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Prospects Still Firm
Results Highlights
 Suria Capital’s 2Q2019 net profit fell 5.3% Y.o.Y to RM14.4 mln due to higher
effective tax rate of 31.1% vs. 23.4% recorded in 2Q2018. Revenue for the quarter
slipped 27.2% Y.o.Y to RM70.0 mln due to lower contribution from its port
operations due to the upgrading and construction of its ports’ infrastructure and
lower shipments of commodities. For 1H2019, cumulative net profit gained 2.0%
Y.o.Y to RM30.1 mln. Revenue for the period, however, decreased 37.7% Y.o.Y to
RM139.3 mln.
 The reported earnings came slightly below our expectations, making up to 47.6% of
our net profit estimate of RM63.3 mln. The reported revenue, however, fell short of
our expectations, amounting to only 39.7% of our full-year forecast of RM351.0 mln.
The lower turnover was due to the recognition of a one-off project in 2018.
 Segmentally in 2Q2019, the port operations’ pretax profit gained 11.0% Y.o.Y to
RM17.7 mln due to higher margins. The property development segment’s pretax
profit grew 7.6% Y.o.Y to RM4.8 mln on progressive billings from the Jesselton Quay
project. The logistic and bunkering services’ pretax loss narrowed to RM57,000, from
a net loss of RM95,000 recorded in the previous corresponding period on lower
operating expenses. The contract, engineering and ferry terminal operations’
segment pretax loss stood at RM111,000 vs. a pretax profit of RM1.3 mln on higher
topline recognition from the railway upgrading project connecting Halogilat and
Tenom for the Sabah State Railway Department in 2018.
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Prospects
In 1H2019, Suria handled a total of 188,290 (+2.8% Y.o.Y) TEUs (see Appendix 1),
accounting to 47.1% of our assumption of 400,000 TEUs for 2019. In the meantime, the
group’s total tonnage handled fell 6.0% Y.o.Y to 15.0 mln tonnes, due to lower bulk oil,
fertilizer, wood products and general cargo throughput. For 2019, we maintain our view
that Suria is expected to handle a total of 400,000 TEUs, mainly supported by the
increased trading of petroleum products as a result of the firmer crude oil prices.
As the expansion of Sapangar Bay Container Port remains on hold, Suria will focus on
the relocation of Kota Kinabalu Port’s general cargo operations to Sapangar Bay
Conventional Cargo Terminal (SBCCT). The Group is also embarking on the Sapangar
Bay Oil Terminal jetty extension project to increase berthing capacity as it is nearing full
capacity.
In the meantime, the joint venture agreement (JVA) with SBC Corporation Bhd for the
Jesselton Quay Central project is expected to see progress picking up moving into the
end of 2019, on track for full completion by 2021. We reckon the property development
contribution to pick up as the balance of RM60.0 mln in entitlement-in-kind in the form
of the delivery of strata units of Gallery Shoppes with a net floor area of 56,374 sq. ft.
within Jesselton Quay Central, will generate a stream of recurring income upon
completion.

Valuation And Recommendation
Although the reported earnings came slightly below our estimates, we made no changes
to our earnings forecast and we maintain our BUY recommendation on Suria with an
unchanged target price of RM1.70 as we believe that earnings recovery will set-in
moving into 2H2019. 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 with a relatively large scale port expansion plan in the pipeline,
whilst the property development segment will continue to see strong progressive
billings over coming years.
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 2020.
Risks to our recommendation include dependency and sensitivity to commodity prices
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(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
property development segment. Any delay in project completion from the expected
timeline completion will also tighten cash flow projections and thus reducing our DCFderived valuations.

Source: Company Data & MSSB Research
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Appendix 1: Historical Containers Handled (TEUs)
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Stock Price Performance vs KLCI

Source: Bloomberg, MSSB Research
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