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Results Note

“Earnings prospects
look promising with high RM1.9bn
orderbook”
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Stock Data
Sector Oil and Gas
Issued shares (m) 643.0

Mkt cap (RMm)/(US$m) 835.9/183.6
Avg daily vol - 6mth (m) 14

52-wk range (RM) 1.06-1.86
Est free float 48.9%
Stock Beta 0.69

Net cash/(debt) (RMm) (63.9)

ROE (CY22E) 26.1%
Derivatives Nil

Shariah Compliant Yes
FTSE4Good Constituent No

FBM Emas (Top 200) Bottom 25%
ESG Rank

Key Shareholders

Palace Star 21.1%
CIMB 6.7%
Sun Lead 6.2%

Source: Affin Hwang, Bloomberg
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RM1.30 @ 17 November 2022

Kelington (KGRB MK)

BUY (maintain) ‘ Price Target: RM2.00
Up/Downside: +54% Previous Target (Rating): RM1.88 (BUY)

Record profit also a strong beat

» KGB reported a solid set of numbers. 9M22 core profit of RM41m (+108% yoy)
made up 85% of both our/consensus forecasts

» Result was above expectation on higher-than-expected revenue and lower tax
rate benefits arising from China R&D incentive

» Weraise earnings forecasts by 7-14%. Maintain BUY with higher target price of
RM2.00

Stronger revenue recognition

3Q22 revenue rose 17% qoq driven mainly by higher Ultra High Purity (+8%) and General
Contracting (+25%) contract recognition. Revenue across key regions increased,
including Malaysia (+17%) and Singapore (+19%). Despite the flattish EBITDA margin
gog, we think this is commendable given the higher proportion of contracting work
performed this quarter (33% vs 31% in 2Q22) which commands a lower margin. The
Sarawak turnkey construction work is on track to be completed by Apr23. KGB recorded
a record high core net profit of RM18m (+25% yoy) on the back of higher revenue and a
lower effective tax rate of 13%, benefiting from a R&D tax incentive received from the
China government.

Earnings visibility and growth prospects look promising

KGB's solid track record of securing new contracts led to its strong revenue and core
profit growth of 152% and 108% yoy in 9M22. The lower EBITDA margin (-2ppts yoy) is
due entirely to revenue mix whereby more contracting work was executed. We expect
earnings prospects over the next 12 months to remain positive as it focuses on delivering
the jobs in hand. Despite the global slowdown, KGB has secured a total of RM1.6bn new
contracts to-date and has a second carbon dioxide gas recovery plant expansion
underway, which should provide better earnings visibility. Its 10-year onsite gas supply
contract is expected to commence operation by early 2023.

Maintain BUY and raise TP to RM2.00

We raise our 2022-23 earnings forecasts by 7-14% to reflect a faster order book burn
rate. We subsequently raise our target price to RM2.00 (from RM1.88), based on an
unchanged 22x 2023E PE multiple. KGB’s RM1.9bn order book provides good earnings
visibility in the coming years. Tender book at RM1.6bn continues to present good
opportunities for further contract replenishments. Reaffirm our BUY rating. Downside
risks include delays in clients’ expansion plans, project execution delays, lower-than-
expected LCO2 plant demand and project cost overruns.

Earnings & Valuation Summary

FYE 31 Dec 2020 2021 2022E 2023E 2024E
Revenue (RMm) 394.6 517.7 1,119.7 1,125.1 1,122.3
EBITDA (RMm) 32.4 48.7 78.3 835 89.9
Pretax profit (RMm) 20.9 38.5 68.8 74.6 81.5
Net profit (RMm) 17.5 31.8 54.3 58.6 63.9
EPS (sen) 2.7 5.0 8.4 9.1 9.9
PER (x) 47.7 26.3 154 14.3 131
Core net profit (RMm) 22.5 345 54.3 58.6 63.9
Core EPS (sen) 35 5.4 8.4 9.1 9.9
Core EPS growth (%) (12.9) 53.6 57.2 7.9 9.1
Core PER (x) 37.2 24.2 154 14.3 131
Net DPS (sen) 1.0 2.0 3.0 35 4.0
Dividend Yield (%) 0.8 15 2.3 2.7 3.1
EV/EBITDA (x) 235 16.3 9.6 8.6 7.6
Chg in EPS (%) +14.3 +6.6 +0.1
Affin/Consensus (%) 11 1.1 1.0

