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KCE Electronics PCL (KCE)

Negative effects in the short-term

» Reported a 1Q17 net profit of Bt662mn, down 3.9% QoQ and 11.8%
YoY due to short-term baht appreciation, selling price adjustments,
change in revenue recognition to consignment and higher raw
material costs.

» Cut earnings forecast for 2017 by 8%.

» Expect baht depreciation and ability to pass on costs in the longer
term and reducing consignment effect from 2Q17 onwards.

» Maintain BUY recommendation with 2017 target price of Bt128.00.

Affected by baht appreciation and higher copper price

KCE reported a 1Q17 net profit of Bt662mn, down 3.9% QoQ and 11.8%
YoY due to the baht appreciating against the US dollar, an annual selling
price adjustment, change in revenue recognition to consignment scheme
and higher raw material costs, especially copper. The result was in line
with our estimate and the street consensus. There was a change in
shipping agreements for two key customers from air freight to sea freight
and a consignment scheme was applied. Previously, billing or revenue
recognition took place at the time the goods were delivered, but under
the consignment scheme, billing occurs for the depletion portion of KCE’s
products in customers’ inventories. Therefore, revenues are recognized
when the products are used, but no later than one month after goods are
delivered to the customers. During the transition period, there might be
significant discrepancy between the number of batches that have already
been delivered (“fill-in amount”) and the amount that were withdrawn from
inventory and billed (“pull-out amount”) resulting in large unrealized
revenues. This caused a delay in revenue recognition. Nevertheless, the
discrepancy would begin to narrow from 2Q17 and gradually drop as time
passes. Theoretically, it should nearly vanish in the longer term.

Higher copper prices affect KCE since copper and copper foil are major
raw materials used in printed circuit boards (PCBs) which are a major
product for the company. The average price of copper foil increased more
than 30% YoY, but we expect the copper price to be more stable or drop
slightly through the rest of this year. KCE also offered a discount for
customers, which decreased its revenues. Regardless, there are
appealing margins for new products which are expected to gradually
come in. There is also good news from the additional capacity at its
newest factory of 2.4-2.5mn sq.ft/month, up from a previous 2.0mn
sg.ft/month and more production of special PCBs like high density
interconnect (HDI) and semi-flex PCBs.
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BUY
2017 TP: Bt128.00

Closing price: Bt111.00
Upside/downside +15.3%

Sector Electronics
Paid-up shares (shares mn) 586
Market capitalization (Bt mn) 65,090
Free float (%) 58.30
12-mth daily avg. turnover (Bt mn) 408
12-mth trading range (Bt) 130.00/75.75

Major shareholders (%)

Ongkosit family 33.5
Thai NVDR 10.0
APCO Capital Pte.Ltd. 7.5

Financial highlights

Year to 31 Dec 2015 2016E 201/E 2018E

Revenue (Btmn) 12,531 13,978 16,051 17,959
Net profit (Btmn) 2,240 3,039 3,154 4,106

EPS (Bt) 3.93 5.15 5.26 6.73
EPS growth (%) 1.0 31.0 2.1 28.0
P/E (x) 28.2 21.6 211 16.5
P/BV (x) 7.9 6.6 55 45
Div. yield (%) 14 1.8 1.9 2.4

Source: SETSMART, AWS

Thailand Research Department
Mr. Narudon Rusme, CFA
License, No. 29737

Tel: 02 680 5056
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Maintain BUY with 2017 target price of Bt128.00

Although KCE’s earnings should be affected by the negative factors mentioned above for some
quarters, we think the outlook is still positive. First, the baht should depreciate against the US dollar
due to President Trump’s fiscal policies and potential US rate hike. Second, we believe that KCE would
be able to pass some of the raw material costs on to its customers in the longer term. Third, we expect
minimal consignment effect from 2Q17 onward, since the transition period has passed and the
difference is narrowing. We still see a positive outlook for KCE as the ramp-up of its new plant and
high margins from advanced electronics products should mitigate the adverse effects in the short term
and support its performance in the long term. While we adjusted our 2017 net profit estimate down 8%
to Bt3.2hn, from Bt3.5bn, we are maintaining our 2018 earnings estimate of Bt4.1bn. The company’s
long-term growth and margin improvement still support the valuation. We maintain a BUY
recommendation with a 2017 target price of Bt128.00, based on the DCF method. The current price
offers 15% upside to our target.

