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SECTOR UPDATE

Tech Manufacturers — Singapore
1H24 Review: Crucial To Be Selective; Top BUYs: FRKN, VMS; Top SELL: AEM

Two-thirds of the tech manufacturing stocks under our coverage reported weaker-than-
expected 1H24 earnings, except for Frencken and Aztech, due to weak customer
demand (AEM, Nanofilm, Venture) and slow ramp-up of new plant (UMS). Our top picks
are Frencken and Venture given their positive outlook for sequential earnings growth,
especially for Frencken which is seeing strong orders from ASML. We also have BUY
calls on Valuetronics and Aztech, and SELL ratings on AEM, Nanofilm and UMS.
Upgrade the sector to OVERWEIGHT.

WHAT’'S NEW

¢ Two-thirds of tech manufacturing stocks missed our 1H24 earnings estimates. All the
tech companies under our coverage have just released their results and it has not been a
good season, with two-third of the stocks missing our earnings estimates. This was mainly
due to weak customer demand (AEM, Nanofilm, Venture) and slow ramp-up of new plant
(UMS). On the other hand, Frencken and Aztech met our expectations due to robust
customer demand.

¢ Earnings misses were due to weak customer demand: expect further downside
especially for AEM given its weak guidance and challenging outlook for Intel. A key
takeaway from the 1H24 results season is that each tech manufacturing company is going
through their own earnings cycle and facing challenges due to issues with their major
customers, especially for AEM and Nanofilm which reported losses in 1H24. For AEM, we
note that its performance was impacted by Intel's weak PC demand and inability to gain
traction in the Al-related sector, which has impacted its financial performance and results
guidance. Recent negative developments from Intel such as management departure and
delay in completion of new plants suggest more problems ahead. For Nanofilm, it has it is
encountering weak demand for its industrial equipment business unit due to a soft market for
capex spending. On the other hand, UMS did not fare too badly despite the earnings miss,
reporting a decent 2Q23 earnings of $$9.3m (-20% yoy/-5% qoq), as it is overcoming the
issue of reduced market share from its existing customer AMAT as well as slower-than-
expected ramp-up of new customer, Lam Research.

Given the huge disparity in financial performance, it is crucial to be selective:
Frencken and Venture are our top BUY picks. We like Frencken because its outlook has
turned more bullish with expectation of better revenue in 2H24 vs 1H24, mainly driven by the
semiconductor segment. In addition, in 2Q24, Frencken encountered delays in shipments for
some sizeable ASML orders which will be recognised in 3Q24, indicating a strong qoq
earnings growth. Margins are also expected to increase due to higher utilisation. Lastly,
Frencken still has ample capacity to take on more orders. On the other hand, Venture has
maintained its expectation that its revenue will be stronger in 2H24 compared with 1H24, and
Venture remains proactive in pursuing multiple initiatives to further improve its performance
in 2H24. These include the onboarding of new customers, new product introduction activities
and supporting customers with geopolitical risk mitigation strategies.

OVERWEIGHT

(Upgraded)

STOCKS UNDER COVERAGE

Company Rec Share Target UOBKH 2024
Price  Price Estimated
(S$) (S$) Earnings (S$m)

BUYS

Frencken BUY 133 174 44 (+35% yoy)

Venture BUY 1407 16.17 267 (-1% yoy)

Valuetronics ~ BUY  0.60 0.78  HK$170m* (+6% yoy)

Aztech Global BUY 0945  1.25 108 (+8% yoy)

SELLS

AEM SELL 131 1.04 10 (vs Im loss in 2023)
) 10 (vs 3m profit in

Nanofilm SELL 0745 050 2023)

UMS SELL  1.05 0.90 43 (-29% yoy)

Source: UOB Kay Hian
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PEER COMPARISON

Price @ Target Upside/ Market [ S el P/B ------- EV/EBITDA ROE Yield
Company Ticker Rec 27 Aug 24 Price  (Downside) Cap 2023 2024 2025 2024 2025 2024 2025 2024 2024

(Icy) (ly) toTP(%) (US$m)  (x) ) ® X x) () (%) (%)

Top BUYS
Aztech Global AZTECH SP BUY 0.945 1.25 323 559 7.3 6.8 6.3 1.9 1.6 35 3.2 29.2 9.0
Frencken FRKN SP BUY 1.33 1.74 30.8 436 175 13.0 119 13 1.2 7.3 6.9 104 2.3
Valuetronics VALUE SP  BUY 0.60 0.78 30.0 189 9.3 8.7 8.2 1.0 1.0 11 11 117 7.2
Venture Corp VMS SP BUY 14.07 16.17 14.9 3,128 15.2 154 14.8 14 14 9.0 8.7 9.3 53
Top SELLs
AEM AEM SP SELL 131 1.04 (20.6) 314 na. 422 164 09 08 137 89 2.1 0.6
Nanofilm Tech  NANOSP  SELL 0.745 0.50 (32.9) 372 1552  46.8 23.9 12 1.2 11.8 8.9 2.7 04
UMS UMSH SP SELL 1.05 0.90 (14.3) 572 117 174 15.7 1.8 1.8 9.8 9.0 111 5.3

