10 April 2015

Acquisition of Winstar

Company Update

Sunway has proposed to acquire 100% stake in Winstar Trading for
an estimated price of RM131m. While the financial impact is minimal
(2-3% EPS enhancement), importantly, it marks Sunway’s
commitment to continuously enhance the group’s value. With
effective unbilled sales of RM1.9bn, coupled with the imminent listing
of Sunway construction, we maintain a BUY rating and RNAV target
price of RM3.90.
Acquisition of Winstar for RM131m
Sunway has proposed to acquire a 100% stake in Winstar Trading and
PND Hardware Trading for an estimated purchase consideration of
RM131m and S$2.6m (c. RM6.8m) respectively. The acquisition will be
executed in three tranches. The first tranche involves an acquisition of
60% at an indicative price of RM78.5m (based on Winstar’s NAV as at
end-Dec 2013). This is estimated to be completed by 2Q15.
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BUY (maintain)
Upside 9.6%

Price Target: RM3.90
Previous Target: RM3.90

Profit guarantee through 2015-17
The vendors have jointly guaranteed a net profit (after tax) of RM15m a
year for 2015 to 2017 respectively. All things equal, based on the profit
guarantee, the proposed acquisition will enhance Sunways’ FY15-17E
EPS by 2.5% - 3.0%. While the financial impact is not significant, the
proposed acquisition reaffirms Sunway’s continuous effort to enhance the
group’s value.
Reiterate BUY with a TP of RM3.90
Supported with total effective unbilled sales of RM1.9bn and RM3.0bn
worth of construction order book, we reiterate our positive stance on
Sunway with a RNAV valuation of RM3.90 (still based on 30% discount to
RNAV). Despite the anticipated further softening of the property market
post the implementation of GST in April 2015, we continue to like Sunway
for; i) its exposure to the construction sector as well as its recurring income
from its investment properties, ii) the imminent listing of Sunway
construction which will further unlock the value of the group – potential
yield of 7.5%; and iii) attractive valuation of 0.7x P/RNAV.
Earnings & Valuation Summary
FYE 31 Dec
2013
Revenue (RMm)
3,849.2
EBITDA (RMm)
469.6
Pretax profit (RMm)
722.9
Net profit (RMm)
530.6
EPS (sen)
41.1
PER (x)
9.2
Core net profit (RMm)
350.6
Core EPS (sen)
27.1
Core EPS growth (%)
7.2
Core PER (x)
13.9
Net DPS (sen)
6.0
Dividend Yield (%)
1.6
EV/EBITDA (x)
12.8

2014
4,721.4
608.3
1,900.4
1,490.4
98.8
3.8
482.7
32.0
18.0
11.7
10.0
2.7
11.3

Chg in EPS (%)
Affin/Consensus (x)

2015E
4,841.9
735.6
968.8
743.2
43.0
8.7
743.2
43.0
34.4
8.7
11.0
2.9
10.7

2016E
5,429.0
737.2
718.3
516.9
29.9
12.6
531.9
29.9
(30.6)
12.6
9.0
2.4
9.9

2017E
5,727.4
769.3
766.5
574.6
33.2
11.3
589.6
33.2
11.2
11.3
10.0
2.7
9.3

1.0

1.0

1.0

Price Performance
1M
+8.0%
+4.6%

Absolute
Rel to KLCI

3M
+14.3%
+7.1%

12M
+25.3%
+26.0%

Stock Data
Issued shares (m)
Mkt cap (RMm)/(US$m)
Avg daily vol - 6mth (m)
52-wk range (RM)
Est free float
BV per share (RM)
P/BV (x)
Net cash/ (debt) (RMm) (4Q14)
ROE (2015F)
Derivatives
Warr 2016 (SP:RM2.50)
Shariah
Compliant
P:RM2.50)

