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Tiong Seng Holdings
Grossly undervalued

Event

Tiong Seng recorded revenue growth of 17% YoY from $124.4m to $145.5m
for 1H11 thanks to an increase in construction billings for ongoing projects.
This was in line with our expectation. Net profit correspondingly grew from
$9.8m to $11.4m. Two contracts secured in 1H11, worth a total of $296m,
are in line with our forecast win of $600m for the full year. Orderbook
remains strong at $1.1b. Maintain BUY.

Our View

Construction was the biggest earnings contributor in 1H11, making up over
90% of net profit. The 17% YoY growth in revenue was expected as projects
secured last year entered higher revenue recognition phases. Gross margins
improved to 16% from 13% in 1Q11. Development profits from China will
contribute in 2H11 when Phase 1 of Sunny International Project in
Cangzhou is completed. We estimate a topline boost of about $40m.

Construction cost is expected to rise due to increased infrastructural works
such as the MRT lines, demand from the private sector, the push to build
more HDB flats, as well as the expected rise in levies and cut in quota for
foreign workers. Margins look set to be squeezed due to keen competition
from the entry of large foreign players. For example, the Downtown Line
Stage 3 contracts have so far all been awarded to foreign firms. We have
already factored in a 2% decrease in gross margins from 2012 onwards.

Tiong Seng, via a JV with two other partners, acquired Balmoral
Condominium for $141m, or $1,539 psf ppr. Using an ASP assumption of
$2,500 psf, the redevelopment could return a pre-tax margin of 15%.
Although the project is small, it marks the company’s first foray into the
property development business in Singapore.

We like Tiong Seng for its strong pipeline of projects worth $1.1b and are
confident that it will meet our forecast contract win of $600m. Its property
development business in China has also consistently returned margins of
above 20%. In addition, based on the 1 cent per share dividend it paid last
year, the current share price implies a yield of 5.3%.

Action & Recommendation
We reiterate our BUY recommendation and target price of $0.33, based on
SOTP valuation.

Year End Dec 31 2009 2010 2011F 2012F 2013F
Sales (S$ m) 375.6 252.3 409.6 524.8 783.2
Pre-tax (S$ m) 65.5 27.2 44.2 57.7 98.9
Net profit (S$ m) 41.4 21.4 28.8 30.5 419
EPS (S cts) 7.3 2.8 3.8 4.0 5.5
EPS growth (%) 347 -62 34 6 37
PER (x) 2.6 6.7 5.0 4.7 34
EV/EBITDA (x) 1.7 5.4 3.6 2.2 0.5
Yield (%) 5.6 5.3 5.3 5.3 5.3

SEE APPENDIX | FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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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 2523 409.6 524.8 783.2 Operating cash flow 644 276 -1.8 5.0 80.9
Cost of goods sold 3150 -216.0 -352.2 -4446 -648.5 Net Profit 47.4 126 348 534 98.7

Gross Profit 60.6 36.3 57.4 80.2 134.7 Depreciation & amortisation 18.8 8.4 1.5 2.7 2.6
Operating expenses -22.0 -30.0 -29.6 -33.8 -43.0 Change in working capital 19 -37.9 -35.2 -43.1 -12.3

Operating Profit 47.4 12.6 34.8 53.4 98.7 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 Change in LT investment 3.7 33.6 18.0 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 70.9

Net exceptionals 0.0 0.0 0.0 0.0 0.0  Financing cash flow -27.2 61.7 1.9 0.0 0.0

Pretax income 65.5 27.2 44.2 57.7 98.9 Change in share capital 0.0 54.7 0.0 0.0 0.0

Income taxes -13.9 -3.7 -8.8 -14.4 -29.7 Net change in debt -19.0 15.0 1.9 0.0 0.0

Minority Interest 10.2 2.0 6.6 12.8 27.4 Change in other LT liab. -8.1 -8.0 0.0 0.0 0.0

Net profit 414 214 288 305 419 Netcash flow 37.2 55.0 -13.0 7.0 70.9

EBITDA 66.2 21.0 363 56.1  101.2 ) )

EPS basic (S cts) 7.3 2.8 3.8 4.0 55 Source: Company data, Kim Eng estimates

EPS fully diluted (S cts) 7.3 2.8 3.8 4.0 5.5

Source: Company data, Kim Eng estimates

Key ratios
YE Dec 2009 2010 2011F 2012F 2013F
Growth (% YoY)

Balance sheet sales 38%  -33%  62%  28%  49%

YE Dec (S$m) 2009 2010 2011F 2012F 2013F OP 1625%  -73% 176%  53% 85%

Total assets 367.3 549.7 513.3 5479 629.5 EBITDA 278%  -68%  73%  54% 81%

Current assets 2813 4657 4052 4414 5244 NP 347%  -48%  34% 6% 37%
Cash and bank balances 32.8 86.5 71.3 78.0 1487 EPS 347%  -62%  34% 6% 37%
Development properties 80.2 207.0 1889 2184  230.7 Profitability (%)

