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Extend and pretend As the Fed’s unprecedented QE draws to an end and oil price collapses, we take a closer look at the credit picture of the small/mid-cap oil services companies which have benefited from cheap credit. We also monitor the corruption scandal and potential financing issues at Petrobras, which could spill over to the rigbuilders. Figure 1: Evaluating credit risk: we opine that risk of a blow-up is somewhat limited Company Ezion



Headline net gearing as FY14F headline EBITDA at 9M14 (x) gross cover (x) 0.84 12.8



Ezra



1.16



3.5



NO



Nam Cheong 0.45



15.1



YES



PACRA



0.48



7.0



YES



Swiber



1.68



0.4



NO



Swissco



1.00



8.1



YES



Contents FINANCIAL LEVERAGE THREATENS TO REAR ITS UGLY HEAD ...................................................................................4 EVALUATING CREDIT RISK ...............................................6 PETROBRAS SCANDAL & SINGAPORE RIGBUILDERS11 VALUATION AND RECOMMENDATION ...........................12



Highlighted Companies Ezion Ezion could redeem its S$125m 7.8% perpetual securities which are callable in 2015. Its remaining notes are due only from 2018 onwards, which coincides with its net gearing coming down and the company turning FCF-positive. This also means that the company is able to grow in a more flexible manner in the mid-term. Add maintained with catalyst coming from further orders. Ezra The worry for Ezra would be its sizeable amount of notes payable in 2015. We expect the company to refinance the notes through the bond market, albeit with higher financing costs. The possibility of a cash call in the medium term is also not ruled out. On the back of beaten-down valuations and earnings recovery, we maintain our Add rating. Swiber Swiber’s recent US$710m contract and proposed rights issue should halt the operating cash burn and tide the company through 2015. The key here would be a better handle on its operating cash burn. Reduce maintained as the group is not out of the woods



Current cash on hand > aggregate of current financial liabilities YES



SOURCES: CIMB, COMPANY REPORTS



We quantified the net gearing, debt servicing ability and debt-maturity profile of the companies under our coverage. We conclude that while credit risks have heightened, the risk of a blow-up is somewhat limited and we, therefore, keep our Neutral stance. Valuations at 5-year historical lows also counterbalance the softer outlook for the sector. Our top picks remain STE and Swissco.



Evaluating credit risk On average, the headline net gearing of the sector is 0.9x, well within historical levels. Generally, the companies are able to service their interest payments adequately, with EBITDA gross cover at over 4-5x. Apart from Ezra and Swiber, we determined that the companies have adequate cash on hand to meet their debt maturities in 2015. Specifically, Ezion has US$448m cash in hand to repay its US$360m debt due in 2015. Its remaining notes are due only from 2018 onwards, which means that the company is able to grow in a more flexible manner in the mid-term. The worry for Ezra would be its sizeable amount of notes payable in 2015. We expect the company to refinance the notes through the bond market, albeit with higher financing costs. Last,



Swiber‟s recent S$710m contract and its proposed rights should tide the company through 2015. The key here would be a better handle on its operating cash burn.



Petrobras scandal Brazil‟s Petrobras is embroiled in a corruption scandal which could impair its ability to finance its pre-salt discoveries. Another negative trigger is the cash-strapped Sete Brasil, the charterer of the 29 ultra-deepwater drilling rigs to Petrobras, which is running out of cash. Checks with the Singapore rigbuilders revealed that their payments from Sete Brasil have been on track and on a milestone basis. Although cancellation risk is low, we think that negotiation on payment terms is a possibility.



Neutral maintained With oil price down by more than half from its 5-year peak in Jul 2014, the O&M sector is trading at historical lows. We believe that long investors could benefit enormously by positioning themselves at such historical lows and ride the anticipated rebound in oil prices come 2H15. Until then, we remain Neutral on the sector.
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KEY CHARTS Oil price slump weighs on bonds



105



Over the past two years, the S$-bond market has helped to drive growth of many of the small/mid-cap offshore & marine names. Collectively, the small/mid-cap O&M sector has ~S$2.7bn of S$-paper outstanding vs. a combined market cap of ~S$4.2bn. However, the softer outlook, precipitated by the sharp decline in oil prices, is now weighing on bond prices. For example, Swiber‟s 7.125% 4-year note is trading at ~90 cts to a dollar.
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Swiber's 7.125% 4-year note due 2017 85
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Evaluating credit risk To get a clearer picture of the credit situation, we quantified the net gearing, debt servicing ability and debt-maturity profile of the small/mid-cap oil services companies under our coverage. On average, the headline net gearing of the sector is 0.9x, well within historical levels. Generally, the companies are able to service their interest payments adequately, with EBITDA gross cover at over 4-5x. Apart from Ezra and Swiber, we determined that the companies have adequate cash on hand to meet their debt maturities in 2015.



Company Ezion



Headline net gearing as FY14F headline EBITDA at 9M14 (x) gross cover (x) 0.84 12.8



Current cash on hand > aggregate of current financial liabilities YES



Ezra
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Petrobras scandal & Singapore rigbuilders Brazil‟s Petrobras is embroiled in a corruption scandal which could impair its ability to finance its pre-salt discoveries. Another negative trigger is the cash-strapped Sete Brasil, the charterer of the 29 ultra-deepwater drilling rigs to Petrobras (at a cost of US$25.5bn), which is running out of cash. Checks with the Singapore rigbuilders revealed that their payments from Sete Brasil have been on track and on a milestone basis. All of their Petrobras-related projects are cashflow positive. Although cancellation risk is low, we think that negotiation on payment terms is a possibility.



Neutral maintained but valuations are increasingly attractive



14.00 13.00



+1SD: 11.6x 12.00



With oil price down by more than half from its 5-year peak in Jul 2014, the O&M sector has similarly suffered an acute de-rating. The rigbuilders are trading at 10x forward P/E and 1.7x P/BV, more than one s.d below their 5-year mean. Meanwhile, the small/mid-cap oil services sector is trading at 5.9x forward P/E and 0.8x P/BV, its 5-year historical lows. Even though the outlook of the sector has softened, limited risks of a blow-up and valuations at 5-year historical lows, support our Neutral stance. Our top picks remain ST Engineering and Swissco.
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12-mth Fwd Rolling FD Core P/E (x) - small/mid-cap oil services companies



SOURCE: CIMB, COMPANY REPORTS



2



Offshore & Marine│Singapore January 8, 2015



Figure 2: Peers Comparison Company



Bloomberg Ticker



Keppel Corporation KEP SP Sembcorp Marine SMM SP Singapore offshore - big cap weighted average



Price Target Price Market Cap Recom. (lcl curr) (lcl curr) (US$ m)



FD Core P/E (x) 2-year EPS CY2014 CY2015 CY2016 CAGR (%)



P/BV (x) CY2014 CY2015



Recurring ROE (%) EV/EBITDA (x) Dividend Yield (%) CY2014 CY2015 CY2016 CY2014 CY2015 CY2016 CY2014 CY2015



