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NON RATED

Target Price: RM1.15
Previously: N/A
Current Price: RMO.86
Capital upside 33.7%
Dividend yield 1.2%
Expected total return 34.9%

Sector coverage: Manufacturing

Company description: Southern Cable Group
(SCGBHD) is a manufacturer of cables and wires
used for power distribution and transmission,
communications, building and construction,
infrastructure, manufacturing.
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Stock information
Bloomberg ticker SCGBHD MK
Bursa code 0225
Issued shares (m) 875
Market capitalisation (RM m) 752
3-mth average volume (‘000) 7,867
SC Shariah compliant No
F4GBM Index member No
ESG rating N/A
Major shareholders
Sino Sheild Sdn Bhd 33.5%
Semangat Handal Sdn Bhd 12.8%
Pertubuhan Keselamatan Sosial 4.3%
Earnings summary
FYE (Dec) FY23  FY24f  FY25f
PATMI - core 29.4 57.3 64.2
EPS - core (sen) 28 53 59
P/E (x) 3141 16.2 14.5
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More to come

We remain optimistic about SCG’s outlook and foresee the potential for even
stronger earnings in 2HFY24 and FY25, driven by (i) a favourable sales mix, (ii)
burgeoning US sales, and (iii) capacity expansion. Specifically, 2HFY24 will
benefit from the CGPP project coming online, with management noting an
increase in 132kV cable orders compared to previous large-scale solar projects.
Additionally, deliveries to the US is expected to increase 4-folds to 40 containers
starting Oct-24, following the group's expanded capacity commitment to the
customer. Lot 38 is expected to be fully operational by year-end, further boosting
capacity. All in, we project’s FY24-FY26 core PAT to grow at a strong CAGR of
35%. We value SCG at RM1.15 based on 18x mid-FY26f EPS of 6.4sen.

Beat expectation. To recap, SCG reported a record high 1H24 core earnings of
RM28.5m (+174% YoY), significantly beating our expectations and accounting for 112%
of our forecast from the previous report. This strong outperformance was primarily
driven by two factors: (i) robust project turnover and (ii) margin expansion. The booming
data centre (DC) sector in Malaysia, which requires vast power and quick project
completion times, has contributed to higher cable sales and faster project turnover.
Additionally, the group raised some of its cable ASPs amid strong private sector
demand, which further boosted margins. Compounding this growth, SCG's sales to East
Malaysia gained strong traction, rising from less than 10% of group sales in FY23 to
11% in 1HFY24 as it captured more market share.

Given the strong project pipelines from both DC and TNB, we now consider the 1HFY24
guarterly PAT run rate of RM14m as the new baseline for the group’s performance over
the next two years. In fact, we see the potential for even stronger earnings than the said
baseline in 2HFY?24 and FY25, driven by (i) a favourable sales mix, (ii) burgeoning US
sales, and (iii) capacity expansion.

Favourable sales mix. SCG has begun receiving orders for the CGPP, with deliveries
set to start in 3QFY24. Along with the anticipated increase in PV cable sales,
management has highlighted a rise in 132kV cable orders compared to previous LSS
projects, as most CGPP SPPs will now be utilizing 132kV infrastructure. Coupled with
ongoing strong private sector orders, this points to a stronger earnings outlook for
2HFY24 compared to 1HFY?24. Looking ahead to FY25, we opine the better pricing
prospect for TNB’s LT contract could further boost the group’s earnings. Management
expects the current 1+1 TNB contract to be fully utilized by early FY25 and re-tendered
in 1HFY25. Given the strong demand from private sector and reduced competition
following a key competitor’'s cash flow issues, management anticipates better pricing
compared to the previous contract. In addition to improved pricing, SCG is also
positioned to to capture a larger contract value (previously ¢.20-23% of TNB’s total
contract value) on the back of increased capacity and a solid track record.

US sales. On the export front, SCG’s sales to the US have gained significant traction
with one customer and one product, XHHW-2. After commencing deliveries in 4Q22,
sales to the US market slowed in mid-FY23 due to inflationary pressures. However,
sales have rebounded since 2024, with the group’s average monthly deliveries rising to
10 containers from seven in FY23. With new machines installed and increased capacity
committed, deliveries to this customer is expected to reach 40 containers per month
starting Oct-24 through Dec-24. This surge in US sales is set to enhance the group’s
margin on the back of better pricing. To further grow this market, SCG is expanding its
product offerings, including cables like USE-2, SEU, and SER. Note that the group has
conducted R&D and sent a few samples of these cables to its US customers.

Capacity expansion. The newly constructed Lot 38 that began operations in 2QFY24
was completed on time to support Malaysia's growing cable demand. Currently
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operating at 70% of its planned capacity, the remaining capacity is expected to
commence by year-end, increasing annual output/from 45.4k km to 46.9k km.
Meanwhile, the new plastic compound plant (PT4845) is on track for commissioning in
2HFY24 and is expected to reduce PVC costs for the group. Looking ahead, the group
has committed RM22m to construct Lots 20, 21, 22, 28, and 29 in anticipation of growing
cable demand from local and overseas markets. Construction and machinery
installation will begin in 2025, with the group estimating a 20-30% increase in capacity
over the following two years. Note that the machine to produce US spec and Malaysia
spec cables are the same and is interchangeable according to demand.

