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THERE has been steady news flow about WCT Engineering Bhd in recent months. This follows the construction company's aggressive moves to enlarge its footprint overseas, particularly in the Middle East.

That the majority of analysts who cover the company have been moved to revise their earnings forecasts or target prices for WCT Engineering in the last few months provide some indication about the company's growth prospects in those new markets.

In fact, many of them now feel that the mid-tier construction company has earned itself a place in the big league and thus should trade on par with the sector's bigwigs like IJM Corp Bhd and Gamuda Bhd. As such, the discount placed on its shares is considered unjustifiable given WCT Engineering's clear earnings visibility. 

At the centre of the group's investment case is its bulging outstanding order book of about RM3.5bil. A foreign research house notes that the bulk of those jobs were awarded to the contractor last year, which means that WCT Engineering's earnings stream over the next few years is pretty secure.

The group's latest quarterly results offer some proof of this. WCT Engineering saw its revenue grow more than two-fold to RM550.7mil in the first quarter to end-March 2007 because of higher contributions from its construction division, which has seen its order book beefed up substantially.

Hwang DBS-Vickers Research says the added benefit of having a plump order book is that the group can now afford to be selective with projects. ¡§This could lead to a phase of stronger margin projects in the next one to two years,¡¨ says its senior analyst Wong Ming Tiek.

According to the foreign research outfit, government jobs now only account for about one-tenth of the construction company's outstanding order book.

This shows that WCT Engineering has done a decent job of reducing its dependence on government contracts to boost its earnings. Rather, the focus now is on domestic private sector-led initiatives as well as overseas contracts, which make up about 40% of its order book.

WCT Engineering's track record in the Middle East has enabled the contractor to secure increasingly larger contracts in the Gulf states, which are experiencing a construction and property boom. 

Among its recent successes overseas is the RM486mil job to supply and install underground utilities at the Dubai World Central International Airport in the United Arab Emirates. The group has 50% equity in the joint venture that was awarded the contract.

There has also been talk that the contractor's expertise has been sought for several planned shopping malls worth about RM400mil each in Oman and Bahrain.

Strategic partnerships

¡§One strategy, which WCT Engineering has worked to good effect overseas, is to pool its resources and capabilities with that of Gamuda to jointly bid for projects in the Middle East,¡¨ says a local construction analyst. 

Both construction companies have been working closely in recent times to increase their chances of securing jobs in the region. And the efforts are clearly paying off.

The two firms are involved in a three-way joint venture to design and build airfield facilities, two tunnels and retention ponds at the New Doha International Airport. 

The joint venture's portion is valued at RM2bil. In addition, the two companies have teamed up to build the Dukhan Highway in Qatar worth RM784mil.

It is understood that a Gamuda-WCT JV is also looking to bid for projects in Oman, in particular infrastructure works related to the Al Duqm Port.

The partnership makes good sense given WCT's track record in the region. It built the Formula One circuit in Bahrain. On Gamuda's part, it has the financial muscle to enable the duo to take on lumpy contracts in the region.

Domestically, the group appears to have shifted its focus to East Malaysia. This strategy has stood the company in good stead, as WCT Engineering is one of the few contractors there that are able to undertake large-scale projects. This means less competition for WCT Engineering, and thus better chances of it securing new contracts.

¡§It is likely to secure more projects in the region given its entrenched position and the RM32bil development expenditure allocated for Sabah and Sarawak under the Ninth Malaysia Plan,¡¨ the foreign house says.

Hwang DBS-Vickers, while echoing this sentiment, also notes that the group's property development side is likely to play a prominent role going forward with two new projects, namely an exclusive residential project in Kota Kinabalu, Sabah and a commercial development in Petaling Jaya, Selangor, scheduled for launch this year. 

In addition, the house says the move to explore strategic joint ventures with landowners and developers in Vietnam, which could be the next new market for WCT Engineering on the property side, also augurs well for the group's longer-term growth.

WCT Engineering is Hwang DBS-Vickers' top construction pick. The house has a RM7.10 target price for the stock. 

Aseambankers, which has rated the stock as a buy, says its target price of RM7.60, although pegged to a price to earnings ratio (PER) of 12 times (x), also implies a 15x PER on a fully diluted basis. (The group is in the midst of a capital exercise, which involves a bonus issue as well as the issuance of some preference shares and convertible bonds. This will see its paid-up capital grow to about 400 million shares upon full conversion.) 

The house has raised its target price for WCT Engineering twice since initiating coverage on the stock in early March.
