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Key messages

KCE reported a 1Q18 net profit of Bt517mn (-
22% YoY, -14% QoQ). The result was 10%
below our forecast and 6% below the Bloomberg
consensus. 1Q18 earnings accounted for 21% of
our full-year forecast. Sales were in line with
our forecast while gross margin missed. The
baht depreciated over the last month would be a
caused of share price overshoot. We expect
price overshoot would be temporary due to i)
performance remain weak and i) Thai baht
appreciation outlook based on our Economist.

We maintain rate Neutral with 2018 target price
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1Q18 earnings review: Below estimate

Event

KCE reported a 1Q18 net profit of Bt517mn (-22% YoY, -14% QoQ). The result
was 10% below our forecast and 6% below the Bloomberg consensus. Its 1Q18
earnings accounted for 21% of our full-year forecast.

Impact

Moderate sales growth in US dollar terms

KCE reported 1Q18 sales of US$109mn (+8% YoY, +5% QoQ),which was in line
with our 1Q18 preview forecast of US$107mn, boosted by increased capacity of
about 300,000sgm/month. This lifted its capacity to
sqg.ft/month. However, the baht appreciating 4% QoQ dragged sales down in Thai
baht terms to Bt3.4bn (-3% YoY, +1% QoQ).

new plant total 1.5mn

Gross margin slid to 25.8%

KCE's gross margin declined to 25.8% in 1Q18 (our 1Q18 preview estimate was
28.7%), down from 30.7% in 1Q17 and 28.3% in 4Q17. This was mainly due to
copper prices remaining at a high level (average copper price was US$7,000/mt in
1Q18 compared to US$5,800/mt in 1Q17) and price reduction.

Valuation & action

We maintain a rating of Neutral on KCE with a 2018 target price of Bt65.00 based
on PER 16.0x (+0.5 S.D. sector average). Lower gross margin in 1Q18 would raise
concern about the company’s performance this year as well as our gross margin
assumption of 30.2%. Meanwhile, the depreciation of the Thai baht over the last
month would be the reason the share price has overshot recently rather than an
improved performance. Since KGI’s economist expects the Thai baht to strengthen,
better operations would be the only factor to allow earnings improvement.

66.2658.8888 Ext. 8849 Risks

chananthornp@kgi.co.th Natural disasters, unplanned plant shutdowns, customers shifting to other suppliers,
increasing raw material prices and Bt/US$ appreciation (our assumption is
Bt30.9/US$ in 2018).

Figure 1: 1Q18 earnings review

Btmn 1Q18 1Q17 YoY (%) 4Q17 QQ (%) Comment

Revenue 3,440 3,536 2.7) 3,393 1.4

Gross profit 889 1,084 (18.0) 960 74

SRA 466 444 51 404 153

Qperating profit 516 663 (22.2) 609 (15.3)

Non-operating Inc./(Bq) 41 39 41 45 9.6)

Net profit 517 662 (22.0) 598 (135)

Normalized profit 476 623 (236) 552 (139

BPS(R) 0.88 113 (22.0) 1.02 (135)

Normalized EPS (Bt) 0.81 1.06 (23.6) 0.94 (13.9)

Percent 1Q18 1Q17 YoY (ppts) 4Q17 QoQ (ppts)

Gross margin 25.8 30.7 4.8) 28.3 (2.5) Lower GPM from price reduction

EBTmargin 15.0 188 X)) 180 (3.0)

SRA/sles 136 125 1.0 11.9 16

Sesin USh 109 101 7.6 103 5.4 Better salesfrom new capadty

Source: Company data, KGI Research
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Rating Definition

Outperform (OP)

Neutral (N)

Under perform (U)

Not Rated (NR)

Restricted (R)

The stock's excess return over the next twelve months is ranked in the top 40% of KGI's
coverage universe in the related market (e.g. Taiwan)..

The stock's excess return over the next twelve months is ranked in the range between the top
40% and the bottom 40% of KGI's coverage universe in the related market (e.g. Taiwan)

The stock's excess return over the next twelve months is ranked in the bottom 40% of KGI's
coverage universe in the related market (e.g. Taiwan).

The stock is not rated by KGI.

KGI policy and/or applicable law regulations preclude certain types of communications, including
an investment recommendation, during the course of KGI's engagement in an investment
banking transaction and in certain other circumstances.

Excess return = 12M target price/current price-

Note

When an analyst publishes a new report on a covered stock, we rank the stock's excess
return with those of other stocks in KGI's coverage universe in the related market. We will
assign a rating based on its ranking. If an analyst does not publish a new report on a
covered stock, its rating will not be changed automatically.

KGI Securities (Thailand) Plc. ( “The Company” ) disclaims all warranties with regards to all information contained herein.
In no event shall the Company be liable for any direct, indirect or any damages whatsoever resulting from loss of income or
profits, arising by utilization and reliance on the information herein. All information hereunder does not constitute a solicitation
to buy or sell any securities but constitutes our sole judgment as of this date and are subject to change without notice.
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