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Infrastructural Sector

Building blocks for growth

Construction sector is back in the limelight . The local construction
sector is back at the peak after being in the doldrums for the past few
years. The last peak was in 1997 when a total of S$24.4b contracts were
awarded. Since then, construction activities have slipped to a low of S$10b
in 2003 when SARS hit the region. Last year, with the brisk activities in the
construction sector, total contracts awarded hit a new record high of
S$24.5b. For this year, the Building and Construction Authority (BCA) is
projecting some S$23-27b worth of contracts to be awarded.

Growth came from the private sector . The bulk of the expansion came
from the private sector, which saw growth rate of 42% (versus the overall
growth rates of 25%) for 2004-2007 and only 1% for the public sector. This
means that the private sector has been fuelling the growth in the past few
years. Of the construction demand of S$24.5b in 2007, the private sector
accounted for 77%, while the public sector accounted for only 23%. In
2008, the bulk of the contracts will still come from the private sector
(estimated at around 62%), but the pace of public sector jobs will pick up
due to numerous infrastructural projects in the country.

Property sector is also dishing out jobs. With the revival of interest in
residential properties in 2006/07, and the slew of en-bloc transactions, the
development and re-development of residential sites in Singapore have
also added to the pool of available jobs for contractors and developers. The
re-making of Singapore is also fuelling the development of expressways,
MRT lines, the Singapore River and the Orchard road shopping belt.

Margin compression. Prices of raw materials have spiked up and could
have a drastic impact on contractors, especially if these companies are
unable to pass on the costs. This could hurt margins which have recently
recovered from low single-digit to more than 15% presently. However, order
books are currently at unprecedented levels and should mitigate against
rising construction costs. Overall, the outlook for the sector is still positive
for the next 2-3 years.

Please refer to the important disclosures at the back of this document.
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Section 1: Construction Sector

Construction sector is back in the limelight . The local construction
sector is back at the peak after years of being in the doldrums. The last
peak was in 1997 when a total of S$24.4b contracts were awarded. Since
then, construction activities have slipped to a low of S$10b in 2003 when
SARS hit the region. Last year, with the brisk activities in the construction
sector, total contract awarded hit a new record high of S$24.5b. For this
year, the Building and Construction Authority (BCA) is projecting some
S$23-27b worth of contracts to be awarded.

Since 2004, the compounded average growth rate (CAGR) for contracts
awarded in the past four years amounted to a strong double-digit growth of
25%.

Chartl: Private & Public Sectors Contracts Awarded (1981 to 2008E)
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Growth came from the private sector . From this, it is interesting to note
that the bulk of the growth came from the private sector, which saw growth
rate of 42% (versus the overall growth rates of 25%) for the same period
(2004-2007) and only 1% for the public sector. This means that the private
sector has been fuelling the growth in the past few years. Of the construction
demand of S$24.5b in 2007, the private sector accounted for 77%, while
the public sector accounted for only 23% (see Chart 2).
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Chart 2: T otal Construction Demand in 2007 by Sectors
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In terms of breakdown, the bulk of the contracts in 2007 came from residential
projects (30% or S$7.4b), followed by Industrial jobs (29%) and Commercial
jobs (21%). Please refer to Chart 3.

Chart 3: T otal Construction Demand in 2007 by Industries
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Public jobs will rise . Going forward, the BCA is looking at around S$23-
27b of contracts. Of this amount, the bulk will still come from the private
sector (estimated at around 62% versus 77% in 2007), but the pace of
public sector jobs will pick up and account for the balance due to the
increase in infrastructure-related projects on the island.

As a result of this, the portion of residential contracts will come off from
30% in 2007 to around 18% in 2008. The difference will be evenly absorbed
by the other sectors, with Industrial contracts at about 25% and Commercial
contracts at about 22%.

Chart 4: T otal Construction Demand in 2008 by Industries
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Similar improvement in construction output . The rise in construction

demand was somewhat captured in the increase in construction output.
This number rose 9% from 2004-2007, with the bulk again coming from the
private sector which grew 23% over the same period.
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Chart 5: T otal Construction Output (In S$m)
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Chart 6: T otal Construction Output (Public vs. Private)
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Costs of raw materials on an uptrend . With the rise in construction
activities in Singapore, and further aggravated by the global surge in
construction activities, raw material prices soared. For example, price of
cement increased about 32% YoY in Feb 2008 to $119 per ton. Similarly,
the price of steel has also moved up, but at an even faster pace - the price
for steel bars of 20mm high tensile surged about 68% YoY to $1287 in Feb
2008. In addition, demand for steel is so strong from other industries
including the marine and oil & gas sectors, it is not surprising that the
price of steel has soared, especially with strong demand from China and
the other developing nations.

