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The course is set, only missing a tailwind

SRV's 2025 will still be driven by non—residential volumes
while we expect that the residential pick—up will begin to
reflect more in the numbers starting from 2026. Valuation is
stretched on our estimates for 2024—-2025 while the long—
term potential remains high.

One of the leading construction companies in Finland

SRV develops and constructs residential and non—residential
buildings with a focus on the Finnish growth centers. In 2023,
SRV was the 6th largest construction company in Finland. The
share of non—residential construction has increased for SRV
due to the slower residential market during the recent years. In
2023, only 17% of the company's revenue was related to
residential construction. Although SRV's project portfolio is
currently focused on lower—margin  non—residential
contracting, the company has improved its operative margins by
enhancing project control and managing cost inflation. Operative
operating profit was only slightly positive for FY 2023 while for
FY 2024, SRV guides operative operating profit of EUR 7—12m.

Expecting slight pick—up in residential starts during 2025
SRV's backlog was at near EUR 12b at the end of Q3/24,
consisting almost entirely of non—residential contracting. SRV
had no developer contracted units under construction. At the
same time, it had 95 units completed and unsold. Typically,
construction of a residential apartment building takes around
one and half years to complete. Therefore, we estimate that the
revenue from developer contracting in 2025E is solely driven by
the sale of currently unsold units. Although we anticipate limited
net sales from developer contracting, we project a slight
increase in other residential sales next year driven by both
contracting and development projects. Given that most of the
current projects are lower risk contracting and co-—
development projects, the margin potential for 2025 remains
modest. We now model net sales of EUR 78@m and an operative
EBIT of EUR 16.0m, resulting in a margin of 2.1% for 2025E.

HOLD with a TP of EUR 5.0

Our estimates for 2024E do not support the current pricing. For
2025E the valuation is neutral, yet the potential beyond 2025
remains high. Further evidence of the company's turnaround
and pick—up in the residential construction market are needed
for us to put greater emphasis on the long—term potential. With
only small adjustments to our estimates, we keep our TP and
recommendation intact.
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Sales EBIT EBIT FCF EPS P/E EV/Sales EV/EBIT FCF yield DPS
EURmM EURmM % EURmM EUR (X) (X) (X) % EUR
2022 770.1 —76.3 —-9.9% —67.8 -b5.05 -0.8 0.2 -2.3 -105.1%
2023 610.1 —6.8 —1.1% —-211 —0.90 —4.4 0.3 —29.6 —314%
2024E 732.8 10.2 1.4% -11 0.15 33.2 0.3 211 -1.3%
2025E 780.0 16.0 2.1% —2.6 0.43 11.4 0.3 137 —-3.2% 0.06
2026E 859.9 26.4 31% 11 091 53 0.3 8.3 14% 0.27
Market cap, EURmM 82 Gearing 2024E, % 711% CAGR EPS 2023—26, % 0.0 %
Net debt 2024E, EURmM 134 Price/book 2024E 0.8 CAGR Sales 2023—-26, % 121%
Enterprise value, EURm 216 Dividend yield 2024E, % 0.0 % ROE 2024E, % 2.3 %
Total assets 2024k, EURmM 477 Tax rate 2024E, % 2565 % ROCE 2024E, % 3.7 %
Goodwill 2024E, EURmM 2 Equity ratio 2024E, % 2561% PEG, P/E 24/CAGR 0.3

All the important disclosures can be found on the last pages of this report.
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Investment summary

SRV is one of the largest SRV operates as a partner in property and construction projects and is the leading
construction companies project management contractor in Finland. SRV was founded in 1987 and was publicly
in Finland listed to the Helsinki stock exchange in 20@07. The company employed roughly 800

professionals in 2023 and is headquartered in Espoo, Finland. SRV develops and
constructs residential and non—residential buildings with a focus on the Finnish
growth centers. According to data by Rakennuslenti, in 2023, SRV was the 6th biggest
construction company in Finland.

