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From Sand to Profits

We first made Suncor Energy (SU: $38/share) a Long Idea in April 2023. Since our original report, the stock is up
less than the S&P 500 even as the business generated billions in profits. After the company beat on the bottom-
line but missed top-line 1Q25 estimates, our thesis remains intact, and this stock provides quality upside
potential.

SU still offers favorable Risk/Reward based on the company’s:

long-term tailwinds in energy,

asset efficiency and reserve life advantages,
improving fundamentals,

high capital return backed by ample cash flows,
strong balance sheet, and

undervalued stock price.

What’s Working
Long-Term Energy Demand is on the Rise, Qil is Still King

While global energy demand will surely peak at some point, the fact remains that it is expected to rise through at
least 2050. At the same time, the share of oil and gas in the energy mix is expected to stay above 53% (oil at
29% and gas at 24%) through 2050.

OPEC'’s latest World Oil Outlook forecasts global primary energy to increase from 301 barrels of oil equivalent a
day (mboe/d) in 2023 to 374 mboe/d in 2050, an increase of 24%. The three fuel types that are expected to see
the largest increase in demand from 2023 through 2050 are renewables (43 mboe/d), gas (21 mboe/d), and oil
(17 mboe/d). Suncor, as a leading renewable and oil provider, is positioned to benefit from this long-term trend
for years to come.

Figure 1: Growth in Global Energy Demand by Fuel Type: 2023 — 2050
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Longer Reserve Life and Superior Efficiencies

Suncor possesses a competitive advantage over other integrated oil and gas companies: it operates in oil sands
instead of oil shales. Suncor’s oil sand operations have a much longer a reserve life compared to oil shales. For
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instance, Suncor’s oil sands reserve life sits at 25 years. Competitors, including BP, PLC (BP), Shell (SHEL),
and TotalEnergies (TTE) have reserve lives of 7, 8, and 11 years, respectively.

Not only does Suncor have longer reserve life, but it is consistently improving its ability to extract and process
that oil and gas.

Suncor’s average annual refinery utilization rate consistently ranks above both U.S. and Canadian averages for
the last decade. In fact, the company’s average annual refinery utilization rate increased from 90% in 2023 to
100% in 2024. This improvement is a result of both record refinery utilization rates and record production across
multiple facilities. See Figure 2.

At its most basic level, utilization first begins with the ability to get material to refineries. Suncor excels in this
regard because its facilities are connected directly via pipeline to both mining and in situ oil sand assets. The
company also maintains direct access to different feedstocks via rail and marine, as well as the ability to process
multiple crude types (depending upon facility).

Figure 2: Suncor’s Average Annual Utilization Rate vs. Industry Averages: 2015 — 2024
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Sources: Suncor 1Q25 Presentation, New Constructs, LLC and company filings

Leading in Profitability as Well

Suncor’s superior operational efficiencies manifest in the company’s top-tier profitability. Suncor is the most
profitable integrated energy company across the globe, among publicly traded competitors.

Over the TTM, Suncor has the highest return on invested capital (ROIC) and second highest net operating profit
after-tax (NOPAT) margin among competitors, which include TotalEnergies (TTE), Shell (SHEL), Exxon Mobil
(XOM), Chevron Corp (CVX), and more. See Figure 3.
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Figure 3: Suncor’s Profitability Vs. Peers: TTM

Ticker Company Name NOPAT Margin IC Turns ROIC
SuU Suncor Energy 15% 0.5 8%
TTE TotalEnergies 9% 0.9 8%
SHEL Shell, PLC 9% 0.8 7%
XOM Exxon Mobil 10% 0.7 7%
PBR Petroleo Brasileiro 24% 0.2 6%
CVX Chevron Corporation 8% 0.7 6%
MG Mistras Group 5% 1.2 6%
E ENI S.p.A. 7% 0.8 5%
BP BP, PLC 5% 0.7 4%

Sources: New Constructs, LLC and company filings

Improving Fundamentals

Rising demand, improving efficiency, and high margins result in Suncor achieving growth across both the top
and bottom-line. In fact, the company has grown revenue and NOPAT by 3% and 5% compounded annually
since 2019 (pre-COVID).

The company improved its NOPAT margin from 14% in 2019 to 15% in the TTM while invested capital turns rose
from 0.4 to 0.5 over the same time. Rising NOPAT margins and invested capital turns drive the company’s ROIC
from 6% in 2019 to 8% in the TTM ended 1Q25.

Additionally, the company’s Core Earnings, a superior and cleaner earnings measure, grew 7% compounded
annually from $3.3 billion in 2019 to $4.7 billion in the TTM.

