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Deep-value property stock

Although Hua Yang is a very small property stock in terms of market cap, it has big
ambitions and plans to expand its profits several fold over the next 3-5 years. Should it
manage to deliver its targets of RM500m-600m turnover and RM75m-90m net profit,
P/E would plunge to below 2x. The high targets are not unrealistic as the group has
landbank with RM2.23bn GDV potential and is always on the lookout for more. Also, it
has exceeded its FY3/11 sales target of RM300m and including bookings, has
unbilled sales of over RM400m, nearly 4x FY10’s turnover. Using a blend of 40%
discount to its RM4.30 RNAYV in view of its small size and illiquid shares and a similar
discount to our 14.5x FY12 target market P/E, we arrive at a value of RM2.76, which
implies 100% upside.

Background

Hua Yang started out as a Perak developer over 30 years ago and was listed on
Bursa Malaysia in 2002. The group has a young CEO, Mr. Ho Wen Yan, aged 36 who
is the son of the late founder Mr. Ho Mok Heng and joined the company in late 2003.
Hua Yang was listed on the Main Market of Bursa in 2002 and has to date completed
RM1.2bn worth of properties in Perak, Johor and the Klang Valley. The group has
over 900 acres of undeveloped landbank, of which key projects form 546 acres or
58% in Perak, 290 acres or 31% in Johor and 20 acres or 2% in the Klang Valley.
However, based on the undeveloped GDV of RM2.23bn, key projects comprise 34%
in the Klang Valley, 29% in Johor and 25% in Perak. The higher GDV contribution
from the Klang Valley is due to the high value of the One South project, which has a
GDV/acre of RM45m vs. around RM1m-2m/acre for Perak and Johor townships.

Figure 1: Undeveloped landbank and GDV

Acres GDV (RM m) %
One South, Seri Kembangan, Selangor 16.7 750 34%
Bandar University Seri Iskandar, Perak 546.0 549 25%
Taman Pulai Indah, Johor 159.0 335 15%
Taman Pulai Hijauan, Johor 131.0 320 14%
Symphony Heights, Selayang, Selangor 3.0 206 9%
Senawang Link, Negeri Sembilan 28.0 45 2%
Others 52.3 28 1%
Total 936.0 2,233 100%

Source: Company, CIMB estimates

Ongoing property projects

One South — The One South project in Seri Kembangan, Selangor, has a GDV of
RM750m or 34% of the group’s total undeveloped GDV. The strategic location of the
16.7-acre project along the KL-Seremban Highway will enable Hua Yang to unlock its
value quickly. Completion is expected within 7-8 years. One South comprises 1,251
serviced apartments, 384 shops and offices, two blocks of office towers and a niche
retail mall. The office space will be priced at RM350 psf while the retail space will go
for RM800-900 psf.

Please read carefully the important disclosures at the end of this publication.




Source: Company

The One South project has a plot ratio of 4x and the land was acquired in 2008 for
only RM40m or RM55 psf. We believe that interest in this project should be strong
given its high visibility to traffic along the Seremban and Besraya highways. This
project should be the key earnings driver over the next few years. Hua Yang recently
held a soft launch of the first block of serviced apartments. Response has been
overwhelming and almost all the units have been taken up. The 420 units measure
1,000 sq ft on average and were priced at RM320-350 psf. The group will open up two
more blocks at prices 5-10% higher in order to keep affordability high and sales
strong. As for the office blocks, it managed to lock in one RM105m en bloc sale.

Bandar Universiti Seri Iskandar — The township project measures 777 acres in total,
of which 549 acres are either being developed or are undeveloped. The mixed
residential and commercial development in Perak was launched at end-08. It is
located near MRCB’s mammoth 4,000-acre Seri Iskandar township. Due to the
relatively low pricing that starts from RM120k for residential properties and RM260m
for commercial properties, total GDV is only RM721m and undeveloped GDV is
RM563m.

