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Tiong Seng Holdings

Builder for costliest flats

Event

= Tiong Seng submitted the lowest bid for the most costly HDB project to
date, the 804-unit Punggol Waterway Terraces (PWT) Il. Last week, the
award of the last 3 contracts wraps up the tender for Downtown Line (DTL)
Stage 3, it was overall disappointing for local builders. The upcoming launch
of 3 Balmoral by Tong Eng is expected to set Balmoral’s primary market
prices at $2,350 to $2,600psf. At this price, Tiong Seng’s redevelopment of
Balmoral Condo vyields 10-15% profit margins. The stock is grossly
undervalued, the current price values its stable construction business at just
2x P/E. Maintain BUY with adjusted target price of $0.27.

Our View

= HDB released PWT Il in May 2011’s BTO, priced at $354,000-$456,000 for 5-
room flats. Its construction tender, closed last week, saw 5 bids with the
lowest from Tiong Seng, at $146.6m or $182,392 per unit (2% higher than
PWT | awarded to Tiong Seng in April 2011). The expected win brings the
total contract this year to $443m, on track to meet our $600m forecast.

= Last week, the LTA awarded the last 3 contracts for DTL Stage 3. In all, 18
contracts worth a total of $3.5b have been awarded to foreign companies,
with the exception of Tampines Central Station. The number of new foreign
entrants in the civil engineering space surprised most local builders. The
added competition has driven margins in this space to a new low.

= The launch of 3 Balmoral by Tong Eng will set new prices for Balmoral. The
last condominium launch in Balmoral was two years ago when 85-unit Volari
sold for $2,000 psf in 2009. Units at 3 Balmoral are priced in the range of
$2,350 to $2,600 psf. Using an ASP of $2,500 psf, the redevelopment of
Balmoral Condo yields 15% pre-tax margins (breakeven of $2,070 psf).

= The Building and Construction Authority (BCA) revised its construction
demand forecast on 5 August 2011 from $22-$28b to $24-530b after taking
into account the stronger demand from the public residential sector. This
bodes well for Tiong Seng as it is the biggest winner of HDB contracts in
2011, securing nearly 10% (including the expected win of PWT Il) of the
total $3.5b building contract year-to-date by HDB.

Action & Recommendation

We maintain a BUY recommendation with revised SOTP target price of $0.27.

Year End Dec 31 2009 2010 2011F 2012F 2013F
Sales (SS m) 375.6 252.3 409.6 524.8 722.3
Pre-tax (S$ m) 65.5 27.2 44.2 57.7 78.9
Net profit (S$ m) 41.4 21.4 28.8 30.5 33.9
EPS (S cts) 7.3 2.8 3.8 4.0 4.4
EPS growth (%) 347 -62 34 6 11
PER (x) 2.6 6.8 5.1 4.8 4.3
EV/EBITDA () 1.8 5.5 3.9 2.5 1.2
Yield (%) 5.6 5.3 5.3 5.3 5.3

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Figure 1: Artists’ impression of Punggol Waterway Terraces Il
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Source: HDB