Forecast. With all considered, we project SCG’s FY24/25/26 core net profit to increase
by 94%/12%/15%, implying a respectable 3-year CAGR of 35%. This growth will be
supported by (i) the full impact of Lot 38 in FY25, (ii) lower PVC costs anticipated from
the commercialization of PT4845, and (iii) strong cable orders from domestic and
international markets.

Fair Value of RM1.15. We value SCG at RM1.15 based on 18x mid-FY26 partially
diluted EPS of 6.4 sen - assuming 70% of the warrants will be converted in the valuation
year. We like SCG for its leading position in the power cable business in Malaysia. The
growing power demand and the dropout of a major competitor bodes well for the group
to capture more market share.
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Financial Forecast
All items in (RM m) unless otherwise stated

Balance Sheet Income Statement
FYE Dec FY22 FY23 FY24F  FY25F  FY26F FYE Dec FY22 FY23 FY24F  FY25F  FY26F
Cash 219 96.0 70.1 755 115.9 Revenue 875.9 10531 12532 13158  1460.6
Receivables 224.7 264.9 313.3 329.0 365.1 EBITDA 36.4 577 90.6 98.9 1116
Inventories 2233 1441 200.5 236.8 2337 EBIT 28.2 485 81.2 89.0 101.2
PPE 52.0 54.6 57.8 60.5 62.7 Profit before tax 19.9 39.0 754 83.2 95.4
Others 48.8 459 449 438 427 Tax 5.3 -9.6 -18.1 -20.0 -229
Assets 570.5 605.6 686.6 745.7 820.2 Net profit 14.5 294 573 63.2 725

Minority interest 0.0 0.0 0.0 1.0 20
Payables 56.0 82.8 115.1 1204 1334 Reported PATMI 14.5 294 57.3 64.2 745
Debt 217.7 195.7 195.7 195.7 195.7 Exceptionals 16 04 0.0 0.0 0.0
Others 89 12.0 12.0 12.0 12.0 Core PATMI 16.2 29.8 57.3 64.2 745
Liabilities 282.7 290.5 3228 328.2 34141

Consensus core PATMI - - - - -
Shareholder's equity 2878 315.0 363.8 4175 479.1 HLIB/ Consensus N/A N/A N/A N/A N/A
Equity 287.8 315.0 363.8 4175 4791

Valuation & Ratios
Cash Flow Statement FYE Dec FY22 FY23 FY24F  FY25F  FY26F
FYE Dec FY22 FY23 FY24F  FY25F  FY26F Core EPS (sen) 15 2.8 53 59 6.9
Profit before taxation 19.9 39.0 754 83.2 954 P/E (x) 57.5 311 16.2 14.5 12.5
D&A 8.2 9.2 94 9.9 104 DPS (sen) 0.3 0.8 1.1 1.2 14
Working capital -733 65.0 -725 -46.6 -20.1 Dividend yield (%) 0.3% 0.9% 1.2% 1.4% 1.6%
Taxation -5.2 -1.8 -18.1 -20.0 -22.9 BVPS (RM) 0.27 0.29 0.34 0.39 0.44
Others 9.2 11.6 0.0 0.0 0.0 P/B (x) 32 29 26 22 19
CFO 413 123.0 -5.8 264 62.8

EBITDA margin 4.2% 5.5% 7.2% 7.5% 7.6%
Capex -124 -7.8 -115 -115 -115 EBIT margin 3.2% 4.6% 6.5% 6.8% 6.9%
Others 5.0 -1.0 0.0 0.0 0.0 PBT margin 2.3% 3.7% 6.0% 6.3% 6.5%
CFI 74 -8.8 -115 -11.5 -115 Net margin 1.7% 2.8% 4.6% 4.8% 5.0%
Shares issued 0.0 0.0 1.0 2.0 3.0 ROE 5.6% 9.5% 15.8% 15.4% 15.5%
Dividends 1.7 -2.2 -8.6 -9.5 -10.9 ROA 2.8% 4.9% 8.3% 8.6% 9.1%
Others 42.0 -37.8 -1.0 -2.0 -3.0 Net gearing 68% 32% 35% 29% 17%
CFF 404 -40.1 -8.6 -9.5 -10.9
Net cash flow -8.4 741 -25.9 5.5 40.4
Others -5.2 0.0 0.0 0.0 0.0
Beginning cash 354 219 96.0 70.1 755
Ending cash 219 96.0 70.1 755 115.9
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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 time 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 securities or the investment strategies discussed or recommended in this report. Nothing in this report constitutes 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 time, own, have positions
or be materially interested in any securities mentioned herein or any securities related thereto, and may further act as market maker or have assumed underwriting
commitment or deal with such securities and provide advisory, investment or other services for or do business with any companies or entities 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 to real or potential conflict of interests.

This research report is being supplied to you on a strictly 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 retrieval system, redistributed, transmitted or passed on, directly 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 20 September 2024, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report:

(a) -

2. As of 20 September 2024, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securities 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 guidelines

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

HOLD Expected absolute return of -10% to +10% over the 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 to a change from the previous rating.
NOT RATED Stock is not or no longer within regular coverage.

Sector rating guidelines

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