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Optimistic outlook in 2HFY24

Bloomberg: QES MK | Stock Code: 0196

Valuation / Recommendation

Results were below expectations, achieving 96.4% and 74.5% of our full year
revenue and profit forecasts for FY23 respectively. This shortfall is attributed to
diminished equipment deliveries and decreased sales of the Optical Inspection
System (OIS) series and Advanced Metrology System (AMS).

We maintain a BUY recommendation on QES Group Bhd with a TP of RM0.68
based on FY25F EPS 3.4 sen and a PE of 20x in line with the peer average. We
like the stock for its attractive growth prospects, as it is well positioned to leverage
the recovering semiconductor industry, forecasted by Statista to grow at a 3-year
CAGR of 9.1% from 2024 to 2027.

Investment Highlights

Order book remains resilient. The company has an order book of RM118m as
of January 2024. RM96m is from the distribution division while RM22m is from
the manufacturing division.

Successful initiation of the plant’s construction. The company has concluded
the groundbreaking event for its new QES2@BKIP plant. Spanning around
84,000 square feet, this facility is slated to double QES's manufacturing capacity
and serve as the base for the joint venture, Applied Engineering Technology (M)
Sdn. Bhd., partnering with Applied Engineering Inc. from the USA. Construction
is projected to wrap up by 4Q2024, with operations planned to commence in
1Q2025.

With the expansion of the manufacturing segment, we anticipate that the
company will be well-equipped to meet the rising capacity demands, aligning with
the growth trajectory of the semiconductor industry.

Researching potential areas within medical technology. The Company’s
team in Penang is currently developing smart cabinets for the Internet of Things
(loT) applications and is scheduled to deliver two systems to clients in Penang,
with an average selling price of RM370k, expected to be delivered in either May
or June FY24. Additionally, these clients have shown interest in new automation
products, which will be provided by QES Batu Kawan.

Stable recurring income. QES maintains a steady annual recurring revenue of
around RM55 million by servicing and maintaining significant operational
equipment. A quarter of this revenue comes from service contracts (renewable
on an annual basis), and QES aims to encourage more customers to sign these
contracts by offering incentives such as discounted prices on spare parts.

Risk factor. (1.) Material supply chain disruption (2.) Labour shortages

Investment Statistics  FY21 FY22 FY23 FY24F FY25F
Revenue 222.8 264.4 240.7 266.4 289.4
EBITDA (RM m) 28.4 38.4 30.8 425 46.8
PATMI (RM m) 19.0 26.4 18.5 27.1 28.5
Profit Margin (%) 8.5 10.0 7.7 10.2 9.9
EPS (sen) 2.3 3.2 2.2 3.3 3.4
EPS Growth (%) 119.2 39.2 -30.1 47.0 5.1
BV Per Share (sen) 16.5 19.5 21.4 24.2 26.9
PE (x) 235 16.9 235 16.0 15.2
Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0
Net Gearing (%) 1.0 -6.3 -1.2 1.7 -1.6
ROA 8.2 10.5 6.7 8.8 8.8
ROE 13.8 16.2 10.4 13.5 12.7
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Industrial Products

BUY

TP: RM0.68

Last Closing Price: RM0.56
Initiated Price: RM0.59

Business Overview

QES Group Berhad manufactures and distributes inspection, test,
measuring, analytical, and automated handling equipment. The
Company offers glow discharge analyser, 3D laser scanner and radar,
adhesive tester, measuring machine and microscope, profile projector,
grinding wheel, mold cleaning, rubber sheet, optical inspection
systems, wafer tape remover, and digital camera.

Stock Information

KLCI (pts) 1531.5
Expected Share Return (%) 21.4
Expected Dividend Yield (%) -
Expected Total Return (%) 21.4
Price Performance 1M 3M 12M
Absolute (%) 16.8 11.0 -14.0
Relative to FBMKLCI (%) 15.6 5.1 189

Stock Return Information

Market Cap (RM m) 462.9
Issued Shares (m) 834.1
52W High (RM) 0.67
52W Low (RM) 0.46
Estimated Free Float (%) 40.7
Beta vs FBM KLCI 1.36
3-month Average Vol. (m) 3.57

Top 3 Shareholders

WA Capital Sdn Bhd 26.1
Liew Soo Keang 22.9
Chew Ne Weng 4.0
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Quarter Results & Peer Comparisons

Quarter Results Comparison (RM m)

FY Dec 4Q2023 3Q2023 4Q2022

Revenue 62.3 54.2 15.0 73.0 -14.6
COGS 49.2 38.9 26.5 53.8 -8.6
Gross Profit 13.1 15.3 -14.2 191 -31.6
Other Income 0.3 0.5 -63.4 0.2 59