Active in various types SRV focuses on both non—residential and residential new construction. Infrastructure
of construction and renovation construction formed 10% of the company's net sales in 2023. SRV's
business model is based on the company's own project management model, the SRV
approach. In the approach, construction work is procured from SRV's partners. In
2023, the company employed approximately 800 employees, yet there were roughly
18,000 workers from a network of roughly 3,300 subcontractors on SRV sites during

the year.
Market has presented Finnish total construction volumes declined by 16% in 2023 based on data by CFCI
challenges during the (The Confederation of Finnish Construction Industries, RT), the driver behind the
last two years, yet is strong decline was the very weak residential construction market where construction
expected to improve volumes fell 36% y/y. The deterioration in Finnish residential construction started
beginning in 2025 already in 2022 as the building permits and starts began to decline driven by the

geopolitical tensions and higher interest rates. The slump in the residential
construction sector has affected SRV's residential volumes, resulting in only 85
developer—contracted units starting in 2022 and none in 2023. Furthermore, volumes
for investor—sold projects and contracting have also dropped significantly. In 2024,
construction volumes are expected to decline further 7% still driven by the weak
residential market. In 2025, CFCI forecasts 4% growth in construction volumes with
15% growth in residential volumes.

Reaching the financial SRV released its strategic plan for the period 2024—2027 at the end of 2023. The
targets requires focus on lifecycle—wise construction remains central to the strategy while at the
considerable help from same time, the company aims to be sustainably profitable. In connection with the
the market strategy update, the company updated its long—term financial objectives. SRV aims to

achieve the following targets by the end of 2027: Operative operating profit of at least
EUR 5@ million (earlier 6%) and revenue of EUR =900 million (earlier EUR 900 million).
Our estimates for 2027 remain below the company's financial targets. Based on our
assessment, reaching the net sales target is attainable provided that the market
recovery surpasses our current projections. Nevertheless, we believe that achieving
the profit target presents a greater challenge. While the company did not set a
margin—based target for profitability, the target implies rather ambitious margin goal.

HOLD with a TP of EUR The near—term upside remains limited as the company's valuation looks stretched

5.0 based on our estimates for 2024E. For 2025E, the valuation remains slightly elevated;
however, based on 2026E estimates, SRV is valued at a discount relative to our Nordic
construction company peer group and the company's historical multiple levels. In
addition, the current pricing presents a discount to the value derived from our
discounted cash flow valuation. In our view, further evidence of the company's
turnaround and pick—up in the residential construction market are essential for the
company's long—term value potential to unlock. Additionally, the lack of developer
contracting projects that tie capital limits the downside yet also limits the short to
mid—term upside as the company has limited number of units for sale and the potential
pick—up in residential construction will affect SRV later compared to some of the
competitors.

Evli Plc, Aleksanterinkatu 19 A, P.O. Box 1081, FIN—-00101 Helsinki, Finland, Tel +358 9 476 690, www.evli.com
2(43)


http://www.evli.com/

SRV

Construction & Engineering/Finland, December 17, 2024
Company report

EVLI EQUITY RESEARCH

Company overview

SRV is one of the largest SRV operates as a partner in property and construction projects and is the leading
construction companies project management contractor in Finland. The company develops and constructs
in Finland residential and non—residential buildings with a focus on the Finnish growth centers.

According to data by Rakennuslehti, in 2023, SRV was the 6th biggest construction
company in Finland, behind YIT, Skanska, Peab, Lujatalo and Destia. The company
employed roughly 80@ professionals in 2023 and is headquartered in Espoo, Finland.
In 2023, SRV was active in 6@ construction sites and employed approximately 3,300
subcontractors and 18,000 workers in total.

