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Wah Seong Corporation Berhad
Orderbook under stress

INVESTMENT HIGHLIGHTS

e Wah Seong Corp’s (WSC) reported 4Q15 earnings sank
into the red at -RM31.3m

e Excluding impairments on assets and tax adjustments,
4Q15 normalised earnings would be RM11.3m

¢ Normalised FY15 earnings exceeded ours and consensus
full year earnings estimates

e However, maintain NEUTRAL with a revised TP of RM0.85
on lower multiple in view the tough industry prospect

Earnings marred by impairments. WSC's 4Q15 reported earnings
sank into the red at RM-31.3m. The company’s full year FY15 reported
earnings registered RM9.5m. However, excluding one-off impairments
(-RM25.3m) and one-off tax adjustments from tax law changes in
Singapore (-RM17.3m), WSC’s FY15 normalised earnings would have
been RM52.1m, exceeding full year forecasts, accounting for 108%
and 130% of our and consensus earnings estimates respectively.

Impairments on assets. Management guided that the impairments
were made on its oil and gas rental fleets — its compressors where its
asset value had declined due to the lack of overall job opportunities.

Oil & gas. Segment revenue and pre-tax profit dropped -36.3%yoy
and -80.6%yoy to RM881.2m and RM36.5m respectively, while profit
margin contracted to 4.1%. The company attributed the dismal results
to poor activity levels, lack of executable projects in light of the weak
crude oil price and impairment charges. Excluding impairments of -
RM30.3m, FY15 segment PBT would have been RM87.7m.

Renewable energy. Despite segment revenue inching up marginally
by +7.7%yoy to RM368.7m, segment profit slumped by -10.2%yoy to
RM55.7m due to significantly tighter margins for process equipments,
boilers and turbines.

Industrial trading and services. The segment was negatively hit
by both project execution delays in the pipe manufacturing business
and impairments on inventories. Both segment revenue and profit
declined by -10.1%yoy and -62.9%yoy to RM534.3m and RM2.5m
respectively.

Orderbook. WSC’'s current orderbook stood at RMO0.894b (from
RM0.974b as at September 2015) as at December 2015. Of which,
RM483m of the orderbook comprises jobs from the oil and gas
segment, RM259m from the renewable energy segment and RM152m
from the industrial trading and services segment.
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Impact on earnings. We are maintaining our earnings estimates at this juncture.

Maintain NEUTRAL. We are maintaining our NEUTRAL stance on WSC with a revised TP of RM0.85 per share.
Our TP is based on a revised PER16 of 9x (previously 12x) pegged to EPS16 of 9.4sen. The lower forward multiple is
reflective of our anticipation that new order replenishment to be under pressure and job executions to come under
stress.

INVESTMENT STATISTICS
FYE Dec FY13 FY14 FY15 FY16F FY17F
Revenue (RM m) 1,779.40 2,438.60 1,839.50 1,976.00 1,967.70
EBIT (RM m) 83.3 219.4 41.8 136.7 126.4
Pretax Profit (RM m) 64.3 198.5 35.7 108.7 98.4
Net Profit (RM m) 32.3 125.6 9.5 72.7 65.8
EPS (sen) 4.2 16.3 1.2 9.4 8.5
EPS growth (%) -38.8 287.1 -92.5 669.6 -9.5
PER(x) 19 4.9 65.6 8.5 9.4
Net Dividend (sen) 4 5 3 3 2
Net Dividend Yield (%) 5 6.3 3.8 3.7 2.5

Source: MIDFR
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4Q15 Results Summary

FYE DEC (RM m)

Revenue
COGS

Gross Profit

Other Operating Income
Selling & Dist Expenses
Admin & Gen Expenses
Other Gains

Finance Costs

JCE

PBT

Tax

MI

PATAMI

Segmental:

Revenue

- Oil & Gas

- Renewable Energy

- Ind, Trading & Services

- Other
Total (including eliminations)
PBT

- Oil & Gas

- Renewable Energy

- Ind, Trading & Services
- Other

Total (including eliminations)

Source: MIDFR, Company
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Comments

Projects being deferred by
clients

Higher sales

Slowdown in pipe
manufacturing businesses

Declining profit margin
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MIDF RESEARCH is part of MIDF Amanah Investment Bank Berhad (23878 - X).
(Bank Pelaburan)
(A Participating Organisation of Bursa Malaysia Securities Berhad)

DISCLOSURES AND DISCLAIMER

This report has been prepared by MIDF AMANAH INVESTMENT BANK BERHAD (23878-X). It is for
distribution only under such circumstances as may be permitted by applicable law.

Readers should be fully aware that this report is for information purposes only. The opinions contained
in this report are based on information obtained or derived from sources that we believe are reliable.
MIDF AMANAH INVESTMENT BANK BERHAD makes no representation or warranty, expressed or
implied, as to the accuracy, completeness or reliability of the information contained therein and it should
not be relied upon as such.

This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. The analysis contained herein is based on numerous assumptions. Different
assumptions could result in materially different results. All opinions and estimates are subject to change
without notice. The research analysts will initiate, update and cease coverage solely at the discretion of
MIDF AMANAH INVESTMENT BANK BERHAD.

The directors, employees and representatives of MIDF AMANAH INVESTMENT BANK BERHAD may have
interest in any of the securities mentioned and may benefit from the information herein. Members of the
MIDF Group and their affiliates may provide services to any company and affiliates of such companies
whose securities are mentioned herein This document may not be reproduced, distributed or published
in any form or for any purpose.

MIDF AMANAH INVESTMENT BANK : GUIDE TO RECOMMENDATIONS
STOCK RECOMMENDATIONS

BUY Total return is expected to be >15% over the next 12 months.

Stock price is expected to rise by >15% within 3-months after a Trading Buy rating has been

URARIIE 0 assigned due to positive newsflow.
NEUTRAL Total return is expected to be between -15% and +15% over the next 12 months.
SELL Total return is expected to be <-15% over the next 12 months.

Stock price is expected to fa// by >15% within 3-months after a Trading Sell rating has been

e assigned due to negative newsflow.

SECTOR RECOMMENDATIONS

POSITIVE The sector is expected to outperform the overall market over the next 12 months.
NEUTRAL The sector is to perform in line with the overall market over the next 12 months.
NEGATIVE The sector is expected to underperform the overall market over the next 12 months.



