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COMPANY UPDATE

Sunway Bhd (SWB MK)
Rise Of The Mini Conglomerate

Sunway announced its plans to undertake a bonus issue of ordinary shares and a
bonus issue of free warrants, which is expected to be completed in 2H17. During the
briefing, the company also shared that the reason for its recent sector classification
on Bursa was because of the growing earnings prominence of its remaining
divisions, including the robust healthcare division. Maintain BUY with a higher target

price of RM4.18, implying a modest 14x 2018F PE.

WHAT'S NEW

e Proposes a bonus issue and free warrants. Sunway announced that it plans to

undertake the following:

a) 3-for-4 bonus issue of new ordinary Sunway shares. The issuance would involve

the issuance of up to 2.8b new bonus shares.

b) Bonus issue of free warrants on the basis of 3 new warrants for every 10
existing Sunway ordinary shares. The issuance would involve the issuance of up to
631m new warrants with a tenure of 7 years. The exercise price of the warrants will be
determined and announced at a later date. Exercise price of the warrants would be on

an annual step-down basis, and details will be set out in the Deed Poll.

¢ A rising mini conglomerate. The group recently changed its Bursa classification from
Property to Trading/Services, reflecting its growing prominence in its other businesses
besides property development, which include: a) healthcare, b) manufacturing, and c)
trading. As a comparison, earnings from its real estate related business (including
property development and investment properties) was as high as 75% in 2012, but has

since shrunk to 48% of total earnings in 2016.

¢ Value of healthcare division is gaining prominence. As highlighted in our previous
reports, we continue to be positive on the prospects of Sunway’s healthcare division. It
currently operates 600 hospital beds, mainly at its flagship hospital, Sunway Medical
Centre. While earnings for this division is gaining its prominence (PAT of RM40m in
2016), the group sees it as being at an infancy stage and would most likely explore a
potential value unlocking exercise in the medium term.

KEY FINANCIALS

Year to 31 Dec (RMm) 2015 2016 2017F 2018F 2019F
Net turnover 4,451 4,726 4,997 5,232 5,782
EBITDA 788 748 837 868 932
Operating profit 687 608 670 695 752
Net profit (rep./act.) 732 586 599 617 662
Net profit (adj.) 591 547 599 617 662
EPS (sen) 28.8 26.7 26.0 26.7 28.7
PE (x) 12.9 14.0 14.4 13.9 13.0
P/B (x) 1.0 1.0 1.0 0.9 0.8
EV/EBITDA (x) 141 14.8 13.2 12.8 11.9
Dividend yield (%) 2.7 3.2 3.1 3.2 3.4
Net margin (%) 16.5 12.4 12.0 11.8 115
Net debt/(cash) to equity (%) 54.3 49.6 35.6 314 27.3
Interest cover (x) 29.6 125 43.3 63.7 104.4
ROE (%) 11.7 8.4 7.7 7.4 7.4
Consensus net profit - - 562 599 647
UOBKH/Consensus (x) - - 1.07 1.03 1.02

Source: Sunway Bhd, Bloomberg, UOB Kay Hian
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STOCK IMPACT

e Rising prominence of healthcare division should not be ignhored. The group
operates close to 600 hospital beds, mainly at the Sunway Medical Centre (Bandar
Sunway) and the recently-opened cancer centre. In 2-3 years, the group targets to add
250 new beds at the Sunway Velocity hospital. In 2016, the healthcare division
contributed about RM40m to the group’s net profit (about 7% of core net profit). However,
we expect earnings in the next two years to dip, mainly due to the additional start-up
costs for the recently opened cancer centre. By pegging the healthcare division at a
modest 25x PE, the division could be worth over RM1b, or about 15% of Sunway’'s
current market capitalistion. In the medium term, we do not discount the possibility of the
group unlocking the value of this division.

¢ To explore concept of assisted living. The group is on the lookout to form a JV with a
partner to potentially explore the concept of assisted living development. It plans to
leverage on its existing portfolio of hospitals to offer buyers/lessee an option to own/lease
a property within close proximity of its hospitals.

e Lining up RM2b worth of property launches in 2017. Sunway has set a RM2b sales
target for the year. To achieve this, it has earmarked about RM2b worth of new launches,
with the two largest launches being condominiums in Sunway South Quay and Kelana
Jaya with GDV of RM400m each. The bulk of the launches earmarked for the year were
earlier planned for launch in 2016, but were deferred to this year as the group moves to
further enhance the amenities surrounding the developments before launch.

e Foreign shareholding continues to grow. As at end-May 17, Sunway's foreign
shareholding stood at 8.4% (from 7.8% in Jan 17). Excluding GIC’s holdings, Sunway’s
peak foreign shareholding stood at 9.9% which was recorded back in Feb 12 and Apr 13.

EARNINGS REVISION/RISK

¢ No change.

¢ Key risks include: a) rising interest rates, b) tighter lending policies by banks, and c) rising
cost of raw materials leading to margin erosion.

VALUATION/RECOMMENDATION

e Maintain BUY with a higher target price of RM4.18 (from RM3.93), as we reduce our
SOTP discount to 15% to reflect its healthcare division (which has underappreciated
values) gaining prominence. We like Sunway for its diversified business exposure which
includes its strong construction and REIT divisions. Also, better capital management as a
result of the potential amendment of REIT guidelines could translate into higher
dividends. Our target price still implies a modest 14x 2018F PE. Our ex-bonus target
price is RM1.79.

e We think PE expansion for Sunway over the longer term is justified, as the property
development related earnings is eclipsed by its other businesses, particularly the
healthcare division.

