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BUY S$0.335 STI : 3,336.01



A strong contender for Myanmar airport projects



(Upgrade from HOLD) Price Target : 12-Month S$ 0.41 Reason for Report : Evaluation of Myanmar projects Potential Catalyst: Yangon Int’l Airport project win DBSV vs Consensus: Below consensues in FY14F on slower project recognition Analyst Alfie YEO +65 6398 7957 [email protected]
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Forecasts and Valuation FY Dec (S$ m)



Revenue EBITDA Pre-tax Profit Net Profit Net Pft (Pre Ex.) EPS (S cts) EPS Pre Ex. (S cts) EPS Gth (%) EPS Gth Pre Ex (%) Diluted EPS (S cts) Net DPS (S cts) BV Per Share (S cts) PE (X) PE Pre Ex. (X) P/Cash Flow (X) EV/EBITDA (X) Net Div Yield (%) P/Book Value (X) Net Debt/Equity (X) ROAE (%) Earnings Rev (%): Consensus EPS (S cts): Other Broker Recs:



2012A



2013F



2014F



2015F



302 77 49 44 44 3.4 3.4 (32) (32) 3.4 1.0 25.6 9.7 9.7 6.6 6.9 3.0 1.3 0.3 14.2



341 92 62 56 56 4.4 4.4 28 28 4.4 0.9 29.1 7.6 7.6 4.1 5.4 2.6 1.2 0.2 16.1



299 80 53 48 48 3.8 3.8 (14) (14) 3.7 0.8 32.2 8.8 8.8 5.1 6.1 2.3 1.0 0.2 12.4



338 93 62 56 56 4.4 4.4 17 17 4.4 0.9 35.7 7.6 7.6 8.5 5.4 2.6 0.9 0.2 13.1



B: 5



(0.7) 4.4 S: 0



N/A 4.6 H: 2



ICB Industry : Industrials ICB Sector: Construction & Materials Principal Business: Yongnam provides structural steelworks for construction and also operates specialised civil engineering businesses



Source of all data: Company, DBS Vickers, Bloomberg Finance L.P



www.dbsvickers.com ed: OY / sa: TAT



We believe Yongnam’s consortium is a strong contender for Myanmar’s airport projects







Yangon’s airport project win could add S$0.12 upside to the stock price







Current valuations are not reflecting that Yongnam is a strong contender for the projects



 Upgrade to BUY with higher TP of S$0.41 Strong contender for Myanmar airport projects. Yongnam is partnering JGC Corporation and Changi Airport Planners and Engineers to bid for two airport projects in Myanmar. We think Yongnam’s consortium stands a good chance of securing the projects given its Singapore and Japan representation. JGC corporation is Japan-based while Yongnam and Changi Airport Group are Singapore-based, all of which are viewed favourably by the Myanmar Government.



Price Relative 0.4







Yangon airport project win likely to boost valuations by 12 S cts. We believe a win on Yangon airport project could boost share price by 12 S cts. We estimated that the construction of the Yangon Airport project could add S$10.4m or 6 S cts per share to FY14F earnings. Thereafter, the rights to operate the airport for the next 30 years would add another 6 S cts to the stock based on discounted cashflow projection. Upgrade to BUY with higher TP of S$0.41. We believe Yongnam’s current valuations are only in line with peers, and not reflecting Yongnam as a strong contender for project wins in Myanmar. We are convinced Yongnam stands a good winning chance and thus believe +1SD valuation is achievable. At +1SD of 10x blended PE, we revised Yongnam’s TP to S$0.41. Upgrade to BUY for 22% upside. At A Glance Issued Capital (m shrs) Mkt. Cap (S$m/US$m) Major Shareholders Delta Lloyd Asset (%) Soon Yong Seow (%) Yongnam Private Ltd (%) Free Float (%) Avg. Daily Vol.(‘000)



1,265 424 / 335 11.2 5.5 5.1 78.2 14,105
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In bid for two Myanmar airport projects In partnership with JGC Corporation and Changi Airport Group to bid for two airport projects. Yongnam is working in partnership with JGC Corporation and Changi Airport Planners and Engineers in a bid for two airport projects in Myanmar. The consortium has submitted a proposal to the Myanmar Department of Civil Aviation on for the right to design, construct, operate and maintain Yangon International Airport and its facilities for a 30-year concession period. Following the submission of the Yangon International Airport proposal, the consortium is now in the running for two Airport projects in Myanmar - the smaller sized Yangon International Airport project and the larger sized Hanthawaddy International Airport project. Yongnam has also submitted a tender for Hanthawaddy International Airport in Myanmar. The project involves the construction of an international passenger terminal building with an annual capacity for 10-12m passengers, airfield facilities construction works on the runway, apron and taxiways. Increase in passenger traffic led to the development of the two airports. The Yangon International Airport has seen a large increase in passenger numbers in recent years and that has led to the government considering reviving the construction of Hantharwaddy Airport, while expanding Yangon International Airport. Construction of Hanthawaddy Airport originally began in 1994 but stopped in 2003 and has been on hold since. Yangon International Airport to expand passenger capacity to 5.5m. Myanmar’s Ministry of Transport intends to develop Yangon International Airport as a “business centre” in Yangon Region with private sector participation and has invited tenders for Yangon International Airport expansion