Selling & Distribution Expenses 2.6 2.6 -2.5 3.9 -34.7
Admin Expenses 5.6 515) 1.3 7.4 -24.4
Other losses - net 0.7 2.3 -67.6 1.5 -49.1
Operating Profit 4.5 5.4 -17.2 6.1 -27.3
Finance Cost 0.4 0.4 7.2 0.4 7.2

Share of Result of an Associate, Net of Tax 0.2 0.5 -60.0 0.1 2.8
Profit Before Tax 3.8 5.5 -29.9 5.6 -31.5
Tax Expense 1.4 1.0 33.1 0.3 365.8
Net profit 25 4.4 -44.7 5.9 -58.5
Core net profit 2.5 4.4 -44.7 59 -58.5
EPS (sen) 0.5 0.3 0.7 -42.3 -53.8
Core EPS 0.5 0.3 0.7 -42.3 -53.8

Source: Mercury Securities, Bloomberg

Peer Comparison

Share
Price
RM

Bloomberg
Ticker

Market Cap

Company (RM m)

P/E (x) EPS (sen) EPS Growth P/BV (x)

FY24F FY25F FY24F FY25F FY24F FY25F FY24F FY25F

Aurelius

Tochnologies Bnd  ATECHMK 270 1064.0 20.0 19.8 10.9 15.9 52%  44.9% - .
'\B"r']dT echnovation MI MK 1.86 1662.1 271 213 6.85 737  37.8% 212%  7.62 0.11
ggﬁti'ggzgrated ECA MK 0.41 2345 ) 18.2 1.8 or 37%  22.2% 0.1 0.1
Average 231 19.8

Source: Mercury Securities, Bloomberg
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Key Financial Data

PROFIT & LOSS (RM m) FY Dec FY21 FY22 FY23 FY24F FY25F
Net Revenue 222.8 264.4 240.7 266.4 289.4
Gross Profit 51.6 70.9 60.9 72.5 78.7
Other Operating Income 3.8 2.8 41 6.7 7.2
EBIT 24.6 34.4 26.0 38.3 42.6
Operating & Administrative Expenses 29.2 37.2 37.5 38.6 42.0
Profit from operations 26.2 36.4 27.5 40.5 44.0
Interest Expense 0.7 1.4 1.7 1.6 1.7
Share of result from associates -0.2 -0.6 -0.2 -0.8 -0.8
Profit Before Tax 25.4 34.4 25.6 38.1 41.4
Exceptional ltems - - - - -
Taxation 5.8 6.6 6.4 9.5 10.4
Minority Interests 0.6 1.3 0.7 1.4 1.6
Profit After Tax (PATMI) 19.0 26.4 18.5 271 29.5
Preferred Dividends / Adjustments - - - - -
Recurring Net Profit 19.0 26.4 18.5 271 29.5
BALANCE SHEET (RM m) FY Dec FY21 FY22 FY23 FY24F FY25F
Cash & Equivalents 101.1 91.8 102.0 104.3 109.0
Trade & Other Receivables 61.7 69.9 69.3 60.4 64.6
Inventories 20.7 27.3 35.2 49.8 42.5
Other Current Assets 1.1 3.4 2.4 3.0 3.0
Current Assets 184.6 192.5 208.9 217.6 219.1
Property, Plant & Equipment 34.0 43.5 45.0 67.7 83.5
Other Non-Current Assets 11.5 14.9 21.9 23.5 21.5
Non-Current Assets 45.5 58.4 66.9 91.2 105.0
Trade & Other Payables 45.7 48.4 43.3 49.0 354
Short-Term Borrowings 10.3 7.0 16.7 26.1 29.0
Other Current Liabilities 17.2 13.4 15.5 18.0 19.5
Current Liabilities 73.2 68.8 75.5 93.1 83.9
Long-Term Borrowings 16.7 16.0 17.7 10.0 11.7
Other Non-Current Liabilities 24 S5 4.2 83 3%
Non-Current Liabilities 19.1 19.5 22.0 13.3 15.0
Share Capital 80.8 80.8 80.8 80.8 80.8
Other Equity 57.1 81.9 97.6 120.9 142.8
Total Equity 137.9 162.6 178.4 201.6 224.6
CASH FLOW (RM m) FY Dec FY21 FY22 FY23 FY24F FY25F
Profit Before Tax 254 34.4 25.6 38.1 41.4
Other Operating Cash Flow -4.7 -6.8 -6.2 -7.4 -7.3
Changes in Working Capital -1.6 -17.3 -11.8 2.5 -8.9
Cash Flow from Operations 23.6 14.7 12.5 39.3 31.4
Purchase of PPE -28.1 -13.6 -6.9 -20.0 -20.0
Other Investing Cash Flow 1.4 -2.0 -2.9 -0.8 1.3
Cash Flow from Investing -26.7 -15.7 9.7 -20.8 -18.7
Other Financing Cash Flow -2.1 -6.6 6.1 6.2 7.2