Figure 1: KCE 1Q17 results review

Unit: Btmn 1Q16 4Q16 1Q17 %Q0Q %YoY 2016 2017E %YoY
Sales and service revenues 3,529 3,174 3,536 11.4% 0.2% 13,797 15,867 15.0%
Cost of sale of goods and services 2,331 2,094 2,452 17.1% 5.2% 8,985 10,710 19.2%
Gross profit 1,198 1,080 1,084 0.3% -9.5% 4,813 5,157 7.2%
SG&A expense 423 381 444 16.5% 4.9% 1,695 1,914 12.9%
EBIT 813 751 707 -5.9%  -13.1% 3,327 3,455 3.9%
Net Profit 751 690 662 -4.0% -11.8% 3,039 3,154 3.8%
EPS (Bt) 131 1.18 1.13 -4.1% -13.8% 5.15 5.26 2.1%
Gross profit margin 33.95% 34.03% 30.65% 34.88% 32.50%
Net profit margin 21.05% 21.39% 18.38% 21.70% 19.61%
SG&Ato revenues 11.86% 11.80% 12.31% 12.10% 11.90%
Source: Company data, AWS estimates
Figure 2: Negative effects from foreign exchange
(Unit:
Million)
1Q2017 1Q 2016 Effect
Currency Rates Sales Rates Sales %o (Loss) M Baht
USD 349124 $76.63 35 4064 $76.38 -1.40 (37.85)
EUR 37.0433 € 1166 38 8744 € 1028 -4.71 (21.35)
GBP 42 8288 £0.86 502719 £0.59 -14 80 (6.40)
Total effect (65.60)

Source: Company data

Please see disclaimer on last page
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Figure 3: Higher raw material prices especially copper prices
1Q2017 1Q 2016 Effect
Unit price Volume Unit price Volume
Copper Foil (KCE) KG. $10.54 450,600 $7.57 363,927 +39.27%
Copper Foil (TLM) KG. $10.04 682,349 $7.48 780,989 +34.17%
Copper Anode KG. $6.32 375,000 $5.15 384,000 +22.54%
Fiber glass METRE $0.70 4.938.758 $0.61 2.923.707 +14.66%

Source: Company data

Figure 4: Unrealized revenues from consignment: We noticed that the difference between sales and usage

was narrowing month by month (Unit: Btmn)

1Q2017 1Q2016
Sales Usage Uﬂ:g:jézd Sales Usage U::f;lfj::d
January 246.4 1435 5.6 9.1
February 240.6 235.1 10.1 54
March 310.9 296.9 8.2 222
Total 1Q 797.9 6754 122,51 239 36.7 (12.78)

Source: Company data

Figure 5: Sales by product mix: We can see that special PCBs (high-margin) products have surged

% Increase
PD-Mix 1Q16 2Q16 3Q16 4Q16 Y2016 1Q17 1017vs1Q16 | 1Q17vs4Q16
02 SALES-USS 17,890,695 19,042,759 19,130,376 14,555,578 70,619,407 16,448,165 (8.06) 13.00
VOLUME-SQFT 1,994 877 2,134,496 2,122,983 1,633,456 7,885,812 1,900,164 (4.79) 16.33
04 SALES-US$ 46,545,873 49,349,939 49,946,238 44,661,590 | 190,503,640 47,136,070 127 5.54
VOLUME-SQFT 3,899,135 4,123,253 4,147,908 3,713,878 15,884,175 4,092,656 496 10.20
>06 SALES-US$ 26,881,074 28,561,978 29,323,624 27941458 112,708,134 29,222 282 8.71 4.58
VOLUME-SQFT 1,532,777 1,637,823 1,707,100 1,611,387 6,489,088 1,777,034 15.94 10.28
Special SALES-US$ 2,321,737 2,008,490 2,551,793 2,655,492 9,537,512 4,264,228 83.67 60.58
VOLUME-SQFT 93,737 80,360 101,757 104,749 380,602 178,252 90.16 70.17
TOTAL-US$ 93,639,379 98,963,166 | 100,952,031 89,814,118 | 383,368,694 97,070,745 3.66 8.08
TOTAL-SQFT 7,520,526 7,975,932 8,079,747 7,063,471 30,639,676 7,948,106 5.69 12.52

