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Investment Highlights

e We maintain our UNDERWEIGHT recommendation for the construction sector. The trading sentiment on
construction stocks has improved following the recent revival of East Coast Rail Link (ECRL) (at a reduced cost of
RM44bil) and Bandar Malaysia (with an estimated GDV of RM140bil). However, we believe the market could have
read too much into these, or could be ahead of itself as to what the construction sector can offer, if it assumes that
these are tell-tale signs for the revival of more mega projects.

Exhibit 1: Construction “Pipeline”

Project Est. Value Status
(RMbil)
1 Klang Valley Double Track 4-4.5 "Some processes to follow" before Government can call for tender
(Phase 2)
2 Johor Bahru-Singapore Rapid 4/5.3* Suspended for another six months from Apr 2019
Transit System (JB-Singapore
RTS)
3 Pan Borneo Highway Sabah 12.8 60:20:20 JV of Warisan Tarang, MMC and UEM terminated as project delivery
partner, completion reported at 12.4%
4 MRT3 45 Put on hold
5 Penang Transport Master Plan 46 Funding still not in place
(PTMP)
6 Central Spine Road 10.7 16% completed, 16% under construction, 22% under procurement and 46%
under planning
7 Coastal Road, Second Trunk 11 Two bridges awarded: CMS consortium (RM467mil), HSL (RM299mil)
Road and 11 bridges in
Sarawak
8 KL-Singapore High-Speed Rail 110 Deferred to May 2020, government to appoint technical advisory consultant
(KL-Singapore HSR) (TAC) to review the technical aspects and cost reduction options

*Alternative alignment that "could better preserve Johor Bahru's skyline"
Source: Aminvestment Bank, various news reports

e We are taking a look at the “pipeline” of the construction sector (Exhibit 1). We believe the projects can be placed
under four broad categories as follows:

1. To proceed: We believe Klang Valley Double Track (Phase 2) stands a very good chance of hitting the ground
soon given a relatively affordable estimated price tag of RM4.0-4.5bil (vs. RM5.3bil previously awarded to Dhaya
Maju LTAT but subsequently cancelled). After all, this is the single largest infrastructure project the Government
has committed itself to carry out in the Budget 2019 announced in Nov 2018.

2. To proceed, but gradually: We believe these will include Central Spine Road, Pan Borneo Highway Sabah
and various state-funded infrastructure projects in Sarawak. Physical works at Central Spine Road and Pan
Borneo Highway Sabah have actually started with completion reported at 16% and 12.4% respectively. We
believe the government will not “rush” these projects but regard them as long-term infrastructure projects that will
be funded with development expenditure annually. While Sarawak state government seems to be in a hurry to
implement the Coastal Road, Second Trunk Road and 11 bridges in Sarawak, we believe the execution will take
time given the lengthy planning, design and procurement processes.
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3.

Facing various hurdles: We believe these are PTMP and JB-Singapore RTS. While PTMP appears viable
from a P&L standpoint, i.e. the three man-made islands under the Penang South Reclamation could be sold for
RM70bil, more than enough to fund RM46bil reclamation cost and public infrastructure spending under PTMP,
its implementation will be very challenging from a cashflow angle. PTMP will incur tremendous upfront cashflow
to fund reclamation and the construction of public infrastructure, only to be recouped many years down the road
via land sales from the three man-made islands. We believe this could only be possible with substantial soft
loans either from the Federal Government or international development banks. On the other hand, while JB-
Singapore RTS does not carry an exorbitant price tag, we see hurdles in more guarded Malaysia-Singapore
relations post the 14" General Election.

Out of reach: Even if the costs of KL-Singapore HSR and MRT3 are to be cut by half from RM110bil and
RM45bil to RM55bil and RM22.5bil respectively, we believe they are still beyond reach given the high national
debt at present. We believe the government has little room for more debt service obligations following the revival
of the RM44bil ECRL project coupled with its commitments towards the massive debt restructuring of two
government agencies.

® \We maintain our view that the market’s recent reversion to high valuations for construction stocks as being unjustified and
unsustainable. We acknowledge that the revival of the ECRL and Bandar Malaysia projects and the local participation
requirements that come with the projects shall result in more jobs available in the market for local construction players.