project. The project entails the right to design, construct, operate and maintain the airport and its facilities on the basis of a public-private partnership agreement for a concession period of 30-years. Expansion work includes the construction of a domestic passenger terminal building with an annual capacity of 4.5m passengers, airfield facilities construction work on the apron and taxiways, installation of an advance baggage handling system (complete with in-line security screening) and provision of other ancillary airport support systems such as underground fuel hydrant installation, sewage treatment plant, car park facilities, utility tunnel and emergency power station. The total capacity including international passengers would reach 5.5m. According to the Department of Civil Aviation, it is targetting completion by 2015. The airport handled approximately 3m passengers in 2012. New Hanthawaddy International Airport planned to handle 10-12m passengers. The tender for Hanthawaddy International Airport will involve the construction, management, operation, and maintenance of a new airport to be located near Bago Town, 77km North East of Yangon. The planned allocated area for the Airport is 9,000 acres (3,642 hectares), representing nine times the area of Yangon International Airport. According to media sources, construction is expected to commence June 2014 and it’s scheduled for completion by end 2016. The airport will be dedicated to International flights with a handling capacity of 12m passengers per year. It will be the country's fourth international airport, after Yangon, Mandalay and the capital of Nay Pyi Taw. There are 29 other regional airports in Myanmar.



Key project statistics and construction details Yangon Int’l Airport



Hanthawaddy Int’l Airport



Location



Yangon



Bago region



Purpose



Domestic



International



Project type



Brownfield BOT



Greenfield BOT



Concession period



30 years



30 years



Tender closing date



April 2013



End May 2013



Tender results date



July



4Q13



Land size



n/a



9,000 acres



Current capacity



c.2.5-3m passengers



n/a



Targeted handling capacity



to 5.5m passenger



10-12m passengers



Scheduled operational date



By 2015



By end 2016



Pre-qualified bidders



11



7



Source: DBS Vickers estimate
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Yongnam’s consortium is a strong bidding contender Our view – Strong contender to win the projects based on credentials. Judging by the pre-qualified applicants list, we believe that Yongnam's consortium stands a good chance of securing the projects. Yongnam is partnered with Changi Airport Planners and Engineers who know how to operate a world class airport, as well as JGC Corporation, a leading global engineering contractor. Yongnam itself has experience in various airport projects in Asia. We think Yongnam’s consortium stands a good chance of securing the projects. Our belief that Yongnam’s consortium is a strong contender to win the projects stems from the quality of its members. JGC Corporation is from Japan, which has provided Myanmar with economic aid since the 1950s. The Myanmar government is trying to model its development after Singapore. So, Yongnam, as a Singaporebased construction player and Changi Airport Group, as a world class airport operator, helps to position the conglomerate favourably. Japanese corporations likely preferred due to strong economic aid from Japan. JGC Corporation is a Japanese company and Myanmar has been a key beneficiary of Japanese economic aid since the 1950s. From the mid1970s, Japan’s ODA increased significantly. Between 1978 and 1988, Japan provided economic assistance to Myanmar amounting to US$3.7b, equivalent to 15% of Myanmar’s exports at the time. According to data from Japan’s Ministry of Foreign Affairs, Japan continues to be one of the key Official Development Assistance (ODA) contributors to Myanmar, having disbursed close to US$200m between 2006 and 2010.



DAC Countries' and International Organisations' ODA Disbursements to Myanmar from 2006-2010 Japan 18%



Others 49%



UK 19%



USA 14%



Source: Ministry of Foreign Affairs of Japan, DBS Vickers



Singapore firms could be preferred as Myanmar seeks to model its development after Singapore. Myanmar is modelling its urban redevelopment after Singapore’s success and a Singapore partnership should find favour with the Myanmar government. Changi Airport Group operates a world class airport while Yongnam’s past track record in both Singapore infrastructure projects and airport projects including Singapore Changi Airport, Suvarnabhumi International Airport (Bangkok), Brunei International Airport, Kuala Lumpur International Airport, New Delhi International Airport and Mumbai International Airport. The Myanmar Government should favour Changi Airport and Yongnam as Singapore companies were heavily involved in past Yangon International Airport expansion projects. Inter Roller and CNA Group were involved in the 2005 installation of baggage handling and other airport systems, while CPG airport consultants helped to extend its runway from 8,100 feet to 11,200 feet earlier in 2003. Other potential bidders have a less defined team. A list of potential applicants have been prequalified by the Department of Civil Aviation, Ministry of Transport based on financial strength, experience record, qualified personnel and equipment resources. These include pure Japanese or South Korean teams, or a mix of various partners from across the world. Our analysis of the teams’ line-ups finds that Yongnam’s conglomerate, with Japan and Singapore ties and airport experience, would place it in a strong position to secure the airport contracts.
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Pre-qualified list for Hanthawaddy International Airport Country representation Yongnam CAPE JGC Consortium



Yongnam Holdings Limited (Singapore), JGC Corporation (Japan), Changi Airport Planners and Engineers Pte.Ltd. (Singapore)



Taisei Corporation



Taisei Corporation (Japan)



Gamuda Crec Joint Venture



Gamuda Berhad (Malaysia), China Railway Group Limited (China)



Bouygues Batiment – First-Pacific-Yoma-FMI



Bouygues Batiment (France), First Pacific Company (Hong Kong), First Myanmar Investment (Myanmar), Yoma Strategic Holdings (Singapore)



ITNL International Pte Ltd



INTL International Pte Limited (Singapore), IL&FS Transportation Networks Limited (India), Flughafen Munchen GmbH (Germany)



Vinci Airport



Vinci (France), Muhibbah Engineering (Malaysia)



Incheon Airport Consortium



Incheon Airport Consortium (Korea), Kumho Kumho Industrial Co, Ltd (Korea), Halla Engineering and Construction Corporation (Korea), Hyundai Engineering Construction (Korea), Daewoo International Corporation (Korea)