Add Add



8.35 3.11



11.30 4.00



11,300 4,853



9.7 11.3 10.1



9.2 10.6 9.6



8.3 9.1 8.5



-7.6% 2.9% -5.1%



1.42 2.21 1.59



1.31 2.04 1.47



15.5% 20.7% 16.6%



14.9% 20.0% 16.0%



15.1% 21.6% 16.5%



10.0 6.4 9.0



9.3 6.6 8.5



7.5 6.1 7.1



4.6% 5.3% 4.8%



4.9% 5.7% 5.1%



Cosco Corporation COS SP Yangzijiang Shipbuilding YZJSGD SP Chinese Shipbuilder weighted average



Reduce Hold



0.59 1.28



0.47 1.22



987 3,664



31.9 6.1 7.4



27.4 7.7 9.2



10.7 8.9 9.3



13.7% -2.2% -1.2%



1.00 1.11 1.09



0.98 1.02 1.01



3.2% 19.7% 15.6%



3.6% 13.8% 11.4%



9.1% 11.0% 10.6%



9.7 7.6 8.2



9.2 8.5 8.7



8.7 8.8 8.8



1.4% 4.9% 4.2%



1.6% 4.5% 3.9%



Sembcorp Industries SCI SP ST Engineering STE SP SIA Engineering SIE SP Industrial conglomerate weighted average



Add Add Reduce



4.23 3.35 4.15



5.85 3.93 4.00



5,637 7,796 3,475



9.5 20.3 21.1 14.8



8.9 17.8 21.7 13.7



8.2 16.6 20.3 12.7



3.3% -2.6% -12.2% -1.2%



1.31 4.62 3.52 2.42



1.20 4.39 3.50 2.25



14.6% 23.6% 16.6% 17.1%



14.0% 25.3% 16.2% 17.0%



14.0% 25.8% 17.1% 17.1%



4.0 10.7 23.3 7.2



3.5 9.8 22.5 6.6



2.8 9.3 21.0 5.7



4.3% 5.5% 4.5% 4.9%



4.6% 5.7% 4.1% 5.0%



Nam Cheong NCL SP Add Triyards Holdings Ltd ETL SP NR Vard Holdings Ltd VARD SP Hold Singapore-listed OSV builder weighted average Singapore-listed OSV builder (all simple average)



0.32 0.52 0.63



0.49 na 0.72



501 126 555



5.8 4.6 11.4 8.0 7.3



5.8 4.0 8.5 7.0 6.1



5.1 3.4 8.2 6.4 5.6



19.2% -4.5% 1.2% 10.1% 5.3%



1.50 na 1.07 1.23 1.28



1.23 na 0.97 1.07 1.10



29.2% 16.8% 10.4% 17.2% 18.8%



23.3% 16.7% 12.0% 16.4% 17.3%



21.8% 16.0% 11.4% 15.7% 16.4%



6.0 4.5 10.8 8.0 7.1



5.6 3.7 5.8 5.7 5.0



4.6 na 4.9 4.8 4.8



3.0% 2.0% 2.1% 2.5% 2.3%



3.0% na 4.1% 3.6% 3.5%



Ezion Holdings EZI SP Add Ezra Holdings EZRA SP Add Mermaid Maritime MMT SP Add Pacific Radiance PACRA SP Add Pacc Offshore Services Holding POSH SP NR Swiber Holdings SWIB SP Reduce Swissco Holdings SWCH SP Add Singapore OSV owner (weighted avg - excl NR) Singapore OSV owner (all simple average)



1.13 0.54 0.30 0.79 0.53 0.24 0.51



2.04 1.10 0.45 1.25 na 0.50 1.20



1,326 407 311 426 720 161 253



7.3 9.5 6.8 5.2 8.5 na 9.1 7.7 7.7



5.3 5.6 6.4 5.2 5.1 67.2 4.4 5.5 14.2



3.8 4.6 6.0 4.5 4.5 na 3.4 4.4 4.5



27.7% 342.0% 44.6% 18.5% 14.6% -82.0% 56.3% 36.7% 60.2%



1.15 0.34 0.55 0.96 0.50 0.21 0.93 0.69 0.66



0.95 0.32 0.51 0.83 0.45 0.21 0.77 0.61 0.58



18.0% 3.6% 8.3% 20.0% 7.6% -2.7% 13.8% 9.6% 9.8%



19.8% 5.8% 8.2% 17.1% 10.5% 0.4% 21.1% 12.0% 11.9%



22.3% 6.6% 8.3% 17.1% 10.6% -3.7% 21.3% 13.3% 11.8%



8.6 11.2 4.0 12.0 9.1 12.3 18.4 10.1 10.8



6.5 8.7 4.3 9.8 6.3 16.2 12.2 8.4 9.1



4.7 6.9 6.7 8.4 na 48.7 8.2 7.2 13.9



0.1% 0.0% 3.7% 2.7% 0.5% 0.0% 0.0% 0.9% 1.0%



0.1% 0.0% 3.9% 2.7% 1.8% 0.0% 0.0% 0.9% 1.2%



Alam Maritim Resources Bhd AMRB MK Coastal Contracts Bhd COCO MK Malaysia Marine & Heavy Eng MMHE MK Perdana Petroleum PETR MK Perisai Petroleum PPT MK SapuraKencana Petroleum SAKP MK TH Heavy Engineering RH MK UMW Oil & Gas UMWOG MK Malaysia offshore (weighted avg - excl NR) Malaysia offshore (all simple average)



NR NR Reduce Add Add Add Reduce Add



0.62 2.59 1.43 1.00 0.43 2.26 0.30 2.25



na na 1.20 1.86 0.63 4.48 0.28 3.43



160 385 639 206 143 3,781 92 1,358



7.8 7.0 14.9 7.6 130.1 8.7 na 18.3 10.9 27.8



7.7 6.4 15.0 6.9 13.7 8.2 16.1 10.6 9.2 10.6



6.6 5.5 17.8 5.6 7.2 7.6 13.0 9.8 8.4 9.1



-7.2% 13.5% -14.3% 29.7% -39.6% 26.4% 46.9% 48.6% 28.0% 13.0%



0.75 0.94 0.93 1.19 0.65 1.95 0.80 4.09 1.80 1.41



0.70 0.87 1.00 1.20 0.59 1.76 0.70 4.06 1.69 1.36



11.9% 16.4% 6.5% 16.7% 0.5% 18.4% -4.3% 13.6% 14.1% 10.0%



9.1% 15.4% 6.4% 17.4% 4.5% 18.1% 4.6% 38.6% 16.6% 14.3%



10.3% 17.1% 5.5% 21.4% 7.6% 15.0% 5.0% 41.1% 15.1% 15.4%



7.0 4.1 3.0 6.5 7.3 9.9 na 11.8 9.6 7.1



6.8 3.0 2.5 6.1 7.7 8.8 8.3 8.6 8.3 6.5



na na 2.2 5.2 6.6 8.0 5.4 8.0 7.5 5.9



1.6% 2.8% 4.2% 2.0% 0.0% 1.8% 0.0% 0.9% 1.8% 1.7%



4.4% 3.0% 4.9% 3.0% 0.0% 2.2% 0.0% 1.3% 2.2% 2.3%



Logindo Samudramakmur Tbk PT LEAD IJ Wintermar Offshore Marine WINS IJ Indonesia offshore (all simple average)



