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Kelington Group
Charging Ahead at Full Speed

By Samuel Tan | samueltan@kenanga.com.my

KGB has made good progress on its projects across different
geographical markets, paving the way for another strong quarter
ahead. Its order book now stands at RM1.6b with 74% coming from the
ultra-high purity gas segment that will underpin margin expansion in
FY23. More so, its low-margin job in Sarawak is completing by 1QFY23.
We maintain our forecasts, TP of RM1.80 and OUTPERFORM call.

We came away from KGB’s analyst briefing yesterday feeling reassured of its
near-term prospects. The key takeaways are as follows:
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1. It is upbeat on the coming quarter thanks to strong progress billings .
across all three geographical areas (i.e. Malaysia, Singapore and China) N D DD P P DD D DD D D
it operates in. The group remains confident that its China operation =~ o ¥ ¢ % o & o &7 o8 o oF o oF
(OMFY22 revenue +37% YoY) will continue to do well as it is less KLCI 1,465.9
susceptible to the supply-chain disruptions (such as the shortage of YTD KLCI chg -6.4%
components) from the lockdowns, given the relatively simpler nature of ~ YTD stock price chg -17.4%
its work process.
) ) Stock Information
2. As gt .end-BQFYZZ, its .outstar)dlng order book stood at RM1.6b Shariah Compliant Ve
con5|st|pg of 74% ultra-high purlty. (UH.P) gas sfystems., 2?% general Bloomberg Ticker KGRB MK Equity
contracting and 4% process engineering. Having a lion's share of  \jarket Cap (RM m) 8745
outstanding orders coming from the UHP segment means it will see  Shares Outstanding 643.0
margin expansion going into FY23. More so, it will be completing, by ~ 52-week range (H) 1.86
1QFY23, a low-margin turnkey job in Sarawak (largely general 52-week range (L) 1.06
contracting). KGB remains aggressive in bidding for new projects with its ~ 3-mth avg daily vol: 1,698,015
tender book staying elevated at RM1.7b. It is keeping a close eye onthe = Free Float 49%
expansion plans of semiconductor wafer fab in China and Singapore. Beta 0.8
3. Interms of sustainability, KGB has been able to maintain zero accidents  \jajor Shareholders
among its employees despite a significant increase in jobs. In addition, “pzjace Star 21.0%
the group continues to exhibit YoY reduction in its CO2 emission (-46%), ~ CIMB Group Holdings Bhd 6.7%
electricity usage (-23%) and water usage (-23%). As a result of effective ~ Sun Lead International Ltd 6.2%
oversight on ESG practices, the group was recently awarded as the
“most improved company over three years” by The Edge ESG Awards =~ Summary Earnings Table
2022. FYE Dec (RM m) 2021A  2022F  2023F
Forecasts. Maintained Turnover 517.7 1,199.5 1,041.3
) ) EBITDA 46.9 76.7 83.3
Investment thesis. We continue to like KGB for its: (i) unique proxy position =~ PBT 38.5 65.5 68.1
to the front-end semiconductor space, (i) strong track record which ~ Net Profit (NP) 31.8 50.2 52.2
continues to attract large MNC customers, and (jii) venture into the industrial ~ €onsensus (NP) &l S1.7 56.0
gas segment which has high entry barriers and yields very lucrative margins, ~ E@rning. Revision e 0% 0%
