Sembcorp Industries
Strategically important sale of SEIL

SINGAPORE | ENERGY | UPDATE

= Acquisition consideration of $$2.059bn implies S$0.8bn/GW of gross installed capacity,
which is higher than average comparable transactions of $50.5-1bn/GW. We view the
transaction as fair given the weak market environment for coal assets.

=  Debt-capitalisation ratio improve to 62% from 66% for pro forma 1H22. We believe the
Group will leverage its balance sheet and re-invest the proceeds into green assets.

= Sembcorp Industries (SCI) will still be exposed to operational risks of Sembcorp Energy India
Limited (SEIL) after the sale through its 15-year exposure to the Deferred Payment Note
(DPN).

=  We upgrade to ACCUMULATE from NEUTRAL with higher target price of $3.68 (prev.
$3.27). We lower FY23e PATMI by 11% as we strip out SEIL’s contribution and lower
contribution from urban developments. Our target price is raised to $3.68, still based on
1.2x P/BV, the average of its peers as we roll forward estimates to FY23e.

Terms and conditions of proposed sale

SCI announced the proposed sale of SEIL for the equivalent of $2.059bn, or 1x NAV. The
purchaser is the Tanweer Consortium led by Oman Investment Corporation S.A.O.C (OIC), the
Ministry of Defence Pension Fund, Oman (MODPF) and Dar Investment SPC (Dar Investment).

On completion, Tanweer Consortium will settle the entire final purchase price through the DPN
via a facility provided by SCI under the DPN. The DPN will bear interest at 9% interest (1.8%
spread + 7.2% benchmark), minus a greenhouse gas (GHG) emissions intensity reduction
incentive rate. This GHG reduction incentive rate is subject to a cap of 180 basis points if these
emission targets are met. In other words, the current spread over the benchmark rate will be
removed or reduced any time within the 15-year period if the Tanweer Consortium can meet
the GHG emissions target. Such adjustments will affect the final purchase price. All outstanding
payment under the DPN should be payable in full on the 15™ anniversary date of the
completion, which is also the maturity date. The yearly payments will be recorded under the
Group’s EBITDA section. Should the outstanding payment obligations not be met, the maturity
date will be extended for two years, and for every two years till the monies are paid. The
maturity date will not be extended beyond the 24™ anniversary date of completion.

Shareholders approvalis required for the transaction, which is expected in November this year,
and the expected completion is six months after EGM.

The Positives

+ Acquisition consideration implies $$0.8bn/GW of gross installed capacity, higher than
average comparable transactions of $$0.5-1bn/GW. The acquisition price implies 1x of NTA,
which we view as fair given the weak market environment around coal-related assets. SCI will
recognise ~S$11mn in gains from the sale.

+ Debt-capitalisation ratio improve to 62% from 66% for pro-forma 1H22. We believe the
Group will leverage its stronger balance sheet to further its transition to green energy. On a pro
forma basis, SCI’s total debt as at 30 June 2022 will decrease to $7.1bn from $8.7bn due to the
deconsolidation of SEIL in SCI’s balance sheet. SCl’s interest paying capacity will also improve
with interest coverage rising to 6.3x in the same period from 5.1x. SCI still has ~$5bn of
borrowing facilities to tap on, which will accelerate the transformation of its portfolio from
brown to green.
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+ $700mn in receivables from SEIL expected to be repaid within the next 24-48 months.
The Indian Ministry of Power has recently directed Telangana and Andhra Pradesh to settle
the overdue receivables within 20-48 months. Should this be adhered to, the Group is
expected to receive ~$700mn in receivables in the next 1-2 years, which will lower the credit
risk of SEIL, and by extension the risk for the DPN.

The Negatives

- SCI will still be exposed to operational risks of SEIL for at least 15 years after sale. Even
though SEIL will be deconsolidated from SCI’s books after the sale, the DPN, which is a form
of vendor financing means that SCI will still be exposed to the operational risks of SEIL for at
least 15 years after the sale. Should the outstanding payment obligations not be met, the
maturity date will be extended for two years, and for every two years till the monies are
paid. The maturity date will not be extended beyond the 24" anniversary date of completion.