NR Add



2,555 680.0



na 1,300



129 215



6.3 8.5 7.4



5.5 7.0 6.3



4.2 5.9 5.1



3.2% 2.5% 2.9%



0.99 1.01 1.00



0.85 0.88 0.87



16.9% 12.2% 14.6%



16.5% 13.4% 15.0%



18.3% 13.9% 16.1%



6.0 4.4 5.2



5.1 3.9 4.5



na 3.4 3.4



2.5% 1.3% 1.9%



3.0% 0.0% 1.5%



Samsung Heavy Industries 010140 KS Hyundai Heavy Industries 009540 KS Daewoo Shipbuilding & Marine 042660 KS Hyundai Mipo Dockyard 010620 KS Korean Shipbuilder weighted average



Hold Add Add Add



18,300 102,500 17,300 69,000



27,000 160,000 27,000 130,000



3,841 7,083 3,010 1,255



27.2 na 16.0 na na



7.6 na 8.6 51.7 18.5



7.6 12.4 5.9 18.1 9.2



-4.7% na 20.6% na -0.8%



0.72 0.55 0.65 0.72 0.62



0.67 0.55 0.62 0.71 0.60



2.7% -18.1% 4.2% -31.3% -11.2%



9.1% -0.4% 7.4% 1.4% 3.3%



8.5% 4.4% 10.1% 3.9% 6.4%



14.6 na 13.1 na na



7.5 16.8 10.3 24.8 12.8



7.7 9.6 9.1 16.5 9.4



2.7% 0.0% 1.7% 0.0% 1.0%



2.7% 0.0% 1.7% 0.0% 1.0%



TK Corp 023160 KQ Sung Kwang Bend 014620 KQ Korean offshore equipments weighted average



Add Add



10,800 12,800



21,000 24,000



260 333



12.8 7.9 9.4



10.0 7.0 8.0



7.7 6.6 7.1



0.2% -9.1% -6.1%



0.62 0.79 0.71



0.58 0.71 0.65



4.9% 10.3% 7.7%



6.0% 10.7% 8.5%



7.3% 10.2% 8.8%



7.3 4.9 5.7



5.9 4.5 5.0



4.6 4.4 4.5



0.1% 1.2% 0.7%



0.1% 1.2% 0.7%



40.8 15.6



11.2 12.6



9.1 8.3



2.5% 17.7%



1.15 1.24



1.08 1.16



2.8% 9.7%



9.9% 12.8%



11.4% 13.5%



18.8 8.9



9.3 764.4% 8.5 8.9



3.3% 2.0%



3.5% 2.3%



Average (All ex NR co) Average (All simple)



SOURCES: CIMB, COMPANY REPORTS, BLOOMBERG



Calculations are performed using EFA™ Monthly Interpolated Annualisation and Aggregation algorithms to December year ends
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Extend and pretend FINANCIAL LEVERAGE THREATENS TO REAR ITS UGLY HEAD



‘‘



Profits do not repay debt. Assets do not repay debt. Only cash repays debt.



Over the past two years, the S$-bond market has helped to drive growth of many of the small/mid-cap offshore & marine (O&M) names. Given the cheap credit, the oil services companies have tapped the bond market to fund their fleet expansion and sizeable projects. Meanwhile, in a low-rate environment, Singapore‟s high net worth individuals snapped up 86% of the 20 highest-yielding local notes issued in 2014. Collectively, the small/mid-cap O&M stocks under our coverage have ~S$2.7bn of S$-paper outstanding vs. a combined market cap of ~S$4.2bn.



Figure 3: Over the past two years, the S$-bond market has helped to drive growth of many of the small/mid-cap oil services names Ezion Date issued



Paper issued



19 Nov 2014



S$150m 7% perpetual securities



Coupon Amount 7.000% S$150m



Callable date



Callable on 4th year anniversary from date of issue (19 Nov 2018) SGD 4-year swap +8.54%



Step-up features



11 Jun 2014



S$150m 4.875% 7-year note due 2021



4.875% S$150m



Callable on 4th year anniversary from date of issue (11 Jun 2018) NA



13 Mar 2014



S$55m 5.1% 6-year note due 2020



5.100% S$55m



NA



NA



23 Jan 2014



S$50m 4.85% 5-year note due 2019



4.850% S$50m



NA



NA



20 Aug 2013 S$60m 4.6% 5-year note due 2018



4.600% S$60m



NA



NA



22 May 2013 S$110m 4.7% 6-year note due 2019



4.700% S$110m



NA



NA



14 Sep 2012 S$125m 7.8% perpetual securities



7.800% S$125m



Callable on 3rd year anniversary from date of issue (14 Sep 2015) SGD 3-year swap + 10.137%



Ezra Date issued



Paper issued



Callable



Step-up features



12 Mar 2014



S$95m 4.75% 2-year note due 2016



Coupon Amount 4.750% S$95m



NA



NA



24 Apr 2013



S$150m 4.875% 5-year note due 2018



4.875% S$150m



NA



NA



18 Sep 2012 S$150m 8.75% perpetual securities



8.750% S$150m



Callable on 3rd year anniversary from date of issue (18 Sep 2015) SGD 3-year swap + 11.045%



07 Sep 2012 S$200m 5% 3-year note due 2015



5.000% S$200m



NA



NA



Nam Cheong Date issued



Callable



Step-up features



26 Aug 2014 S$200m 5.05% 5-year note due 2019



Paper issued



5.050% S$200m



NA



NA



28 Aug 2013 S$90m 5% 4-year note due 2017



5.000% S$90m



NA



NA



05 Nov 2012



6.000% S$110m



NA



NA



Callable



Step-up features



NA



NA



Callable



Step-up features



NA



NA



18 Sep 2014 RMB450m 7.75% 3-year note due 2017 7.750% RMB 450m NA



NA



06 Jun 2014



S$130m 5.125% 2-year note due 2016



5.125% S$130m



NA



NA



10 Apr 2014



S$100m 5.55% 2-year note due 2016



5.550% S$100m



NA



NA



02 Aug 2013 S$150m 6.5% trust certificate due 2018 6.500% S$150m



NA



NA



18 Apr 2013



7.125% S$160m



NA



NA



25 Sep 2012 S$80m 9.75% perpetual securities



9.750% S$80m



Callable on 3rd year anniversary from date of issue (25 Sep 2015) SGD 3-year swap + 12.035%