Source: Company data

Please see disclaimer on last page
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Income Statement (Btmn

Year to 31 Dec 2014
Sales and seniice revenue 11,284
Cost of sales and senices 7,718
Gross profit 3,567
Total revenues 11,654
SG&A expense 1,683
Total expenses 9,400
Operating profit 2,289
Financial cost 119
Pre-tax profit 2,169
tax expense 46
Net profit 2,123
Net profit for the company 2,110

2015

12,449
8,535
3,914

12,531
1,520

10,055
2,497

153
2,344
91
2,253
2,240

2016E

13,797
8,985
4,813

13,978
1,695

10,680
3,327

171
3,155
98
3,057
3,039
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2017E 2018E
15,867 17,771
10,710 11,551
5,157 6,220
16,051 17,959
1,914 2,052
12,624 13,603
3,455 4,382
155 91
3,300 4,291
128 167
3,172 4,124
3,154 4,106

Statement of Financial Position (Btmn

Year to 31 Dec

Cash and equivalents 463
Trade and other receivables 3,632
Inventories 1,470
Other current assets 58
Total non-current assets 9,537
Total assets 15,160
Trade and other payables 2,669
Bank owerdrafts and short-term 2,652
Long-term loans 3,258
Other liabilities 193
Total liabilities 8,772
Issued and paid-up 566
Share premium 1,686
Retained earnings 4,149
Equity attributable to owners 6,362
Total equity 6,388

673
4,540
1,684

39
9,894
16,830
2,215
2,139
4,173

202
8,730

575
1,810
5,706
8,073
8,100

2016E

892
4,080
2,265

59
10,032
17,328

2,520
1,808
2,721

251
7,300

586
1,895
7,536
9,990

10,028

728 814
5,208 5,833
1,979 2,134

79 89
10,302 10,747
18,295 19,617

3,107 3,350

905 289
1,766 564

286 304
6,064 4,508

587 587
1,900 1,900
9,739 12,601

12,190 15,059
12,231 15,109
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Key Financial Ratios

Year to 31 Dec 2016E 2017E

Growth

Sales growth (%) 21.4 10.3 10.8 15.0 12.0
Gross profit growth (%) 45.5 9.7 23.0 7.2 20.6
Operating profit growth (%) 67.2 9.1 33.2 3.9 26.8
Net profit growth (%) 79.8 6.2 35.7 3.8 30.2
Profitability

Gross profit margin (%) 31.6 31.4 34.9 32.5 35.0
Operating profit margin (%) 19.6 19.9 23.8 21.5 24.4
Net profit margin (%) 18.2 18.0 21.9 19.8 23.0
ROA (%) 14.0 14.1 17.9 17.8 21.8
ROE (%) 33.2 31.0 33.6 28.4 30.1
EPS (Bt) 3.89 3.93 5.15 5.26 6.73
BVPS (Bt) 11.25 14.05 16.93 20.32 24.69
DPS (Bt) 1.10 1.50 1.96 2.10 2.69
Activity

Asset turnowver ratio (x) 0.8 0.8 0.8 0.9 0.9
Receivables turnower ratio (x) 3.1 3.0 3.2 34 3.2
Inventory turnowver ratio (x) 5.3 5.4 4.6 5.0 5.6
Payables turnover ratio (x) 2.9 3.5 3.8 3.8 3.6
Current ratio (x) 1.0 1.4 15 1.8 24
Market

P/E (x) 28.5 28.2 21.6 21.1 16.5
P/BV (x) 9.9 7.9 6.6 5.5 4.5
Dividend yield (%) 1.0 1.4 1.8 1.9 2.4

Please see disclaimer on last page S
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Corporate Governance Report of Thai Listed Companies (CGR) 2016

