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Eco Asia Research: IPO Note

Empowering Energy Efficiency

SOLAR DISTRICT COOLING GROUP BERHAD
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6 September 2024

Fair Value:

Company Description

Solar District Cooling Group Berhad ("SDCG") principally involved in the provision and
maintenance of building management systems (“BMS”), solar thermal systems, other
systems & equipment and other energy services.

Investment Highlight

e Renewal of Ministry of Health (“MOH”) hospital support services concession:
The concession which covers maintenance services for all 148 MOH hospitals
and institutions, managed by five concession companies, will expire on March
31, 2025. Among these five companies, several are major clients of SDCG.
According to the New Straits Times, the government pays RM1.3 billion (“bn”)
annually to these companies for hospital support services. If MOH increases
the budget or awards additional contracts to SDCG’s major clients, the Group
stands to benefit from it.

e  Government green energy-related policies and incentives: In response to
environmental, social, and governance (“ESG”) initiatives, the government has
implemented a range of policies and incentives, including the National Energy
Policy ("NEP"), the National Energy Transition Roadmap ("NETR"), Green
Technology Tax Incentives comprises Green Investment Tax Allowance
(“GITA”) and Green Income Tax Exemption (“GITE”), and various financing
schemes. These measures are expected to incentivize more businesses to
invest in renewable energy (“RE”) and energy efficiency programs.

e  Growing investment in data centres: Malaysia has attracted billions of dollars
in data centre investments from tech giants such as Google, Nvidia, and
Microsoft. As energy consumption is a significant concern for companies
aiming to reduce costs, ensuring an uninterrupted power supply is crucial.
Given SDCG’s involvement in BMS and chiller maintenance, the company is
well-positioned to benefit from this growing demand.

e Strong profit margin: SDCG has achieved a robust profit margin over the past
few years, ranging from 13.49% to 27.80% from FY2020 to FY2023. This margin
is notably higher compared to peers in the BMS segment, indicating effective
cost control by management. We anticipate that the margin will remain stable
moving forward.

Valuation / Recommendation

We derive a fair value of RMO0.60 based on 26x multiple to its FYE2025F EPS of 2.30 sen.
The IPO aims to raise approximately RM45.10 million (“mn”) from the issuance of
118.67mn new shares. A total of 62.36% of proceeds will be utilised for capital
expenditure, 28.10% is allocated for general working capital, while the remaining 9.54%
of the proceeds will be utilised for listing expenses.

As of FYE2023, the Group’s current ratio is above 1x at 4.74x reflecting a strong capacity
to repay its current liabilities. In terms of funding ability, SDCG shows healthy ability,
given the low gearing ratio below 1x at 0.05x. With the strong inflow of investments from
multinational companies, along with the government’s supportive policies, we anticipate
sustained growth in the group’s performance over the long term.

IPO TIMELINE

RM 0.60 (+58%)

Opening Date
Closing Date
Listing Date

IPO Price (RM)
Expected Return
Market/ Sector
Bursa Code

1PO Details
Public Issue
Enlarged share

Market Cap
Shariah compliant

Substantial Shareholders
Edison Kong
Eileen Liuk

Utilisation of IPO Proceeds

28 Aug 2024
6 Sep 2024
19 Sep 2024

0.38
57.89%

Industrial Products & Services
F 0321

Shares(mn)
118.67
423.82

RM(mn)
161.05
Yes

Shares(mn) (%)
27464  64.80
30.52 7.20

RM(mn) (%)