06 Jul 2012



7.000% S$75m



NA



NA



Callable



Step-up features



S$110m 6% 3-year note due 2015



Coupon Amount



PACRA Date issued



Paper issued



29 Aug 2014 S$100m 4.3% 4-year note due 2018



Coupon Amount 4.300% S$100m



Swiber Date issued



Paper issued



30 Oct 2014



S$50m 6.25% trust certificate due 2017 6.250% S$50m



S$160m 7.125% 4-year note due 2017 S$75m 7% 4-year note due 2016



Coupon Amount



Swissco Date issued



Paper issued



16 Oct 2014



S$100m 5.7% 4-year note due 2018



Coupon Amount 5.700% S$100m



NA



NA SOURCES: CIMB, COMPANY REPORTS
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However, the softer outlook, precipitated by the sharp decline in oil prices, is now weighing on bond prices. For example, Swiber‟s S$160m 7.125% 4-year notes are trading at ~90 cts to a dollar. Liquidity in the bond market has also tightened, with expectations of rising interest rates. Furthermore, highly-leveraged small/mid-cap oil services companies have to contend with refinancing risk and higher interest costs, which would eat into profits. To get a clearer picture of the credit situation, we quantified the net gearing, debt servicing ability and debt-maturity profile of the small/mid-cap oil services companies under our coverage. We also discuss the corruption scandal and potential financing issues at Petrobras/Sete Brasil, which could spill over to the rigbuilders, Keppel and Sembmarine. All in all, we conclude that while credit risks have heightened, the risk of a blow-up is somewhat limited. We, therefore, keep our Neutral stance on the sector. On average, the headline net gearing of the sector is 0.9x, well within historical levels. Generally, the companies are also able to service their interest payments adequately. Apart from Ezra and Swiber, we determined that the companies have adequate cash on hand to meet their maturities in 2015. We believe that Ezra and Swiber could seek to tap the capital markets, shed some of their older assets and refinance a portion of their secured financial liabilities to meet their debt obligations. The worry for Ezra would be its sizeable amount of notes payable due in 2015. We expect the company to refinance the notes through the bond market, albeit with higher financing costs. The possibility of a cash call in the medium term is also not ruled out. Swiber‟s recent US$710m contract (execution from 1Q15-1H17) and its proposed rights issue should halt the operating cash burn and tide the company through 2015. The company recently proposed a 1-for-2 renounceable rights issue at S$0.15/right to raise S$45m (net proceeds), which should bring its net gearing down a notch to 1.5x from 1.7x. The key here would be a better handle on its operating cashburn. Meanwhile, the situation with Petrobras is worth monitoring. So far, checks with the Singapore rigbuilders revealed that their payments from Sete Brasil have been on track and are on a milestone basis. All of their Petrobras-related projects are cashflow positive. Although we deem that cancellation risk is low, we think that negotiation on payment terms is a possibility. On a final note, should the credit environment further deteriorate and result in insolvency or a “Chapter 11” à la Jaya during the GFC, the sector could suffer another black eye and experience another bout of de-rating. The fear would be a credit freeze for the sector which could result in contagion. The risk of contagion would depend on whether the insolvency stems from bottom-up factors (i.e. overleveraging) or systemic factors (i.e. slump in overall demand). If it is the former, we believe that interest would eventually return to the sector after a knee-jerk sell-off. Figure 4: Evaluating credit risk: we opine that risk of a blow-up is somewhat limited Company Ezion



Headline net gearing as FY14F headline EBITDA at 9M14 (x) gross cover (x) 0.84 12.8



Ezra



1.16



Current cash on hand > aggregate of current financial liabilities YES



3.5



NO



Nam Cheong 0.45



15.1



YES



PACRA



0.48



7.0



YES



Swiber



1.68



0.4



NO



Swissco



1.00



8.1



YES SOURCES: CIMB
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EVALUATING CREDIT RISK Net gearing analysis Net gearing reflects the degree to which a company‟s assets are funded by equity vs. debt. The higher the net gearing, the higher the financial risk (and potential returns) for equity holders. A higher net gearing indicates higher interest charges and repayment commitments, and higher likelihood of a company being unable to pay interest and principal when due (especially in a business downturn when revenue falls). Additionally, a stretched net gearing limits management‟s initiative and flexibility in pursuing growth opportunities. In this note, we assessed net gearing from two perspectives. First, we looked at headline net gearing (Net debt ∕ Total Equity). On the second front, we considered perpetual securities as debt and included them in our net gearing calculations (Net debt + perpetual securities ∕ Total Equity - perpetual securities). While S$-perpetual securities are rightly classified as „equity‟ as there is no obligation to repay the principal, the step-up in borrowing costs after the callable date is somewhat punitive, such that it makes more economic sense for the company to redeem the perpetual securities (perps) at the callable date. For example, Swiber is currently paying 9.75% for its S$80m perps issued in Sep 2012. However, the coupon rate would climb to a floating rate of SGD 3-year swap + 12.035% (~13.5% currently) if the perps are not redeemed in their third anniversary from issue (Sep 2015). Hence, it is most likely that the companies would redeem their perps at the callable date. To the more prudent and critical eye, it could be argued that perpetual securities should be considered as debt. By headline net gearing, Ezra and Swiber have the highest financial leverage, with net gearing exceeding 1x. Nam Cheong and PACRA have the lowest financial leverage, with net gearing at 0.5x. The average net gearing for the small/mid-cap O&M sector is 0.9x. The net gearing of Ezion, Ezra and Nam Cheong is expected to decline for the following years. Ezion‟s capex is estimated to peak in 2014-15 while its cash generation is expected to increase from its expanded liftboat/service rig fleet. With delivery of the US$650m Lewek Constellation and moderation in capex, we expect Ezra to deleverage. Meanwhile, Nam Cheong‟s net gearing is expected to decrease from anticipated rising vessels sales through 2016. On the other hand, net gearing is expected to rise for PACRA and Swissco as the duo is in the midst of fleet expansion. From the second perspective, if we were to classify perps as debt, Ezion‟s adjusted net gearing would unsurprisingly exceed 1x. This is because Ezion has issued the highest amount of perpetual securities among its peers. It issued S$125m 7.8% perps in Sep 2012 and S$150m 7% perps in Nov 2014. Ezra and Swiber are the two other companies which have issued perps. Ezra issued S$150m 8.75% perps while Swiber issued S$9.75% S$80m perps in Sep 2012. Classifying perps as debt, Ezra would have a net gearing of 1.4x (vs. headline net gearing of 1.2x) while Swiber would have a net gearing of 1.95x (vs. headline net gearing of 1.7x). Last, a more thorough and diligent analysis could also include capitalisation of operating leases and inclusion of proportionate debts from JVs to better reflect a group‟s indebtedness.



6



Offshore & Marine│Singapore January 8, 2015



Figure 5: Headline net gearing; Ezra and Swiber have the highest financial leverage Company



Figure 6: Adjusted net gearing: If perps were classified as debt, Ezion’s net gearing would exceed 1x in FY14 but come down in FY15-16 as capex falls and cash flow rises from expanded fleet
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Interest coverage analysis Another important element in ascertaining credit risk is cash flow adequacy – whether the company is able to generate adequate cash on a recurring basis to meet its interest payments. Here, we use EBITDA gross cover as a proxy for interest coverage. Similarly, we assessed interest coverage from two perspectives. First, we looked at headline EBITDA gross cover (Operating EBITDA ∕ Interest expense). On the second front, we included coupons from perps as a fixed charge since they have priority over common shareholder equity in the distribution of earnings (Operating EBITDA ∕ Interest expense + coupons from perps). Generally, EBITDA gross cover of 4-5x can be considered as adequate. Even taking a more prudent stance, most of the small/mid-cap O&M companies score well on this front, with the average adjusted EBITDA gross cover at 7.1x. Nam Cheong has the best cover ratio (FY14F: 15.1x), followed by Ezion (FY14F: 9.4x). Figure 7: Headline EBITDA gross cover: most small/mid-cap O&M companies score well on, suggesting adequate cash from operations to meet interest payments



Figure 8: Adjusted EBITDA gross cover: Nam Cheong has the best cover, followed by Ezion
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Debt maturity profile & liquidity assessment Thirdly, we examined the companies‟ debt maturity profile to gauge their financial flexibility and refinancing needs. We posed the following questions: 



How much notes payable and secured financial liabilities are due over the next six years?