® However

, in the heat of the euphoria, we believe the market has not priced in enough risk premium to reflect:

1. The fact that unlike the previous ones (such as MRT1, MRT2, LRT3 and Pan Borneo Highway), the latest mega
projects are driven by world-class Chinese contractors (and Chinese funding) which probably leaves the local
contractors with only low-value/low-margin supporting roles in the projects (in order for the Chinese contractors to fuffill
the local participation requirements); and

2. The fact that given the still elevated national debt, the government has no choice but to remain steadfastly committed
to fiscal prudence which means the revival of the ECRL project could be a “zero-sum game” as it impedes the
government’s ability to implement other public infrastructure projects.

EXHIBIT 2: VALUATION MATRIX

Recomm. Price  FV  Upside MktCap FYE EPS (sen) EPS growth (%) PIE (X) P/B* | ROE* NDPS* Div Yield*

RM)  RM) (%) = (RMmil) FYIOF  FY20F  FYIOF  FY20F  FYI9F FY20F (x) (%) (sen) (%)
Gamuda UNDERWEIGHT 332 = 223 -8 80657 Jul 215 24 -35.4 8.8 154 142 1.0 71 120 36
1IM Corpit UNDERWEIGHT 216 118 454 7815 Mar 118 17 7.3 -0.8 183 185 08 42 60 2.8
SunCon UNDERWEIGHT 204 111 456 26375 Dec 1L1 11.6 -0.9 45 184 176 43 27 10 34
Econpile UNDERWEIGHT 069 = 022 -68.1 929 Jun 22 45 -62.7 1045 4 153 24 57 16 2.3
HSL UNDERWEIGHT 147 & 107 212 856.6 Dec = 111 119 207 7.2 132 124 1.0 80 24 16
Kimlun UNDERWEIGHT 139 = 114  -180 456 Dec 142 142 -15.0 00 98 98 06 75 37 2.7

Simple Average

-14.3 207 178 146 17

Weighted Average 134 8.6 174 16.1 14

*FY19 #FY19F and FY20F refer to FY20F and FY21F

Source: AmlInvestment Bank
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DISCLOSURE AND DISCLAIMER

This report is prepared for information purposes only and it is issued by Aminvestment Bank Berhad (“AmIinvestment”)
without regard to your individual financial circumstances and objectives. Nothing in this report shall constitute an offer to sell,
warranty, representation, recommendation, legal, accounting or tax advice, solicitation or expression of views to influence
any one to buy or sell any real estate, securities, stocks, foreign exchange, futures or investment products. Amlnvestment
recommends that you evaluate a particular investment or strategy based on your individual circumstances and objectives
and/or seek financial, legal or other advice on the appropriateness of the particular investment or strategy.

The information in this report was obtained or derived from sources that AmInvestment believes are reliable and correct at
the time of issue. While all reasonable care has been taken to ensure that the stated facts are accurate and views are fair
and reasonable, AmInvestment has not independently verified the information and does not warrant or represent that they
are accurate, adequate, complete or up-to-date and they should not be relied upon as such. All information included in this
report constitute Aminvestment’s views as of this date and are subject to change without notice. Notwithstanding that,
Amlinvestment has no obligation to update its opinion or information in this report. Facts and views presented in this report
may not reflect the views of or information known to other business units of Aminvestment's affiliates and/or related
corporations (collectively, “AmBank Group”).

This report is prepared for the clients of AmBank Group and it cannot be altered, copied, reproduced, distributed or
republished for any purpose without AmInvestment’s prior written consent. AmInvestment, AmBank Group and its respective
directors, officers, employees and agents (“Relevant Person”) accept no liability whatsoever for any direct, indirect or
consequential losses, loss of profits and/or damages arising from the use or reliance of this report and/or further
communications given in relation to this report. Any such responsibility is hereby expressly disclaimed.

Aminvestment is not acting as your advisor and does not owe you any fiduciary duties in connection with this report. The
Relevant Person may provide services to any company and affiliates of such companies in or related to the securities or
products and/or may trade or otherwise effect transactions for their own account or the accounts of their customers which
may give rise to real or potential conflicts of interest.

This report is not directed to or intended for distribution or publication outside Malaysia. If you are outside Malaysia, you
should have regard to the laws of the jurisdiction in which you are located.

If any provision of this disclosure and disclaimer is held to be invalid in whole or in part, such provision will be deemed not to
form part of this disclosure and disclaimer. The validity and enforceability of the remainder of this disclosure and disclaimer
will not be affected.
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