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COMPANY UPDATE

Hong Leong Asia (HLA SP)
Undervalued Gem Backed By A Strong Positive Outlook

HLA is set to post strong earnings growth for 2024-26, driven by its two main segments.
With significant market share across its key markets, the building materials segment
faces a robust pipeline of mega infrastructure and HDB projects. Backed by favourable
regulatory tailwinds, the diesel engine segment is on the verge of an earnings upcycle.
In our view, HLA remains undervalued given the positive outlook for its businesses.
Maintain BUY with an SOTP-based target price of $$1.11.

WHATS’S NEW

¢ Robust growth and demand. The Building and Construction Authority (BCA) reports that
total construction demand is expected to reach S$31b-38b by end-24. This upward trend is
primarily driven by the public sector, with anticipated HDB projects and upcoming
infrastructure projects such as the development of Changi Airport Terminal 5, Tuas Port
developments, contracts for phase two of the Cross Island Line and expansions to the
Integrated Resorts in Marina Bay Sands. Also, in Malaysia, mega infrastructure projects such
as the Penang LRT, Pan Borneo Sabah Phase 1, large-scale flood mitigation projects and
Sabah-Sarawak Link Road are expected to help drive market sentiment. With significant
market share in both key markets, a strong pipeline of both public and private sector projects
would benefit Hong Leong Asia’s (HLA) building materials unit (BMU) segment, serving as a
strong proxy for the construction sector, in our view.

Diversified and innovative portfolio. As a recap, HLA’s 48%-owned subsidiary, China
Yuchai International Limited (China Yuchai, CYD US, non-rated) is one of the top diesel
engine manufacturers in China, mainly producing heavy-duty/medium-duty/light-duty diesel
engines used across various industries. China Yuchai has consistently committed to invest in
research and development to develop and improve its existing portfolio in response to new
emission standards such as the upcoming China 7 standards and ongoing secular trends
such as new energy vehicles (NEV). Some new energy solutions include electric-continuously
variable transmission power-split hybrid powertrain, integrated electric drive axle powertrain
and hydrogen fuel cell systems. Moving forward, we expect new product designs and growing
segments like NEV to help drive engine sales.

Favourable regulatory tailwinds. In Jul 24, in a bid to boost domestic consumption and spur
economic recovery, China’s National Development and Reform Commission announced a
Rmb300b stimulus programme to encourage businesses and consumers to scrap old vehicles
and equipment and replace them for newer versions. Subsidies for purchasing new
commercial diesel trucks could reach up to Rmb80,000, which forms the main bulk of China
Yuchai's diesel engine portfolio. With the stricter China 7 emission standards also expected to
be published in the medium term, we expect China Yuchai to benefit from these tailwinds
which would drive engine sales in 2025 and beyond.

KEY FINANCIALS

Year to 31 Dec (S$m) 2022 2023 2024F 2025F 2026F
Net turnover 3,881 4,081 4,231 4,485 4,709
EBITDA 188 176 278 313 344
Operating profit 66 84 127 161 193
Net profit (rep./act.) 55 65 95 109 122
Net profit (adj.) 55 65 95 109 122
EPS (S$ cent) 7.3 8.7 12.7 14.6 16.3
PE (x) 11.3 9.5 6.5 5.7 5.1
P/B (x) 0.7 0.7 0.6 0.6 0.5
EV/EBITDA (x) 8.4 8.9 5.7 5.0 4.6
Dividend yield (%) 24 24 3.6 3.6 3.6
Net margin (%) 1.4 1.6 2.2 2.4 2.6
Net debt/(cash) to equity (%) (15.4) (37.5) (57.6) (75.2) (87.6)
Interest cover (x) 6.0 4.4 7.5 8.4 9.2
ROE (%) 5.9 71 9.9 10.5 10.8
Consensus net profit - - 77 85 94
UOBKH/Consensus (x) - - 1.23 1.28 1.31

Source: HLA, Bloomberg, UOB Kay Hian

Refer to last page for important disclosures.

