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Awaiting the Spring Revival  Uninspiring 4Q results, earnings cut by 1.3% 



Sectors in brighter spots – water treatment and plantations



 Buy stocks with potential earnings upside – SIIC, Ezion, Bumitama, Centurion, Yangzijiang, Nam Cheong and Pacific Radiance



 Stay in high dividend yield stocks–China Merchants, M1, ST Eng, Venture, Comfort Delgro China turning positive, Europe bottoming



Earnings cut of 1.3%. Although 4Q13 reporting season saw further downward earnings revisions, the extent of downgrades is tapering off, the impact limited at 1.3% and came primarily from Real estate and Technology sector. We now expect earnings growth of 12% and 9% for FY14F and FY15F, respectively. Waiting for winter chill to be over. Recent economic data releases out of US have been weaker-than-expected while that out of China is mixed. Add these to the latest geopolitical uncertainties to hit Eastern Europe, we advocate a selective stance while awaiting clearer indications that the current weak US data spell is just temporary, due to the weather. The impetus may come from a US ‘spring revival’ as economic activities there warm up again with the end of the cold winter. Plantations and water treatment stocks continue to shine. We believe the key to re-rating Singapore equities will come from an end to the earnings downgrade cycle. Sectors which could provide upside earnings surprises are Banks (NIM could surprise), Plantation (drought pushes up CPO prices), and water treatment on more EPC contracts from China. However, downside could come from Property (delay in property launches), Consumer goods (margin pressure if commodity prices rise), Transport (domestic cost pressure and spike in oil prices), Construction (labour cost pressure), Offshore and Marine (volatile margins). Buy stocks with potential earnings upside. Earnings growth for Singapore equities can be fluid, with varied earnings risks coming from a weaker than expected US/global recovery, geopolitical uncertainties, changes in weather conditions and rising cost pressures in Singapore. We search our coverage universe for stocks that could outperform with potential earnings upside – SIIC, Ezion, Bumitama, Centurion, Yangzijiang, Nam Cheong and Pacific Radiance. Bumper yield. This quarter is a good time to position into stocks which provided bumper final dividend yields from the latest results – M1 and China Merchant which surprised on dividend payout. Other high yield stocks are Comfort Delgro, ST Engineering and Venture. www.dbsvickers.com Refer to important disclosures at the end of this report Ed: JS / sa: YM
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% Chng 1day 0.4% 0.2% 0.0%



EPS Gth (4.8) 12.8 9.5



Div Yield 3.6 3.6 3.9
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Price ($) 5 Mar 14



Target Price ($)



Rcmd



Potential earnings upside SIIC Environment



0.183



0.25



Buy



Ezion Holdings



2.210



3.26



Buy



Bumitama Agri



1.000



1.19



Buy



Centurion Corporation



0.610



0.86



Buy



Yangzijiang



1.130



1.45



Buy



Nam Cheong



0.335



0.43



Buy



Pacific Radiance Ltd



0.955



1.05



Buy



High dividend yield China Merchants



0.960



1.32



Buy



Venture Corporation



7.530



7.80



Buy



M1



3.360



3.60



Buy



ST Engineering



3.760



4.30



Buy



ComfortDelgro



1.955



2.19



Buy



Source: Bloomberg Finance L.P; DBS Bank
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Uninspiring 4Q13 results (Thai Beverage, Osim), Healthcare (IHH, Raffles Medical) and Oil & Gas (Ezion, Nam Cheong, Pacific Radiance) reported strong growth in earnings, both y-o-y and q-o-q. Consumer Services (SIA, Tiger Airways) and Industrials (F&N, Hyflux, NOL, SIA Eng) were among those that reported weak results.



Earnings downgrade trend tapering off Although 4Q13 reporting season saw further downward earnings revisions, the extent is small, at 1.3% and came primarily from Real estate and Technology sector. Stocks under our coverage grew 13% q-o-q in 4Q13 earnings. We now expect earnings growth of 12% and 9% for FY14F and FY15F, respectively. Among the sectors, Consumer Goods 4Q13 earnings report card 4Q 13 earnings report c ard Sec t or



4Q 12



3Q 13



4Q 13



y - o- y c h ng



q - o- q c hng



Banking



2,119



2,351



2,290



8%



-3%



Commodities Related



897



670



781



-13%



16%



Consumer Goods



175



227



327



87%



44%



Consumer Serv ices



480



580



260



-46%



-55%



F inancials



199



200



152



-24%



-24%



Health Care



132



132



204



54%



54%



Industrials



5,517



1,043



641



-88%



-39%



Oil & Gas



1,078



1,020



1,244



15%



22%



Real Estate



2,298



836



2,251



-2%



169%



728



761



842



9%



10%



68



66



64



-7%



-4%



953



1,005



996



5%



-1%



14, 645



8, 894



10, 051



- 32%



1 3%



REITS Technology Telecommunications G ran d T ot al



Source: DBS Bank



22% below vs 18% above expectations There were more disappointments, 22%, vs 18% that reported results above our expectations. Among the underperformers were airline plays – SIA, Tiger Airways, SIA Engineering and SATS. SIA was dragged down by losses at associate Tigerair and exceptional items. Tiger Airways was badly hit by poor operating performance and exceptional losses from impairment of investment in associates, as well as loss on disposal of its 40% stake in Tigerair Philippines. Weak operating margins affected SIA Eng and SATS. A handful of Oil & Gas related stocks - Keppel Corp, Jaya, Ezra and Vard also reported results below our expectations. Keppel Corp was affected by infrastructure losses while Vard and Jaya were hit by margin squeeze. Ezra was dragged down by higher one-off costs at its OSV division. Most of the Commodity stocks reported results above our expectations. Results for Bumitama, First Resources and Indo Agri were buoyed by higher volume and average selling price
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for CPO. We upgraded Indo Agri to BUY as we believe the strong CPO prices should continue to maintain momentum. Results performance Result Performance (sector vs dbsv coverage) Sector below in line Banking 2% Commodities Related 1% Consumer Goods 3% Consumer Services 3% 6% Financials 1% 2% Health Care 1% 2% Industrials 9% 10% Oil & Gas 4% 1% Real Estate 1% 6% REITS 1% 22% Technology 2% 1% Telecommunications 2% Grand Total 22% 60%



