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Sequential pick-up

RMO0.98

Target Price Financial Highlights

RM1.26 FYE Dec 2015 2016 2017F 2018F 2019F

Bloomberg code Revenue (RMm) 1,697 2,408 2,449 2,334 2,556

MRC MK Core net profit (RMm) 1 75 61 132 185
Core EPS (Sen) 1.7 4.2 2.2 3.5 4.2
EPS growth (%) 9.8 >100 (47.7) 58.2 19.8
DPS (Sen) 25 2.8 2.0 3.0 3.0
Core PE (x) 58.3 24.9 44.2 27.9 23.3
Div yield (%) 25 2.6 2.1 3.1 3.1
ROE (%) 15.6 10.3 1.7 2.8 3.9
Net Gearing (%) 127.2 75.7 9.9 18.5 24.8
PBV/(x) 0.8 0.8 0.9 0.9 0.9

Source: Company, KAF

= We maintain our BUY rating on MRCB with an unchanged TP of RM1.26 (15% discount
to NAV). MRCB delivered 3Q17 core net profits of RM28m, representing a sequential
jump of 46% Qo0Q. The big improvement to earnings largely came from a pick-up in
construction and property profits.

= The construction division benefited from higher progress billings (+96% YoY),
particularly with the completion of the National Sports Centre project. Construction
margins nudged up slightly from 3% in 2Q17 to 3.4% in 3Q17. The property division’s
earnings rose 123% QoQ, aided by a 6.6pts increase in margins QoQ to 18.8% following
the completion of Sentral Residences in 1Q17 and better progress at MRCB Putra.

=  MRCB’s added RM468m worth of new contracts ytd, bringing its outstanding orderbook
to RM5.3b. The LRT 3 project contributed PDP fees of RM7m for the 9M17 period, and
should accelerate in the coming months, as most of the major works packages have
already been awarded.

= Ytd, MRCB has almost matched its FY17F new property sales target of RM1.2b. The
Sentral Suites project contributed ¢.70% of sales, with take-ups for the first two blocks
(official launch: January 2017) reaching 65% and 73%, respectively. The pre-marketing
campaign for TRIA, the latest residential block at its 9 Seputeh development, has
commenced ahead of its official launch in March next year.

= We understand development orders for planned projects under MRCB’s existing
landbank are already in place. Hence, the group would not likely be impacted by the
Federal Government’s directive for an indefinite freeze on future developments of high-
end condos (priced above RM1m), retail malls and commercial projects.
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= MRCB'’s net gearing position stood at 110% as of 30 September, although this should
come down significantly by 4Q once proceeds from the rights issue flow through.

= The government’s recent decision to abolish toll collection (announced during the
Budget 2018) provides renewed hope for MRCB to reignite its divestment plans for EDL,
in our view. EDL has been a drag to MRCB’s earnings, and constitutes ~30% of its total
debt as of 30 September, per our estimates.

= The EDL concession (net of debt) contributes c.RM0.01 or less than 1% of group NAV.
But, any imminent disposal would significantly improve MRCB’s balance sheet strength,
and may turn the company into a net cash position vs our projected net gearing ratio of
9.9% for 2017F. At the same time, it would also help plug the associated earnings
leakages. The potential injection of Menara Celcom into MRCB-Quill REIT (MQ REIT
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. MK, RM1.26, Buy) is still at a preliminary stage, and will like flow through in 2018.
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Moving into FY18F, we expect MRCB’s core net profit to improve to RM132m vs an
estimated RM61m in FY17F, albeit from a low base. Forward ROE’s are still relatively
low at <2%. More earnings support should come from the LRT 3 project, for which a
bulk of the major civil contracts has already been awarded ahead of its scheduled
completion by August 2020.

Having recently completed its massive rights issue, a key overhang for the stock has
been removed. Nevertheless, with a re-capitalized balance sheet, investors will likely
re-focus on how management extracts value from its property landbank, which are NAV-
accretive.

This should start with the roll-out of KL Sports City, one of several prime, transit-oriented
developments (TOD). Other TOD projects that are waiting in the wings include PJ
Sentral, Kwasa Sentral, Penang Sentral and Cyber City Center. As with the planned
disposal of EDL, the litmus test is on its execution.

