Regal International Group

Lack of near term catalysts

SINGAPORE | REAL ESTATE | UPDATE

We did a site visit to Regal International Group’s major developments in Kuching in end
November, including the already completed Tropics | (almost fully sold out), and several
projects under construction - 72 Residences (Tropics Il), Orchard Suites/Mall, and
Corporate Park. These are some of our post-visit thoughts.

Lack of near term catalysts as major projects are still some way off completion

While it remains to be seen if 72 Residences (Tropics Il) and Tropics City (Tropics Ill) can
follow in the successful footsteps of Tropics | in Kuching, the benefits of potential buoyant
sales, even if realised, will only be realised towards 2017 as the projects’ construction
complete. Another major project, Corporate Park, is also slated to complete in 2018. Sales
for Corporate Park have yet to fully kick off and demand is uncertain. These three projects
make up close to c.55% of our recalculated RNAV.

Long Term outlook and residential property saleability remain strong

Using the price-to-income ratio as a gauge of housing affordability in Sarawak, we make a
comparison table of the affordability of housing in Sarawak versus other states in Malaysia.
Empirical research by the United Nations Centre for Human Settlement and World Bank
found that a median home price to median household income of 3 times was considered to
be the global norm and signals a well-functioning housing market.

Sarawak’s median multiple stands at close to the acceptable ratio of 3 and according to
housing statistics pulled from the Department of Statistics and National Property
Information Centre Malaysia, Sarawak’s housing ranks as one of the most affordable
compared to other states in Malaysia currently. This is despite a CAGR of c.8% for the
Sarawak House Price Index since end 2009. Not surprisingly, Kuala Lumpur and Penang
ranks as one of the most expensive in the country.

Area Monthly household Annual median Median All- Median Multiple
median income income (RM) House price (RM) Affordability
(RM)
Terengganu 3,777 45,324 250,000 5.5
Kuala Lumpur 7,620 91,440 490,000 5.4
P.Pinang 4,702 56,424 295,000 5.2
Sabah 3,745 44,940 230,000 5.1
Pahang 3,389 40,668 200,000 4.9
Kelantan 2,716 32,592 157,740 4.8
MALAYSIA 4,585 55,020 242,000 4.4
Perak 3,451 41,412 180,000 4.3
Perlis 3,500 42,000 181,000 4.3
Johor 5,197 62,364 260,000 4.2
Selangor 6,214 74,568 300,000 4.0
N. Sembilan 4,128 49,536 188,000 3.8
Sarawak 3,778 45,336 164,667 3.6
Kedah 3,451 41,412 140,000 3.4
Malacca 5,029 60,348 180,000 3.0
Singapore 5-
room BTO HDB
(SGD) 5,800 69,600 384,000 5.5

Source: Department of Statistics Malaysia 2014, National Property Information Centre (NAPIC) Malaysia
2014, HDB Singapore, PSR
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For a more meaningful comparison, historically, the median home price/median household
income in the U.S. is around 2.6x, according to a study done by Zillow (an online real estate
database company) published on Forbes. Using Singapore’s 5-room Housing Development
Board (HDB) BTO flat as a gauge for the affordability of public housing in Singapore, our
median multiple stands at 5.5, according to statistics from HDB.

Change in accounting treatment of revenue to reduce earnings volatility

Currently, Regal’s revenue and cost of sales for projects in East Malaysia (the bulk of their
projects) are recognised using the complete contract method. This means that bulk of the
revenue from a sold unit can only be recognised upon completion of construction and
when the ownership of the unit transfers to its new owner. Changes to the accounting
rules FRS 115 “Revenue from Contracts with Customers”, starting January 2017 mean that
developers can switch to recognising revenue progressively, according to the progress of
construction works, starting from 2017. This new initiative would be a fairer representation
of the profitability of property developers and results in less lumpy earnings.

Current Valuation close to NTA value (net of goodwill). Downgrade to Neutral with lack
of near term catalysts.

Regal’s last closing price of $50.165 trades at close to its NTA value of ¢.5$0.175 (excluding
RM39m goodwill), assuming an exchange rate of 1SGD:3RM.

With the change of analyst, we downgrade our call from BUY to NEUTRAL with a
downwardly revised target price of $50.24 from S50.43. Our call and target price factor in a
steeper 50% discount (original 30%) to Revalued Net Asset Value (RNAV) due to the
gestation period for sales to materialize and construction to complete. Uncertain demand
for Corporate Park and Airtrollis, as well as the illquid nature of the shares are also factors
for the steeper discount to valuation. Lastly, the challenging outlook for the Group’s
precision business, coupled with the lack of near term catalysts for the property business
arm over the next year, leads us to a Neutral call for the company as we expect FY16 to be
similarly loss-making (albeit showing an improvement from FY15) before things turn around
thereafter.
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Orchard Residences

COMING Soms

082 28

Page | 3 | PHILLIP SECURITIES RESEARCH (SINGAPORE)



REGAL INTERNATIONAL GROUP [ULYNI3 ' PhillipCapital

Development project Location  Est. completion Saleable Total units %sold ASP per RNAV
area (sqft) sqft Surplus
(RM)  (RM mn)