Source: DBS Bank



above 1% 4% 2% 1% 1% 3% 1% 3% 1% 18%
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Changes in recommendations



Changes in recommendation and target prices Besides Indo Agri, we have also raised our rating for three other stocks to BUY - UOB, SembCorp Marine and Mapletree Greater China Commercial Trust (MAGIC) - mainly on attractive valuations. We downgraded Silverlake Axis and Tiong Seng to HOLD, and Tat Hong to FULLY VALUED. There is limited upside to our target price for Silverlake Axis. Tiong Seng will continue to be affected by higher costs while we see poor earnings visibility for Tat Hong.



Re co m m e nda t io n T a rge t Co m pa ny



Curr



P re v



Re t urn



Co m m e nt



Indo Agri



Buy



Hold



12%



Attractive valuations



MAGIC



Buy



Hold



17%



Attractive valuations



Sembcorp Marine Buy



Hold



18%



Attractive valuations



UOB



Buy



Hold



8%



Attractive valuations



Silverlake Axis



Hold



Buy



3%



Limited upside



Tat Hong



FV



Hold



-12%



Poor earnings visibility



Tiong Seng



Hold



Buy



-4%



Margin squeeze



Upgra de



Do wngra de



Source: DBS Bank



>5% change in target price T a rge t P rice ($) Co m pa ny



Curr



P re v % chg



Re c



Co m m e nt



Centurion



0.86



0.77



11.9



Buy



Strong earnings growth



Keppel Land



4.65



4.35



6.8



Buy



Tweaked RNAV to account for latest valuation



Vard Holdings



0.90



0.84



6.6 Hold Improved revenue visibility



Keppel Reit



1.29



1.23



5.1 Hold Adjusted for lower interest costs



Tat Hong



0.64



1.01



(36.9)



FV



Poor earnings visibility



Yongnam



0.20



0.24



(15.6)



FV



Cut order win assumptions



CSE Global



0.72



0.83



(13.3)



Buy



Weak outstanding orders



Jaya Holdings



0.78



0.90



(12.8) Hold Margin squeeze



ST Engineering



4.30



4.90



(12.2)



Buy



Lower dividend payout



Wing Tai



2.22



2.50



(11.1)



Buy



Tweaked RNAV to account for latest valuation



Sheng Siong Group



0.72



0.80



(9.9)



Buy



Moderate store opening expectations



Cosco Corp



0.69



0.76



(9.3)



FV



Heightened earnings risk



Courts Asia



0.70



0.77



(9.2)



Buy



Re-align valuation to industry average



Venture



7.80



8.40



(7.1)



Buy



Uncertainties over industry consolidations



Tiger Airways



0.44



0.47



(6.6)



FV



Losses expected to continue



SIA Engineering



4.80



5.10



(5.9) Hold Margin squeeze



Upgra de



Do wngrade



Source: DBS Bank
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Earnings revision after 4Q13 results



Tweaked FY14 earnings down by 1.3% We have tweaked FY14 earnings down by 1.3%. We now expect FY14F earnings growth of 12% and 9% in FY15F. In terms of sectors, the biggest earnings cuts in % terms vs the previous quarter were from Technology (CSE Global, Venture), Real Estate (CapitaLand, Wing Tai) and Financials (Hutchison Port). HPH Trust was a big drag on non-bank financials as FY14F earnings were lowered by 20%, affected by higher operating costs and taxes. Real estate earnings were impacted by deferred recognition of pre-sold units and expectations of lower ASPs.



Sector Banking Commodities Related Consumer Goods Consumer Services Financials Health Care Industrials Oil & Gas Real Estate REITS Technology Telecommunications Grand Total Ex Property



% Chg After Results Announced FY14 FY15 0.9% 0.6% 1.8% -1.5% 2.6% -0.6% -0.6% 0.8% -9.6% 0.0% -7.3% -8.7% -1.3% 1.2% -1.4% -0.7% -11.4% 0.8% 1.5% 0.0% -12.0% -12.1% -0.1% -0.1% -1.4% 0.0% -0.2% -0.1%



Source: DBS Bank



Sector growth and valuations Ep s Gro wth (%)



CAGR



PER (x)



Di v Yl d



Se c to r



2013A



2014F



2015F



1 3 -1 5



2013A



2014F



2015F



Banking



3.6



7.5



11.0



9



11.5



10.7



9.6



Consumer Goods



6.5



14.0



10.9



12.5



16.6



14.6



13.1



2.0



Consumer Services



-5.9



22.3



12.6



17.4



25.4



20.8



18.4



3.1



Financials Health Care



2013A 3.6



-6.9



-0.7



9.9



4.5



22.6



22.8



20.7



5.9



-21.9



18.3



11.7



14.9



38.6



32.6



29.2



1.0



Industrials



-21.3



31.7



11.4



21.1



18.5



14.1



12.6



3.3



Oil & Gas



-28.6



19.7



13.5



16.6



14.1



13.9



10.4



3.0



Real Estate



-5.1



11.3



6.4



8.8



18.1



16.2



15.3



2.3



REITS



5.1



3.7



3.2



5.4



16.5



15.1



14.7



6.0



Technology



2.6



12.2



9.3



10.7



18.6



16.6



15.2



8.4



Telecommunications



2.5



5.7



4.9



5.3



15.9



15.0



14.3



4.9



DB SV Co ve ra g e



-4 .8



1 2 .8



9 .5



-2 0 .6



1 6 .3



1 4 .4



1 3 .1



3 .6



Ex-p ro p e rty



-5 .5



1 1 .5



9 .8



STI DB SV Fo re c a s t Avg (B e fo re EI )



