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DESCRIPTION

A conglomerate company that is mainly involved in
power, resources and property businesses.

Monday, January 14, 2019

Outperform

In The Final Lap

We recently had a meeting with Mega First's (MFCB) management and came
away with some positive developments. The Laos hydropower project is in the

12-Month Target Price RM4.74 . . X . . . k .
Current Price RM3.22 final stage of completion and we will see the first turbine installation in March
Expected Return +47.2% followed by the energy test in June-July. The resources segment will continue
: to see margin pressures however due to a slowdown in economic activities and
Market Main kening US Dollar. Interesting| t has set its sights on th
Sector S a weakening ollar. Interestingly, management has set its sights on the
Bursa Code 3069 renewable energy business in Malaysia as the next venture after successful
Bloomberg Ticker MFCB MK operation of the Don Sahong hydropower plant. Maintain Outperform call with
Shariah-compliant VEs an unchanged TP of RM4.74.
§ Laos hydropower project on the right track. Construction of the Don
SHARE PRICE CHART ;
Sahong hydropower project has reached 79%-80% as of Dec-2018. We
3.70 expect to see the 1% turbine installation in March 2019 followed by the
35 energy test in June-July. According to the engineering test, the turbines are

expected to generate water flows at a rate of 600 cu meter/second with an
average utilization rate of 89%-90%, which is one of the highest levels in the
310 world. We understand that as there are more new hydropower stations
emerging along the Mekong river, it will generate more water flow into the
channels heading towards the Don Sahong hydropower’s turbines, which

3.30

2.90

210 are located at the southern end of Laos. Technically, it will help increase the
250 water flow and potentially increase the utilization rate especially during the
Augl8  Sepl8  Oct18  Nov-18  Dec-18  Jan-19 dry season, which is expected to see a low utilization rate of 77% for now.

Meanwhile, the government’s transmission line measuring 120km from the

g_zMVgﬁ;k,Rae?ggé'\%)(xooo) 2.9191-3:59;0 Electricite du Laos Ban Hat substation to Don Sahong’s Ban Hut substation

is currently on track for both parties (about 40% completed).

SHARE PRICE PERFORMANCE . . .

Upon commercial operation, the four turbines are expected to generate an
M 3M 6M annual electricity production of 1,825GWh or 5,000MW/day and will be sold
Absolute Returns -3.4 5.4 -12.2 to Electricite Du Laos (EDL) for domestic consumption while excess
Relative Returns 3.0 25 105 electricity supplies will be sold to Cambodia. EDL will pay Don Sahong
according to the energy availability and the payments are guaranteed by the
KEY STOCK DATA Laos Ministry of Finance. It is worth noting that the company will see a one-
off lucrative gain (not included in our FY19 earnings forecasts) during the 6-
Market Capitalisation (RM m) 12781 month energy testing perloq as energy generated will be sold dl_rectly to
No. of Shares (m) 390.3 EDL. Based on our earnings estimates, the hydropower project will

contribute annual sales of RM400m-RM450m and profit of RM200m-260m

during the 25 years of concession.
MAJOR SHAREHOLDERS

§ Challenging outlook in resources arm. The limestone business will
% continue to be under margin pressure due to i) heightening cost pressure

ggzh';;'l’:‘ﬂ%’ g 33'3 (70% of operating cost is fixed cost), ii) inability to pass on to consumers, iii)
Mega First Corp (Share buy-back a/c) 5.1 weakening US dollar and iv) weaker demand, especially in the steel sector,

due to slower pace in regional economic activities . Nevertheless, the
increased production capacity by 400mt/day to 1,960mt/day following the
recent completion of kiln 8 in Gopeng, will help buffer the earnings pressure
by lifting sales volumes.

