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Higher Earnings Growth Despite Weaker Revenue

KGB’s 1HCY24 earnings were slightly below our expectations, mainly due to several
major projects in Singapore nearing completion as well as slower progress in
Malaysia-based projects. We adjusted downward our CY24/25 earnings estimates by
6.3%/2.8% respectively, taking into account slower project recognition. However, we
keep our BUY call on KGB with lower TP of RM 3.72 (-RM0.15) by pegging an
unchanged target PER of 20.0x to our CY25F EPS. We like KGB for its: 1) firm earnings
growth potential, supported by increased job orders from the semiconductor industry,
2) global expansion of its industrial gas segment, and 3) stable income stream from
its LCO2 operations which could also help to shore up its dividend payouts. Key
downside risks include: 1) project delays, 2) slower-than-expected contract wins, and
3) lower utilisation rate for LCO2 Plant.

Slightly missed expectations. KGB’s 1HCY24 revenue and PATAMI slightly missed our
expectations, making up only 43.3% and 46.7% of our full year forecast respectively.

Y-o-Y. Revenue decreased by 24.4% to RM321.2m, from RM424.9m in 2QCY23,
mainly attributed to lower project recognition in the UHP segment that came in 25.0%
lower. The processing engineering and general contracting segments also showed a
significant decline in revenue of 31.9% and 37.2% respectively, due to slower progress
in Malaysia-based projects. However, the industrial gas segment revenue jumped by
21.0% to RM35.4m, from RM29.2m in 2QCY23, which we reckon is from the
commencement of a new plant that boosted the production capacity of LCO2 to cater
for local and export markets. GP margin showed an improvement to 17.3% compared
to 10.8% in 2QCY23, driven by changes in revenue composition, favourable product
mix and the robust growth in revenue contribution from the industrial gas segment.
As aresult, PBT margin and PATAMI margins also rose to 10.8% and 8.3% respectively.

Q-0-Q. The topline decreased by 5.3% as most segments posted lower revenue
contributions, with the UHP segment being the exception and it increased by 8.0%.
Nevertheless, the bottom line showed a 7.4% increase. Group borrowings, meanwhile,
increased by 17.6%, where the group drew down the loan for capital expenditure in
the industrial gases segment.

Dividend. The group declared a second interim dividend of 2.0 sen vs. 1.5 sen
declared in 2QCY23.

Table 1: Historical and Forecast Financial Performance

CYE Dec (RM m) cy21 cY22 cy23 CY24(F) CY25(F)
Revenue 514.6 1,278.8 1,614.4 1,430.0 1,520.0
EBITDA 43.6 86.2 154.5 158.5 182.0
EBITDA Margin (%) 8.5 6.7 9.6 11.1 12.0
PBT 35.7 74.4 133.9 135.9 155.7
PBT Margin (%) 6.9 5.8 8.3 9.5 10.2
PATAMI 29.0 55.8 104.1 105.6 121.3
PATAMI Margin (%) 5.6 4.4 6.5 7.4 8.0
EPS (sen) 4.4 8.5 16.0 16.2 18.6
Earnings Growth (%) 65.4 92.5 86.8 14 14.8
PER (x) 76.6 39.8 21.3 21.0 18.3
DPS (sen) 1.5 2.5 4.0 4.0 4.5
Dividend Yield (%) 0.4 0.7 1.2 1.2 1.3
ROE (%) 15.0 22.9 30.8 25.1 23.6
Net Gearing Ratio Net Cash Net Cash Net Cash Net Cash Net Cash
P/B (x) 11.6 9.3 6.7 5.4 4.4

Source: Company, Inter-Pacific Research
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Forecast. We revised downwardly both our CY24/25 revenue forecast by 6.2%/5.5%
and earnings forecast by 6.3%/2.8% after taking into account the slower project
progress.

Outlook. In 2QCY24, the group secured RM329.0m worth of new orders, bringing the
total to RM564.0m for 1HCY24, with China continuing to dominate, largely from
existing clients in the group’s UHP segment. The outstanding orderbook now stands
at RM1.29b, while the tender book amount to RM1.66b, with significant contributions
from the Chinese and Singaporean markets as we believe the potential for high-end
fabs in both markets exceed that of Malaysia. In the industrial gases segment, LCO2
Plant 1 and 2 is operating at an overall utilisation rate of 58%. The group is awaiting
for the commencement of OSRAM’s 10-year on-site gas supply scheme, where
construction is expected to be completed soon. Additionally, the group is exploring
opportunities in the industrial gas segment following the establishment of a company
in India.

Looking ahead, slower-than-expected projects progress may impact the group's
revenue growth. However, we anticipate a stronger earnings in 2HCY24 due to: 1) a
double-digit capacity growth among Chinese chipmakers is expected to be maintained,
according to a SEMI report, 2) the growing demand of Al chips, and 3) the recent
acquisition of the remaining stake in Ace Gases, enabling full consolidation of earnings.

