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COMPANY RESULTS

Malaysian Resources Corporation (MRC MK)
1H18: A Soft Patch In 1H18, But Stronger Propects Ahead

MRCB will continue to focus on strengthening its core business (property and
construction divisions) in the coming quarters after the dismaying 1H18
performance, which accounted for 22% (core net profit) of our full-year estimates,
dragged by slower-than-expected progress billing and weak property sales.
Meanwhile, MRCB remains upbeat on its strategic plans to dispose of its two key
non-core assets, Bukit Jalil land and EDL before the year's end. Maintain BUY.
Target price: RM0.98.

1H18 RESULTS
qoq yoy yoy

Year to 31 Dec (RMm) 2018 1018 % chg % chg 1H18 % chg
Revenue 405.2 427.6 (5.2) (44.1) 832.8 (33.1)
Construction 192.8 1911 0.9 (58.8) 383.9 (45.1)
Property Development 1934 220.4 (12.3) (9.0) 413.9 (8.1)
Infrastructure 0.7 0.7 (2.8) (97.5) 14 (97.5)
Others 18.3 15.4 19.3 11.7 33.7 (13.5)
EBIT 57.7 27.4 1104 (14.9) 85.2 (36.3)
Engineering & Construction 25.0 16.0 56.1 78.0 41.0 168.1
Property Development 30.9 24.1 28.0 2.8 55.1 (29.4)
Infrastructure & Environmental (1.7) (1.3) 29.5 (114.6) (3.0) (110.3)
Others 35 (114 (130.8) (71.0) (7.9 (169.5)
Net Finance Cost (10.5) 4.0 (363.5) (67.4) (6.5) (89.2)
Associates & JV 5.8 10.7 (45.8) (15.0) 16.5 190.7
PBT 43.0 30.6 40.8 244 73.6 19.5
PATMI 334 215 55.4 39.1 55.0 68.2
Core PATMI 10.0 215 (53.7) (58.5) 315 (3.6)
EBIT Margin % % ppt chg ppt chg % ppt chg
Construction 13.0 8.4 4.6 10.0 10.7 8.5
Property 16.0 11.0 5.0 1.8 13.3 (4.0
Core PATMI Margin 25 5.0 (2.6) -0.9 38 12

Source: Malaysian Resources Corporation Berhad, UOB Kay Hian

RESULTS

e Missed expectations. Malaysian Resources Corporation’s (MRCB) reported 1H18 core
net profit of RM32m (-4% yoy) represents only 22% of our full-year estimates.
Nevertheless we expect stronger earnings in the coming quarters driven by accelerated
progress billings from its sizeable outstanding orderbook of RM5.1b and better property
sales. In addition, the company remains upbeat of the disposal its two key assets, Bukit
Jalil and EDL Highway, which is expected to be finalised with the relvant authorities by
end-18.

KEY FINANCIALS

Year to 31 Dec (RMm) 2016 2017 2018F 2019F 2020F
Net turnover 2,408 2,824 1,709 2,318 2,837
EBITDA 581 369 253 307 342
Operating profit 557 337 216 270 305
Net profit (rep./act.) 266 164 126 169 196
Net profit (adj.) 86 104 126 169 196
EPS (sen) 5.2 24 2.9 3.9 45
PE (x) 14.2 31.3 24.4 18.1 15.7
P/B (x) 0.4 0.7 0.6 0.6 0.6
EV/EBITDA (x) 11.0 17.3 24.7 20.4 18.3
Dividend yield (%) 2.7 2.7 2.9 2.9 2.9
Net margin (%) 111 5.8 7.4 7.3 6.9
Net debt/(cash) to equity (%) 76.3 62.4 62.6 59.3 57.6
Interest cover (x) 2.9 3.2 4.7 6.5 7.4
ROE (%) 10.3 4.2 2.6 3.4 3.9
Consensus net profit - - 165 201 239
UOBKH/Consensus (x) - - 0.76 0.84 0.82

Source: Malaysian Resources Corporation Berhad, Bloomberg, UOB Kay Hian
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BUY

(Maintained)

Share Price RMO0.70
Target Price RMO0.98
Upside +40.0%
(Previous TP RM1.01)

