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COMPANY UPDATE

CH Karnchang (CK TB)
Still Able To Deliver Core Profit Growth Next Year Despite Falling Margins

Although CK's gross margin next year is expected to be dragged down by the increase
in minimum wage, its 2020 core profit would still be able to grow with the help of
associates. Investors may look beyond CK's weak performance this year and position
for decent core profit growth next year. Share price has over-reacted to the likelihood
of a weak gross margin next year. Maintain BUY. Cut target price to Bt22.00.

WHAT'S NEW

¢ Benefits of being a group company. By operating as a group, CH Karnchang (CK) is able
to help its associates (CK Power: CKP and Bangkok Expressway and Metro: BEM) grow. In
return, these associates are able to provide contract works and financial support (dividends,
equity accounts and gains from selling shares) to CK.

e No worries about low orderbook. Due to the delays in mega project biddings and CH
Karnchang's (CK) policy to only bid for projects with reasonable gross margins (8-10%), CK
has been able to add only Bt3.4b new projects ytd. With another expressway project worth
Bt6.2b pending contract signing soon, CK’s new projects would add up to a total of Bt9.6b
this year. We therefore expect CK's 2019 year-end orderbook to come in at Bt22.6b. This is
considered low, and accounts for 0.8 years of sales or 1.4x market cap to orderbook. The
recent signing of the contract involving the Bt220b high-speed train project linking three
airports by the CP-led consortium, (CK is part of the consortium), means a potential Bt50b
might be added to CK'’s orderbook next year. In addition, several mega projects worth a total
of Bt600b-700b are expected to be put on bid next year. Besides this, CK's associates still
have a number of major domestic and overseas projects which should be concluded or
commence construction next year. We therefore have no worries about CK’s low orderbook
in 2019.

Falling gross margin on increase in minimum wage next year. The Ministry of Labour
suggested that talks on minimum wage hikes should be held soon and a conclusion could be
reached by end-19. Due to the current sluggish economy, we expect the minimum wage
should be raised step by step. The first stage may take place in 2020 with an increase of
5%. We have included the negative impact of an increasing minimum wage into our 2020
model. This has led to a decline in our gross margin forecast from 9.2% this year to 7.6%
next year (vs 8.6% in 2018). CK will still be able to deliver reasonable core profit growth of
8% yoy on the back of good cost control and equity accounts from associates.

KEY FINANCIALS

Year to 31 Dec (Btm) 2017 2018 2019F 2020F 2021F
Net turnover 36,071 29,499 21,000 22,630 24,834
EBITDA 2,166 1,258 (95) 417 466
Operating profit 1,136 539 (595) (195) (154)
Net profit (rep./act.) 1,810 2,494 1,550 1,626 2,202
Net profit (adj.) 1,791 2,234 1,502 1,626 2,202
EPS (Bt) 11 13 0.9 1.0 13
PE (x) 17.3 13.9 20.6 19.1 14.1
P/B (x) 13 12 1.2 11 11
EV/EBITDA (X) 28.2 48.6 n.m. 80.7 70.4
Dividend yield (%) 2.7 2.7 21 22 2.6
Net margin (%) 5.0 8.5 7.4 7.2 8.9
Net debt/(cash) to equity (%) 129.4 109.2 114.4 64.9 58.7
Interest cover (x) 1.6 1.0 (0.1) 0.4 0.7
ROE (%) 8.1 10.2 6.0 6.1 7.9
Consensus net profit - - 1,576 1,718 1,982
UOBKH/Consensus (x) - - 0.95 0.95 111

Source: CH Karnchang PCL, Bloomberg, UOB Kay Hian
n.m.. not meaningful; negative P/E, EV/EBITDA reflected as "n.m."
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BUY

(Maintained)

Share Price Bt18.30
Target Price Bt22.00
Upside +20.2%
(Previous TP Bt28.50)

COMPANY DESCRIPTION

The second largest contractor in Thailand with
experience in building mass transit systems,
water treatment and hydro-electric dams. The
company has equity stakes in many
infrastructure companies in order to diversity
its long-term revenue.