Taman Pulai Indah — The township measures 477 acres, of which 318 acres have
been completed. Total GDV amounts to nearly RM800m, of which RM465m have
been booked. Residential properties in the project are priced between RM134k and
RM300k while commercial properties are priced upwards of RM150k.

Symphony Heights — This is a serviced apartment project in Selayang, Kuala
Lumpur with a GDV of RM206m. All in, there are three blocks with 944 units. The
three blocks were launched roughly six months apart beginning June 2008 and have
achieved a take-up rate of over 70%.

Valuation

Hua Yang is trading at a steep discount of 68% to its RNAV of RM4.30 and a 30%
discount to its NTA of RM1.97. The RNAV discount is more than double the average
of stocks under our coverage while the NTA discount is in stark contrast to the 69%
premium enjoyed by the property stocks we cover. The NTA discount appears
excessive given that the company is going through a period of earnings spurt. On a
P/E basis, the discount to its larger peers is even more glaring. The annualised
9MFY3/11 EPS of 23.44 sen works out to a P/E of only 5.9x, a deep discount of 66%
to the sector's 2011 P/E of 17.6x. The 9M net profit of RM17m is a 104% jump yoy
while net gearing was a manageable 0.35x at end-2010.
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Figure 2: Revalued NAV

Property Size Price Stake Value
(acres) (RM unit/psf) (RM'm)
One South, Seri Kembangan, Selangor 16.7 200.00 100% 145.5
Bandar University Seri Iskandar, Perak (mixed) 382.2 4.00 100% 66.6
Bandar University Seri Iskandar, Perak (commercial) 163.8 18.00 100% 128.4
Taman Pulai Indah, Johor 159.0 8.00 100% 55.4
Taman Pulai Hijauan, Johor 131.0 7.00 100% 39.9
Symphony Heights, Selayang, Selangor 3.0 200.00 100% 26.1
Senawang Link, Negeri Sembilan 28.0 15.00 63% 11.5
Others 52.3 5.00 100% 11.4
Non-current assets 174
Long term borrowing (58.5)
Net current assets less dev. prop. 21.0
Total RNAV 464.8
No. of shares (m) 108.0
RNAV per share (RM) 4.30

Source: Company, CIMB estimates

Figure 3: Discount to RNAV and NTA

Share price RNAV/shr  (Discount)/ NTA/shr (Discount)/

(RM) (RM) Premium (RM) Premium

Hua Yang 1.38 4.30 -67.9% 1.97 -29.9%
E&O 117 2.72 -57.0% 1.26 -1.1%
Mah Sing 248 2.52 -1.6% 1.02 143.1%
UM Land 1.76 4.21 -58.2% 3.55 -50.4%
Average -29.0% 69.0%

Source: CIMB estimates, companies

Mr. Ho Wen Yan, who was appointed CEO of the group in mid-2010, is looking to
transform Hua Yang into one of Malaysia’s top five developers over the next 3-5 years
and is pursuing an aggressive growth strategy. The group is looking to acquire
RM100m worth of landbank in the near future and may undertake a rights, placement
or bond issue to finance the purchase. While the cash call may be EPS dilutive, it will
put the group on a stronger footing and facilitate its ambitious growth target. Should
Hua Yang succeed in lifting turnover to RM500m-600m by 2014-5 and achieve a net
profit margin of around 15%, net profits would jump to RM75m-90m from only RM12m
in FY3/10. Based on its current share capital, this means that P/E ratio would plunge
to below 2x, making it easily one of the cheapest stocks, not only in the property
sector but also in the market.

The high earnings target may not be as farfetched as it appears as the group has
lined up new launches that are very marketable. Also, as it is, Hua Yang has unbilled
sales of RM190m-200m. This does not include the RM105m en bloc sale and the
sales from the soft launch of the serviced apartments at One South. Including these
sales that have yet to be finalised, the group’s unbilled sales swell to over RM400m.
This is nearly 4x the annual revenue raked in over the past couple of years, putting
Hua Yang on a firm footing to meet its longer-term target of RM500m-600m in
turnover.

