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TRIS Rating upgrades the company rating on Northeast Rubber PLC (NER)
to “BBB-” from “BB+”, with a “stable” outlook. The upgrade reflects the
continuously improved operating performance of NER. The rating also reflects
the expectation of recovery in the natural rubber (NR) industry and the
company’s more effective cost management as a result of increased
economies of scale from its plant expansion. The rating continues to reflect
the company’s market position as a medium-sized processor in the Thai NR
industry and its proven track record of producing and merchandising NR.

However, NER’s business profile is constrained by fluctuations in NR prices
and exchange rates, government intervention, market concentration, single
production site, and competition from major industry players.

KEY RATING CONSIDERATIONS

Improved operating results

NER’s total operating revenue grew to THB16.4 billion in 2020, a 28%
compound annual growth from THB6.1 billion in 2016. Its earnings before
interest, taxes, depreciation, and amortization (EBITDA) also increased, to
THB1.2 billion in 2020, from THB275-THB869 million in 2016-2019.

NER’s gross margin improved to 8.6%-10.5% during 2018-2020, from 5.7%-7%
in 2016-2017. The improvement was the result of a more favorable product
mix and lower average raw material costs. NER reported a net profit of
THB486-THB859 million in 2018-2020, compared with a net profit of THB10-
THB224 million in 2016-2017.

For the first three months of 2021, NER’s gross margin widened to 11.5%,
compared with 10.8% over the same period in 2020. Although average raw
material prices for NR rose by 20% in the first quarter of 2021, average selling
prices also increased, rising by more than 20% over the same period in 2020.
NER is able to more effectively control costs supported by increased
economies of scale from its rubber plant expansion.

TRIS Rating expects the company’s sales volume to expand throughout the
rest of 2021 as the auto industry gradually recovers and economic conditions
improve. However, demand in the auto industry will likely grow at a slower
annual rate during 2022-2023 as demand-supply imbalances ease.

We forecast NER’s total operating revenues will grow by a robust 44% year-
on-year (y-o-y) in 2021, before decelerating to 6% in 2022 and 2% in 2023.
We expect the gross margin to remain around 12% in 2021, before slipping to
10% per annum during 2022-2023. NER’s EBITDA margin is forecast to be
around 10% in 2021, before declining to 7%-8% per annum in 2022-2023.

Gradual recovery in NR industry expected

According to the International Rubber Study Group (IRSG), a decline in NR
supply and demand worldwide during the Coronavirus Disease 2019 (COVID-
19) pandemic led to a drop in global NR prices in 2020. However, the average
prices for all NR products jumped by 23%-43% y-o-y during the first four
months of 2021 following a recovery of demand in the auto industry. The
spurt in demand was supported by governments’ stimulus policies, especially
that of China, and strong demand for concentrated latex to produce gloves
during the COVID-19 pandemic.
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TRIS Rating expects the NR industry to continue to recover for the rest of 2021. NR consumption is forecast to expand by
5.6% to 13.4 million tonnes in 2021 amid gradual reopening of economies worldwide and the exhaustion of NR stocks in
the major markets, especially China. Consumption should then continue to grow by a further 5.3% in 2022 and 4.7% in
2023. NR production is forecast to increase by 4.4% to 13.5 million tonnes in 2021, then by 5% in 2022 and 4.2% in 2023. A
shortfall in NR supplies could be expected from 2023 onwards.

A medium-sized NR processor

NER’s market share, in terms of sales volume of NR products, was 3%. The company’s market share is on par with most
other medium-sized NR producers. The market leader in Thailand holds an 8%-10% share of the market. NER’s revenue
base was moderate at around THB10.1-THB16.4 billion per year during 2017-2020. Its revenue ranked fourth among NR
processors in Thailand. NER has long-established relationships with its customers, most of which are medium- to large-
sized companies.

Financial leverage likely to decline

NER’s financial leverage is considered moderate. The company’s total debt to capitalization ratio declined to 58.1% in 2020
and 57.4% at the end of March 2021, down from 58.9% in 2019. This was due to short-term loan repayments and higher
retained earnings.

In our forecast, NER’s capital expenditure is estimated to be THB210-THB220 million per annum in 2021-2022 and THB100
million in 2023. Most of the spending is earmarked for production of animal bedding, installation of solar cells, and
capacity expansion of the existing block rubber processing facilities. As a result, the company’s debt to capitalization ratio
is expected to rise to 62% in 2021 and gradually decline to 49%-61% during 2022-2023. We note that the company also has
a high level of priority debt at 83%. Thus, the issue rating on NER’s senior unsecured debt might be one notch below the
company rating, reflecting the structural subordination risk.