What is the committed capex of the company?







How much cash and liquid assets does the company have to meet debt maturities in 2015?







What is the operating cashflow generation capability of the company?







How well can the company raise funds at short notice?



Other than notes payable, we have not included unsecured financial liabilities in our assessment. Often, these are short-term revolvers and overdrafts used to fund day-to-day operations. Moreover, most of the small/mid-cap O&M companies are asset-intensive and are able to use their vessels to pledge for longer-term bank loans. Hence, unsecured financial liabilities (aside from longer-dated notes payable) form only a small part of their total debt obligations.
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Perhaps the only exceptions are shipbuilder Nam Cheong and Ezra. Nam Cheong has historically relied more on revolvers – banks are able to pull these lines on demand. However, we found that Nam Cheong has managed to swap its revolvers with secured, short-term bank loans (secured by fixed deposits and proceeds with sale of vessels). Liquidity risks are now mitigated, with the bulk of its build-to-stock programme financed by longer-term notes. This also means that should Nam Cheong fail to sell a portion of its speculative vessels, it has enough depth in its pocket to absorb them. In comparison, during the GFC, then-speculative shipbuilder, Jaya, financed its build-to-stock programme with short-term revolvers and faced mounting cashflow risks, compelling it to initiate a debt restructuring. Meanwhile, Ezra has around US$200m unsecured bank bills payable (~12% of its total indebtedness), which are used to fund working capital for its subsea projects and vessel project financing. All in all, apart from Ezra and Swiber, we determined that the other companies have adequate cash on hand to meet their debt maturities in 2015. Specifically, Ezion has US$448m cash on hand (including proceeds from issuance of S$150m 7% perp in Nov 2014) to meet its borrowings and debt securities of US$360m due in 2015. Of the US$360m, US$96m relates to its S$125m 7.8% perps which are callable in 2015. We note that Ezion redeemed its S$100m 5.25% 3-year note due 2015 in Jun 2014. The remaining US$264m relates to bank loans which are used to finance its fleet of liftboats/service rigs. We estimate that Ezion is able to finance its committed capex with its internal cashflow and secured bank borrowings. Interestingly, Ezion does not have any notes payable in 2016-17. Its remaining notes are due only from 2018 onwards, which coincides with its net gearing coming down and the company turning FCF-positive. This also means that the company is able to grow in a more flexible manner in the mid-term. Nam Cheong has US$226m cash on hand to meet its borrowings and debt securities of US$158m due in 2015. Of the US$158m, US$85m relates to its S$110m 6% 3-year note due 2015. The remaining US$73m relates to bank loans. PACRA has US$141m cash on hand to meet its borrowings of US$47m due in 2015. Its only note payable, a S$100m 4.3% 4-year note, is due in 2018. We found that PACRA is able to repay its secured bank borrowings comfortably with its internal cashflow generation. Its biggest hurdle appears to be its capex commitment of US$225m-250m for 2015-16. The company has already secured bank borrowings to finance its newbuild programme. Swissco has US$111m cash on hand (including recent proceeds from issuance of S$100m 5.7% 4-year note due 2018) to meet its bank borrowings of US$75m. Similar to PACRA, Swissco is able to comfortably repay its secured bank borrowings with its internal cashflow generation. However, its stretched net gearing (1x) could limit its rig-expansion aspirations. To meet their debt obligations, we believe that Ezra and Swiber could seek to tap the capital markets, shed some of their older assets and refinance a portion of their secured financial liabilities. Within our small/mid-cap O&M coverage, Ezra has the highest amount of note payables due in 2015 while Swiber has fairly chunky notes due in 2016-17. Ezra has outstanding US$482m bank borrowings and debt securities due in 2015 vs. US$174m in cash. Of the US$428m, US$269m relates to the S$200m 5% 3-year note due in 2015 and S$150m 8.75% perps callable on 2015. We expect the company to refinance the notes through the bond market, albeit with higher financing costs. The possibility of a cash call in the medium term is also not ruled out. Additionally, with delivery of the US$650m Lewek Constellation and moderation in capex, we expect the group to deleverage.
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Swiber has outstanding US$336m bank borrowings and debt securities due in 2015 vs. US$115m cash in hand (including proceeds from its issuance of S$50m 6.25% Islamic trust certificate less cash used for redemption of its US$35.6m convertible bonds in Oct 2014). Of the US$336m, US$62m relates to the S$80m 9.75% perps callable on 2015. Its recent US$710m contract (execution from 1Q15-1H17) and its proposed rights issue should halt the operating cash burn and tide the company through 2015. The company recently proposed a 1-for-2 renounceable rights issue at S$0.15/right to raise S$45m (net proceeds), which should bring its net gearing down a notch to 1.5x from 1.7x. The key here would be a better handle on its operating cashburn. Lastly, we note that Swiber had fully redeemed its remaining US$35.6m convertible bond in Oct 2014 and redeemed its S$95m 6.25% 3-year note due 2015 in 3Q. Meanwhile, Ezra had fully redeemed its US$50m convertible bond in Feb 2014.
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Figure 9: Debt maturity profile & liquidity assessment: Apart from Ezra and Swiber, the small/mid-cap O&M companies have adequate cash on hand to meet their debt maturities in 2015 Ezion
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ASSUME THAT NON-CURRENT SECURED FINANCIAL LIABILITIES ARE AMORTISED OVER FIVE YEARS