However, we believe this risk is mitigated by both mid- and long- term contracts for SEIL,
totalling 85% of SEIL’s thermal plant capacity. SEIL will have 570MW up for renewal in 2024
(22% of the power purchase agreement). That said, we view the risk of non-renewal as low
given the strong current energy environment. IEX prices remain elevated at ~7,500
Rupees/hrin September vs. an average ~7,600 Rupees/hrin 1H22.

Outlook
Shareholders approval is required for the transaction, which is expected in November this
year, and the expected completion is six months after EGM.

For dividends, we model a ~30% payout ratio, in line with FY21’s payout. We expect SCI to
pay out 16 cents of dividends (split between final and special due to the special
circumstances for FY22) for FY22e, translating to a ~4.9% dividend yield

ESG

The sale of SEIL will accelerate the Group’s transformation to have more of its net profit
come from sustainable solutions. As such, we view the transaction as strategically important
to the Group’s transformation plans (% share of net profit from sustainable solutions will rise
to 31% for pro forma 1H22 vs. 25% previously).

SCI’s environmental score of 1.28 still lags behind its peers according to data from
Bloomberg. We believe the Group’s transition from brown to green has the potential to lift
its environmental score rating over time. The Group has committed to grow its profit
contribution from its sustainable solutions to 70% by 2025 (35% in 2021), which could see
greater interest from institutional investors looking for high ESG ranked companies.

Upgrade to ACCUMULATE from NEUTRAL with higher target price of $3.68 (prev. $3.27)
We lower FY23e PATMI by 11% as we strip out SEIL’s contribution and lower contribution
from urban development. Our target price is raised to $3.68, still based on 1.2x P/BV, the
average of its peers as we roll forward estimates to FY23e.

Tanweer Consortium and the purchaser
The Tanweer Consortium is led by OIC, in
partnership  with  MODPF and Dar
Investment. OIC is a leading Omani private
equity investment company with a strong
track record of investments in energy and
infrastructure projects amongst others.
MODPF is one of Oman’s largest pension
funds, with significant investments across
power and infrastructure. Dar Investment
represents the family office of H.E. Sheikh
Abdullah Al Salmi, who is the Executive
President of Oman’s Capital Market
Authority and a board member of the Oman
Investment Authority.

