
 

 

1 of 5Malaysia Research Team · 603-2711 2222 · general@hwangdbsvickers.com.my 

6 March 2006 

Company Focus 
Malaysia Equity Research PP 11272/7/2006 

M
A

LA
Y

S
IA

 
 

Refer to important disclosures at the end of this report 

WCT Engineering  
Blessing in disguise  
We understand WCT Engineering has secured an additional RM200m in 
construction works for the Bakun dam project, arising from a Government loan to 
the consortium undertaking the project. This enhances WCT’s order book by 9% 
to RM2.4b and is a positive step forward in the consortium’s negotiation for 
variation order, in our view. Valuations remain undemanding at 6.5x FY06 EPS, 
the lowest in our construction universe. Reiterate Buy with a revised RNAV-based 
RM3.50 price target that implies 8.4x FY06 EPS and 29% potential upside.   

• Kajang-Seremban project to resume. In addition to the additional works on Bakun, we 
expect work on the Kajang-Seremban Highway to resume by end-June 06. Recall, 
construction work stopped because of the concessionaire Kaseh Lebuhraya Sdn Bhd’s 
inability to meet funding requirements. On 23 Feb 06, Antah Holdings (major shareholder of 
Kaseh Lebuhraya Sdn Bhd) shareholders approved a restructuring plan that will result in IJM 
Corp taking a 50% stake in the concessionaire for RM250m cash. IJM Corp’s cash injection 
and management capabilities should pave the way for construction to resume.  

• Good earnings visibility. Following the Group’s recent win in Bahrain and additional 
value on Bakun, the Group’s construction earnings visibility is good with outstanding order 
book of RM2.4b. Our earnings forecast for the Group’s construction earnings are now fully 
based on works already secured. Hence, new projects will be a boost to earnings. 

• Valuations attractive. We increase our RNAV-based price target by 6% to RM3.50 by 
removing the earlier assumption of another RM50m provision for the Bakun project. Our 
price target implies 8.4x CY06 EPS.  

Forecasts and Valuation General Data 
Issued Capital (m shrs) 213      
Mkt Cap (RMm/US$m) 576 / 152      

Major Shareholders (%)
WCT Capital 25.0     
EPF 13.6     
Free Float (est.) 70.0     

Average daily volume (m’shrs) 0.14     
 

FY Dec (RMm) 2005A 2006F 2007F 2008F

Turnover 991         985        999         1,084    
EBITDA 172.5      223.0     274.3      324.3    
Pretax Profit 129.0      141.1     154.6      167.9    
Net Profit 81.6        88.3       96.0        104.6    
Net Profit (ex EI) 81.6        88.3       96.0        104.6    
FD EPS (sen) 38.4        41.6       45.2        49.2      
EPS Gth (%) 40.8        8.3         8.7         9.0        
PE (x) 7.1          6.5         6.0         5.5        
P/Cashflow (x) 6.5          4.5         3.3         2.6        
EV/EBITDA (x) 4.2          3.6         3.3         2.9        
DPS (Sen) 12.9        12.9       12.9        12.9      
Div Yield (%) 4.8          4.8         4.8         4.8        
Net Gearing (%) 27.7        39.5       48.9        47.4      
ROE (%) 15.3        14.7       14.2        13.7      
Book Value (RM) 2.51        2.83       3.19        3.59      
P/Book Value (x) 1.1          1.0         0.8         0.8        

 

 

Consensus Analyst Poll 
Avg Rating Buy Hold Sell

3 Mth 5.00 3 - -
6 Mth 5.00 3 - -
12 Mth 5.00 4 - -
Market 3.57
Sector 3.54
Source: Bloomberg
Avg Rating: 1 = Sell, 3 = Hold, 5 = Buy
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 Share Rel Rel
Price KLCI Sector

Past 1 mth 23% 25% 21%
Past 3 mths 22% 18% 17%
Past 6 mths 14% 14% 19%
Past 12 mths -5% -8% 14%

 

BUY 
 

RM2.71 
At a Glance 
 
Price Target: 
1-year RM3.50 
 
Stock Code: 
Bloomberg: WCT MK 
Reuters: WCTE.KL 
MASA: 9679 
 
Sector : Construction  
 
KLCI: 916.93 
 
Reason for Report: 
Additional works on Bakun 
project 
 
Implications: 
Positive 
 
Earnings Revision: 
None 
 
Consensus Net Profit 
(RMm): 
FY06   97.8 
FY07 104.4 
 
DBSV vs Consensus Net 
Profit (% variance): 
FY06 -10% 
FY07 -  8% 
 
Principal Business: 
Construction & property 
development 
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WCT Engineering Company Focus 

Highlights 
•  Additional work on Bakun. We understand the Government has made a loan to the Malaysia-
China Hydro Joint Venture (MCH JV) to complete the construction of the project as interim 
measure until negotiations on variation orders are complete. The loan results in additional 
RM200m in construction work for WCT. In return, MCH JV (of which WCT has a 7% stake) has 
to pay interest expense of 6-7% pa on the loan. This development is positive for WCT in that it 
enhances outstanding order book by 9% to RM2.4b. Also, it is a positive step forward in the 
MCH JV’s negotiation with the Government for a variation order to complete the project, in our 
view. Recall, WCT’s initial share of works on the project was RM229m. However, the volume of 
works was higher than expected. As a result, the JV has recorded two provisions for the project. 
WCT’s estimated share of the provisions was RM16m in its 3Q04 results and RM12m in its 4Q04 
results. 