-4 .6



1 0 .5



8 .6



9 .5



1 5 .0



1 3 .6



1 2 .5



STI DB SV Fo re c a s t Avg (e x p ro p )



-3 .6



9 .1



9 .4



9 .2



1 5 .4



1 4 .0



1 2 .8



STI Co n s e n s u s Avg



-4 .6



8 .2



1 0 .3



9 .2



1 5 .1



1 3 .9



1 2 .6



Source: DBS Bank
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Outlook



Crimean uncertainty – Watchful but not turning cautious Equity markets reacted to Russia’s decision to send its troops into Ukraine’s Crimea region. But losses quickly recovered after Putin said he’s not considering taking control of the Black Sea region of Crimea and would send troops into Ukraine only in extreme circumstances. The respite could be temporary and the geopolitical uncertainty is expected to be drawn out.



4,500



+2sd@ 17.2x



4,000



+1sd@ 15.5x



3,500



Avg@ 13.9x



3,000



-1sd@ 12.3x



2,500 2,000 1,500



Jan-15



Jan-14



Jan-13



Jan-12



1,000



Jan-11



Meanwhile, data trend out of China has been mixed at best. Industrial production held steady at 9.7% y-o-y since Oct13 while retail sales have been ticking up gradually to 13.1% by Jan14. PMI though, declined from 51.4 through Nov13 to 50.2 by Feb14.



STI valuation chart – PE band



Jan-10



The good news is that the cold bitter winter season gives way to a warmer spring from March. Investors are hopeful that factory, employment and consumer spending activities will pick up again once the cold spell fades off. It’ll be another 1-2 months before investors get a clearer picture about whether the weather or fundamental weakness in the economy is the real culprit behind the recent string of data weakness.



STI - Moving pass 3150 only beyond 1QCY14 The earnings downward revision trend continued in the recently concluded 4QFY13 results season. STI’s 12.33x (-1SD) to 13.9x (average) FY14F PE levels were cut by c.41pts relative to prior the start of the results season. Similarly, the FY15F PE level was reduced by c.40pts.



Jan-09



Still, not all the blame can be pinned on the weather. This is especially true for housing numbers. Mortgage applications, for example, have fallen 19% from their May13 peak and pending home sales fell for 7 consecutive months to decline by 18% in total. The biggest drop in existing home sales occurred in the Western states, where weather has been normal.



The risk is a spike in oil price and its impact on the already weak global recovery should the situation take a turn for the worse. Russia supplies about 25% of Europe's gas needs, and half of that is pumped via pipelines running through Ukraine. A jump in oil price in the event of a worsening Crimean situation will impact investors’ sentiment, weighing down more on transportation companies while underpinning the O&M sector and yards.



Jan-08



Will there be a spring revival? The winter has cast a cold spell on US economic activity since late 4Q 2013. Non-farm payrolls, retail sales, the ISMs and industrial production have been on the decline in the 2 months of Dec13 and Jan14. January retail sales declined the most since June 2012 while the ISM manufacturing index fell from 57 in Nov13 to 51.3 by Jan14 before returning to 53.2 in Feb14.



Fortunately, Ukraine’s GDP is only 70% of Greece’s and its impact on the global economy is minor. Singapore listed companies under our coverage have no direct business exposure to the country. We are watchful but will not turn cautious on equities because of the present situation in Crimea.



Jan-07



The just concluded 4QFY13 results season has not been able to break free from the grip of the earnings downward revision trend. Recent economic data releases out of US have been weaker-than-expected while that out of China is mixed. Add these to the latest geopolitical uncertainties to hit Eastern Europe, we advocate a selective stance while awaiting clearer indications that the current weak US data spell is just temporary, due to the weather.



Source: Bloomberg Finance L.P., DBS Bank



STI forward PE levels -1 sd 12.33x PE -0.5 sd 13.12x PE FY14



Avg 13.9x PE



2,824



3,005



(-40)



(-42)



3,183 (-45)



FY15



3,067



3,264



3,458



(-39)



(-41)



(-44)



Avg 14 & 15



2,945



3,134



3,320



(-40)



(-42)



(-45)



Source: DBS Bank
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The uninspiring 4Q FY13 results season and recent indications of a mixed to lower data trend from the key economies of US and China mean STI will likely be capped at a margin below its average 12-mth forward PE of 13.9x. We see that STI resisted at 3150 during 1QCY14 with support at 3000-3050 on the pull back. We expect the index to move pass 3150 only beyond 1QCY14, with a potential to reach c.3250-3300 by the end of 2Q14. The impetus may come from a US ‘spring revival’ as economic activities there warm up again with the end of the cold winter. Straits Times Index (Daily)