Figure 1: SRV revenue distribution by segment and construction revenue distribution
by building type, as a % of total revenue, 2023

Il Non-—residential construction Il Homes Business premises [l Infrastructure
Residential construction Hospitals [l Schools and ed. inst. Renovation

Source: SRV, Evli Research

Engaged in various The share of non—residential construction has increased for SRV due to the slower
forms of construction residential market. The company has won multiple larger public and private non—
residential projects. SRV has been particularly active in public construction with
multiple sizeable projects such as hospital, police station, prison and school projects.
Besides new building construction, around 10% of SRV's revenue comes from
infrastructure and renovation work. SRV's infrastructure offering consists of rock
tunneling, earth works, foundation construction, route, industrial and water supply
construction. SRV can serve as either a main contractor or a subcontractor on major
projects. In renovation services, SRV conducts projects where the building requires
extensive repair or a change of use. The company’s renovation services follow its life—
cycle based strategy as by upgrading the interiors and the building's technology,
energy efficiency is significantly improved, and the carbon footprint of the building is

reduced.
Founded in 1987, listed SRV was founded in 1987 and was publicly listed to the Helsinki stock exchange in
to Helsinki stock 2007. The Finnish construction market was hit by the financial crisis in the years
exchange in 2007 2008—-2009, shortly after SRV's public listing. Even with a nearly 30% revenue decline

in 2009, the company kept a decent profitability level, achieving an EBIT margin of
2.7%. The Finnish construction market experienced a swift recovery after the financial
crisis, but soon encountered another challenge with the European debt crisis. During
the time, the company's strategic focus was on higher—margin developer contracting
projects and international expansion especially in Russia. In 2014, after Russia's
intervention in Ukraine, the company's focus shifted more towards profitable
domestic operations in Finland's developing urban centers. In 2015, construction of
the company's flagship REDI shopping center was started and in 2016, the company's
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A few major projects
had a negative impact
from 2018 to 2022
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backlog peaked at over EUR 1.7b driven especially by business construction projects
in Finland.

From 2018 to 2022, SRV faced a series of challenges. The company's involvement in
certain large projects did not yield the desired results, which led to decreases in
profitability. In 2018, the costs of the REDI shopping center project exceeded
expectations, leading to a decline in EBIT by more than EUR 4@m. The company also
made an impairment of over EUR 7@m for the REDI shopping center asset in 2019.
More recently, the profitability of the Tampere Arena project did not meet
expectations, resulting in a negative earnings impact of around EUR 2@0m upon
completion in 2021. In 2022, the company encountered further difficulties following
Russia's invasion of Ukraine, leading SRV to impair its assets in Russia and its holding
in Fennovoima. Impairments of Russian assets and Fennovoima had an EUR 88m
negative EBIT effect. In addition, write—downs of shareholder loans used to finance
Russian associated companies amounted to EUR 42m affecting the FY 2022 financial
expenses. SRV was able to improve its balance sheet situation after the impairments
through an extensive financing arrangement during the first half of 2022 that
included a rights issue, conversion of hybrid bonds, partial repurchase of previously
issued notes, and an extension of revolving credit and project financing facility.

Figure 2: Overview of the company's history, net sales in EURm (Ihs), operative EBIT margin in % (rhs), annual data
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Market sentiment has Finnish total construction volumes declined by 16% in 2023 based on data by CFCI
stayed sour during (The Confederation of Finnish Construction Industries RT), the driver behind the
2022-2023 strong decline was the very weak residential construction market where construction

volumes fell 36% y/y. The deterioration in Finnish residential construction started
already in 2022 as the building permits and starts began to decline driven by the
geopolitical tensions and higher interest rates. The European Central Bank increased
its key interest rates in July 2022 for the first time in 11 years to curb the effect of
inflation driven mostly by higher energy prices. The slump in the residential
construction sector has affected SRV's residential volumes, resulting in only 85
developer—contracted units starting in 2022 and none in 2023. Furthermore, volumes
for investor—sold projects and contracting have also dropped significantly.