1,731.4
5,510/1,788
1.6
2.96-3.80
36%
3.45
1.09
(4,160)
8.7%
Yes

Key Shareholders
Tan Sri Jeffrey Cheah
GIC

55.4%
8.7%

Source: Affin Hwang, Bloomberg
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Acquisition of Winstar for RM131m
Sunway has proposed to acquire a 100% stake in Winstar Trading and
PND Hardware Trading for an estimated purchase consideration of
RM131m and S$2.6m (c. RM6.8m) respectively. The acquisition will be
executed in three tranches. The first tranche involves an acquisition of
60% at an indicative price of RM78.5m (based on Winstar’s NAV as at
end-Dec 2013). This is estimated to be completed by 2Q15. The second
and third tranches (20% each respectively) are targeted to be completed in
2Q17 and 2Q18 respectively (fig 2).
Reaffirms group’s effort to enhance value
While the acquisition is not significant compared to Sunway’s size, the
move reiterates the group’s continuous initiative in enhancing value as well
as to unlock value. With more than 30 years in the trading industry,
Winstar Trading is one of the market leaders within its segment,
specialising in industrial hardware, DIY hardware, safety products and
lubricants, amongst others.
Further expand existing trading arm
The proposed acquisition will not only expand Sunway’s existing Trading
business, it will also provide synergies through cross selling of products,
costs savings due to economies of scale as well as improve management
expertise and efficiency. In 2014, Sunway’s trading arm accounts for 13%
of group’s total revenue and 4% of net profit.
Potential 2.5%-3.0% EPS enhancement
The vendors have jointly guaranteed a net profit (after tax) of RM15m a
year for 2015 to 2017 respectively. Based on the profit guarantee, all
things equal, the proposed acquisition will enhance our FY15-17E EPS by
2.5-3.0%. We make no changes to our EPS forecast pending the
completion of the acquisition. We reiterate our positive stance on Sunway
Bhd with an RNAV valuation of RM3.90 (still based on 30% discount to
RNAV). Sunway offers a decent yield of 2.4% (based on 30% payout) and
a potential 7.5% yield from the listing of SCG. Maintain BUY.
Reiterate BUY with RNAV TP of RM3.90
Despite the anticipated further softening of the property market post the
implementation of GST in April 2015, we continue to like Sunway for; i) its
exposure to the construction sector as well as its recurring income from its
investment properties, ii) the imminent listing of Sunway construction
which will further unlock the value of the group, and iii) attractive valuation
of 0.7x P/RNAV.
Risks to recommendation
Risks to recommendation include; i) sharper-than-expected slowdown in
the domestic property market; ii) prolonged oversupply within the Johor
region, iii) lower-than-expected construction contract wins.
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Fig 1: Winstar’s group of companies

Source: Sunway

Fig 2: Acquisition timeline

Source: Sunway

Fig 3: 2014 Segmental revenue breakdown

Fig 4: 2014 Segmental PATMI breakdown

Source: Sunway

Source: Sunway
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Fig 3: Sunway’s RNAV valuation

Source: Affin Hwang estimate
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Sunway Berhad – FINANCIAL SUMMARY

Source: Affin Hwang estimates, Sunway Berhad
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Equity Rating Structure and Definitions

BUY

Total return is expected to exceed +10% over a 12-month period

HOLD

Total return is expected to be between -5% and +10% over a 12-month period

SELL

Total return is expected to be below -5% over a 12-month period

NOT RATED

Affin Hwang Investment Bank Berhad does not provide research coverage or rating for this company. Report is intended as information only and not as a
recommendation

The total expected return is defined as the percentage upside/downside to our target price plus the net dividend yield over the next 12 months.

OVERWEIGHT

Industry, as defined by the analyst’s coverage universe, is expected to outperform the KLCI benchmark over the next 12 months

NEUTRAL

Industry, as defined by the analyst’s coverage universe, is expected to perform inline with the KLCI benchmark over the next 12 months

UNDERWEIGHT

Industry, as defined by the analyst’s coverage universe is expected to under-perform the KLCI benchmark over the next 12 months

This report is intended for information purposes only and has been prepared by Affin Hwang Investment Bank Berhad (14389-U) (formerly known as HwangDBS Investment Bank
Berhad) (“the Company”) based on sources believed to be reliable. However, such sources have not been independently verified by the Company, and as such the Company does
not give any guarantee, representation or warranty (express or implied) as to the adequacy, accuracy, reliability or completeness of the information and/or opinion provided or
rendered in this report. Facts, information, views and/or opinion presented in this report have not been reviewed by, may not reflect information known to, and may present a differing
view expressed by other business units within the Company, including investment banking personnel. Reports issued by the Company, are prepared in accordance with the
Company’s policies for managing conflicts of interest arising as a result of publication and distribution of investment research reports. Under no circumstances shall the Company, its
associates and/or any person related to it be liable in any manner whatsoever for any consequences (including but are not limited to any direct, indirect or consequential losses, loss
of profit and damages) arising from the use of or reliance on the information and/or opinion provided or rendered in this report. Any opinions or estimates in this report are that of the
Company, as of this date and subject to change without prior notice. Under no circumstances shall this report be construed as an offer to sell or a solicitation of an offer to buy any
securities. The Company and/or any of its directors and/or employees may have an interest in the securities mentioned therein. The Company may also make investment decisions or
take proprietary positions that are inconsistent with the recommendations or views in this report.
Comments and recommendations stated here rely on the individual opinions of the ones providing these comments and recommendations. These opinions may not fit to your financial
status, risk and return preferences and hence an independent evaluation is essential. Investors are advised to independently evaluate particular investments and strategies and to
seek independent financial, legal and other advice on the information and/or opinion contained in this report before investing or participating in any of the securities or investment
strategies or transactions discussed in this report.
Third-party data providers make no warranties or representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability
for any damages of any kind relating to such data.
The Company’s research, or any portion thereof may not be reprinted, sold or redistributed without the consent of the Company.
The Company, is a participant of the Capital Market Development Fund-Bursa Research Scheme, and will receive compensation for the participation.
This report is printed and published by:
Affin Hwang Investment Bank Berhad (14389-U)
(formerly known as HwangDBS Investment Bank Berhad)
A Participating Organisation of Bursa Malaysia Securities Bhd
Chulan Tower Branch,
3rd Floor, Chulan Tower,
No 3, Jalan Conlay,
50450 Kuala Lumpur.
www.affinhwang.com
Email : research@affinhwang.com
Tel : + 603 2143 8668
Fax : + 603 2145 3005
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