Chart 7: Demand & Price for Cement in Bulk
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Chart 8: Demand & Price for Steel Bars
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Region is growing and raw materials remain expensive . The strong

growth in Asia has also buoyed demand for most building materials. This
can be seen by the region’s economic growth of 4%-11.5% in 2007. In
addition, the IMF is projecting growth of 4%-10% for the region in 2008.
Some of the key high-growth countries include China (10%), India (8.4%
and Vietnam (8.2%).

Bustling Singapore . In Singapore, the growth in construction demand in
2008 is likely to be broad-based, stretching from residential, commercial,
industry to the civil engineering segments. This reflects the underlining
demand for most building materials, effectively supporting prices at current
levels or higher. In addition, the Singapore government’'s recent
announcement to defer about S$2b worth of public sector jobs beyond
2010 is another sign to ease the present pressure on building materials.

Table 1: Regional Economic Growth (%)
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The Integrated Resorts — creating the buzz . While the Integrated Resorts
(IRs) sparked the interest in the construction sector, the re-building and re-
branding of Singapore into a vibrant city is another reason that is supporting
interest in the construction sector. As it is now, the IRs are absorbing the
bulk of the development expenditures together with several of the key
infrastructure projects like the Sports Hub at Kallang, the Marina Business
Financial Centre (BFC), the Youth Olympic Village, MRT Downtown Line,
the Marina Coastal Expressway, the enhancement to the Orchard Road
shopping belt, etc.
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Section 2: Property Sector

Property Sector is also dishing out jobs . With the revival of interest in
residential properties in 2007, and the slew of en-bloc transactions, the
development and re-development of residential sites in Singapore have also
benefited the contractors. While the contractor/developer types primarily
focused on their own projects, the pure contractor types benefited from the
flow-through of orders.

Chart 9: URA Residential Price Index
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Re-inventing of Singapore translates into availability of jobs . The re-

inventing of Singapore will also see the development of the Ophir-Rochor
corridor, which is located at the northern gateway to the city, and is an
extension of the existing convention, office, hotel and retail hub at Marina
Centre. This will aim to complement the office clusters at Marina Bay and
Raffles Place. In addition, the Ophir-Rochor corridor lies in a district with an
up and coming art, cultural, entertainment and education hub. More land
parcels are expected to come into the market and will also comprise of
residential units to attract people who yearns for city living.

Tourism growth will also buoy infrastructure investment s. With the
push to attract more tourists to Singapore, there are numerous projects to
rejuvenate the city, including enhancements to the iconic Singapore River.
The local authorities are already planning a series of infrastructural
developments to accentuate the unique features along the river. The
Singapore Tourism Board (STB) is aiming to attract 17m visitors and S$30b
in tourism receipts by 2015. With this, there is a host of activities and
investments to re-create key segments of the city, including the Orchard
Road shopping belt.
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Residential prices holding . Recently, the Urban Redevelopment Authority
(URA) released the 1Q 2008 flash estimate of the price index of private
residential property. Prices rose from 170.8 points in 4Q 2007 to 178.0
points in 1Q 2008, an increase of 4.2% versus 6.8% the previous quarter.
On the supply side, as at 4Q 2007, there are about 64,900 private residential
units in the pipeline, of which about 56,100 new private housing units are
expected to be completed between 2008 and 2011. About 38,300 units or
59% of the units in the pipeline have not been sold yet.

As a recap, the prices of private residential, office, shop and industrial
properties increased by 31.2%, 32.6%, 13.2% and 22.7% in 2007,
respectively. Rentals of private residential, office, shop and industrial
properties increased by 41.2%, 56.1%, 18.2% and 32.0% in 2007,
respectively.

For the office sector, the supply of space that will be coming out amounted
to about 1.42 million sgm Gross Floor Area (GFA) at end 2007. This includes
Marina Bay Financial Centre (Phase 1 and 211) (325,000 sgm), Marina
View Land Parcel A and B (205,000 sqm), South Beach at Beach Road /
Middle Road (71,000 sgm) and 2 sites at Anson Road (59,000 sgm). The
transitional office sites are those at Scotts Road, Tampines Concourse
and Mountbatten Road which in total can generate up to 47,200 sgm of
transitional office space. Of the total supply, 1.21 million sqm GFA or 85%
of office space will be completed between 2008 and 2011. In addition, about
500,000 sgm of commercial space, could come from sites to be made
available via the First Half 2008 government land sales programme.