OIC has been SCI’s long-term partner in
Oman. Both SCI and OIC jointly developed
and operated the country’s USS1bn Salalah
Independent Power and Water Plant since
2009.
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Financials
Income Statement Balance Sheet
Y/E Dec, ($’mn) FY19 # FY20 FY21 FY22e FY23e Y/E Dec, ($’mn) FY19 FY20 FY21 FY22e FY23e
Revenue 6,735 5,447 7,795 9,909 8,844 ASSETS
Costofsales (5,753) (4,660) (6,693) (8,525) (7,620) PPE & Investment Properties 11,867 7,339 7,232 8,142 8,750
Gross Profit 982 787 1,102 1,383 1,224 Others 5,290 3,219 3,230 4,608 4,956
General and Administrative expe (356) (344) (432) (535) (478) Total non-current assets 17,157 10,558 10,462 12,750 13,706
Other operating income 189 126 140 137 -
Otheritems (109) (127) (196) 3 - Cash and cash equivalents 1,767 1,032 1,344 1,429 1,982
EBIT 706 442 614 988 746 Inventories 386 196 222 341 305
Net finance expenses (444) (464) (397) (398) (385) Trade and otherreceivables 2,048 1,571 1,986 2,123 1,894
Share of results of associates an 186 233 206 513 546 Others 1,894 205 381 381 381
Profit before tax 448 211 423 1,104 907 Total current assets 6,095 3,004 3,933 4,274 4,562
Taxation (115) (32) (123) (192) (166)
Net Profit 333 179 300 911 742 Total Assets 23,252 13,562 14,395 17,024 18,268
Net Profit (excl. SCM from FY20e) 333 179 300 911 742
Profit attributable to owners 305 157 279 893 724 LIABILITIES
Trade and other payables 2,844 1,159 1,708 2,171 1,938
Per share data (S$ cents) ST borrowings 2,643 627 765 768 768
Y/E Dec FY19 # FY20 FY21 FY22e FY23e Others 525 341 432 1,465 2,713
BVPS 4.4 19 2.2 2.7 3.1 Total current liabilities 6,012 2,127 2,905 4,404 5,418
DPS 5.0 4.0 5.0 16.0 13.0
EPS 17.1 8.8 15.6 50.0 40.5 LT borrowings 8,627 7,350 6,881 6,681 6,481
Others 734 609 691 1,074 886
Total non-current liabilities 9,361 7,959 7,572 7,755 7,367
Cash Flow Total liabilities 15,373 10,086 10,477 12,159 12,786
Y/E Dec, ($’'mn) FY19 # FY20 FY21 FY22e FY23e
CFO EQUITY
Net income 333 179 300 911 742 Share Capital 566 566 566 566 566
Adjustments 1,122 872 1,004 1,648 1,695 Retained profits 5,827 3,153 3,349 4,278 4,877
WC changes (379) (453) (49) (521) 1 Others 1,482 (243) 3 21 39
Cash generated from ops 1,076 598 1,255 2,039 2,438 Total equity 7,875 3,476 3,918 4,865 5,482
Others (99) (103) (36) (192) (166)  Total equity and liabilities 23,248 13,562 14,395 17,024 18,268
Cashflow from ops 977 495 1,219 1,846 2,273
Valuation Ratios
CFI Y/E Dec FY19 # FY20 FY21 FY22e FY23e
CAPEX, net (925) (318) (282) (510)  (1,108)  P/E(x) 20.4 39.6 223 7.0 8.6
Others 474 (963) 182 (577) 127 P/B (x) 0.8 1.8 1.6 1.3 1.1
Cashflow from investments (451) (1,281) (100) (1,087) (981) EV/EBITDA (x) 22.3 10.6 9.7 7.3 7.4
Dividend yield (%) 1.4% 1.1% 1.4% 4.6% 3.7%
CFF Growth & Margins (%)
Dividends paid to owners (71) (54) (107) 18 (143) Growth
Proceeds from borrowings, net 86 862 (364) (200) (200) Revenue -42.4% -19.1% 43.1% 27.1% -10.7%
Interest paid (544) (515) (330) (421) (417) Gross profit 6.7% -19.9% 40.0% 25.5% -11.5%
Others (163) (237) (54) - - EBIT 5.8% -37.4% 38.9% 60.9% -24.5%
Cashflow from financing (692) 56 (855) (603) (760) PBT 6.7% -52.9% 100.5% 161.0% -17.8%
Margins
Net change in cash (166) (730) 264 156 532 Gross profit margin 14.6% 14.4% 14.1% 14.0% 13.8%
Cash at the start of the period 1,922 1,739 1,013 1,297 1,453 EBIT margin 10.5% 8.1% 7.9% 10.0% 8.4%
Currency translation (27) (27) (27) (27) (26) Net profit margin 4.9% 3.3% 3.8% 9.2% 8.4%
Others - - - - - Key Ratios
Ending cash 1,739 1,013 1,297 1,453 1,985 ROE 4.2% 3.2% 8.1% 20.8% 14.3%
*nm - not meaningful ROA 1.4% 1.0% 2.1% 5.8% 4.2%
Net Gearing (%) 120.7% 199.8% 160.8% 123.7% 96.1%

Source: Company, Phillip Securities Research (Singapore) Estimates

#0n September 11, 2020, the Company distributed its holdings of ordinary shares in the capital of

a subsidiary, Sembcorp Marine (SCM) to its shareholders. Consequent to the distribution, the performance
of the marine segment in the current financial year, for the period from Jan 1, 2020 to Sept 11, 2020

is reported as a discontinued operation with comparative information re-presented accordingly.
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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 limite d 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 limite d 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 res earch house, please note:
1. 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

2. tothe 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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