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COMPANY RESULTS

Sunway Construction (SCGB MK)
2Q22: Positive Momentum So Far

SunCon’s earnings came in within expectations at RM33m, accounting for 52% of our
forecast. The yoy improvement was mainly due to improved construction billings as
lockdown measures were lifted, coupled with the re-calibration of nearly-completed
projects’ margins. The potential rollout of the MRT3 project in 2022 could benefit
SunCon, given its participation in MRT1 and MRT2. Rising material costs and labour
shortage are expected to ease in 2H22. Maintain HOLD. Target price: RM1.57.

2Q22 RESULTS
Year to 31 Dec (RMm) 2Q22 1Q22 qoq%chg yoy % chg 1H22  yoy % chg
Revenue 557.9 624.7 (10.7) 48.7 1,182.5 42.4
Construction 523.0 587.8 (11.0) 49.8 1,110.7 44.2
Precast Concrete 34.9 36.9 (5.4) 338 71.8 19.8
EBIT 42.4 42.9 (1.9 563.5 85.3 162.5
Construction 39.9 415 (3.9 546.0 81.4 185.5
Precast Concrete 24 14 729 1,088.3 39 (2.6)
Pre-tax Profit 43.0 47.2 (8.9) 3517 90.1 145.2
PATAMI 323 345 (6.4) 288.1 66.8 1339
Core PATAMI 32.8 342 4.0 3143 67.0 137.1
Margins % % +- ppt +- ppt % +- ppt
Construction 7.6 7.1 0.6 5.9 73 36
Precast Concrete 7.0 38 3.2 6.2 54 (1.2)
PBT 7.7 76 02 5.2 7.6 32
PATAMI 5.8 55 0.3 36 5.7 2.2
Source: Sunway Construction, UOB Kay Hian
RESULTS

¢ 2Q22 earnings within expectations. Sunway Construction Group (SunCon) reported a
core net profit of RM32.8m (-4.0% qoq, +314.3% yoy) and revenue of RM557.9m (-10.7%
qoq, +48.7% yoy) in 2Q22. This accounts for around 52% of our and consensus’ full-year
forecasts. The yoy improvement was mainly due to the low-base effect, higher productivity
level and improved construction billings given the absence of COVID-19-related lockdowns
this year. PBT margin also increased yoy due to final accounting for some of the nearly-
completed projects. However, on a qoq basis, revenue and earnings fell by 11% and 4%
respectively mainly due to higher billings achieved in the previous quarter on the back of the
recalibration of margins for certain tail-end projects in 1Q22.

Dividend. The company declared an interim dividend of 3.0 sen, translating to a 58% payout
rate for 6M22. We think the company should be able to maintain its 60% payout track record
given its sturdy balance sheet.

KEY FINANCIALS

Year to 31 Dec (RMm) 2020 2021 2022F 2023F 2024F
Net turnover 1,553 1,729 2,276 2,452 2,196
EBITDA 124 167 175 195 163
Operating profit 91 139 157 169 151
Net profit (rep./act.) 73 113 127 143 132
Net profit (adj.) 92 113 127 143 132
EPS (sen) 71 8.8 9.9 11.0 10.2
PE (x) 20.8 16.8 15.8 14.1 14.5
P/B (x) 3.0 2.9 2.8 2.6 2.6
EV/EBITDA (x) 12.5 13.4 9.5 8.0 8.5
Dividend yield (%) 2.7 3.5 3.8 4.3 4.3
Net margin (%) 4.7 6.6 5.6 6.0 6.5
Net debt/(cash) to equity (%) (53.3) (50.4) (51.4) (52.2) (55.2)
ROE (%) 11.6 17.0 18.4 19.2 191
Consensus net profit - - 134 146 136
UOBKH/Consensus (x) - - 0.95 0.98 0.97

Source: Sunway Construction , Bloomberg, UOB Kay Hian
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HOLD

(Maintained)

Share Price RM1.55
Target Price RM1.57
Upside +1.3%
COMPANY DESCRIPTION

A leading construction company in Malaysia
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Construction division remained resilient. SunCon’s construction arm reported a higher
PBT of RM41.1m (+330.7% yoy) on revenue of RM523.0m (+49.8% yoy) in 2Q22 due to
accelerated progress billings post lockdown. Margins also improved to 7.6% in 2Q22
(+0.6ppt qoq, +5.9ppt yoy). We believe this may be due to the gradual easing in raw
material costs coupled with the recalibration of margins for certain tail-end projects after
better visibility and certainty of the projects’ costs. We expect margins to remain around this
level in the coming quarters.