VoVWeVWeWe Vel
AMATA AOT BAFS BAY BCF BIGC
osL DELTA DEMCO DRT DTAC DTC
HANA HMPRO INTUCH IRFC L KBANK
LPN MEK MCOT MINT MOMNO MIK
PsL PTT PTTEP PTTGC QG QTC
sCB sCC scac SE-ED SM SITHAI
TCAP THCOM TECO TKT TMBE TNDT
VGI WACOAL  WAVE
LALLHLAL
25 ABN ACAP ADVANC  AGE AH
AP APCO APCS ARIP ASLA ASIMAR
BEL BDMS BEM BFIT BLA BOL
HG laZle] CHOW fal CMET KP
DCC EA ECE EE ERW FORTH
GLOBAL  GLOW GUMKUL  HOTPOT HYDRO cC
K KSL KTIS LEE LANMA LH
M MACO MALEE MBKET MC MEGA
NCH NOBLE MSI NTW occ OGC
PCSGH PDI PE PG PIW PLANE
PRG PRINC PT PTG PYLOM Q-CON
5&J SABINA SALEE SAMCO Hac SEAFCO
SMPC SMT SNP SPI SPPT SPRC
SUTHA SWC SYMC SYMEX SYNTEC TAE
TFI TGCI THAI THANA THANI THIF
TKS ™C ™I TMLL TMT TNITY
TRU TRUE TSE TSR TSTE TSTH
uAC uF UPF VH VNT WINMER
AEC AEONTS  AF ARA AIT Al
AQUA ARROW AS BA BEAUTY BEC
BR BROCK ERR BTNC CBG aGD
PL sC csP CSR css crw
ECL EFORL EPCO EPG ESSO FE
GEL GFT GLAND GOLD GSTEL aYT
LINK NSURE IRCP m o ]
KBS KCAR KGI KKC KOOL KW C
MATCH MATI M-CHA MDX MFEC MDD
NDR NEP NOK NUSA PATO PCA
PLAT PLE PMTA PPM PRIN PSTC
RPC SANKO SAPPE SAWAD sa SN
SLP SMG SMIT SORKON  SPA SPC
sUC TACC TOooc Tauc TEAM TFD
™D TP TOPP TPA TPAC TPCH
™I WP U UBIS umi UPOIC
WICE WIK WIN X0
Source: Thai Institute of Directors (10OD)
Score Range Number of Logo Description

90 - 100 AAAAA Excellent

80 — 89 LAALAA Very Good

70-79 Good

60 — 69 AA Satisfactory

50 - 59 A Pass

Below 50 No logo given N/A

Please see disclaimer on last page

ETS BWG L2 CPF CPM
EASTW EGCO GFPT GFSC GRAMMY
KCE KKP KTE KTC LHEAMNK
NYT oo PHOL PPs F5
RATCH SAMART SAMTEL SAT sC
SMNC SPALI S555C STEC 5w
TOP TsC T TU uv
AHC AKP ALUCOMN AMANAH  ANAN
ASK ASP AUCT ANUD BANPU
BROOK CEMN CENTEL CFRESH CaH
o NS ONT CoL CPI

FPI GEX GC GCAP GL
ICHI FEC INET IRC J5P
LHK uT LOXLEY LRH LsT
MFC MOONG MSC MTI MTLS
OBHI ORI PACE PAFP FB
PhAM PFF FR PRAMNDA FPREB
RKHY ROBINS RS RWI 5

S5FF Slam SINGER 55 SMK
5R 55F 55T 5TA SUSCO
TAKUNI TASCO TBSF TCaC TF
THRE THREL THZOMN TRPCO TK
THL TOG TRC TPCORF TRC
TTA TTW ™D ™o TWPC
YUASA ZMICO