Business model

SRV approach enables SRV is one of the Finland's leading project management contractors. The company
scaling of operations operates in selected growth centers in Finland and is active in all the main types of
according to the market construction. SRV's business model is based on the company's own project
conditions management model, the SRV approach. In the approach, construction work is

procured from SRV's partners. In 2023, the company employed approximately 800
employees, yet there were roughly 18,000 workers from a network of roughly 3,300
subcontractors on SRV sites during the year. The business model enables the
company to undertake large projects as it can utilize its large network of
subcontractors based on the client's needs. On the flipside, the business model makes
it reliant on the partner network. During strong market conditions, the subcontractors
have more pricing power and availability of subcontractors may be limited. This
potentially squeezes SRV's project margins and can affect the number of projects that
the company can undertake. On the other hand, in difficult market conditions
subcontractors have less pricing power which potentially increases SRV's project
margins or at least alleviates the overall margin pressure from lower volumes.

Wide non—residential SRV specializes in the construction of a diverse array of non—residential buildings,
construction offering including for example business premises, healthcare facilities, and educational
and expertise institutions. The company predominantly engages in alliance and project management

contracts, which are characterized by overlapping development and construction
phases and a shared distribution of financial risks and benefits with clients.
Furthermore, SRV executes turnkey contracts—where it holds full responsibility—
and lifecycle projects, which entail long—term maintenance contracts. The company
also embarks on proprietary development projects for non—residential properties,
transferring the projects to investors prior to the commencement of construction.

Most non—residential The majority of SRV's non—residential construction is conducted through contracting,
volumes come from mainly using project management and alliance contracts with non—fixed pricing. The
different types of most relevant contracting types for SRV explained:

contracting projects

¢ Project management: Cost—plus contracts where SRV provides the customer
with its construction management capabilities. The fluctuation of construction
costs does not have as large impact as in fixed price contracts as the difference
between projects actual cost and target price is divided between the customer
and the contractor.

e« Turnkey: SRV is responsible for both design and construction of the building.

e Alliance: A co—operative model where the risks and benefits are shared among
the participants. The project parties operate in a shared project organization.
Relatively new contract type which is typically used in larger construction
projects.

e Life—cycle: Primarily used for public sector projects where SRV's responsibilities
include the implementation of the project and its maintenance over the long term.
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e Fixed price: Constructor commits to the project for a fixed total price, SRV bears

the project's cost risks.

Developer—contracting SRV's residential portfolio includes development projects and developer—contracted

is a higher risk, higher projects in Finland, primarily targeting growth hubs. Additionally, the company

reward residential undertakes some contracting projects selectively. In developer—contracting projects,

project type SRV bears the risk throughout the project's lifecycle from land acquisition to the sale

of the building. Unlike co—development projects, developer—contracting projects are
not sold prior to construction start. Developer—contracting projects are therefore
riskier as the company's capital is tied to the project and in addition, the company
pbears the risks involved with selling the project after completion. In developer—
contracting projects, SRV recognizes revenue at the point of sale. The revenue
recognition results in larger fluctuations between quarters compared to other project
types where the revenue recognition is based on percentage of completion.

Figure 3: Overview of project types
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Strategy
SRV released its strategic plan for the period 2024—-2027 at the end of 2023. The
focus on lifecycle—wise construction remains central to the strategy while at the
same time, the company aims to be sustainably profitable. In connection with the

strategy update, the company updated its long—term financial objectives. SRV aims to
achieve the following targets by the end of 2027:

o Operative operating profit of at least EUR 5@ million (earlier 6%)
e Revenue = EUR 900 million (earlier EUR 90@ million)

Figure 4: Tllustration of elements needed to reach the EBIT target

=EUR 5@m operative EBIT

Volume growth Portfolio management 2027 target

Source: SRV, Evli Research

Financial objectives are achieved by optimizing the company’s project portfolio and
improving risk management. The company aims to further solidify its market position
in the co—operative non—residential projects where its order backlog is currently
strong. Moreover, the company aims to grow in non—residential development projects
and residential development and developer contracted projects. According to the
company, the most important factor in reaching the operative EBIT of EUR =5@m in
2027 is the portfolio structure. In 2023, a clear majority of the company's revenue
came from non—residential co—operative contracting while only a small portion of
revenue was from developer contracted and development projects. In addition, only
roughly 16% of total revenue came from residential whereas the strategic objective is
to increase the share to 30-40%.

