Sembcorp Industries Ltd

Underlying business trend remains unchanged

SINGAPORE | CONGLOMERATE | 3Q17 RESULTS

e Revenue and net profit missed our full year expectation by 5.5% and 22% respectively.

e In Utilities segment, Singapore market continued to deliver favorable performance
while India market dragged. Marine profitability remained weak.

e We lowered our FY17e earnings by 25.2%. Bulk of our downward earnings revision
comes from Marine division. We raised our target price to $53.70 to account for the
higher valuation on SMM.

Results at a glance

(SGD mn) 3Q17 3Q16 YoY (%) Comments

Revenue 1,808 2,140 (15.5) Higher contribution from Utilities' Singapore and India
operations offset by decrease in Marine's revenue

Gross profit 232 298 (22.2) Higher contribution from Utilities segment offset by lower
contribution from Marine segment

PBT 70 88 (20.4) Inline with the above; lower contribution from assoicates
and JVs

PATMI 34 60 (43.9) Inline with the above

Source: Company , PSR

Positives

+ Utilities’ Singapore operation continued to deliver strong performance: In 3Q17, net
profit from Singapore arrived at S$51.4mn with 52.1% YoY growth. The strong growth was
mainly driven by 105% YoY increase in net profit from Energy segment. Water and On-site
logistics & solid waste management segment reported a 16.8%YoY and 6.5%YoY growth
respectively in 3Q17. 9M17 net profit from Singapore accounted for c.53% of total net
profit excluding corporate and exceptional item in utilities segment. Singapore operations
continue to benefit from the improvement of centralised utilities and gas divisions despite
the intense competition.

Negatives

- Utilities’ India operation was dragged by SGPL’s losses: In 3Q17, TPCIL and SGI reported
profit gains of SS11mn and S$14mn respectively, but SGPL made losses of S$26mn though
the interest burden was mitigated due to the completion of refinancing in 2Q17. The loss-
making was due to the worsening of spark spread since the power tariff was lower while
coal price trended up. SGPL still operated on the short-term rolling contracts as of now.

- Marine segment remained weak profitability: Sembcorp Marine (SMM) generated
SS1.7mnnet profit in 3Q17 while it made $$21.8mn losses in 3Q16. The 9M17 net profit
slightly grew by 3%YoY to $$28mn, but it incorporated the gain from the divestment of
COSCO stake for S$46.8mn. Therefore, profitability did not turn around YTD. (For updates
on SMM, please refer to our report on 2nd-Nov: Sembcorp Marine Ltd - Performance
remains weak).

Outlook

India’s power market remains tight as some domestic plants have failed to gain access to
either local coal or imported coal supply, but neither TPCIL nor SGPL has such an issue. It is
expected that SGPL will suffer from the fluctuation of spark spread. Currently, the power
spot price is coming near the cash cost for SGPL. TPCIL and SGI still deliver favorable
performance, especially the latter keeps securing new orders to tap into the domestic
renewable energy market. Oil and gas market is riding on the recovering momentum. We
believe SMM will have more order flows from non-drill solitons. However, it will take time
for it to improve the profitability.
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KEY FINANCIALS

Y/E Dec (S$mn) FY15 FY16 FY17e FY18e

Revenue 9,545 7907 8,697 9,902
Gross profit 732 1,105 124 1249
Net profit 549 395 302 310
P/E (x) 05 “3 219 207
P/B (x) 10 0.9 11 11
ROE, % 10% 7% 5% 5%
ROA, % 3% 2% % %
Dividend Yield, % 36 2.8 19 22

Source: Company, PSR

VALUATION METHOD
SOTP
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SEMBCORP INDUSTRIES LTD IH{3VIR

Maintain ACCUMULATE with a slightly higher target price of $$3.7

We revise down the FY17e EPS (from 22.6 SG cents to 16.9 SG cents) and FY18e (from
previous 24.5 SG cents to 17.8 SG cents) due to the expectation of continuous weak
profitability from the marine segment. After incorporating higher target price of S$1.91 for
SMM (previously S$1.55), based on sum-of-the-parts method, we maintain ACCUMULATE
with a slightly higher target price of $$3.7.

Valuation table

Segments/Holdings  Multiples BVPS (SGS) PPS (SGS) Holdings Market Value (SGSmn)
Utilities PB of 1.2x 1.83 2.20 3,917
Others PB of 1.0x 0.54 0.54 972
EPS (SG$)
Marine PE of 38.2x 0.05 1.91 61% 2,435
Market cap (SGSmn)

Gallant Venture Market value 656.2 12% 79
Total 7,403
PPS 4.1
TP (after conglomerate discount of 10%) 3.7
Source: PSR
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Financials