AKR AMARIMN AMATAY  AMC APURE
BH BlG BIC BJCHI BED
CHARAMN aTy IR COLOR ComT
DCOMN DMET DA EARTH EASDON
FER FOCUS FSMART F55 FWC
HPFT HTC HTECH IFs IHL
JMART JMT JUEBILE MWD KASET
KYE LALIM LFH MAJOR MAKRO
MK MODERN MPG NC NCL
PDG PF FICO PO PL
aLT RCI RCL RICH RML
5P SEAOIL SEMNA SIRI SKR
SPCG 5P 55C STANLY 5TR
TFG THC ™ TEMN TLUXE
TFPIFL TROLY TRITN TRT ™

urt uwiC WVIBHA VPO WVTE

Corporate Governance Report disclaimer

The disclosure of the survey result of the Thai Institute of Directors
Association (“IOD”) regarding corporate governance is made pursuant
to the policy of the Office of the Securities and Exchange Commission.
The survey of the IOD is based on the information of a company listed
on the Stock Exchange of Thailand and the Market for Alternative
Investment disclosed to the public and able to be accessed by a
general public investor. The result, therefore, is from the perspective of
a third party. It is not an evaluation of operation and is not based on
inside information.

The survey result is as of the date appearing in the Corporate
Governance Report of Thai Listed Companies. As a result, the survey
result may be changed after that date, Asia wealth Securities Company
Limited does not conform nor certify the accuracy of such survey result.
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Anti-Corruption Progress Indicator 2016

fALanu1sual CAC

NCL PLANB SAUCE SR TICON TVD WIK
NDR PLAT SC SRICHA TIP VO WIN
RO NINE PRANDA SCCC STA TKT VT X0
EE NMG PREB SCN STANLY TLUXE TWPC ZMICO
X NNCL PRG SEAOIL SUPER T™MC V]
NPP PRINC SE-ED SUSCO ™I UBIS
T NTV PSTC SENA SYMC TMILL UKEM
A NUSA PYLON SGP SYNEX T™T UNIQ
C occ QH SITHAI SYNTEC TPA UOBKH
\ OGC RML SKR TAE TPP UREKA
PACE ROBINS SMIT TAKUNI TRT uwc
PAF ROCK SMK TASCO TRU VGI
PCA ROH SORKON TBSP TRUE VIBHA
PCSGH ROJNA SPACK TEAM TSE VNG
PDG RP SPALI TFG TSI VNT
> PDI RWI SPCG TFI TSTE WAVE
PIMO SAMCO SPPT THAI TTW WHA
PK SANKO SPRC TIC TU WICE

N193UT84 CAC

i PE PTG SAT SPC TGCl TNITY ™
10 PG PTT scB SPI THANI TNL WACOAL
NG PHOL PTTEP scc SSF THCOM TOG
PM PTTGC SCG ss| THRE TOP
PPP Q-CON SINGER SSSC THREL TPC
PPS QLT SIS svi TIPCO TPCORP
PR RATCH SMPC TCAP TISCO TsC
AN PSL S&)J SNC TCMC TMB TSTH
PT SABINA SNP TF TMD TTCL
N/A
Al PAP RCL SGF suc TK TTA VIH
PATO RICH SHANG SUTHA TKN Tl VPO
PERM RICHY SIAM SVH TKS TTL VTE
co PF RJH SIM SVOA ™ TTT™M WG
ERN  PICO RPC SIMAT swc TMW TUCC WINNER
' PJW RS SIRI T TNDT TWP WORK
PL s sLp TACC TNH TWZ WORLD
PLE s11 SMART TAPAC TNP TYCN wpP
AY PMTA SAFARI SMM TC TNPC UAC WR
| POLAR SALEE SMT TCB TNR UEC Ya
S POMPUI SAM SOLAR TCC TOPP umI YNP
POST SAMART  SPA Tccc TPAC UMS YUASA
LE PPM SAMTEL SPG TC TPBI uP
PRAKIT SAPPE SPORT TCOAT TPCH UPA
PRECHA SAWAD SPVI TFD TPIPL UPF
| PRIN SAWANG  SQ TGPRO TPOLY UPOIC
PRO sal SsC TH TR uT
L PSH scp SST THANA TRC uTP
| PTL SEAFCO STAR THE TRITN uv
QTC SELIC STEC THIP TRUBB UVAN
RAM SF STHAI THL TSF VARO
RCI SFP STPI ™ TSR Vi