Figure 4 shows Suncor’s revenue and NOPAT growth from 2015-TTM.
Figure 4: Suncor’s Revenue and NOPAT: 2015 -TTM
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Potential for 9%+ Yield

Since 2021, Suncor has paid $7.7 billion (15% of market cap) in dividends and has increased its quarterly
dividend from $0.17/share in 1Q21 to $0.42/share in 2Q25. The company’s current dividend, when annualized,
provides a 4.3% yield.

Suncor also returns capital to shareholders through share repurchases. Since 2021, Suncor repurchased $9.9
billion (20% of market cap) worth of shares. During the first three months of 2025, the company repurchased
$555 million worth of shares.
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The company renewed its annual normal course issuer bid (NCIB) for 2025, which allows the company to
repurchase 10% of its shares outstanding. Should the company repurchase shares at the TTM pace through the
next year, it would repurchase $2.4 billion of shares, which is 4.7% of the company’s current market cap. When
combined, the dividend and share repurchase yield could reach 9.0%.

Strong Cash Flows Support Shareholder Return

Investors should take comfort in knowing Suncor will be able to afford to pay its dividends and repurchase
shares due to its large free cash flow (FCF) generation. From 2021 through 1Q25, Suncor generated $29.5
billion in FCF, which equals 46% of the company’s enterprise value.

Figure 5: Suncor’s Cumulative Free Cash Flow: 2021 — 1Q25
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Suncor’s $29.5 billion in FCF since 2021 is more than enough to cover its $17.5 billion in combined dividend
payments ($7.7 billion) and share repurchases ($9.9 billion).

Suncor’s repurchases have also meaningfully reduced its shares outstanding from 1.4 billion in 2021 to 1.2
billion in 1Q25. See Figure 6.

We like companies that choose to return capital to shareholders instead of spending it on costly acquisitions or
executive bonuses that rarely drive shareholder value creation.

In addition, reductions in shares outstanding tend to ensure capital appreciation for investors no matter how
growth or momentum crazed the overall market it. In other words, companies that sport strong enough cash
flows that enable them to consistently lower their shares outstanding offer excellent value.
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Figure 6: Suncor’s Shares Outstanding: 2021 — 1Q25
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Strong Balance Sheet and Credit Rating to Weather Uncertainty

Suncor has also leveraged its strong cash flow generation to improve its balance sheet. The company has
decreased its total debt from $17.0 billion in 2020 to $10.2 billion in the TTM. Over the same time, cash and
equivalents increased from $1.5 billion to $2.4 billion.

Suncor earns an Attractive overall Credit Rating and scores an Attractive-or-better rating in four of the five credit
rating metrics. See Figure 7.

Even if economic conditions deteriorate, demand fluctuates, or oil prices fluctuate due to the war in the middle
east, the company’s strong financial footing secures its operations for the foreseeable future.

Figure 7: Suncor’s Credit Rating Details
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Sources: New Constructs, LLC and company filings
What’s Not Working
War Might Result in Further Price Volatility

War drums in the middle east and around the world are knocking oil prices all over the place these days. Oll
prices increased nearly 20% from the beginning of June through Friday June 20, largely due to fears that Iran
could close the Strait of Hormuz, which accounts for ~20% of global oil and gas transportation.
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However, these worries have abated for now with the announcement of a ceasefire between both Isreal and Iran.
Brent crude prices fell ~6% on Monday June 23 from Friday June 20 closing prices.

Had Iran closed Hormuz in retaliation, oil prices were expected to surpass $100 per barrel, a stark increase from
$75/barrel before the ceasefire announcement and ~$60/barrel at the beginning of June.

The price volatility comes on the heels of falling oil prices for much of 2025. In mid-May, Brent crude prices were
down over 25% from their early January highs. The plummeting price could be attributed to OPEC’s decision to
heavily increase production in May, June, and July of this year.

The good news for Suncor investors is that the company has been lowering its crude oil breakeven price for
years. In 2024, the company achieved a $7/barrel West Texas Intermediate (WTI) breakeven reduction, and its
overall breakeven sits ~$45/barrel. Suncor even includes its dividend in its breakeven calculation to ensure it's
able to return capital to shareholders throughout price cycles.

Best of all, any potential further decline in oil prices is already more than priced into Suncor’s current valuation,
as we’'ll show below.

Current Price Implies Profits Will Permanently Fall by 20%

At its current price of $38/share, SU has a price-to-economic book value (PEBV) ratio of 0.8. This ratio means
the market expects the company’s NOPAT to permanently decline 20% from TTM levels. This expectation
seems overly pessimistic considering Suncor has grown NOPAT by 5% compounded annually over the last five
years and 2% compounded annually over the last ten years.

