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COMPANY RESULTS



BUY (Maintained)



Sembcorp Industries (SCI SP) 2Q14: Undeterred By Weakness In Singapore Utilities 2Q14’s utilities net profit declined by 17% yoy as Singapore utilities earnings fell by 33% on lower spark spread on the back of intense competition. Notwithstanding this, SCI is powering ahead with large power projects – especially in India – which will come on-stream in 2014-16. An interim DPS of 5.0 S cents has been declared. We cut our 2014-16 earnings forecasts by 7%, but maintain BUY. Target price: S$5.95. 2Q14 RESULTS Year to 31 Dec (S$m) Utilities Marine Urban Devt Other Businesses Turnover Utilities (1) Marine Urban Devt Other Businesses Corporate Net Profit



2Q14 1,158 1,340 2 34 2,534



yoy % chg (13) 19 33 (22) 1



2,,371 2675 3 112 5,161



yoy % chg (8) 23 1 19 6



93 80 5 6 (4) 179



(17) 5 32 3 88 8



184 154 24 14 (13) 363



(8) 4 136 (30) 65. 6



(1) Utilities Net Profit Singapore Rest of Asia & Australia China Middle East & Africa UK The Americas Others/Corporate Net Profit



1H14



Remarks on 2Q14



Share Price Target Price Upside



(33) 8 (15) 38 189 226 (164) (17)



99 25 34 21 10 4 (9) 184



(18) 13 3 18 15 47 (127) (8)



A conglomerate with two dominant businesses - offshore oil & gas heavy engineering via Sembcorp Marine and a global utilities business.



STOCK DATA



Weak Singapore utilities Higher rig building revenue



Weak Singapore spark spread FX loss and lower other income Nanjing Eco Hi-tech project in China



GICS sector Bloomberg ticker: Shares issued (m): Market cap (S$m): Market cap (US$m): 3-mth avg daily t'over (US$m):



Industrials SCI SP 1,787.0 9,667.7 7,731.7 5.9



Price Performance (%) 52-week high/low



Weak Singapore spark spread



S$5.55/S$4.82



3mth



6mth



1yr



YTD



0.6



3.8



6.9



(1.1)



0.4



Major Shareholders



Source: SCI UOB Kay Hian



%



Temasek Hldgs



49.6



FY14 NAV/Share (S$)



3.13



FY14 Net Debt/Share (S$)



0.09



PRICE CHART



RESULTS



SEMBCORP INDUSTRIES LTD



(lcy)



• Weak Singapore utilities earnings. Sembcorp Industries (SCI) posted a net profit of



S$179m and S$364m for 2Q14 and 1H14 respectively. 1H14’s net profit - at 40% of our full-year forecast of S$863m for 2014 - was below our expectation, due to weak utilities net profit (2Q14’s net profit down 17% yoy) on lower contributions from the Singapore operation (1H14’s net profit down 18% yoy). Singapore’s spark spread is weak because of power generation overcapacity. This situation is expected to persist over the next 2-3 years. Notwithstanding this, SCI's new overseas utilities projects are on track. The urban development segment’s 2Q14 earnings also came in lower than expected. SCI has declared an interim DPS of 5.0 S cents. KEY FINANCIALS Year to 31 Dec (S$m) Net turnover EBITDA Operating profit Net profit (rep./act.) Net profit (adj.) EPS (S$ cent) PE (x) P/B (x) EV/EBITDA (x) Dividend yield (%) Net margin (%) Net debt/(cash) to equity (%) Interest cover (x) ROE (%) Consensus net profit UOBKH/Consensus (x)



S$5.95 +10.0%



COMPANY DESCRIPTION



1mth 47 13 17 13 6 2 (6) 93



S$5.41



(%) SEMBCORP INDUSTRIES LTD/FSSTI INDEX
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4.50



90
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80



6 4



Volume (m)



2



2012 10,189 1,458 1,177 753 753 42.2 12.8 2.1 7.8 2.8 7.4 5.8 10.4 17.5 -



2013 10,798 1,446 1,160 820 752 42.1 12.9 1.8 7.9 3.1 7.6 (6.8) 12.3 16.9 -



2014F 11,588 1,452 1,112 800 800 44.8 12.1 1.7 7.8 3.3 6.9 2.7 10.0 14.8 813 0.98



2015F 12,082 1,599 1,219 840 840 47.0 11.5 1.6 7.1 3.5 7.0 3.2 10.7 14.5 890 0.94



2016F 13,455 1,748 1,368 930 930 52.0 10.4 1.5 6.5 3.7 6.9 2.0 11.7 15.0 950 0.98



0



Aug 13



Oct 13



Dec 13



Feb 14



Apr 14



Jun 14



Aug 14



Source: Bloomberg



ANALYSTS Nancy Wei +65 6590 6628 [email protected] Vijay Natarajan +65 6590 6626 [email protected]



Source: Sembcorp Industries Ltd, Bloomberg, UOB Kay Hian
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UTILITIES PLANTING UP



• Marine’s operating margin for 2Q14 remained low. Sembcorp Marine’s (SMM)



2Q14’s operating margin of 11.5% for 2Q14 was comparable with 1Q14's 11.1% (4Q13: 11.1%, 3Q13: 10.1%; 2Q13: 13.0%; 1Q13: 13.7%). However, operating margin remained weak because of conservative accounting for seven drillships under construction for Brazil. Revenue of two of these drillships is being recognised, but SMM has adopted a prudent policy towards profit recognition. The first drillship is on track to arrive in Brazil at end-October for its remaining construction in Brazil at SMM’s greenfield Brazilian yard Estaleiro Jurong Aracruz. STOCK IMPACT