Figure 2: HDB contracts in 2011

Housing Value Per unit cost
Tender close Estate units Contractor (Sm)
07-Jan-11 Sengkang 504 Straits Construction Singapore 72.0 142,857
14-Jan-11 Jurong West 465 Jian Huang 51.5 110,753
31-Jan-11 Bukit Panjang 741 Poh Lian 102.9 138,839
02-Mar-11 Punggol 1,072 Tiong Seng 192.2 179,291
18-Mar-11 Bukit Batok 180 Fujian Chengjian 13.9 76,992
09-Mar-11 Yishun 1,408 Tembuild 189.0 134,233
28-Mar-11 Woodlands 1,329 China Construction 168.7 126,938
18-Apr-11 Yishun 696 Wee Hur 109.0 156,609
20-Apr-11 Yishun 948 LC&T 124.5 131,329
27-Apr-11 Bukit Panjang 577 Vigcon 73.3 127,036
11-May-11 Sengkang 745  China Jingye 94.8 127,217
13-May-11 Sengkang 521 Wan Chung 69.5 133,397
16-May-11 Sengkang 382 Progressive Builders 61.0 159,686
06-Jun-11 Yishun 1,400 Straits Construction Singapore 192.0 137,129
29-Jun-11 Sengkang 1,036 LC&T 145.0 139,961
06-Jul-11 Jurong West 491 CCM Industrial 68.2 138,829
11-Jul-11 Sembawang 578 Yau Lee* 76.9 133,076
13-Jul-11 Hougang 792 Chip Eng Seng 113.0 142,677
18-Jul-11 Bukit Panjang 690 Kay Lim* 109.8 159,130
29-Jul-11 Sengkang 1,011 Kay Lim* 143.0 141,444
01-Aug-11 Punggol West 1,010 Expand Construction* 157.6 156,040
03-Aug-11 Tampines 522 V3 Construction* 57.9 110,858
05-Aug-11 Tampines 960 Soil Build* 131.0 136,458
08-Aug-11 Sengkang 675 Wee Hur* 98.3 145,600
10-Aug-11 Yishun 364 Ken-Pal* 62.5 171,703
12-Aug-11 Jurong West 232 Meng Yeow* 18.2 78,241
15-Aug-11 Punggol West 682 Fonda Global* 97.8 143,402
17-Aug-11 Sengkang 717 Progressive Builders* 106.7 148,815
19-Aug-11 Pasir Ris 1,386 Singapore Piling & Civil Engineering* 179.0 129,131
22-Aug-11 Punggol East 1,312 Sunhuan* 207.8 158,384
26-Aug-11 Bukit Panjang 300 Ningbo* 49.7 165,533
29-Aug-11 Pasir Ris 185 Meng Yeow* 14.7 79,238
02-Sep-11 Punggol West 804 Tiong Seng* 146.6 182,392

Total 3,498.0

Source: HDB, *Based on lowest bid in provisional results, actual results might vary
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Figure 3: Downtown Line Stage 3 contracts
Tender Value
close Contract Contractor Country (Sm)
29-Nov-10 Tunnels between Ubi and Kaki Bukit Nishimatsu Construction Japan 211.7
Stations
03-Dec-10 Bedok Town Park Station and tunnels Sato Kogyo Japan 268.7
06-Dec-10 Trackworks CTCI Corporation Taiwan 136.0
15-Dec-10 Ubi Station and tunnels SK Engineering and Construction Korea 161.7
03-Jan-11 Bencoolen Station Sato Kogyo Japan 177.6
04-Jan-11 Mattar Station and tunnels Sato Kogyo Japan 199.9
20-Jan-11 Macpherson Station and tunnels Hyundai Korea 188.0
10-Feb-11 Expo Station and tunnels Samsung C&T Korea 211.4
18-Feb-11 Sungei Road Station and tunnels Leighton Offshore - John Holland Australia 171.5
25-Feb-11 Bedok Reservoir Station and tunnels Cooperativa Muratori & Cementisti - Italy 196.5
C.M.C di Ravenna
04-Mar-11 Kallang Bahru Station China State Construction Engineering China 123.0
18-Mar-11 Tampines West Station and tunnels Cooperativa Muratori & Cementisti - Italy 226.9
C.M.C di Ravenna
21-Mar-11 Kaki Bukit Station China State Construction Engineering China 93.8
08-Apr-11 Tampines Central Station KTC Civil Engineering & Construction Singapore 118.5
08-Apr-11 River Valley Station and tunnels GS Engineering & Construction Korea 255.1
20-Apr-11 Tampines East Station and tunnels GS Engineering & Construction Korea 208.5
29-Apr-11 Tunnels between Tampines East Station Shanghai Tunnel China 91.1
and Upper Changi Station
20-May-11 Upper Changi Station and tunnels Samsung C&T Korea 257.0
27-May-11 Jalan Besar Station and tunnels Penta-Ocean Construction Japan 215.2
Total 3,511.9
Source: LTA, Kim Eng
Figure 4: BCA revised forecast for construction demand
Sector Segment Jan 11 Aug 11
Public Residential 2.8-3.3 4.4-5.8
Commercial 0.1 0.1
Industrial 0.2-0.7 0.1-0.3
Institutional & others 25-3.1 2.0-3.0
Civil engineering 6.4-7.8 6.4-7.8
Subtotal 12.0-15.0 13.0-17.0
Private Residential 5.1-6.1 5.0-5.5
Commercial 2.1-3.0 2.1-3.0
Industrial 1.8-2.6 3.0-3.5
Institutional & others 0.5-0.6 0.4-0.5
Civil engineering 0.5-0.7 0.4-0.5
Subtotal 10.0-13.0 11.0-13.0
Total 22.0-28.0 24.0-30.0

