the 

Malaysia and Thailand operations were loss-making. Due to the lower cost of production, the 

diversification into high-end bedroom sets and larger production scale, Vietnam operations had 

been expanding its profits through organic capacity expansion. 

 

 In FY14, its Malaysia operations turned profitable due to scaling down of production capacity of a 

factory in Malaysia in FY13-14 that improved its cost competitiveness and efficiency. The growing 

profit at its Malaysia operation from FY14-15 was underpinned by improvement in sales volume, 

improved productivity and per-unit fixed costs, and cost reduction exercise.  

 

 In FY15 and FY16, its profitability benefited from forex gain and lower rubberwood prices. As 

most of its revenue was transacted in US$ while its cost base is pre-dominantly quoted in ringgit, 

LTHB and the overall furniture exporting sector are the clear beneficiary of rising US$ against 

ringgit. In addition to improved gross margin, net forex gain amounted to RM8.29m and RM2.86m 

in FY15 and FY16. 
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5. Balance Sheet 

 

RMm  FY12   FY13   FY14   FY15   FY16   3QFY17  

PPE  232.81   220.89   213.73   247.84   253.16   264.52  

Other LT assets  0.89   0.97   1.04   1.07   1.23   1.28  

Current Asset   181.35   228.53   260.56   346.68   411.49   495.29  

Current Liabilities  158.97   160.08   159.65   170.97   156.89   174.29  

LT Liabilities  9.79   13.95   8.16   14.86   24.18   21.71  

Shareholders' Funds  209.68   232.06   306.80   408.57   484.81   565.08  

MI  36.61   44.30   0.73   1.20   -     -    

       

Total cash and cash equivalent  61.14   103.52   129.52   176.59   225.09   251.55  

Total borrowings  (103.06)  (98.66)  (86.72)  (89.34)  (80.75)  (100.21) 

Net cash  (41.92)  4.86   42.80   87.25   144.34   151.34  

Net gearing 20.0% -2.1% -14.0% -21.4% -29.8% -26.8% 

       

RMm  FY12   FY13   FY14   FY15   FY16   9MFY17  

Capex  13.43   5.29   9.97   33.03   18.58   13.61  

EBITDA  38.44   56.30   92.36   109.34   115.23   74.30 

 

 LTHB is in strong financial position due to strong operating cash flow generation. As at the latest 

3QFY17, its book value stood at RM5.81/share. Its net cash of RM1.56/share amounts to 30% of the 

current share price. 

 

6. Dividend 

  FY12   FY13   FY14   FY15   FY16  

Net dividend/share (sen)  3.00   6.30   8.50   12.00   12.00  

Net dividend (RMm)  2.92   6.12   8.26   11.66   11.66  

Dividend payout (%) 30% 25% 15% 15% 16% 

 

 LTHB does not have a dividend policy but it had been consistently paying dividends to reward its 

shareholders. In FY16, it had maintained a total dividend of 12 sen/share, which translates into a net yield 

of 2.3%. Its dividend payout ratio had remained stable at around 15% over the last three years. 

 

7. Competitive Analysis 

 

 By virtue of their positions as the three largest rubber-producing countries, Malaysia, Thailand and 

Indonesia are the major production centers for rubberwood furniture. Malaysia-based rubberwood 

furniture manufacturers command certain comparative advantage due to an abundant supply of 

rubberwood, good infrastructure, and an established supporting manufacturing cluster well supported by 

components sub-contractors. For example, in Malaysia there are many sub-contractors that supply 

components to end-product manufacturers such as LTHB. 

 

 Wide product range. The positioning of its Vietnam plants capable of producing high-end, labour 

intensive bedroom and living room sets allows LTHB to meet changing customer trend and preference 

for whole furniture sets. 

 

 Established market presence. LTHB has over the years built-up long-term trust, relationships and a 

track record with its network of direct buyers, agents, distributors and end-retailers.  

 

 Track record. LTHB, being one of the more established players in the furniture export business, has 

carved out a reputation as a manufacturer that provides quality products on a timely delivery basis to its 

international customers.  
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 Continuous investment in research and development (R&D). R&D can be categorized into product 

development and cost reduction programmes. At group level, ODM products account for 25% of 

production, which typically fetches better margin. The other R&D focus is on increased automation, 

enhancement in manufacturing process to reduce production lead-time and improve quality control. 

It has recently set up its first dedicated one-stop R&D Centre at its Vietnam plant to cater for production 

of small quantity high-value products. 

 

8. Earnings Outlook 

 

 LTHB is uniquely positioned given its exposure to the production base in both Malaysia (availability of 

rubberwood and established cluster of sub-contractors) and Vietnam (competitive cost of production). 

 

 Since Jun-17, its downstream furniture making operation has been consolidated into one single factory in 

Kapar from the previous two factories. The consolidation has reduced its production capacity from 

US$2.8m mt/month (FY16) to US$2.30m mt/month (end-FY17). The main reason to the scaling down of 

production capacity is due to the prolonged shortage and difficulty in obtaining foreign workers. Its 

Kapar plant is running at an optimum run-rate of 90% on one shift.  

 

 Both factories in Vietnam are also running at optimum run-rate of 90%. In terms of production 

diversification, its Vietnam operation has embarked on a new high-end production line (Line F) and 

design centre to cater for production of small quantity high-value products. This new production line 

requires an investment of US$5m to be spent in FY17 and FY18 for a production capacity of 

US$1m/month. It is focusing on ODM products, which fetches higher profit margin. It is currently in 

developing new product prototype to customers. 

