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Stock information
Bloomberg ticker SCGB MK
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Market capitalisation (RM m) 2,159
3-mth average volume (‘000) 892
SC Shariah compliant Yes
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ESG rating NA
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Earnings summary
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PATMI-core RMm) 1453 1304  167.2
EPS -core (sen) 11.2 10.1 12.9
P/E (x) 14.9 16.6 12.9
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Sunway Construction Group

Important execution year

SunCon is targeting a base case replenishment target of RM2.0bn in FY23. This
could rise to RM8.0bn on a bull case scenario, augmented by the Vietnam
power plant job. There is further upside should the company prove successful
in its Tier 1 MRT3 bids. FY23 will be an important year execution wise as this
could unlock further data centre jobs with opportunities on an uptrend.
Improving labour supply conditions should be helpful to this end. Increase
FY23 earnings forecasts by +10.0% but cut FY24 earnings by -7.3% post
adjusting burn rate for data centre project. Maintain BUY with lower TP of
RM1.94 after removing NCPS assumption. SunCon presents a safer exposure to
future infrastructure project rollouts, backed by strong support from parent-co.

We caught up with SunCon’s management recently with the following key takeaways:

FY23: RM2bn target. SunCon’s base case replenishment target for 2023 stands at
RM2.0bn with a bull case target of RM8.0bn. The latter scenario is double of its record
high wins achieved in FY17. Making up its RM2.0bn base case target are: (i) Tier 2
MRT 3 works at RM1.0-1.2bn, (ii) CP2 at RM300m, (iii) lpoh mall at RM200m, and (iv)
precast jobs at ~RM300m (SGD100m). There are also seweral other tenders ongoing
such as Tier 1 MRT3 packages and mixed development — podium, warehouses and
data centres. We believe SunCon’s upside scenario has incorporated the RM5.8bn
Vietnam power plant project (interim EPC signed) but no Tier 1 MRT 3 packages. We
believe dewelopments in 1H23 would be critical as to where SunCon’s replenishment
pathway will look like in FY23.

Data centre. Its RM1.7bn data centre project in Sedenak Tech Park, Johor is
scheduled to achieve 80% burn within the first 14 months with the remaining 20% in
the last 5 months. If it materialises in accordance with SunCon’s expectations this
would present upside risk to our revised FY23 earnings forecasts. The project is a low
rise building covering a wide area of land; more foundation works and precast usage.
Management is expecting to deploy up to 30 piling rigs for the project. Given that its
SunCon’s first data centre project, execution is its utmost priority in FY23. We believe
smooth execution would place SunCon in a strong position for more data centre wins
where construction opportunities are on an uptrend.

Vietham. SunCon recently signed an interim EPC contract with Toyo Ink for the
construction of the 2x1,060 MW Song Hau 2 thermal power plant (RM5.8bn based on
60% stake). The company is undertaking a further due diligence process and project
dewelopments could come in 1H23. For some background, Toyo Ink finalised its BOT
agreement with the Viethamese government in Dec-20, more than a decade since the
initial approval. The total development cost of the project is estimated at USD3.23bn
(USD2.2bn for EPC). We gather that the BOT agreement carries government
guarantees such as: (i) PPA offtake, (ii) default protection against all Viethamese
counterparties, (iii) changes in law & government ewvent risks as well as (ivy) USD
convertibility. Newertheless, financial close has been tough, made worse by China,
Japan and South Korea’'s pledge to cease financing of new coal-fired plants. We
reckon Malaysia’'s EXIM Bank would hawe to source from coal friendly ASEAN
countries. Due to reasons above we hawve left this project unaccounted for.

Labour intake to improve. The company has received 390 out of 400 approved
workers from its first batch of applications submitted early last year. The second batch
of 300 workers could come in by either 1Q23 or 1H23. Recent modifications to the
labour intake process havwe been well received by the company. We see the
government’s decision to do away with the need of adwertising on MyFutureJobs
alone could trim 30 days from the entire process. According to SunCon, this,
alongside concurrent running of several other processes could cut the intake process
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by half from its peak of 9-10 months. We gather that as a result of fresh arrivals, there
is some respite on wage rates.

Precast kicker not so soon. Contrary to our initial expectations, management has
adopted a more conservative guidance thus delaying earnings kicker from the ICPH
plant to late FY23. In our revised forecasts, we have factored in an earnings drag from
the new plant for a majority of FY23. The precast demand should remain healthy in
SG on the back of HDB’s 2023 launch target amounting to 23k units (flattish vs 2022;
+35% higher than 2021).