Source: DBS Vickers, Myanmar Department of Civil Aviation
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Pre-qualified list for Yangon International Airport Country representation Invest import AD



Invested Import (Serbia), Airport Nikola Tesla Belgrade JSC (Serbia), Ooo Pl (Russia), Planum Limited (Cyprua), Ener goprojekt – Industrija AD (Serbia), Deneza M Engineering Ltd (Serbia), Shwe Tanung Development (Myanmar)



Toyota Sushisho Corporation



Toyota Tsusho Corporation (Japan), Central Japan International Airport Co Ltd (Japan), Aung Thaung Co Ltd (Myanmar)



Vinci Airport ITNL International Pte Ltd



Vinci (France), Muhibbah Engineering (Malaysia), Shwe Taung Development (Myanmar) INTL International Pte Limited (Singapore), IL&FS Transportation Networks Limited (India), Dublin Airport Authority (Ireland), Htoo Construction Development Group Co Ltd (Myanmar), Larsen & Toubro Limited (India)



ACO Investment Group Co. Ltd



ACO Investment Group LLC (USA), Myint Mo Oo General Services Co. Ltd (Myanmar), Mckinsey & Company Inc. (Hong Kong), The MITRE Corporation (USA), Unison Consulting, Inc (USA), Fentress Architects (USA), Burns & McDonnell Engineering Co., Ltd. (USA)



Incheon Airport Consortium



Incheon International Airport Corporation (Korea), Kumho Industrial Co, Ltd (Korea), Halla Engineering and Construction Corporation (Korea), AI Construction Co.,Ltd. (Myanmar)



Oklar Thirl



Okkar Thiri Co.,Ltd. (Myanmar), Flughafen Munchen Gmbh (Munich Airport) & MUC (Germany), Essar Projects (India) Ltd. (India), Shihlin Electric & Engineering Corporation (Taiwan)



Pioneer Aerodome Services



Pioneer Aerodrome Services Co., Ltd. (Myanmar), China Harbour Engineering Co., Ltd.(China), CPG Consultant Pte Ltd.(Singapore), Malaysia Airport consultancy Services Sdn. Bhd (Malaysia)



Sojitz Corporation



Sojitz Corporation (Japan), Maeda Corporation (Japan), Japan Airport Terminal Co., Ltd. (Japan), New Kansai International Airport Co., Ltd. (Japan), Five Oceans Company Ltd. (Myanmar)



Bouygues Batiment – First-Pacific-Yoma-FMI



Bouygues Batiment (France), First Pacific Company (Hong Kong), First Myanmar Investment (Myanmar), Yoma Strategic Holdings (Singapore)



Yongnam CAPE JGC Consortium



Yongnam Holdings Limited (Singapore), JGC Corporation (Japan), Changi Airport Planners and Engineers Pte.Ltd. (Singapore), Pac Link Trading Ltd (Myanmar)



Source: DBS Vickers, Myanmar Department of Civil Aviation
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All eyes on Yangon International Airport as tender results expected to be out in July



Yangon airport project could net additional S$10.4m to earnings in FY14F



Focus on Yangon International Airport for more immediate impact to the stock price. The tender for Yangon International Airport closed with Yongnam making its submission on 25 April, 2013. We believe tender results will be out in July, which gives rise to a more immediate impact to Yongnam’s stock price.



We value steel works at Yangon International Airport to be in the region of S$40m. With reference to past projects, we estimate that the value of steelworks at Yangon International Airport to be in the region of S$40m. Changi Airport’s T1 expansion in 1998 to 1999 was valued at S$13m, while constructing the Hangar structure at Brunei Airport cost S$34m. As part of the works at Yangon International Airport entails construction of a new domestic passenger terminal building with a 4.5m passenger capacity, the value of the steel works should easily eclipse Changi Airport T1’s expansion value of S$13m. We believe the value of the work should be similar to Brunei Hangar’s S$34m, based on the size of the passenger terminal building structure. With the sophisticated technology and inflation, we reckon the value to steel works for Yangon International Airport could be about S$40m



Hathawaddy International Airport – much larger project value, but timeline is further out. Focus on Hathawaddy International Airport would be less immediate as events for this project is developing under a longer timeline. Yongnam’s consortium has submitted a tender for Hathawaddy International Airport earlier this week, with the results of the tender due to be announced at a later date.



.



Airport projects Value



Year



Airport development



Work



Tendering for Myanmar Airports Yangon International Airport



n/a



13-14



From >2.7m to 5.5m passengers



Similar to past airport works



Hanthawaddy International Airport



n/a



14-16



Greenfield for 10-12m passengers



Similar to past airport works



Mumbai International Airport T2



S$75.5m



10-11



From 26m to 40m passengers



Roof structure and composite steel columns



Delhi International Airport T3



S$70m



08-09



From 20m to 35m passengers



Roof structure steelworks Steel roof trusses



Past airport works



Bangkok Suvarnabhumi Airport



c.S$37m



02-04



Greenfield, for 45m passengers



KLIA Satellite Terminal



RM35.8m



95-97



Greenfield, for25m passengers



Structural steel design, fabrication, erection



Changi Airport T1



S$13m



99-99



Modification



Supply of designs and steelworks



Brunei International Airport



S$34.1m



95-96



Hangar II



Hangar superstructure, space frame roof



Source: Company prospectus, company website, company announcements, DBS Vickers estimates