Figure b: Targets for project portfolio optimization
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Source: SRV, Evli Research
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Managing risks is crucial SRV's last ten year have been plagued by few larger projects where the project risks
for reaching the targets have realized resulting in suboptimal profitability and asset impairments. While the

company looks to improve its profitability through project portfolio management and
optimization, it will also focus on risk management. To improve risk management, SRV
places a strong emphasis on its project selection strategy. Geographically, SRV seeks
to become the leading co—operative contracting firm throughout Finland and focuses
its developer contracting efforts on growth centers. By end—use, SRV aims to
maintain a well—diversified portfolio of projects, spanning public, non—residential,
industrial, infrastructure, and residential sectors. Projects exceeding EUR 10@ million
and renovation projects are mainly handled through co—operative contracting.
Furthermore, SRV undertakes large and long—term development projects only if there
is an exit strategy in place, typically in collaboration with an appropriate partner. In
contrast to the company's history, SRV will utilize its own balance sheet mainly in
residential projects, other types of development projects are expected to be sold to
an investor prior to the start of construction. In terms of balance sheet risk, the
capital tied into residential construction and plots should not exceed 5@% of the
balance sheet total (excl. IFRS 16) and a single project should not exceed one fifth of
the total tied in capital.

Market conditions The two important drivers for the financial targets, volume growth and portfolio
challenge the financial optimization depend on the market conditions. The target requires especially improved
targets residential construction market conditions to reach the targeted portfolio

composition. Historically, the company has been able to reach 30—-40% share of total
net sales for both development and developer contracted projects and residential
construction. In addition, SRV kept net sales above EUR 90@m consistently throughout
2017—-2021. While SRV has historical evidence of operating at or above the target for
net sales and project portfolio composition, the company's profitability has not
reached operative EBIT levels of EUR =6@m. Considering the lower limit of the current
profitability goal, which is EUR 5@m by the end of 2027, the operating EBIT margin
would be approximately 5.56% given total net sales of EUR 90@m. This is a slight
decrease from the former operational margin target of 6%. While the company did
not set a margin—based target for profitability, the current absolute EBIT target
implies relatively ambitious margin goal. Historically, the company’s largest Nordic
peers have generally been able to reach EBIT margin levels of 3—4% on average.
Looking at SRV's own historical operative margin levels, the margin has hovered
around 2—3% on average. Considering the historical margin levels, reaching EUR 5@m
operative EBIT would require substantially higher net sales.
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Market
Finnish construction According to data by CFCI, the total value of Finnish new building construction market
market size is EUR in 2023 was EUR 16.2bn. The new construction market was slightly smaller than the
~38bn renovation construction market which was roughly EUR 16.7bn in 2023 while it was

substantially larger than the civil engineering market which was EUR 7.2bn. The total
new building construction market is further divided into residential (EUR 6.1bn) and
non—residential (EUR 9.1bn) new construction. The total construction market value fell
8% y/y from EUR 41.5bn in 2022 to EUR 38.2bn in 2023. The new construction market
is more dependent on the overall economy and therefore the market is more volatile
compared to the more stable renovation construction and civil engineering markets.
The percentage share of renovation market of the total construction market has
increased during the recent decades driven by the ageing building stock in Finland.

Figure B: Finnish construction market by value, in % of total value 2023

New non—residential construction

Renovation

EUR 38.2b

New residential construction

18.90%
Civil engineering

Source: CGFCI, Evli Research

Residential and non— The new construction markets for both residential and non—residential properties are
residential new heavily influenced by macroeconomic factors such as GDP growth, migration, interest
construction markets rates, and consumer confidence. The residential new construction market is more
fluctuate with the directly impacted by consumer confidence and demand, which is affected by, for
economy example, salary development and mortgage interest rates. The non—residential new

construction market demand is influenced by investments from companies and the
public sector. For example, the need for new office buildings is affected by the
vacancy rate of the current office stock and the demand for industrial buildings is
affected by overall investment activity. Both the residential and non—residential
markets are also affected by investment demand, which is influenced by rental yield
levels and investors' return requirements.
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Figure 7: Finnish construction market value, by type of construction, in EURmM, 2019—
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Residential construction market

