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HOLD (Maintain) 

Target Price: RM0.70 

Previously: RM0.70 

Current Price:  RM0.61 

 
Capital upside   14.8%  
Div idend y ield 0.0%  
Expected total return  14.8%  

 

Sector coverage: O&G  

Company description: Wah Seong prov ides pipe-

coating serv ices, manufactures spiral welded steel 

pipes, distributes building materials, installs metal 

roofing, produces plastic extrusion structural 

materials, assembles plastic doors and window 

frames, and prov ides industrial engineering 

serv ices. 

 

Share price  

 

Historical return (% ) 1M 3M 12M 
Absolute  -11.6 -9.0 -46.5 
Relative -10.8 -6.8 -39.6 

 

Stock information  
Bloomberg ticker WSC MK 
Bursa code 5142 
Issued shares (m) 770 
Market capitalisation (RM m) 470 
3-mth average volume (‘000) 200 
SC Shariah compliant  Yes 

 

Major shareholders   
Wah Seong (M) Trading Co 33.0%  
Tan Kim Yeow SB 7.0%  
Midvest Asia SB 5.6%  

 

Earnings summary  

FYE (Dec) FY18 FY19f FY20f 
PATMI – core  76.8 67.4 61.4 
EPS – core (sen) 9.9 8.7 7.9 
P/E (x) 6.1 7.0 7.7 

 

 

 

The waiting game 

Wah Seong reported 2Q19 core earnings of RM14.4m (-25% QoQ, -45% YoY); 

this brought 1H19 core earnings of RM33.4m (-29% YoY). At 49.6%/51.5% of 

ours and consensus full year estimates, we deem the results to be within 

expectations. We maintain HOLD rating on the stock with unchanged TP of 

RM0.70. We see limited downside risk to the stock and risk reward being more 

favourable given that the market has priced in the completion of NS2 whilst 

awaiting the crystallization of its tenders.  

 

Within expectations.  Wah Seong reported 2Q19 results with revenue of RM757.4m 

(+11% QoQ, +0% YoY) and core earnings of RM14.4m (-25% QoQ, -45% YoY); this 

brought 1H19 core earnings of RM33.4m (-29% YoY). At 49.6%/51.5% of ours and 

consensus full year estimates, we deem the results to be within expectations. No 

dividend was declared, as expected.  

 

QoQ. Wah Seong recorded core net profit of RM14.4m after adjusting for exceptional 

items such as RM2.6m reversal of inventory impairment and RM3.0m forex gains. 

Core net profit declined by 25% QoQ (from RM19.1m) on lower other operating 

income (-83%) and higher finance costs (+27%) partially offset by a turnaround from 

its JV & associates which recorded a profit of RM3.5m.  

 

YoY. Core net profit dropped by 45% YoY (from RM25.9m) due to weaker O&G (-

38%) contributions in tandem with the winding down of NS2 and industrial trading & 

services segment recording a small loss vs. a profit of RM3m at the EBIT level 

attributed to the slowdown from the construction sector.  

  

YTD. Revenue of RM1.44bn (-7% YoY) translated into core net profits of RM33.4m (-

29%). The decline in earnings is due to lower contributions from the O&G segment 

compounded by a higher effective tax rate of 37% YoY (due to lower DTA recognised 

and the majority of earnings contributions coming from the EU which has a higher 

statutory tax rate).   

 

Order book. The current order book stands at RM938m as of 2Q19 (from RM1.09bn 

in 1Q19). We understand that its pipe manufacturing unit and engineering division 

have secured several smallish jobs during the quarter to offset the decline in pipe 

coating business. We also understand that Nord Stream 2 project takes up c.20%+ of 

its outstanding order book; management indicated that moving forward there will be 

some costs saving elements from man power as Nordstream 2 winds down. 

  

Tender book. Wah Seong’s tender book has reduced to c.RM5.4bn (from c.RM6.0bn) 

on the crystallization of some smaller contract in the quarter. Bulk of the tender book 

is from the O&G segment, which is coming from Australia, Europe, Africa and 

Malaysia. Management reiterated their stance on Australia’s prospect, underpinned by 

the total tender of RM2bn which includes projects such as Scarborough, Barossa and 

Julimar. In our view, while Wah Seong, has the competitive edge to compete with the 

other competitor Bredero Shaw, the new round of contract flows would only kick in by 

end-2019/early 2020. 

 

Forecast. Unchanged. 