Construction likely to add S$10.4m to earnings



Key assumptions



Assumed project value



US$100m



Assumed project value



US$100m



Assumed net margins



12%



Assumed stake in consortium



30%



Construction net profit



US$12m



Assumed financing



70%



Assumed equal share 30%



US$4m



Assumed loan period



5 years



SGD equivalent



S$5.2m



(1)



Value of steelworks



S$40m



Assumed net margins



13%



Steelworks net profit



S$5.2m



(2)



YIA construction profit



S$10.4m



(1)+(2)



Source: DBS Vickers estimates
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Yangon airport operations could add S$7.2m annually to Yongnam’s pre-tax earnings when it turns operational Yangon airport operations will add an average of S$7.2m in associate income from FY15F. We estimate that the Yangon airport will add an average of S$7.2m to Yongnam’s pre-tax earnings once the airport turns operational. Based on the Myanmar’s Civil Aviation Authority’s timeline to start operations in by 2015, Yongnam should see an average of S$7.2m in additional associate income post FY15. Assumes Hanthawaddy International Airport commences operations in 2019. We have assumed a revenue and earnings drop in 2019 to account for the opening and transfer of international flights to Hanthawaddy International Airport. As Hanthawaddy is a greenfield project, we are also factor in a longer construction time frame since Myanmar’s rainy season occurs from May to October each year



DBSV’s Yangon airport income estimates Year



Revenue



Earnings



Assumed 30% share



US$m



US$m



S$m



2015



62



18



6.9



2016



68



20



7.7



2017



85



26



9.6



2018



99



30



11.3



2019



40



12



4.3



2020



44



14



5.2



2021



49



15



5.7



2022



53



17



6.3



2023



59



19



7.0



2024



65



20



7.7



Average



7.2



Source: DBS Vickers estimates



Key assumptions Assumption parameters



Matrices



Basis



Concession fee + property rental



8% of revenue



Assume 8%, lower than MAHB and includes property rental component



Air traffic growth



5%



Low base, higher traffic on rapid Myanmar development



Passenger service charge growth



10%



Low base, higher traffic on rapid Myanmar development



Aircraft movement fee growth



5%



Slightly faster than AOT



Interest cost



2%



Assumption, five year project financing 70% debt to equity bullet repayment



Opex



50% of sales



Less efficient than AOT’s 20%



Corporate tax rate



25%



Special government projects tax rate, no tax holiday assumed



Source: DBS Vickers estimates
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We assess Hanthawaddy International Airport to be above US$800m >US$800m based on past and recent airport projects. Analysing past and recent airport projects in Asia, we think Hanthawaddy International Airport could be worth around US$800m in construction value. A new 12m passenger capacity Muscat International Airport costs US$1.3b and we believe a 10-12m capacity airport should not exceed this value. Based on an average construction cost per passenger capacity of US$80m per passenger between Muscat International Airport and Mandalay International Airport, a 10-12m passenger capacity airport should cost north of US$800m.



>US$800m construction value for Hanthawaddy International Airport is in line with peers Passenger capacity 60 50



New Doha



40



BKK HK



30 KLIA



20



Muscat



10



Mandalay



0 0



2.5



5



7.5



US$800m



Source: DBS Vickers estimates



10-12m capacity airport should be worth 


Passenger



Value



Capacity



Opened



New Doha



US$15.5b



50m



2013



Muscat International



US$1.3b



12m



2014



New Airports



Existing Airports Hong Kong International



US$20b



35m



1998



KLIA



US$3.5b



25m



1998



Bangkok Suvarnabhumi



US$3.9b



40m



2005



Mandalay



US$150m



3m



2000



Source: Media reports, Airport websites, DBS Vickers estimates



Timeline too far out to be making assumptions and assessment. While Yongnam announced its consortium’s tender submission for Hanthawaddy International Airport project earlier this week, completion and operational timeline by 2016 remains too far out for us to be making assumptions and assessment on the share price impact. Furthermore, we hold the view that as Hanthawaddy is a greenfield project, the construction period might be lengthened due to Myanmar’s rainy season from May to October. For now we believe our valuation of the project is >US$800m.
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Outlook will be robust even despite the slight slowdown in FY14F Construction outlook remains strong. Singapore’s infrastructure outlook remains buoyant. Singapore’s population target of 6.9m by 2030 means that infrastructure spending will need to keep pace with continued population growth. The project pipeline will remain strong as housing, road, public transport and utilities infrastructure continue to develop to support 6.9m people eventually. The immediate pipeline for public transport infrastructure will be the tender and construction of the Thomson MRT Line from 2H13. Going by Yongnam’s track record for MRT projects, we believe Yongnam will be a key beneficiary of the MRT projects’ development.



FY14F earnings to be weaker because of timing of projects… Project wins for FY13F have been slow thus far. Coupled with a lower order book of S$324m as of 1Q13 vs S$400.6m at 4Q12, revenue recognition into FY14F is expected to be slower. This leads to a slowdown in FY14F earnings and EPS estimate. Some major projects such as the Marina Coastal Expressway and the Sports Hub are nearing the end of their construction phase, causing a drop in the order book. We note that there were no new project wins for the whole of 1Q13. The market was also slow in awarding contracts in 1H13 as well. We expect revenues to slowly ramp up in FY14F as more tenders will be awarded from 2H13 particularly for the Thomson Line. …but expect robust order wins and pick up in earnings from FY15F. We expect order wins in FY14F to remain robust as infrastructure projects such as MRT packages continually gets awarded in the market. This will flow through to impact FY15F earnings growth of 16.9%.



