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® \We maintain our UNDERWEIGHT call, forecasts and FV of

Key Changes RM1.09 based on 10x FY20 EPS, in line with our

Ei,';val“e g benchmark forward P/E of 10x for large- and mid-cap
construction stocks.
YE to Dec FY18 FY19F FY20F  FY21F
® The key message we gathered from Sunway Construction
Revenue (RMmil) 22568 21768 21640 2,1496 during a recent visit is the company is bracing itself for an
gg“égreggfg[((sm mil) 1‘11‘11'; 1?8'(1) 1‘1%'3 1‘53 extended lull period in the local construction sector, and it
FD Core EPS growth (%) 94 (101) 8.7 10 has acted on this belief by intensifying its pursuit of
Consensus Net Profit (RM mil) - 1467 1570  158.0 overseas construction jobs.
DPS (sen) 7.0 7.0 7.0 7.0
PE (x) 17.9 19.9 183 181 ® The company spoke of the discrepancy between the news
E?\’I/;E:g%z)(x) 122 1;2 12"61 12'% flow on the revival of mega projects in Malaysia and the
ROE (%) 25 5 277 2.9 229 reality on the ground at present. It said that there is still
Net Gearing (%) nm nm nm nm hardly any sizeable new public infrastructure project up
for bidding in the open market currently. It did not appear
Stack and Financial Data to be too excited over the RM44bil East Coast Rail Link
) . project, of which details on the job scope/work packages
Shares Outstanding (million) 12929 . . . .
Market Cap (RM mil 25858 available to local contractors are still lacking. It will only
Book Value (RM/share) 0.46 be keen to participate in the project if higher-value jobs
PIBV (X) 44 such as piling, relocation of utilities and elevated
ROE (%) 255

) structures are offered to the local contractors.
Net Gearing (%)

Major Shareholders Sunway Bhd & Cheah family(65.1%) ® Having said that, subject to the final investment decisions

EPF(7.5%) by the project owners, locally, Sunway Construction may

bid for a high-rise commercial property project by parent

Sunway Bhd, a public hospital project (we gathered from

sources, in East Malaysia) and a superstructure job within

Price performance 3mth 6mth 12mth the Kuala Lumpur City Centre enclave. We estimate that
these jobs could be worth about RM200mil each.

Free Float 274
Avg Daily Value (RM mil) 19

Absolute (%) 11.7 379 47
Relative (%) 126 381 126 @ sunway Construction has stepped up its hunt for jobs
outside Malaysia. In India, it has reopened an office staffed

3.0 4 r 2,000

with full-time engineers relocated from Malaysia. The team
is currently working on tenders for three toll-road projects

worth about RM1bil each in India. In Myanmar, Sunway
2.0 4 1400 Construction, via a JV with local conglomerate Capital
[ 1200 Diamond Star Group, stands a good chance of winning a

- 1,800

251 L 1,600

t5 [ 100 building job worth RM200-300mil for the maiden phase of

10 A 222 a mixed project in Mandalay jointly developed by the

| 00 conglomerate and a Singaporean real estate group.

05 1 | 200 Meanwhile, Sunway Construction has mobilised three

00 o boring rigs to Singapore (we believe, they would otherwise

R A R T - A - be underutilised in Malaysia) to better position itself in the
38823858523 858338¢%8% piling sector in the city state.
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® Qut of conservatism, Sunway Construction reiterated its guidance for order book replenishment in FY19F of

RM1.5bil (including new precast product orders). So far in FY19F, it has secured new construction jobs worth

RM1bil and new precast product orders worth RM31mil. No change to our forecasts that assume the respective

construction and precast product job wins of RM1.3bil and RM200mil annually in FY19-21F.

® At present, Sunway Construction’s outstanding construction and precast product order books stand at RM5.4bil
(Exhibit 1) and RM316mil respectively.

