
Constructors yet to show 
full brunt of MCO effect 

A majority of the companies under our 
coverage reported 1Q20 earnings that were 
below market and our expectations. 

AffinH wang Capital 

KUALA LUMPUR: Cons t ruc t ion 
companies have yet to 
reflect t h e ful l e f fec t s of t he 
movemen t control order (MCO) 
in the i r earnings, says Aff in 
Hwang Inves tment Bank Bhd 
(Aff inHwang Capital), despite 
a major i ty of t hem seeing 
depressed resul ts for the f i rs t 
quar ter of 2020 (1Q20). 

"A m a j o r i t y of t h e compan ies 
u n d e r our coverage r epo r t ed 
1Q20 ea rn ings t h a t were be low 
m a r k e t and o u r expec ta t ions . 
Aggregate ne t p ro f i t f o r t h e 
sec tor c o n t r a c t e d 41 per cent 
year on year (y-o-y), mainly due 
t o s low p rogress bil l ings and 
except ional losses," t h e research 
h o u s e said in a s ec to r rev iew 
yes terday. 

"Out of t h e 10 c o n s t r u c t i o n 
compan ie s t h a t we cover, 
60 per cen t w e r e be low our 
expecta t ions , 10 per cen t wi th in 
our e x p e c t a t i o n s and 30 per 
cent above our expec ta t ions . 

"Aggregate c o n s t r u c t i o n 
sec tor ea rn ings con t r ac t ed 41 
per cen t y-o-y, b u t g rew by f o u r 
per cen t q u a r t e r on q u a r t e r (q-
o-q) in 1Q20. 

"Also, t h e sec tor ' s core 
ea rn ings c o n t r a c t e d by seven 
per cent y-o-y a n d 25 per cent q-
o-q in 1Q20. 

"The domes t i c o p e r a t i o n s 
fo r mos t of t h e c o n s t r u c t i o n 
compan ie s were w e a k e r due to 
t h e MCO and slow public-sector 
project a w a r d s in 2019." 

A f f i n H w a n g Capi ta l s aw 
t h a t t h e p rogress bil l ings f o r 
c o n s t r u c t i o n and p r o p e r t y 
p ro j ec t s had been adverse ly 
a f f ec t ed by t h e c losure of 
c o n s t r u c t i o n s i tes s ince 
t h e MCO s t a r t e d on March 
18. T ra f f i c v o l u m e s on toll 
h i g h w a y s fel l 80 to 90 per 
cen t du r ing t h e MCO period, 
wh ich reduced t h e toll r e v e n u e 
and p r o f i t s of concess ion 
companies . 

According to f igures f r o m 
t h e C o n s t r u c t i o n I n d u s t r y 
Deve lopmen t Board (CIDB), 
w o r k h a s yet to s t a r t a t 23 per 
cent of c o n s t r u c t i o n sites in t he 
c o u n t r y d u e to severa l f ac to rs , 

such f inanc ia l problems, not 
be ing able to mee t r equ i r emen t s 
fo r compl iance w i t h p rescr ibed 
s t a n d a r d o p e r a t i n g p r o c e d u r e s 
(SOPs) and labour shor tage . 

The f igure showed a posi t ive 
decline compared to 84 per cent 
dur ing the early phase w h e n t h e 
economic sec tor w a s allowed to 
reopen on May 4. 

Based on a s u r v e y c o n d u c t e d 
by CIDB last mon th , 35 per cent 
of t h e c o n s t r u c t i o n s i tes w h e r e 
w o r k had yet t o s t a r t w a s due 
to f inanc ia l problems, 21 per 
cen t fo r fa i l ing to mee t t h e SOP 
r equ i r emen t s , especial ly on 

t h e need to send w o r k e r s fo r 
Covid-19 sc reen ing tes t , wh ich 
involved cost. 

"The fu l l impac t of t h e MCO 
will l ikely be fe l t in 2Q20 as 
c o n s t r u c t i o n s i tes were only 
allowed to r e s t a r t work in ear ly 
May," A f f i n H w a n g Capi ta l 
cont inued . 

"But t he r e q u i r e m e n t f o r all 
fo re ign w o r k e r s t o be t e s t e d 
f o r Covid-19 i n f e c t i o n b e f o r e 
b e i n g a l lowed t o w o r k a t 
c o n s t r u c t i o n s i t e s de l ayed 
t h e r e s t a r t i n g of c o n s t r u c t i o n 
ope ra t i ons . 

"The d i s r u p t i o n t o s u p p l y 

cha ins f r o m bu i ld ing m a t e r i a l s 
t o e q u i p m e n t s u p p l i e s a l so 
c o n t r i b u t e d t o t h e de lay . 
Hence , we e x p e c t m o s t 
c o n s t r u c t i o n c o m p a n i e s t o 
r e p o r t w e a k e r r e s u l t s in 2Q20. 

"We e x p e c t a s low e a r n i n g s 
r e c o v e r y f o r t h e s e c t o r a n d 
m o s t of o u r e a r n i n g s f o r e c a s t s 
w e r e r e d u c e d f o l l o w i n g t h e 
1Q20 re su l t s . 

"At t h e s t a r t of t h e year , w e 
had p r o j e c t e d s e c t o r core EPS 
g r o w t h of 13 per c e n t y-o-yy in 
2020, r ecove r ing f r o m e a r n i n g s 
c o n t r a c t i o n over t h e p r e v i o u s 
t w o yea r s . 

"Fo l lowing t h e e a r n i n g s 
c u t s , w e n o w e x p e c t s e c t o r 
co re e a r n i n g s p e r s h a r e t o 
c o n t r a c t b y 24 p e r c e n t y-o-y 
in 2020, f o r t h e t h i r d y e a r in 
a r o w . b e f o r e r e c o v e r i n g t o a 
g r o w t h of t h r e e p e r c e n t y-o-
y in 2021." 

The requirement for all foreign workers to be tested for Covid-19 infection before being allowed to work at construction 
sites delayed the restarting of construction operations. — Bernama photo 
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