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SECTOR UPDATE OVERWEIGHT
Construction — Malaysia (Maintained)
1Q24 Earnings In line; Stronger Momentum Ahead
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ACTION

¢ Maintain OVERWEIGHT. We remain optimistic on the sector as it will be anchored by the
imminent rollout of mega projects including Mass Rapid Transit 3 (MRT3) and Penang
Light Rapid Transit (LRT) coupled with stronger private job flows. The huge pipeline of
projects would provide enormous earnings impetus in the coming years. Our top picks
remain Gamuda, Sunway Construction (Suncon) and Kerjaya Prospek, backed by their
sturdy orderbooks and resilient earnings. We raise our SOTP-based target price for
Gamuda to RM7.34 (from RM6.54 previously) upon raising our target PE for its
construction division from 17x to 19x, which implies a 16.0x FY25F PE (0.25SD above the
five-year historical mean of 15x).

Note that the current valuations (average 2025F PE of 16.2x) are close to or above their
five-year mean PE (average of 16x), amid rising optimism on the near-term earnings ANALYST(S)
outlook. We foresee further upsides should valuations revert to the peak levels in the
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PEER COMPARISON
Price @ Target Market PIE P/B --- Dividend Yield ---

Company Ticker FYE Rec 18Jun24  Price Cap 2024F 2025F 2024F 2025F 2024F 2025F

(RM) (RM) (RMm) ()] ) ()] ) (%) (%)
Ekovest EKO MK 30-Jun BUY 0.46 0.98 1,364 - 341.0 0.5 0.5 n.m. n.m.
Gabungan AQRS AQRS MK 31-Dec BUY 0.38 0.43 204 5.7 5.7 04 0.3 n.m. n.m.
Gamuda GAM MK 31-Jul BUY 6.51 7.34 18,037 18.5 14.0 1.6 14 18 1.8
1JM Corporation 1JM MK 31-Mar HOLD 3.00 2.76 10,943 24.7 24.6 1.0 1.0 2.3 2.7
Kerjaya Prospek Group KPG MK 31-Dec BUY 191 2.10 2,420 135 12.3 2.0 1.9 5.2 5.7
Malaysian Resources Corp MRC MK 31-Dec HOLD 0.66 0.53 2,949 79.1 67.4 0.6 0.6 15 15
Sunway Construction Group SCGB MK 31-Dec BUY 3.87 4.32 5,004 24.2 17.0 51 4.6 25 3.6
WCT Holdings WCTHG MK 31-Dec HOLD 0.76 0.49 1,071 29.5 24.0 0.3 0.3 n.m. n.m.

Source: Bloomberg, UOB Kay Hian
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ESSENTIALS

¢ Realising replenishment targets. Notably, Gamuda had secured a total of seven projects
collectively worth RM16b-18b as of May 24 and is on track to meeting its replenishment
target of RM25b in FY24-25. Suncon's recent win of the third data centre project brought
its ytd total job wins to RM3.3b, outpacing its earlier guided replenishment of RM3.0b for
2024. Meanwhile, IJM Corp and Kerjaya Prospek are also on the right path to achieve
higher replenishments.

Slowly but surely. Meanwhile, albeit at a slower-than-expected pace, we still anticipate a
number of mega projects to gradually come into fruition. Notable mega projects in the
pipeline include the MRT3, Penang Light Rail Transit (LRT) Segment 2 from Komtar to
Penang Sentral, Johor Automated Rapid Transit (ART), Phase 1B of Sabah Pan Borneo
Highway (PBH), Phase 2 of Sarawak-Sabah Link Road (SSLR), the additional five LRT3
stations, flood mitigation projects, Westport expansion, etc. We believe the government is
still keen on MRT3, despite the expiry of tender validity in Mar 24, as it is working on the
land acquisition process to pave the way for the commencement of the railway project.

Signs of stronger private job flows. Meanwhile, we also anticipate private contract flows
to improve in the coming months, driven by a pick-up in the property development sector,
particularly in Johor and Penang. In this regard, Kerjaya Prospek and Suncon could reap
the benefits of the stronger private job flows mainly from their affiliated companies. Recall
that Suncon typically clinches a substantial share of internal jobs from its parent company
Sunway Berhad, while 40-50% of Kerjaya Prospek's annual replenishment comes from
sister companies Eastern & Oriental and Kerjaya Prospek Property Group.