STOCK DATA

GICS sector Industrials
Bloomberg ticker: CKTB
Shares issued (m): 1,693.9
Market cap (Btm): 30,998.3
Market cap (US$m): 1,026.5
3-mth avg daily t'over (US$m): 6.8
Price Performance (%)

52-week high/low Bt29.50/Bt18.30
1mth 3mth 6mth lyr YTD
(21.1) (21.8) (31.6) (26.5) (26.8)
Major Shareholders %
Trivisavavet family 30.9
Thai NVDR 4.8
Bangkok Bank 2.3
FY19 NAV/Share (Bt) 15.36
FY19 Net Debt/Share (Bt) 17.58
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STOCK IMPACT

e Expect weak results in 4Q19. With a low orderbook, a lack of new projects and the low
season, we expect 4Q19 sales to fall by 57% yoy to Bt3.1b. Despite the expectation of a
better gross margin at 9% vs 8% in 4Q18, the high expenses of keeping idle workers would
cause EBITDA to fall. This, together with higher financial costs from more debenture
issuances would result in a lower 4Q19 core profit of Bt29m, down 73% yoy, despite good
contribution from associates.

EARNINGS REVISION/RISK

e Lower forecast revisions. To factor in the lower-than-expected 3Q19 results, we revise
down 2019 and 2020 sales and earnings forecasts.

e Core profit to increase 8% yoy in 2020. Based on our assumption that only a few projects
have been added to CK's orderbook in 2019, we forecast 2019 sales to decline by 29% yoy
to Bt21.0b. Despite our estimate of better contribution from associates, CKP and BEM, the
high SG&A expenses of keeping idle workers would result in a lower 2019 core profit of
Bt1.5b, down 33% yoy. Moving into 2020, despite the expectation of a growing orderbook,
several mega projects should start construction works in 3Q-4Q20. We therefore expect
2020 sales to rise by only 8% yoy to Bt22.6b. With lower SG&A expenses — in-line with the
higher sales — and good contribution from associates, we expect CK's 2020 core profit to
rise by 8% yoy to Bt1.6b.

VALUATION/RECOMMENDATION

¢ Maintain BUY. Despite the expected weak results this year, we are looking for core profit
growth next year - even after incorporating an increase in minimum wage. Factors
contributing to CK’s good performance next year would be growing sales and contribution
from associates. In-line with the lower earnings forecasts, we cut our target price to Bt22.00,
based on SOTP valuation.

SHARE PRICE CATALYST

ORDERBOOK

70 -

60 v, “ 49

50 ol ~ B

40 e &S (10)

30 2 S 23 (20)

(30)

20 S~ee (40)

10 = (54)  (50)
0 (60)

2016 2017
s Orderbook

Source: CK, UOB Kay Hian
MEGA PROJECT DEVELOPMENTS

Projects
To be put on bid in 2020
Double Track Raiway

Bangpai-Mukdaharn-Nakornpanom

Denchai-Chiangrai-Chiangkhon

Airport
SVB: 2" Terminal

Motorway
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2018 2019F
=== Growth (%)

Bangkhunthien-Bangpaew (P2Rama |1l -

Nakhonprathom-Chaam

Tollway: Rangsit-Bangpain O&M:

Mass Transit

Mass Transit Orange Line - West

Purple: Taopoon-Ratburana

Red: Hualumpong-Bangsue-Huamark

Red: Rangsit-Thammasat
Red: Talingchan-Siriraj
Red: Talingchan-Salaya
Total

Grand Total

Source: UOB Kay Hian
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MARGINS
¢ CK bidding for and winning major contracts.
%
FORECAST REVISIONS 10.0
2019F 2020F 8.0
(Btm) (0][s] New % chg old New % chg 6.0
Sales 25,210 21,000 -17 30,628 22,630 -26 4.0
Net profits 1,952 1,502 23 2,089 1,626 -22 iy
Source: UOB Kay Hian (2.0) 2017 2018 20197 2020F
SOTP VALUATION —e—Gross margin  —e—EBITDA margin Core profit margin
Value (Btm) Bt/share) Note Source: CK, UOB Kay Hian
CKTB 24,155 14.26 97.1x 2020F EV/EBITDA
BEM TB (32%) 10,230 6.04 market price CORE PROFIT GROWTH
CKP TB (33%) 2,882 1.70 market price Bth »
Total 37,627 22.0 ®n " "
Source: UOB Kay Hian 250 \
200 1.73\ 179 163 20
RESULTS PREVIEW o \ 150 150
\
Year to 31 Dec yoy qoq yoy 100 \ 100
(Btm) 4Q19F % chg % chg 2019F % chg 50 A
Sales 3,068 (57.2) (37.0) 21,000 (28.8) 0 = Nu B 050
Gross Profit 285 (52.6) (30.9) 1,935 (23.3) L, me w2 000
EBITDA (196) (215.3) 145.0 (95) (107.6) _
Pre-tax Profit (335) #DIV/O! 1,096.4 (266) (137.6) = Core profit 7 Grown (9
Tax - (100.0) (100.0) (94) (32.4) Source: UOB Kay Hian
Net Profit 29 (92.1) (85.9) 1,550 (37.9)
Net Profit (Ex E) 29 (73.1) (85.9) 1,502 (32.8)
EPS (BY) 0.02 (91.6) (84.9) 0.92 (37.9)
Gross margin (%) 9.3 9.2
EBITDA margin (%) (6.4) (0.5)
Net margin (%) 0.9 7.4