Purchase of Materials 18.70 41.47
General Working capital 12.67 28.10
Tender Bonds/ Performance Bonds 5.00 11.09
Capital Expenditure 2.52 5.59
Expansion of Headquarters 1.90 421
Estimated listing expenses 430 9.54
Total 45.09 100.00
Allocation Shares(mn) (%)
Public Issue
Malaysian Public via balloting process:
¢ Public investors 10.60 2.50
¢ Bumiputera public investors 10.60 2.50
Eligible Parties 21.19 5.00
Placement to selected investors 76.29 18.00
Total 118.67 28.00
Total enlarged share capital upon listing 423.82
Source: Company Prospectus
Key Financial Summary
FYE Dec (RMmn) 2022A 2023A 2024F 2025F 2026F
Revenue 18.65 26.62 3141 39.27 47.12
Gross Profit 1068 1435 1694 21.17 25.40
Pre-tax Profit 6.46 8.68 10.24 12.80 15.36
Core Net Profit 5.18 6.35 7.78 .73 11.68
Core EPS (Sen) 1.22 1.50 1.84 2.30 2.76
P/E (x) 31.07 25.38 20.69 16.55 13.79
DPS (Sen) 149 047 0.0 0.00 0.00

Dividend Yield (%)  3.91  1.24

0.00 0.00 0.00

Source: Companv Prospectus. Eco Asia Research Estimates
EPS, P/E and DPS from 2022A to 2023A (pre-IPO) are on pro-forma basis for

comparative purposes only.
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Company Background

The Group was incorporated in Malaysia under the Act on 25 April 2023 as a private
limited company under the name of Solar District Cooling Group Sdn Bhd. On 25 July
2023, it was converted into a public limited company and assumed its present name.

Kejuruteraan Efektif Dinamik Sdn Bhd (“KED”), a wholly owned subsidiary of SDCG, is
principally involved in mechanical and electrical works, and project management
services. Malaysia accounted for 97.45%, 98.94%, 99.67% and 99.15% of the Group total
revenue for the FY 2020, FY 2021, FY 2022 and FP 2023, respectively. The remainder of
the revenue was from Singapore for FY 2020 and FY 2021, and Brunei for FY 2022 and FP
2023.

Key Milestones

+ Commenced operations and

secured the first contract for « Completed the first project for « Secured a purchased
centralised solar thermal cooling installing a solar thermal hot order for a solar thermal
system. system, including BMS cooling system for the

+ Obtained distributorships for the integration and a chilled PKNS headquarters in
"SANYO" brand of chillers and water billing system. Shah Alam, Selangor.

solar evacuated tube collectors.

« Registered as a Grade 7 « Acquired a 3-storey shop
contractor with the CIDB. « Expanded customer base to East office premises in Taman

. Began offering systems Malaysia with a project in Kota Kajang Perdana for use as
integration for Building Kinabalu, Sabah, securing a contract the company headquarters.
Management Systems (BMS). for solar thermal cooling system. . Secured a contract to

install a solar thermal
cooling system at the
Duch of Kent Hospital
in Sandakan, Sabah.

+ Obtained the MyHIJAU Mark
certification from the Malaysia
Green Technology and Climate

Change Corporation. &

« Secured a distributorship for the B I BURSA
"Tridium" brand of BMS + Secured a distributorship for u MALAYSIA
products, rebranded as "Tri-I0" the "Haitai Solar" brand of PV « Listing on Bursa
for the Malaysian market. panels. Malaysia

Journey
Continues...
» Bacama the authorised dealer of . Obtained the rights to use MyHIJAU
Haier" brand oil-free magnetic mark for Haitai Solar PV panels
::agral:go:f';?ll:;s;nargy system in 2022 which are valid until
* 2025.
performance services, securing 7
contracts with public hospital
pport service ionail
6 of these contracts remain
active until 2025.
Source: Company Prospectus, SDCG
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Principal Activities

Building Management Systems: BMS is designed to provide integrated management,
monitoring, and control of building systems, helping operators achieve cost-effective,
reliable and safe operations. SDCG also provides maintenance services on a contract
basis (recurrent revenue over the contract period), as well as on an ad hoc basis (project
based non-recurrent revenue).

