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MRCB reported 3QFY17 results with revenue of RM1.13bn
(+50% Qo0Q, +106% YoY) and core earnings of RM28.1m
(+57% QoQ, -4% YoY).

Cumulative 9M core earnings amounted to RM56.4m,
increasing 62% YoY given the low base effect. Our
derivation of core earnings removes RM5.5m in disposal
gains on Dekad Kaliber (engineering) and Semasa Services
(parking) which was booked in 2Q.

9M core earnings were above expectations at 96% of our full
year forecast but below consensus at 52%. The stronger
than expected results came from higher than expected
property revenue and construction margin.

None declared.

Strong property sales. 9M property revenue and EBIT fell
YoY by 10% and 40% respectively. This was due to the
higher base in FY16 from (i) agency fee earned for the sale
of Nu Tower 2 and (ii) contribution from Menara Shell pre-
disposal. MRCB achieved strong property sales of RM1.2bn
for the 9M period (70% from Sentral Suites), a significant
improvement from the RM192m achieved for the entire
FY16. Unbilled sales stands at RM1.6bn, implying 1.4x
cover on FY16 property revenue.

Construction improves. Construction revenue increased
237% YoY for the 9M period due to lumpy recognition for the
National Sports Complex (NSC). EBIT margin improved YoY
from 2.1% to 2.9% but this was “artificially” suppressed as
MRCB does not earn a profit from the NSC job (paid via
land). YTD job wins now stands at RM468m, bringing its
orderbook to RM5.3bn.

Healthier balance sheet ahead. MRCB'’s net gearing stood
at 114% as of 3Q. However, with the rights issue (1 for 1)
completed earlier this month, we estimate its profoma net
gearing to have reduced to 36%. Management estimates
that the disposal of EDL, Menara Celcom and Ascott could
potentially transform its balance sheet into a net cash
position.

Volatile core earnings delivery from quarter to quarter.

We raise FY17-19 earnings by 21%, 13% and 11% after
imputing higher construction margins and property sales.

Upgrade to BUY, TP: RM1.18

Given its healthier balance sheet post rights issue, coupled
with the potential to turn net cash, we reckon that MRCB is
now in a much better position to execute its various catalytic
projects that it has on its plate. The impending disposal of
EDL should serve as a near term catalyst.

Following the increase in our earnings forecast, we upgrade
our SOP based TP from RM1.00 to RM1.18.

Jeremy Goh, CFA
pwgoh@hlib.hongleong.com.my
(603) 2083 1716
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Information
Bloomberg Ticker MRC MK
Bursa Code 1651
Issued Shares (m) 4,387
Market cap (RM m) 4,277
3-mth avg. volume (‘000) 10,778
SC Shariah-compliant Yes
Price Perfformance 1M 3M 12M
Absolute 71 69 -147
Relative 84 40 -192
Major shareholders
EPF 34.9%
Gapurna 16.6%
Lembaga Tabung Haji 7.4%
Summary Earnings Table
FYEDec(RMm) FY16 FY17E FY18F FY19F
Revenue 2408 1,996 2,257 2,290
EBITDA 348 221 222 236
EBIT 323 189 186 197
Profit Before Tax 203 121 152 177
Core PATAMI 78 71 92 109
vs Consensus (%) (35) (39) (46)
Core EPS (sen) 1.8 1.6 21 25
P/E (x) 547 605 466 39.1
Net DPS (sen) 1.3 - 06 07
Net DY (%) 14 - 06 08
BV per share 0.67 1.18 119 1.21
P/B (x) 15 0.8 08 08
ROE (%) 3.0 1.7 18 21
Net Gearing (%) 757 108 16.0 20.6