SOTP Listed companies: Sembcorp Marine Non-listed companies: Utilities – 12x 2015 PE IUD - NAV end-13 Cash at holding co. level Debt at holding co. level Other LT liabilities Revalued NAV Share Cap (m) SOTP/Share (S$)



(S$m) 5,389 4,732 673 155 (0) (274) 10,674 1,788 5.97



• Powering ahead. SCI will continue to power ahead with 3,000MW (+76%) of power and close to 1.5m m3/day (+21%) of water and wastewater treatment capacities which will come on-stream in 2014-16. The largest capacity additions are two power plants – totalling 2,640MW – in India. SCI’s Banyan Cogen (Singapore) is completed and in operation. TPCIL (India)’s first 660MW unit is currently pre-commissioning with commercial operations expected end-14. NCCPP (India) is 46% complete while Fujairah 1 desalination expansion (UAE) is 57% complete. EARNINGS REVISION/RISK • Lowering 2014-16 earnings forecasts. We have cut our 2014-16 earnings forecasts by 7%. VALUATION/RECOMMENDATION • Target price of S$5.95 is pegged to our sum-of-the-parts valuation of S$5.97/share. We value SCI’s utilities segment at 12x 2015F PE. Any weakness in share price would be a buying opportunity. SHARE PRICE CATALYST • New utilities projects. Earnings from new utilities projects is a key share price catalyst. The major risks are Singapore’s weak electricity power spreads and lower-than-expected margins at SMM.
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BALANCE SHEET 2013



2014F



2015F



2016F



10,798



11,588



12,082



13,455



1,446



1,452



1,599



1,748



286



340



380



1,160



1,112



17



17



Year to 31 Dec (S$m)



2013



2014F



2015F



2016F



Fixed assets



5,127



5,587



6,007



6,427



Other LT assets



2,938



3,168



3,418



3,688



380



Cash/ST investment



2,256



2,247



2,208



2,269



1,219



1,368



Other current assets



3,434



3,760



3,898



4,342



17



17



13,754



14,761



15,530



16,726



Total assets



155



230



250



270



414



614



614



114



Net interest income/(expense)



(118)



(145)



(150)



(150)



Other current liabilities



4,488



4,376



4,489



4,908



Pre-tax profit



1,214



1,270



1,337



1,505



LT debt



1,485



1,785



1,785



2,285



Tax



(117)



(207)



(218)



(249)



Other LT liabilities



837



837



837



837



Minorities



(277)



(263)



(278)



(326)



Shareholders' equity



5,230



5,587



5,965



6,415



Net profit



820



800



840



930



Minority interest



1,300



1,562



1,840



2,167



Net profit (adj.)



752



800



840



930



Total liabilities & equity



13,754



14,761



15,530



16,726



2013



2014F



2015F



2016F



Year to 31 Dec (%)



2013



2014F



2015F



2016F



Operating



1,470



1,040



1,533



1,650



Profitability



Pre-tax profit



1,097



1,270



1,337



1,505



EBITDA margin



13.4



12.5



13.2



13.0



Tax



(125)



(207)



(218)



(249)



Pre-tax margin



11.2



11.0



11.1



11.2



Deprec. & amort.



303



340



380



380



Net margin



7.6



6.9



7.0



6.9



Working capital changes



111



(413)



1



0



ROA



6.2



5.6



5.5



5.8



Non-cash items



(67)



(102)



(117)



(137)



ROE



16.9



14.8



14.5



15.0



Other operating cashflows



151



151



151



151



Investing



(1,358)



(960)



(960)



(960)



Growth



Capex (growth)



(1,189)



(800)



(800)



(800)



Turnover



6.0



7.3



4.3



11.4



(296)



(300)



(300)



(300)



EBITDA



(0.8)



0.4



10.2



9.3



Proceeds from sale of assets



41



40



40



40



Pre-tax profit



5.2



4.6



5.2



12.6



Others



86



100



100



100



Net profit



8.9



(2.5)



5.0



10.7



Financing



62



(89)



(612)



(630)



Net profit (adj.)



(0.2)



6.4



5.0



10.7



(413)



(444)



(462)



(480)



EPS



(0.2)



6.4



5.0



10.7



0



0



0



0 Debt to total capital



22.5



25.1



23.5



21.8



Debt to equity



36.3



42.9



40.2



37.4



Net debt/(cash) to equity



(6.8)



2.7



3.2



2.0



Interest cover (x)



12.3



10.0



10.7



11.7



Associate contributions



CASH FLOW Year to 31 Dec (S$m)



Investments



Dividend payments Issue of shares Proceeds from borrowings Others/interest paid Net cash inflow (outflow) Beginning cash & cash equivalent Changes due to forex impact Ending cash & cash equivalent



ST debt



KEY METRICS



392



500



0



0



82



(145)



(150)



(150)



174



(9)



(38)



61



2,060



2,256



2,247



2,208



22



0



0



0



2,256



2,247



2,208



2,269
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Disclosures/Disclaimers This report is prepared and/or distributed by UOB Kay Hian Pte Ltd (“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. You should independently evaluate particular investments and consult an independent financial adviser before dealing in any securities mentioned in this report. 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 intended for distribution, publication to or use by any person in any jurisdiction outside Singapore or any other jurisdiction as UOBKH may determine in its absolute discretion, where the distribution, publication 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. Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report in any event 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. IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES 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 (ii) 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 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
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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 brokerdealer 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. Analyst Certification/Regulation AC As noted above, 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.



Copyright 2014, UOB Kay Hian Pte Ltd. All rights reserved. http://research.uobkayhian.com MCI (P) 116/03/2014 RCB Regn. No. 198700235E
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