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Kelington Group (KGRB MK)
SMIC Setback: Turning Cautious; Still SELL

s SELL, new MYR1.83 DCF TP from MYR2.11, 12% downside, c.1% yield.
Kelington's revelation that it lost the bid for Semiconductor Manufacturing
International Corp's (SMIC) hook-up job, was a negative surprise. We see
near-term share price weakness, as the market prices in downside risks
from higher competition in China. This is notwithstanding the still-robust
MYR358m outstanding orderbook, which should drive a 23% FY21F core
earnings growth. Qur TP implies 22x FY22F PE, at +1.67SD from its 5-year

7 mean - a discount to the average tech sector PER of 32x, given the

contractual nature of its business

. g surprise. Iny y's quarterly results call, KGB said it lost the
bid for SMIC's (981 HK, NR) c.CNY100m hook-up jobs. This is a negative
surprise, as it was the front-runner, being the FY20 incumbent hook-up
contractor. We understand that the winning bid — by a Taiwanese rival
company — was aggressive, and KGB opted to walk away. Management
plans to channel its resources into more lucrative base-build jobs later this
year. While orderbock prospects remain strong, on robust fab capacity
expansions, we think the loss could affect its chances of securing
subsequent jobs, on heightened competition. Base-build jobs command
higher margins, but could be of lower value when parcelled out (MYR50-
60m), suggesting some dilution to ultra-high purity (UHP) margins. Note that
©.25% of FY20 group revenue was from SMIC, which guides for a 25% YoY
capex decline for FY21F.
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BAERLADRATATHETIEMRAE (Malaysian Pacific Industries
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HiFF I Faderal Paper Products Sdn Bhd, HF 19834 5 HEA A Nalaysian
Pacific Industries Berhad. Malaysian Pacific Industries Eerhad T 1962
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748

Carsemn () Sdn Bhd T70% | Manufacturing and testing of
seniconducter devices and
electronic components

Dynacraft Industries 100% | Manufacturing and sale of
Sdn Bhd leadfranes

Carter Realty Sdn Bhd | 70% | Investment holding
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Carsem Inc. 708 | Semiconductor devices’ and
electronic components’ marketing
agent.

Carsem Holdings 100% | Investment holding

Linited

Carsen Holdings (HE) 100% | Sales and marketing of
Linited senicenductor devices and
electrenic cempenents

Carsem Semiconductor 100% | Nanufacturing and testing of
(Suzhou) Co., Ltd. semiconductor devices and
electrenic cempenents
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ROE 10.55 13.46 13.39 10.14 8. 56
Cash flow 1.3% 2.10 1.42 1.80 2,14
Het 7. 80 10. 76 11.55 9.2¢ 8. 67
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Gearing 1.35 1.17 1.23 1.21 1.14
FE 11. 08 9.04 14.20 13.74 14,54
Fb 1.55 1.45 2.48 1.82 1. 62
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