Estimated outstanding order book  
Projects   Contract value  Outstanding value  

  (RMm)  (RMm)  

 Bahrain City Center 780 780 

 Durkhan Highway, Qatar  384           384  

 Kajang-Seremban Highway  370           290  

 New Doha International Airport, Qatar 282           282  

 Bakun Dam  429             226  

 Kudat Water Supply  151           151  

 Putrajaya Plot 3C4 Office Building 140           124  

 Durat Al-Bahrain 94             40  

 Bkt Tunku development 61             43  

 Putrajaya Lot 2G3, 2G4  408             41  

 Others  n.a.               34  

 Total  3,099* 2,395 

Note: *Does not include others; outstanding value is as at end-Dec 05.   
Source: Company, Hwang-DBS Vickers Research 
 

•  Kajang-Seremban Highway works to resume. We expect work on the Kajang-Seremban 
Highway to resume by end-June 06. Recall, construction work stopped because of the 
concessionaire Kaseh Lebuhraya Sdn Bhd’s inability to meet funding requirements. On 23 Feb 06, 
Antah Holdings (major shareholder of Kaseh Lebuhraya Sdn Bhd) shareholders approved a 
restructuring plan that will result in IJM Corp taking a 50% stake in the concessionaire for 
RM250m cash. IJM Corp’s cash injection, management and financial resources should pave the 
way for construction to resume. 

•  Good earnings visibility. Following the Group’s recent win in Bahrain and additional value on 
Bakun, outstanding order book is enhanced to RM2.4b. This results in good visibility for the 
Group’s construction earnings. Our earnings forecast for the Group’s construction earnings are 
now fully based on works already secured. Hence, new projects will be a boost to earnings.  
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WCT Engineering Company Focus 

Prospects 
• Kota Kinabalu development targeted for high-end. We understand the estimated Gross 
Development Value (GDV) for the Group’s proposed Kota Kinabalu development is RM196m. 
The 21.5 acres leasehold land is earmarked for high-end residential development comprising 
detached villas, semi-detached villas and super-link houses. The land is strategically located with 
the popular Sutera Harbour Resort development. The land acquisition is subject to authority and 
WCT Land Berhad shareholder approval and targeted for completion by 4Q2006. This 
development accounts for 3-10% of our FY07-08 earnings. 

• Positioning for 9MP East Malaysia projects. The proposed development, if approved, should 
strengthen the Group’s East Malaysia presence. In addition to the Bakun dam project with 
estimated contract value of RM429m, the Group is undertaking the Kudat Water Supply 
(RM151m). These projects may help position the Group for new projects in East Malaysia under 
the 9th Malaysian Plan. In July 2005, The Edge reported that WCT is tipped to undertake a major 
portion of the upgrading works for the Kota Kinabalu International Airport (KKIA). The works 
would be part of the RM700m KKIA expansion project that will involve: (i) tripling the main 
terminal from 25,000sqm to 79,000 sqm; (ii) extend the runway from 2,988m to 3,780m; and (iii) 
land reclamation. Preliminary work including the reclamation of 20ha of sea adjacent to the 
existing runway has begun. 

 
Action 
• Valuations attractive; Buy reiterated. Since WCT announced the Bahrain City Center project, 
share price has moved up 10%. However, valuations are still undemanding at 6.5x FY06 earnings 
and 1.1x NTA. We increase our RNAV-based price target by 6% to RM3.50 by removing the 
earlier assumption of another RM50m provision for the Bakun project. Our price target implies 
8.4x CY06 EPS.  

 
Comparison table (sorted by market capitalization) 

Company Price Target Rating PE (x)) CAGR 
(%) 

Net 
cash/(debt)* 

Net gearing* 

 (RM) (RM)  CY05 CY06 CY03-06 (RMm) (%) 

WCT Eng 2.71 3.50 Buy 7.4 6.5 68.4 (163) 31 

Ranhill 1.40 0.94 FV 8.5 6.5 12.9 (1,726) 179 

Road Builder 1.87 1.95 FV 9.9 9.5 3.5 (1,198) 83 

IJM 4.72 5.90 Buy 12.8 11.7 (0.5) (584) 28 

Gamuda 3.68 3.35 FV 11.4 10.3 2.7 (78) 0 

Average    10.7 9.5    

*From latest quarterly results 
Source: Hwang-DBS Vickers Research 
 

Comparison table 
Company Market cap/ 

order book (x) 
Est. order 

book (RMbn) 
Mkt cap 
(RMm) 