Airtrollis Negri 2016 (Phase 1) 897,538 1,104 28% 375.0 84.8
Sembilan
Corporate Park (80%) Sarawak 2018 (Phase 1) 12,377,120 384 5% 22.5 74.1
Tropics Il Sarawak 2018 453,273 604 28% 675.3 69.4
72 Residences Sarawak 2017 128,124 72 45% 535.5 13.2
2 |Orchard Residences Sarawak 2014 254,097 120 90% 550.0 24
% E\: Orchard Contempo 3 Sarawak 2015 55,039 12 25% 417.0 3.0
-g o Orchard Mall Sarawak 93,566 NA 0% 483.5 7.9
o Orchard suites Sarawak 264,187 NA 0% 483.5 22.4
Tondong Heights Sarawak 2015 (Phase 1) 498,537 228 53% 96.1 7.9

2016 (Phase 2)
2018 (Phase 3)

Lundu Sarawak 2017 68,000 34 0% 298.0 7.1
Matang Sarawak 2016 208,302 48 80% 350.0 5.1
Unitech Sarawak 2015 46,609 18 83% 306.2 0.8
Ashraf Avenue 2 Sarawak 2018 67,703 19 90% 254.0 0.6
Haziig Ria Sarawak 2015 33,599 22 95% 432.0 0.3
Revalued Net Asset Value (RNAV) Surplus 299.0
Less: Financing costs for project duration (56.2)
Post-tax RNAV 182.1
+ Total Equity as at 3Q15 144.5
- Net of Goodwill (RM mn) (39.3)
Revalued Net Asset Value, RNAV (RM mn) 287.3
Number of share outstanding (mn) 200.1
RNAV per share (RM) 1.4
RNAV per share (SS) 0.48
Target discount to RNAV 50%
Target Price (S$) 0.24

The relevant assumptions for RNAV calculation are as follows:

1. Corporate tax rate at 25% (Malaysia)

2. Financing interest rates at 8% (Mid-range of existing bank overdraft interest rates
of 7.6%-8.6%), as disclosed in Annual Report 2014

Financing period for 2 years

4. SGD to MYR conversion at 1SGD-3RM

w
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Financials

Income Statement Balance Sheet

Y/E Dec, RM mn 2013 2014 2015F 2016F 2017F Y/E Dec, RM mn 2013 2014 2015F 2016F 2017F

Total Revenue 125.7 953 1275 140.3 1543 ASSETS

Cost of Good Sold (85.9) (63.1) (99.5) (116.4) (115.7) Cash and Short Term Invs 13 27.7 22.0 12.2 19.3

Gross Profit 39.8 322 28.1 23.8 38.6 Acc Receivable - Trade, Net 56.6 78.9 69.9 77.4 79.0

EBITDA 31.7 16.4 (9.6) (5.2) 73 Total Inventory 19.0 30.3 29.8 233 289

Operating Income 32.0 9.0 (14.4) (9.5) 2.6 Development Properties 19.5 50.1 106.7 106.7 106.7

Pretax Profit 30.8 (12.9) (16.0) (6.1) 6.2 Total Current Assets 97.2 1909 2325 223.7 238.0

Net Income after taxes 223 (17.9) (16.0) (5.9) 5.2 Property/Plant/Equipment 5.3 26.5 34.0 35.0 36.0
LT Investments - Other 8.1 22.7 19.1 19.1 19.1
Goodwill 0.0 39.3 39.3 39.3 39.3
Total Assets 108.0 270.6 315.2 306.4 320.6
Total Payable 46.1 55.5 64.6 69.8 69.4
Bank Borrowings and Fin Lease 2.2 16.5 319 35.1 38.6
Other Current Liabilities 19.7 24.1 65.6 65.6 65.6

Per share data Long Term Debt 2.0 13.7 15.3 154 30.9

Y/E Dec 2013 2014 2015F 2016F 2017F Total Liabilities 785 126.8 193.9 199.0 215.9

P/NTA (x) 3.5 1.0 1.3 1.5 1.6

P/BV (x) 3.5 0.7 0.9 1.0 1.0 Common Stock 0.0 133.1 133.1 133.1 133.1
Total Equity 295 1438 121.2 107.4 104.8

Cash Flow

Y/E Dec, RM mn 2013 2014 2015F 2016F 2017F

Pretax profit 30.8 (12.9) (16.0) (6.1) 6.2 Key Ratios

Depreciation 0.8 1.6 4.4 49 5.3 Y/E Dec 2013 2014 2015F 2016F 2017F

Change in Working Capital (25.1) (20.0) (38.1) 3.9 (6.2) ROE (%) 75.8 (12.4) (13.3) (5.6) 49

Cash from Op. Activities 5.6 (12.0) (10.8) (1.1) 1.2 ROA (%) 20.7 (6.6) (5.1) (2.0) 1.6
Gross margin (%) 31.7% 33.8% 22.0% 17.0% 25.0%

Cash from Investing Activities 3.2 227 (0.6) (1.0) (1.0) Net profit margin (%) 17.8% -18.7% -12.6% -4.3% 3.3%
Fully diluted EPS (cts) 172 (12.6) (8.0 (3.0) 25

Cash from Financing Activities (6.4) 13.0 5.6 (7.6) 6.9 Fully diluted P/E (x) 9.3 N.A. N.A. N.A 20.3

Net Change in Cash and cash eq. 23 236 (5.7) (9.7) 7.1 Gearing 14.3 20.9 38.9 47.0 66.3

Source: Company, Phillip Securities Research (Singapore) Estimates
*Forward multiples & yields based on current market price; historical multiples & yields based on historical market price.
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s licence under the
Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or
implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this
report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to
supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all
investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent
determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be
considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities.
Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and
may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or
investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options,
purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing.
Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between US dollars
and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the
investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the
analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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