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SECTOR UPDATE OVERWEIGHT
Tech Manufacturers — Singapore (Maintained)
Focus On Stocks With Diversified Customer Base And Low Production Disruptions
We expect earnings weakness for stocks with huge China exposure (Nanofilm, Aztech, STOCKS UNDER COVERAGE
Innotek) due to lockdowns in China since late-1Q22. In contrast, stocks with low China  company Rec  Target Share UOBKH 2Q22
exposure and a diverse customer base should deliver more resilient earnings (Venture, Price  Price  Estimated
Frencken). Pure semiconductor names (AEM, UMS) should deliver healthy earnings but o BUYS (59 (S9)  Eamings (S$m)
we are cautious of a slowdown in the semiconductor cycle. Our top picks are Venture ngtu o BUY 2280 1695 85 (+13%yoy)
and Frencken for their diversified customer base and pricing power. Frencken Group ~ BUY 163 116 13 (22%yoy)
WHAT’S NEW Other coverage
e Tech-related companies scheduled to release their 2Q22 results between 25 July and ~ Nanofim HOLD 272 213 20" (+12%yoy)
15 August. Tech companies under our coverage will be releasing their 2Q22 results starting ~ A2ech Global - BUY 155 0.79 = 18 (+5%yoy)
X Innotek UR# na. 0.425 nl/adue toloss
from next week with Aztech scheduled to report on 25 July and Venture on 5 August. We BUY 560 400 25(+52%yoy)
categorise the stocks into three groups: a) stocks with significant China exposure (Nanofilm, s Holdings ~ BUY 145 114 19 (+12%yoy)
Aztech, Innotek), b) stocks with low China exposure and diverse customer base (Venture,  source: UOB Kay Hian
# Under review

Frencken), and c) pure semiconductor names with large single customers (AEM, UMS). Our
top picks are Venture and Frencken as we believe their diversified customer base and
majority of productions in Malaysia, which have fully relaxed its COVID-19 restrictions,
should reduce the negative impact of weaker demand as well as supply chain disruptions.

* 1H22 earnings due to absence of 1Q22 results reporting
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Stocks that have majority of their production bases in China could see negative 40 4
earnings surprises. In late-1Q22, China rolled out its biggest COVID-19 lockdown since the ig ]
start of the pandemic as Shanghai confined residents to their homes. Although Shanghai has 10
reopened after two months, sporadic lockdowns are still very common across China. This 04
has caused persistent challenges to the manufacturing supply chain. Three key challenges ;g 1 ‘
include: a) higher costs in sourcing for raw materials due to reduced supply and higher 1 12 13 1
logistics costs, b) higher labour costs due to the requirement of closed-loop manufacturing,

and c) slowdown in customers’ demand due to difficulties in sourcing materials and slower ~ S0uce CEIC
productions. As a result, we think Nanofilm (Shanghai), Aztech (Dongguan) and Innotek PURCHASING MANAGER INDEX
(Dongguan and Suzhou), which have majority of their production plants in China, could see %)
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negative earnings surprises in their upcoming 1H22 results. Also, these manufacturers serve S
customers in the consumer electronics and auto segments, which are discretionary products 52 “ M M/\
in nature, and could see reduced demand in a recession. 50 ﬂw“v"vv ¥ vw"wv AT
48 4
¢ Stocks with low China exposure and diverse customer base should deliver more | \/
resilient earnings. We believe Venture should continue to deliver a good set of results in “

2Q22 as: a) it continues to see healthy demand from most of its customers which are 1L 2 13 W 15 16 107 1B 18 20 2 2

diversified across seven domains, and b) it has a proven capability in managing supply chain  source: CEIC
disruptions. In addition, Venture should be able to manage costs and pass on higher prices

to customers given its differentiated capabilities. On the other hand, we expect Frencken to

show a marginal decline in its 1H22 earnings due to higher material costs which will drag its

gross margin. However, 2H22 earnings should be sequentially better as management is  ANALYST(S)

