Research

by kenanga Results Note

22 May 2023

Kelington Group OUTPERFORM <>
1QFY23 Earnings Almost Double YoY Price: RM1.34

Target Price: RM1.92 <«
By Samuel Tan | samueltan@kenanga.com.my

Share Price Performance
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KGB’s 1QFY23 results met expectations. Its net profit almost
doubled YoY on: (i) healthy project deliveries across all operating
regions, (ii) strong contributions from its ultra-high purity (UHP)
segment, and (iii) a 145% jump in sales for high-margin industrial
gases on robust demand from the F&B sector, maxing out 1.50

utilisation at its LCO2 plant. We maintain our forecasts, TP of M

RM1.92 and OUTPERFORM call. 100
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Within expectations. KGB’s 1QFY23 results were in line with our 0.50
expectation, delivering net profit of RM16.2m (+95% YoY) which
accounted for 29% and 27% of our full-year forecast and the full-year
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consensus estimate, respectively. o T W o @V o e e
Results’ highlights. YoY, 1QFY23 revenue jumped 78.2% on the back KLCI 1,428.5
of robust project deliveries across all operating markets. Malaysia, which YTD KLCI chg -4.5%
accounts for nearly half of the group’s revenue, saw an 82.9% growth, YTD stock price chg -2.2%

followed by substantial contributions from Singapore (+67.2%) and China i

(+68.9%). Delving into its business segments, its UHP gas delivery Stock Information

solutions remain the group’s anchor business (c.60% of group revenue) Shariah Compliant Yes
and recorded a 63.1% growth owing to strong demand from the Bloomberg Ticker KGRB MK Equity

semiconductor industry. Furthermore, its industrial gases segment, glr?:r(; %?ft)sggmirr?) ggég
differentiated by its higher gross profit margin of ¢.30% compared to other 52-week range (H)g q 6-5
segments at ¢.15%, has more than doubled in revenue and now 52-week range (L) 1:06
constitute ¢.8% to the group’s revenue. This was mainly driven by 5 avg daily vol: 1,048,548
surging demand in the F&B industry which propelled the group’s liquid Frae Float 50.8%
carbon dioxide (LCO2) plant to operate near peak capacity. As a result, ggtg 0.9

1QFY23 net profit almost doubled YoY.

Order flows remain buoyant. Against the backdrop of a slowdown in the Major Shareholders

technology sector, KGB has exhibited resilience and exceptional capabilities gﬁlr?cLiantEﬁlternational Ltd 212%’
. T . . a 0
in sustaining a steady flow of job wins. The group has secured RM596m Amanah Raya Trustees 5 506

worth of new jobs YTD, putting it on track to achieve RM1b replenishment for

the year, supported by an elevated tender book of RM2b. Furthermore, we Summary Earnings Table

take comfort in the group’s eamings visibility stemming from its strong
outstanding order book of RM1.8b which will keep the group busy into FY24. 'II:':rE] oszCr (RMm) 12255'2 128 4203 '; 12(.?62; ';
Forecasts. Maintained. EBITDA 85.7 93.8 99.3
PBT 73.6 74.5 76.8
We like KGB for: (i) it being a direct proxy to the front-end wafer fab Core NP (CNP) 55.4 56.0 57.8
expansion, (ii) its strong earnings visibility underpinned by robust order-book Consensus (NP) = 59.1 61.9
and tender-book exceeding RM1b, and (iii) its strong footholds in multiple Earnings Revision - - -
markets, i.e. Malaysia, Singapore and China. EPS (sen) 8.6 8.7 9.0
o EPS growth (%) 74.1 1.2 3.2
We keep our TP of RM1.92 based on an unchanged 22x FY23F PER, inline \pps (sen) 25 24 25
with peer’s forward average. The sector's forward PER is the average of Byps (RM) 0.37 0.43 0.50
regional peers, namely PNC Process Systems and Linde. There is no price/BV (x) 3.6 3.1 2.7
adjustment to our TP based on ESG given a 3-star rating as appraised PER (x) 15.6 15.4 14.9
by us (see Page 4). Maintain OUTPERFORM. Net Gearing (x) (0.2) (0.2) (0.3)

0,

Risks to our call include: (i) chip makers halting their expansion plans due Egé E"ﬁ ; 225 283 128
to oversupply, (ii) worsening Sino-US chip war, and (iii) delays in LCO2 ividend Yield (%) 19 18 1.9

expansion.
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Results Highlight

1Q 4Q QoQ 1Q YoY 3M 3M YoY
FYE Dec (RM m) FY23 FY22 Chg FY22 Chg FY23 FY22 Chg
Revenue 308.9 417.4 -26.0% 173.3 78.2% 308.9 173.3 78.2%
GP 37.9 43.5 -12.8% 23.7 59.9% 37.9 23.7 59.9%
EBIT 24.3 27.9 -13.0% 11.7 107.6% 24.3 11.7 107.6%
PBT 21.0 26.2 -19.7% 111 89.1% 21.0 111 89.1%
Taxation -4.4 -6.8 35.4% -2.6 -69.3% -4.4 -2.6 -69.3%
Net Profit (NP) 16.2 17.8 -9.2% 8.3 95.0% 16.2 8.3 95.0%
Core NP 16.2 17.8 -9.2% 8.3 95.0% 16.2 8.3 95.0%
EPS (sen) 25 2.8 -9.2% 1.3 95.0% 2.5 1.3 95.0%
DPS (sen) 15 15 0.0 15 0.0

