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Marginal Gains
Results Highlights
 Suria Capital’s 2Q2018 net profit added 2.9% Y.o.Y to RM15.2 mln, lifted mainly by
the improved earnings contribution from the engineering and ferry terminal
operations. Revenue for the quarter gained 32.7% Y.o.Y to RM96.2 mln.
 For 1H2018, cumulative net profit grew 5.9% Y.o.Y to RM29.5 mln. Revenue for the
period rose 70.3% Y.o.Y to RM223.5 mln. The reported earnings came in within our
expectations, making up 54.0% of our 2018 net profit estimate of RM54.6 mln. The
reported revenue, however, came above our expectations, amounting to 58.5% of our
full-year forecast of RM382.1 mln. The better-than-expected revenue was due to
higher contribution from the port operations segment.
 The port operations’ pretax profit, however, declined 6.3% Y.o.Y to RM15.7 mln in
2Q2018 due to higher operational cost that offset the improvement in its topline.
The logistic and bunkering services’ segment pretax loss also widened to RM95,000
from a pretax loss of RM58,000 recorded in the previous corresponding quarter, due
to slowdown in its revenue contribution.
 On the flipside, the contracts, engineering and ferry terminal operations’ pretax
profit stood at RM1.3 mln in 2Q2018 vs. a pretax loss of RM169,000 mln in the
previous corresponding quarter, due to contributions from the railway upgrading
project connecting Halogilat and Tenom in Sabah. The property development
segment’s pretax profit, meanwhile, was flat at RM4.5 mln.
 As of 2Q2018, Suria continues to maintain a lean balance sheet with a cash
position of RM69.6 mln (up from RM33.8 mln in 1Q2018). Moving forward, we
expect its gearing a gradually increase to approximately 60.0% (from 6.5%
currently) as the group gears up to fund the Sapangar Bay Container Port (SBCP)
expansion plans.
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Prospects
Suria handled a total of 181,164 (+6.3% Y.o.Y) TEUs in 1H2018, making up to 50.3% of
our assumption of 360,000 TEUs for 2018 (see Appendix 1). Over the same period, the
group’s total tonnage handled was higher at 16.0 mln tonnes vs. 14.0 mln tonnes
handled in 1H2017 due to higher cargo throughput. For the remainder of 2018, we see
no change to our TEU handled forecast of approximately 360,000 TEUs as Suria will
continue to benefit from the recovery in the country’s economic performance.
Following the change in the Federal government in Malaysia’s 14th General Election, the
Ministry of Finance is currently reviewing all mega projects nationwide, including the
Sapangar Bay Container expansion plan. Hence, there may be some delays to the
aforementioned project’s progress. Nevertheless, the Environmental Impact
Assessment by Sabah Economic Development and Investment Authority on the
aforementioned project has already commenced and is expected to be completed in
coming months.
On its property development segment, the construction of One Jesselton Waterfront
project, undertaken via a joint venture with Gabungan AQRS Bhd, remains on track for
completion by end-2021. In the meantime, construction of the first phase of the
Jesselton Quay project, via a joint venture with SBC Corporation Bhd, had commenced
in December 2016 with billings to gain pace from end-2018 onwards as construction
work accelerates.

Valuation And Recommendation
As the reported earnings came in broadly within our expectations, we leave our earnings
forecast unchanged and we maintain our BUY recommendation on Suria with an
unchanged target price of RM2.30. We continue to like Suria for its position as the
leading port operator in Sabah, having secured long-term concession agreements with
relevant authorities until 2034 and a relatively large scale port expansion plan in the
pipeline that should firm up its longer-term earnings.
We value Suria through a sum-of-parts (SOP) approach as we valued both its port
operations and property development segments on a discounted cash flow approach
(key assumptions include a WACC of 8.5%, terminal growth rate of 1.5%) to reflect its
ability to generate recurring revenues and steady earnings growth over the longer term.
Meanwhile, we ascribed a 10.0x (unchanged) target PER to both its logistics and
bunkering contract as well as engineering and ferry terminal operations businesses,
based on their potential earnings contribution in 2019.
Risks to our recommendation include dependency and sensitivity to commodity prices
(mainly crude oil and crude palm oil). The port operation business is highly regulated by
the State and Sabah Ports Authority that requires a number of approvals, licenses,
registrations and permits from various regulatory authorities. Weaker-than-expected
property sales could see delays in payments from its joint-venture partners on the
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property development segment. Any delay in project completion from the expected
timeline completion will also tighten cash flow projections and thus reducing our DCF
valuations.
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Stock Price Performance vs KLCI

Source: Company Data, Bloomberg

Appendix 1: Historical and Forecast Cargo Throughput and Containers
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Disclaimer
This report has been prepared by Malacca Securities Sdn Bhd pursuant to the Mid & Small Cap Research Scheme (MidS) administered by Bursa
Malaysia Bhd. This report has been produced independent of any influence from Bursa Malaysia Bhd or the subject company. Bursa Malaysia and its
group of companies disclaim any and all liability, however, arising, out of or in relation to the administration of MidS and/or this report. Malacca
Securities have been compensation for this report and is independent from the influences of Bursa Malaysia or the company (ies) in this report. For
further information about the scheme, please visit: www.bursamids.com
All information, assumptions, estimates and opinions contained in this report is based on available data and the information is believed to be reliable
at the time of writing. MSSB and/or its associated persons does not warrant, represent and/or guarantee the accuracy of any opinions and
information herein in any manner whatsoever and no reliance upon the report and/or any parts thereof by anyone shall give rise to any claim
whatsoever against MSSB. This report is for information purposes only and shall not be construed as an offer, invitation or solicitation to buy or sell
the securities or any related investment or financial instruments mentioned in this report. MSSB and/or its associated persons may from time to time
have an interest in the securities mentioned herein.