Could turn net gearing. SunCon could slip into net gearing position mainly due to
cash flow mismatch for its two Indian highway projects. Mode of delivery for both
projects is based on the hybrid annuity model (HAM). Under this model, 40% of the
contract value will be paid during the construction period while the remaining 60% is
paid over 15 years as fixed annuity amount plus interest (benchmarked to RBI rate
+3% pa; RBI rate is currently 6.25%). Compared to a traditional BOT model, SunCon
is not exposed to traffic wlume risks. We think SunCon has the option to factorise
receivables to restore net cash position if need be.

Forecasts. Increase FY23 earnings forecasts by +10.0% but cut FY24 earnings by -
7.3% post adjusting burn rate for data centre project and lower contribution from new
precast plant.

Maintain BUY, TP: RM1.94. Maintain BUY with lower TP of RM1.94 (from RM2.06)
post to earnings. Despite the earnings uplift in FY23, our TP is reduced as we remove
NCPS of RMO0.30 from our calculations due to reasons mentioned abowe. TP is
derived by pegging FY23 EPS to 15x P/E. SunCon presents a safer exposure to
future infrastructure project rollouts, backed by strong support from parent-co.
Newertheless, our call is premised on no disruptive infrastructure policies going
forward. Risks: MRT3 cancellation, prolonged political deadlock, elevated materials
prices and labour shortage.
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Financial Forecast
Allitems in (RM m) unless otherwise stated
Balance Sheet

Income Statement

FYE Dec (RM m) FY20 FY21 FY22f FY23f FY24f FYE Dec (RM m) FY20 FY21 FY22f FY23f FY24f
Cash 200.1 98.8 114.8 3313 4478 Revenue 1,552.7 1,729.2 2,166.8 2,857.9 2,968.7
Receivables 904.9 660.8 949.8 1,252.8 1,301.3 EBITDA 143.2 199.6 2136 260.3 2420
Inventories 343 46.2 241 31.6 33.0 EBIT 109.7 172.2 174.4 2232 203.0
PPE 107.3 124.7 105.4 88.3 69.3 Net finance income/ (cost) 10.5 (0.4) (1.8) (8.1) (10.0)
Others 659.6 933.7 940.3 940.9 962.7 Associates & JV 0.1 133 6.6 0.5 21.9
Assets 1,906.1 1,864.2 2,134.5 2,644.9 2,814.2 Profit before tax 120.3 185.0 179.2 215.7 214.9

Tax (27.8) (41.5) (48.0) (47.3) (42.5)
Debts 300.9 2379 352.4 461.8 482.3 Net profit 92.5 143.5 131.3 168.3 172.4
Payables 947.4 873.2 965.5 1,265.1 1,321.5 Minority interest 0.7) 1.8 (0.9) (1.2) (1.1)
Others 19.1 36.3 36.4 36.4 36.4 Core PATAMI 91.9 145.3 130.4 167.2 171.4
Liabilities 1,267.5 1,147.4 1,354.3 1,763.2 1,840.1 Exceptional items (19.2) (32.8) - - -
Reported earnings 72.7 112.6 130.4 167.2 171.4
Shareholder's equity 636.9 699.1 762.6 864.0 956.4
Minority interest 1.7 17.6 17.7 17.7 17.8 Valuation & Ratios
Equity 638.6 716.8 780.2 881.7 974.2 FYE Dec (RM m) FY20 FY21 FY22f FY23f FY24f
Core EPS (sen) 7.1 11.2 10.1 12.9 13.3

Cash Flow Statement P/E (x) 235 14.9 16.6 12.9 12.6

FYE Dec (RM m) FY20 FY21 FY22f FY23f FY24f EV/EBITDA (x) 15.8 1.3 10.6 8.7 9.3
Profit before taxation 120.3 185.0 179.2 215.7 214.9 DPS (sen) 4.0 6.0 5.2 5.2 6.2
Depreciation & amortsation 334 274 39.3 371 38.9 Dividend yield 2.4% 3.6% 3.1% 3.1% 3.7%
Changes in working capital 0.9 157.9 (174.6) (10.9) 6.4 BVPS (RM) 05 05 0.6 0.7 0.7
Share of JV profits (0.1) (13.3) (6.6) (0.5) (21.9) P/B (x) 34 3.1 2.8 25 2.3
Taxation (28.8) (41.5) (48.0) (47.3) (42.5)

Others (37.9) (76.8) - - - EBITDA margin 9.2% 11.5% 9.9% 9.1% 8.2%

Operating cash flow 87.8 238.7 (10.7) 194.1 195.9 EBIT margin 7.1% 10.0% 8.0% 7.8% 6.8%
PBT margin 7.7% 10.7% 8.3% 7.5% 7.2%

Net capex (1.9 (40.6) (20.0) (20.0) (20.0) Net margin 6.0% 8.3% 6.1% 5.9% 5.8%

Others (171.3) (133.4) - -

Investing cash flow (173.2) (174.0) (20.0) (20.0) (20.0) ROE 14.6% 21.8% 17.8% 20.6% 18.8%
ROA 4.6% 7.1% 6.2% 6.4% 5.5%