Chart 10: URA Rental Index
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Section 3: Areas of Concern

Up, up and higher... As mentioned above, prices of raw materials have
spiked up and could have a drastic impact on contractors, especially if
these companies are unable to pass on the costs.

Margin compression. With the pickup in construction activities and property
transactions, gross margins and net earnings for most of the companies in
these sectors have improved in 2006-2007. Some have seen margins hit
15% - 20% from single digit just two years ago. While most contracts have
escalation clauses, the spike in raw material prices is likely to hit the
developers, especially if they have not locked in their costs. In addition,
with so many projects chasing so few contractors, pricing is likely to favour
the contractors rather than the owners/developers of the projects. Rental
prices for building equipment have also increased in tandem with the strong
construction demand in addition to rising labour costs.

US and regional slowdown . While the present environment is still fairly
healthy as most companies in these sectors are still enjoying good order
flows, going forward, the slowdown in the US is likely to impact the rest of
the region, especially if there is a cut-back in investments, capital
expenditures or jobs.

Table 2: W orld Economic Growth (%)
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Chart 11: US Economic Growth (%)

Source: Bloomberg

Chart 12: US Conference Board Consumer Confidence (1985=100, Monthly)

Source: Bloomberg
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Section 4: Summaries of Featured Companies
BBR Holdings: Secured orders until 201 1

Summary : BBR Holdings, with its three core business activities in General
Construction, Specialist Engineering and Property Development, is well
placed to benefit from Singapore’s construction boom. According to the
BCA Singapore, construction demand is expected to hit some S$23-27b
this year. BBR currently sits on some S$518m worth of confirmed orders
which will last out to 2011. Based on our estimates, BBR should be able to
recognize about S$200m this year and next year. Management is also
confident that it will be able to add further to its order book, given the
plethora of projects currently in the pipeline. Besides its construction and
engineering business, BBR also intends to focus on its property business,
where it wants to be a residential boutique developer as well as a value-
added property player. BBR is also looking to grow its construction/
engineering business regionally, where it can leverage on the global BBR
network of 46 countries and latest internationally approved technologies.
We do not have a rating on the stock.

Koh Brothers Group Limited: Beneficiary of rising construction demand

Summary : Koh Brothers is primarily involved in Real Estate, Construction
and Building Materials, and Leisure & Hospitality. It is a beneficiary of the
booming construction sector, with local demand projected to hit S$23-$27b
this year. Koh Brothers has participated in several key public projects in
the past and is working on several more presently including Changi Water
Reclamation Plant, the Common Services Tunnels Phase 1B & 2, and the
Marina Barrage at Marina South. More contracts are expected in the coming
months with present brisk construction activities which could include the
tendering for parcels of contracts for the Downtown MRT line and the Marina
Expressway, which could potentially add more jobs to Koh Brothers’
outstanding order book of S$400m as at end 2007. Separately, Sun Plaza,
its investment property, looks like a potential acquisition target for the S-
REITs as it is one of the few remaining retail/office malls in Singapore that
is not owed by a REIT. We do not have a rating on this stock currently.
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Pan-United Corporation: Constructing a good yield

Summary : Pan-United Corporation (PANU) recently reported its FYO7
results with topline growing 45% to S$437m while PATMI (ex EIl) grew a
respectable 16% to S$34.2m. Total gross dividends declared for FY07 was
4.56 cents, translating to a payout ratio of 72%. Singapore’s infrastructural
spending surge with mega projects like the Circle and Downtown line, Coastal
Expressway, Sports Hub and Youth Olympic Village will healthily sustain
PANU'’s pipeline for the next 2-5 years. We project a pay out of >65% of
FYO8F PATMI to sustain a healthy yield of 7.5%. A divestment of freehold
Octagon property at current market value could yield up to S$0.036/share
cash which could be partially distributed to shareholders via a special
dividend. We have not factored in a divestment of freehold Octagon property
at S$20m that could yield up to S$0.036/share. Based on our DCF model
(WACC: 10.1%, Terminal: 2%), we derive a fair value of S$1.03, cross
checked with a 14.7x FYO8F PER (vs. peer FY08 PER of 20x). Initiate
coverage on PANU with BUY. (65% upside).