Based on a 40% discount to its RM4.30 RNAYV to factor in its small size and the illiquid
nature of the stock, Hua Yang would be valued at RM2.58, which offers upside of
87%. Using the P/E valuation method in view of its strong growth prospects and
landbanking efforts while applying a similar 40% discount to our 2012 target market
P/E of 14.5x because of its small market cap and low liquidity, we arrive at a value of
RM2.94 or upside of 113%. This assumes annual EPS growth of 20% for FY12-13.
Using a blend of the two methods, we derive a value of RM2.76, which implies upside
of 100%. This would not be unreasonable as it represents a 40% premium over NTA,
which compares favourably with the sector average premium of nearly 70%.



Hua Yang has ambitions to become big, similar to what today's leading developers set
out to do 5-10 years ago. It appears to be on the right track, going by the strong sales
racked up so far, particularly for the One South project, and its ability to sniff out
strategically located landbank. The key question now is whether it can continue to
execute well over the next few years and how it will handle the vagaries of the ultra-
competitive property market. Should it ace these tasks, it would be a stock that
investors should keep a close watch on as its valuations and size would be too
attractive to ignore.

Price chart

Mar Apr May Jun Ji Aug Sep Oct Nov Dec Jan

Feb Mar

Financial summary

FYE Mar 2005 2006 2007 2008 2009 2010 9M2011
Revenue (RM m) 106.6 101.6 63.5 59.9 100.0 103.5 122.1
EBITDA (RM m) 245 257 12.9 8.6 116 15.2 23.0
EBITDA margins (%) 229 253 20.2 14.4 116 14.7 18.8
Pretax profit (RM m) 250 25.0 12.5 8.8 126 15.7 22.8
Net profit (RM m) 18.9 18.1 8.7 6.6 8.7 11.6 16.9
EPS (sen) 209 20.1 10.0 73 9.7 12.9 176
EPS growth (%) 12.0 (4.2) (50.2) (26.9) 32.8 324 36.7
P/E (x) 6.6 6.9 13.8 18.9 14.2 10.7 78
Gross DPS (sen) 42 7.0 42 1.9 25 3.0 -

Dividend yield (%) 3.0 5.1 3.0 14 1.8 22 -

PINTA (x) 0.8 0.7 0.7 0.7 0.7 0.6 0.7
ROE (%) 1.7 10.4 4.9 3.6 47 59 8.0
Net gearing (%) 175 23 1.7 4.2 14.9 26.9 35.3
PICF (x) 6.5 6.8 13.4 18.1 13.6 10.4 1.7
EV/EBITDA (x) 73 59 11.8 18.1 15.2 133 9.7

Source: Bloomberg

Source: Company,CIMB Research, Bloomberg
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Figure 4: Regional comparisons
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limited number of institutional investors and must not be provided to any person other than the original recipient and may not be reproduced or used for any other
purpose. Further, the information contained in this report is not intended to lead to the sale of investments under any subscription agreement or the conclusion of any
other contract of whatsoever nature within the territory of the United Arab Emirates.

United Kingdom: This report is being distributed by CIMB Securities (UK) Limited only to, and is directed at selected persons on the basis that those persons are (a)
persons falling within Article 19 of the Financial Services and Markets Act 2000 (Financial Promotions) Order 2005 (the “Order”) who have professional experience in
investments of this type or (b) high net worth entities, and other persons to whom it may otherwise lawfully be communicated, falling within Article 49(1) of the Order, (all
such persons together being referred to as “relevant persons”). A high net worth entity includes a body corporate which has (or is a member of a group which has) a
called-up share capital or net assets of not less than (a) if it has (or is a subsidiary of an undertaking which has) more than 20 members, £500,000, (b) otherwise, £5
million, the trustee of a high value trust or an unincorporated association or partnership with assets of no less than £5 million. Directors, officers and employees of such
entities are also included provided their responsibilities regarding those entities involve engaging in investment activity. Persons who do not have professional
experience relating to investments should not rely on this document.

