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Keppel Corporation -----------------------------------------------------------------Maintain NEUTRAL
3Q15 mixed as O&M weakness offset by Property strength
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Keppel reported 3Q15 net profit of S$363 mn, representing 25% of
consensus FY15 net profit expectations. O&M revenue declined from
$1.58 bn in 2Q15 to S$1.41 bn in 3Q15, while margin remained
steady at 12.3% in 3Q15. The lower revenue was due to reduced
workload, due to a slowdown in the construction of Sete Brasil
semisubs, as well as a pushback in the delivery of jackups. Keppel will
be delivering six jackups in 4Q15 for Grupo R, Falcon Energy, Energy
Arabian Drilling Co and Perforadora Central. There is a deferment in
the delivery of three jackups by about three months to early 2016,
including two for Grupo R and one for Parden Holdings. With
restructuring of Sete Brasil ongoing, management expects at least a
10-month delay in delivery of semisubs. Progress of Keppel's first
FLNG conversion is on track, and Golar has initiated talks with Keppel
for the fourth conversion for delivery in early 2019. To be prepared for
a prolonged downturn, Keppel is reducing overheads and has reduced
direct and subcontract labour by 12% and 19%, respectively.
Figure 2: O&M reported operating margin remained at 12.3% in 3Q15
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O&M margin remains stable at 12.3% in 3Q15

1Q03

● Keppel reported 9M15 net profit of S$1.12 bn, representing 77%
of consensus FY15 forecast. O&M net profit declined to S$166 mn
in 3Q15 from S$173 mn, as revenue fell to S$1.41 bn in 3Q15
from S$1.58 bn in 2Q15 with pushback in rig deliveries. O&M
operating margin remained unchanged QoQ at 12.3% in 3Q15.
● Following the sale of a 51% stake in Keppel Merlimau Cogen,
Infrastructure net profit fell to S$34 mn in 3Q15 from S$38 mn in
3Q14 despite a S$24 mn pre-tax gain on writeback of impairment
relating to Senoko WTE plant.
● Property PATMI increased to S$144 mn in 3Q15 from S$117 mn
in 2Q15, driven by increased profit recognition in China. With a
relaxation of cooling measures, Keppel Land sales in China
increased to about 1,070 units in 3Q15 from 860 units in 2Q15.
● Net gearing increased to 0.52x in 3Q15 from 0.42x in 2Q15,
driven by working capital outflow in the O&M division. We lower
our target price to S$8.20, based on SOTP valuing the O&M
business at 9x 2016E P/E, and reduce our 2015-17E EPS by 15%. Maintain NEUTRAL.

Quarterly margin (%) - RHS

Source: Company data, Credit Suisse estimates.

Lower Infrastructure profit following sale of KMC

Note 1: ORD/ADR=2.00. Note 2: Keppel Corporation Ltd is a Singapore-based investment holding
and management company. The principal activities of the Company along with its subsidiaries
consist of offshore oil-rig construction, shipbuilding and ship repair and conversion.

Infrastructure 3Q15 net profit of S$34 mn was below 3Q14 net profit of
S$38 mn despite a S$24 mn pre-tax gain on writeback of impairment
relating to Senoko WTE plant following a reduction in stake in Keppel
Infrastructure Trust. Excluding the gain, 3Q15 PBT of S$19 mn would
be below 2Q
15 underlying PBT of S$30 mn and 3Q14 PBT of
S$54 mn, following sale of a 51% stake in Keppel Merlimau Cogen.
Keppel expects the Doha North project to achieve significant
completion in 2015, in line with the previous guidance.

Click here for detailed financials

Strong property sales in China and Vietnam

Figure 1: 3Q15 results summary
Reported results
Change (%)
(S$ mn)
3Q14A 2Q15A 3Q15A QoQ YoY
3,185 2,563 2,440
(5)
(23)
Revenue
565
414
370
(11)
(34)
Op. profit
414
397
363
(9)
(12)
Net profit ex-EI
173
166
(4)
(34)
- Offshore & Marine 252
92
117
144
24
57
- Property
38
103
34
(67)
(11)
- Infrastructure
4
19
346
(41)
- Investments/other 33
O&M op margin (%) 15.0 12.3 12.3
Source: Company data, Credit Suisse estimates.

Actual vs est.
9M15 2015E %FY
7,817 11,043 70.8
1,183 1,425 83.0
1,120 1,409 79.5
542
768
70.5
333
388
85.7
160
173
92.4
86
80
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12.2 12.1

Property PATMI increased to S$144 mn in 3Q15 from S$117 mn in
2Q15, due to increased profit contribution from China. Keppel Land
sold about 1,330 units in 3Q15, an increase from 1,080 units in 2Q15.
China sales remained strong with about 1,070 units in 3Q15, an
increase from 860 units in 2Q15, driven mainly by a relaxation of
property measures. Vietnam sales were also strong with 150 units
sold in 3Q15, exceeding total of 134 units in 9M14. Management was
positive on the outlook on residential sales in China, driven by lower
interest rates and pent-up demand. Singapore residential sales
remained weak at 55 units in 3Q15, vs 70 units in 2Q15.
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this report is being distributed by a financial institution other than Credit Suisse AG, or its affiliates, that financial institution is solely responsible for distribution. Clients of that institution should contact that institution to
effect a transaction in the securities mentioned in this report or require further information. This report does not constitute investment advice by Credit Suisse to the clients of the distributing financial institution, and
neither Credit Suisse AG, its affiliates, and their respective officers, directors and employees accept any liability whatsoever for any direct or consequential loss arising from their use of this report or its content.
Principal is not guaranteed. Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that.
Copyright © 2015 CREDIT SUISSE AG and/or its affiliates. All rights reserved.

Investment principal on bonds can be eroded depending on sale price or market price. In addition, there are bonds on which investment principal can be
eroded due to changes in redemption amounts. Care is required when investing in such instruments.
When you purchase non-listed Japanese fixed income securities (Japanese government bonds, Japanese municipal bonds, Japanese government guaranteed bonds, Japanese corporate bonds) from CS as a
seller, you will be requested to pay the purchase price only.
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