Exhibit 1 : Quarterly results

YE 31 Dec (RM m) IM16  IM17 % YoY 2Q17  3Q17 % QoQ
Turnover 1376.4 24155 755 756.5 11341 49.9
EBIT 211.0 1943 (7.9) 55.5 81.5 47.0
Interest Expense (133.1) (114.0) (374) (414

Interest Income 7.5 15.7 51 3.6
Pre-Exceptionals Profit 854 96.0 232 437
Exceptionals 444 55 3.8 0.0
Pre-Associates/JV Profit 1298 1015 27.0 437
Associates/JVs 242 14.2 6.8 8.6

Pretax Profit 1540 1158 (24.8) 33.8 52.3 54.8
Taxation (43.9) (38.8) (8.1) (21.8)

Minority Interest/disct. ops (30.8)  (15.0) (2.7) (2.4)

Net Profit 79.3 61.9 (2190 23.0 281 221
Core Net Profit 349 56.4 61.8 19.2 281 46.3
Core EPS (sen) 1.9 2.6 0.9 1.3

Gross DPS (sen) 0.0 0.0 0.0 0.0

BV/share (RM) 1.28 1.37 1.38 1.37

EBIT Margin (%) 15.3 8.0 7.3 7.2

Pretax Margin (%) 11.2 48 45 4.6

Effective Tax (%) 285 335 240 417
Segmental Breakdown (RM m)

Turnover

Construction 4795 16144 2367 4676 9155 95.8
Property development & investment 730.7  660.7 (9.6) 2439 1743 (28.5)
Infrastructure & environmental 854 86.1 0.8 28.6 29.0 15
Facilities management & parking 52.5 42.0 (19.9) 12.7 124 2.3
Investment holding & Others 284 12.3 (56.9) 37 29 (21.2)
Total 13764 24155 755 756.5 11341  49.9
EBIT

Construction 10.0 46.5 n/m 14.0 31.3 n/m
Property development & investment 2282 1125  (50.7) 29.7 327 10.2
Infrastructure & environmental 46.4 4.7 (10.1) 11.5 12.7 10.3
Facilities management & parking 12.5 11.2 (10.4) 741 0.3 (95.3)
Investment holding & Others (76.1) 289 n/m 7.2 35.8 n/m
Total 211.0 1943 (7.9 55.5 81.5 47.0
EBIT margin (%)

Construction 21 29 3.0 34

Property development & investment 312 17.0 12.2 18.8
Infrastructure & environmental 54.3 485 404 439

Facilities management & parking 23.8 26.6 55.7 2.7

Investment holding & Others n/m n/m n/m n/m

Total 15.3 8.0 7.3 72

KAF-Seagroatt & Campbell Securities Sdn Bhd

Source: Company, KAF
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Disclosure Appendix

Recommendation structure

Absolute performance, long term (fundamental) recommendation: The recommendation is based on implied upside/downside for the stock from the target price and only reflects capital
appreciation. A Buy/Sell implies upside/downside of 10% or more and a Hold less than 10%.

Performance parameters and horizon: Given the volatility of share prices and our pre-disposition not to change recommendations frequently, these performance parameters should be
interpreted flexibly. Performance in this context only reflects capital appreciation and the horizon is 12 months.

Market or sector view: This view is the responsibility of the strategy team and a relative call on the performance of the market/sector relative to the region. Overweight/Underweight implies
upside/downside of 10% or more and Neutral implies less than 10% upside/downside.

Target price: The target price is the level the stock should currently trade at if the market were to accept the analyst's view of the stock and if the necessary catalysts were in place to effect this
change in perception within the performance horizon. In this way, therefore, the target price abstracts from the need to take a view on the market or sector. If it is felt that the catalysts are not
fully in place to effect a re-rating of the stock to its warranted value, the target price will differ from 'fair' value.

Disclaimer

This report has been prepared solely for the information of clients of KAF Group of companies. It is meant for private circulation only, and shall not be reproduced, distributed or published either
in part or otherwise without the prior written consent of KAF-Seagroatt & Campbell Securities Sdn Bhd.

The information and opinions contained in this report have been compiled and arrived at based on information obtained from sources believed to be reliable and made in good faith. Such
information has not been independently verified and no guarantee, representation or warranty, express or implied, is made by KAF-Seagroatt & Campbell Securities Sdn Bhd as to the accuracy,
completeness or correctness of such information and opinion.

Any recommendations referred to herein may involve significant risk and may not be suitable for all investors, who are expected to make their own investment decisions at their own risk.
Descriptions of any company or companies or their securities are not intended to be complete and this report is not, and should not, be construed as an offer, or a solicitation of an offer, to buy
or sell any securities or any other financial instruments. KAF-Seagroatt & Campbell Securities Sdn Bhd, their Directors, Representatives or Officers may have positions or an interest in any of
the securities or any other financial instruments mentioned in this report. All opinions are solely of the author, and subject to change without notice.

Dato' Ahmad Bin Kadis
Managing Director
KAF-Seagroatt & Campbell Securities Sdn Bhd (134631-U)
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