Yongnam will be a key beneficiary of MRT projects given its past track record



Source: Company presentation, DBS Vickers
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At +1SD valuation within reach. With valuations currently trading at around +0.5 SD of is mean valuation, we find the next level of +1 SD to be reasonably achievable. 1) Even though Yongnam is a strong frontrunner to win the airport projects in Myanmar, current valuations at +0.5 SD valuation



(x)



20 15



+2 SD



10



+1 SD Avg



5



- 1 SD Jan-13



Jan-12



Jan-11



Jan-10



0 Jan-09



Current valuations are only in line with peers – market has not yet placed a premium on Yongnam as a strong contender to win projects in Myanmar. According to current SGX listed construction peers, contractors trade at an average valuation of 7.5x forward PE, in line with Yongnam’s valuation of c.7.6x forward PE. This leads us to conclude that the market has yet to reflect Yongnam as a strong contender to win the Myanmar Airport projects. Since we find Yongnam and its consortium to be a strong contender for the Myanmar projects, we believe Yongnam should be trading at a premium to the market.



25



Jan-08



Upgrade to BUY in anticipation of a project win



Still cheap – Yongnam now trades at +0.5 SD, in line with the market



Jan-07



Expected Yangon airport project win to boost valuations by 12 Scents. We assessed that two components of the Yangon International Airport project – namely the construction component and the operational component could add 12 Scents to the stock price. We value Yangon airport construction project and its continued operation at S$145m equivalent to 12 Scents per share. Based on an assumed project value of US$40m and net margins of 13%, we estimate that Yongnam is capable of adding S$10.4m to its bottom line in FY14F or 6 Scents per share at a valuation of 7x P/E. Our other component assumes that the consortium operates the airport for the next 30 years which on a discounted cashflow basis adds another 6 Scents to the stock.



is not reflecting the Myanmar potential; 2) +1 SD valuation would represent a target PE of 10x, which was achievable back in 2007 and 2008; 3) our target premium is only half a standard deviation away from current valuations, which we feel is not excessive; 4) furthermore, our forecast is below consensus (FY14F). All these factors suggests our valuation on the stock is conservative against general consensus.



Jan-06



Yangon’s airport project could add a S$0.12 upside to the stock price



Source: DBS Vickers



Raise TP to S$0.41 based on +1 SD valuation of its mean. We roll forward our valuation of Yongnam to a blended FY13F/FY14F earnings and raise PE target to +1 SD of its mean at 10x PE. Our 10x blended PE now values Yongnam at S$0.41, reflecting our expectation that Yongnam stands a good chance to win Myanmar projects. Apart from raising valuation peg, we have not factored into our forecast steel works for Yangon Airport in any of our forecast period from FY13F to FY15F. Upgrade to BUY for 22% upside as we are convinced that Yongnam’s consortium is a strong contender for the airport projects and in anticipation of a potential project win.



Winning Yangon International project could add S$0.12 to Yongnam’s share price S$m



Net Profit



Basis



Value



Value per share



Underlying construction business (blended FY13F/FY14F earnings)



51.8



10x PE



S$517.6m



S$0.41



Potential Yangon Airport steel works



10.4



7x PE



S$72.8m



S$0.06



DCF



S$71.9m



S$0.06



Potential recurring income from continuing Yangon Airport operations Total value (S$ m)



S$662.3m



Number of shares (m)



1,263



Value per share (S$)



S$0.53



Source: DBS Vickers
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Key Risks Failure to win or secure projects going forward would undermine our TP. We have factored in the potential Yangon Airport project win because we find Yongnam to be a strong candidate based on its consortium’s credentials. The key risk to our TP is Yongnam’s failure to match our expectation in its project wins, as well as its failure to win the Yangon Airport project. SGX listed construction peers currently trade at 7.5x forward earnings L ast M ark et pric e Cap S$m 0.335 424



PE Curr Y r (x ) 7.6



PE Nx t Y r (x ) 8.8



RO E (%) 16.1



Div idend y ield (%) 2.6



500 387 281 203 193 243 136 142 132 130 130 96 101 112 88 50 37



n/a 12.5 7.1 8.0 4.2 4.8 11.9 n/a n/a n/a 6.1 n/a n/a 5.4 4.1 10.7 n/a



n/a 4.7 4.4 7.2 3.6 3.4 10.5 n/a n/a n/a 10.3 n/a n/a 10.7 3.9 16.0 n/a



n/a 13.0 15.2 11.1 20.2 19.9 11.1 n/a n/a n/a 12.9 n/a n/a 36.7 16.8 4.1 n/a



n/a 4.7 1.9 3.8 n/a 3.1 5.7 n/a n/a n/a 5.7 n/a n/a 9.4 3.2 4.7 n/a



Cont rac t ors' av erage



7.5



7.5



16.1



4.7



932 551 115 170



n/a 12.2 11.4 8.7



9.7 11.1 9.6 7.3



n/a 13.7 10.6 8.4



2.7 4.1 1.6 n/a



Equipment & Resourc es av erage



10.7



9.4



10.9



2.8



Blended av erage



8.2



8.0



14.9



4.2



Company YONGNAM HOLDINGS LTD Cont rac t ors CHIP ENG SENG CORP LTD WEE HUR HOLDINGS LTD LIAN BENG GROUP LTD TIONG SENG HOLDINGS LTD UE E&C LTD KSH HOLDINGS LTD OKP HOLDINGS LTD KOH BROTHERS GROUP LTD CSC HOLDINGS LTD HOCK LIAN SENG HOLDINGS LTD LUM CHANG HOLDINGS LTD LEY CHOON GROUP HOLDINGS LTD SWEE HONG LTD KING WAN CORP LTD BBR HOLDINGS (S) LTD HOR KEW CORP LTD KORI HOLDINGS LTD



