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K1: 1QFY11 results

FYE Dec Quarter-on-Quarter Year-on-Year

(RM mln) Mar 11 Dec 10 %chg Mar 10  %chg
Turnover 31.2 32.8 -4.7% 24.4 28.1%
Operating profit 24 15 62.4% 1.9 29.1%
Interest cost (0.4) (0.3) (0.3)

Pre-tax profit 21 1.2 76.5% 1.6 30.9%
Tax (0.0) (0.2) (0.0)

Net profit 2.1 1.2 76.0% 1.6 26.0%
Reported EPS (sen) 1.0 1.0 15

Op profit margin 7.8% 4.6% 7.7%

Pre-tax margin 6.7% 3.6% 6.5%

Net profit margin 6.6% 3.6% 6.7%

NAper share (RM) 0.17

1QFY11 Results Review

K-One Technology Berhad (K1) posted a net profit of RM2.1 min in its 1QFY11 results, which
accounted for only 14.5% of our FY11 projection of RM14.2 min. Nevertheless, we deem the
results to be within expectations as 1HFY11 performance is historically weaker. We expect a
more robust 2HFY11 to compensate for the gap in 1HFY11.

1QFY11 revenue rose 28.1% y-o0-y to RM31.2 min on healthy contributions from sales of
several new products such as the network cameras, electronic sports headlamps and USB
cables; as well as higher sales from the household appliances and hygiene-care sectors.

Although turnover was higher y-o-y, 1QFY11 gross profit (GP) growth was nevertheless flat as
GP margin fell 5 ppts to 18.0% from 23.3% in 1QFY10. We understand from management that
the decline was due to margin squeeze arising from costdown exercise by customers for some
of the older products. We note that despite the decline in GP margin, operating margin was
largely maintained at 7.7%-7.8% level, as it was cushioned by a 15.4% y-o0-y reduction in
operating expenses.

In terms of geographical breakdown, Europe remains the largest market for K1, contributing
55.4% of the Group turnover in 1QFY11, followed by North Asia (32.0%), Malaysia (10.5%) and
rest of world (2.1%). Export sales to Europe and North Asia registered robust y-o-y growth of
44.1% and 48.8% respectively.

Balance sheet-wise, the Group’s NTA/share stood at 15.2 sen with net gearing of 0.4x as at
end-March 2011.

While we are cognizant of the challenging operating environment, we understand from
management that 2QFY11 results would be better than 1QFY11 as sales momentum continues,
with 2HFY11 performance to be much stronger based on the 12-month rolling sales forecasts
provided to K1 by its MNC clientele. There are new products in the pipeline to be rolled out in
the remaining quarters across all its three business sectors, namely the mobile phone
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accessories, computer peripherals and consumer technology products. Additionally, initiatives
also are put in place to curtail the decline in GP margin. We note that in the past, the Group’s
profitability was hit by hedging loss and provision for doubtful debts. K1 now minimizes foreign
exchange risk through natural hedge, i.e. using foreign currency to pay for purchases
denominated in the same currency.

e With our expectation of a strong rebound in 2HFY11 performance, we leave our existing FY11
net profit estimate of RM14.2 min unchanged at this juncture. We shall revisit our projections
upon the release of 2QFY11 results in August 2011.

e On the corporate front, K1 had in February 2011 completed a 2-for-1 bonus issue which
increased its shares base to 341.9 min from 113.9 min.

e K1 did not declare any dividend during the quarter under review.

Recommendation

We maintain our Buy recommendation at this juncture with an unchanged fair value of 50 sen. We
continue to derive our fair value from pegging a PER of 12x against FY11l EPS of 4.2 sen. The
benchmark PER multiple reflects the average PER of selected global peers in the electronics
manufacturing industry.

Per Share Data P&L Summary

FYEDec FY09 Fyi0  Fyiif FYE Dec (RM mln) FY09 FY10  FY11f
Book Value (sen) 14.0 16.4 20.3 Revenue 841 132.8 177.7
Cash Flow (sen) 1.0 2.7 5.6 . )

Earnings (sen) 0.3 23 4.2 Operating profit 2.1 9.2 15.1
Net Dividend (sen) . - 1.0 Net Int Exp (1.1) (1.2) (1.4)
Payout Ratio (%) - - 24.1 Pre-tax Profit 11 8.0 14.7
PER (x) 1333 17.4 9.6 Eff. Tax Rate nm 1.6% 3.0%
P/Cash Flow (x) 40.5 14.8 7.1 Net Profit 11 79 14.2
P/Book Value (x) 2.9 24 2.0 ) - . . .
Dividend Yield (%) ) ) 2 5% Op Profit Margin (%) 2.5% 6.9% 8.5%
ROE (%) 2.1% 14.0% 20.5% Pre-tax Margin (%) 1.3% 6.0% 8.2%
Net Gearing (x) 0.4 0.3 0.3 Net Margin (%) 1.3% 5.9% 8.0%

Note: FY09 & FY10 figures adjusted retrospectively to reflect a
2-for-1 bonus issue effective in Feb 2011.

K1's last 12-month share price chart
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source: Bloomberg

Analyst: Nicole Tan Yoke Ping (nicole@zj.com.my)
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RATING GUIDE

BUY Price appreciation expected to exceed 10% within the next 12 months

SELL Price depreciation expected to exceed 10% within the next 12 months

HOLD Price movement expected to be between -10% and +10% over the next 12 months

from current level

DISCLAIMER

This report is for information purposes only and has been prepared by ZJ Advisory based on sources
believed to be reliable at the time of issue of this report. We however do not give any guarantee as to
the accuracy or completeness of the information provided. Any opinions or estimates in this report are
that of ZJ Advisory as of this date and are subject to change without notice. ZJ Advisory has no
obligation to update its opinion or the information in this report beyond the scope of participation under
the CMDF-Bursa Research Scheme. ZJ Advisory and/or its directors and staff may have an interest in
the securities mentioned.

This report is under no circumstances to be construed as an offer to sell or a solicitation of an offer to
buy any securities. Investors should seek financial regarding the appropriateness of investing in any
securities discussed or opined in this report. Investors should understand that statements regarding
future prospects may not materialize. This report may contain forward looking statement and forecasts,
which are based on assumptions that are subject to uncertainties. Any deviation from the
expectations may have adverse effect on the projections and prospects contained herein. ZJ Advisory
accepts no liability for any direct, indirect or consequential loss arising from the use of this report.

This report has been prepared by ZJ Advisory for purposes of CMDF-Bursa Research Scheme ("CBRS")
administered by Bursa Malaysia Berhad and has been compensated to undertake the scheme. ZJ Advisory
has produced this report independent of any influence from CBRS or the subject company. For more
information about CBRS and other research reports, please visit Bursa Malaysia’s website at:
http://www.bursamalaysia.com/website/bm/listed companies/cmdf bursa research scheme/.

ZJ Advisory Sdn Bhd (Co No: 645449-V)

(An investment adviser licensed by the Securities Commission)
Suite 22B, 22nd Floor, Sunway Tower,

No 86, Jalan Ampang, 50450 Kuala Lumpur

Tel (603) 2032 2328 Facsimile (603) 2032 1328
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