United States: This research report is distributed in the United States of America by CIMB Securities (USA) Inc, a U.S.-registered broker-dealer and a related company
of CIMB Research Pte Ltd solely to persons who qualify as "Major U.S. Institutional Investors" as defined in Rule 15a-6 under the Securities and Exchange Act of 1934.
This communication is only for Institutional Investors and investment professionals whose ordinary business activities involve investing in shares, bonds and associated
securities and/or derivative securities and who have professional experience in such investments. Any person who is not an Institutional Investor must not rely on this
communication. However, the delivery of this research report to any person in the United States of America shall not be deemed a recommendation to effect any
transactions in the securities discussed herein or an endorsement of any opinion expressed herein. For further information or to place an order in any of the above-
mentioned securities please contact a registered representative of CIMB Securities (USA) Inc.

Other jurisdictions: In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is only for distribution to professional, institutional or
sophisticated investors as defined in the laws and regulations of such jurisdictions.

RECOMMENDATION FRAMEWORK #1 *

STOCK RECOMMENDATIONS SECTOR RECOMMENDATIONS

OUTPERFORM: The stock's total return is expected to exceed a relevant OVERWEIGHT: The industry, as defined by the analyst's coverage universe, is

benchmark's total return by 5% or more over the next 12 months. expected to outperform the relevant primary market index over the next 12
months.

NEUTRAL: The stock's total return is expected to be within +/-5% of a relevant NEUTRAL: The industry, as defined by the analyst's coverage universe, is

benchmark's total return. expected to perform in line with the relevant primary market index over the next
12 months.

UNDERPERFORM: The stock's total return is expected to be below a relevant UNDERWEIGHT: The industry, as defined by the analyst's coverage universe,

benchmark's total return by 5% or more over the next 12 months. is expected to underperform the relevant primary market index over the next 12
months.

TRADING BUY: The stock's total retum is expected to exceed a relevant TRADING BUY: The industry, as defined by the analyst's coverage universe, is

benchmark's total return by 5% or more over the next 3 months. expected to outperform the relevant primary market index over the next 3
months.

TRADING SELL: The stock's total return is expected to be below a relevant TRADING SELL: The industry, as defined by the analyst's coverage universe,

benchmark's total return by 5% or more over the next 3 months. is expected to underperform the relevant primary market index over the next 3
months.

* This framework only applies to stocks listed on the Singapore Stock Exchange, Bursa Malaysia, Stock Exchange of Thailand and Jakarta Stock Exchange. Occasionally, it is permitted for the total expected returns to be
temporarily outside the prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.
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RECOMMENDATION FRAMEWORK #2 **

STOCK RECOMMENDATIONS

SECTOR RECOMMENDATIONS

OUTPERFORM: Expected positive total returns of 15% or more over the next
12 months.

OVERWEIGHT: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total retumns of +15% or
better over the next 12 months.

NEUTRAL: Expected total returns of between -15% and +15% over the next
12 months.

NEUTRAL: The industry, as defined by the analyst's coverage universe, has
either (i) an equal number of stocks that are expected to have total returns of
+15% (or better) or -15% (or worse), or (i) stocks that are predominantly
expected to have total retumns that will range from +15% to -15%; both over the
next 12 months.

UNDERPERFORM: Expected negative total returns of 15% or more over the
next 12 months.

UNDERWEIGHT: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total returns of -15% or
worse over the next 12 months.

TRADING BUY: Expected positive total returns of 15% or more over the next 3
months.

TRADING BUY: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total retums of +15% or
better over the next 3 months.

TRADING SELL: Expected negative total returns of 15% or more over the next
3 months.

TRADING SELL: The industry, as defined by the analyst's coverage universe,
has a high number of stocks that are expected to have total returns of -15% or
worse over the next 3 months.

** This framework only applies to stocks listed on the Hong Kong Stock Exchange and China listings on the Singapore Stock Exchange. Occasionally, it is permitted for the total expected returns to be temporarily outside the

prescribed ranges due to extreme market volatility or other justifiable company or industry-specific reasons.