SHARE PRICE CATALYST
* Better property sales.
e Securing more construction jobs.

¢ Unlocking the value of investment properties via a REIT.

Refer to last page for important disclosures.
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SOTP VALUATION

(RMm)
Property development 6,117.0
REIT 1,966.9
Construction 1,208.2
Quary & building materials 267.3
Trading 595.0
Investment Properties 788.9
Less: Holding co debt (778.7)
Total SOP value 10,164.6
Sharebase (m) 2,069.0
SOP/share (RM) 491
Discount 15%
Target price (RM) 4.18

Source: UOB Kay Hian
EX-BONUS SOTP VALUATION

(RMm)
Property development 6,117.0
REIT 1,966.9
Construction 1,208.2
Quary & building materials 267.3
Trading 595.0
Investment Properties 788.9
Less: Holding co debt (778.7)
Total SOP value 10,164.6
Sharebase (m) 4,821.7
SOP/share (RM) 211
Discount 15%
Target price (RM) 1.79

Source: UOB Kay Hian




PROFIT & LOSS
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BALANCE SHEET
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Year to 31 Dec (RMm) 2016 2017F 2018F 2019F Year to 31 Dec (RMm) 2016 2017F 2018F 2019F
Net turnover 4,726 4,997 5,232 5,782 Fixed assets 1,876 1,959 2,035 2,105
EBITDA 748 837 868 932 Other LT assets 7,804 7,810 8,038 8,266
Deprec. & amort. 140 167 174 180 Cash/ST investment 4,060 4,898 5,036 5211
EBIT 608 670 695 752 Other current assets 5,092 5,145 5,567 5,957
Associate contributions 272 228 228 228 Total assets 18,831 19,812 20,677 21,541
Net interest income/(expense) (60) 19 (14) 9) ST debt 4,831 4,831 4,831 4,831
Pre-tax profit 859 879 909 971 Other current liabilities 2,753 3,273 3,668 4,023
Tax (140) (141) (145) (155) LT debt 2,931 2,931 2,931 2,931
Minorities (133) (139) (146) (154) Other LT liabilities 98 98 98 98
Net profit 586 599 617 662 Shareholders' equity 7,456 8,055 8,672 9,334
Net profit (adj.) 547 599 617 662 Minority interest 764 624 478 324
Total liabilities & equity 18,831 19,812 20,677 21,541
CASH FLOW KEY METRICS
Year to 31 Dec (RMm) 2016 2017F 2018F 2019F Year to 31 Dec (%) 2016 2017F 2018F 2019F
Operating 538 1,327 635 690 Profitability
Pre-tax profit 859 879 909 971 EBITDA margin 15.8 16.8 16.6 16.1
Tax (112) (141) (145) (155) Pre-tax margin 18.2 17.6 174 16.8
Deprec. & amort. 140 167 174 180 Net margin 124 12.0 118 115
Associates (248) 0 0 0 ROA 34 31 3.0 3.1
Working capital changes (329) 721 (3) ()] ROE 8.4 7.7 74 74
Other operating cashflows 227 (299) (299) (299)
Investing (1,592) (250) (250) (250) Growth
Capex (growth) (288) (250) (250) (250)  Turnover 6.2 5.7 47 105
Investments (248) 0 0 0  EBITDA (5.1) 11.9 37 73
Proceeds from sale of assets 64 0 0 0 Pre-tax profit (7.6) 23 3.4 6.8
Others (1,120) 0 0 0 Netprofit (20.0) 23 3.0 73
Financing 1571 (240) (247) (265)  Net profit (adj.) (7.3) 95 3.0 73
Dividend payments (219) (240) (247) (265) EPS (7.3) (2.8) 3.0 7.2
Issue of shares 595 0 0 0
Proceeds from borrowings 1,457 0 0 0 Leverage
Loan repayment 0 0 0 0 Debttototal capital 486 47.2 459 446
Othersifinterest paid (261) 0 0 0 Debttoequity 104.1 96.4 89.5 83.1
Net cash inflow (outflow) 517 838 138 175 Net debt/(cash) to equity 49.6 35.6 314 273
Beginning cash & cash equivalent 1,248 4,060 4,898 5,036 Interest cover (x) 125 433 63.7 104.4
Changes due to forex impact 2,295 0 0 0
Ending cash & cash equivalent 4,060 4,898 5,036 5211

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Securities (M) Sdn. Bhd. ("UOBKHM") which is a licensed corporation providing investment
advisory services in Malaysia.

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 UOBKHM. 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 UOBKHM
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 UOBKHM and its associated persons (as defined in the Capital Market Services Act 2007) 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 UOBKHM to be reliable.
However, UOBKHM makes no representation as to the accuracy or completeness of such sources or the Information and UOBKHM
accepts no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKHM and its associate
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKHM and its
connected persons are subject to change without notice. UOBKHM reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKHM, its associated 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) UOBKHM, its associated 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 UOBKHM 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) UOBKHM 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 is prepared by UOBKHM, a company authorized, as noted above, to engage in investment advisory in Malaysia.
UOBKHM 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 UOBKHM (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 UOBKHM 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 UOBKHM.

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 UOBKHM 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 UOBKHM 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 UOBKHM'’s total revenues, a portion of
which are generated from UOBKHM'’s business of investment advisory.

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

(ii) 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. 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

(ii) 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
Kingdom

This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the
meaning 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 States
of America
(HU -S.H)

This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable
U.S. laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility
for its contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities
referred to in the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2017, UOB Kay Hian Securities (M) Sdn. Bhd. All rights reserved.
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