ECB rate—cutting cycle According to Bank of Finland, the share of variable rate mortgages of total new

has begun mortgages in Finland between the year 2003—-2023 has been on average between
84—-89%. The share is high compared to for example Central European countries such
as France, Germany, Belgium and the Netherlands where the percentage has been
roughly 10—20%. Due to high share of variable rate mortgages, the average interest
rate of mortgages in Finland has risen from the lowest in the Eurozone to sixth highest
in less than two years. The ECB deposit facility rate stayed below zero from 2014 to
2022, ECB increased the rate by 50 bps in July 2022, first increase in 11 years. The
rate increase of July 2022 was followed by several subsequent increases, reaching a
peak in Autumn 2023 when the ECB raised its deposit facility rate to 4%. The interest
rate increases were driven by inflation, which rose quickly due to factors such as
supply chain disruptions, higher energy prices, and geopolitical tensions. The Euro
area inflation was the highest during Q4/2022 as it was at approximately 10% level.
The inflation has since calmed and is currently roughly 2%, largely in line with the 2%
medium term inflation rate target of ECB. Due to lower inflation, in summer 2024, ECB
lowered its deposit facility rate to 3.75%, first rate cut since 2019. While the ECB is
currently on path to lower interest rates, it remains data dependent in case the
inflation picks up again. Market pricing projections suggest that the ECB deposit rate
will likely decrease closer to 2% between 2025 and 2026.
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Figure 8: ECB deposit facility, historic and consensus forecast, quarterly
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Demand for residential With interest rates as a main factor influencing the residential housing market, the
housing at a historically volume of transactions has stayed low throughout 2023-2024. While the number of
low level transactions for old residential housing decreased by 17% in 2022 and 20% in 2023,

the decrease in new residential housing transactions has been harder as according
to Federation of Real Estate Agencuy, the new housing transactions have decreased to
fifth of 2021 volumes in 2023. In the first nine months of 2024, new household loans
decreased year—on—year, and consumer intentions to buy a dwelling were lower than
during the GFC.

No support from Consumer confidence in purchasing homes remains low, and there is also a lack of

investment demand support from investment demand. The primary factors contributing to decreased
investment interest in residential developments are elevated interest rates and rising
construction costs. Furthermore, the market faces an oversupply issue due to
diminished demand, and rental prices have not yet risen adequately.

Figure 9: Price index of old dwellings in housing companies (2020=100) and numbers
of transactions, monthly data, 1/2020 — 10/2024
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Source: Statistics Finland, Evli Research

Plenty of unsold Although there are indications of increased housing market activity with the decline in
completed new mortgage rates, the new residential construction sector remains sluggish. According
residential stock to data gathered by YIT, on the supply side, roughly 4300 new self—developed

residential units will be completed in 2024. Of the completions, only slightly over half

Evli Plc, Aleksanterinkatu 19 A, P.O. Box 1081, FIN—-00101 Helsinki, Finland, Tel +358 9 476 690, www.evli.com
11(43)


http://www.evli.com/

SRV

Construction & Engineering/Finland, December 17, 2024
Company report

are already sold before completion. In 2025, roughly 1700 units will be completed of
which only roughly a third are already sold.

EVLI EQUITY RESEARCH

Resi permits continue Residential building permits are still declining while residential building starts have
freefall, slight uptick in started to increase. The increase in residential building starts is driven by starts by
starts aided by Ara the Housing Finance and Development Centre of Finland (Ara). Ara is a government

agency that grants state aid for housing and construction. During the late 2010s, the
share of Ara housing production was roughly one fifth of total volume in Finland. The
share has been larger during slowdowns such as the GFC, when the share of Ara
funded housing was roughly 6@% of total volume in 2009. In addition, after the Euro
crisis, the share increased to 30% while in 2023 it was over 40% of total volumes.