KEY FINANCIAL SUMMARY

FYE Dec (RM m) 2016A 2017A 2018F 2019F 2020F CAGR
Revenue 915.4  910.8 7820 5915 7775  -4.0%
Gross Profit 227.8 2296 2190  165.6  349.9 11.3%
Pre-tax Profit 199.6 1929 1732  127.2 3030 11.0%
Core Net Profit 120.7 1104 1207 88.6  231.8 17.7%
EPS (Sen) 31.6 28.9 31.7 23.2 60.8  17.7%
P/IE (¥) 10.2 11.1 10.2 13.9 5.3

Chong Hoe Leong 5.0 4.0 4.0 4.0 30.0

T 603 2268 3015 DPS (Sen)

F 603 2268 3014 Dividend Yield (%) 16 1.0 10 1.0 7.9

£ BT BT U Em S RE < Fe . T Source: Company, Publicinvest Research estimates
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Figure 1: SOP-based Valuations

Sum-Of-Parts Valuations Valuation Basis Value (RM m) RM/share
Resources CY19 PER of 18x 429.4 0.87
Don Sahong hydropower project 80% stake & 10% discount (WACC: 7.7%) 1,691.8 3.42
Investment in quoted shares Book Value 56.9 0.11
Investment Properties Book Value 167.7 0.34
Fully-diluted Target Price
(RMishare) 2,345.8 4.74
No. of shares (m) 401.9
ESOS (m) 141
Treasury shares (m) 20.5
Full conversion of warrants (m) 58.8
Fully diluted share base (m) 495.3

Source: Company, Publiclnvest Research estimates
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KEY FINANCIAL DATA

FYE Dec (RM m) 2016A 2017A 2018F 2019F 2020F
Revenue 915.4 910.8 782.0 591.5 777.5
Gross Profit 227.8 229.6 219.0 165.6 349.9
EBIT 205.8 199.7 194.4 151.3 324.0
Finance costs -6.2 -6.8 -21.6 -24.6 -21.5
Pre-tax Profit 199.6 192.9 173.2 127.2 303.0
Income Tax -42.4 -35.2 -31.2 -22.9 -30.3
Effective Tax Rate (%) 21.2 18.2 18.0 18.0 10.0
Minorities -36.5 -47.3 -21.3 -15.6 -40.9
Core Net Profit 120.7 110.4 120.7 88.6 231.8

Growth (%)

Revenue 55.5 -0.5 -14.1 -24.4 31.4
Gross Profit 34.6 -3.0 2.7 -22.2 114.1
Core Net Profit 46.1 0.3 -9.9 -26.6 161.5

Source: Company, Publicinvest Research estimates

BALANCE SHEET DATA

FYE Dec (RM m) 2016A 2017A 2018F 2019F 2020F
Fixed assets 315.5 262.1 239.7 210.3 173.6
Other long-term assets 794.1 1,240.7 1,790.7 2,090.7 2,100.7
Cash at Bank 291.3 138.7 250.5 188.5 190.9
Other current assets 186.9 204.0 173.8 131.5 164.6
Total Assets 1,587.8 1,845.5 2,454.7 2,621.0 2,629.8
ST Borrowings 65.9 108.4 108.4 108.4 108.4
LT Borrowings 22.6 112.7 612.7 712.7 562.7
Payables 134.5 195.9 163.2 125.1 125.6
Other Liabilities 42.1 58.8 58.8 58.8 58.8
Total Liabilities 265.1 475.8 943.1 1,005.0 855.5
Shareholders’ Equity 1,322.7 1,369.7 1,511.7 1,616.0 1,774.3
Total Equity and Liabilities 1,587.8 1,845.5 2,454.8 2,621.1 2,629.8

Source: Company, Publiclnvest Research estimates

PER SHARE DATA & RATIOS

FYE Dec 2016A 2017A 2018F 2019F 2020F
Book Value Per Share 3.5 3.6 4.0 4.2 4.7
NTA Per Share (Sen) 3.4 3.6 3.9 4.2 4.6
EPS (sen) 31.6 28.9 317 23.2 60.8
DPS (sen) 5.0 4.0 4.0 4.0 30.0
Payout Ratio (%) 15.8 13.8 12.6 17.2 49.4
ROA (%) 9.9 8.5 5.8 4.0 10.4
ROE (%) 11.9 11.5 9.4 6.5 15.4

Source: Company, Publicinvest Research estimates
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RATING CLASSIFICATION

STOCKS
OUTPERFORM The stock return is expected to exceed a relevant benchmark’s total of 10% or higher over the next 12months.
NEUTRAL The stock return is expected to be within +/- 10% of a relevant benchmark’s return over the next 12 months.