Income Statement

SEMBCORP INDUSTRIES LTD IH{3VIR

F prilipCapital

Balance Sheet

Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e
Turnover 10,895 9,545 7,907 8,697 9,902 ASSETS
Gross revenue 1,415 732 1,105 1,124 1,249 PP&E 7,725 8,685 11,226 11,589 12,335
EBITDA 1,454 1,030 1,238 1,333 1,421 Associates and JVs 2,074 2,349 1,746 1,860 1,961
Depreciation & Amortisation 315 405 454 540 576 Receivables and prepayments 467 451 734 1,191 1,418
EBIT 1,139 625 784 793 846 Others 779 823 960 955 966
Net Finance (Expense)/Inc (51) (205) (372) (496) (564) Total non-current assets 11,046 12,308 14,666 15,595 16,679
Associates & JVs 158 6 125 144 173 Cash 1,661 1,606 1,883 2,043 1,953
Profit Before Tax 1,246 426 537 441 455 Trade receivables 1,200 1,568 1,958 2,027 2,331
Taxation (162) 28 (100) (94) (90) Inventories and WIP 3,205 4,233 3,466 3,593 3,435
Profit After Tax 1,084 454 437 346 365 Others 64 201 317 147 156
Non-controlling interests 283 (94) 42 44 47 Total current assets 6,130 7,608 7,624 7,810 7,875
Net Income 801 549 395 302 319 Total Assets 17,176 19,915 22,290 23,405 24,554
LIABILITIES
Per share data Borrowings 3,649 5,032 7,096 7,804 8,583
Y/E Dec, SG Cents FY14 FY15 FY16 FY17e FY18e Others 938 894 1,016 1,085 1,112
EPS, basic 44.3 29.2 19.9 16.9 17.8 Total non-current liabilities 4,587 5,926 8,112 8,889 9,696
EPS, diluted 44.0 28.9 19.7 16.8 17.7 Trade payables 2,745 3,388 3,398 3,337 3,371
DPS, basic 16.0 11.0 8.0 7.0 8.0 Borrowings 1,086 1,801 2,126 2,312 2,478
DPS, diluted 15.9 10.9 7.9 6.9 7.9 Others 1,526 758 492 463 449
BVPS, basic (SGD) 3.0 3.2 3.3 3.4 3.4 Total current liabilities 5,357 5,946 6,016 6,112 6,297
BVPS, diluted (SGD) 3.0 3.1 3.3 3.3 3.4 Total Liabilities 9,944 11,872 14,128 15,001 15,993
Shareholder Equity 5,414 5,630 5,898 6,007 6,139
Perpetual securities 203 803 803 1,010 1,010
Cash Flow Non-controlling interests 1,616 1,610 1,461 1,387 1,413
Y/E Dec, SGD mn FY14 FY15 FY16 FY17e FY18e
CFO Valuation Ratios
Profit for the period 1,084 454 437 346 365 Y/E Dec FY14 FY15 FY16 FY17e FY18e
Adjustments 392 896 888 1,003 1,073 P/E (x) 10.4 10.5 14.3 21.9 20.7
WC changes (1,414) (1,961) (367) (1,130) (1,069) P/B (x) 1.5 1.0 0.9 1.1 1.1
Cash generated from ops 62 (611) 958 220 369 EV/EBITDA (x) 8.8 12.4 11.9 11.0 11.1
Others (119)  (150) (86) (94) (90) Dividend yield (%) 3.6 3.6 2.8 1.9 2.2
Cashflow from ops (57) (761) 872 125 280 Growth & Margins (%)
Growth
CFI Revenue 1% -12% -17% 10% 14%
CAPEX, net (1,563) (1,325) (740)  (447)  (669)  Gross profit 10%  -48% 51% 2% 11%
Others 122 126 (60) 125 127 EBIT -2% -45% 25% 1% 7%
Cashflow from investments (1,441) (1,199) (801) (323) (543) Net income -2% -31% -28% -24% 5%
Margins
CFF GP margin 13% 8% 14% 13% 13%
Loans, net of repayments 1,571 2,050 1,107 894 946 EBIT margin 10% 7% 10% 9% 9%
Dividends (539) (415) (225) (157) (180) NP margin 7% 6% 5% 3% 3%
Others (132) 254 (669) (366) (608) Key Ratios
Cashflow from financing 901 1,890 214 370 158 ROE (%) 15% 10% 7% 5% 5%
Net change in cash (598) (70) 285 173 (105) ROA (%) 5% 3% 2% 1% 1%
Effects of exchange rate 2 15 (35) 15 15 Net Debt or (Net Cash) 3,073 5,226 7,339 8,073 9,109
Ending cash 1659 1604 1855 2043 1953 Gearing (%) 42% 65% 90% 96% 106%

Source: Company, Phillip Securities Research (Singapore) Estimates

*Forward multiples & yields based on current market price; historical multiples & yields based on historical market price.
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Ratings History
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PSR Rating System

Total Returns Recommendation  Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
< -20% Sell 5

We do not base ourrecommendations entirely on the above quantitative
return bands. We consider qualitative factors like (but not limited to) a stock's
risk reward profile, market sentiment, recent rate of share price appreciation,
presence or absence of stock price catalysts, and speculative undertones
surrounding the stock, before making our final recommendation
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Important Information
This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under
the Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may
constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in
part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from
public sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express
or implied that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in
this report is subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or
to supply any corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time
without prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made
available constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or
appropriate for the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be
suitable for all investors, and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an
independent determination has been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product
should not be considered to be a disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but
not limited to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading
activities. Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors,
employees or persons involved in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this
report, and may have performed services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected
to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided
advice or investment services to such companies and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or
persons involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or
options, purchase or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the
foregoing. Investments will be denominated in various currencies including US dollars and Euro and thus will be subject to any fluctuation in exchange rates between
US dollars and Euro or foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return
of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise
hold an interest, whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly,
information may be available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its
officers, directors, employees or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons
associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this
report, may, to the extent permitted by law, have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or
persons associated with or connected to Phillip Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of
this report, may have issued other material that is inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where
such distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any
registration or licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any
particular person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a
professional and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the
specific investment objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities
Research may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North
Bridge Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection
with, the analyses or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor,
expert investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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