Changes in borrowings 14.7 (63.0) 114.5 109.3 20.6 Netgearing 15.8% 19.9% 31.2% 15.1% 3.6%

Issuance of shares - - - - -

Dividends paid (62.3) (77.0) (67.8) (66.9) (80.1) Assumptions

Others (99.7) 17.7 - FYE Dec (RM m) FY20 FY21 FY22f FY23f FY24f

Financing cash flow (147.3) (122.4) 46.7 42,5 (59.5) Construction 2,281 1,149 2,414 2,000 2,000
Precast 38 296 168 400 200

Net cash flow (232.7) (57.7) 16.0 216.5 116.4 Total new job wins 2,319 1,445 2,582 2,400 2,200

Forex - -

Others (259.9) (43.5)

Beginning cash 692.6 200.1 98.8 114.8 3313

Ending cash 200.1 98.8 114.8 331.3 447.8
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Hong Leong Investment Bank Berhad (10209-W)

Disclaimer

The information contained in this report is based on data obtained from sources believed to be reliable. However, the data and/or sources have not been independently
verified and as such, no representation, express or implied, are made as to the accuracy, adequacy, completeness or reliability of the info or opinions in the report.

Accordingly, neither Hong Leong Investment Bank Berhad nor any of its related companies and associates nor person connected to it accept any liability whatsoever for any
direct, indirect or consequential losses (including loss of profits) or damages that may arise from the use or reliance on the info or opinions in this publication.

Any information, opinions or recommendations contained herein are subject to change at any fime without prior notice. Hong Leong Investment Bank Berhad has no
obligation to update its opinion or the information in this report.

Investors are advised to make their own independent evaluation of the info contained in this report and seek independent financial, legal or other advice regarding the
appropriateness of investing in any securifies or the investment strategies discussed or recommended in this report. Nothing in this report consfitutes investment, legal,
accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise represents a personal
recommendation to you.

Under no circumstances should this report be considered as an offer to sell or a solicitation of any offer to buy any securities referred to herein.

Hong Leong Investment Bank Berhad and its related companies, their associates, directors, connected parties and/or employees may, from time to ime, own, have positions
or be materially interested in any securies mentioned herein or any securiies related thereto, and may further act as market maker or have assumed underwrifing
commitment or deal with such securiies and provide advisory, investment or other services for or do business with any companies or enties mentioned in this report. In
reviewing the report, investors should be aware that any or all of the foregoing among other things, may give rise o real or potential conflict of interests.

This research report is being supplied to you on a stricy confidential basis solely for your information and is made strictly on the basis that it will remain confidential. All
materials presented in this report, unless specifically indicated otherwise, are under copyright to Hong Leong Investment Bank Berhad. This research report and its contents
may not be reproduced, stored in a refrieval system, redistributed, transmittied or passed on, direcly or indirectly, to any person or published in whole or in part, or altered in
any way, for any purpose.

This report may provide the addresses of, or contain hyperlinks to websites. Hong Leong Investment Bank Berhad takes no responsibility for the content contained therein.
Such addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank Berhad own website material) are provided solely for your convenience.
The information and the content of the linked site do not in any way form part of this report. Accessing such website or following such link through the report or Hong Leong
Investment Bank Berhad website shall be at your own risk.

1. As of 26 January 2023, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report
@) -

2. Asof 26 January 2023, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securiies covered in this report:

@ -

Published & printed by:

Hong Leong Investment Bank Berhad (10209-W)
Level 28, Menara Hong Leong,

No. 6, Jalan Damanlela,

Bukit Damansara,

50490 Kuala Lumpur

Tel: (603) 2083 1800

Fax: (603) 2083 1766

Stock rating guide

BUY Expected absolute retum of +10% or more over the next 12 months.

HOLD Expected absolute retum of -10% to +10% overthe next 12 months.

SELL Expected absolute return of -10% or less over the next 12 months.

UNDER REVIEW Rating on the stock is temporarily under review which may or may not result in a change from the previous rating.
NOT RATED Stock is not or no longer within regular coverage.

Sectorrating guide

OVERWEIGHT Sector expected to outperform the market over the next 12 months.
NEUTRAL Sector expected to perform in-line with the market over the next 12 months.
UNDERWEIGHT Sector expected to underperform the market over the next 12 months.

The stock rating guide as stipulated above serves as a guiding principle to stock ratings. However, apart from the abovementioned quantitative definiions, other qualitative
measures and situational aspects will also be considered when arriving at the final stock rating. Stock raing may also be affected by the market capitalisation of the individual
stock under review.
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