0.77 0.43 0.53 0.27 0.72 0.58 0.44 0.31 0.11 0.26 0.35 0.20 0.28 0.32 0.29 0.06 0.38



Equipment & Resourc es TAT HONG HOLDINGS LTD PAN-UNITED CORP LTD SIN HENG HEAV Y MACHINERY LTD TIONG WOON CORP HLDG LTD



1.48 0.99 0.25 0.37



Source: Bloomberg Finance L.P, DBS Vickers
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Key Assumptions FY Dec



Orderbook - Start New Orders Orderbook - End



2011A



2012A



2013F



2014F



2015F



450.0 345.2 462.5



462.5 239.7 400.6



400.6 354.5 413.9



413.9 330.0 444.4



444.4 330.0 436.7



2011A



2012A



2013F



2014F



2015F



165 168 0



132 170 0



188 153 0



144 155 0



146 192 0



Lower order book will start to impact slower FY14F revenue recognition



Segmental Breakdown FY Dec



Revenues (S$ m) Structural Steelworks Specialist Civil Others



Expect order win Improvement for FY13F/FY14F to be driven by MRT projects. Stronger revenue recognition from FY12 project wins.



Total Gross profit (S$ m) Structural Steelworks Specialist Civil Others



333



302



341



299



338



45 59 0



27 49 0



41 51 0



30 50 0



31 61 0



Total Gross profit Margins Structural Steelworks Specialist Civil Others



104



76



92



80



92



27.2 35.0 0.0



20.2 29.0 0.0



22.0 33.0 N/A



21.0 32.0 N/A



21.0 32.0 N/A



Total



31.1



25.2



26.9



26.7



27.2



FY Dec



2011A



2012A



2013F



2014F



2015F



25.0%



Revenue Cost of Goods Sold Gross Profit Other Opng (Exp)/Inc Operating Profit Other Non Opg (Exp)/Inc Associates & JV Inc Net Interest (Exp)/Inc Exceptional Gain/(Loss) Pre-tax Profit Tax Minority Interest Preference Dividend Net Profit Net Profit before Except. EBITDA Growth Revenue Gth (%) EBITDA Gth (%) Opg Profit Gth (%) Net Profit Gth (%) Margins & Ratio Gross Margins (%) Opg Profit Margin (%) Net Profit Margin (%) ROAE (%) ROA (%) ROCE (%) Div Payout Ratio (%) Net Interest Cover (x)



333 (229) 104 (27) 77 0 2 (3) 0 75 (12) 0 0 63 63 101



302 (226) 76 (24) 52 0 0 (3) 0 49 (5) 0 0 44 44 77



341 (249) 92 (27) 65 1 0 (4) 0 62 (6) 0 0 56 56 92



299 (219) 80 (24) 56 1 0 (4) 0 53 (5) 0 0 48 48 80



338 (246) 92 (27) 65 1 0 (4) 0 62 (6) 0 0 56 56 93



23.0%



(0.7) 11.4 4.0 16.5



(9.4) (23.8) (32.4) (31.3)



13.1 19.3 24.8 28.0



(12.2) (12.9) (13.3) (14.0)



12.8 16.6 16.0 16.9



31.1 23.0 19.0 24.0 12.0 15.5 19.8 23.4



25.2 17.2 14.4 14.2 7.8 10.1 29.0 17.9



26.9 18.9 16.3 16.1 9.3 11.8 20.0 18.1



26.7 18.7 16.0 12.4 7.5 9.4 20.0 15.6



27.2 19.2 16.6 13.1 8.2 10.2 20.0 18.1
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Factor margin improvement on better tender pricing.



Margins Trend



Income Statement (S$ m)



Source: Company, DBS Vickers



Slower revenue recognition due to timing of project wins.



21.0% 19.0% 17.0% 15.0% 13.0% 2011A



2012A



Operating Margin %



2013F



2014F



2015F



Net Income Margin %



Anticipate better tender pricing.



Assume dividend payout ratio of 20%.



Company Focus Yongnam Holdings Ltd Quarterly / Interim Income Statement (S$ m)



Growth Revenue Gth (%) EBITDA Gth (%) Opg Profit Gth (%) Net Profit Gth (%) Margins Gross Margins (%) Opg Profit Margins (%) Net Profit Margins (%)



82 (63) 19 (6) 13 0 0 (1) 0 13 (1) 0 12 12 20



(24.3) (28.7) (34.0) (30.7)



16.0 5.8 7.0 5.6



(8.1) (10.0) (14.5) (14.6)



17.9 (4.1) (4.4) (6.1)



(3.1) 15.0 10.5 19.0



29.3 20.0 17.0



26.3 18.4 15.5



25.4 17.1 14.4



20.5 13.9 11.4



23.3 15.8 14.1



2011A



2012A



2013F



2014F



2015F



Balance Sheet (S$ m) FY Dec



15% 10%



70



5%



60



0%



50



-5%



40



-10%



30



-15%



20



-20%



10



-25%



0



-30%



Revenue



Revenue Growth % (QoQ)



Better revenue mix



Gross margin improvement and lower effective tax rates.



Asset Breakdown (2013)



Net Fixed Assets Invts in Associates & JVs Other LT Assets Cash & ST Invts Inventory Debtors Other Current Assets Total Assets



303 1 0 28 80 123 4 538



346 0 2 11 72 137 5 573



380 0 2 44 79 117 5 627



416 0 2 58 70 103 5 654



449 0 2 37 78 139 5 709



ST Debt Creditor Other Current Liab LT Debt Other LT Liabilities Shareholder’s Equity Minority Interests Total Cap. & Liab.