1 Systems Integration of BMS jommmmm s Types of building systems S

Our systems integration of BMS is mainly for:

! [ ] 7 < : N
New systems as part of a building ! C/ A L/ '
construction project !
Lighting Centralised  Elevator Electrical Security Others such as fire
Existing systems, where we carry out H air and and and protection, process |
retrofitting and/or upgrading works \. itioni icati access utilitiesand car park '

Contract procurement

Pre-installation and integration

i) Be [ % )N E)Q

Tender Proposal Svsﬂmsd“'z" Completion  Maintenance @
analysis  and specifications® commissioning and handover

2 Maintenance of BMS

Contract Commencement

» B, Mt ) & » Ca

Contract Purchase Work planning Work planning Study and
procurement Order and Scheduling and Scheduling analysis

Installation and integration Post-installation and integration

Notes:
1. Only relevant if we are engaged for the entire project, otherwise the design and specifications of the system are provided to us.
2. Maintenance is based on separate contracts. Only in some cases, we are engaged to carry out the maintenance after the BMS is completed and handed over to the customer.

Solar Thermal Systems and Energy Saving Services: It is primarily designed for heavy
hot water users, such as hospitals. The group focuses on solar thermal hot water systems
that harness sunlight directly to heat water. In some cases, their services also include
retrofitting fluorescent lighting with light-emitting diode (“LED”) lighting to further
reduce electricity consumption. This segment of the services is dedicated on helping
customers to save energy and reduce the carbon footprint of their operations.

1 Design, supply and installation of solar thermal hot water system

Our design, supply and installation of solar thermal hot water systems are mainly for:

hybrid system which includes the installation of our new solar thermal hot
water system and integration with the existing hot water system

Study and Contract Measurement and
Pre-installation Installation Post-Installation

g [ /A

|
|
|
|
I design
|
|
|
|

New standalone system

| |
| |
| |
| |
| commissioning | and verification
| |
| |
| |
| |

Establish baselines Tender Engineering and | Installation Testing and Measurement
|
> I n k) 1 R | d
v
2, 1 Ll | (4] g
- £l I v
Compute anticipated Procurement | i C

and
energy savings handover

Notes:
A

ly applicable for energy perf

Maintenance of Other Systems and Equipment: The group also provides maintenance
for systems like gas-fired chillers and chilled water systems, whether installed by the
group or by third-party providers.

Source: Company Prospectus, SDCG
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Revenue and Profitability

The Group’s revenue from FYE2022 to FYE2023 was mainly derived from its BMS services
that contributed 75.56% of total revenue — as of FYE2023. Revenue contributions by
business activities as well as the revenue and profitability from FYE2022 to FYE2023,
FYE2024F, FYE2025F and FYE2026F are as below:

RM'000 Revenue contribution by business activities
35,000 30,629
30,000 25,524
25,000 20,108 20,419
20,000
15,000 12,659 o817 11,780
10,000 2,545 7,854 ’
5,735 3141 3,927 4,712
. | m H.
0
FY22 RMmn FY23 RMmn FY24F RMmn FY25F RMmn FY26F RMmn
mBMS m Solar thermal systems and energy saving services Maintenance of other systems and equipment
Reven nd profitabili
RM'000 evenue and profitability
50,000 47,121
39,267
40,000 31414 25,403
30,000 26,622 — 21,169
20,000 18’64810,678 14,352
¢ 9730 11,676
7,784 ’
0
FY22 RMmn FY23 RMmn FY24F RMmn FY25F RMmn FY26F RMmn
M Revenue  m Gross profit (GP) Profit after taxation (PAT)

Source: Company Prospectus / Eco Asia Research Estimates
Future Plans

SDCG’s future plans and business strategies are as below:
1. Expand the Headquarters:

e  Expansion of the Headquarters by constructing a new extension on the
remaining vacant land, which will increase the built-up area of existing
Headquarters from 8,320 square feet (“sq. ft.”) to approximately 13,000 sq. ft.

2. Purchase new tools and equipment:

e  Purchase the following additional tools, equipment and vehicles to enhance
productivity and service delivery.

e  Pick-up trucks, Forklift, Drones with thermal sensor and Panel cleaning
equipment.

3. ICT software enhancement:

e Intend to subscribe additional Internet of Things (“loT”) software, such as Solar
irradiance database, Computer-aided design (“CAD”) software, Specialised
design software, Energy system simulation software and Accounting software.