Source: LTA, Kim Eng
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Figure 5: Supply of residential units in Balmoral
Volari* One Balmoral 3 Balmoral The Oliv Treasure on Balmoral Total
Balmoral Condo
Developer CDL Hong Leong Tong Eng / TG Hiap Hoe Tong Eng /
Clarus Clarus/
Tiong Seng
Gross floor area (sq ft) 163,492 106,043 24,574 54,437 73,767 91,622
En bloc price (Sm) - 125 49 54.7 138 141
En bloc price (Spsf) - 1,178 1,994 1,004 1,870 1,539
En bloc date - Mar 2007 Jun 2007  Aug 2007 Oct 2007 Jun 2011
Units built 85 91 40 23 48 100 387
Units sold 84 0 0 4 0 0 88
Units unsold 1 91 40 19 48 100 299
Source: URA, Kim Eng
Figure 6: Selling prices in Balmoral
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Source: URA, Kim Eng
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Figure 7: Development landbank

GFA Est. GDV
Project Location Type Stake (%) (sq m) (SSm)
China
Sunny International Cangzhou, Hebei Mixed 40 59,960 75.5
Dagang Tianjin Landed 58 116,000 346.4
Tianjin Eco-City Tianjin Residential 9 32,400 75.6
Zizhulin Tianjin Commercial 80 9,600 3.8
Suzhou Suzhou Mixed 100 85,510 164.4
Subtotal 303,470 665.7
Singapore
Balmoral Condo Singapore Residential 30 2,542 68.4
Subtotal 2,542 68.4
Total 306,012 734.1
Source: Company data
Figure 8: SOTP valuation
Valuation Value Per share
basis ($m) value
Construction 5x FY11F 116.7 $0.15
Property development RNAV
Book value 62.0 $0.08
Development profits discounted at 15% 86.5 S0.11
RNAV for property development 148.5 $0.19
Premium / (Discount) (40%) |
Discounted RNAV 89.0 $0.12
SOTP 205.8
Number of shares (m) 766.0
Fair value ($/share) $0.27