Soilbuild Group Holdings Ltd: Building up for more growth

Summary : Soilbuild Group Holdings Ltd (Soilbuild) put up a record
performance in FYO7, with earnings surging 634% to S$52.4m. The good
performance was partly due to its choice of target market. By targeting the
premium residential market, Soilbuild lifted its gross profit margin by 20.6ppt
to 33.1% in FYQO7. We remain positive on this market segment, and believe
that the relatively lower price elasticity of the buyers in this segment should
allow Soilbuild to pass on its rising construction costs. Soilbuild’s pipeline
of pre-sold projects amounted to approximately S$511m, to be recognised
in FY08 and FY09. This suggests that its FY08 sales could more than
double that of FY07 even without factoring in revenues from its business
space and new projects. Management is building up its recurring income
stream from rental of business spaces, and is confident that demand for
business space properties will be buoyed by strong foreign investment
commitments into Singapore. We do not have a rating on the stock.
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Tee International: Order book explosion

Summary : TEE recently announced a very large contract win from the
Marina Bay Sands Integrated Resorts Development for electrical installation
for the North and South Podiums worth S$109m, bringing TEE'’s total order
book to approximately S$182m. As a pre-qualified contractor for this project,
TEE has an edge over the other contenders for future contract works with
Sands. TEE intends to launch the Rambai Road development on 12 April
08 and has indicated they plan to hold off all further launches till 2H08
based on the developments in the local property market. TEE has proposed
a bonus issue of 3 bonus shares for every 20 shares together with a proposed
warrants issue of 1 warrant for every 5 shares held. However, management
has not fixed a date for book closure. We are raising our net profit projection
for FY08 to S$4.2m taking into account the new contact win from Marina
Bay Sands. The bulk of the earnings from the new contract would come in
during FY09. We are also raising our fair value estimate from S$0.51 to
S$0.525 based on blended 13x earnings. This presents an estimated 13%
upside from current price, and hence we are upgrading TEE to a BUY.

Tiong Woon Corporation: World-Class Heavy Lifter

Summary: Tiong Woon Corporation (TWC) is one of the leading one-stop
integrated service providers in heavy lifts, heavy haulage, marine
transportation and equipment installation works operating in numerous
countries in the Asia Pacific region. TWC derives the bulk of its revenue
from its Heavy Lift and Haulage segment, which contributed some S$44.2m
(or 67%) of its 1HO8 revenue of S$65.8m, fueled by increased construction
activities both domestically and from emerging markets such as Indonesia,
Vietnam and the Middle East. Going forward, TWC plans to actively seek
business opportunities in the emerging markets as well as invest in higher
capacity and specialized equipment. And in view of the good growth
prospects in the oil-rich regions, TWC also plans to develop its fabrication
and engineering competency for marine, oil & gas projects. TWC also
remains confident and will continue to work hard to grow its new income
stream from fabrication and engineering projects. We do not have a rating
on the stock currently.
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Yongnam Holdings Lt d: A momentous two years ahead

Summary : Yongnam Holdings Ltd (Yongnam) is an engineering and
construction services provider. The key catalyst that will propel the company
through the next few years is Singapore’s re-making into a world-class urban
city. Yongnam kicked off the year with a strong order book amounting to
S$232m, almost 33% higher than its FY0O7 revenue. We understand that
these orders will be recognized over FY08-09. It recently secured a S$70m
project in New Delhi that represents its first major project in the lucrative
Indian construction market. The current order book also includes work at
the Marina Bay Sands, the ION Orchard, the Circle Line, and the Dubai
Metro Rail. On top of this, Yongnam expects a project pipeline worth S$1b
from select infrastructural developments to kick off over the next two years.
A 30% hit rate would more than double Yongnam’s current order book.
Yongnam is building a new fabrication factory which should double its
capacity by end June. We do not have a rating on the stock.
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Appendix 1: Contracts Awarded by Sector and Type of Work (2002 to 2008E)
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Appendix 3: Selective Upcoming Residential Projects
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Appendix 3: Selective Upcoming Residential Projects (continue d)
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds NIL shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC Investment Research’s (OIR) technical comments and recommendations are short-term and trading oriented.
However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month investment
horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10% from the current
price; Sell = More than 10% downside from the current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated, reproduced
or distributed in whole or in part to any other person without our written consent. This report should not be
construed as an offer or solicitation for the subscription, purchase or sale of the securities mentioned herein.
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