Source: Company, Affin Hwang estimates
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Fig 1: Results Comparison

FYE 31 Dec COTTETS
(RMm)

Revenue 106.4 312.4 366.4 17.3 337.6 852.1 Driven by increase in
new contracts

Op costs (95.8) (291.8) (342.7) 17.5 257.7 (307.7) (794.3) 158.2

EBITDA 10.6 20.6 23.7 14.8 124.4 29.9 57.8 93.2

EBITDA margin 9.9 6.6 6.5 -0.1ppt -3.5ppt 8.9 6.8 -2.1ppt  Higher contracting work

%

(De)pn and amort 1.2) 1.3) 1.4) 7.1 21.2 (3.5) (3.9) 11.2

EBIT 9.4 19.3 22.3 15.4 137.1 26.4 53.9 104.1

EBIT margin (%) 8.8 6.2 6.1 -0.1ppt -2.8ppt 7.8 6.3 -1.5ppt

Int expense 0.7) (2.0) 1.2) 19.2 68.3 (2.2) (2.8) 27.2

El 0.1 (0.8) (2.3) n.m n.m 1.0 (3.6) n.m Impairments

Pretax profit 8.8 17.5 18.8 7.7 114.9 25.2 475 88.1

Core pretax 8.7 18.3 21.1 15.2 142.7 24.2 51.1 111.1

Tax (0.6) (3.6) (2.5) n.m 303.5 (3.8) 8.7) 125.4

Tax rate (%) 7.1 20.4 13.3 -7.1ppt 6.2ppt 15.3 18.3 3ppt

Ml (0.2) (0.3) (0.6) n.m n.m (0.5) 1.2) 131.7

Net profit 8.0 13.6 15.7 15.8 97.3 20.9 37.6 80.1

EPS (sen) 3.2 5.4 6.3 15.8 97.3 8.3 15.0 80.1

Core net profit 7.9 14.4 18.0 24.9 127.8 19.8 41.2 107.8  Above our forecasts

Source: Affin Hwang, Company

Fig 2: Segmental Breakdown

1Q22 2Q22 Kloyy

Ultra High Purity 70.6 108.1 112.6 191.8 206.6 7.7 1925 232.9 511.0 119.4
Process Engineering 171 22.8 12.0 115 141 225 (17.1) 39.2 37.6 (4.1)
General Contracting 9.8 37.4 38.4 97.1 121.6 25.2 1,145.0 38.3 257.1 570.5
Industrial Gases 8.9 11.8 104 12.0 24.0 100.4 168.9 27.1 46.4 71.0
TOTAL 106.4 180.1 173.3 312.4 366.3 17.3 244.4 337.6 852.1 152.4
Malaysia 36.2 81.3 77.9 148.0 173.2 17.1 379.0 117.7 399.1 239.1
Singapore 36.5 56.5 62.3 104.7 125.0 194 242.6 113.0 291.9 158.4
China 29.3 34.3 27.0 51.6 51.0 1.2) 74.2 94.9 129.6 36.5
Taiwan 35 6.8 4.9 6.6 11.7 76.6 234.0 9.8 23.2 135.8
Philipines - - - - 4.5 >100 >100 0.0 4.5 >100
Others 0.9 1.2 1.3 15 0.9 (37.8) (0.2) 2.2 3.8 74.7
TOTAL 106.4 180.1 173.3 312.4 366.4 17.3 244.5 337.6 852.1 152.4
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Important Disclosures and Disclaimer