P’ E%EE JOIN OUR OFFICIAL TELEGRAM GROUP | www.ecoasia-my.com
\' Elf&ﬂg FOR EXCLUSIVE MARKET UPDATES | Find important disclosures at the end of report



6 September 2024 This report is strictly for private circulation only _

4. Address opportunities in Solar PV systems:

e Intend to commence the solar photovoltaic (“PV”) system business based on
the power purchase agreement (“PPA”) mode of operation, which the group
has installed in the past.

Strategic Competitive Advantages and Strengths

Established track record of approximately 17 years to serve as a reference site for
prospective customers: The Group started its BMS services in 2009, solar thermal hot
water systems in 2010, and energy performance services in 2019. In addition, they have
cultivated long-term business relationships with their customers. SDCG track record
provides them with the platform to serve their existing customers as well as prospective
new customers to sustain and grow their business.

Solar thermal hot water system assists companies to reduce their carbon footprint:
The solar thermal hot water system uses sunlight to directly heat the water, while other
hot water systems use either diesel, Liquefied Petroleum Gas (“LPG”), or electricity. The
use of RE in their solar thermal hot water system would appeal to prospective customers
who are seeking to reduce their carbon footprint and improve their environmental
responsibilities.

Technical expertise and certifications to meet customers’ requirements: The Group has
the expertise to meet customer requirements in providing and maintaining BMS, solar
thermal systems, and energy-saving services. Their relevant registrations, including as an
Energy Service Company ("ESCO") and with the Energy Commission Malaysia @
Suruhanjaya Tenaga ("ST"), Grade 7 contractor and Grade 4 contractor with Construction
Industry Development Board (“CIDB”), and the Ministry of Finance (“MOF”),
demonstrate their capability to fulfil customer needs.

Own brands to help facilitate brand awareness and customer loyalty: SDCG has key
equipment and software for BMS, including Direct Digital Control (“DDC”) and central
controllers manufactured by a third party, which are rebranded and marketed under
their ‘Tri-I0” brand. They also have their brand of solar thermal collectors, manufactured
by a third party, that is rebranded and marketed under the Group ‘SDC’ brand.

Key Risks

Termination or suspension of contracts: Any termination or suspension of contracts
before completion may negatively impact SDCG’s financial performance by preventing
them from recovering costs and losing potential revenue and profit.

Dependent on retaining and obtaining specific registration and license: Non-
compliance with regulations, terms, or conditions can lead to fines, penalties, or the
suspension, cancellation, or non-renewal of registrations and licenses. Failure to
maintain or renew these licenses could disrupt business operations, limit tender
participation, and hinder work or energy performance services, ultimately harming the
Group'’s business and financial performance.

Exposed to Foreign Exchange Rates ("FOREX") fluctuations: The business faces FOREX
risk, as some portion of material and service purchases, including subcontractor costs,
are made in foreign currencies such as USD, RMB, SGD, and Euro. Unfavourable
exchange rate fluctuations against the RM could negatively affect financial performance.

Subject to changes in Government regulations or policies: Any changes in government
regulations or policies could impact company ability to secure new energy performance
service contracts under financially favourable terms. Such developments could
materially affect business growth and potentially have a negative impact on future
financial performance.
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Industry Outlook

Positive outlook in property sector: Malaysia’s Gross Domestic Product (“GDP”)
increased by 3.7% and the construction sector grew by 6.1% in 2023. The value of
completed construction project rose at a compound annual growth rate (“CAGR”) of 7.4%
from 2021 to 2023. In addition, the supply of propose-built offices expanded at a CAGR
of 12.6% during the same period. The current commercial property supply constitutes
the foundation market, while future supply presents growth opportunities for operators
in the BMS industry.

