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                                            IJM is acquiring a 25% stake in Shah Alam International Logistics Hub (SAILH) and a 11-acre site in the UK for redevelopment. The first deal is insignificant, while IJM could replicate its success in Royal Mint Garden with a second redevelopment project in the UK. We maintain our forecasts, TP of RM2.31 and OUTPERFORM call.
IJM has unveiled two acquisitions as follows:
	A 25% stake in Global Vision Logistics Sdn Bhd, the developer of SAILH from SWIFT (OP; TP: RM0.63) and Hartamas Mentari Sdn Bhd, for RM88.7m. The acquisition is expected to be completed by 1QCY24.
	The historic Shredded Wheat factory site in Hertfordshire County’scommuter town Welwyn Garden City, 28-minute away from Londonby train. The 11-acre brownfield site known as The Wheat Quarterhas been approved for 811 homes and 150,000 sf of mixed-usespace


We are neutral on the investment in logistics hub given its insignificant contributions in terms of recurring rental and related incomes. Based on SWIFT’s guidance, the 25% equity stake implies associate income of RM1.5m-RM2.0m, or <1% impact to IJM’s earnings when the warehouse runs at 100% capacity. On the other hand, the purchase price is on the high side as the implied land cost of RM180 psf is above the asking price of between RM109 psf and RM138 psf for comparable lands surrounding the area. However, this is justifiable given the development approvals secured for the logistics hub project. The total development cost of SAILH is c.RM1.3b (to be completed by 2028) is to be funded with ASEAN GREEN Sri Sukuk (nominal value of up to RM1.5b). The proposal investment will have minimal impact to its balance sheet as FY24F net gearing would increase slightly to 0.51x from 0.52x.
More importantly, IJM could be poised for a slice of action in the construction contract for its next phase of development, in addition to the current Phase 1 in which IJM has secured a RM653.6m building job in Jun 2023 (with completion expected by May 2025).
Meanwhile, the details on the acquisition of Shredded Wheat factory site including the pricing and potential GDV of the redevelopment plan are still lacking at present. This is part of IJM’s UK expansion strategy to build on its success in the Royal Mint Garden project in Central London. A partnership with Network Rail, the owner and infrastructure manager of most of the railway network in the UK, we see IJM’s latest move being highly strategic as well.
Forecasts: Maintained, as SAILH’s Phase 1 will not be contributing within our forecast period.
Outlook. We expect a significant revitalisation of the construction sector in 2024 backed by: (i) the roll-out of the RM45b MRT3 project, RM9.5b Bayan Lepas LRT and six flood mitigation projects reportedly to be worth RM13b, and (ii) the vibrant private sector construction market, underpinned by massive investment in new semiconductor foundries and data centres. We understand that IJM is also eyeing work packages from ECRL and various projects in East Malaysia and Indonesia.
Valuations. We maintain our SoP-driven TP of RM2.31 (see below) on unchanged 18x PER valuation for its construction business, which is in-line with our valuation for big cap construction companies, i.e. GAMUDA (OP; TP: RM5.45) and SUNCON (OP; TP: RM2.39). There is no adjustment to our TP based on ESG given a 3-star rating as appraised by us (see Page 5).
Investment case. We like IJM for: (i) it is poised to garner a slice of action in the imminent mega rail projects, i.e. MTR3 and Bayan Lepas LRT given its involvement in the previous MRT and LRT projects, (ii) its strong earnings visibility underpinned by an outstanding construction orderbook of RM6.2b and unbilled property sales of RM2.5b, and (iii) Kuantan Port’s position as the largest port in the East Coast capturing export and import activities growth. Maintain OUTPERFORM.
Risks to our call include: (i) delays in the roll-out of key public infrastructure projects, (ii) project cost overrun and liabilities arising from liquidated ascertained damages (LAD), and (iii) rising cost of building materials.
Source: Kenanga Research - 15 Jan 2024
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   URUSHARTA JAMAAH SDN BHD (a substantial shareholder)  disposed  410,600 shares on 01-Mar-2024.  
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 This book is the result of the author's many years of experience and observation throughout his 26 years in the stockbroking industry. It was written for general public to learn to invest based on facts and not on fantasies or hearsay....
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