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BUY (Maintain) 

Target Price: RM1.86 

Previously: RM2.25 

Current Price:  RM1.48 

 
Capital upside   25.7% 
Dividend yield 4.3% 

Expected total return  29.9% 

 

Sector coverage: Construction   

Company description: SunCon is involved in 

construction and precast products. 

 
Share price  

 

Historical return (%) 1M 3M 12M 
Absolute  -16.9 -19.1 -35.7 
Relative -13.8 -19.3 -35.3 

 
Stock information  

Bloomberg ticker SCGB MK 
Bursa code 5263 
Issued shares (m) 1,292 
Market capitalisation (RM m) 1,913 
3-mth average volume (‘000) 1,313 
SC Shariah compliant  Yes 

 
Major shareholders   

Sunway Berhad 64.5% 
EPF 7.4% 
  

 

Earnings summary  

FYE (Dec) FY17 FY18f FY19f 
PATMI - core (RM m) 138 135 146 
EPS - core (sen) 10.7 10.4 11.3 
P/E (x) 13.9 14.2 13.1 
 

Surviving in challenging times  

SunCon has yet to receive any notification from MRT Corp regarding details of 

any reduction in work scope and works have been ongoing as usual. We 

understand that reduction of the project is mainly on scaling down of station 

works and thus the impact of downsizing of the project is expected to be 

minimal to SunCon. We expect the precast segment PBT margin to normalize 

back to 10-15% starting from 2H19 due to recovery of product pricing. 

Management has reiterated its FY18 orderbook replenishment target of RM1.5bn 

in which RM854m has been achieved YTD. Maintain forecast and BUY with 

lower TP of RM1.86 (from RM2.25) as we opine that upcycle PE of 20x is no 

longer justifiable during the current industry downturn. As such, our new TP is 

pegged to 16.5x FY19 earnings which is -1SD below 2 years historical average. 

 

We met up with the management of SunCon recently with the following key 

takeaways: 

 

MRT2. Recent announcement of scaling down of above-ground portion of MRT2 and 

retender of underground portion had dealt a blow to construction sector. However, 

SunCon has yet to receive any notification from MRT Corp regarding details of any 

reduction in work scope and works have been ongoing as usual. We understand that 

reduction of the project is mainly on scaling down of station works. Since the contract 

value of 3 stations works in SunCon’s work package is just RM212m out of total work 

package value of RM1.2bn, the impact of downsizing of the project is expected to be 

minimal. Overall progress of the contract is at 63% as at end of September 2018.   

 

Precast. Precast segment PBT margin dropped significantly as the precast projects in 

Singapore were secured at a time when the industry was very competitive. 

Competitive pressure has come down and the product pricing has recovered but we 

only expect the segment PBT margin to normalize back to 10-15% starting from 2H19 

as contribution from newly secured projects takes time to kick in.     

 

Exploring foreign ground. Given the slowdown of domestic construction industry, 

SunCon is actively exploring for regional opportunities particularly in India and ASEAN 

region. The company will collaborate with foreign partners in contracts bidding to take 

advantage of local expertise. 

 

Orderbook. Management has reiterated its FY18 orderbook replenishment target of 

RM1.5bn of which RM854m has been achieved YTD. It has tendered for (i) TNB 

campus building contract (RM700-800m) which currently, they are working on the 

piling works and (ii) Dayabumi redevelopment project (RM700-800m) which may be 

awarded in phases. They are also tendering for contracts worth RM400-500m from its 

parent-co. Outstanding orderbook as at end of 2Q18 stands at RM5.8bn, translating 

into healthy level of 3x cover of FY17 construction revenue. 

  

Forecast. Maintained as the meeting yielded no major surprises.  

  

Maintain BUY, TP: RM1.86. Maintain BUY with lower TP of RM1.86 (from RM2.25) 

as we opine that upcycle PE of 20x no longer justifiable during current industry 

downturn. As such, our new TP is pegged to 16.5x FY19 earnings which is -1SD 

below its 2 year historical average. Although the new PE target may still seem too 

high relative to its peers (10-12x for large cap players and 7-9x for small-mid cap 

players), the valuation is much reasonable if we take into account its net cash of 

RM0.35/share which implies an ex-cash PE target of 13.5x. We opine that SunCon 

deserves a premium valuation due to (i) healthy balance sheet; (ii) pure construction 

play and (iii) strong support from parent co which enable it to ride through current 

down cycle.  
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Financial Forecast
All items in (RM m) unless otherwise stated

Balance Sheet Income Statement

FYE Dec (RM m) FY16 FY17 FY18f FY19f FY20f FYE Dec (RM m) FY16 FY17 FY18f FY19f FY20f

Cash 466            487            573            651            733            Revenue 1,789         2,076         2,166         2,205         2,311         

Receivables 764            1,106         950            966            1,013         EBITDA 169            202            203            219            241            