Malaysia's data centre market is also on the rise, thus presenting enormous replenishment
opportunities for the sector. In this regard, Suncon has emerged as the biggest winner by
securing three data centre projects collectively worth RM4.1b while Gamuda also won a
RM1.7b contract to construct a hyperscale data centre in Sime Darby Property's Elmina
Business Park. We understand that IJM Corp is also tendering for several data centre
projects. We also foresee a number of small-to-mid-cap companies in the value chain
benefitting from the brighter prospects.

Slight uptick in building material prices. In 1Q24, while the average steel bar prices
increased by 5.8% goq to RM2,871/tonne, we highlight that it is still lower than the level in
1Q23 (RM2,999.4/tonne). On a positive note, average bag cement prices declined 1.4%
goq to RM21.6/bag in 1Q24 and are also lower than 1Q23's level (RM22.0/bag) by 1.8%.
Average prices for bulk cement, on the other hand, remained stable at RM380/tonne in
1Q24 and is 2.6% lower than 1Q23's level (RM390/tonne). Our sensitivity analysis
suggests that every 10% decrease in building material prices may bump up construction
firms' earnings by 4-6%.

Diesel subsidy rationalisation to present near-term headwinds. While building
material prices have been easing over the past few quarters, we expect the downtrend to
be disrupted by the diesel subsidy rationalisation. Diesel prices in Peninsular Malaysia
rose by 56% from RM2.15/litre to RM3.35/litre based on the automated pricing
mechanism, effective on 10 Jun 24. While diesel costs account for less than 5% of the total
construction costs, a rise in diesel prices would lead to higher building material prices and
negatively impact the sector. This is despite the introduction of fleet cards under the
Subsidised Diesel Regulation System for public transport companies and those
transporting goods, as we gather that vehicles carrying building materials are not included
under the scheme.

MEGA PROJECTS IN THE PIPELINE

Project Value Remarks

(RMb)
Mass Rapid 45  Status: Land acquisition to be done in
Transit phases; civil packages are expected to
Phase 3 be awarded in 2025.
(MRT3) Potential beneficiaries: Contractors

with rail expertise; Gamuda and MMC
(underground section); Suncon, 1JM,
WCT, GAQRS, MRCB, YTL, HSSE

Pan Borneo 31  Status: The project award for the 19

Highway work packages worth (RM15.7b) is now
Sabah ongoing.
(PBH) Phase 1 was 88% done as of Mar 24.
Potential beneficiaries: Gamuda, 1IM,
MRCB, WCT
Sarawak- 7 Status: 30% completion as of Apr 24, on
Sabah Link track for completion by Jan 26; the award
Road of packages under Phase 2 are still
(SSLR) ongoing
Potential beneficiaries: Gamuda, 1JM,
MRCB, WCT
Rapid 4 Status: 77% completion as of May 24;
Transit on track for completion by Dec 26
System Ekovest won RM2b EPC contract.
(RTS) Potential beneficiaries: Rail-related
contractors such as Suncon, 1JM Corp
High Speed  TBC Status: In preliminary stages with RFI
Rail (HSR) exercise concluded in Jan 24.
Potential beneficiaries: Contractors
with rail expertise; Gamuda and MMC
(underground section); Suncon, IJM,
WCT, GAQRS, MRCB, YTL, HSSE
Penang 10  Status: Contract for Segment 1 (Mutiara
Light Rail Line) from Silicon Island to Komtar has
Transit been secured by SRS Consortium;
(PLRT) construction works to begin in 4Q24
Potential beneficiaries: Gamuda, 1JM,
Suncon
Johor 10  Status: Johor state government is
Automated conducting study and will present to
Rapid Cabinet in 3Q-4Q24
Transit Potential beneficiaries: Gamuda, IJM,
(JART) Suncon
Source: Media, UOB Kay Hian
MRT3 PROJECT DETAILS
Project owner  MRT Corp
Project period 2024-30 (8 years)
Project structure a) 2 contractors for elevated works

b) 1 contractor for underground works

c) 1 contractor for integrated rail system

d) 1 project management consultant
Estimated cost  RM45b-50b
Funding structure Sukuk issuances and other hybrid funds;
every work package will have its own PFI
51km: 40km of elevated tracks & 11km of
alignment underground tunnels
No. of stations 31 including 10 interchange stations
Source: Media, UOB Kay Hian
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

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 UOBKH. 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 UOBKH 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 UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) 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 UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected 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) UOBKH, its connected 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 UOBKH 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) UOBKH 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 was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH 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 UOBKH (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 UOBKH 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 UOBKH.

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.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH 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 UOBKH 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 UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

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 (“OJK”). 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

(i) 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 meaning

Kingdom 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 This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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