87 77 25 28 29 291 0 538



92 79 21 27 30 323 0 573



92 87 22 27 30 368 0 627



92 77 22 27 30 406 0 654



92 86 22 27 30 451 0 709



105 (87) 150.4 158.2 134.2 0.6 1.2 0.8 0.3 0.3 52.0 0.0



113 (108) 157.3 142.0 138.1 0.5 1.2 0.8 0.3 0.3 50.6 0.0



91 (75) 135.7 136.5 123.7 0.6 1.2 0.8 0.2 0.2 50.3 0.0



80 (62) 134.2 152.7 138.3 0.5 1.2 0.8 0.2 0.2 50.3 0.0



113 (83) 130.9 136.6 123.8 0.5 1.3 0.9 0.2 0.2 50.3 0.0



Non-Cash Wkg. Capital Net Cash/(Debt) Debtors Turn (avg days) Creditors Turn (avg days) Inventory Turn (avg days) Asset Turnover (x) Current Ratio (x) Quick Ratio (x) Net Debt/Equity (X) Net Debt/Equity ex MI (X) Capex to Debt (%) Z-Score (X)



20%



80



1Q2013



85 (67) 17 (6) 12 0 0 (1) 0 11 (1) 0 10 10 17



4Q2012



72 (53) 18 (6) 12 0 0 (1) 0 12 (1) 0 10 10 18



3Q2012



78 (58) 21 (6) 14 0 0 (1) 0 14 (2) 0 12 12 20



25%



90



2Q2012



67 (48) 20 (6) 13 0 0 (1) 0 13 (1) 0 11 11 19



100



4Q2011



1Q2013



1Q2012



4Q2012



3Q2011



3Q2012



2Q2011



2Q2012



1Q2011



Revenue Cost of Goods Sold Gross Profit Other Oper. (Exp)/Inc Operating Profit Other Non Opg (Exp)/Inc Associates & JV Inc Net Interest (Exp)/Inc Exceptional Gain/(Loss) Pre-tax Profit Tax Minority Interest Net Profit Net profit bef Except. EBITDA



Revenue Trend



1Q2012



4Q2010



FY Dec



Debtors 18.8%



Net Fixed Assets 61.2%



Assocs'/JVs 0.0%



Inventory 12.8%



Bank, Cash and Liquid Assets 7.2%



Source: Company, DBS Vickers
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Capital Expenditure



Cash Flow Statement (S$ m) FY Dec



2011A



2012A



2013F



2014F



2015F



75 22 0 (2) 0 1 97 (60) 0 0 0 0 (60) (8) (23) 1 0 (29) 0 7 7.7 2.9



49 25 (3) 0 (8) 1 64 (60) 0 0 0 0 (60) (13) (8) 1 0 (20) 0 (17) 5.7 0.3



62 27 (5) 0 21 0 104 (60) 0 0 0 0 (60) (11) 0 0 0 (11) 0 33 6.6 3.5



53 23 (6) 0 13 0 83 (60) 0 0 0 0 (60) (10) 0 0 0 (10) 0 13 5.6 1.8



62 28 (5) 0 (35) 0 50 (60) 0 0 0 0 (60) (11) 0 0 0 (11) 0 (21) 6.7 (0.8)



Pre-Tax Profit Dep. & Amort. Tax Paid Assoc. & JV Inc/(loss) Chg in Wkg.Cap. Other Operating CF Net Operating CF Capital Exp.(net) Other Invts.(net) Invts in Assoc. & JV Div from Assoc & JV Other Investing CF Net Investing CF Div Paid Chg in Gross Debt Capital Issues Other Financing CF Net Financing CF Currency Adjustments Chg in Cash Opg CFPS (S cts) Free CFPS (S cts)



61 60 60 60 60 60 60 60 60 60 2011A



2012A



2013F



Source: Company, DBS Vickers



Target Price & Ratings History



0.36



S$ S.No.



0.34



3



0.32 0.30 0.28 0.26



2



0.24 0.22



1



0.20 May-12



Sep-12



Jan-13



Note : Share price and Target price are adjusted for corporate actions.



Source: DBS Vickers
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May-13



1: 2: 3:



2014F



Capital Expenditure (-)



Closing Price 07 Aug 12 0.23 07 Nov 12 0.24 16 May 13 0.35 Date



Target Price 0.24 0.25 0.33



Rating Hold Hold Hold



2015F



Company Focus Yongnam Holdings Ltd DBSV recommendations are based an Absolute Total Return* Rating system, defined as follows: STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame) BUY (>15% total return over the next 12 months for small caps, >10% for large caps) HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps) FULLY VALUED (negative total return i.e. > -10% over the next 12 months) SELL (negative total return of > -20% over the next 3 months, with identifiable catalysts within this time frame)



Share price appreciation + dividends DBS Vickers Research is available on the following electronic platforms: DBS Vickers (www.dbsvresearch.com); Thomson (www.thomson.com/financial); Factset (www.factset.com); Reuters (www.rbr.reuters.com); Capital IQ (www.capitaliq.com) and Bloomberg (DBSR GO). For access, please contact your DBSV salesperson.