0 0

GP margin 12.3% 10.4% 13.7% 12.3% 13.7%
EBIT margin 7.9% 6.7% 6.8% 7.9% 6.8%
Pretax margin 6.8% 6.3% 6.4% 6.8% 6.4%
CNP margin 5.2% 4.3% 4.8% 5.2% 4.8%
Effective tax rate -20.9% -26.0% -23.4% -20.9% -23.4%
Source: Kenanga Research
Geographical Breakdown

1Q 4Q QoQ 1Q YoY 3M 3M YoY
FYE Dec (RM m) FY23 FY22 Chg FY22 Chg FY23 FY22 Chg
Revenue 308.9 417.4 -26.0% 173.3 78.2% 308.9 173.3 78.2%
Malaysia 142.5 164.7 -13.5% 77.9 82.9% 142.5 77.9 82.9%
China 45.5 51.1 -10.9% 27.0 68.9% 45.5 27.0 68.9%
Taiwan 7.4 6.4 14.8% 4.9 52.1% 7.4 4.9 52.1%
Singapore 104.1 186.5 -44.2% 62.3 67.2% 104.1 62.3 67.2%
Others 9.4 8.6 8.7% 1.3 597.2% 9.4 1.3 597.2%
Malaysia 46% 39% 45% 46% 45%
China 15% 12% 16% 15% 16%
Taiwan 2% 2% 3% 2% 3%
Singapore 34% 45% 36% 34% 36%
Others 3% 2% 1% 3% 1%
Source: Kenanga Research
Geographical Breakdown
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Source: Kenanga Research
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Malaysian Technology Peers Comparison

PER (x) — Core

Core EPS (sen) Core EPS Growth Earnings

Last  Target
Price Price Upside (%)
(RM) (RM)

Mkt Cap Shariah Current

(RM'm)  Compliant FYE

D&O GREEN TECHNOLOGIES BHD UP 390 351 -10.0% 4,827.4 Y 12/2023  10.3 140  31.6% 355% 377 278 51 140% 17  0.4%
GHL SYSTEMS BHD OP 0780 105 346%  890.4 Y 12/2023 3.0 3.4 21.3% 129% 260 231 16 65% 00 0.0%
INARI AMERTRON BHD MP 221 260 17.6%  8,249.8 Y 06/2023  10.2 115  -3.2% 12.7% 217 192 32 150% 97  4.4%
JHM CONSOLIDATION BHD MP 0790 0.800  1.2% 478.7 Y 12/2023 5.3 5.9 40.0% 10.6% 149 135 14  98% 05  0.6%
KELINGTON GROUP BHD OP 134 192 432% 8616 Y 12/2023 8.7 9.0 1.1% 3.2% 154 149 30 213% 24 18%
KESM INDUSTRIES BHD MP 7.08 824 163% 3045 Y 07/2023  (10.0) 6.7  -2250%  -32.6% N.A. 1063 09 -12% 75 11%
LGMS BHD OP 116 150 293%  529.0 Y 12/2023 35 5.9 26.2% 69.8% 333 196 53 17.4% 00 0.0%
A SAYSIAN PACIFIC INDUSTRIES UP 2570 1526 -40.6% 5,111.6 Y 06/2023 418 1058 -747%  1533% 612 242 25  41% 350 1.4%
NATIONGATE HOLDINGS BHD OP 124 150 209% 25717 Y 12/2023 55 6.5 32.2% 186% 227 192 75 396% 00  0.0%
OPPSTAR BHD UP 196 130 -33.6% 1,247.0 N 12/2023 3.1 4.0 18.1% 20.6%  63.6 491 433 90.7% 08  0.4%
P.I.E. INDUSTRIAL BHD OP 346 405 17.05% 1,328.8 Y 12/2023 22,5 253 22.0% 125% 154 137 21 146% 7.0  2.0%
SKP RESOURCES BHD UP 107 120 12.15% 1,671.7 Y 03/2023 9.7 7.9 111%  -17.9%  11.0 135 19 17.8% 48  45%
UNISEM (M) BHD MP 290 275 -517%  4,677.9 Y 12/2023 8.9 138  -412%  557% 188 169 19  59% 6.0 2.1%
Simple Average -18.8% 27.4% 26.5 20.8 6.1 19.7% 1.4%

Source: Kenanga Research

conanga N

Page 1 of 4 Page 3 of 4



Kelington Group Bhd Results Note

22 May 2023 |

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 * * *
8) Supply Qhain Auditing . * * * *< % denotes half-star
L Waste Disposal / Pollution * * * * -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 * kK *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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