 

Reiterate HOLD, TP: RM0.70. We maintain HOLD rating on the stock with 

unchanged TP of RM0.70 pegging to 8x FY19 PER. This is premised upon contained 

downside risk to the stock and risk reward being more favourable given that the 

market has priced in the completion of NS2 whilst awaiting the crystallization of its 

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

Balance Sheet Income Statement
FYE Dec FY17 FY18 FY19f FY20f FY21f FYE Dec FY17 FY18 FY19f FY20f FY21f

Cash 301.0         232.7         37.5           175.7         190.5         Revenue 2,492.1 2,961.1   2,010.9 1,682.4 1,744.7 

Receivables 843.1         560.7         607.1         507.9         526.7         EBITDA 305.7    251.7      212.0    196.4    191.7    

Inventories 290.2         324.7         300.8         241.8         252.8         EBIT 159.5    164.3      125.3    110.4    113.8    

PPE 965.1         831.6         824.9         818.8         740.9         Finance cost (41.9)     (38.9)       (36.6)     (31.7)     (26.8)     

Others 771.0         816.2         790.1         778.7         780.8         Associates & JV 5.0        (18.3)       2.0        4.0        4.0        

Assets 3,170.4      2,765.9      2,560.3      2,522.9      2,491.8      Profit before tax 122.6    107.1      90.6      82.6      90.9      

Tax (8.0)       (47.2)       (22.0)     (20.0)     (22.1)     

Payables 618.0         726.4         552.1         552.1         552.1         Net profit 114.6    59.9        68.6      62.6      68.9      

Debt 976.5         847.6         747.6         647.6         547.6         Minority interest (1.6)       4.9          (1.2)       (1.2)       (1.3)       

Others 585.5         155.1         155.1         155.1         155.1         Core PATMI 88.0      76.8        67.4      61.4      67.6      

Liabilities 2,180.0      1,729.1      1,454.8      1,354.8      1,254.8      Exceptionals (25.0)     12.0        -        -        -        

Reported PATMI 113.0    64.8        67.4      61.4      67.6      

Shareholder's equity 894.2         955.7         1,023.2      1,084.5      1,152.2      

Minority interest 96.2           81.1           82.3           83.5           84.8           Consensus core PATMI 67.9      69.4      77.4      

Equity 990.4         1,036.8      1,105.5      1,168.1      1,236.9      HLIB/ Consensus 99% 88% 87%

Cash Flow Statement Valuation & Ratios
FYE Dec FY17 FY18 FY19f FY20f FY21f FYE Dec FY17 FY18 FY19f FY20f FY21f

Profit before taxation 122.6         107.1         90.6           82.6           90.9           Core EPS (sen) 11.4      9.9          8.7        7.9        8.8        

D&A 146.2         189.4         86.7           86.1           77.9           P/E (x) 5.4        6.1          7.0        7.7        7.0        

Working capital 102.1         (97.7)         (170.6)       169.6         (32.0)         EV/EBITDA (x) 3.8        4.3          5.6        4.8        4.3        

Taxation (8.0)           (47.2)         (22.0)         (20.0)         (22.1)         DPS (sen) -        -          -        -        -        

Others (25.4)         45.27         0.0             -            -            Dividend yield -        -          -        -        -        

CFO 337.5         196.9         (15.3)         318.3         114.8         BVPS (RM) 1.2        1.2          1.3        1.4        1.5        

P/B (x) 0.5        0.5          0.5        0.4        0.4        

Capex (478.0)       (98.2)         (80.0)         (80.0)         -            

Others 42.3           253.8         -            -            -            EBITDA margin 12.3      8.5          10.5      11.7      11.0      

CFI (435.7)       155.6         (80.0)         (80.0)         -            EBIT margin 6.4        5.5          6.2        6.6        6.5        

PBT margin 4.9        3.6          4.5        4.9        5.2        

Changes in debt (167.6)       (135.5)       (100.0)       (100.0)       (100.0)       Net margin 3.5        2.6          3.4        3.6        3.9        

Shares issued -            -            -            -            -            

Dividends -            -            -            -            -            ROE 9.8        8.0          6.6        5.7        5.9        

Others 266.3         (226.6)       -            -            -            ROA 2.8        2.8          2.6        2.4        2.7        

CFF 98.7           (362.1)       (100.0)       (100.0)       (100.0)       Net gearing 75.5      64.3        69.4      43.5      31.0      

Net cash flow 0.5             (9.6)           (195.3)       138.3         14.8           Assumptions
Forex (1.8)           (2.3)           -            -            -            FYE Dec FY17 FY18 FY19f FY20f FY21f

Others (73.9)         (17.5)         -            -            -            Growth (%)