working to mitigate cost inflation pressures by passing on cost increases through operational
initiatives, and is anticipating signs of easing supply chain constraints. Also, Frencken’s
diversified customer base across five segments should provide better earnings visibility.
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Top BUYS
Venture Corp VMS SP BUY 16.96 22.80 34.4 3,546 145 134 1.7 17 9.9 9.2 12.3 4.7
Frencken FRKN SP BUY 1.16 1.63 40.5 356 7.4 6.1 1.2 1.0 41 3.5 16.7 4.1
Other Coverage
Nanofilm Tech NANO SP HOLD 2.13 2.72 21.7 1,011 18.0 14.6 2.9 25 9.4 79 17.0 11
Aztech Global AZTECH SP BUY 0.79 1.55 96.2 438 6.8 5.4 1.8 15 5.0 4.0 28.2 6.6
Innotek INNOT SP Under Review  0.425 n.a. n.a. 71 n.a. n.a. n.a. n.a. n.a. n.a. na. n.a.
AEM AEM SP BUY 4.09 5.60 36.9 908 11.4 9.6 2.7 2.2 7.6 6.5 25.6 2.1
UMS UMSH SP BUY 1.14 1.45 27.2 546 12.2 12.2 2.5 2.2 85 7.8 21.3 4.4
Average 11.7 10.2 2.1 1.8 7.4 6.5 20.2 3.8

Source: Bloomberg, UOB Kay Hian
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¢ Pure semiconductor names should report healthy earnings but we are cautious of a
slowdown in the semiconductor cycle. Although we expect both AEM and UMS to report
healthy earnings growth for 2Q22, we are wary of a slowdown in the semiconductor cycle
after two years of strong chip demand that was partially boosted by the supply chain
disruptions caused by the COVID-19 pandemic. Chipmakers' fortunes rose in the early days
of the pandemic as demand for electronics from stuck-at-home consumers and reduced
supply due to manufacturing and logistics issues caused semiconductor demand to soar.
Amid the supply crunch, businesses across the chip value chain raced to stockpile chips so
they could handle further disruptions. In TSMC’s latest earnings call, it warned that its
customers might now draw on those chip reserves rather than place new orders. TSMC also
said it would trim its capex for 2022 by 10% to US$40b. South Korean chipmaker SK Hynix
is also considering reducing its 2023 capex by 25%. On 7 Jun 22, Intel CFO said that he
expected the US chipmaker's 2Q22 earnings to take a hit due to customers working through
stockpiled inventory instead of placing new orders. In addition, demand for electronics is
softening as PC shipments in 2Q22 fell 12.6 yoy, according to consulting firm Gartner. The
crypto crash could be another drag on the chip market as crypto miners cease operations.
Shipments of graphics cards fell 19% yoy in 1Q22, according to consulting firm Jon Peddie
Research.

ACTION

¢ Maintain OVERWEIGHT but be selective on names with diversified customer base
and lower China exposure. We recommend investors to focus on our top picks, Venture
and Frencken as we believe their diversified customer base and majority of productions in
Malaysia, which have fully relaxed its COVID-19 restrictions, should reduce the negative
impact of weaker demand as well as supply chain disruptions.

Venture Corp (VMS SP/BUY/Target: $$22.80)

o Expect earnings to grow 13% yoy but remain flat qoq; demand from customers
remain healthy. We expect Venture to report 2Q22 earnings of S$85m (+13% yoy, +1%
goq). Venture continues to see healthy demand from most of its customers. Despite the
increasingly uncertain environment, Venture should be able to deliver relatively resilient
performance given its highly diversified customer base across seven technology domains.
In addition, most of VMS’ customers are in industrial segments such as life science,
medical and testing, which are less sensitive to consumer sentiment.

¢ Maintain BUY and target price of $$22.80, pegged at +1SD above its forward mean PE, of
19.5x on 2022F earnings. Currently, VMS offers an attractive dividend yield of 4.7%.

Frencken Group (FRKN SP/BUY/Target: S$1.63)

* Expect continued weakness in 2Q22 results but look forward for a better 2H22. We
expect 2Q22 earnings of S$13m (-22% yoy / +2% qoq) as impacts from supply chain
disruptions, higher cost pressures from raw materials, rising energy prices and workforce
disruptions will take time to ease. However, we expect 2H22 earnings to be sequentially
better as management is working to mitigate cost inflation pressures by passing on cost
increases through operational initiatives and is anticipating signs of easing supply chain
constraints. In the mid to longer term, Frencken would benefit from positive market trends
in 5G, Internet Of Things and artificial intelligence.

e Maintain BUY with target price of S$1.63, pegged to 10.4x 2022F
PE, based on historical mean PE. Currently, Frencken trades at an attractive 7x 2022F PE.

NanoFilm Technologies (NANO SP/HOLD/Target: $$2.72)

o Expect lacklustre 1H22 earnings due to margin pressure from production
disruption in China and more cautious outlook of major customer. We expect
Nanofilm to report 1H22 earnings of S$20m (+12% yoy / -55% hoh vs 2H21), falling short
of our estimated 26% yoy growth in 2022 earnings. The weakness can be mainly
attributable to production disruptions caused by the two-month lockdown in Shanghai in
April and May 22, and is likely to impact gross margins from higher labour and raw
material costs due to logistical challenges. Moving forward, we also see a more cautious
outlook from Nanofilm’s largest customer, as it had announced in Jul 22 that it is planning
to slow hiring and spending growth next year in some divisions to cope with a potential
economic downturn.