Source: Company data, Kim Eng estimates
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Profit and loss Cash flow
YE Dec (S$m) 2009 2010 2011F 2012F 2013F  YE Dec(S$m) 2009 2010 2011F 2012F 2013F
Sales 375.6 252.3 409.6 524.8 722.3  Operating cash flow 64.4 -27.6 -7.8 5.0 60.9
Cost of goods sold 3150 -216.0 -352.2 -4446 -609.8 Net Profit 474 126 348 534 78.7
Gross Profit 60.6 36.3 57.4 80.2 112.5 Depreciation & amortisation 18.8 8.4 1.5 2.7 2.6
Operating expenses -22.0 -30.0 -29.6 -33.8 -40.9 Change in working capital 19 -37.9 -35.2 -43.1 -12.3
Operating Profit 47.4 12.6 34.8 53.4 78.7 Others 37 -108 9.0 -8.0 -8.0
Net interest 1.8 1.7 1.7 1.7 -1.7 Investment cash flow -0.1 20.9 -7.0 2.0 -10.0
Interest income 3.6 2.0 2.0 2.0 2.0 Net capex -9 -102 -250 -100  -10.0
Interest expense 5.5 3.7 3.7 3.7 3.7 Assoc & JV 3.7 336 180 12.0 0.0
Net investment income/(loss) 0.0 0.0 0.0 0.0 0.0 Change in other assets -1.9 -2.5 0.0 0.0 0.0
Net other non-op. JV+Assoc. 20.0 16.3 11.1 6.0 1.9 Cashflow after invt. 64.3 -6.7 -14.8 7.0 50.9
Net exceptionals 0.0 0.0 0.0 0.0 0.0 Financing cash flow -27.2 61.7 -5.8 -7.7 -7.7
Pretax income 65.5 27.2 44.2 57.7 78.9 Change in share capital 0.0 54.7 0.0 0.0 0.0
Income taxes -13.9 -3.7 -8.8 -14.4 -23.7 Net change in debt -19.0 15.0 1.9 0.0 0.0
Minority Interest 10.2 2.0 6.6 12.8 213 Change in other LT liab. -8.1 -2.0 0.0 0.0 0.0
Net profit 41.4 21.4 28.8 30.5 33.9 Dividends paid 0.0 -6.0 -7.7 -7.7 -7.7
EBITDA 662 210 363 561 812 Netcashflow 372 550 -20.6 0.7 43.2
EPS basic (S cts) 73 28 3.8 4.0 4.4 Source: Company data, Kim Eng estimates
EPS fully diluted (S cts) 7.3 2.8 3.8 4.0 4.4 : 4
Source: Company data, Kim Eng estimates
Key ratios
YE Dec 2009 2010 2011F 2012F 2013F
Balance sheet Growth (% YoY)
YE Dec (S$m) 2009 2010 2011F 2012F 2013F Sales 38 -33 62 28 38
Total assets 367.3 549.7 505.6 532.6 586.5 OP 1625 -73 176 53 47
Current assets 2813 4657 397.6 426.1 4814 EBITDA 278 -68 73 54 45
Cash and bank balances 32.8 86.5 63.7 62.7 1057 NP 347 -48 34 6 1
Development properties 80.2 207.0 1889 2184 2307 [EPS 347 -62 34 6 1
Accounts receivable 1683 172.1 1450 1450 1450 Profitability (%)
Others 0.0 0.0 0.0 0.0 0.0 Operating margin 13 5 8 10 11
Other assets 86.0 840 1081 1065 105.1 EBITDAmargin 18 8 9 1 1
Property, plant & Eqt 22.7 21.0 22.1 232 24.3  Net profit margin 1 9 7 6 5
Investment properties 23.1 30.4 53.9 51.2 486 ROA 11 4 6 6 6
Others 403 32.6 321 32.1 32.1 ROE 29 10 11 10 10
Total liabilities 223.1 327.6 247.2 233.6 233.6 Stability
Current liabilities 1880 2771 1966 183.0 183.0 Grossdebt/equity (%) 29 26 23 20 17
Creditors & accruals 1474 2415 1616 1480 1480 Netdebt/equity (%) 6 13 -2 -1 -13
ST borrowings 195 131 150 150 150 Int.coverage(X) 7.6 58 78 83 9.2
Others 21.1 22,5 20.0 20.0 20,0 Cash flow int. coverage (X) 6.8 14.9 -5.6 -0.2 11.7
Long-term liabilities 351 505 506 506 506 currentratio(X) L5l L7EEe20| 23 26
Long-term debts 220 440 440 440  aaQ Quickratio(X) fel OO NEEREY 1.1 NG
Others 13.1 6.6 6.6 6.6 6.6 Netdebt(SSm) 8.7 -29.5 -4.7 -3.7 -46.7
Shareholder's equity 1443 2221 2574 3007 3559 Fersharedata(Scts)
Paid-in capital 200 1546 1546 1546 1546 Vo basic A 2Spes] 40 sl
Reserve 45 797 797 797 797 CFPS HONES] OmEEyg &
Others 1258 1472 1825 2258 2810 BYPS 2oel 290QEESS]  39.3 e
SPS 66.5 329 535 685 94.3
Source: Company data, Kim Eng estimates EBITDA/share 11.7 2.7 4.7 7.3 10.6
DPS 1.1 1.0 1.0 1.0 1.0

Source: Company data, Kim Eng estimates
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Recommendation definitions