GENERAL DISCLOSURE/DISCLAIMER This report is prepared by DBS Vickers Research (Singapore) Pte Ltd ("DBSVR"), a direct wholly-owned subsidiary of DBS Vickers Securities (Singapore) Pte Ltd ("DBSVS") and an indirect wholly-owned subsidiary of DBS Vickers Securities Holdings Pte Ltd ("DBSVH"). This report is intended for clients of DBSV Group only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any means or (ii) redistributed without the prior written consent of DBSVR. It is being distributed in the United States by DBSV US, which accepts responsibility for its contents. Any U.S. person receiving this report who wishes to effect transactions in any securities referred to herein should contact DBS Vickers Securities (USA) Inc (“DBSVUSA”) directly and not its affiliate. The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBSVR, DBSVS, and/or DBSVH) do not make any representation or warranty as to its accuracy, completeness or correctness. Opinions expressed are subject to change without notice. This document is prepared for general circulation. Any recommendation contained in this document does not have regard to the specific investment objectives, financial situation and the particular needs of any specific addressee. This document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate independent legal or financial advice. DBSVR accepts no liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from any use of and/or reliance upon this document and/or further communication given in relation to this document. This document is not to be construed as an offer or a solicitation of an offer to buy or sell any securities. DBSVH is a wholly-owned subsidiary of DBS Bank Ltd. DBS Bank Ltd along with its affiliates and/or persons associated with any of them may from time to time have interests in the securities mentioned in this document. DBSVR, DBSVS, DBS Bank Ltd and their associates, their directors, and/or employees may have positions in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking and other banking services for these companies. Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there can be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments. The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not contain all material information concerning the company (or companies) referred to in this report. The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE RELIED UPON as a representation and/or warranty by DBSVR, DBSVS and/or DBSVH (and/or any persons associated with the aforesaid entities), that: (a) such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and (b) there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments stated therein. Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies) mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to the commodity referred to in this report. DBS Vickers Securities (USA) Inc ("DBSVUSA")"), a U.S.-registered broker-dealer, does not have its own investment banking or research department, nor has it participated in any investment banking transaction as a manager or co-manager in the past twelve months. Any US persons wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any security discussed in this document should contact DBSVUSA exclusively.



ANALYST CERTIFICATION The research analyst primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and their securities expressed in this report accurately reflect his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will be, directly, or indirectly, related to specific recommendations or views expressed in this report. As of 31 May 2013, the analyst and his / her spouse and/or relatives who are financially dependent on the analyst, do not hold interests in the securities recommended in this report (“interest” includes direct or indirect ownership of securities, directorships and trustee positions).
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COMPANY-SPECIFIC / REGULATORY DISCLOSURES DBS Vickers Securities (Singapore) Pte Ltd and its subsidiaries do not have a proprietary position in the company mentioned as 1. of 29-May-2013 DBSVR, DBSVS, DBS Bank Ltd and/or other affiliates of DBS Vickers Securities (USA) Inc ("DBSVUSA"), a U.S.-registered brokerdealer, may beneficially own a total of 1% or more of any class of common equity securities of the company mentioned as of 31 May 2013.



2.



3.



Compensation for investment banking services: i.



DBSVR, DBSVS, DBS Bank Ltd and/or other affiliates of DBSVUSA may have received compensation, within the past 12 months, and within the next 3 months receive or intends to seek compensation for investment banking services from the company mentioned.



ii.



DBSVUSA does not have its own investment banking or research department, nor has it participated in any investment banking transaction as a manager or co-manager in the past twelve months. Any US persons wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any security discussed in this document should contact DBSVUSA exclusively.



RESTRICTIONS ON DISTRIBUTION General This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Australia



This report is being distributed in Australia by DBSVR and DBSVS, which are exempted from the requirement to hold an Australian financial services licence under the Corporation Act 2001 [“CA] in respect of financial services provided to the recipients. DBSVR and DBSVS are regulated by the Monetary Authority of Singapore [“MAS”] under the laws of Singapore, which differ from Australian laws. Distribution of this report is intended only for “wholesale investors” within the meaning of the CA.



Hong Kong



This report is being distributed in Hong Kong by DBS Vickers (Hong Kong) Limited which is licensed and regulated by the Hong Kong Securities and Futures Commission.



Singapore



This report is being distributed in Singapore by DBSVR, which holds a Financial Adviser’s licence and is regulated by the MAS. This report may additionally be distributed in Singapore by DBSVS (Company Regn. No. 198600294G), which is an Exempt Financial Adviser as defined under the Financial Advisers Act. Any research report produced by a foreign DBS Vickers entity, analyst or affiliate is distributed in Singapore only to “Institutional Investors”, “Expert Investors” or “Accredited Investors” as defined in the Securities and Futures Act, Chap. 289 of Singapore. Any distribution of research reports published by a foreign-related corporation of DBSVR/DBSVS to “Accredited Investors” is provided pursuant to the approval by MAS of research distribution arrangements under Paragraph 11 of the First Schedule to the FAA.



United Kingdom



This report is being distributed in the UK by DBS Vickers Securities (UK) Ltd, who is an authorised person in the meaning of the Financial Services and Markets Act and is regulated by The Financial Services Authority. Research distributed in the UK is intended only for institutional clients.



Dubai/ United Arab Emirates



This report is being distributed in Dubai/United Arab Emirates by DBS Bank Ltd, Dubai (PO Box 506538, 3 Floor, Building 3, Gate Precinct, DIFC, Dubai, United Arab Emirates) and is intended only for clients who meet the DFSA regulatory criteria to be a Professional Client. It should not be relied upon by or distributed to Retail Clients. DBS Bank Ltd, Dubai is regulated by the Dubai Financial Services Authority.



United States



Neither this report nor any copy hereof may be taken or distributed into the United States or to any U.S. person except in compliance with any applicable U.S. laws and regulations.



Other jurisdictions



In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions.
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