Table 2: Quarterly Results Comparison

CYE Dec (RM m) 2QCY24  2QCY23 YoY 1QCY24 QoQ 6MCY24 6MCY23 YoY
% % %

Revenue 321.2 424.9 (24.4) 339.3 (5.4) 660.5 733.8 (10.0)
Gross Profit 55.5 46.0 20.6 52.9 4.8 108.4 83.9 29.2
EBITDA 38.6 29.0 32.8 36.7 5.1 75.2 55.2 36.4
PBT 34.8 25.9 34.3 32.7 6.5 67.6 47.0 43.9
PATAMI 26.7 19.1 39.9 24.8 7.4 51.5 35.3 46.1
EPS (sen) 4.0 3.0 34.8 3.8 4.9 7.8 5.5 42.5

ppt ppt ppt
GP Margin 17.3 10.8 6.4 15.6 1.7 16.4 11.4 5.0
EBITDA Margin 12.0 6.8 5.2 10.8 1.2 11.4 7.5 3.9
PBT Margin 10.8 6.1 4.7 9.6 1.2 10.2 6.4 3.8
PATAMI Margin 8.3 4.5 3.8 7.3 1.0 7.8 4.8 3.0

Source: Company, Inter-Pacific Research
Table 3: Operating Division

CYE Dec (RM m) 2QCY24 2QcCY23 YoY 1QCY24 QoQ 6MCY24 6MCY23 YoY
Revenue % % %
Ultra-high purity 222.1 296.0 (25.0) 205.5 8.0 427.6 480.0 (10.9)
Process engineering 17.4 25.6 (31.9) 214 (18.4) 38.8 61.3 (36.7)
General contracting 49.8 79.3 (37.2) 78.4 (36.4) 128.2 144.1 (11.0)
Industrial gas 35.4 29.2 21.0 35.9 (1.5) 71.3 53.6 32.9
Equipment and materials 14.9 16.1 (7.3) 16.2 (7.7) 31.1 20.7 49.8
Services 0.0 0.2 (100.0) 0.0 n.a. 0.0 0.3 (100.0)
Less: Consolidated
Adjustments (18.4) (21.4) - (18.1) - (36.4) (26.2) -
Total 321.2 424.9 (24.4) 339.3 (5.3) 660.5 733.8 (10.0)

Source: Company, Inter-Pacific Research
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Figure 1: 12-Month Forward PER
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Declaration of Independence of Opinions and of Interest in Securities

The analyst(s) responsible for the production of this report hereby certifies that the views expressed herein accurately and
exclusively reflect his or her personal views and opinions about any and all of the issuers or securities analysed in this report and
were prepared independently and autonomously. No part of the compensation of the analyst(s) was, is, or will be directly or
indirectly related to the inclusion of specific recommendations(s) or view(s) in this report. Inter-Pacific Research Sdn Bhd prohibits
the analyst(s) who prepared this research 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. Information
barriers and other arrangements may be established where necessary to prevent conflicts of interests arising. However, the
analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their duties or
the performance of his/their recommendations and the research personnel involved in the preparation of this report may also
participate in the solicitation of the business. In reviewing this research report, an investor should be aware that any or all of the
foregoing, among other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the
duties of confidentiality, available on request.

(i) As of August 23, 2024, Inter-Pacific Research Sdn Bhd has a proprietary position in the securities (which may include but not
limited to shares, warrants, call warrants and/or any other derivatives) in the following company or companies mentioned or
recommended in this report: (a) Kelington Group Bhd,

(i) As of August 23, 2024, the analyst(s) who prepared this report, and the associate(s), has / have an interest in the securities
(which may include but not limited to shares, warrants, call warrants and/or any other derivatives) in the following company or
companies covered or recommended in this report: (a) Chai Jia Yue - nil.

Signed

/L;HS:/’WO*‘(

Victor Wan Kum Seng
Head of Research
Inter-Pacific Research Sdn Bhd
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Ratings: Description:

BUY Total return is expected to exceed 15% in the next 12 months

TRADING BUY Total return is expected to exceed 10% in the next 3 months

NEUTRAL Total return is expected to be between —15% to 15% in the next 12 months

SELL Total return is expected to be below -15% in the next 12 months

TRADING SELL Total return is expected to be below -10% in the next 3 months

NOT RATED The stock is not within regular research coverage

Abbreviation Definition Abbreviation Definition

PER Price Earnings Ratio CAGR Compounded Annual Growth Rate
PEG PER to Growth CAPEX Capital Expenditure

EPS Earnings per Share DPS Dividend per Share

FYE Financial Year End ROA Return on Asset

FY Financial Year ROE Return on Equity

CcY Calendar Year PBT Profit Before Tax

MoM Month-on-Month PAT Profit After Tax

QoQ Quarter-on-Quarter EV Enterprise Value

YoY Year-on-Year EBIT Earnings Before Interest & Tax
YTD Year-to-Date EBITDA EBIT Depreciation & Amortisation
p.a. Per Annum WACC Weighted Average Cost of Capital
DCF Discounted Cash Flow NTA Net Tangible Asset

FCF Free Cash Flow BV Book Value

NAV Net Asset Value

IMPORTANT: This report has been prepared from sources that are believed to be reliable but we do not hold ourselves responsible for its completeness and accuracy.
All opinions and estimates in this report are subject to change without notice. We do not accept any liability that may arise from the use of information in this report.
Inter-Pacific Research Sdn Bhd and or its associates may from time to time have interest and/or underwriting commitments in the company being reported. This report
is for internal circulation only and the contents or any part thereof cannot be reproduced in any manner whatsoever except with the prior written consent of Inter-
Pacific Research Sdn Bhd.
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