Precast: Rebounded stronger. The division’s 2Q22 PBT profit increased to RM1.9m
(+86.7% qoq, >100% yoy) on revenue of RM34.9m (-5.4% qoq. +33.8% yoy). It reported
higher earnings mainly due to the gradual decline in steel bar prices during the quarter,
given global supply recovery. Currently, steel bar prices have eased by >10% to around
RM3,000 from its peak in 1Q22. We believe the economic reopening in both Malaysia and
Singapore after the easing of nationwide lockdowns will continue to support the earnings
growth going forward.

STOCK IMPACT

Robust orderbook... Suncon continued to secure new orders worth RM297.5m in 2Q22,
bringing total job wins ytd to RM563.1m. The group’s outstanding orderbook now stands at
RM4.2b (2x of revenue cover). With the economic reopening, we believe SunCon will be
able to replenish its orderbook by RM2b in 2022 on the back of its strong tenderbook of
RM17.4b. SunCon is among the frontrunners for the civil packages of the railway jobs given
its strong execution track record, coupled with its strong balance sheet that can help to
meet the PFI requirement.

... to be further strengthened by upcoming mega infrastructure jobs. SunCon will bid
for both civil packages of MRT3 elevated portions, Civil Package 1 (CP1) and Civil Package
(CP2), with the aim of securing CP2 that offers a higher value of around RM12b vs CP1
that is worth about RM2b. CP1 will involve a 6km elevated section including the main depot,
while CP2 consists a 27km elevated section and 1.2km of ground tunnels. Tenders for CP1
and CP2 will close on 30 Aug 22 and 30 Sep 22 and should be awarded in 4Q22. To fulfil
the 60% bumiputera shareholding requirement, we believe SunCon will form a JV with a
local partner for this job. It is also eyeing the Bayan Lepas LRT (Penang Transport Master
Plan) as the pre-qualification tender is currently underway.

Raw material costs and labour shortage will stabilise. Steel and cement prices continue
to trend downwards by over 10% qoq to around RM3,000/mt and RM300/mt respectively,
which could help boost margin. SunCon sources for its construction materials through
Sunway Group by purchasing the materials in bulk to minimise the impact of high cost. The
company is also expecting gradual improvement in its labour shortage issue, which will help
to increase SunCon's progress. It has managed to secure 400 Indonesian workers from the
Ministry of Human Resources in 2Q22 while expecting the first 100 workers to arrive as
early as Sep 22.

EARNINGS REVISION/RISK

None.

VALUATION/RECOMMENDATION

Maintain HOLD with an unchanged target price of RM1.57, implying 15.9x 2022F PE
(implied ex-cash PE: 14x). SunCon is ascribed with a higher-than-peers’ PE multiple in view
of its solid fundamentals and earnings visibility, underpinned by its ability to clinch a
balanced mix of external and internal construction projects.

ENVIRONMENTAL, SOCIAL, GOVERNANCE (ESG) UPDATES

e Environmental

- Mitigate the release of emissions, biodiversity impact, waste disposal, pollution.

e Social

- Works with local authorities and communities to ensure the projects’ success.

e Governance

- Independent directors (four out of seven) comprise the majority of the board.

Refer to last page for important disclosures.

Wednesday, 24 August 2022

OUTSTANDING ORDERBOOK AS OF 30 JUN 22

Projects (RMm)
LRT 3 87
Tenaga HQ Campus (Phase 2) 116
PETRONAS Leadership Centre 25
India Highway 687
Others 826
Total External (A) 1,741
Sunway Medical Centre - Phase 4 + VO 205
Sunway Belfield 332
Sunway Serene 41
Sunway Velocity 2 (Plot A) 51
Sunway Velocity 2 (Plot B) 208
Sunway Carnival Mall 23
South Quay CP2 551
Others 548
Total Internal (B) 1,959
Precast Concrete (C) 530
Grand Total (A+B+C) 4,229

Source: SunCon

ORDER BOOK REPLENISHMENT ASSUMPTION

(RMm) 2022F 2023F 2024F
Construction 2,000 2,000 1,500
Precast Concrete 250 250 250
Source: UOB Kay Hian
SEGMENTAL FORECASTS
(RMm) 2022F 2023F 2024F
Revenue 2,276 2,452 2,196

Construction 2,078 2,229 1,958

Precast Concrete 198 223 238
Operating profit 157 169 151

Construction 154 165 147

Precast Concrete 3 4 4
Source: UOB Kay Hian
VALUATION

Value
(RMm) (RMm) Remarks
2022F net profit ex net 126 1,690 13x PE
interest income
Net cash 340 340
Total SOTP value 2,030
Share base 1,289
Implied PE (x)