Friday, 13 December 2024

BUY

(Maintained)

Share Price S$$0.83

Target Price S$1.11

Upside +33.9%
(Previous TP S$1.38)

COMPANY DESCRIPTION

Hong Leong Asia is the trade and industry arm
of Singapore conglomerate Hong Leong
Group. The company's management portfolio
includes diesel engines and building materials
supply chain.
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STOCK IMPACT

« Expect robust earnings growth as construction activities recover. With a strong pipeline
of projects, we expect the BMU segment to outperform moving forward, in tandem with the
sector recovery. HLA's wholly-owned subsidiary in Malaysia, Tasek, specifically outperformed
in 2023 and 1H24, driven by higher sales volumes and ASPs. Its Singapore operations are
also expected to benefit from higher HDB sales and mega infrastructure public projects
starting in 2025. Based on our estimates, we expect the building materials segment to clock
in revenue and EBITDA CAGR growths of 6.0% yoy and 13.2% yoy for 2024-26 respectively.

Earnings recovery. Based on our estimates, we expect China Yuchai’'s earnings to grow in
2024-26 on the back of the favourable regulatory policy coupled with new segments such as
NEV driving growth. Coming off a COVID-19 low in 2023, we estimate that unit sales in 2024-
26 would grow by around 5-8% yoy. As a result, we expect 2024-26 segmental revenue and
EBITDA to grow at CAGRs of 4.9% yoy and 12.6% yoy respectively.

EARNINGS REVISION/RISK

o Expect robust earnings growth in 2024. Given the strong expected growth for both the
BMU segment and China Yuchai, we expect HLA’s PATMI to grow by 46.5% yoy for 2024
and 14.9% yoy for 2025 respectively. HLA is also implementing costs efficiency initiatives that
would help support and expand margins. We now forecast 2024-26 PATMI at S$95.0m,
S$109.2m and S$122.2m respectively.

¢ Risks include: a) labour crunch in the construction industry; b) slower-than-expected
recovery in demand for building materials; and ¢) economic slowdown which could result in
lower demand for diesel engines.

VALUATION/RECOMMENDATION

¢ Maintain BUY with an SOTP-based target price of S$1.11 (S$1.38 previously), valuing
the BMU and diesel engine segments at S$607m (4x 2025F EV/EBITDA multiple) and
S$896m (6x 2025F EV/EBITDA multiple) respectively. With HLA's current market cap at
around S$620m, we think that HLA remains undervalued, specifically its diesel engine
segment given that China Yuchai trades at a negative enterprise value while the BMU
segment is also set to outperform in 2024-26 from higher demand.

SHARE PRICE CATALYST
¢ Earnings surprise from better-than-expected engine and building materials sales.

o Better-than-expected dividend.

PEER COMPARISON

Price @ Market PE P/B
Company Ticker 12-Dec-24 Cap 2023 2024 2025 2025

(Icy) (US$m) (x) (x) (x) (x)

Construction Material Peers
Brc Asia BRC SP 2.55 521 9.2 75 8.1 14
Hume Cement HUME MK 3.18 520 26.7 8.8 11.4 31
Malayan Cement LMC MK 4.82 1,453 39.7 14.8 12.7 1.0
Pan-United PAN SP 0.55 286 11.2 9.0 8.1 14
Average 21.7 10.0 10.1 17
Engine Peers
Cummins CMIUS 370.15 50,778 71.3 18.0 16.6 4.0
Dongfeng Motor 489 HK 4.19 4,447 n.a. 89.0 27.2 0.2
Weichai Power 2338 HK 11.66 15,788 10.5 8.4 7.2 1.0
Average 40.9 385 17.0 18
Hong Leong Asia HLA SP 0.83 462 9.6 6.5 5.7 0.6

Source: Bloomberg, UOB Kay Hian
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SOTP VALUATION

Valuation Value ps

Business Segment (S$m)
Diesel Engine (48%) 896.3

BMU (98%) 607.4

BRC (20%) 140.7
Gross value (S$m) 1,644.5
Less: Net debt (cash) ~ (813.8)
No. of shares 748.0
Target price (S$) $1.11
Source: Bloomberg, UOB Kay Hian
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PROFIT & LOSS BALANCE SHEET