Figure 10: Residential building permits, starts and completions, moving annual total in
millions of m3
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Source: Statistics Finland, Evli Research

Non—residential construction market

A variety of non— In 2023, roughly half of the non—residential building completions volume in Finland
residential categories comprised of industrial building and warehouse completions. Other major non—
helps reduce volatility residential building types measured by completion volume were public service

buildings (~20% share) and commercial and office buildings (~15% share). The
industrial building and warehouse construction market is driven by the industrial
investments made in Finland. Based on the data by Confederation of Finnish
Industries, the construction investments have been approximately 10—-20% of total
annual industrial investments in Finland during the recent years. The public service
pbuilding market is driven by public investments and is less cyclical compared to
industrial and commercial building markets. Roughly 10% of the current building stock
in Finland is owned and managed by the state. Currently the largest public service
building subsector by completion volume is educational buildings while the buildings
for institutional care and assembly buildings are similar size.

Evli Plc, Aleksanterinkatu 19 A, P.O. Box 1081, FIN—-00101 Helsinki, Finland, Tel +358 9 476 690, www.evli.com
12(43)


http://www.evli.com/

SRV

Construction & Engineering/Finland, December 17, 2024
Company report

Figure 11: Non—residential building permits, starts and completions, moving annual
total in millions of m3
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Non—residential has While the same headwinds e.g. cost of financing and construction cost inflation affect
fared better compared non—residential construction, it has fared better than residential construction.
to residential market Business construction does not react to changes in interest rates nearly as strongly

as residential construction. During the period of low interest rates, long—term housing
loans, housing company loans, and other financing arrangements increased the
residential construction demand, volumes and house prices. While non—residential
construction has fared better during the period of higher interest rates, the volumes
decreased by 2% in 2023 according to data by the Confederation of Finnish
Construction Industries. The industrial and warehouse building volumes have
increased during the recent years while the public service building construction
volumes have decreased from the peaks of 2020. The Finnish office building volumes
have decreased since 2013—-2014 excluding strong office building completion volumes
in 2020 driven by high number of starts during 2018—-2019.

Figure 12: Volume index of non—residential newbuilding (2015=100) by month
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Cost development
Construction cost The construction sector was affected by the cost inflation witnessed during 2021—
inflation has slowed 2022 caused by the COVID—19 crisis and the war in Ukraine. The construction cost
down, yet prices stay at index was 10.2% higher at the end of 2021 compared to end of 2020 and 5.3% higher
high level at the end of 2022 compared to end of 2021. The main driver behind the increase was

material cost inflation as the construction materials cost index grew almost 15% y/y
in 2021 while it grew 8.5% y/y in 2022. Notable materials that were the main driver
behind the material costs inflation during 2021-2022 included roofing materials, steel
structures, heat insulation and frame structures. While the construction cost inflation
has slowed down, the prices have generally stayed at the elevated levels. Materials
costs have decreased slightly during 2024 while for example salary costs have kept
increasing.

Figure 13: Total construction cost index and cost subcategories, y/y % changes
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Figure 14: Total construction cost index and cost subcategories
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Long—term trends
Urbanisation The Finnish population has grown by roughly ©0.3% p.a. on average from 2000 to 2020.

The share of population living in the 14 biggest cities grew from roughly 64% in 2000
to 70% in 2020. The largest population growth during the period was witnessed in Oulu
(+32%), Helsinki (+23%), Tampere (+22%) and Jyvaskyla (+20% population growth). The
urbanization trend will continue as according to the VTT estimate, the population is
estimated to increase by approximately 16% in the Helsinki metropolitan area and the
share of population living in the 14 biggest cities will increase from 70% in 2020 to
roughly 76% in 2040.