Inventories 24              24              24              24              25              EBIT 130            165            166            180            199            

PPE 138            150            137            118            96              Net finance income/ (cost) 4                7                7                7                7                

Others 205            120            120            120            120            Associates & JV -            2                -            -            -            

Assets 1,597         1,887         1,804         1,879         1,987         Profit before tax 135            174            173            187            206            

Tax (30)            (36)            (38)            (41)            (45)            

Debts 137            135            138            140            146            Net profit 105            138            135            146            161            

Payables 872            1,036         895            910            948            Minority interest (0)              (0)              (0)              (0)              (0)              

Others 95              162            162            162            162            Core earnings 105            138            135            146            161            

Liabilities 1,104         1,332         1,195         1,212         1,255         Exceptional items 19              -            -            -            -            

Reported earnings 124            138            135            146            161            

Shareholder's equity 493            554            608            666            730            

Minority interest 1                1                1                1                1                Valuation & Ratios

Equity 494            555            609            667            732            FYE Dec (RM m) FY16 FY17 FY18f FY19f FY20f

Core EPS (sen) 8.1             10.7           10.4           11.3           12.4           

Cash Flow Statement P/E (x) 18.3           13.9           14.2           13.1           11.9           

FYE Dec (RM m) FY16 FY17 FY18f FY19f FY20f EV/EBITDA (x) 8.6             7.2             7.2             6.7             6.0             

Profit before taxation 135            174            173            187            206            DPS (sen) 5.0             7.0             6.3             6.8             7.5             

Depreciation & amortisation 39              38              37              40              42              Dividend yield 3.4% 4.7% 4.2% 4.6% 5.0%

Changes in working capital (14)            (178)          16              (2)              (10)            BVPS (RM) 0.38           0.43           0.47           0.52           0.56           

Share of JV profits -            (2)              -            -            -            P/B (x) 3.9             3.5             3.1             2.9             2.6             

Taxation (30)            (36)            (38)            (41)            (45)            

Others (44)            68              (0)              (0)              (0)              EBITDA margin 9.5% 9.7% 9.4% 9.9% 10.4%

Operating cash flow 86              63              189            183            193            EBIT margin 7.3% 7.9% 7.7% 8.1% 8.6%

PBT margin 7.5% 8.4% 8.0% 8.5% 8.9%

Net capex (5)              (28)            (25)            (20)            (20)            Net margin 5.8% 6.6% 6.2% 6.6% 7.0%

Others 78              63              -            -            -            

Investing cash flow 73              35              (25)            (20)            (20)            ROE 22.2% 26.3% 23.2% 22.9% 23.0%

ROA 7.0% 7.9% 7.3% 7.9% 8.3%

Changes in borrowings (0)              (2)              3                2                6                Net gearing CASH CASH CASH CASH CASH

Issuance of shares -            -            -            -            -            

Dividends paid (65)            (90)            (81)            (87)            (96)            Assumptions

Others (19)            18              -            -            -            FYE Dec (RM m) FY16 FY17 FY18f FY19f FY20f

Financing cash flow (84)            (74)            (78)            (85)            (91)            Construction 2,541         3,587         1,500         2,000         2,000         

Precast 115            158            120            150            200            

Net cash flow 74              24              86              78              82              Total new job wins 2,656         3,745         1,620         2,150         2,200         

Forex 2                (2)              -            -            -            

Others (78)            0                -            -            -            

Beginning cash 468            466            487            573            651            

Ending cash 466            487            573            651            733            
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Disclaimer 
 
The information contained in this report is 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, are made as to the accuracy, adequacy, completeness or reliability of the info or opinions in the report.  

Accordingly, neither Hong Leong Investment Bank 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 without prior 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 investment strategies 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 market maker 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 Investment Bank 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 not in 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. 
 
1. As of 18 October 2018, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report: 
(a) -.  
 
2. As of 18 October 2018, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securities covered in this report: 
(a) -. 
 

Published & printed by:  
Hong Leong Investment Bank Berhad (10209-W) 
Level 28, Menara Hong Leong, 
No. 6, Jalan Damanlela,  
Bukit Damansara,  
50490 Kuala Lumpur 
Tel: (603) 2083 1800  
Fax: (603) 2083 1766 

 

Stock rating definitions  

BUY Expected absolute return of +10% or more over the next 12 months.  

HOLD Expected absolute return of -10% to +15% over the next 12 months.  

SELL Expected absolute return of -10% or less over the next 12 months.  

UNDER REVIEW Rating on the stock is temporarily under review which may or may not result to a change from the previous rating.  

NOT RATED  Stock is not or no longer within regular coverage.  

  

Sector rating definitions  

OVERWEIGHT  Sector expected to outperform the market over the next 12 months.   

NEUTRAL Sector expected to perform in-line with the market over the next 12 months.   

UNDERWEIGHT Sector expected to underperform the market over the next 12 months.   

 

 

 

 

 