Source: Bloomberg, UOB Kay Hian
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ACTION

Upgrade to OVERWEIGHT but be very selective. We recommend investors to be very
selective in the tech manufacturing sector as there could be huge disparities in the financial
performances of different stocks. Our top picks are Frencken and Venture given their positive
outlook for sequential earnings growth, especially Frencken which is seeing strong orders
from ASML. We also have BUY call on Valuetronics and Aztech, while we have SELL ratings
on AEM, Nanofilm and UMS.

Frencken Group (FRKN SP/BUY/Target: $$1.74)

Outlook appears more bullish with expectation of better revenue in 2H24 vs 1H24
and strong qoq earnings growth in 3Q23. This will be mainly driven by the
semiconductor segment while the other segments are expected to be stable. Its outlooks
for its key business segments for 1H24 vs 2H23 are as follows: a) semiconductor: higher
revenue, b) medical: stable revenue, c) analytical life sciences: stable revenue, d) industrial
automation: decreasing revenue, and e) automotive: stable revenue. In addition, in 2Q24,
Frencken encountered delays in shipments of some sizeable ASML orders which will be
recognised in 3Q24, indicating a strong qoq earnings growth. Margins are expected to
increase due to higher utilisation. Also, Frencken still has ample capacity to take on more
orders.

Maintain BUY with target price of S$1.74, pegged to 17.0x 2024F PE, based on 2SD
above mean PE. The +2SD in our PE multiple peg is to capture: a) the recovery of the
semiconductor cycle, which is exhibiting multiple positive indications, and b) an
improvement in earnings quality.

Venture Corp (VMS SP/BUY/Target: $$16.17)

Expect 2H24 revenue to improve hoh. Venture maintains its expectation that 2H24
revenue will be stronger hoh. For 1H24, Venture delivered on its target of sequential
revenue growth from 1Q24 to 2Q24. To recap, Venture was still coming off the high base
quarter in 1Q23 where it recorded earnings of S$74m, before normalising in 2Q-4Q23 with
earnings of S$63m-67m. Venture remains proactive in pursuing multiple initiatives to
further improve its performance in 2H24. These include the onboarding of new customers,
new product introduction activities and supporting customers with geopolitical risk
mitigation strategies. Venture continues to invest in expanding its capabilities in targeted
technology domains.

Maintain BUY with target price of $$16.17, pegged to 0.5SD above its long-term mean
PE of 17x 2025F earnings. Currently, Venture offers a decent dividend yield of ¢.5.4%.

Valuetronics (VALUE SP/BUY/Target: $$0.78)

Good results backed by encouraging outlook from four new customers. Valuetronic’s
FY24 net profit of HK$160m (+30% yoy) was in line with our expectations. FY24 gross
profit grew 1% yoy as margins expanded from its rebalanced customer portfolio, offsetting
the decline in revenue on the back of lower material costs, improved supply chain visibility
and lower labour costs. The outlook is encouraging with four new customers contributing
their first full-year revenue in FY25 along with other potential new customers. Amid
geopolitical uncertainties, Valuetronics’ newly constructed Vietnam campus strategically
positions it to meet changing customer needs.

Maintain BUY with PE-based target price of $$0.78, pegged to 10.8x FY25F PE. This is
based on 1SD above Valuetronics’ historical PE mean. Valuetronics has a strong cash
balance of HK$1.1b that is equivalent to around 80% of its market cap. It is currently
trading at only 2x FY24 ex-cash PE and offers an attractive FY25 dividend yield of around
7%.
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Aztech Global (AZTECH SP/BUY/Target: $$1.25)

e Good results and a decent orderbook. Aztech’s 2Q24 earnings of S$31m (+4% yoy;
+94% qoq) is in line with our expectation. loT devices continued to be the main growth
driver, leading to an 8% yoy revenue growth. Orderbook remained healthy at S$304m as at
30 Jul 24, of which the majority is planned for completion in 2024. Aztech remains focused
on growing its competencies, with improved R&D and production capabilities and new
products in the pipeline.

¢ Maintain BUY with a target price of $$1.25, pegged to 9x 2024F EPS. This is based on
0.5SD above Aztech’s long-term mean PE.