2



BASED ON EXPLICIT FORECASTS. OUTLAYING YEARS ARE BASED ON THE LATEST EXPLICIT FORECAST
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NAM CHEONG’S OPERATING CASHFLOW GENERATION HAS TAKEN INTO ACCOUNT OF NET INVESTMENTS IN WORKING CAPITAL, WHICH IS USED TO FUND ITS BUILD-TO-STOCK PROGRAMME
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PETROBRAS SCANDAL & SINGAPORE RIGBUILDERS Brazil‟s Petrobras is embroiled in a corruption scandal which could impair its ability to finance its pre-salt discoveries. Hence, there are concerns for Singapore rigbuilders, which have significant exposure to the country. The state-owned producer has delayed its 3QFY14 earnings release, due to an investigation into alleged bribery involving contracts. Accordingly, several officials from construction companies have been arrested. They were accused of forming a cartel to win contracts, including ~US$30bn from Petrobras. Owing to the scandal, Petrobras‟s funding costs, based on its benchmark bonds, reached a 14-month high in Nov 14. Further, there are concerns that Petrobras may have difficulty borrowing in international debt markets until it provides financials that have been audited. While the producer can turn to state-development bank BNDES in the short term, it is estimated that there would still be a shortfall to cover the US$12bn p.a. in financing that it requires. Another negative trigger is the cash-strapped Sete Brasil, the charterer of the 29 ultra-deepwater drilling rigs to Petrobras (at a cost of US$25.5bn), which is running out of cash. It is also in danger of being drawn into the quagmire of ongoing investigations over corruption and bribery involving Petrobras and its suppliers. The pension funds and banks which own Sete Brasil have failed to agree on the terms for a new tranche of financing. One of the shareholders, BTG Pactual, a Brazilian investment bank with a 27.7% stake, is opposed to a new cash lifeline. The shareholders of Sete Brasil include 1) pension funds: Petros, Previ, Funcef and Valia, 2) banks: Santander, Bradesco and BTG Pactual, 3) investment companies: EIG Global Energy Partners, Lakeshore and Luce Venture Capital and FI-FGTS fund, and 4) Petrobras itself. Having issued about US$4bn of equity, the shareholders are reluctant to increase their exposure without signs of stronger commitment from BNDES. BNDES financing for the Sete Brasil projects is divided into three phases. The first phase covers the first nine rigs for delivery in 2015-16 from BrasFels yard (Keppel), Jurong Aracruz (Sembmarine), Estaleiro Atlantico Sul (EAS), Estaleiro Rio Grande (ERG) and Estaleiro Enseada Paraguacu (EPG). The second tranche covers 12 rigs for delivery in 2017-18 and the third covers the last eight rigs for delivery in 2019-2020. Accordingly, BNDES is constrained from disbursing the first US$5.5bn tranche until all key compliance issues are in place. Pedro Barusco, former operations director of Sete Brasil, has admitted to receiving millions of dollars as an executive with Petrobras. There is also talk that some rig orders could be cancelled and the most likely contracts to suffer such fate could be the delayed rig-builder, ERG shipyard. ERG is owned and operated by Engevix-Ecovix, one of the companies whose executives are now facing charges for alleged bribery of Petrobras officials. Checks with the Singapore rigbuilders revealed that their payments from Sete Brasil have been on track and are on a milestone basis. All of their Petrobras-related projects are cashflow positive. Although we deem that cancellation risk is low, we think negotiation on payment terms is a possibility.
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VALUATION AND RECOMMENDATION Neutral maintained but valuations are increasingly attractive The conclusion that the risk of a blow-up is somewhat limited keeps our stance on the sector at Neutral. Valuations at 5-year historical lows also counterbalance the softer outlook for the sector. The rigbuilders are trading at 10x forward P/E and 1.7x P/BV, more than one s.d below their 5-year mean. Meanwhile, the small/mid-cap oil services sector is trading at 5.9x forward P/E and 0.8x P/BV, its 5-year historical lows. We believe that long investors could benefit enormously by taking a position at such historical lows and riding the anticipated rebound in oil prices come 2H15. Until then, we remain Neutral on the sector. All of our stock ratings, target prices and earnings forecasts are intact. Our top picks remain ST Engineering (STE) and Swissco. We maintain an Add on STE with a target price of S$3.93, still based on blended P/E, DCF and dividend yield. With US$ strength to support the aerospace division, Europe restructuring over as well as rising electronic orders from infrastructure build-out in Asian cities, we forecast 14% growth in earnings in FY15. STE is trading at 18x forward P/E with an attractive dividend yield of ~6%. We reiterate our Add on Swissco with a target price of S$1.20, still based on 7.5x CY16 P/E, one s.d below the 5-year small/mid-cap sector mean. With the group‟s explosive growth and ability to connect the dots à la Ezion, we recommend investors to back the “master”. After all, Ezion‟s seeds germinated in KS Energy, which was one of the pioneers in rig and liftboat leasing. That essence is now effectively in Swissco following the reverse takeover. Based on our projection of 111% EPS growth in FY15 on the back of full-year contributions from the four Ensco rigs, Swissco is trading at 4.4x forward P/E and 0.9x P/BV. Catalysts could come from growth of its rig-fleet to 15 (from nine units) by 2015 and renewal for the four Ensco rigs. Figure 10: 2014 O&M share price performance: with oil price down by more than half from its 5-year peak in Jul 2014, the sector has similarly suffered an acute de-rating NCL
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Figure 11: 12-month rolling forward core P/E – Singapore rigbuilders



Figure 12: Rolling P/BV – Singapore rigbuilders
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Figure 13: 12-month rolling forward core P/E – small/mid-cap oil services companies