 

 Although both furniture making operations in Kapar, Malaysia and Vietnam are operating at optimum 

run-rate, LTHB has no plans to embark on a major increase in their production capacity. In the event of 

increased orders from customers, LTHB can always rely upon extra production run from over-time and 

increased outsourcing from sub-contractors. As such, with limited expansion in production capacity (only 

on a new high-end production line, Line F), LTHB is expected to experience slower turnover growth 

going forward. 

 

 Profitability will be under pressure against the backdrop of rising rubberwood prices. Due to a more 

aggressive buying of rubberwood by offshore-based Chinese manufacturers, rubberwood price has shot 

up to RM1,300-1,400/mt in recent months from RM1,100/mt in end-CY16. Besides the rising prices, it 

has also led to shortage of rubberwood for downstream furniture-making operations in Malaysia. 

Effective 1-Jul-17, the government has banned the export of rubberwood to ensure adequate supply of the 

raw material for the local furniture industry. This should alleviate the issue of shortage of rubberwood 

supply and the rising price of sawn rubberwood timber. However, against the backdrop of higher 

rubberwood prices, the cost pressures will still persist into FY18. The rising cost can be mitigated by 

increase in selling prices and improvement in operational efficiency.  

 

 The impact is mostly felt by its Malaysia operation. While rubberwood accounts for 60% of its wood 

requirement, its Vietnam operation only sources 40% of its from rubberwood. In addition, the 

rubberwood price in Vietnam has been relatively stable at RM1,200/mt. In FY16, its Malaysia operation 

accounted for 17% of group turnover, while its Vietnam operation contributed the larger share of 79.9% 

of group turnover. 

 

 The key strategic initiative is to expand its upstream operation in order to ensure the stability of raw 

materials supply and reduce cost of raw materials. In terms of cost breakdown, direct materials (inclusive 

of furniture components, coating and packaging materials) accounts for around 50-70% of production 

cost, out of which 80% comprises wood cost. 

 

The construction of an additional saw milling plant in Terengganu is scheduled to be completed by end-

Aug-17. The full production is expected to commence towards 2QFY18. The total investment in building 

and machinery is estimated at RM12.0m. Upon the full production, its Terengganu will be able to source 

100% (from 50% currently) of the wet timbers requirement internally. 
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 FY16 marks the first full year contribution from the panel board lamination factory bought in FY15. Its 

products are mainly construction materials such as polyester board, printed paper lamination board and 

paper printing wall panel sold to the local market. The production facilities and warehouse have since 

been re-located from Meru to the adjoining furniture making operation in Kapar. The vacant factory 

building will be leased out as warehouse. The contribution to the group is insignificant at this juncture. 

As it is currently running at 50% utilisation rate, it is incurring a small loss around RM2-3m. The panel 

board lamination factory will provide new varieties of raw materials and will help to mitigate reliance on 

solid woods. It also allows LTHB to diversify into new industry and new type of products. However, the 

contribution is insignificant at this juncture. 

 

 LTHB will continue to invest on the new high-end production line (Line F) and design centre in Vietnam 

and additional saw milling capacity in Terengganu. Additional investment will be incurred on the on-

going automation exercise and maintenance capex. The total capex for FY17 and FY18 is estimated at 

RM20-25m per year. 

 

9. Key Investment Risks 

 

 About 60% of its raw materials are rubberwood-based with the remaining being oak, pine wood and 

other wood-based materials. Hence, the availability of rubberwood is crucial. Issue of export of rubber 

logs can cause temporary tight supply situation for sawn rubberwood in the local market. 

 

 Its revenue can be seen as being over-dependent on the US market, which is the world’s largest furniture 

market. Any economic slowdown, fall in housing demand and housing starts in the US would have 

significant impact on its profit performance. 

 

 The weakening of the US$ against the Malaysian ringgit would have an impact on LTHB’s results as 

mostly all of its sales are denominated in US$.  

 

10. Valuation and Recommendation 

 

 LTHB is uniquely positioned given its exposure to the production base in both Malaysia (availability of 

rubberwood and established cluster of sub-contractors) and Vietnam (competitive cost of production). 

 

 We like LTHB for its unique value proposition in terms of a sizeable integrated operation ranging from 

upstream manufacturing of sawn timber and furniture components to downstream manufacturing of end 

furniture products. The integrated synergies and economies of scale position the group in a competitive 

position in terms of reliability in sourcing of rubberwood supply, better cost control and quality products 

on a timely delivery basis to its international customers. 

 

 Over FY17-18, LTHB is expected to post flattish net profit performance due to the lack of new capacity 

expansion on its downstream furniture making operations and cost pressure arising from rubberwood 

prices. However, it’s more than fully reflected in the sluggish share price performance. Since peaking at 

RM8.10 in Jan-16, its share price has retraced by 35%. 

 

 We are initiating coverage on LTHB with a BUY recommendation. Based on our EPS forecast of 74.5 

sen for FY18, the stock is currently trading at a P/E of 7.0x for FY18. We have arrived at a fair value of 

RM7.50 upon ascribing a target P/E of 10x. Excluding net cash per share of RM1.56 sen, its P/E ex-cash 

reduces to 4.9x. 
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Share price chart of LTHB 
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Sell (generally >10% downside over the next 12 months) 
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