® \We acknowledge that the revival of the East Coast Rail Link (ECRL) and Bandar Malaysia projects shall result in
more jobs available in the market for local construction players. However, we believe the market has not priced
in enough risk premium to reflect:

1. The fact that the latest mega projects are driven by world-class Chinese contractors (and Chinese funding)
which probably leaves the local contractors with only low-value/low-margin supporting roles in the projects;
and

2. The fact that given the still elevated national debt, the government has no choice but to remain steadfastly
committed to fiscal prudence which means the revival of the ECRL project could be a “zero-sum game” as it
impedes the government’s ability to implement other public infrastructure projects.

® \We believe Sunway Construction can weather the sector downturn better given its proven ability to compete
under an open bidding system, coupled with the availability of building jobs from its parent and sister companies
under the Sunway group. However, valuations are unattractive at 18-20x forward earnings on muted sector
prospects.
EXHIBIT 1: OUTSTANDING ORDER BOOK
Project Outstanding Value
(RMmil)
(GS07 & GS08, LRT3 1,929
Internal building jobs 1,923
Sunway Medical Centre (SMC) 4 429
Sunway Serene 306
Sunway Velocity Two 343
Carnival Mall extension 247
Sunway Geolake 161
SMC Seberang Jaya 163
Big Box, Iskandar 145
Velocity 3C4 96
Others 33
TNB HQ campus, KL 781
V201, MRT2 359
Parcel F, Putrajaya 69
PPA1M, Kota Bharu 141
Nippon Express 48
Others 166
Total 5,416

Source: Company, Aminvestment Bank Bhd
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EXHIBIT 3: PE BAND CHART
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EXHIBIT 2: PB BAND CHART
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EXHIBIT 4: FINANCIAL DATA

Income Statement (RMmil, YE 31 Dec) FY17 FY18 FY19F FY20F FY21F
Revenue 2,076.3 2,256.8 2,176.8 2,164.0 2,149.6
EBITDA 196.9 214.6 199.4 2194 226.9
Depreciation/Amortisation (37.8) (40.0) (47.2) (52.2) (57.2)
Operating income (EBIT) 159.1 174.6 152.2 167.2 169.6
Other income & associates 2.2 0.7 - - -
Net interest 74 7.7 10.6 9.6 9.0
Exceptional items - - - - -
Pretax profit 168.7 183.1 162.7 176.9 178.7
Taxation (36.2) (38.0) (325) (35.4) (35.7)
Minorities/pref dividends 0.1) 0.3) 0.1) 0.1) 0.
Net profit 132.3 144.7 130.0 141.4 142.8
Core net profit 132.3 144.7 130.0 141.4 142.8
Balance Sheet (RMmil, YE 31 Dec) FY17 FY18 FY19F FY20F FY21F
Fixed assets 152.1 163.7 216.5 264.3 307.1
Intangible assets 3.6 3.6 3.6 3.6 3.6
Other long-term assets 2.6 48.0 48.0 48.0 48.0
Total non-current assets 158.3 215.3 268.1 315.9 358.7
Cash & equivalent 487.2 484.9 4459 4232 407.0
Stock - - - - -
Trade debtors 1,184.4 1,059.5 1,059.5 1,059.5 1,059.5
Other current assets 46.4 52.8 52.8 52.8 52.8
Total current assets 1,718.0 1,597.2 1,558.2 1,535.5 1,519.3
Trade creditors 1,185.1 994.8 994.8 994.8 994.8
Short-term borrowings 134.7 113.6 113.6 113.6 113.6
Other current liabilities 5.2 14.1 14.1 14.1 14.1
Total current liabilities 1,324.9 1,122.6 1,122.6 1,122.6 1,122.6
Long-term borrowings - - - - -
Other long-term liabilities 7.0 0.6 0.6 0.6 0.6
Total long-term liabilities 7.0 0.6 0.6 0.6 0.6
Shareholders’ funds 542.9 591.1 604.8 629.8 656.2
Minority interests 11 14 1.6 1.7 1.8
BV/share (RM) 0.42 0.46 0.47 0.49 0.51
Cash Flow (RMmil, YE 31 Dec) FY17 FY18 FY19F FY20F FY21F
Pretax profit 168.7 183.1 162.7 176.9 178.7
Depreciation/Amortisation 37.8 40.0 47.2 52.2 57.2
Net change in working capital (112.1) (105) - - -
Others (208.7) (22.7) (431) (45.0) (44.8)
Cash flow from operations (114.4) 189.8 166.8 184.1 191.1
Capital expenditure (54.7) (100.3) (100.0) (100.0) (100.0)
Net investments & sale of fixed assets 6.2 1.4 - - -
Others 83.3 25.1 - - -
Cash flow from investing 34.9 (73.8) (100.0) (100.0) (100.0)
Debt raised/(repaid) - (212) - - -
Equity raised/(repaid) - - - - -
Dividends paid (68.5) (96.9) (116.4) (116.4) (116.4)
Others (5.5) - 10.6 9.6 9.0
Cash flow from financing (73.9) (118.0) (105.8) (106.7) (107.3)
Net cash flow (153.5) (2.0) (39.0) (22.7) (16.2)
Net cash/(debt) b/f 465.3 487.6 488.4 449.4 426.7
Net cash/(debt) c/f 310.4 485.6 449.4 426.7 4105
Key Ratios (YE31 Dec) FY17 FY18 FY19F FY20F FY21F
Revenue growth (%) 16.1 8.7 (35) (0.6) 0.7
EBITDA growth (%) 16.2 9.0 (7.1) 10.1 3.4
Pretax margin (%) 8.1 8.1 7.5 8.2 8.3
Net profit margin (%) 6.4 6.4 6.0 6.5 6.6
Interest cover (x) nm nm nm nm nm
Effective tax rate (%) 215 20.8 20.0 20.0 20.0
Dividend payout (%) 40.0 50.0 50.0 50.0 50.0
Debtors turnover (days) 208 171 178 179 180
Stock turnover (days) - - - - -
Creditors turnover (days) 250 198 214 216 218

