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FY04 results in line; dividend yield 11%   
 
• Chip Eng Seng’s (CES) FY04 net profit rose 23% 

to S$10.4m, in line with our forecast of S$9.7m. 
The group declared a total dividend of 1.5¢, 
including a special of 0.75¢. This brings gross 
dividend yield to 11%.  

 
• Construction revenue declined 19% to S$96.1m 

and accounted for a smaller proportion of group 
revenues, 68% compared to 74% a year ago.  

 
• Development profit rose 5% to S$6.8m, with 30%-

owned Grandeur 8 as the key contributor. Rental 
income improved from S$0.7m to S$1m due 
mainly to the absence of impairment loss in FY04.  

 
• Progressive recognition of development projects 

should underpin growth. A further kicker could 
come from the construction sector which CES 
noted in its outlook commentary is seeing some 
signs of a recovery. But it may be premature to 
expect margins expansion due to competition and 
higher raw material costs.  

 
• We are heartened by the group’s sustained high 

dividend policy. It suggests a proactive approach 
towards capital management to ensure a high ROE. 
It also lends credence to our view that CES is akin 
to a recovery stock with a REIT tacitly stapled to 
the mother share. Its high dividends are funded by 
cashflows from its rental properties. 

 
• We see a unique investment theme in CES – a 

recovery play (construction sector) stapled with 
to a REIT which yields high dividend. Maintaining 
our Buy rating.  We are pegging our price target at 
S$0.19 or 7x (30% discount to the 10x fair PE we 
had put for UEL to reflect CES’ illiquidity) its 
FY05 earnings.  
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Development arm anchors near term 
growth  
Going forward, development projects alone should 
drive near term growth.  In FY05, 100% sold One Fort 
is the key contributor.  Further out, much would 
depend on the success of clearing the remaining 
inventory in Riviera Residences (45% sold as at end 
FY04) and Shanghai One (48% sold), and the launch 
of Quelin Gardens (which has a lower breakeven 
compared to MCL Land’s The Metz).  
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Construction recovery? 
CES noted that there are some encouraging signs of a 
recovery in the construction sector, which has 
undergone 6 years of contraction. This sectoral 
recession has weeded out significant competition.  The 
number of BCA A1-graded general contractors has 
dwindled from 81 to 32, CES being one of the 
survivors. Such grading allows the recognized 
contractors to tender for public projects of unlimited 
value.  
 
Value-added in Singapore's construction sector 
plummeted 39% from S$12.8 billion in 1998 to $7.8 
billion in 2003 as property prices collapsed and 
corporations tightened their belts in the aftermath of 
the Asian currency crisis. Three projects due to start 
construction by the end of 2005 have a combined 
construction cost of S$1.2 billion (US$712 million), 
according to BCI Asia research: The Marina Barrage 
dam, Shopping Mall Cum Bus Interchange At Ang Mo 
Kio Centre, Duxton Plain Public Housing (Stage 1) 
and the Novartis Manufacturing Plant.  
 

BCI Asia also estimated in Oct-04 that some 805 
projects with an estimated total construction costs of 
S$19.8 billion were in early stages of planning, 
design, tender and early construction. This signals a 
relative busy 2005 for the construction industry.  
 
Of these projects, CES is one of the top two 
contenders for a large government building works 
tender closed on Jan 12 – 1,848 units at The 
Pinnacle@Duxton. It put in a bid of S$313m versus 
China Construction (lowest bidder) of S$299m. 
However, its bid for its alternative proposal is the 
lowest, at S$279m versus China Con’s S$294m 
(second lowest for the alternative proposal). Given 
the tender statistics, CES appears to stand a good 
chance of clinching this contract. We have, however, 
not included this contract in our forecasts. 
 
The concern, however, is that margins could remain 
competitive in the nascent stages of recovery. Higher 
raw material costs could also cap margin expansion.   
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High dividend policy 
In Feb-04, PHEIM Asset Management had acquired a 
4.7% stake (23.5m shares at 14 cents per share) from 
the various members of the founding Lim family.  
PHEIM’s participation is likely to sustain a high 
dividend policy.  
 
Indeed, CES has sustained its high dividend policy 
based on its 1.5¢ declared total dividend for FY04. It 
suggests a proactive approach towards capital 
management to ensure a high ROE. It also lends 
credence to our view that CES is akin to a recovery 
stock with a REIT stapled to the mother share.  
 
Its high dividends are funded by cashflows from its 
rental properties. Management has explored but 
decided against divesting its portfolio of 
unencumbered investment properties worth some 
S$23m. It believes it will serve its shareholders better 
by maintaining a high dividend policy, funded by its 
steady rental income. It has been augmenting its 
regular DPS of 0.5¢ with generous special payout over 
the last three years: 0.375¢ in 2000, 0.5¢ in 2002 and 
1.5¢ in 2003.  
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Valuation  
We see a unique investment theme in CES – a 
recovery play (construction sector) stapled to a 
“REIT” based on its tacit commitment to paying out 
high dividend funded by its investment portfolio. It 
will only divest its unencumbered investment 
properties if there is more productive usage of the 
proceeds. Gross dividend yield based on the latest   
declared dividend is high at 11%.  
 
PE valuation is also undemanding, at about 5x for both 
FY05 and FY06. We are maintaining our Buy rating.  
We are pegging our price target at S$0.19 or 7x (30% 
discount to the 10x fair PE we had put for UEL to 
reflect CES’ illiquidity) its FY05 earnings. We   
maintain our Buy rating.  
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NRA Capital Pte. Ltd is a participant in the SGX-MAS Research Incentive Scheme and receives a compensation of 
S$4,000 per annum for each stock covered under the Scheme. This publication is confidential and general in nature. 
It was prepared from data believed to be reliable, and does not have regard to the specific investment objectives, 
financial situation and the particular needs of any specific person who may receive this report. No representation, 
express or implied, is made with respect to the accuracy, completeness or reliability of the information or opinions 
in this publication. Accordingly, neither we nor any of our affiliates nor persons related to us accept any liability 
whatsoever for any direct, indirect or consequential losses (including loss and profit) or damages that may arise 
form the use of information or opinions in this publication. Opinions expressed are subject to change without notice. 
 
NRA Capital Pte. Ltd. and its related companies, their associates, directors, connected parties and/or employees 
may own or have positions in any securities mentioned herein or any securities related thereto and may from time to 
time add or dispose of or may materially interested in any such securities. NRA Capital Pte. Ltd. and its related 
companies may from time to time perform advisory, investment or other services for, or solicit such advisory, 
investment or other services from any entity mentioned in this report. The research professionals who were involved 
in the preparing of this material may participate in the solicitation of such business. In reviewing these materials, 
you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts 
of interest. Additional information is, subject to the duties of confidentiality, available on request. 

Co. Reg. No.: 199904258C 
36 Robinson Road 
#12-05/06 City House 
Singapore 068877 
Tel: (65) 6236 6878 
Fax: (65) 6222 0093 