Figure 15: Share of 14 biggest cities out of total Finnish population 2000—-2040E,
population in millions
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Source: Statistics Finland, VTT, Evli Research

Ageing building stock The value of Finnish residential building stock in 2021 was EUR 480D, the majority of
the wealth in Finland is tied to the housing market. Most of the current Finnish
residential building stock has been constructed in the 197@s and 198@s. Prior to the
migration to the Finnish growth centers during the 196@'s and 1970s, most of the
residential buildings were single dwelling and double dwelling houses. The buildings
built in the 1960s, 1970s and 1980s are mostly blocks of flats which are currently
starting to reach the age of 5@ years.

Figure 16: Finnish building stock by construction year, million m2
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Energy efficiency Housing accounts for roughly 20% of the energy usage in Finland. Two thirds of the

energy used in housing is used for heating purposes. Most of the buildings in Finland
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are not energy efficient; reliance on fossil fuels for heating and cooling, use of old
technologies and wasteful appliances are the main reasons for the subpar energy
efficiency. The energy efficiency of both residential and non—residential new buildings
has already improved drastically during the recent decades. There are significant
improvements to the energy consumption already when comparing building stock
constructed during 2010—-19 to the building stock constructed in the 199@s and
2000s. According to the data by VTT, the average energy consumption is over 10%
smaller in building stock built during 1990s when comparing to building stock built
during 1960s. The difference is even more drastic when comparing to modern
puildings as the average energy consumption is over 5@% less in building stock built

during 2010@s when comparing to building stock built during 1960s.

Figure 17: Finnish building stock by construction year, building tupe and average
heating energy consumption, in kWh/m2
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Competitors
SRV is the 6th biggest In 2023, YIT led the Finnish construction market with sales around EUR 2.2b, while
construction company SRV ranked sixth with sales of EUR 61@m. SRV had the second highest revenue per
in Finland employee among Finland's ten largest construction companies, attributed to its

business model. The high revenue per employee figure is a result of the SRV model
and the high reliance of subcontractor network. In addition to SRV, Jatke stands out
among the ten largest construction firms in Finland for its high net sales per own
employee figure. According to 2023 data, Jatke achieves net sales exceeding EUR 1
million per own employee.

Figure 18: Finland's largest construction companies by 2023 net sales, in EURmM
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Competition varies by SRV is active in all the main construction segments: new building, renovation and
construction segment infrastructure construction. New building construction is clearly the focus of the

company as nearly 90% of the company’s revenue comes from the segment. Similarly
to SRV, most of the large construction companies active in Finland (YIT, Skanska, PEAB)
are active in all of the main segments. Among the top ten construction firms in Finland,
besides the major all-rounders, there are two specialists: Destia, which focuses
exclusively on infrastructure construction, and Consti, which specializes in renovation
projects, from which it derives majority of its revenue.

SRV has ~5% share of SRV is the fifth largest new building construction company in Finland. The Finnish new
the Finnish new building building market is dominated by large construction companies from both Finland (YIT,
construction market Lujatalo) and Sweden (Skanska, PEAB). According to our analysis, the ten largest new

building construction companies take roughly one third of the total Finnish new
puilding construction market

Renovation construction SRV's position among the renovation construction has changed throughout the years
market is more as renovation is not the company's focus area and the volumes fluctuate between the
fragmented years. Besides large Nordic construction companies, most of the renovation

construction market is served by smaller companies that typically employ 1-5
persons. According to Statistics Finland, the share of renovation construction of all
construction projects for smaller companies was roughly 60% while for large
companies the share was only 30%. According to our analysis, the largest
construction renovation companies held little under 10% market share (excl. building
technology contractors). The rest of the professional renovation market is dominated
by companies that had less than EUR 15m renovation construction revenue.

Figure 19: Net sales composition of the largest Finnish construction companies, as %
of total net sales
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Infrastructure According to data by Rakennuslehti, SRV was not among the 40 largest infrastructure
construction is not a construction companies in Finland based on 2023 revenue figures. Like renovation,
focus area for SRV infrastructure is not the company's main focus and the revenue from infrastructure

projects varies annually. SRV provides for example rock tunnelling and rock
construction services and earthworks and foundation construction. Simi