HLIB

Page 1 of 5

22 November 2017


mailto:pwgoh@hlib.hongleong.com.my

HLIB Research | MRCB

www.hlebroking.com

Figure #1 Quarterly results comparison
FYE Dec (RM m) 3QFY16  2QFY17  3QFY17 QoQ(%) YoY (%) Comments
Revenue 5512 796.5 11341 49.9 105.7° Mainly due to lumpy bookings for the NSC.
EBIT 88.8 59.3 85.2 43.8 (4.1)
Net finance income / (cost) (42.0) (374) (414) 109 (1.2)
Associates & JVs 148 6.8 86 26.1 (41.9)
PBT 61.6 28.7 52.3 824 (15.1)
PAT 39.6 20.6 305 48.4 (22.9)
PATMI - core 294 17.9 28.1 57.2 (4.4)
PATMI - reported 294 234 28.1 20.2 (44) 2Q includes disposal gains of RM5.5m.
EPS - core 0.7 0.4 0.6
EBIT margin 16.1 7.8 7.5 Marg!n for FY17 artificially suppressed by NSC job which earns 0%
PBT margin 1.2 338 46 margn-
Company
Figure #2 Cumulative results comparison
FYE Dec (RM m) 9MFY16  9MFY17  YoY (%) Comments
Revenue 13764 24155 75.5 Mainly due to lumpy bookings for the NSC (RM1.1bn recorded for
9M period).
EBIT 2184 210.0 (3.8)
Finance cost (133.1) (114.0) (14.3)
Associates & JVs 242 14.2 (41.2)
PBT 109.5 110.3 0.7
PAT 65.6 715 8.9
PATMI - core 34.8 56.4 62.1 Above expectations.
PATMI - reported 79.2 61.9 (21.8) Includes disposal gains.
EPS - core 0.8 13
EBIT margin 159 8.7 Marg?n for FY17 artificially suppressed by NSC job which eamns 0%
PBT margin 8.0 4.6 margin.
Company
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Figure #3 SOP valuation for MRCB

. PE (x) / Value to
Sum of Parts (ex rights) WACC MRCB
Consfruction - FY18 eamings 57 12 690 0.13
LRT3 PDP fees - annual average 34 12 410 0.08
Property development - NPV of profits 10% 2,391 0.45
Property investment - cap rate 5% 1,008 0.19
Eastern Dispersal Link - DCF 10% 523 0.10
Stake in MRCB-Quill REIT at RM1.48 TP 1,581 28% 441 0.08
Firm value 5,463 1.02
Cash proceeds from 1-for-1 rights issue 1,717 0.32
Cash proceeds from Warrants A 951 0.18
Cash proceeds from Warrants B 543 0.10
Less: Net debt (ex Sukuk) (2,375) (0.44)
Equity value 6,299 1.18
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Financial Projections for MRCB

Balance Sheet Income Statement
FYE Dec (RM m) FY15 FY16 FY17F FY18F FY19F FYE Dec (RM m) FY15 FY16 FY17F FY18F FY19F
Cash 522 722 1,553 1,222 917 Revenue 1,697 2,408 1,996 2,257 2,290
Receivables 1,119 1,389 1,257 1,415 1,435 EBITDA 209 348 221 222 236
Inventories 63 58 51 57 58 EBIT 178 323 189 186 197
PPE 337 438 512 563 581 Netfinance cost (146) (152) (102) (79) (76)
Investment properties 414 520 544 567 597 Associates & JV 8 33 34 45 56
Others 4,635 4,380 4,771 5,023 5,298 Profit before tax 41 203 121 152 177
Assets 7,090 7,507 8,688 8,847 8,885 Tax (6) (74) (24) (30) (34)
Net profit 34 130 97 122 143
Debts 3,387 2,937 2,111 2,061 2,011 Minority interest (34) (52) (26) (31) (34)
Payables 1,178 1,315 1,097 1,240 1,251 PATMI (core) 1 78 7 92 109
Others 212 230 230 230 230 Exceptionals 330 189 - - -
Liabilities 4,777 4,482 3,438 3,531 3,492 PATMI (reported) 330 267 71 92 109
Shareholder's equity 2,260 2,926 5171 5,236 5,312 Valuation & Ratios
Minority interest 53 99 79 80 81 FYE Dec (RM m) FY15 FY16 FY17F FY18F FY19F
Equity 2,313 3,025 5,250 5,315 5,393 Core EPS (sen) 0.0 1.8 1.6 21 25
P/E (x) 5,116.1 54.7 60.5 46.6 391
Cash Flow Statement EV/EBITDA (x) 374 224 35.3 35.0 33.0
FYE Dec (RM m) FY15 FY16 FY17F FY18F FY19F DPS (sen) 1.0 1.3 - 0.6 0.7
Profit before taxation 41 203 121 152 177 Dividend yield 1.0% 1.4% 0.0% 0.6% 0.8%
Depreciation & amortsation 30 25 32 36 39 BVPS (RM) 0.52 0.67 1.18 1.19 1.21
Changes in working capital 261 (98) (79) (21) (10) P/B (x) 1.9 1.5 08 0.8 0.8
Taxaton (6) (74) (24) (30) (34)
Others (186) 100 - - - EBITDA margin 12.3% 14.5% 11.1% 9.9% 10.3%
CFO 140 157 50 138 172 EBIT margin 10.5% 13.4% 9.5% 8.2% 8.6%
PBT margin 24% 8.4% 6.1% 6.7% 7.7%
Net capex (71) (128) (100) (80) (50) Netmargin 0.0% 3.2% 3.5% 4.1% 4.8%
Others (338) (213) (409) (339) (350)
CFI (409) (341) (509) (419) (400) ROE 0.0% 3.0% 1.7% 1.8% 2.1%
ROA 0.0% 1.1% 0.9% 1.0% 1.2%
Changes in borrowings (303) (450) (826) (50) (50) Netgearing 126.8% 75.7% 10.8% 16.0% 20.6%
Issuance of shares 30 402 2,175 - -
Dividends paid (45) (45) (59) - (28) Assumptions
Others 617 531 - - - FYE Dec (RM m) FY15 FY16 FY17F FY18F FY19F
CFF 300 438 1,290 (50) (78) Contracts secured 2,243 893 800 800 800
Property sales 597 192 1,300 800 800
Net cash flow 31 254 831 (331) (305)
Forex - - - -
Others (170) (53) - - -
Beginning cash 661 522 722 1,553 1,222
Ending cash 522 722 1,553 1,222 917
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Disclaimer