AEM Holdings (AEM SP/SELL/Target: S$1.04)

¢ Weak earnings and disappointing revenue guidance. AEM reported very weak 1H24
earnings of only S$0.8m (-96% yoy) vs our expectation of S$6m. 2Q24 earnings was a loss
of S$1.5m, which was mainly due to a S$2.3m loss on sale of an associate and lower
operating leverage. Also, its revenue guidance of S$160m-180m for 2H24 is way below our
expectation of S$275m. We have reduced our 2024-26 EPS by 41-52%. Although new
customers’ orders are expected to be in the triple-digit millions in 2025 and will boost
AEM’s revenue notably, we believe the net margin contribution will not be very appealing
given the lack of operating leverage as seen in the major ramp-up and front-loading of
orders from its single largest customer in 2020 and 2021.

¢ Maintain SELL with target price of $$1.04. This is based on 13x 2025F PE, based on
0.5SD above the historical mean of AEM

Nanofilm Technologies (NANO SP/SELL/Target: $$0.50)

e 1H24 earnings miss and unexciting recovery. Nanofilm’s S$4m loss in 1H24 (-51% yoy)
missed our estimate of S$7m due to higher-than-expected admin expenses. Revenue of
S$83m (+13% yoy) in 1H24 was in line, at 42% of our full-year estimate, led by the AMBU
segment which grew 20% yoy. Nano expects 2024 revenue and earnings to be higher yoy.
However, as 2023 is a very low base year with only S$3m earnings, we believe that 2024
earnings are likely to remain unexciting at S$9m based on our estimate, which is unlikely to
support its current rich valuation of 23x 2025F PE. We have reduced our 2024-26 earnings
forecasts by 32-55%.

e Maintain SELL with a target price of $$0.50. We value Nanofilm based on 16x 2025F
EPS, pegged to -1SD to its long-term forward mean.

UMS Holdings (UMSH SP/SELL/Target: S$0.90)

¢ Earnings below expectations and expect slow ramp-up of new customer. 2Q24
earnings of S$9m (-20% yoy/-5% qoq) came in below expectations, with 1H24 accounting
for only 42% of our full-year estimate. This was mainly due to the absence of forex gain in
2Q24 vs a S$1.4m gain in 1Q24. Revenue fell 26% yoy due to weaker global chip demand.
UMS expects market uncertainties to persist and only foresees marginal earnings
improvement in 2H24. The ramp-up of its new customer is slower than expected due to
labour constraint and execution issues as the operation teams at both ends are new. As a
result, the previous revenue expectation of US$30m from the new customer could be hard
to achieve.

e Maintain SELL with target price of $$0.90, based on a PE-based valuation of 15x 2024F
EPS. This is pegged to 1SD above UMS’ historical mean PE.

SECTOR CATALYSTS
e Increasing capex spending by upstream global tech manufacturers.

¢ Better-than-expected 3Q24 sales and earnings, Improved guidance for 2H23.
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ASSUMPTION CHANGES
* No changes to our forecasts.
RISKS

¢ Reduced demand for electronic goods as a result of a global recession.

e Escalation of geopolitical tension and trade conflict between the US and China.

RELATIVE SHARE PRICE COMPARISON OF SINGAPORE TECH STOCKS
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PEER COMPARISON TABLE OF GLOBAL SEMICONDUCTOR PLAYERS
Trading Price @ Market PE P/B -remeeeen eene- EV/EBITDA ----- ROE Yield
Company Ticker Curr 26 Aug 24 Cap 2023 2024 2025 2024 2025 2024 2025 2024 2024
(Icy) (Icy) (USsm)  (x) ) &) x) ) ) (@) (%) (%)
Applied Material AMAT US usD 196.23 161,773 24.0 23.0 20.1 8.5 75 19.2 16.5 40.1 0.7
Intel INTC US usbD 20.13 86,076 50.3 80.2 18.7 0.8 0.7 11.0 6.9 1.0 2.0
Lam Research LRCX US uUsb 818.91 107,061 24.6 28.1 22.9 12.8 10.5 23.0 19.0 457 1.0
ASML ASML NA EUR 797.00 355,793 40.0 434 26.9 19.9 16.4 34.2 21.8 48.7 0.8
TSMC 2330TT TWD 950.00 771,375 29.4 22.6 17.8 5.8 47 12.6 10.1 27.6 15
Samsung Elec 005930 KS KRW 76100 340,944 35.7 12.8 9.1 13 1.2 44 3.4 10.5 1.9
Average 34.0 35.0 19.2 8.2 6.8 17.4 13.0 28.9 1.3

Source: Bloomberg, UOB Kay Hian
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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.



UOBKayHian

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 or jurisdictions 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

(ii) 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.
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