End of earnings downgrades key to market re-rating The saving grace is that downgrades are tapering off, at only 1.3% from FY14 earnings in the latest quarter. Upgrades in earnings from Banks, Plantations and Consumer Goods were offset by cuts in earnings from Real Estate (deferred recognition of pre sold units), Healthcare (currency weakness) and technology sector (slow recovery in US). Barring further downgrades, earnings growth for the Singapore market is decent at 10.5% for FY14. Investors may not be convinced of the growth, given that uncertainties still dot the macro backdrop, which could affect Singapore companies. Risks remain in the Property, Transport and Offshore and Marine sectors. We highlight the potential upside/downside risks to earnings in the following sectors. Earnings growth by sector (%) 35.0



31.7



30.0 25.0



22.3



20.0



19.7



18.3 14.0



15.0



12.2



11.3 7.5



10.0 5.0



Source: DBS Bank



5.7



3.7



0.0



Source: DBS Bank



Earnings downgrade cycle 1.5% FY1



1.0%



FY2



0.5% 0.0% -0.5% -1.0% -1.5% -2.0%



Quarterly results season



-2.5% -3.0% -3.5% -4.0% Jan-13



Mar-13



Source: DBS Bank
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Earnings upside vs downside Sector Potential earnings upgrade



Comments



Banks



Higher than expected loan growth and faster than expected acceleration of NIM. Every 10bps increase in NIM will lift earnings by 5-7%. Every 1% increase in loan growth will raise earnings by 0.6-0.8%.



Oil & Gas Services & Equipment



We expect upside to our earnings assumptions for OSV owner/ operators from better than expected day rate improvements, especially in the shallow water subsea and AHTS segments. There is also upside to estimates for shipyards (focussed on building OSV) from stronger than expected build-to-order contract flows and higher asset values, given that operators have been benefiting from higher cash flows for more than a year now, and should be in a better position to take a longer term view on their fleets. Our margin assumptions for players like Pacific Radiance, Nam Cheong and Vard Holdings are also on the conservative side and could surprise on the upside in coming quarters. There's upside risk to our CY14 CPO price forecast of RM2,570, considering the price spike since late Jan14. Price strength may continue as seasonally higher 2H14 output is at risk; our FY14-16F CPO prices are under review. Consensus is pointing to Rm2,950/ton. The recent dry spell in Peninsular Malaysia, East Sumatra, Southern Thailand, and lower-than-expected output YTD would diminish the prospects of 20m MT output we currently expect. We also believe our forecast for soybean oil is too low, as not enough beans are being crushed due to continued dryness and logistic bottlenecks in Brazil, as well as continued hoarding by farmers in Argentina. Rental reversions are expected to remain positive, albeit at a more modest pace. Amongst the REITs, earnings with the higher sensitivity to growth will be the Hospitality REITs, where a better than expected recovery in accommodation demand will result in further upside to our forecasts.



Plantation



SREIT



Potential earnings downgrade Consumer discretionary Earnings are largely within consensus range. Possible downside for staples in 2H14 should raw material price and staples surge further with the recent erratic weather patterns that have caused commodity prices to rise, eg coffee, sugar, crude palm oil. Consumer Services



Possible earnings downside on for SMRT on the back of continued high expenditure on repair and maintenance and staff costs. Energy and fuel costs could rise should there be a surge in oil price from geopolitical tensions globally.



Construction



Earnings were generally below our expectations; margins were lower as a result of higher foreign labour costs and competitive construction projects' tender prices. Possible downside for construction companies from higher than expected costs from trying to improve productivity through better use of technology and new materials and approaches to construction projects.



Offshore and marine



Shipyard margins remain volatile, due to the timing of recognition of rigbuilding projects. While enquiries for rigs are strong across jack ups, semi subs and drillships, the recent cut in E&P spending by oil majors may dampen expectations and lead to a delay in contract awards. We expect Keppel to win S$6bn and SembCorp Marine to win S$5bn in new contracts this year. Risk to shiprepair revenue and new shipbuilding orders if shipping rates fail to recover.



Property



Developers continue to be watchful and would time their launches to market even as their sales inventory remains relatively low. Any delay in their launch timing would have a downward, but relatively modest, pressure on RNAVs and target prices.



Transport



The situation in Ukraine has led to oil prices creeping back up and a further escalation of matters in Ukraine could lead to sustained or higher fuel prices, and also potentially impact the nascent Eurozone recovery. Hence, there is more earnings downside risk for airlines and container shipping companies due to possibly sustained higher fuel prices. Any potential impact on the Eurozone and even US could also affect demand (throughput for HPH Trust and NOL, traffic for SIA) and yields.



Source: DBS Bank
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Strategy 1. A Time for Yield The period after FY results presents a good opportunity for investors to position into dividend yield stocks as companies tend to declare a bigger final dividend payout. In addition, the pullback in the US (from 3% to 2.7%) and Singapore (from 2.6% to 2.45%) 10-year bond yields since the start of the year should help underpin dividend yield names. The table shows the dividend yield stocks within our coverage that are scheduled to pay out final dividends during the AprilMay period. The trade is to position into companies that are scheduled to pay good dividends ahead of their ex-dates. Notable upcoming dividend payouts are Venture Corp with 50Scts, representing 6.6% of its current share price of S$7.53, M1 with 14.2Scts that is 4.2% of its current price of S$3.36, China Merchants with 4.25Scts that is 4.4% of its current share price of S$0.96, and ST Engineering’s final dividend of 12Scts yields 3.2%. China Merchants generates the highest



sustainable dividend yield of 7.4% (annual) in our coverage, underpinned by strong cash flows, management’s commitment to a 50% payout ratio, and topping off with upside to growth potential via acquisitions of more toll roads. Despite cutting back its dividend payout to 80%, ST Engineering remains a solid group generating strong cash flows from its record order book of S$13.2bn, is a proxy to recovery in the US, particularly the aerospace sector and benefits from an appreciating US$. M1 surprised on the dividend payout, and now offers the highest dividend yield and growth among the 3 telcos in Singapore. Venture’s high dividend yield will support the stock, while awaiting for a global recovery in 2H when business capex should recover. Comfort Delgro has a healthy balance sheet, which provides headroom for acquisitions or higher dividend payout.