Below, we use our reverse discounted cash flow (DCF) model to quantify the cash flow expectations for different
stock price scenarios for SU.

In the first scenario, we quantify the expectations baked into the current price. If we assume:

e NOPAT margin falls to 11% (equal to 5-yr average of and below TTM margin of 15%) from 2025 to 2034,
and

e revenue grows at consensus estimates in 2025 (-1%) and 2026 (-0.4%), and

e revenue grows 2% compounded annually (below 5-year CAGR) from 2027 through 2034,

then the stock would be worth $38/share today — or equal to the current stock price. In this scenario, Suncor’s
NOPAT would fall 1% through 2034, which is well below historical growth rates. Contact us for the math behind
this reverse DCF scenario.

Shares Could Go 30%+ Higher at Minimal Profit Growth
If we instead assume Suncor’s:

o NOPAT margin falls to 13% (below 15% in the TTM) from 2025 to 2034 and
e revenue grows at consensus estimates in 2025 (-1%) and 2026 (-0.4%), and
e revenue grows 3% compounded annually (equal to 5-year CAGR) from 2027 through 2034,

SU would be worth at least $51/share today — a 34% upside to the current price. In this scenario, Suncor’s
NOPAT would grow 1% through 2034. Contact us for the math behind this reverse DCF scenario.

Should SU grow profits more in line with historical levels, the stock has even more upside. Figure 8 compares
Suncor’s historical NOPAT to the NOPAT implied in each of the above DCF scenarios.
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Figure 8: Suncor’s Historical and Implied NOPAT: DCF Valuation Scenarios

SU Has 30%+ Upside Even If Profits Remain Near TTM Levels
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Sources: New Constructs, LLC and company filings.

This article was originally published on June 25, 2025.

Disclosure: David Trainer, Kyle Guske Il, and Hakan Salt receive no compensation to write about any specific
stock, sector, style, or theme.

Questions on this report or others? Join our online community and connect with us directly.

Page 7 of 9


http://blog.newconstructs.com/
https://www.newconstructs.com/from-sand-to-profits/
https://www.newconstructs.com/society/

-~

S %

¢ New Constructs®
LONG IDEA 6125125

It’s Official: We Deliver the Best Fundamental Data in the World

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show:

1. The stock market is missing footnotes — and only we have that critical data.

2. Legacy fundamental datasets suffer from significant inaccuracies, omissions, and biases.

3. Our proprietary drives novel alpha. Our measures of Core Earnings and Earnings Distortion materially
improve stock picking and forecasting of profits.

Best Fundamental Data in the World

In The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data &
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection
processes to provide superior fundamental data, earnings models, and research. More details.

Key quotes from the paper:

e “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from
Compustat’s adjusted earnings measures. For example... 50% to 70% of the variation in Total
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” — pp. 14, 15 para.

¢ “Afinal source of differences [between New Constructs’ and S&P Global’s data] is due to data collection
oversights...we identified cases where Compustat did not collect information relating to firms’ income
that is useful in assessing core earnings.” — pp. 16, 2" para.

Superior Models

Ernst & Young features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ &
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.

Key quotes from the paper:

e “...an accurate calculation of ROIC requires more diligence than often occurs in some of the common,
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs
does] can investors get an accurate calculation of ROIC.” — pp. 8, 5" para.

e “The maijority of the difference...comes from New Constructs’ machine learning approach, which
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply
in the footnotes across thousands of companies.” — pp. 4, 2" para.

Superior Stock Ratings

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Harvard
Business School. Bloomberg features the paper here.

Key quotes from the paper:

o ‘“the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that
are statistically and economically significant.” — pp. 6, 3 para.

e “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to
traditional sell-side analysts.” — pp. 20, 3™ para.

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it
affordable for all investors, not just Wall Street insiders.

We believe every investor deserves to know the whole truth about the profitability and valuation of any company
they consider for investment. More details on our cutting-edge technology and how we use it are here.
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DISCLOSURES

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any
investment or merchant banking functions and does not operate a trading desk.

New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration
for inclusion in a New Constructs report nor may they purchase or sell a security for the first two days after New Constructs issues a report on
that security.

DISCLAIMERS

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal,
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such
investments or investment services.

Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making
any investment decision or for any necessary explanation of its contents.

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 jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.

This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material,
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at
your own risk.

All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks,
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs.
Copyright New Constructs, LLC 2003 through the present date. All rights reserved.
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