This publication is prepared by Affin Hwang Investment Bank Berhad (“Affin Hwang”) and reviewed by Daiwa Securities Group Inc. and/or its non-U.S. affiliates (collectively, “Daiwa”), and
is distributed and/or originated from outside Malaysia by Daiwa Securities Group Inc. and/or its non-U.S. affiliates, except to the extent expressly provided herein. The role of Daiwa Securities
Group Inc. and/or its non-U.S. affiliates in connection with this publication is solely limited to the review and distribution of this publication ; and Daiwa Securities Group Inc. and/or its non-
U.S. affiliates are not involved in the preparation of this publication in any other way. This research is for Daiwa clients only and the publication and the contents hereof are intended for
information purposes only, and may be subject to change without further notice. Other than disclosures relating to Daiwa, this research is based on current public information that Affin
Hwang and Daiwa consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such.

The analysts named in this report may have from time to time discussed with clients, including Daiwa’s salespersons and traders, or may discuss in this report, trading strategies that
reference catalysts or events that may have a near-term impact on the market price of the equity securities discussed in this report, which impact may be directionally counter to the analysts'
published price target expectations for such stocks. Any such trading strategies are distinct from and do not affect the analysts' fundamental equity rating for such stocks, which rating reflects
a stock's return potential relative to its coverage group as described herein.

Any use, disclosure, distribution, dissemination, copying, printing or reliance on this publication for any other purpose without our prior consent or approval is strictly prohibited. Neither Affin
Hwang ,Daiwa Securities Group Inc. nor any of its or their respective parent, holding, subsidiaries or affiliates, nor any of its or their respective directors, officers, servants and employees,
represent nor warrant the accuracy or completeness of the information contained herein or as to the existence of other facts which might be significant, and will not accept any responsibility
or liability whatsoever for any use of or reliance upon this publication or any of the contents hereof. Neither this publication, nor any content hereof, constitute, or are to be construed as, an
offer or solicitation of an offer to buy or sell any of the securities or investments mentioned herein in any country or jurisdiction where such an offer or solicitation would be illegal nor, unless
expressly provided, any recommendation or investment opinion or advice. Any view, recommendation, opinion or advice expressed in this publication constitutes the views of the analyst(s)
named herein and does not necessarily reflect those of Affin Hwang, Daiwa Securities Group Inc. and/or its affiliates nor any of its respective directors, officers, servants and employees
except where the publication states otherwise. This research report is not to be relied upon by any person in making any investment decision or otherwise advising with respect to, or dealing
in, the securities mentioned, as it does not take into account the specific investment objectives, financial situation and particular needs of any person. Clients should consider whether any
advice or recommendation in this research is suitable for their particular circumstances and, if appropriate, seek professional advice, including tax advice. The price and value of investments
referred to in this research and the income from them may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital
may occur. Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments. Certain transactions, including those involving
futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors. Investors should review current options disclosure documents in relation to such
investments.

All research reports are disseminated and available to our clients simultaneously through electronic publication to our internal client websites. Not all research content is redistributed to our
clients or available to third-party aggregators, nor is Daiwa and Affin Hwang responsible for the redistribution of our research by third party aggregators.

Affin Hwang, Daiwa Securities Group Inc., their subsidiaries and affiliates, or their respective directors, officers and employees, from time to time may have trades as principals, or may have
positions in, or have other interests in the securities of the company under research including market making activities, derivatives in respect of such securities or may have also performed
investment banking and other services for the issuer of such securities. Affin Hwang, Daiwa Securities Group Inc., their respective subsidiaries or affiliates may do and may seek to do
business with the company(s) covered in this research report. Therefore, investors should be aware that a conflict of interest may exist. The following are additional disclosures.

Ownership of Securities of Daiwa Securities Group Inc., its subsidiaries and affiliates

For “Ownership of Securities” information, please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.
Investment Banking Relationship of Daiwa Securities Group Inc., its subsidiaries and affiliates

For “Investment Banking Relationship”, please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.

Disclosure of Interest of Daiwa Securities Group Inc.