Bumper final dividend yield picks (update with valuations) Div Yield Company M1 Ltd



Type Frequency Final Semi-annual Special



Div (¢) 7.1



Ex-Date 11-Apr-14



Payment 25-Apr-14



7.1



11-Apr-14



25-Apr-14



PE



P/B



EPS Gth



FY14F FY14 (%) (x) 5.1% 17.6x



FY14 (x) 8.2x



FY14 (%) 10%



Price (S$) 3.36



Price (S$) 3.60



Target Return 7%



6.8x



0.9x



9%



0.96



1.32



38%



4.0% 18.8x



5.1x



7%



3.76



4.30



14%



China Merchants



Final Semi-annual



4.25



n.a.



n.a.



ST Engineering



Final Semi-annual



4.0



28-Apr-14



20-May-14



8.0



28-Apr-14



20-May-14



Annual



50.0



05-May-14



14-May-14



6.6% 14.6x



1.1x



8%



7.53



7.80



4%



Final Semi-annual



4.0



02-May-14



14-May-14



3.8% 15.2x



1.8x



3%



1.96



2.19



12%



Special Venture Corporation ComfortDelgro



Source: DBS Bank
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1st & Final



7.4%



Last Target
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winter slowdown while drought may lead to higher commodity prices impacting margins of consumer stocks. We search our coverage universe for stocks that are likely to outperform with potential earnings upside.



2. Stocks providing earnings upside Earnings growth for Singapore equities can be fluid, with varied earnings risks coming from a weaker than expected US/global recovery, geopolitical uncertainties causing a spike in oil prices leading to cost concerns especially for transport companies, changes in weather conditions causing severe



Stocks with upside earnings potential Co mp a n y



M kt Pri c e Ta rg e t Ca p (S$ ) Pri c e % (US$ m) 0 5 -M a r (S$ ) Up s i d e R c md



PE (x) P/B (x) Di v Yl d Ne t Pro fi t (S$ m) 14F 15F 14F 15F 14F 15F 14F 15F



EPS Gro wth 14F 15F



China Merchants



543



0.96



1.32



38%



Buy



6.8x



SIIC Environment



1,237



0.18



0.25



39%



Buy



Ezion



2,093



2.21



3.26



48%



Bumitama Agri



1,384



1.00



1.19



363



0.61



Yangzijiang



3,409



Nam Cheong Pacific Radiance



Centurion Corporation



6.5x 0.9x 0.9x 7.4% 7.4%



102



106



9%



4%



37.0x 24.8x 2.6x 2.3x 0.0% 0.0%



42



63



36%



49%



Buy



9.5x



7.1x 2.2x 1.7x 0.0% 0.0%



280



381



62%



35%



19%



Buy



13.7x 10.4x 2.4x 2.0x 0.0% 1.1%



128



169



36%



32%



0.86



41%



Buy



15.6x 11.8x 1.5x 1.3x 1.1% 1.1%



32



43



72%



32%



1.13



1.45



28%



Buy



8.9x



7.2x 1.1x 1.0x 4.7% 5.2%



488



603



(24%)



23%



555



0.34



0.43



27%



Buy



7.8x



6.6x 1.7x 1.4x 2.4% 3.0%



91



107



28%



18%



546



0.96



1.05



10%



Buy



8.3x



7.5x 1.2x 1.1x 0.0% 0.0%



84



92



23%



10%



Source: DBS Bank



For SIIC, we have assumed 1m tons of greenfield expansion to its wastewater treatment capacity from FY14-FY16. Potential upside to our forecast would be: 1) acquisition of operating treatment plants which are immediately earnings accretive compared to our assumption of delayed earnings from new plants, and 2) expanding capacity by > 1m tons, which is possible as it is within management guidance of 1-2m tons of capacity additions. Tariff hike would be another positive surprise factor although we feel the magnitude would be less significant compared to solid acquisitions. Ezion. We expect street estimates to catch up with our aboveconsensus (+10%) FY15F earnings as Ezion keeps up its order win momentum. We have factored in an incremental seven new contracts on top of the two that have been announced YTD while most of our peers adopt a passive approach to account for new contracts as and when they are announced. Moreover, there could be 10% upside to our FY15F earnings should Ezion successfully renew charter contracts for the tug and barges that are currently servicing Australian LNG projects (gradually coming off-hire from FY15 onwards). Yangzijiang. We are convicted that Yangzijiang will swim against the tide and sustain its c. Rmb 3bn net profit and 5 Scents DPS in FY14-15. Key variance to our above-consensus



(+15%) forecasts are: a) a more optimistic shipbuilding margin following the superior execution of its first mega containership; b) recognition of Rmb720m relocation fee and Rmb 600m disposal gain on cancelled vessels; and c) Rmb300m write-back of warranty provision. In addition, Yangzijiang will likely be granted preferential tax rate of 15% (vs 25% now) by 1H14, giving rise to a potential Rmb400m tax reversal and a tax reduction of Rmb400m in FY14, which we have yet to factor in our model. Pacific Radiance. Our core earnings expectation of more than 20% CAGR over FY13-15 is largely based on the company's fleet expansion initiatives. A stronger than expected OSV market recovery, translating to higher utilisation rates and day rates could result in earnings upgrades. Moreover, we could expect better than expected growth from its 35%-owned associate company, PT Logindo, which has recently completed its IPO in Indonesia, raising capital for fleet expansion including larger and higher-specification vessels. Nam Cheong. 2013 was a record year for vessel sales, with order wins of 24 vessels, vs 21 vessels sold in 2012. 2014 has started off strongly with a 5-vessel contract win in January worth US$70m. More than 60% of 2014’s built to stock programme of 25 vessels have been sold already. In 2015, the