TP (RM) 157 15.9
TP (RM) (ex-cash) 1.40 14.0

Source: SunCon, UOB Kay Hian
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Year to 31 Dec (RMm) 2021 2022F 2023F 2024F Year to 31 Dec (RMm) 2021 2022F 2023F 2024F
Net turnover 1,729 2,276 2,452 2,196 Fixed assets 107 108 95 98
EBITDA 167 175 195 163 Other LT assets 56 65 73 82
Deprec. & amort. 21 26 26 26 Cash/ST investment 640 612 632 658
EBIT 139 157 169 151 Other current assets 1,102 1,307 1,502 1,594
Total other non-operating income 4 0 0 Total assets 1,906 2,092 2,302 2,431
Associate contributions 9 9 9 ST debt 234 214 204 194
Net interest income/(expense) 0 1 1 2 Other current liabilities 961 1,142 1,313 1,395
Pre-tax profit 152 159 179 162 LT debt 67 62 62 62
Tax (41) (30) (34) (30) Other LT liabilities 6 6 6 6
Minorities 2 @ 1) @ Shareholders' equity 637 666 713 770
Net profit 113 127 143 132 Minority interest 2 2 4 5
Net profit (adj.) 113 127 143 132 Total liabilities & equity 1,906 2,092 2,302 2,431
CASH FLOW KEY METRICS

Year to 31 Dec (RMm) 2021 2022F 2023F 2024F  Year to 31 Dec (%) 2021 2022F 2023F 2024F
Operating 99 121 138 136 Profitability

Pre-tax profit 152 159 179 162 EBITDA margin 8.0 6.2 7.7 85
Tax (41) (30) (34) (30) Pre-tax margin 6.5 5.2 6.9 7.8
Deprec. & amort. 27 26 26 26 Net margin 6.6 5.6 6.0 6.5
Working capital changes (29) (24) (23) (12) ROA 3.8 36 54 6.0
Non-cash items 9) 9) 9) 9 ROE 17.0 18.4 19.2 19.1
Other operating cashflows (1) 1) 1) 2

Investing (73) (30) (12) (30) Growth

Capex (growth) (34) (30) 12) (30)  EBITDA (31.6) (7.0) 2.0 17.9
Investments 7 9) 9) 9) Pre-tax profit (35.8) (5.6) 54.7 19.6
Proceeds from sale of assets 3 0 0 0 Net profit (43.7) (0.1) 63.1 19.3
Others 183 9 9 9 Net profit (adj.) (31.1) (20.8) 63.1 19.3
Financing (122) (68) (80) (93)  EPS (31.0) (20.8) 63.1 19.3
Dividend payments (52) (44) (71) (85)

Issue of shares 0 0 0 0 Leverage

Proceeds from borrowings 0 (5) 0 0 Debt to total capital 32.0 29.2 271 248
Others/interest paid (70) (19) 9) 8 Debt to equity 472 414 373 332
Net cash inflow (outflow) (57) (29) 21 25 Net debt/(cash) to equity (50.4) (51.4) (52.2) (55.2)
Beginning cash & cash equivalent 118 640 612 632

Changes due to forex impact 0 0 0 0

Ending cash & cash equivalent 640 612 632 658

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Securities (M) Sdn. Bhd. ("UOBKHM") which is a licensed corporation providing investment
advisory services in Malaysia.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKHM. This report is not directed to or intended for distribution to or use
by any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKHM
may determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable
law or would subject UOBKHM and its associated persons (as defined in the Capital Market Services Act 2007) to any registration,
licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKHM to be reliable.
However, UOBKHM makes no representation as to the accuracy or completeness of such sources or the Information and UOBKHM
accepts no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKHM and its associate
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKHM and its
connected persons are subject to change without notice. UOBKHM reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKHM, its associated persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKHM, its associated persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKHM may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKHM may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report is prepared by UOBKHM, a company authorized, as noted above, to engage in investment advisory in Malaysia.
UOBKHM is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKHM (whether
directly or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption
from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons
that receive this document by way of distribution from or which they regard as being from UOBKHM by their acceptance thereof represent
and agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (‘UOBKHUS”), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKHM.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKHM who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKHM or any other person, any of the Subject
Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not
receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any
sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the
compensation received by each such research analyst is based upon various factors, including UOBKHM’s total revenues, a portion of
which are generated from UOBKHM'’s business of investment advisory.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of
or located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by
the Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate,
has trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified
under Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed
in Hong Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in
Hong Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of
the analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services
Authority of Indonesia. Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the
relevant foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the
analysis or report.

Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house,
the recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in
Malaysia, at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as
UOBKHM is the registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore. Where
the report is distributed in Singapore and contains research analyses or reports from a foreign research house, please
note:

(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in
Singapore in respect of any matters arising from, or in connection with, the analysis or report; 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, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is
regulated by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the

Kingdom meaning of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research

distributed in the UK is intended only for institutional clients.

United States | This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable
of America U.S. laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility
(‘U.s.”) for its contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities
referred to in the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2022, UOB Kay Hian Securities (M) Sdn. Bhd. All rights reserved.
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