CG Report

CAC) nasauANdaasudanunssun s Enive (aya o Jui 28 aatau 2559) §i 2 nau Aa

nmsflawanislszsiuduiidiaanuduminnisilasdunisidiuAmaasfunisnaianasiildu (Anti-corruption Progress Indicators) 22IUTHN
aanudoulusaiandnnindurialssnalnaidavinlaaaaiiuiifmdasdeinmstamaiasdinouamenssunsidundnning uazaaaudnnindd
lumsdudunisauuiouns wazauunuwauaudfudmsuussnaanzidaulaananislssfiudenatn aarfudiiAerdasandudayaildsuain
w¥naanaisumuinsinaanadauldssylunuunsasdayaiianislszidu Anti-Corruption *ﬁaﬁwaﬁaﬁanama‘mu,m.lmeimmiﬁauaﬂsﬁ'\ﬂ (I8T}1]
(56-1) s1a91uisydnd LL’iJ’]J(SG 2) wialulanasuiasaouduiiderdasaasusinaansdawiu udiusnsal defu nanisdseiudonariFoduais

dndualuyunay ammnumLnﬂ'maa«ﬁal,ﬂuuﬂﬂam guan Taafdlaidunisdssiiunslfiiduasus¥vaansdaulunaraudnnsutdunsdssnalng uay
Aatdrayanmaluianislsadu

lasanwanisusefiugdenariiludnonanislsudiu o Juidsinglunanisdsafiuwingdy fofu nanisdsudussarnldaundacidnnande
Juduna1 wiasusasanugasavasudIutaInalsiiudunanusatiala
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Branch Address
. 540 Floor 7,14,17 , Mercury Tower, Ploenchit Road, Lumphini, 02-680-5000 02-680-5111

Head Office
Pathumwan Bangkok 10330

Silom 191 Silom Complex Building,21st Floor Room 2,3-1 Silom Rd., 02-630-3500 02-630-3530-1
Silom, Bangrak, Bangkok, 10500 Thailand

Asok 159 Sermmitr Tower, 17th FL. Room N0.1703, Sukhumvit 21 Road, 02-261-1314-21 02-261-1328
Klong Toey Nua, Wattana, Bangkok 10110
7/3 Central Plaza Pinklao Office Building Tower B, 16th FIr., Room 02-884-7333 02-884-7357,

Pinklao N0.1605-1606 Baromrajachonnanee Road, Arunamarin, 02-884-7367
Bangkoknoi, Bangkok 10700

Chaengwattana 99/99 Moo 2 Central Plaza Chaengwattana Office Tower, 22nd Flr,, ~ 02-119-2300 02-835-3014
Room 2204 Chaengwattana Road, Bang Talad, Pakkred, Nonthaburi
11120

Chaengwattana2  9/99 Moo 2 Central Plaza Chaengwattana Office Tower, 22nd Flr., 02-119-2388 02-119-2399

Room 2203 Chaengwattana Road, Bang Talad, Pakkred, Nonthaburi
11120

39 Moo6 Megabangna, 1st Fir., Room 1632/7 Bangna-Trad Road, 02-106-7345 02-105-2070
Mega Bangna

Bangkaew Bangplee, Samutprakarn 10540

Rayong 356/18 Sukhumvit Road, Nuen-Phra Sub District, Muang District, 038-808200 038-807200
Rayong Province 21000
26/9 Srijanmai Road, Tamboonnaimuang, Khon Khaen 043-334-700 043-334-799
Khonkaen
40000
Chonburi 55/22 Moo 1, Samed Sub District, Muang District, Chonburi 20000 038-053-858 038-784-090
233-233/2 Moo2 1st FIr., Sukprayoon Road, Na Meung Sub-District,  038-981-587 038-981-591
Chaseongsao

Meung District, Chachoengsao 24000

Call Center

Asia Wealth, 02-680-5000

This Report has been prepared by Asia Wealth Securities Company Limited ("AWS”). The information in here has been obtained
from sources believed to be reliable and accurate, but AWS makes no representation as to the accuracy and completeness of
such information. AWS does not accept any liability for any loss or damage of any king arising out of the use of such information
or opinions in this report. Before making your own independent decision to invest or enter into transaction, investors should study

this report carefully and should review information relating. All rights reserved. This report may not be reproduced, distributed or
published by any person in any manner for any purpose without permission of AWS. Investment in securities has risks. Investors
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