Investment Banking Relationship

Within the preceding 12 months, the subsidiaries and/or affiliates of Daiwa Securities Group Inc. * has lead-managed public offerings and/or secondary offerings of the equities or relevant
securities of the following companies: Daiwa House Logistics Trust (DHLU SG).
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Capital Markets Singapore Limited, Daiwa Capital Markets Australia Limited, Daiwa Capital Markets India Private Limited, Daiwa-Cathay Capital Markets Co., Ltd., Daiwa Securities Capital
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Property Perfect Public Company Limited (PF TB); Macquarie Group Limited (MQG AU); Lotte Rental Co Ltd (089860 KS) and SCGM bhd (SCGM MK).

This research may only be distributed in Japan to “qualified institutional investors”, as defined in the Financial Instruments and Exchange Act (Article 2 (3) (i)), as amended from time to time.

Disclosure of Interest of Affin Hwang Investment Bank

Investment Banking Relationship

Within the preceding 12 months, Affin Hwang Investment Bank has lead-managed public offerings and/or secondary offerings (excluding straight bonds) of the securities of the following
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Hong Kong

This research is distributed in Hong Kong by Daiwa Capital Markets Hong Kong Limited (R A 17358 #5457 BR A ) (“DHK”) which is regulated by the Hong Kong Securities and Futures
Commission. Recipients of this research in Hong Kong may contact DHK in respect of any matter arising from or in connection with this research.
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Relevant Relationship (DHK)

DHK may from time to time have an individual employed by or associated with it serves as an officer of any of the companies under its research coverage.
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This research is distributed in Australia by Daiwa Capital Markets Stockbroking Limited and it may only be distributed in Australia to wholesale investors within the meaning of the Corporations
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financial interest in securities of the issuers covered in the report, has not served (nor any members of their household) as officer, employee, director or advisory board member of the
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Taiwan may contact Daiwa-Cathay Capital Markets Co., Ltd. in respect of any matter arising from or in connection with the research.
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research or its contents.
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Daiwa Capital Markets Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. Our conflict management policy is available at
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This publication is intended for investors who are Professional Clients or Eligible Counterparties in the European Union within the meaning of Directive 2014/65/EU (“MiFID 1I”) and should
therefore not be distributed to Retail Clients in the European Union.
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This research is distributed into the United States directly by Daiwa Capital Markets Hong Kong Limited (DCMHK) and in certain cases indirectly by Daiwa Capital Markets America Inc.
(DCMA), a U.S. Securities and Exchange Commission registered broker-dealer and FINRA member firm, exclusively to “major U.S. institutional investors”, as defined under Rule 15a-6
promulgated under the U.S. Securities Exchange Act of 1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (SEC). Where this is co-branded
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Research Analyst Certification

For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at https://daiwa3.bluematrix.com/sellside/Disclosures.action. The views about
any and all of the subject securities and issuers expressed in this Research Report accurately reflect the personal views of the research analyst(s) primarily responsible for this report (or
the views of the firm producing the report if no individual analyst is named on the report); and no part of the compensation of such analyst (or no part of the compensation of the firm if no
individual analyst is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views contained in this Research Report.

For stocks and sectors in Malaysia covered by Affin Hwang, the following rating system is in effect:

Stocks:

BUY: Total return is expected to exceed +10% over a 12-month period

HOLD: Total return is expected to be between -5% and +10% over a 12-month period

SELL: Total return is expected to be below -5% over a 12-month period

NOT RATED: Affin Hwang Investment Bank Berhad does not provide research coverage or rating for this company. Report is intended as information only and not as a recommendation
Sectors:

OVERWEIGHT: Industry, as defined by the analyst's coverage universe, is expected to outperform the KLCI benchmark over the next 12 months

NEUTRAL: Industry, as defined by the analyst's coverage universe, is expected to perform inline with the KLCI benchmark over the next 12 months

UNDERWEIGHT: Industry, as defined by the analyst’s coverage universe is expected to under-perform the KLCI benchmark over the next 12 months
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For “Ownership of Securities” information, please visit BlueMatrix disclosure Link at https://daiwa3.bluematrix.com/sellside/Disclosures.action.
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