UNDERPERFORM The stock return is expected to be below a relevant benchmark’s return by -10% over the next 12 months.

TRADING BUY The stock return is expected to exceed a relevant benchmark’s return by 5% or higher over the next 3 months but the
underlying fundamentals are not strong enough to warrant an Outperform call.

TRADING SELL The stock return is expected to be below a relevant benchmark’s return by -5% or more over the next 3 months.

NOT RATED The stock is not within regular research coverage.

SECTOR

OVERWEIGHT The sector is expected to outperform a relevant benchmark over the next 12 months.
NEUTRAL The sector is expected to perform in line with a relevant benchmark over the next 12 months.

UNDERWEIGHT The sector is expected to underperform a relevant benchmark over the next 12 months.

DISCLAIMER

This document has been prepared solely for information and private circulation only. It is for distribution under such circumstances as may be
permitted by applicable law. The information contained herein is prepared from data and sources believed to be reliable at the time of issue of
this document. The views/opinions expressed herein are subject to change without notice and solely reflects the personal views of the analyst(s)
acting in his/her capacity as employee of Public Investment Bank Berhad (“PIVB”). PIVB does not make any guarantee, representations or
warranty neither expressed or implied nor accepts any responsibility or liability as to its fairness liability adequacy, completeness or correctness
of any such information and opinion contained herein. No reliance upon such statement or usage by the addressee/anyone shall give rise to any
claim/liability for loss of damage against PIVB, Public Bank Berhad, its affiliates and related companies, directors, officers, connected
persons/employees, associates or agents.

This document is not and should not be construed or considered as an offer, recommendation, invitation or a solicitation of an offer to purchase
or subscribe or sell any securities, related investments or financial instruments. Any recommendation in this document does not have regards to
the specific investment objectives, financial situation, risk profile and particular needs of any specific persons who receive it. We encourage the
addressee of this document to independently evaluate the merits of the information contained herein, consider their own investment objectives,
financial situation, particular needs, risks and legal profiles, seek the advice of their, amongst others, tax, accounting, legal, business
professionals and financial advisers before participating in any transaction in respect of any of the securities of the company(ies) covered in this
document.

PIVB, Public Bank Berhad, our affiliates and related companies, directors, officers, connected persons/employees, associates or agents may own
or have positions in the securities of the company(ies) covered in this document or any securities related thereto and may from time to time add
or dispose of, or may be materially interested in, any such securities. Further PIVB, Public Bank Berhad, our affiliates and related companies,
associates or agents do and/or seek to do business with the company(ies) covered in this document and may from time to time act as market
maker or have assumed an underwriting commitment in the securities of such company(ies), may sell them or buy them from customers on a
principal basis, may have or intend to accommodate credit facilities or other banking services and may also perform or seek to perform
investment banking, advisory or underwriting services for or relating to such company(ies) as well as solicit such investment advisory or other
services from any entity mentioned in this document. The analyst(s) and associate analyst(s) principally responsible for the preparation of this
document may participate in the solicitation of businesses described aforesaid and would receive compensation based upon various factors,
including the quality of research, investor client feedback, stock pickings and performance of his/her recommendation and competitive factors.
The analyst(s) and associate analyst(s) may also receive compensation or benefit (including gift and company/issuer-sponsored and paid trips in
line with the Bank’s policies) in executing his/her duties. Hence, the addressee or any persons reviewing this document should be aware of the
foregoing, amongst others, may give rise to real or potential conflicts of interest.
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