) Future supply of high-rise ial properties
Value of construction work completed for ‘ Purpose-built Serviced
building construction offices (units) apartments (units)
180 CAGR 2019-23 2021-23 1 80% 2019 66 300,032
]- Residential buildings -5.3% 3.5% 2020 63 300,846
x [INon-residential buildings 0.6% 10.6%
g -+ Total growth 22%  7.4% . 2021 56 320,522
[ 1.7% 0% 2022 79 304,489
S =120 . 3.3% <
5§ 5w 2 2023 7 278,722
% E = 20%% CAGR (2019-23) 1.8% -1.8%
3z e 607 5y 550 672 z CAGR (2021-23) 12.6% 6.7%
§ 60 - 28.8 © Q12023 78 303,916
s -70% Q12024 71 315,315
376 |a14| la1a| (373 [384 Growth (Q1'23-24) -9.0% 3.8%
-120% Future supply= incoming supply + planned supply
2019 2020 2021 2022 2023 (Source: NAPIC)

Energy efficiency initiation by Malaysia Government: Since 2013, local government has
promoted energy efficiency in government buildings through energy performance
contracts. MOH has been actively implementing high-impact energy projects, either
through conventional methods or energy performance contracting in its facilities
especially its hospitals — given hospital buildings are one of the high-energy users in the
country. By the end of 2022, MOH implemented 44 energy projects in its facilities. SDCG
supports these efforts by offering energy performance services to hospital support
companies, which bodes well for the Group.
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DEFINITION OF RATINGS

Eco Asia Investment Advice uses the following rating system:

STOCK RECOMMENDATION

BUY Total return (price appreciation plus dividend yield) is expected to exceed 10% in the next 12 months.

TRADING BUY Share price may exceed 15% over the next 3 months, however longer-term outlook remains uncertain.
HOLD Share price may fall within the range of +/- 10% over the next 12 months

TAKE PROFIT Target price has been attained. Fundamentals remain intact. Look to accumulate at lower levels.
TRADING SELL Share price may fall by more than 15% in the next 3 months.

SELL Share price may fall by more than 10% over the next 12 months.

NOT RATED Stock is not within regular research coverage.

SECTOR RECOMMENDATION

OVERWEIGHT The Industry as defined by the analyst’s coverage universe, is expected to outperform the relevant primary market index over the next 12
months

NEUTRAL The Industry as defined by the analyst’s coverage universe, is expected to perform in line with the relevant primary market index over the next 12
months

UNDERWEIGHT The Industry as defined by the analyst’s coverage universe, is expected to underperform the relevant primary market index over the next
12 months

Applicability of ratings

The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only applicable
to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment ratings as we do
not actively follow developments in these companies.

DISCLAIMERS

The information in this report has been obtained from sources believed to be reliable. Its accuracy and/ or completeness is not guaranteed and opinions are
subject to change without notice. It is not intended to provide personal investment advice and does not take into account the specific investment objectives,
the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek financial, legal and other
advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report.

This report may contain information obtained from third parties. Third party content providers do not guarantee the accuracy, completeness, timeliness or
availability of any information and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained
from the use of such content. Third party content providers give no express or implied warranties, including, but not limited to, any warranties of
merchantability or fitness for a particular purpose or use. Third party content providers shall not be liable for any direct, indirect, incidental, exemplary,
compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including lost income or profits and opportunity costs) in
connection with any use of their content. We accept no liability for any direct or indirect loss arising from the use of this document.

” ou

This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”,
” ou »ou " ou

“intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur
or be achieved and other similar expression.

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to the applicable laws or regulations. By accepting
this report, the recipient hereof (i) represents and warrants that it is lawfully able to receive this document under the laws and regulations of the jurisdiction
in which it is located or other applicable laws and (ii) acknowledges and agrees to be bound by the limitations contained herein. Any failure to comply with
these limitations may constitute a violation of applicable laws.

Whilst every effort is made to ensure that statement of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion
and other subjective judgments contained in this report are based on assumptions considered to be reasonable and must not be construed as a
representation that the matters referred to therein will occur. Different assumptions may yield substantially different results and recommendations
contained on one type of research product may differ from recommendations contained in other types of research.
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