¢ Maintain HOLD with a target price of $$2.72. We value Nanofilm based on PEG of 1.0x
(growth based on three-year EPS CAGR of 23% from 2021-24). Our target PE multiple of
23x 2022F PE is at a slight discount vs Nanofilm’s peers’ 25x 2022F PE.

Refer to last page for important disclosures. 2
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Aztech Group (AZTECH SP/BUY/Target: $$1.55)

* Expect marginal earnings growth for 2Q22 but turning more cautious on consumer
sentiment and margin weakness. We expect Aztech to report 2Q22 earnings of S$18m
(+5% yoy, +22% qoq), where the 1H22 of S$30m will fall short of our expectation of
S$$36m mainly due to production disruption in China. Hence, we will be looking at a
potential 10% cut in our 2022 earnings estimate of S$90m. This should have an impact on
Aztech’s revenue and gross margin as higher logistics and labour costs may not be fully
passed on to customers. In addition, Aztech’s key product of surveillance camera, which
is discretionary in nature, may see slower demand in a more uncertain environment.

¢ Maintain BUY and target price of $$1.55, pegged to 13.3x 2022F earnings, which is based
on its Singapore and Malaysia peers’ average.

Innotek (INNOT SP/UNDER REVIEWI/Target: n.a.)

¢ Innotek issued a profit guidance for 1H22 on 14 July, highlighting that it expects to
report a net loss for 1H22 due to increased operating costs as labour and manufacturing
costs have risen, while disruptions to the global supply chain have resulted in higher cost of
raw materials and prolonged movement restrictions imposed within China as part of its “zero-
COVID” policy. These restrictions severely impacted Innotek’s major customers’ businesses
in China, which in turn hampered Innotek’s revenue growth in 1H 22.

o We thus place the stock UNDER REVIEW pending further information from its 1H22
results. Our last call was BUY with a PE-based target price of S$1.20, based on a 12x
2022F PE.

AEM Holdings (AEM SP/BUY/Target: S$5.60)

o Expect 2Q22 earnings to grow strongly yoy but decline qoq. We are expecting AEM
to report 2Q22 earnings of S$25m (+52% yoy, -39% qoq), with the sequential decline
from an exceptionally strong 1Q22 mainly driven by the uptake in new generation
equipment and tools and the consolidation of CEIl Limited, which was acquired in 1H21.
We also believe that there could have been some front-loading of orders in 1Q22 as the
major customer attempts to mitigate the risk of supply chain constraints. On 7 Jun 22, Intel
CFO stated that he expected the US chipmaker's 2Q22 earnings to take a hit due to
customers working through stockpiled inventory instead of placing new orders.

Maintain BUY and target price of $$5.60. The target price is pegged to 2022 earnings of
15.6x, or +2SD to its historical five-year range, supported by a forward ROE of 25.6%. This
compares to the Singapore peer average forward PE of 10.1x and forward ROE of 20.6%.
The valuation peg is supported by the positive outlook for AEM from 2022 onwards and the
anticipated cyclical upturn of AEM’s business.

UMS Holdings (UMSH SP/BUY/Target: $$1.45)

* Expect a healthy yoy and stable qoq earnings growth for 2Q22. We are expecting
UMS to report 2Q22 earnings of S$19m (+12% yoy / -2% qoq), as the company should
enjoy continued strength in semiconductor demand, as well as consolidation of sales from
JEP starting in 2Q21. We understand that factory utilisation levels at the downstream
semiconductor manufacturers, including UMS, will stay elevated in 2022-23. Specifically for
UMS, the order backlog for AMAT’s Semi Systems segment has shown sustained growth
over the past four consecutive quarters, providing revenue visibility for UMS into 2023.

Maintain BUY with target price of S$1.45, pegged to 15.4x 2022F earnings, or +2SD
above its historical five-year average. We believe UMS could trade at a premium over
peers due to its timely new capacity expansion to drive earnings growth above the
industry average.

SECTOR CATALYSTS

¢ Increasing capex spending by upstream global tech manufacturers.

¢ Better-than-expected 2Q22 sales and net profit numbers.
ASSUMPTION CHANGES

¢ No changes to our forecasts.

Thursday, 21 July 2022
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RISKS

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

Thursday, 21 July 2022

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