COMPANY DESCRIPTION

Property and construction company known for

developing KL Sentral, an
world

development  within a
transportation hub.
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e Property arm: High base in 1H17. In 1H18, the segment reported EBIT of RM55.1m (-
29% yoy) due to the high base in 1H17 following the completion of its Australian property
projects. Meanwhile, the key earnings contributors to this division in 1H18 were land
sales in Penang and other development projects such as 9 Seputeh and PJ Sentral
Garden. To date, the company has achieved sales of RM261m while the company’s
target is RM700m for 2018.

e Construction arm: Improved margins. Construction margins in 1H18 have improved to
10.7% (+ 8.5ppt) thanks to its value engineering initiatives for its ongoing projects.
Meanwhile, the company’'s 1H18 EBIT grew more than one-fold largely due to the
progress of MRT2 package, several commercial buildings in Johor as well PDP JV for
LRT3. However, there are several projects in the initial stage, and these are expected to
pick up gradually in the coming quarters.

STOCK IMPACT

e Significant deleveraging exercise by year’'s end. The disposal of Eastern Dispersal
Link (EDL) and Bukit Jalil land are expected to be finalised by the year's end. Post
disposal, we expect MRCB'’s net gearing to improve significantly as well as see an
earnings enhancement due to the absence of interest payment for the said borrowings.
Assuming we assess the disposal transaction independently, the disposal of EDL and
Bukit Jalil could reduce MRCB's net gearing from 0.69x to 0.46x and 0.43x respectively.

Modest to moderate reliance on government infra-related projects. MRCB's reliance
on government infra-related projects is modest, which only account for 23% of its external
construction orderbook of RM6.2b as of 30 Jun 18. On a brighter note, Putrajaya's nod to
proceed with LRT3 project will be viewed positively as MRCB will continue to be the
project delivery partner (PDP), although the proposed "fixed contract" mechanism may
potentially contribute lower earnings vs pre-agreed PDP fees.

Sustainable earnings from construction orderbook backlog. MRCB’s strong
outstanding orderbook of RM5.1b will provide earnings visibility for its construction arm in
the next 3-4 years. Additionally, the company expects to replenish its orderbook in the
coming years from the proposed integrated development in Bukit Jalil with potential GDV
of RM20b and Kwasa Land. Long-dated projects such as Kwasa Land and Bukit Jalil (20
years) will ensure continuity of healthy contract flow even after the federal government
turns off the tap on new mega projects.

EARNINGS REVISION/RISK

e We reduce MRCB’s 2018-20 earnings forecast by 14%, 7% and 5% to RM126m,
RM169m and RM196m respectively to reflect the lower unbilled recognition rate for its
property arm and slower-than-anticipated construction progress billings.

e Key risks include: a) the derailment of the planned sale of EDL to the federal government,
and b) changes to its PDP role for LRT3.

VALUATION/RECOMMENDATION

e Maintain BUY with a lower target price of RM0.98 (from RM1.01) after we cut our
SOTP valuation to RM5.4b as our previous assumptions of MRCB's unbilled recognition
rate had been overly bullish. Our target price is based on a 20% discount to our SOTP
valuation of RM1.22/share, implying 19.8x 2019F PE.

SHARE PRICE CATALYST

¢ a) Sale of EDL, b) sale completion of Bukit Jalil Project, and ¢) various asset monetisation
programmes.
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SOTP VALUATION

Property

Construction

DCF of LRT3 PDP fees
Investment Properties
Concession

Net Debt

QCT 33% stake

Total RNAV

Sharebase (m)

SOTP/share (RM)
Discount
Target Price (RM)

Source: UOB Kay Hian

NON-CORE ASSETS DISPOSAL

Net Debt

(RMm)
As of June-18! 3,439
Non-Core Assets Disposal?
Kia Peng Land? 2,556
Bukit Jalil Land 1,741
EDL4 1,520
Ascot Tower 2,749
Menara Celcom 2,815

Note:

1Borrowings inclusive EDL borrowings of RM1.059b

RMm
2,568.3
1,7063
2156
767.6
300.0
(682.0)
486.4
5,362.2

4,385.2

122
20%
0.98

Net Gearing
(x)
0.69

0.07
0.23
0.26
0.03
0.01

2Non-core assets disposal transaction to occur independently
3MRCB announced to sell Kia Peng Land to Perkeso worth RM323m in

Mar-18 and expected to be completed by 3Q18.

