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Construction OVERWEIGHT
New MRT3 Details Unveiled —>

By Lum Joe Shen | lumjs@kenanga.com.my

MRT Corp has unveiled new MRT3 details. Key points as below: -

1. Tenders to be out as early as August 2021. We anticipate the awards will likely be out earliest in 1HCY22 after
considering the submission and evaluation process of tenders.

2. Private funding arrangement of 10-30%. Despite the government’s commitment in supporting the project, MRT Corp is
exploring 10-30% private funding arrangements to alleviate the country’s fiscal burden. From this aspect, we believe a
deferred payment scheme (of 10-30% of total contract cost) can be adopted to conserve government’s cash flows.

3. MRT3 will have 30+ stations and 10 interchanges spanning 50km. Despite the revealed alignment (refer picture
overleaf) being similar to the one available in the 2040 KL structure plan (mapped out here: https://bit.ly/30SsfqH), we note
that the indicated length of 50km is longer than the 40km initially expected.

4. Out of the 50km, 40% (20km) will be underground (UG) — higher than the previous expectations of 25-30%. To recap,
MRT2 which spanned 52.2km cost the government RM30.53b* (comprising 13.5km UG portion which cost RM13.11b and
38.7km above ground costing RM17.42b). Extrapolating the cost/length of MRT2 onto MRT3’s 50km stretch, the total
MRT3 contract cost could be ¢c.RM32.9b (where the 20km UG portion would cost RM19.42b while the 30km AG portion
would cost RM13.5b) — higher than street expectations of c.RM21-23b.

*revised contract quantum post renegotiation from PDP to turnkey.

5. MRT3 to be rolled out in 5 phases over 10 years. The construction period is now longer than the previous 7-year
expectation. That said, the first phase will be rolled out within 5-7 years from the start of construction.

Our take. We are net positive on the new details as behind-the-scene progress is picking up fast. Despite the stretched out
construction period of 10 years; should our guesstimate contract quantum of RM32.9b be proven accurate — it would be an
upside surprise. Reiterate Overweight on the sector.

Beneficiaries. Besides Gamuda (OP; TP: RM4.17) being the obvious beneficiary — due the longer-than-expected UG portion
and being the project lead, the other lesser beneficiaries would be Kimlun (OP; TP: RM1.45), IJM (OP; TP: RM2.20), and
MRCB (OP; TP: RMO0.65) in our opinion.

Kimlun being an IBS precast expert (who is a major supplier to key infrastructure projects in Malaysia and Singapore) would
benefit from the supply of Segmental Box Girders (SBG) used above ground and Tunnel Lining Segment (TLS) used
underground for the MRT3 project. Also, due to the longer-than-expected underground portion, more TLS components are
required — which commands better margins than SBGs.

Meanwhile, should the idea of private funding materialise, we believe IJM and MRCB stand a good chance to undertake a bigger
role in MRT3 given their relatively bigger and stronger balance sheet which enables them to gear up to provide funding needs. In
our table below, we draw up a tentative scenario where contractors could gear up to 1.0x net gearing and the top three
contractors who can shore up the highest borrowings are Gamuda, IJM and MRCB.

Table: Listed Co’s who benefitted from MRT2

Listed Co. Contract amount clinched from Latest Net Gearing (x) Assuming net gearing of 1.0x, RMxm
MRT2 (RM m)** cash can be raised - the higher the
Based on un-revised contract better, indicating balance sheet
terms before 2018 strength

GAMUDA 7735 0.28 6262
MMCCORP 7735 0.92 737
AZRB 1728 6.69 n.a.
SUNCON 1475 -0.53 977
1IM 1470 0.38 6013
WCT 1096 1.11 n.a.
GKENT 1007 -0.24 646
GADANG 952 0.14 695
TRC 858 -0.06 461
MRCB 794 0.30 3185
MTDACPI 679 0.42 42
MUDAJYA 559 3.24 n.a.
KIMLUN 253 0.48 377
ECONBHD 136 0.06 413
TSRCAP 90 0.12 148
EDGENTA 87 0.02 1424

Source: Bursa, Kenanga Research
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Revealed alignment (courtesy of Malaysiakini)
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Source: MRT Corp, Malaysiakini
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STOCKS UNDER COVERAGE

GAMUDA BHD 3.60 9,048.7 Y 07/2021 17.1 16.6 15.0 1.0 1.0 6.2% 1.7% 4.17 OP
GEORGE KENT (MALAYSIA) BHD 0.790 413.5 Y 03/2021 11.8 8.3 9.6 0.9 0.8 10.1% 4.3% 0.560 UP
HOCK SENG LEE BERHAD 0.960 527.5 Y 12/2021 16.5 9.5 9.0 0.6 0.6 6.7% 2.5% 1.20 OP
1IJM CORP BHD 1.89 6,833.8 Y 03/2021 20.3 26.3 215 0.7 0.7 3.4% 1.6% 2.20 OP
KERJAYA PROSPEK GROUP BHD 1.44 1,781.8 Y 12/2021 19.7 13.6 11.3 1.8 1.6 12.7% 2.6% 1.75 OP
KIMLUN CORP BHD 0.895 316.3 Y 12/2021 20.0 6.2 S5, 0.5 0.4 7.3% 3.4% 1.45 OP
MITRAJAYA HOLDINGS BHD 0.335 275.7 Y 12/2021 28.6 16.9 30.5 0.4 0.4 2.3% 0.0% 0.215 UP
MUHIBBAH ENGINEERING (M) BHD 1.08 522.1 Y 12/2021 N.A. 20.0 13.2 0.5 0.4 2.2% 0.9% 1.25 OP
SUNWAY CONSTRUCTION GROUP BHD 1.87 2,411.1 Y 12/2021 29.2 18.3 16.3 3.8 3.6 20.1% 3.7% 2.10 OP
WCT HOLDINGS BHD 0.560 785.8 Y 12/2021 N.A. 6.2 8.6 0.3 0.2 5.6% 0.0% 0.675 OP
Simple Average 20.4 14.2 14.0 1.0 1.0 7.7% 2.1%

Source: Bloomberg, Kenanga Research
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Stock Ratings are defined as follows:

Stock Recommendations

OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%

Sector Recommendations***

OVERWEIGHT : A particular sector’s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than -5%

***Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies.

Published and printed by:

KENANGA INVESTMENT BANK BERHAD (15678-H)
Level 17, Kenanga Tower, 237, JalanTun Razak, 50400 Kuala Lumpur, Malaysia
Telephone: (603) 2172 0880 Website: www.kenanga.com.my E-mail: research@kenanga.com.my
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