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

Accordingly, neither Hong Leong Investment Bank Berhad nor any of its related companies and
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 info or opinions in this publication.

Any information, opinions or recommendations contained herein are subject to change at any
time without prior notice. Hong Leong Investment Bank Berhad has no obligation to update its
opinion or the information in this report.

Investors are advised to make their own independent evaluation of the info contained in this
report and seek independent financial, legal or other advice 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 represent a personal recommendation to you.

Under no circumstances should this report be considered as an offer to sell or a solicitation of
any offer to buy any securities referred to herein.

Hong Leong Investment Bank Berhad and its related companies, their associates, directors,
connected parties and/or employees may, from time to time, own, have positions 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 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.

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, is under copyright to Hong
Leong Investment Bank Berhad. 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. Hong Leong
Investment Bank Berhad takes no responsibility for the content contained therein. Such
addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank
Berhad 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 Hong Leong Investment Bank Berhad website shall
be at your own risk.

1. As of 22 November 2017, Hong Leong Investment Bank Berhad has proprietary interest in the
following securities covered in this report:

@) -.

2. As of 22 November 2017, the analyst, Jeremy Goh, who prepared this report, has interest in
the following securities covered in this report:

@) -
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BUY Positive recommendation of stock under coverage. Expected absolute return of more than +10% over 12-months, with low risk of sustained downside.
TRADING BUY Positive recommendation of stock not under coverage. Expected absolute return of more than +10% over 6-months. Situational or arbitrage trading opportunity.
HOLD Neutral recommendation of stock under coverage. Expected absolute return between -10% and +10% over 12-months, with low risk of sustained downside.
TRADING SELL Negative recommendation of stock not under coverage. Expected absolute return of less than -10% over 6-months. Situational or arbitrage trading opportunity.
SELL Negative recommendation of stock under coverage. High risk of negative absolute return of more than -10% over 12-months.

NOT RATED No research coverage and report is intended purely for informational purposes.

Industry rating definitions

OVERWEIGHT The sector, based on weighted market capitalization, is expected to have absolute return of more than +5% over 12-months.
NEUTRAL The sector, based on weighted market capitalization, is expected to have absolute return between -5% and +5% over 12-months.
UNDERWEIGHT  The sector, based on weighted market capitalization, is expected to have absolute return of less than 5% over 12-months.
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