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Earnings growth underpinned by growing orderbook

We upgrade Kellington’s call to BUY, from NEUTRAL, with an unchanged TP of RM2.22,
pegged to atarget PER of 24xto our forecastCY22 EPS, after valuehas emerged following
its recent sharepricedip. Investment merits include: 1) firmer earnings growth potential,
supported by increased job orders from the semiconductor industry, and 2) stable new
income stream from LCO2 operations which could also help to shore up dividend
prospects. Key downside risks include: 1) slower-than-expected contract wins,) stricter
working conditions or lack of labor,and 3) delay in customer expansion plans.

1QCY21 PATMI accounts 18.0% and 20.0% of ours and consensus CY21 earnings estimate
We reckon the softness inearnings is tied to lower operational activities in conjunction of
the Lunar New Year, but we think earnings should catch upinthe subsequent quarters.

Y-0-Y Revenue expanded 23.7% Y-o-Y, boosted by higher project completion in Malaysia
(+119.0% Y-0-Y) and China (+47.0% % Y-o-Y), as well as higher sales of LCO2. GP margin
was relatively unchanged at 13.9%, while EBITDA margin improved to 8.1% in 1QCY21,
from 7.6% in 1QCY20. PATAMI rose36.7% Y-o-Y to RM5.5m, trackingthe higher topline.

Q-0-Q PATAMI dipped 26.3% Q-0-Q mainly dueto lower project completion, tied to lower
working days during the Lunar New Year. Manufacturing of LCO2 and trading of
equipment & material accounts for 9.2% of total revenue in 1QCY21 vs. 5.3% in 4QFY20.
To recap, the management targets 30.0% revenue contribution from this division.

LCO2 plant The plantwas runningat 60.0% capacityin 1QCY21. Note that this operating

segment has a lucrative GP margin of 30%, which is more-than-double its UHP, processing
engineering and general contracting division’s GP margin.

Table 1: Financial highlights & earnings forecasts

FYE 31stDec (RMm) cY18 CY19 CY20 CY21(F) CY22(F)
Revenue 350.0 379.8 389.8 546.0 581.0
EBITDA 28.4 36.7 23.6 46.6 51.8
EBITDA Margin (%) 8.1 9.7 6.0 8.5 8.9
PATAMI 18.6 24.4 17.1 30.2 37.1
PATAMI Margin (%) 5.3 6.4 4.4 5.5 6.4
EPS (sen) 4.5 5.9 4.1 7.3 8.9
Earnings Growth (%) 65.3 30.9 (29.9) 76.5 22.9
PER (x) 44.6 34.0 48.6 27.5 22.4
DPS (sen) 1.8 2.0 0.5 2.0 2.0
DividendYield (%) 0.9 1.0 0.3 1.0 1.0
ROE (%) 21.5 20.3 11.9 21.2 27.2
ROA (%) 10.3 10.4 5.7 11.5 14.2
Net Gearing Ratio (%) NET CASH NET CASH NET CASH NET CASH NET CASH
Price/Book Ratio (x) 7.2 5.4 5.0 4.4 4.5

Source: Company, Inter-Pacific
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Outlook KGB’s orderbook stands at RM364m at the end 1QCY21, up from RM358m from
4QCY20, and registered an orderbook replenishment of RM105m in 1QCY21, where the
majority of the projects are from China, Singapore and Malaysia. KGB’s project delivery
timelineis about a year. We remain confident the group would be able to replenish last
year record orderbook win of RM490m, mainly attributed by robust investment in

semiconductor wafer plants in China andinthe memory storagedivision.

Table 2: Quarterly Income Statement and Comparison

FYE Dec (RM m) 1QCY21 1QCY20  YoYchg(%) 4QCY20  QoQ chg (%)
Revenue 104.8 84.7 23.7 129.5 (19.1)
Gross Profit 14.6 11.8 24.0 20.1 (27.3)
GP margin 13.9 13.9 0.2 15.5 (10.2)
EBITDA 8.5 6.5 31.3 7.9 6.7
EBITDA margin (%) 8.1 7.6 6.1 6.1 31.8
PBT 6.7 4.9 37.5 6.8 (0.9)
PBT margin (%) 6.4 5.8 11.1 5.2 22.4
PATAMI 5.5 4.1 36.7 7.5 (26.3)
PAT margin (%) 5.3 4.8 10.5 5.8 (9.0)
EPS (sen) 1.3 1.0 36.7 1.8 (26.3)
Source: Company
Table 3: Operating division
FYE Dec (RM m) 1QCY21 1QCY20 YoY chg (%) 4QCY20 QoQ chg (%)
Ultra high purity 68.9 63.4 8.7 81.8 (15.7)
Process engineering 9.6 10.9 (11.9) 18.5 (47.7)
General contracting 16.2 5.1 220.4 223 (27.3)
Manufacturing & Trading 9.7 5.1 88.4 6.9 2.8
Services 0.3 0.2 80.9 0.0 >100
Total 104.8 84.7 23.7 129.5 (24.7)

Source: Company

Table 4: Geographical segmental revenue

FYE Dec (RM m) 1QCY21  1QCY20  YoYchg(%) 4QCY20  QoQ chg (%)
Malaysia 439 20.0 119.7 48.0 (8.5)
China 19.0 12.9 47.0 44.7 (57.4)
Taiwan 3.1 1.2 149.2 3.7 (16.4)
Singapore 38.7 49.8 (22.2) 325 6.2
Others 0.1 0.8 (89.5) 0.7 (0.6)

104.8 84.7 23.7 129.5 (24.7)

Source: Company
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Declaration of Independence of Opinions and of Interest in Securities Recommended

The analyst(s) responsible for the production of this reporthereby certifies thatthe views expressed herein accurately and exclusively
reflect his or her personal views and opinions aboutanyand 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 willbedirectly orindirectly rel ated to the
inclusion of specificrecommendations(s) or view(s) in this report. Inter-PacificResearch Sdn Bhd prohibits theanalyst(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 involvedin the preparation of this report may also participatein thesolicitation of the businesses as described
above. In reviewing this research report, an investor should be aware that any or all of the foregoing, among other things, may give

riseto real or potential conflicts of interest. Additional informationis, subjectto the duties of confidentiality,availableonrequest.

(i) As of May 27,2021 Inter-Pacific Research Sdn Bhd has a proprietary positionin thesecurities (which mayinclude but not limited to
shares, warrants, call warrantsand/or any other derivatives)in the following company or companies mentioned or recommended in
this report: (a) Kelington Group Berhad,

(ii) As of May 27,2021, the analyst(s) who prepared this report, and the associate(s), has / have an interest in the securities (which
may includebut not limited to shares, warrants, call warrants and/or any other derivatives)inthe followingcompany or companies

covered or recommended inthis report: (a) Lai Yoon Hui: nil.

Signed

4/:\/070-4(

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

Ratings: Description:

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

TRADING BUY Total return is expected to exceed 10% inthe 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 notwithin regular research coverage

Abbreviation

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

cY 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 And 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 SdnBhd 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.

Published and Printed by:

Inter-Pacific ResearchSdn Bhd (449005-X)
West Wing, Level 13,
Berjaya Times Square,
No.1, Jalan Imbi,
55100 Kuala Lumpur
General Line :03-2117 1888 Fax :03-2142 7678

Page 4 of4



