Construcuon sector L T
" Maintain' neutral: W]]l the perfor-

mance of COI’ISU.'UCtIOIl StOCkS on,

“ -~ Bursa Malays1a in 2020 mirror that

- oflast year?In2019, share pnces of
"~ construction companies madea sig-

nificantrebound from their oversold
poSmOns as investors turnedpositive
~onhopes’ that the worst was already
over for the sector. The BursaMalay-

‘sia Construction Index;umped 35.6%..-

(unul Dec 20,2019) with most of the

‘gains posted in the firsthalf 0f 2019.-

“The strong performance was led by
. big capitalisatiori (cap) contractors,
namely Gamuda Bhd (+68.4% year

todate [YTD] ), Simway Construction

Group Bhd.(+42.1% YTD) and IJM

- Corp Bhd{(+36.4% YTD). For 2020, as.
* . expectations are building up for the

govemment to stimulate the econo-
mybyro]]mg outmajorinfrastructure

_projects, investorswill be hoping the
-~ excitement will eventua]ly translate
- into positive s share pnce reactions on

“our loeal bourse. -

- Toputthings in perspectlve, most

" construction stocks are now- trading
at elevated valuationsfollowing the

- sector’s strong performanice lastyeat. -

Reﬂectlng this, the Bursa Malaysia

Construction Indexis now tradingat
“aforward price-earningsratio (PER).:
of 13 5times, oronestandard dévia-.
tion (1 SD): aboveits historicalmean. ¢
Investors are essentially holdingout

ositive developments

hlgher levels. " .
~-For the construc'oon stocks
chmb further, investors will be watch:
- ing out for: eammgs ‘catalysts fro
new contract wins. In partlcular, the

-~ cornpanies will be eyeing to- replen- -

ish theit order books from theslew

_of: potenual mfrastructure prOJects-
~in the pipeline. -
.- Acioserlookatthelistof potenhal

_majorinfrastructure projects reveals

that the tlmmg of commeéncement -

onstructlon shares 10

’."for most of them wﬂl hkely lean to-

wards the second ha]f 0f2020. This

includes the poss1ble revival of the -
Kuala Lumpur- Singapore HighSpeed’
‘Rail project — with adecision due to’
be made by May 2020 — and Mass.. -

Rapid Transit 3, possibly | towards

~year end as the goverfiment may.
“wanttosspace out theinfrastrticture

“spending spree due toits tight fiscal °
‘constraints. While there maybe initial

knee-] erk share price movementsin
response to any news, ﬂows on the

Telaunchmg of these megaprojects, -
- giveni'the typical time lag before the

‘actual construction packages are

awarded on-an. open tender basis; .

it will be a guessing game initially

to identify the potential beneficiar-
ies with any meaningful earnings

" impactexpected to be felt starting -
“from two to three years later.

Nonetheless, one major prOJect
that is slated to kick off as early as

‘]anuary thisyearis the Penang Trans-
port Master Plan (PTMP). The sign- -
ing of the agreement between the -
Penang state government: and SRS .
Consortium is scheduled to také'
place soon under a project “delivery g
- partner structure. PTMP consists of
“three key components —tlie RM84b
] Light Rail Transit (LRT) project, the
‘“RM7 5b Pan Island Link highway

and the RM16 billion reclamation

ofthree south’ islands, with physical -
~ works likely to start in'the sécond half
-0f 2020, This is expected to benefit.
»Gamuda, Wthh has a 60% mterest
‘in SRS Consortitim;~ *~
The opentender model and stiff’

competltlon {for construction jobs

~will also put pressure on construc-
tion‘margins. Coupled’ withtheslow
pace of constriiction progress so far
for key projects: such as LRT3 and‘_
- East Coast Rail Link thathad already
been revived, prev10usly, this has
- taken a toll on the performance of

- constructlon compames Whlle it

inf fastruc"- re prOJects

may take tune for contractors along ~|

* the value chairrto replenish their .

order books; they will be relying on. -
emstmg order books to sustain their
earnmgs inthenearterm. -~ -~
- Ontheback of expéctation of the
government toimplementmorein-
frastructure prOJects to create the
multiplier effects in. the economy, '
there will be sustained.investor in-
terest to support the sharepnces of
construction companies: -~
We prefer Gamuda (for blg—cap
exposure)- which offers near-term -

visibility on-order- book replenish-
ments as itis on the verge of clinch-

ingthe multl—year PTMP: While our -

 existing call is “market perform” with -
-atargetprice (TP) of RM3.90, there s

potentidlto upgrade ourrecominen- ,
dation/TP on the’back of the signing

" of the PTMP agreement as soon as -

Janitary 2020..Our on-the-back-of-"
the-envelope calculation suggests
that Gamuda may potentially rake

-in a share of profit of RM65million” -

in the firstyear based on preliminary -

'assumptlons, which could translate
into an incremental value of 42 sen

per share after applying a PER.of -
16.1 times. We also prefer Kimlun -
Corp BHd (“outperform” with TP.of *

‘RM1.65 based on‘PER of 8:6° times:

or 1SD above historical mean) asa -
small-cap contractor play with ex-
posure to the affordable housing -

‘segment and-increased infrastruc-

ture job opporummes in Singapore. -
'Our major concerns about the
sector are: i} margin compression

-arising from intense competition
. (mcludlng from forelgn peers) and.
. rising operating expenses from high-

er labour and raw material costs; i) |
slowei-than-expected order book
replemshment asfewer construction
jobs are-available; iii) execution risks

‘due to slow pace of contract renego-
tiations; and iv) unpajrment of re-

celvables Kenanga Research Jan3