Year to 31 Dec (S$m) 2023 2024F 2025F 2026F  Yearto 31 Dec (S$m) 2023 2024F 2025F 2026F
Net turnover 4,081.5 42312 4,485.1 4,709.3 Fixed assets 779.6 758.3 747.0 745.7
EBITDA 176.5 278.2 3128 3444 Other LT assets 796.0 796.0 796.0 796.0
Deprec. & amort. 92.8 151.3 1513 1513 Cash/ST investment 1,233.7 1,461.0 1,701.0 1,923.0
EBIT 83.7 126.9 161.5 193.1 Other current assets 2,686.6 2,989.2 3,027.5 3,077.8
Total other non-operating income 96.9 96.9 96.9 96.9 Total assets 5,496.0 6,004.5 6,271.5 6,542.5
Associate contributions 25.8 45.0 45.0 45.0 ST debt 510.0 510.0 510.0 510.0
Net interest income/(expense) (39.9) (37.3) (37.3) (37.3) Other current liabilities 2,046.2 2,401.3 2,488.4 2,555.7
Pre-tax profit 166.4 2315 266.1 297.7 LT debt 378.0 378.0 378.0 378.0
Tax (46.4) (55.6) (63.9) (71.4)  Other LT liabilities 194.3 1943 194.3 1943
Minorities (55.0) (80.9) (93.0) (104.1) Shareholders' equity 922.0 994.6 1,081.3 1,181.1
Net profit 65.0 95.0 109.2 122.2 Minority interest 1,4455 1,526.4 1,619.4 1,7235
Net profit (adj.) 65.0 95.0 109.2 122.2  Total liabilities & equity 5496.0 60045 62715 65425
CASH FLOW KEY METRICS

Year to 31 Dec (S$m)) 2023 2024F 2025F 2026F Year to 31 Dec ((%) 2023 2024F 2025F 2026F
Operating 362.0 417.0 439.7 431.7 Profitability

Pre-tax profit 166.4 2315 266.1 297.7 EBITDA margin 43 6.6 7.0 7.3
Tax (31.8) (55.6) (63.9) (71.4) Pre-tax margin 4.1 55 5.9 6.3
Deprec. & amort. 151.3 151.3 151.3 151.3 Net margin 1.6 2.2 2.4 2.6
Associates (25.8) 0.0 0.0 0.0 ROA 1.2 17 1.8 1.9
Working capital changes 13.7 52.4 48.9 16.9 ROE 7.1 9.9 10.5 10.8
Non-cash items (1.8) 0.0 0.0 0.0

Other operating cashflows 90.0 37.3 37.3 37.3 Growth

Investing (72.4) (130.0) (140.0) (150.0) Turnover 5.2 37 6.0 5.0
Capex (growth) (68.3)  (130.0)  (140.0)  (150.0)  EBITDA (6.0) 57.7 12.4 10.1
Investments (6.1) 0.0 0.0 0.0 Pre-tax profit 34.6 39.1 14.9 11.9
Proceeds from sale of assets 1.7 0.0 0.0 0.0 Net profit 18.6 46.1 14.9 11.9
Others 03 0.0 0.0 0.0 Net profit (adj.) 18.6 46.1 14.9 11.9
Financing (49.4) (59.7) (59.7) (59.7) EPS 18.6 46.1 14.9 11.9
Dividend payments 0.0 (22.4) (22.4) (22.4)

Issue of shares 0.0 0.0 0.0 0.0 Leverage

Proceeds from borrowings (41.3) 0.0 0.0 0.0 Debt to total capital 27.3 26.0 24.7 234
Loan repayment 18.3 0.0 0.0 0.0 Debt to equity 96.3 89.3 82.1 75.2
Others/interest paid (26.3) (37.3) (37.3) (37.3) Net debt/(cash) to equity (37.5) (57.6) (75.2) (87.6)
Net cash inflow (outflow) 240.3 227.3 240.0 222.0 Interest cover (x) 4.4 75 8.4 9.2
Beginning cash & cash equivalent 1,104.2 1,233.7 1,461.0 1,701.0

Changes due to forex impact (39.4) 0.0 0.0 0.0

Ending cash & cash equivalent 1,305.1 1,461.0 1,701.0 1,923.0

Refer to last page for important disclosures.




UOBKayHian

Friday, 13 December 2024

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.

Refer to last page for important disclosures.
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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 or jurisdictions 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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