Our recommendation is based on the
following expected price
performance within 12 months:

+15% and above: BUY
-15% to +15%: HOLD
-15% or worse: SELL
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APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLOSURES
AND
DISCLAIMERS

This report, and any electronic access to it, is restricted to and intended only for clients of Kim Eng Research Pte. Ltd. ("KER") or a
related entity to KER (as the case may be) who are institutional investors (for the purposes of both the Singapore Securities and
Futures Act (“SFA”) and the Singapore Financial Advisers Act (“FAA”)) and who are allowed access thereto (each an "Authorised
Person") and is subject to the terms and disclaimers below.

IF YOU ARE NOT AN AUTHORISED PERSON OR DO NOT AGREE TO BE BOUND BY THE TERMS AND DISCLAIMERS SET OUT BELOW,
YOU SHOULD DISREGARD THIS REPORT IN ITS ENTIRETY AND LET KER OR ITS RELATED ENTITY (AS RELEVANT) KNOW THAT YOU NO
LONGER WISH TO RECEIVE SUCH REPORTS.

This report provides information and opinions as reference resource only. This report is not intended to be and does not constitute
financial advice, investment advice, trading advice or any other advice. It is not to be construed as a solicitation or an offer to buy
or sell any securities or related financial products. The information and commentaries are also not meant to be endorsements or
offerings of any securities, options, stocks or other investment vehicles.

The report has been prepared without regard to the individual financial circumstances, needs or objectives of persons who receive
it. The securities discussed in this report may not be suitable for all investors. Readers should not rely on any of the information
herein as authoritative or substitute for the exercise of their own skill and judgment in making any investment or other decision.
Readers should independently evaluate particular investments and strategies, and are encouraged to seek the advice of a financial
adviser before making any investment or entering into any transaction in relation to the securities mentioned in this report. The
appropriateness of any particular investment or strategy whether opined on or referred to in this report or otherwise will depend
on an investor’s individual circumstances and objectives and should be confirmed by such investor with his advisers independently
before adoption or implementation (either as is or varied). You agree that any and all use of this report which you make, is solely at
your own risk and without any recourse whatsoever to KER, its related and affiliate companies and/or their employees. You
understand that you are using this report AT YOUR OWN RISK.

This report is being disseminated to or allowed access by Authorised Persons in their respective jurisdictions by the Kim Eng
affiliated entity/entities operating and carrying on business as a securities dealer or financial adviser in that jurisdiction (collectively
or individually, as the context requires, "Kim Eng") which has, vis-a-vis a relevant Authorised Person, approved of, and is solely
responsible in that jurisdiction for, the contents of this publication in that jurisdiction.

Kim Eng, its related and affiliate companies and/or their employees may have investments in securities or derivatives of securities
of companies mentioned in this report, and may trade them in ways different from those discussed in this report. Derivatives may
be issued by Kim Eng its related companies or associated/affiliated persons.

Kim Eng and its related and affiliated companies are involved in many businesses that may relate to companies mentioned in this
report. These businesses include market making and specialised trading, risk arbitrage and other proprietary trading, fund
management, investment services and corporate finance.

Except with respect the disclosures of interest made above, this report is based on public information. Kim Eng makes reasonable
effort to use reliable, comprehensive information, but we make no representation that it is accurate or complete. The reader
should also note that unless otherwise stated, none of Kim Eng or any third-party data providers make ANY warranties or
representations of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have
liability for any damages of any kind relating to such data.

Proprietary Rights to Content. The reader acknowledges and agrees that this report contains information, photographs, graphics,
text, images, logos, icons, typefaces, and/or other material (collectively “Content”) protected by copyrights, trademarks, or other
proprietary rights, and that these rights are valid and protected in all forms, media, and technologies existing now or hereinafter
developed. The Content is the property of Kim Eng or that of third party providers of content or licensors. The compilation
(meaning the collection, arrangement, and assembly) of all content on this report is the exclusive property of Kim Eng and is
protected by Singapore and international copyright laws. The reader may not copy, modify, remove, delete, augment, add to,
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