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Wiping out all prior profits

Jeremy Goh, CFA

Results ] Despitt.a. having a positie tax of RM38m due to the pwgoh@hlib.hongleong.com.my
recognition of deferred tax assets, MRCB posted a core loss (603) 2168 1138
of RM43m in 4QFY15. Our core loss computation removes
RM70m in disposal gains from the Nu Sentral Mall. KLCI 1674.6
= The core loss virtually wiped out all the gains in the first 3 Eiggg}:ﬂ zm&zr?;i:uﬁ?m ?(1):2
quarters bringing full year FY15 results to an almost Expecied boial reLm 10:1%
breakeven level of only RM1m (FY14: RM50m profit).
. Share price
Deviation = Needless to say, the meagre core profit of RM1m was way
below our forecast of RM59m (consensus: RM60m). The 12M 12:0
weak 4Q numbers was due to a 17% decline in property 15 1850
revenue resulting from (i) delays in Sentral Residences, PJ 14 1800
Sentral and 9 Seputeh, (ii) lower rent for 1Sentral and Sooka 13 1750
and (iii) rental loss from Nu Tower 1 following its disposal. 2 1700
11 1650
= The construction division was in the red for 4Q which 10 1600
stemmed from higher preliminary costs to secure the o9 e o 1550
subsequent phase of the Kuala Sg Pahang breakwater job. 08 1500
Feb-15  May-15  Jul-15 Sep-15  Nov-15  Feb-16
Dividends = Dividend of 2.5 sen was declared in Dec (ex in Jan). Information
Bloomberg Ticker MRC MK
Highlights = Launch delays. Property sales amounted to RM597m in Bursa Code 1651
FY15, down 45% YoY. Management is targeting property Issued Shares (m) 1,787
sales of RM1bn in FY16, a tall order in our view. Weak Marketcap (RM m) 2,162
property sentiment aside, sales recognition for The Grid gggé‘;gﬂg%ﬁ;?oo) 2‘3;;
(GDV: RM415m with 80% bookings) will be delayed until the
MRT2 alignment, which passes through the development, iS price Performance MM 1M
finalised. Absolute 61 83 -136
= LRT3 to start by mid-year. MRCB’s orderbook currently —Reaive i 85 66
stands at RM21.6bn (excluding Kwasa Land C8 works), Mai
. . . . ajor shareholders
implying a decent cowver ratio of 2.1x on FY15 construction EPE N
revenue. Management expects the initial PDP fees for the Gapuma 16.7
LRT3 (RM9bn) to be booked in June. This is a delay from |embaga Tabung Haji 10.0
the previous guidance of 1Q16.
Summary Earnings Table
Risks * Slowdown in the property market may derail MRCB’'s FyEDec RMm) FY14 FY15F FY16F FYATF
turnaround plans as set forth by its new management. Revenue 1515 1,607 1,686 1,873
EBITDA 305 267 262 304
Forecasts = We cut FY16-17 earnings by 22-24% as we impute weaker EB|T 279 218 230 271
property sales and lower construction margins. Proft Before Tax 122 41 146 191
Core PATAMI 54 1 87 111
Rating Downgrade to HOLD, TP: RM1.32 vs Consensus (%) (14 (12
Core EPS (sen) 3.0 0.1 49 6.2
= Whilst MRCB is backed by catalytic projects such as the P/E (x) 401  nm. 248 194
LRT3, Cyberjaya City Centre, National Sports Complex and NetDPS (sen) 25 2.5 1.2 1.6
Kwasa D’sara, the lack of earnings consistency would NetDY (%) 2.1 2.1 1.0 13
eventually thin investors patience towards its turnaround E>/Bp(<)e(r)share 11'111 11'207 11'107 11'202
plans. ROE (%) 29 01 40 52
Valuation = Apart from the earnings cut, we also tag a 10% discount to NetGearing (%) 13 121 %o 1%
our SOP based valuation for MRCB, cutting our TP from {B
RM1.63 to RM1.32. This implies a rather pricey FY16-17 P/E
of 27x and 21.1x respectiwvely.
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Figure #1 Quarterly results comparison

FYE Dec (RM m) 4QFY15  4QFY14  3QFY15  YoY (%) QoQ (%) Comments

Revenue 388 487 374 (20) 4 Lower YoY due to delays in developments and lower rental
income.

EBIT (19) 72 62 (126) (130) Apart from revenue decline, cost (for construction division)
increased due to preliminary works for an unawarded job.

Finance cost (51) (45) (44) 12 14

Associates 0) (10) 8 (98) (103)

PBT (70) 17 25 (519 (375)

PAT (36) 7 8 (623) (562)

PATMI - core (43) 5) 6 n.m. nm. Recognition of deferred tax assets failed to save MRCB from falling
into the red.

PATMI - reported 27 5) 6 nm. n.m. Includes RM70m in disposal gains of Nu Sentral Mall.

EPS - core (2.4) 0.3) 0.3

EBIT margin (4.8) 14.7 16.6 As explained above.

PBT margin (17.9) 3.4 6.8

HLIB

Figure #2 Cumulative results comparison

FYE Dec (RM m) 12MFY15 12MFY14  YoY (%) Comments

Revenue 1,697 1,515 12 Lower property contribution more than offset by construction.

EBIT 218 314 (31) Lower as construction was in the red for 4Q.

Finance cost (185) (171) 8

Associates & JVs 8 (24) (132)

PBT 41 18 (66)

PAT 35 81 (57)

PATMI - core 1 50 (98) Loss in 4Q wiped out entire gains for the first 3 quarters.

PATMI - reported 331 153 117 Includes disposal gains of Plaza Sentral, Salak South land and Nu

Senfral Mall.

EPS - core 0.1 2.8

EBIT margin 12.8 20.7

PBT margin 24 7.8

MRCB, HLIB

Figure #3 SOP valuation for MRCB
PE (x) / Value to FD Per

Sum of Parts RMm WACC MRCE Share
Construction - FY 16 eamings 51 15 769 0.28

Property development - NPV of profits 10% 1,708 0.63

Property investment - Book value 683 1.0 683 0.25
Eastern Dispersal Link - FCFE 10% 581 0.21

Stake in MRCB-Quill REIT at RM1.34 TP 886 31% 276 0.10
Firm value 4,017 1.48
Add: Cash proceeds from warrants 1,326 0.49
Add: Cash proceeds from placement 443 0.16
Less: Net debt (ex Sukuk) (1,805) (0.66)
Equity value 3,981 1.46
Discount applied 10% (398) (0.15)
Target price 3,583 1.32

HLIB
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Disclaimer

The information contained in this reportis 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 InvestmentBank 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 withoutprior 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 investmentstrategies 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 marketmaker 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 InvestmentBank 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 notin 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.
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Hong Leong Investment Bank
Berhad (10209-W)
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Equity rating definitions

BUY Positive recommendation of stock under coverage. Expected absolute return of more than +10% over 12-months, with low risk of sustained dow nside.
TRADING BUY  Positive recommendation of stock notunder coverage. Ex pected absolute return of more than +10% ov er 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 dow nside.
TRADING SELL  Negative recommendation of stock notunder coverage. Ex pected absolute return of less than -10% ov er 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 ex pected to have absolute return betw een -5% and +5% over 12-months.
UNDERWEIGHT _ The sector, based on weighted market capitalization, is ex pected to have absolute return of less than 5% over 12-months.
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