Adequate cash flow protection

We expect NER to have adequate liquidity over the next 12 months. The company has outstanding debts of THB123 million
due over the next year. Our base-case forecast projects funds from operations (FFO) of around THB1.8 billion over the
same period. The company had cash and cash equivalents of THB328 million and unused credit facilities of THB1 billion, as
of March 2021.

Looking forward, NER’s FFO to total debt ratio is projected to improve to 20%-25% in 2021-2023, up from 14%-19% during
2018-2020, while the EBITDA interest coverage ratio is forecast to be 5-7 times in 2021-2023, compared with 3-5 times in
2018-2020.

BASE-CASE ASSUMPTIONS

e  Revenues to increase by 44% in 2021, decline by 6% in 2022, then grow by 2% in 2023.
e  Gross profit margin to be around 10%-12% per annum in 2021-2023.
e Total capital spending of THB210-THB220 million per annum in 2021-2022, and THB100 million in 2023.

RATING OUTLOOK

The “stable” outlook reflects our expectation that NER will maintain its competitive position in the NR industry, an
adequate liquidity position, and a balance sheet strong enough to withstand the effects of volatile rubber prices.

RATING SENSITIVITIES

The credit upside is limited in the near term following this upgrade. However, we could lower the rating if NER’s debt-to-
EBITDA ratio sustainably increases above 5 times. This could occur if its margins contract significantly, which could be a
result of its inability to cover increases in raw material costs, or if global demand for tires falls significantly. Any debt-
funded expansion, which materially weakens the company’s balance sheet and cash flow protection, could also impact the
rating on NER.

COMPANY OVERVIEW

NER was established in 2006 by Mr. Chuwit Jungtanasomboon, to process and distribute rubber products. The company
was certified by “Bridgestone” in 2009 as a producer of standard-quality ribbed smoked sheet. The company added a new
product, standard Thai rubber (STR), after establishing its own block rubber plant in 2013.
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NER owns and operates two rubber plants located in Buriram province, Thailand. Total capacity comprises 60,000 tonnes
per annum of ribbed smoked sheet, plus 319,200 tonnes per annum of STR and compound rubber.

As of January 2021, the Jungtanasomboon family collectively held 42.7% of the company’s shares. The company was listed
on the Stock Exchange of Thailand (SET) in November 2018. The initial public offering (IPO) brought in THB1.5 billion in
new equity capital.

In 2019, NER established a new STR plant with total capacity of 172,800 tonnes per year. After that the company
commenced to operate the STR plant in mid2020.

In December 2020, NER issued and offered THB308 million units of free warrants (NER-W1) for purchase of NER’s common
shares to the existing shareholders. The company received THB134.42 million from exercising the warrants.

In May 2021, NER established a subsidiary, N.E. Power Ltd. NER held 100% in N.E. Power. Total registered capital was THB8
million. The company will generate and sell electricity from this biogas power plant.

KEY OPERATING PERFORMANCE

Table 1: NER’s Revenue Breakdown by Business

Unit: %
Product 2017 2018 2019 2020 Jan-Mar
2021
Ribbed smoked sheet 37 35 35 20 20
Standard Thai rubber 32 32 31 40 40
Compound rubber 31 34 34 40 40
Total sales 100 100 100 100 100
Total sales (Mil. THB) 9,805 10,056 13,006 16,350 4,963
Source: NER
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Chart 2: Prices of Natural Rubber
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FINANCIAL STATISTICS AND KEY FINANCIAL RATIOS*

Unit: Mil. THB

Total operating revenues
Earnings before interest and taxes (EBIT)
Earnings before interest, taxes, depreciation,
and amortization (EBITDA)
Funds from operations (FFO)
Adjusted interest expense
Capital expenditures
Total assets
Adjusted debt
Adjusted equity
Adjusted Ratios
EBITDA margin (%)
Pretax return on permanent capital (%)**
EBITDA interest coverage (times)
Debt to EBITDA (times)
FFO to debt (%)**
Debt to capitalization (%)

4,966
427
469

384

67

29
10,398
5,459
4,057

9.44
16.24
6.96
3.50
23.37
57.37

16,364
1,116
1,230

971
229
534

10,232

5,126
3,691

7.52
12.79
5.36
4.17
18.94
58.14

2019

13,021
786
869

611
234
241

7,989

4,323

3,011

6.67
1131
3.71
4.98
14.13
58.94

2018

10,074
736
816

552
252
83
6,693
3,516
2,672

8.10
13.47
3.24
4.31
15.71
56.82

282
267
45
5,101
3,870
717

5.68
10.81
2.09
6.94
7.28
84.37

Note: All ratios have been adjusted by operating leases.
* Consolidated financial statements

** Annualized with trailing 12 months

RELATED CRITERIA

- Rating Methodology — Corporate, 26 July 2019
- Key Financial Ratios and Adjustments, 5 September 2018
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