Page 9



Market Focus Singapore Strategy



shipbuilding programme is expected to increase to US$700m, with an estimate of about 35 vessels to be built, including 7 built-to-order vessels. The built-to-stock shipbuilding programme for FY15 is slightly higher than FY14, and has not been fully reflected in our numbers yet, hence there is upside to our estimates, especially if vessel sales for FY15 programme happen earlier than expected in FY14. Nam Cheong remains in a sweet spot to benefit from the growth in rig deliveries as well as the OSV replacement market. Centurion. established a S$300m MTN programme last year, and has issued a S$100m 3-year MTN. To date, we estimate that Centurion has utilised c.S$60m of MTN proceeds to fund the acquisitions of RMIT Village and the Woodlands dormitory land. The remaining S$40m headroom should give the Group the flexibility to pursue acquisitions or development opportunities of between S$130m-150m. Given that the Singapore government has stated its intention to intensify the construction of purpose-built dormitories over the next 2-3 years, we believe that Centurion is in good stead to compete for any dormitory land that will be released for tender going forward. Any acquisitions or developments for purpose-built



Page 10



dormitories in Singapore would present upside to our current earnings estimates. Also, our bed rents assumption is for 5% growth, lower than the 10% p.a. growth seen over the past 3 years. Should operators for new dormitories (c.50k more beds expected in 2014) charge higher rent for their beds, we could also see some upside to earnings driven by higher rents. Bumitama. Recent results outperformed expectations, buoyed by higher than expected ASP and cost containment efforts boosting performance. While guidance is for slower yield growth, there’s upside risk to earnings from the recent spike in CPO prices, and upside bias to our current CPO estimates of RM2570/ton, driven by the dry spell in Malaysia, Sumatra and Thailand, which puts 2H14 harvest at risk. China Merchants. With strong cash flow generation, CMHP paid down over HK$800m in loans and improved its net debtto-equity from 0.45x as at end FY12 to 0.29x as at end FY13, which leaves significant debt capacity for it to embark on more value accretive acquisitions. The sale of its NZ property business for Rmb290m will also strengthen its coffers.



Market Focus Singapore Strategy Sector & Stock Recommendations Sector



Comments



Banks







Overweight 











Consumer Goods







Underweight



 



Construction and infrastructure



Underweight



 







Healthcare



Underweight



 



Rigbuilders / Shipbuilders







Neutral







 



Oil & Gas Service Providers







Overweight



  



Stock Picks



Banking sector remains sound with robust asset quality indicators and capital ratio prospects. Banks’ guidance for FY14 has been moderate. NIM has bottomed; expect slight recovery in 2H14 as banks have started to price up loans. Loan growth forecast at 10% for 2014. Banks with higher CASA composition as well as better S$ liquidity should be well positioned. There may be blips of deposit competition ex-Singapore operations. Unemployment rate remains the key metric to watch in monitoring asset quality. It has remained stable at 1.8% as at end Dec 13. Job creation averaged at 32,475 in 2013 (2012: 32,275). Risk to an NPL spike should be limited in our view should such trends persist. We expect UOB to outperform OCBC in the near term with no M&A dilution risk. We switch our preference to UOB from OCBC.



UOB



4Q13 largely within expectations after a weak 3Q. Some pockets of consumer counters outperformed largely on the back of better margins, eg ThaiBev and Super. Topline growth projected to moderate on the back of subdued consumer sentiment within the region. Valuations are down from 1H13, but still remain at c.0.5 to 1 std deviation above historical mean. Prefer exposure to companies with strong brands and leading positions in key growth / frontier markets in which they have strong pricing power.



Osim



Construction companies have come under margin pressure. Margins have compressed due to falling tender prices, and increases in labour costs. Project roll out in 2013 has been slow especially for public projects, affecting order intake of construction companies. Consequently, order book drawdown and FY14 revenue recognition will be slow for some companies. Avoid contractors and be selective on construction resources stocks based on bottom up view. Avoid stocks with exposure to Australia as well given the slowdown of the general economy and the construction sector. Growth expected to remain relatively stable but competition may pick up in light of further private hospital bed supply. Valuations still look stretched due to defensiveness of earnings and scarcity premium. Offshore orders to be sustained on healthy sector fundamentals; E&P capex is expected to continue growing though at a slower pace as oil majors are under pressure to enhance cash flow and returns to shareholders; rig utilisation and day rates continue to remain firm; channel checks reveal healthy pipeline of projects. Enquiries for jack up remain healthy while interest on semisubmersibles is rising. Shipbuilding orders have recovered since 2H13, raising revenue coverage of the top 10% Chinese yards from 


Keppel Corp, Yangzijiang



Prefer oil services and equipment providers to rigbuilders on earnings recovery, and cheaper valuations. Continue to see improving OSV fleet utilisation and day rates, supported by improving demand/supply dynamics. Subsea industry is amongst the most promising in the offshore oil and gas capex space. Ezion remains our pick for visible and sustainable earnings growth story; Nam Cheong, Pacific Radiance for OSV recovery; and Mermaid to tap the fast growing subsea market.