Cash Flow from Financing -2.3 -7.6 6.1 1.8 2.8
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Disclaimer & Disclosure of Conflict of Interest

The information contained in this report is based on data obtained from data and sources believed to be reliable at the time of issue of this report.
However, the data and/or sources have not been independently verified and as such, no representation, express or implied, are made as to the
accuracy, adequacy, completeness or reliability of the information or opinions in this report.

This report may contain forward-looking statements which are often but not always identified by the use of words such as “believe”, “estimate”,
“intend” and “expect” and statements that an event or result “may”, “will” or “might” occur or be achieved and other similar expressions. Such
forward-looking statements are based on assumptions made and information currently available to Mercury Securities Sdn Bhd. (“Mercury
Securities”) and are subject to known and unknown risks, uncertainties and other factors which may cause the actual results, performance or
achievement to be materially different from any future results, performance or achievement, expressed or implied by such forward-looking
statements. Caution should be taken with respect to such statements and recipients of this report should not place undue reliance on any such
forward-looking statements. Mercury Securities expressly disclaims any obligation to update or revise any forward-looking statements, whether

as a result of new information, future events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events.

Accordingly, neither Mercury Securities nor any of its holding company, related companies, directors, employees, agents and/or associates nor
person connected to it accept any liability whatsoever for any direct, indirect, or consequential losses (including loss of profits) or damages that
may arise from the use or reliance on the information or opinions in this publication. Any information, opinions or recommendations contained
herein are subject to change at any time without prior notice. Mercury Securities has no obligation to update its opinion or the information in this
report.

This report does not have regard to the specific investment objectives, financial situation and particular needs of any specific person. Accordingly,
investors are advised to make their own independent evaluation of the information contained in this report and seek advice from, amongst others,
tax, accounting, financial planner, legal or other business professionals regarding the appropriateness of investing in any securities or the
investment strategies discussed or recommended in this report. Nothing in this report constitutes investment, legal, accounting or tax advice or a
representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise represents a personal
recommendation to you. This report is not intended, and should not under no circumstances be considered as an offer to sell or a solicitation of
any offer or a solicitation or expression of views to influence any one to buy or sell the securities referred to herein or any related financial
instruments.

Mercury Securities and its holding company, related companies, directors, employees, agents, associates and/or person connected with it may,
from time to time, hold any positions in the securities and/or capital market products (including but not limited to shares, warrants and/or
derivatives), trade or otherwise effect transactions for its own account or the account of its customers or be materially interested in any securities
mentioned herein or any securities related thereto, and may further act as market maker or have assumed underwriting commitment or deal with
such securities and provide advisory, investment, share margin facility or other services for or do business with any companies or entities
mentioned in this report. In reviewing the report, investors should be aware that any or all of the foregoing among other things, may give rise to
real or potential conflict of interests and should exercise their own judgement before making any investment decisions.

This research report is being supplied to you on a strictly confidential basis solely for your information and is made strictly on the basis that it will
remain confidential. All materials presented in this report, unless specifically indicated otherwise, are under copyright to Mercury Securities. This
research report and its contents may not be reproduced, stored in a retrieval system, redistributed, transmitted, or passed on, directly or indirectly,
to any person or published in whole or in part, or altered in any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to websites. Mercury Securities takes no responsibility for the content contained
therein. Such addresses or hyperlinks (including addresses or hyperlinks to Mercury Securities own website material) are provided solely for your
convenience. The information and the content of the linked site do not in any way form part of this report. Accessing such website or following
such link through the report or Mercury Securities’ website shall be at your own risk.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should have regard to
the laws of the jurisdiction in which you are located.

The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers;
and no part of the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views
expressed in the report.

Source: Mercury Securities, Bloomberg
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Recommendation Rating

Mercury Securities maintains a list of stock coverage. Stock can be added or dropped subject to needs with or without notice. Hence, the
recommendation rating only applicable to stocks under the list. Stocks out of the coverage list will not carry recommendation rating as the analyst may

not follow the stocks adequately.

Mercury Securities has the following recommendation rating:

BUY Stock’s total return is expected to be +10% or better over the next 12 months (including dividend yield)

Stock’s total return is expected to be within +10% or -10% over the next 12 months (including dividend

HOLD vield)

SELL Stock’s total return is expected to be -10% or worse over the next 12 months (including dividend yield)
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