Figure 14: Rolling P/BV – small/mid-cap oil services companies
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include but not limited to shares, warrants, call warrants and/or any other derivatives) in the following company or companies covered or recommended in this report: (a) The information contained in this research report is prepared from data believed to be correct and reliable at the time of issue of this report. CIMB may or may not issue regular reports on the subject matter of this report at any frequency and may cease to do so or change the periodicity of reports at any time. CIMB is under no obligation to update this report in the event of a material change to the information contained in this report. This report does not purport to contain all the information that a prospective investor may require. CIMB or any of its affiliates does not make any guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Neither CIMB nor any of its affiliates nor its related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof. This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst CIMB and its affiliates’ clients generally and does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. The information and opinions in this report are not and should not be construed or considered as an offer, recommendation or solicitation to buy or sell the subject securities, related investments or other financial instruments thereof. Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other aspects before participating in any transaction in respect of the securities of company(ies) covered in this research report. The securities of such company(ies) may not be eligible for sale in all jurisdictions or to all categories of investors. Australia: Despite anything in this report to the contrary, this research is provided in Australia by CIMB Securities (Australia) Limited (“CSAL”) (ABN 84 002 768 701, AFS Licence number 240 530). CSAL is a Market Participant of ASX Ltd, a Clearing Participant of ASX Clear Pty Ltd, a Settlement Participant of ASX Settlement Pty Ltd, and, a participant of Chi X Australia Pty Ltd. This research is only available in Australia to persons who are “wholesale clients” (within the meaning of the Corporations Act 2001 (Cth)) and is supplied solely for the use of such wholesale clients and shall not be distributed or passed on to any other person. This research has been prepared without taking into account the objectives, financial situation or needs of the individual recipient. France: Only qualified investors within the meaning of French law shall have access to this report. This report shall not be considered as an offer to subscribe to, or used in connection with, any offer for subscription or sale or marketing or direct or indirect distribution of financial instruments and it is not intended as a solicitation for the purchase of any financial instrument. Hong Kong: This report is issued and distributed in Hong Kong by CIMB Securities Limited (“CHK”) which is licensed in Hong Kong by the Securities and Futures Commission for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 6 (advising on corporate finance) activities. Any investors wishing to purchase or otherwise deal in the securities covered in this report should contact the Head of Sales at CIMB Securities Limited. The views and opinions in this research report are our own as of the date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Conduct Authority apply to a recipient, our obligations owed to such recipient therein are unaffected. CHK has no obligation to update its opinion or the information in this research report. This publication is strictly confidential and is for private circulation only to clients of CHK. This publication is being supplied to you strictly on the basis that it will remain confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CHK. Unless permitted to do so by the securities laws of Hong Kong, no person may issue or have in its possession for the purposes of issue, whether in Hong Kong or elsewhere, any advertisement, invitation or document relating to the securities covered in this report, which is directed at, or the contents of which are likely to be accessed or read by, the public in Hong Kong (except if permitted to do so under the securities laws of Hong Kong). CIMB Securities Limited does not make a market on the securities mentioned in the report. India: This report is issued and distributed in India by CIMB Securities (India) Private Limited (“CIMB India”) which is registered with SEBI as a stock-broker under the Securities and Exchange Board of India (Stock Brokers and Sub-Brokers) Regulations, 1992 and in accordance with the provisions of Regulation 4 (g) of the Securities and Exchange Board of India (Investment Advisers) Regulations, 2013, CIMB India is not required to seek registration with SEBI as an Investment Adviser. The research analysts, strategists or economists principally responsible for the preparation of this research report are segregated from the other activities of CIMB India and they have received compensation based upon various factors, including quality, accuracy and value of research, firm profitability or revenues, client feedback and competitive factors. Research analysts', strategists' or economists' compensation is not linked to investment banking or capital markets transactions performed or proposed to be performed by CIMB India or its affiliates. Indonesia: This report is issued and distributed by PT CIMB Securities Indonesia (“CIMBI”). The views and opinions in this research report are our own as of the date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Conduct Authority apply to a recipient, our obligations owed to such recipient therein are unaffected. CIMBI has no obligation to update its opinion or the information in this research report. This publication is strictly confidential and is for private circulation only to clients of CIMBI. This publication is being supplied to you strictly on the basis that it will remain confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMBI. Neither this report nor any copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesia residents except in compliance with applicable Indonesian capital market laws and regulations. 15
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Malaysia: This report is issued and distributed by CIMB Investment Bank Berhad (“CIMB”). The views and opinions in this research report are our own as of the date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Conduct Authority apply to a recipient, our obligations owed to such recipient therein are unaffected. CIMB has no obligation to update its opinion or the information in this research report. This publication is strictly confidential and is for private circulation only to clients of CIMB. This publication is being supplied to you strictly on the basis that it will remain confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB. New Zealand: In New Zealand, this report is for distribution only to persons whose principal business is the investment of money or who, in the course of, and for the purposes of their business, habitually invest money pursuant to Section 3(2)(a)(ii) of the Securities Act 1978. Singapore: This report is issued and distributed by CIMB Research Pte Ltd (“CIMBR”). Recipients of this report are to contact CIMBR in Singapore in respect of any matters arising from, or in connection with, this report. The views and opinions in this research report are our own as of the date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Conduct Authority apply to a recipient, our obligations owed to such recipient therein are unaffected. CIMBR has no obligation to update its opinion or the information in this research report. This publication is strictly confidential and is for private circulation only. If the recipient of this research report is not an accredited investor, expert investor or institutional investor, CIMBR accepts legal responsibility for the contents of the report without any disclaimer limiting or otherwise curtailing such legal responsibility. This publication is being supplied to you strictly on the basis that it will remain confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMBR. As of January 7, 2015, CIMBR does not have a proprietary position in the recommended securities in this report. CIMB Securities Singapore Pte Ltd and/or CIMB Bank does not make a market on the securities mentioned in the report. South Korea: This report is issued and distributed in South Korea by CIMB Securities Limited, Korea Branch ("CIMB Korea") which is licensed as a cash equity broker, and regulated by the Financial Services Commission and Financial Supervisory Service of Korea. The views and opinions in this research report are our own as of the date hereof and are subject to change, and this report shall not be considered as an offer to subscribe to, or used in connection with, any offer for subscription or sale or marketing or direct or indirect distribution of financial investment instruments and it is not intended as a solicitation for the purchase of any financial investment instrument. This publication is strictly confidential and is for private circulation only, and no part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMB Korea. Sweden: This report contains only marketing information and has not been approved by the Swedish Financial Supervisory Authority. The distribution of this report is not an offer to sell to any person in Sweden or a solicitation to any person in Sweden to buy any instruments described herein and may not be forwarded to the public in Sweden. Taiwan: This research report is not an offer or marketing of foreign securities in Taiwan. The securities as referred to in this research report have not been and will not be registered with the Financial Supervisory Commission of the Republic of China pursuant to relevant securities laws and regulations and may not be offered or sold within the Republic of China through a public offering or in circumstances which constitutes an offer or a placement within the meaning of the Securities and Exchange Law of the Republic of China that requires a registration or approval of the Financial Supervisory Commission of the Republic of China. Thailand: This report is issued and distributed by CIMB Securities (Thailand) Company Limited (CIMBS). The views and opinions in this research report are our own as of the date hereof and are subject to change. If the Financial Services and Markets Act of the United Kingdom or the rules of the Financial Conduct Authority apply to a recipient, our obligations owed to such recipient therein are unaffected. CIMBS has no obligation to update its opinion or the information in this research report. This publication is strictly confidential and is for private circulation only to clients of CIMBS. This publication is being supplied to you strictly on the basis that it will remain confidential. No part of this material may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of CIMBS. CIMB Securities (Thailand) Co., Ltd. may act or acts as Market Maker and issuer including offering of Derivative Warrants Underlying securities of the following securities. Investors should carefully read and study the details of the derivative warrants in the prospectus before making investment decisions. AAV, ADVANC, AMATA, ANAN, AOT, AP, ASP, BANPU, BAY, BBL, BCH, BCP, BEC, BECL, BGH, BH, BIGC, BJC, BJCHI, BLA, BLAND, BMCL, BTS, CENTEL, CK, CPALL, CPF, CPN, DCC, DELTA, DEMCO, DTAC, EARTH, EGCO, ERW, ESSO, GFPT, GLOBAL, GLOW, GUNKUL, HEMRAJ, HMPRO, INTUCH, IRPC, ITD, IVL, JAS, KBANK, KCE, KKP, KTB, KTC, LH, LOXLEY, LPN, M, MAJOR, MC, MCOT, MEGA, MINT, NOK, NYT, PS, PSL, PTT, PTTEP, PTTGC, QH, RATCH, ROBINS, RS, SAMART, SCB, SCC, SCCC, SIRI, SPALI, SPCG, SRICHA, STA, STEC, STPI, SVI, TASCO, TCAP, TFD, THAI, THCOM, THRE, THREL, TICON, TISCO, TMB, TOP, TPIPL, TTA, TTCL, TTW, TUF, UMI, UV, VGI, TRUE, WHA. Corporate Governance Report: The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand and the Market for Alternative Investment disclosed to the public and able to be accessed by a general public 16
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investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside information. The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey result may be changed after that date. CIMBS does not confirm nor certify the accuracy of such survey result. Score Range: Description:



90 - 100 Excellent



80 - 89 Very Good



70 - 79 Good



Below 70 or N/A



No Survey Result



United Arab Emirates: The distributor of this report has not been approved or licensed by the UAE Central Bank or any other relevant licensing authorities or governmental agencies in the United Arab Emirates. This report is strictly private and confidential and has not been reviewed by, deposited or registered with UAE Central Bank or any other licensing authority or governmental agencies in the United Arab Emirates. This report is being issued outside the United Arab Emirates to a limited number of institutional investors and must not be provided to any person other than the original recipient and may not be reproduced or used for any other purpose. Further, the information contained in this report is not intended to lead to the sale of investments under any subscription agreement or the conclusion of any other contract of whatsoever nature within the territory of the United Arab Emirates. United Kingdom and Europe: In the United Kingdom and European Economic Area, this report is being disseminated by CIMB Securities (UK) Limited (“CIMB UK”). CIMB UK is authorised and regulated by the Financial Conduct Authority and its registered office is at 27 Knightsbridge, London, SW1X 7YB. This report is for distribution only to, and is solely directed at, selected persons on the basis that those persons: (a) are persons that are eligible counterparties and professional clients of CIMB UK; (b) have professional experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the “Order”); (c) are persons falling within Article 49 (2) (a) to (d) (“high net worth companies, unincorporated associations etc”) of the Order; (d) are outside the United Kingdom; or (e) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial Services and Markets Act 2000) in connection with any investments to which this report relates may otherwise lawfully be communicated or caused to be communicated (all such persons together being referred to as “relevant persons”). This report is directed only at relevant persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this report relates is available only to relevant persons and will be engaged in only with relevant persons. Only where this report is labelled as non-independent, it does not provide an impartial or objective assessment of the subject matter and does not constitute independent "investment research" under the applicable rules of the Financial Conduct Authority in the UK. Consequently, any such non-independent report will not have been prepared in accordance with legal requirements designed to promote the independence of investment research and will not subject to any prohibition on dealing ahead of the dissemination of investment research. United States: This research report is distributed in the United States of America by CIMB Securities (USA) Inc, a U.S.-registered broker-dealer and a related company of CIMB Research Pte Ltd, CIMB Investment Bank Berhad, PT CIMB Securities Indonesia, CIMB Securities (Thailand) Co. Ltd, CIMB Securities Limited, CIMB Securities (Australia) Limited, CIMB Securities (India) Private Limited, and is distributed solely to persons who qualify as "U.S. Institutional Investors" as defined in Rule 15a-6 under the Securities and Exchange Act of 1934. This communication is only for Institutional Investors whose ordinary business activities involve investing in shares, bonds and associated securities and/or derivative securities and who have professional experience in such investments. Any person who is not a U.S. Institutional Investor or Major Institutional Investor must not rely on this communication. The delivery of this research report to any person in the United States of America is not a recommendation to effect any transactions in the securities discussed herein, or an endorsement of any opinion expressed herein. CIMB Securities (USA) Inc, is a FINRA/SIPC member and takes responsibility for the content of this report. For further information or to place an order in any of the above-mentioned securities please contact a registered representative of CIMB Securities (USA) Inc. CIMB Securities (USA) Inc does not make a market on the securities mentioned in the report. Other jurisdictions: In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is only for distribution to professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions. Distribution of stock ratings and investment banking clients for quarter ended on 30 September 2014 1552 companies under coverage for quarter ended on 30 September 2014 Rating Distribution (%)



Investment Banking clients (%)



Add



54.9%



5.0%



Hold



29.5%



2.3%



Reduce



15.6%



1.0%



ustomSpitzerKR_KRSpitzer
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Corporate Governance Report of Thai Listed Companies (CGR). CG Rating by the Thai Institute of Directors Association (Thai IOD) in 2014. AAV – Very Good, ADVANC – Very Good, AEONTS – not available, AMATA - Good, ANAN – Very Good, AOT – Very Good, AP - Good, ASK – Very Good, ASP – Very Good, BANPU – Very Good , BAY – Very Good , BBL – Very Good, BCH – not available, BCP - Excellent, BEAUTY – Good, BEC - Good, BECL – Very Good, BGH - not available, BH - Good, BIGC - Very Good, BJC – Good, BLA – Very Good, BMCL - Very Good, BTS - Excellent, CCET – Good, CENTEL – Very Good, CHG – not available, CK – Very Good, CPALL – not available, CPF – Very Good, CPN - Excellent, DELTA - Very Good, DEMCO – Good, DTAC – Very Good, EA - Good, ECL – not available, EGCO - Excellent, GFPT - Very Good, GLOBAL - Good, GLOW - Good, GRAMMY - Excellent, HANA Excellent, HEMRAJ – Very Good, HMPRO - Very Good, ICHI - not available, INTUCH - Excellent, ITD – Good, IVL - Excellent, JAS – not available, JUBILE – not available, KAMART – not available, KBANK - Excellent, KCE - Very Good, KGI – Good, KKP – Excellent, KTB - Excellent, KTC – Good, LH - Very Good, LPN – Very Good, M - not available, MAJOR - Good, MAKRO – Good, MBKET – Good, MC – Very Good, MCOT – Very Good, MEGA – Good, MINT Excellent, OFM – Very Good, OISHI – Good, PS – Very Good, PSL - Excellent, PTT - Excellent, PTTEP - Excellent, PTTGC - Excellent, QH – Very Good, RATCH – Very Good, ROBINS – Very Good, RS – Very Good, SAMART - Excellent, SAPPE - not available, SAT – Excellent, SAWAD – not available, SC – Excellent, SCB - Excellent, SCBLIF – Good, SCC – Very Good, SCCC - Good, SIM - Excellent, SIRI - Good, SPALI - Excellent, STA – Very Good, STEC - Good, SVI – Very Good, TASCO – Good, TCAP – Very Good, THAI – Very Good, THANI – Very Good, THCOM – Very Good, THRE – not available, THREL – Good, TICON – Good, TISCO - Excellent, TK – Very Good, TMB - Excellent, TOP - Excellent, TRUE – Very Good, TTW – Very Good, TUF - Good, VGI – Very Good, WORK – not available.



CIMB Recommendation Framework Stock Ratings Definition: Add The stock’s total return is expected to exceed 10% over the next 12 months. Hold The stock’s total return is expected to be between 0% and positive 10% over the next 12 months. Reduce The stock’s total return is expected to fall below 0% or more over the next 12 months. The total expected return of a stock is defined as the sum of the: (i) percentage difference between the target price and the current price and (ii) the forward net dividend yields of the stock. Stock price targets have an investment horizon of 12 months. Sector Ratings Overweight Neutral Underweight



Definition: An Overweight rating means stocks in the sector have, on a market cap-weighted basis, a positive absolute recommendation. A Neutral rating means stocks in the sector have, on a market cap-weighted basis, a neutral absolute recommendation. An Underweight rating means stocks in the sector have, on a market cap-weighted basis, a negative absolute recommendation.



Country Ratings Overweight Neutral Underweight



Definition: An Overweight rating means investors should be positioned with an above-market weight in this country relative to benchmark. A Neutral rating means investors should be positioned with a neutral weight in this country relative to benchmark. An Underweight rating means investors should be positioned with a below-market weight in this country relative to benchmark.



*Prior to December 2013 CIMB recommendation framework for stocks listed on the Singapore Stock Exchange, Bursa Malaysia, Stock Exchange of Thailand, Jakarta Stock Exchange, Australian Securities Exchange, Taiwan Stock Exchange and National Stock Exchange of India/Bombay Stock Exchange were based on a stock’s total return relative to the relevant benchmarks total return. Outperform: expected to exceed by 5% or more over the next 12 months. Neutral: expected to be within +/-5% over the next 12 months. Underperform: expected to be below by 5% or more over the next 12 months. Trading Buy: expected to exceed by 3% or more over the next 3 months. Trading Sell: expected to be below by 3% or more over the next 3 months. For stocks listed on Korea Exchange, Hong Kong Stock Exchange and China listings on the Singapore Stock Exchange. Outperform: Expected positive total returns of 10% or more over the next 12 months. Neutral: Expected total returns of between -10% and +10% over the next 12 months. Underperform: Expected negative total returns of 10% or more over the next 12 months. Trading Buy: Expected positive total returns of 10% or more over the next 3 months. Trading Sell: Expected negative total returns of 10% or more over the next 3 months.
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