Source: UOB Kay Hian
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Year to 31 Dec (Btm) 2018 2019F 2020F 2021F  Year to 31 Dec (Btm) 2018 2019F 2020F 2021F
Net turnover 29,499 21,000 22,630 24,834 Fixed assets 9,788 12,722 12,848 12,974
EBITDA 1,258 (95) 417 466 Other LT assets 47,164 39,514 40,693 41,907
Deprec. & amort. 719 500 612 620 Cash/ST investment 8,935 12,595 17,075 14,710
EBIT 539 (595) (195) (154) Other current assets 17,614 26,334 13,730 15,011
Total other non-operating income 1,416 1,584 1,147 785 Total assets 83,501 91,166 84,345 84,602
Associate contributions 1,658 1,883 1,932 2,233 ST debt 11,146 7,782 3,123 6,010
Net interest income/(expense) (1,248) (1,255) (936) (642) Other current liabilities 17,892 19,259 19,236 21,067
Pre-tax profit 2,365 1,617 1,947 2,222 LT debt 25,549 34,594 31,467 25,456
Tax (139) (94) (300) 2 Other LT liabilities 3,085 3,099 3,113 3,127
Minorities 8 (21) (22) (22) Shareholders' equity 25,421 26,024 26,998 28,533
Net profit 2,494 1,550 1,626 2,202 Minority interest 408 408 408 408
Net profit (adj.) 2,234 1,502 1,626 2,202 Total liabilities & equity 83,501 91,166 84,345 84,602
CASH FLOW KEY METRICS

Year to 31 Dec (Btm) 2018 2019F 2020F 2021F  Year to 31 Dec (%) 2018 2019F 2020F 2021F
Operating 9,006 9,371 744 2,852 Profitability

Pre-tax profit 967 (218) 16 (11) EBITDA margin 4.3 (0.5) 18 19
Tax (139) (94) (300) 2 Pre-tax margin 8.0 77 8.6 8.9
Deprec. & amort. 719 500 612 620 Net margin 85 74 72 8.9
Associates 1,658 1,883 1,932 2,233 ROA 31 1.8 19 26
Working capital changes 7,451 9,204 438 2,263 ROE 10.2 6.0 6.1 7.9
Non-cash items (1,658) (1,883) (1,932) (2,233)

Other operating cashflows 8 (21) (22) (22) Growth

Investing (5,709)  (10,458) 12,159 (1,440) Turnover (18.2) (28.8) 78 9.7
Capex (growth) (5,709)  (10,458) 12,159 (1,440) EBITDA (41.9) (107.5) na. 117
Proceeds from sale of assets n.a. n.a. n.a. n.a. Pre-tax profit 23.0 (31.6) 20.4 14.1
Financing (3,259) 47471 (8423)  (3777)  Netprofit 378 (37.9) 49 355
Dividend payments (762) (948) (651) (666)  Net profit (adj.) 24.7 (32.8) 8.2 355
Issue of shares 0 0 0 0 EPS 24.7 (32.8) 8.2 355
Proceeds from borrowings 0 5,695 0 0

Loan repayment (2,497) 0 (7,772) (3,110) Leverage

Others/interest paid 0 0 0 0 Debttototal capital 58.7 616 55.8 521
Net cash inflow (outflow) 38 3,660 4,480 (2,365) Debt o equity 1443 162.8 128.1 1103
Beginning cash & cash equivalent 8,897 8,935 12,595 17,075 Net debt/(cash) to equity 109.2 114.4 64.9 58.7
Ending cash & cash equivalent 8,935 12,595 17,075 14,710 Interest cover (x) 10 0.1) 0.4 0.7

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (“UOBKH"), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are
generated from UOBKH's business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK"). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2019, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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