Source: Company, Aminvestment Bank Bhd estimates
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DISCLOSURE AND DISCLAIMER

This report is prepared for information purposes only and it is issued by AmlInvestment Bank Berhad (“‘AmInvestment”) without
regard to your individual financial circumstances and objectives. Nothing in this report shall constitute an offer to sell, warranty,
representation, recommendation, legal, accounting or tax advice, solicitation or expression of views to influence any one to buy
or sell any real estate, securities, stocks, foreign exchange, futures or investment products. Aminvestment recommends that
you evaluate a particular investment or strategy based on your individual circumstances and objectives and/or seek financial,
legal or other advice on the appropriateness of the particular investment or strategy.

The information in this report was obtained or derived from sources that AmInvestment believes are reliable and correct at the
time of issue. While all reasonable care has been taken to ensure that the stated facts are accurate and views are fair and
reasonable, AmInvestment has not independently verified the information and does not warrant or represent that they are
accurate, adequate, complete or up-to-date and they should not be relied upon as such. All information included in this report
constitute Aminvestment’s views as of this date and are subject to change without notice. Notwithstanding that, AmInvestment
has no obligation to update its opinion or information in this report. Facts and views presented in this report may not reflect the
views of or information known to other business units of AmInvestment’s affiliates and/or related corporations (collectively,
“AmBank Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or republished
for any purpose without Aminvestment’s prior written consent. Aminvestment, AmBank Group and its respective directors,
officers, employees and agents (“Relevant Person”) accept no liability whatsoever for any direct, indirect or consequential
losses, loss of profits and/or damages arising from the use or reliance of this report and/or further communications given in
relation to this report. Any such responsibility is hereby expressly disclaimed.

Amlinvestment is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The
Relevant Person may provide services to any company and affiliates of such companies in or related to the securities or
products and/or may trade or otherwise effect transactions for their own account or the accounts of their customers which may
give rise to real or potential conflicts of interest.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you should
have regard to the laws of the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to
form part of this disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer will
not be affected.
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