Beginning cash 228.4         227.1         232.7         37.5           175.7         Sales Growth 95.2      18.8        (32.1)     (16.3)     3.7        

Ending cash 227.1         215.3         37.5           175.7         190.5         EBITDA Growth (531.6)   (17.7)       (15.8)     (7.3)       (2.4)       

EBIT Growth (201.0)   3.0          (23.8)     (11.9)     3.1        

PBT Growth (156.2)   (12.7)       (15.4)     (8.8)       10.1      

Core PATMI Growth (332.7)   (12.7)       (12.2)     (9.0)       10.2      
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Figure #1 Quarterly results comparison 

FYE Dec (RM m)  2QFY18 1QFY19 2QFY19 QoQ (%) YoY (%) 6MFY18 6MFY19 YoY (%) 

Revenue  760.0 683.8 757.4 11%  0%  1552.8 1441.2 -7%  

  O&G 536.3 440.3 516.4 17%  -4%  1075.1 956.8 -11%  

  Renewable 74.5 84.7 90.5 7%  22%  144.1 175.3 22%  

  Industrial Trading 109.3 117.0 96.3 -18%  -12%  259.4 213.3 -18%  

  Others  39.9 41.7 54.1 30%  36%  74.2 95.8 29%  

COGS -674.6 -600.2 -674.3 12%  0%  -1383.3 -1274.5 -8%  

Gross profit 85.4 83.5 83.1 0%  -3%  169.5 166.7 -2%  

Other income -0.5 11.4 1.9 NM NM 27.1 13.3 -51%  

Selling and distribution costs -7.6 -7.2 -7.1 -2%  -7%  -14.2 -14.3 1%  

Admin expenses  -31.3 -48.8 -39.2 -20%  25%  -93.1 -88.1 -5%  

Other gains/losses -1.3 -0.1 0.1 NM NM -1.3 -0.1 -96%  

EBIT 44.6 38.7 38.8 0%  -13%  88.1 77.5 -12%  

  O&G 38.3 24.5 23.7 -3%  -38%  69.4 48.2 -31%  

  Renewable 7.7 7.4 7.4 0%  -3%  11.5 14.9 30%  

  Industrial Trading 3.0 0.4 -0.3 NM NM 9.2 0.1 -99%  

  Others  -6.3 0.6 0.3 NM NM -4.8 0.9 -118%  74% 

Finance costs -9.5 -12.4 -15.8 27%  66%  -19.3 -28.2 47%  33% 

JVs & Associates -6.3 0.0 3.5 NM NM -4.1 3.5 -186%  -1292% 

PBT 28.8 26.3 26.5 1%  -8%  64.7 52.8 -18%  -136% 

Tax -6.3 -10.3 -9.4 -10%  49%  -18.2 -19.7 8%  

PAT 22.5 15.9 17.2 8%  -24%  46.5 33.1 -29%  

MI -1.5 4.3 2.1 NM NM 3.8 6.3 66%  

Reported PATMI 21.0 20.2 19.2 -5%  -9%  50.3 39.4 -22%  

Exceptional items -4.9 1.1 4.9 NM NM 3.2 6.0 90%  

Core Profit 25.9 19.1 14.4 -25%  -45%  47.1 33.4 -29%  

Core EPS 3.4 2.5 1.9 -25%  -45%  6.1 4.3 -29%  

         

Profit Margin (% )         

EBIT 5.9%  5.7%  5.1%    5.7%  5.4%   

PBT  3.8%  3.8%  3.5%    4.2%  3.7%   

PAT  3.0%  2.3%  2.3%    3.0%  2.3%   

Core PATMI  3.4%  2.8%  1.9%    3.0%  2.3%   

         

         

Bursa, HLIB Research          
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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 indiv idual circumstances or otherwise represents 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 prov ide advisory, investment or other serv ices for or do business with any companies or entities mentioned in this report. In 
rev iewing 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, are 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 prov ide 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 prov ided 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 03 September 2019, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report:  
(a) -.  
 
2. As of 03 September 2019, 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 guide  

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

HOLD Expected absolute return of -10%  to +10%  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 rev iew which may or may not result in a change from the prev ious rating.  

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

  

Sector rating guide   

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.   

  

The stock rating guide as stipulated above serves as a guiding principle to stock ratings. However, apart from the abovementioned quantitative definitions, other qualitative 
measures and situational aspects will also be considered when arriv ing at the final stock rating. Stock rating may also be affected by  the market capitalisation of the indiv idual 
stock under rev iew.  

 

 

 

 

 