“Inclusive MRCB's equity shareholder amount of RM300m

Source: UOB Kay Hian

OUTSTANDING ORDERBOOK ASOFJUNE 2018

Projects
Construction Projects
KWASA UTAMA - C8
MRT2 V210 Package
DASH - Package CB2
PRIMA Brickfields
PR1MA Kajang

Others

Sub-total

Fee-based Contracts

LRT3 PDP

KWASA UTAMA - Management Fee for C8
PDP to Develop Kwasa Damansara township
Sub Total

Grand Total
Source: UOB Kay Hian

(RMm)

2,622
453
351
335
104
634

4,498

270
187
112
569

5,067
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Year to 31 Dec (RMm) 2017 2018F 2019F 2020F  Year to 31 Dec (RMm) 2017 2018F 2019F 2020F
Net turnover 2,824 1,709 2,318 2,837 Fixed assets 614 614 614 614
EBITDA 369 253 307 342 Other LT assets 3724 3,876 3937 4,013
Deprec. & amort. 32 37 37 37 Cash/ST investment 724 676 775 782
EBIT 337 216 270 305 Other current assets 5,238 4,544 4,876 4,988
Associate contributions 25 26 26 26 Total assets 10,301 9,710 10,202 10,396
Net interest income/(expense) (115) (54) 47 (46) ST debt 2,491 2,491 2,491 2,491
Pre-tax profit 247 189 249 285 Other current liabilities 1,497 970 1,340 1,386
Tax (66) (45) (62) (70 LT debt 1,242 1,242 1,242 1,242
Minorities 7) (17) 7 (17) Other LT liabilities 142 0 0 0
Net profit 164 126 169 196 Shareholders' equity 4,824 4,885 4,989 5121
Net profit (adj.) 104 126 169 196 Minority interest 104 122 139 157
Total liabilities & equity 10,301 9,710 10,202 10,396
CASH FLOW KEY METRICS
Year to 31 Dec (RMm) 2017 2018F 2019F 2020F  Year to 31 Dec (%) 2017 2018F 2019F 2020F
Operating (889) 327 214 122 Profitability
Pre-tax profit 247 189 249 285 EBITDA margin 131 14.8 133 121
Tax (67) (45) (62) (72) Pre-tax margin 8.8 11.0 10.7 10.0
Deprec. & amort. (32) (37) (37) (37) Net margin 5.8 74 7.3 6.9
Associates (976) 0 0 0 ROA 18 13 17 19
Working capital changes (1,921) 281 118 1) ROE 4.2 2.6 34 3.9
Other operating cashflows 1,859 (61) (54) (54)
Investing (1,057) (50) (50) (50) Growth
Capex (growth) 0 (50) (50) (50)  Turnover 173 (39.5) 35.6 224
Investments (976) 0 0 0 EBITDA (36.5) (31.4) 214 113
Proceeds from sale of assets 0 0 0 0 Pre-tax profit (37.0) (23.7) 32.0 14.4
Others (81) 0 0 0 Netprofit (38.3) (23.4) 34.4 15.8
Financing 1817 (65) (65) (65)  Net profit (adj.) 19.9 216 34.4 15.8
Dividend payments (70) (65) (65) (65)  EPS (54.8) 216 34.4 15.8
Issue of shares 1,798 0 0 0
Proceeds from borrowings 469 0 0 0 Leverage
Loan repayment na. na. n.a. na  Debtto total capital 431 427 421 41.4
Othersfinterest paid (380) 0 0 0 Debttoequity 77.4 76.4 748 729
Net cash inflow (outflow) (129) 212 9 T Netdebtl(cash) to equity 62.4 626 50.3 57.6
Beginning cash & cash equivalent 593 464 676 775 Interest cover (x) 32 47 6.5 74
Changes due to forex impact 260 0 0 0
Ending cash & cash equivalent 724 676 775 782

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (“UOBKH"), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH’s total revenues, a portion of which are
generated from UOBKH's business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK"). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2018, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com
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