Ezion, Nam Cheong, Pacific Radiance, Mermaid
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Sectors & Stocks Recommendation SECTOR



COMMENTS



Plantation







Weather anomalies have led to upside risk to our CPO forecasts. If the current dryness in Peninsular Malaysia, Eastern Sumatra and Southern Thailand continue for another 2 weeks, there are risks that 2H14 output would also be adversely affected. Supplies of soybean oil has been very tight as well, as a significant jump in South American harvests are facing logistic bottlenecks and are not reaching end consumers on time. In Argentina, farmers continue to hoard their harvests as a hedge against high inflation. At the same time, higher biodiesel mandates have made feedstock hedging against diesel prices necessary to lock in the spreads.



Bumitama Agri, Indofood Agri



Supply Chain Managers



 



Signs of earnings recovery seen for the commodity SCMs. Noble posted two consecutive quarters of earnings growth in agricultural segment from losses in 2Q13. But recovery was slower than expected and sugar price is among the key determinants; Olam's price performance is dependent on its ability to deliver earnings growth from previous acquisitions and execute on the new strategies. Our only BUY call for the sector is Goodpack. Goodpack’s earnings are relatively more resilient, supported by market share gains. It is also less sensitive to potential interest rate hike given 90% of debts are on fixed rates. In addition, we see stronger volume growth from 1QCY14, driven by synthetic rubber market. Finalisation of major autopart contracts will be a near term re-rating catalyst. Risk: Commodity price volatility, weather, downturn in economic activities.



Goodpack



Overweight



Neutral







 Property







Neutral











REITs



Neutral



 







Telecoms







Neutral











Transport







Neutral



 



Source: DBS Bank
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STOCK PICKS



2013 primary home sales dipped 26% y-o-y post the implementation of the Total UOL Debt Service Ratio in June 2013. The URA Property Price Index showed a c1% dip in 4Q13, the first price reversal in 8 quarters. For 2014, we expect a price correction of c5% and volume transactions to shrink by 30% as a result of rising incoming supply and tightening of financing liquidity. Under these circumstances, we think that sector policy risks have moderated. Key catalyst would be to watch for a stabilisation in monthly volume sales as prices correct. The sector is now trading at a 40% discount to RNAV, which is at the -1SD level discount level and appears to have largely priced in the deflationary environment. As we await transactional catalysts, we continue to prefer stocks with a diversified business model which can generate strong and sustainable cashflow such as UOL. The current market volatility and uncertainty have resulted in firmer prices for the S-REITs. YTD and on a 3-mth basis, the S-REITs have outperformed the STI. Acquisitions to remain selective as most S-REIT managers have highlighted limited opportunities available in the market at the right price while returns from acquisitions have diminished given lower S-REIT prices ( or higher implied yield hurdles). We continue to prefer S-REITs with superior organic growth profiles driven by AEI/ positive sector fundamentals. Trading at 0.97x P/Bk NAV and a forward yield of 6.7%, implying a yield spread of 4.2% (near - 1 SD levels), we believe that valuations are more palatable and attractive. We like CDL HT, FCT, CRCT, Magic and Suntec.



CDL HT, FCT, CRCT, Magic, Suntec



M1 In the mobile sector, tiered-data pricing is starting to offset weaker roaming revenue, so ARPU is expected to rise at a gradual pace. Longer handset replacement cycle is also helping to reduce handset subsidy costs. Non-mobile sector continues to be competitive - StarHub is subsidizing the EPL content cross-carried from SingTel and broadband speeds are enhanced to 1GBps at the same price at which 100Mbps was offered previously. M1 offers 5.0% yield with 9% earnings CAGR over FY13-15F. SingTel & StarHub offer 5% earnings CAGR each with 5.0% & 4.8% yield respectively. The situation in Ukraine has meant oil prices have started creeping back up and a HPH Trust, China Merchant deterioration could set-back recovery in the Eurozone, as well as lead to higher fuel Holdings (Pacific), costs - which would hurt full service carriers and container liners. ComfortDelgro Prefer transport names that have high yields and a more stable earnings profile ComfortDelgro and CMH (Pacific) HPHT offers about 8.5% yield, whilst CMHP (>7%) and ComfortDelgro (3.8%) also provide sustainable dividends.
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DBS Bank recommendations are based an Absolute Total Return* Rating system, defined as follows: STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame) BUY (>15% total return over the next 12 months for small caps, >10% for large caps) HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps) FULLY VALUED (negative total return i.e. > -10% over the next 12 months) SELL (negative total return of > -20% over the next 3 months, with identifiable catalysts within this time frame)



Share price appreciation + dividends GENERAL DISCLOSURE/DISCLAIMER This report is prepared by DBS Bank Ltd. This report is solely intended for the clients of DBS Bank Ltd and DBS Vickers Securities (Singapore) Pte Ltd, its respective connected and associated corporations and affiliates (collectively, the “DBS Vickers Group”) only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any means or (ii) redistributed without the prior written consent of DBS Bank Ltd. The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS Bank Ltd., its respective connected and associated corporations, affiliates and their respective directors, officers, employees and agents (collectively, the “DBS Group”)) do not make any representation or warranty as to its accuracy, completeness or correctness. Opinions expressed are subject to change without notice. This document is prepared for general circulation. Any recommendation contained in this document does not have regard to the specific investment objectives, financial situation and the particular needs of any specific addressee. This document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate independent legal or financial advice. The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of profit) arising from any use of and/or reliance upon this document and/or further communication given in relation to this document. This document is not to be construed as an offer or a solicitation of an offer to buy or sell any securities. The DBS Group, along with its affiliates and/or persons associated with any of them may from time to time have interests in the securities mentioned in this document. The DBS Group may have positions in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking and other banking services for these companies. Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there can be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments. The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed and it may not contain all material information concerning the company (or companies) referred to in this report. The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from actual results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE RELIED UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that: (a) (b)



such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments stated therein.



Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies) mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to the commodity referred to in this report. DBS Vickers Securities (USA) Inc ("DBSVUSA")"), a U.S.-registered broker-dealer, does not have its own investment banking or research department, nor has it participated in any investment banking transaction as a manager or co-manager in the past twelve months. ANALYST CERTIFICATION The research analyst primarily responsible for the content of this research report, in part or in whole, certifies that the views about the companies and their securities expressed in this report accurately reflect his/her personal views. The analyst also certifies that no part of his/her compensation was, is, or will be, directly, or indirectly, related to specific recommendations or views expressed in this report. As of the date the report is published,the analyst and his/her spouse and/or relatives who are financially dependent on the analyst, do not hold interests in the securities recommended in this report (“interest” includes direct or indirect ownership of securities). COMPANY-SPECIFIC / REGULATORY DISCLOSURES 1. DBS Bank Ltd., DBS Vickers Securities (Singapore) Pte Ltd (“DBSVS”), their subsidiaries and/or other affiliates do not have a proprietary position in the securities recommended in this report as of 31 Jan 2014 except for Bumitama Agri, ComfortDelgro, Cosco Corporation, Ezion Holdings, Indofood Agri Resources, Keppel Land, Keppel REIT, M1, Mapletree Greater China Commercial Trust, Sembcorp Marine, SIA Engineering, ST Engineering, UOB, Venture Corporation, OSIM International, Keppel Corporation, UOL Group, CDL Hospitality Trusts, CapitaRetail China Trust, Hutchison Port Holdings Trust, Wing Tai, Yangzijiang Shipbuilding. 2. DBS Bank Ltd., DBSVS, DBSVUSA, their subsidiaries and/or other affiliates beneficially own a total of 1% of any class of
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3.



common equity securities of Keppel REIT, Mapletree Greater China Commercial Trust as of 31 Jan 2014. Compensation for investment banking services: DBS Bank Ltd., DBSVS, DBSVUSA, their subsidiaries and/or other affiliates received compensation, within the past 12 months, and within the next 3 months may receive or intends to seek compensation for investment banking services from Centurion Corporation, Ezion Holdings, Keppel Land, Keppel REIT, Mapletree Greater China Commercial Trust, Pacific Radiance Ltd, Tat Hong, Tiger Airways Holdings, Wing Tai, Goodpack, UOL Group, CapitaRetail China Trust. DBSVUSA does not have its own investment banking or research department, nor has it participated in any investment banking transaction as a manager or co-manager in the past twelve months. Any US persons wishing to obtain further information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any security discussed in this document should contact DBSVUSA exclusively.



RESTRICTIONS ON DISTRIBUTION General This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation. Australia



This report is not for distribution into Australia.



Hong Kong



This report is being distributed in Hong Kong by DBS Vickers (Hong Kong) Limited which is licensed and regulated by the Hong Kong Securities and Futures Commission.



Indonesia



This report is being distributed in Indonesia by PT DBS Vickers Securities Indonesia.



Malaysia



This report is distributed in Malaysia by HwangDBS Vickers Research Sdn Bhd ("HDBSVR"). Recipients of this report, received from HDBSVR are to contact the undersigned at 603-2711 2222 in respect of any matters arising from or in connection with this report. In addition to the General Disclosure/Disclaimer by DBS Bank Ltd, the preparer of this report found at the preceding page, recipients of this report are advised that HDBSVR, its holding company HwangDBS Investment Bank Berhad, their directors, employees and parties related or associated with any of them may have positions in, and may effect transactions in the securities mentioned herein and may also perform or seek to perform broking, investment banking/corporate advisory and other services for the subject companies. They may also have received compensation and/or seek to obtain compensation for broking, investment banking/corporate advisory and other services from the subject companies. Wong Ming Tek Head of Research, HDBSVR



Singapore



This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn No. 198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising from, or in connection with the report.



Thailand



This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd. Research reports distributed are only intended for institutional clients only and no other person may act upon it.



United Kingdom



This report is being distributed in the UK by DBS Vickers Securities (UK) Ltd, who is an authorised person in the meaning of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in the UK is intended only for institutional clients.



Dubai



This research report is being distributed in The Dubai International Financial Centre (“DIFC”) by DBS Bank Ltd., (DIFC rd Branch) having its office at PO Box 506538, 3 Floor, Building 3, East Wing, Gate Precinct, Dubai International Financial Centre (DIFC), Dubai, United Arab Emirates. DBS Bank Ltd., (DIFC Branch) is regulated by The Dubai Financial Services Authority. This research report is intended only for professional clients (as defined in the DFSA rulebook) and no other person may act upon it.



United States



Neither this report nor any copy hereof may be taken or distributed into the United States or to any U.S. person except in compliance with any applicable U.S. laws and regulations. It is being distributed in the United States by DBSVUSA, which accepts responsibility for its contents. Any U.S. person receiving this report who wishes to effect transactions in any securities referred to herein should contact DBSVUSA directly and not its affiliate.



Other jurisdictions



In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified, professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions. DBS Bank Ltd. 12 Marina Boulevard, Marina Bay Financial Centre Tower 3 Singapore 018982 Tel. 65-6878 8888 Company Regn. No. 196800306E
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