EPS (sen) 4.9 7.8 8.1
Maintain our OUTPERFORM call with an unchanged target price of = EPS growth (%) 78.8 57.9 3.8
RM1.80 on FY23F PER of 22x (in line with its peers’ forward average). ~NDPS (sen) 15 2.0 2.0
There is no adjustment to our TP based on ESG given a 3-star rating =~ BVPS (RM) 0.30 0.36 0.42
as appraised by us (see Page 4). Price/BV (x) 4.9 4.1 3.5
PER (x) 29.7 18.8 18.1
Risks to our call include: (i) slower revenue recognition due to on-going ~ Net gearing (x) (0.3) 0.3 0.3
Covid-19 lockdowns in China, (i) further cut in semiconductor capex, and ~ ROA (%) 7.8 7.0 7.1
(iii) delays in liquid CO2 ramp up. ROE (%) 16.4 21.6 19.2
Dividend Yield (%) 1.1 1.4 1.4
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Income Statement Financial Data & Ratios
FY Dec (RM m) 2019A 2020A 2021A 2022F 2023F FY Dec 2019A 2020A 2021A 2022F 2023F
Revenue 379.8 394.6 517.7 1,199.5 1,041.3 Growth (%)
EBITDA 35.0 335 46.9 76.7 83.3 Turnover 8.5 3.9 31.2 131.7 -13.2
Depre & Amor -2.1 5.1 -5.7 -5.9 -7.0 EBITDA 20.7 -4.1 40.0 63.4 8.6
Operating Profit 329 28.4 41.3 70.8 76.3 Operating Profit 26.9 -13.6 45.3 71.7 7.7
Other Income 5.3 8.7 5.8 4.8 4.2 PBT 26.3 -33.7 83.8 70.3 3.8
Interest Exp -1.3 -2.5 -2.8 -5.3 -8.3 Adj Net Profit 30.9 -28.3 81.8 57.9 3.8
Associate 0.0 -5.0 0.0 0.0 0.0
PBT 31.6 20.9 385 65.5 68.1 Profitability (%)
Taxation 7.7 -3.4 -5.9 -14.1 -14.7 EBITDA Margin 9.2 8.5 9.1 6.4 8.0
Minority Interest -0.5 0.1 0.7 1.2 1.2 Operating Margin 8.7 7.2 8.0 5.9 7.3
PATAMI 24.4 17.5 31.8 50.2 52.2 PBT Margin 8.3 5.3 7.4 55 6.5
Core PATAMI 24.4 17.5 31.8 50.2 52.2 Core Net Margin 6.4 4.4 6.1 4.2 5.0
Effective Tax
Rate 24.3 16.0 15.4 21.6 21.6
Balance Sheet ROA 6.1 8.1 5.0 7.8 7.0
FY Dec (RM m) 2019A 2020A 2021A 2022F 2023F ROE 15.7 10.4 16.4 21.6 19.2
Fixed Assets 53.0 59.7 64.2 76.2 127.2
Intangible Assets 6.4 6.4 5.5 55 5.5 DuPont Analysis
Other FA 4.3 4.7 7.0 7.0 7.0 Net Margin (%) 6.4 4.4 6.1 4.2 5.0
Inventories 0.6 2.8 6.9 16.4 14.0 Assets Turnover (x) 1.3 1.1 1.3 1.7 1.4
Receivables 90.9 74.2 91.7 2125 184.5 Leverage Factor (x) 1.9 2.1 2.1 3.1 2.7
Other CA 62.9 70.6 128.7 296.0 296.0 ROE (%) 15.7 10.4 16.4 21.6 19.2
Cash 85.1 132.0 106.3 107.4 98.9
Total Assets 303.1 350.3 410.3 721.0 733.1 Leverage
Debt/Asset (x) 0.1 0.2 0.1 0.3 0.3
Payables 71.6 89.1 118.5 282.7 241.2 Debt/Equity () 0.2 0.3 0.3 0.8 0.7
ST Borrowings 12.1 28.3 26.9 164.9 164.9 Net (Cash)/Debt -49.7 -76.5 -54.3 77.6 86.1
Other ST Liability 37.9 35.1 40.6 15.7 30.0 Net Debt/Equity (x) -0.3 -0.5 -0.3 0.3 0.3
LT Borrowings 23.3 27.2 25.1 20.1 20.1
Other LT Liability 2.6 2.4 3.6 3.6 3.6 Valuations
Net Assets 155.5 168.3 195.6 234.1 273.2 Core EPS (sen) 4.1 2.8 4.9 7.8 8.1
DPS (sen) 1.0 0.8 1.5 2.0 2.0
Shr. Equity 155.3  168.0 1946 2328 271.9 BVPS (RM) 0.3 0.3 0.3 0.4 0.4
Mnrt. Interest 0.3 0.3 1.0 1.3 1.3 PER (x) 36.0 53.1 29.7 18.8 18.1
Total Equity 155.5 168.3 195.6 234.1 273.2 Div. Yield (%) 0.7 0.5 1.0 1.3 1.4
P/BV (x) 5.7 55 4.9 4.1 35
Cashflow Statement EV/EBITDA (x) 22.9 24.5 18.3 12.9 12.0
FY Dec (RM m) 2019A 2020A 2021A 2022F 2023F
Operating CF 20.0 45.7 -6.2 50.8 59.5
Investing CF -35.2  -12.0 -13.3 -17.9 -57.9
Financing CF 31.7 11.3 -10.9 -9.6 -10.0