Accounts receivable 168.3 1721 1450 1450 1450 Operating margin 13% 5% 8%  10% 13%
Others 0.0 0.0 0.0 0.0 0.0 EBITDA margin 18% 8% 9% 11% 13%

Other assets 86.0 840 1081 1065 1051 NetProfit margin 11% 9% 7% 6% 5%
Property, plant & Eqt 22.7 21.0 22.1 232 243 ROA 11% 4% 6% 6% 7%
Investment properties 23.1 30.4 53.9 51.2 486 ROE 29%  10%  11%  10% 11%
Others 40.3 32.6 32.1 32.1 32.1 Stability

Total liabilities 2231 327.6 247.2 233.6 233.6 Grossdebt/equity (%) 29%  26%  23%  20% 16%

Current liabilities 1880 2771 1966 1830 1830 Netdebt/equity (%) 6% -133% 5%  -6%  -24%
Creditors & accruals 147.4 2415 1616 1480 1480 Int coverage(X) 7.6 58 78 83 114
ST borrowings 19.5 13.1 15.0 15.0 15.0 Cash flow int. coverage (X) -41.5 7.2 16.3 24.7 35.5
Others 21.1 22,5 20.0 20.0 20.0 Currentratio (X) 1.5 1.7 2.1 2.4 2.9

Long-term liabilities 351 505  50.6 506 506 Quickratio(X) 15 13 18 21 23
Long-term debts 220 440 440 440 440 Netdebt(Ssm) 87 295 -123 -190 -897
Others 13.1 6.6 6.6 6.6 6.6 Persharedata (S cts)

Shareholder's equity 1443 2221 257.4 3007 369.9 EPSbasic 73 28 38 40 5.5
Paid-in capital 200 1546 1546 1546 1546 C/°° Lol Oy  Q0C
Reserve a5 797 797 797  -79.7 BYPS 22| 290pES6] 39.3 s
Others 1258 1472 1825 2258 2950 PO bos] 329 E3D]  68.5 EERloZ2

EBITDA/share 11.7 2.7 47 7.3 13.2

Source: Company data, Kim Eng estimates 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,
publish, transmit, participate in the transfer, license or sale of, create derivative works from, or in any way exploit any of the
Content, in whole or in part, except as specifically permitted herein. If no specific restrictions are stated, the reader may make one
copy of select portions of the Content, provided that the copy is made only for personal, information, and non-commercial use and
that the reader does not alter or modify the Content in any way, and maintain any notices contained in the Content, such as all
copyright notices, trademark legends, or other proprietary rights notices. Except as provided in the preceding sentence or as
permitted by the fair dealing privilege under copyright laws, the reader may not reproduce, or distribute in any way any Content
without obtaining permission of the owner of the copyright, trademark or other proprietary right. Any authorised/permitted
distribution is restricted to such distribution not being in violation of the copyright of Kim Eng only and does not in any way
represent an endorsement of the contents permitted or authorised to be distributed to third parties.
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Additional information on mentioned securities is available on request.
Jurisdiction Specific Additional Disclaimers:

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO THE REPUBLIC OF KOREA, OR
PROVIDED OR TRANSMITTED TO ANY KOREAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A
VIOLATION OF SECURITIES LAWS IN THE REPUBLIC OF KOREA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE
FOREGOING LIMITATIONS.

THIS RESEARCH REPORT IS STRICTLY CONFIDENTIAL TO THE RECIPIENT, MAY NOT BE DISTRIBUTED TO THE PRESS OR OTHER MEDIA,
AND MAY NOT BE REPRODUCED IN ANY FORM AND MAY NOT BE TAKEN OR TRANSMITTED INTO MALAYSIA OR PROVIDED OR
TRANSMITTED TO ANY MALAYSIAN PERSON. FAILURE TO COMPLY WITH THIS RESTRICTION MAY CONSTITUTE A VIOLATION OF
SECURITIES LAWS IN MALAYSIA. BY ACCEPTING THIS REPORT, YOU AGREE TO BE BOUND BY THE FOREGOING LIMITATIONS.

Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply if the
reader is receiving or accessing this report in or from other than Singapore.

As of 15 August 2011, Kim Eng Research Pte. Ltd. and the covering analyst do not have any interest in Tiong Seng Holdings.

Analyst Certification:

The views expressed in this research report accurately reflect the analyst's personal views about any and all of the subject
securities or issuers; and no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the
specific recommendations or views expressed in the report.

© 2011 Kim Eng Research Pte Ltd. All rights reserved. Except as specifically permitted, no part of this presentation may be

reproduced or distributed in any manner without the prior written permission of Kim Eng Research Pte. Ltd. Kim Eng Research Pte.
Ltd. accepts no liability whatsoever for the actions of third parties in this respect.
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