P/NTA (x) NTA/share* 
(RM) 

WCT Eng              0.2                2.4              576              1.0             2.61  

Ranhill              0.3                3.0              836              0.9             1.53  

Road Builder              0.6                1.5              969              0.7             2.52  

IJM              0.8                2.8           2,134              1.2             4.03  

Gamuda              1.1                2.5           2,716              1.3             2.80  

Average              0.6                 1.0   

*Latest quarterly result figure 
Source: Hwang-DBS Vickers Research 
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WCT Engineering Company Focus 

RNAV calculation 
Division FY06 net profit Multiple Discount Value 

 (RMm) (x) (%) (RMm) 

Engineering & others 52 10.0 - 516.9 

Property 37 7.0 10.0 230.9 

Total    747.8 

Fully diluted share base    212.4 

RNAV/share    3.52 

Implied FY06 PE (x)    8.5 

Source: Hwang-DBS Vickers Research 

Summary earnings model 
FY Dec (RMm)  2005A 2006F 2007F 2008F 

     

 Turnover  991.0 985.4 999.2 1,084.3 

 Opg Profit  134.2 143.5 155.8 172.2 

 Associates  24.9 20.3 27.4 29.4 

 Interest Expense  30.1 22.8 28.5 33.7 

 Pretax Profit  129.0 141.1 154.6 167.9 

 Tax  (34.5) (39.5) (43.3) (47.0) 

 Minority Interest  (12.8) (13.2) (15.3) (16.3) 

 Net Profit  81.6 88.3 96.0 104.6 

     

 Sales Growth (%)  24.5 (0.6) 1.4 8.5 

 Net Profit Gr (%)  222.0 8.3 8.7 9.0 

 EBITDA Mgn (%)  17.4 22.6 27.5 29.9 

 Opg Mgn (%)  13.5 14.6 15.6 15.9 

 Tax Rate (%)  28.0 28.0 28.0 28.0 

     

 Assumptions      

 Construction margins (%)  9.1 8.7 8.5 8.5 

 Property margins (%)  17.1 22.6 23.3 24.8 

Source: Hwang-DBS Vickers Research 
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WCT Engineering Company Focus 

Uptick in share price following announcement of new projects 
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5 July 2004: Secured RM370m 
subcontract from IJM Corp for work
on Kaseh Highway

6 Dec 2004: Secured 
RM140m Putrajaya Office 
Building project

26 Nov 2004: Announced 3Q04 
results: Loss of RM13.1m for the 
quarter because of RM16m provision
for Bakun and RM27m for WCT 
Land listing goodwill

2 Dec 2004: Listing of 
WCT Land

28 May 2004: Secured 
RM94m contract for Durat Al-
Bahrain project

6 July 2005: Secured 
RM384m new Dukhan 
contract, Qatar, in 
partnership with Gamuda

1 Mar 2005: Announced 4Q04 
results: Net loss of RM3.5m 
because of a RM11.8m provision 
for Bakun

31 Jan 2005: Secured RM109m 
contract for Kudat Water Supply 
Project

17 July 2005: Secured RM282m 
contract for New Doha Intl 
Airport, in partnership with 
Gamuda

24 Feb 2006: Secured 
RM780m contract for 
Bahrain City Center.

 
Source: Bloomberg, Hwang-DBS Vickers Research 
 
 

This document is published by Hwang-DBS Vickers Research Sdn Bhd (“HDBSVR), a subsidiary of Hwang-DBS 
Securities Berhad (“HDBS”) and  an  associate of DBS Vickers Securities Holdings Pte Ltd (“DBSVH”).  The research is 
based on information obtained from sources believed to be reliable, but we 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 legal or financial advice.  HDBSVR accepts no liability whatsoever for any 
direct or consequential loss arising from any use of this document 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. 
DBS Vickers Securities Holdings Pte Ltd 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.  HDBSVR, HDBS, DBSVH, 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/corporate advisory  and other banking services for these companies.  HDBSVR, HDBS, 
DBSVH, DBS Bank Ltd and/or other affiliates of DBS Vickers Securities (USA) Inc (“DBSVUSA”), a U.S.-registered 
broker-dealer, may beneficially own a total of 1% or more of any class of common equity securities of the subject 
company mentioned in this document.  HDBSVR, HDBS, DBSVH, DBS Bank Ltd and/or other affiliates of DBSVUSA 
may, within the past 12 months, have received compensation and/or within the next 3 months seek to obtain 
compensation for investment banking services from the subject company. 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.  DBS Vickers Securities (UK) Ltd 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. 
 

 
 

Vincent Khoo, CFA, Director 
 

Hwang-DBS Vickers Research Sdn Bhd (128540 U) 
Suite 13.01, Kompleks Antarabangsa, Jalan Sultan Ismail, 50250 Kuala Lumpur, Malaysia. 
Tel.: +603 2711-2222   Fax:  +603 2711-2333   email : general@hwangdbsvickers.com.my 