Source: Kenanga Research
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Malaysian Technology Peers Comparison

PER (x) — Core

Core EPS (sen) Core EPS Growth Earnings

Last

Price Upside (%) Mkt Cap Shariah Current

(RM'm)  Compliant FYE

(RM)

D&O GREEN TECHNOLOGIES BHD MP 426 351  -17.6% 52707 Y 12/2022 88 113 -1.9% 28.5% 486 378 60  128% 15  0.4%
GHL SYSTEMS BHD MP 0900 0800 -11.1%  1,027.4 Y 12/2022 21 2.7 -16.4% 30.2% 437 336 19 4.5% 00  0.0%
INARI AMERTRON BHD MP 270 285  56% 10,0786 y 06/2023 102 115 -3.2% 12.7% 265 235 40  150% 97  3.6%
JHM CONSOLIDATION BHD MP  0.830 0900  84% 460.0 Y 12/2022 3.1 6.7 37.7%  1188% 272 124 16 9.8% 05  0.6%
KELINGTON GROUP BHD OP 145 180  24.1% 932.4 y 12/2022 7.8 8.1 57.9% 4.0% 186 179 40  234% 20  12%
KESM INDUSTRIES BHD MP 748 660  -11.8% 3217 y 07/2023 28 8.6 500.0%  2083% 2684 879 0.9 03% 75  1.0%
LGMS BHD OP 125 150  20.0% 570.0 y 12/2022 2.7 35 20.4% 29.0% 460 355 68  220% 00  0.0%
MALAYSIAN PACIFIC INDUSTRIES MP 2900 2500 -13.8%  5,768.0 Y 06/2023 1185 1464  -28.7% 23.5% 245 198 27  113% 350  1.2%
P.I.E. INDUSTRIAL BHD OP 259 315  21.6% 994.7 Y 12/2022 166 19.7 6.0% 18.5% 156 131 17  11.6% 70  2.7%
SKP RESOURCES BHD OP 164 210  28.0%  2,562.3 y 03/2023 116 124 6.3% 7.7% 141 132 28  211% 58  3.5%
UNISEM (M) BHD MP 278 275  -11% 44844 Y 12/2022  14.4 15.3 17.7% 6.2% 193 181 19  104% 60  2.2%
Simple Average 18.0 224 47.3% 44.3% 502 284 31 12.9% 1.5%

Source: Kenanga Research
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Stock ESG Ratings:

I T

Earnings Sustainability &

Quality * * *
Corporate Social
-
é Responsibility o o o
Management/Workforce
% Diversity * * *
% Accessibility & Transparency * * *
Corruption-Free Pledge * * *
Carbon-Neutral Initiatives * * * *
Foreign Worker Welfare * * *
0 Supply Qhain Auditing . * * * *< % denotes half-star
L Waste Disposal / Pollution * *  *x * -10% discount to TP
8 Control o *% -5% discount to TP
o Energy Efficiency * * * *%% TP unchanged
9 Work Site Safety * Kk  *x *%kk +5% premium to TP
Digital Transformation *x k% *k* k% +10% premium to TP
OVERALL * * *
Stock Ratings are defined as follows:
Stock Recommendations
OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%
Sector Recommendations***
OVERWEIGHT : A particular sector’'s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than -5%

**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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