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Hyflux Ltd

Still upbeat about the water sector

Seasonally weaker 1Q09 results. Hyflux Ltd posted its 1Q09 results
last night. Revenue fell 1.6% YoY at S$88.2m, mainly due to the continued
weakness in industrial sales in China (down 35.1%), hit by the challenging
economic conditions. But municipal sales managed to grow 7.3% YoY,
driven by its still strong order pipeline in that segment. Gross margin also
improved from 23.3% in 1Q08 to 33.2%, largely aided by lower raw material
prices as well as subcontractor's costs. Nevertheless, due to the absence
of a tax credit in 1Q09 (versus S$1.1m in 1Q08), net profit slipped 11.5%
to S$5.1m. On a sequential basis, revenue tumbled 50.8%, while net profit
tumbled 62.0%, highlighting the usual seasonality of its revenue stream;
the first quarter typically records the lowest revenue due to the long Chinese
New Year holiday in China (See Exhibit 1).

Upbeat about Algeria, China prospects. Going forward, management
believes that the outlook for the water industry remains upbeat, especially
in Middle East & North Africa (MENA). Hyflux is particularly bullish about
its growth potential in Algeria, as it has just achieved financial close for the
US$443m Magtaa Desalination Plant - touted to be the largest in the world
with a capacity of 500k m3/day. Construction of the US$200m Tlemcen
Plant is also progressing well and is expected to be operational by end
2009. Meanwhile, management is also equally upbeat about its prospects
in China, where the company is building and/or operating as many as 30
water treatment plants. One area that Hyflux sees potential is in the growth
of water tariffs in China, which are still extremely low by international
standards. Although tariffs have grown some 60% between 2003 and 2007,
the average is around US$0.20/m3 versus global average of US$3.00/m3.

Expect seasonal uptick in 2Q09. Although management did not provide
an update of its order book - EPC jobs last stood at S$1.14b (end Dec 08),
the ongoing projects to be completed should ensure that revenue and
earnings see the seasonal uptick in 2Q09 and the rest of the year. As
such, we are leaving our FY09 estimates unchanged despite 1Q09 revenue
and earnings meeting just 14.4% and 8.3% of our full year estimates. And
given the recent re-rating of the equity market, we correspondingly raise
our valuation from 16x (trough) to 18x FYO9F EPS and our fair value from
S$1.87 to S$2.11. Maintain BUY.

Year to Turnover EBITDA Net Profit EPS EPS Growth PER Div Yield
31 Dec (S$m) (S$m) (S$m) (cents) (%) (x) (%)
FY 07 192.8 43.6 32.9 6.3 111.0 30.2 1.0
FY 08 554.2 87.2 59.0 11.3 78.1 17.0 1.8
FY 09F 611.6 95.1 61.5 11.7 4.2 16.3 1.8
FY 10F 672.6 104.9 70.7 13.5 14.9 14.2 1.8

Please refer to the important disclosures at the back of this document.
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Exhibit 1: Revenue and Earnings Trend
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Source: Bloomberg
Hyflux's Key Financial Data
Hyflux Results 1Q08 1Q09 % Chg 4Q08 % Chg
Year Ended 31 Dec (S$ m) (S$m) (S$m) (YoY) (S$m) (QoQ)
Revenue 89.6 88.2 -1.6% 179.2 -50.8%
Gross profit 20.9 29.3 40.2% 50.0 -41.5%
Gross margin 23.3% 33.2% 27.9%
EBITDA 8.8 11.6 31.5% 20.3 -43.2%
Depreciation & amortisation -2.1 2.4 16.0% -3.2 -24.6%
Net interest -1.6 2.2 43.7% -1.7 34.7%
FV Adjustment -0.2 0.0 nm -0.2 nm
Associates 0.5 -0.9 nm -0.9 nm
Exceptionals -0.1 0.0 nm -0.1 nm
Pre-tax profit 54 6.0 12.4% 14.3 -57.8%
Tax 1.1 -1.8 nm -1.4 21.5%
Minority interests -1.0 0.1 nm 0.3 -79.6%
Net profit 5.7 5.1 -10.6% 13.4 -61.7%
Underlying profit 5.8 5.1 -11.5% 13.5 -62.0%
Net margin 6.5% 5.8% 7.5%
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Exhibit 2: Segmental Revenue
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Segments (S$ m) 1Q08 1Q09 % YoY 4Q08 % QoQ
Municipal 70.3 75.40 7.3% 165.5 -54.4%
Industrial 19.1 12.40 -35.1% 13.6 -8.7%
Others 0.1 0.40 300.0% 0.2 118.6%
Total 89.5 88.20 -1.5% 179.2 -50.8%
EARNINGS FORECAST

Year Ended 31 Dec (S$ m) FY07 FY08 FYO9F FY10F
Revenue 192.8 554.2 611.6 672.6
EBITDA 43.6 87.2 95.1 104.9
Depreciation & amortisation -7.2 -9.7 -9.4 -10.8
Operating Profit 36.4 77.5 85.6 94.2
Net interest -6.3 -5.5 -12.1 -10.2
Associates 1.3 -1.4 0.0 0.0
Exceptionals 10.8 0.0 0.0 0.0
Pre-tax profit 38.7 70.4 73.5 83.9
Tax -2.0 -8.2 -8.8 -10.1
Minority interests -3.7 -3.2 -3.2 -3.2
Net profit 32.9 59.0 61.5 70.7
Underlying profit 22.1 59.1 61.5 70.7
Earnings per share (cents) 6.3 11.3 11.7 13.5
Fully diluted earnings per share (cents) 6.2 11.3 11.5 13.2
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BALANCE SHEET

As at 31 Dec (S$ m) FYO07 FYO08 FYO9F FY10F
Cash 121.0 90.7 47.7 81.9
Other current assets 218.5 293.4 287.0 305.1
Fixed assets 62.6 56.9 65.4 72.7
Other long term assets 147.4 405.5 543.6 544.7
Total assets 549.5 846.6 943.8 1,004.3
Current liabilities less debt 100.9 274.3 250.0 279.2
Debt 198.5 258.1 332.8 308.7
Other long term liabilities 3.1 6.3 6.3 6.3
Total liabilities 302.4 538.7 589.2 594.2
Shareholders equity 239.8 297.5 3411 393.4
Minority interests 7.3 10.4 13.5 16.7
Total equity and liabilities 549.5 846.6 943.8 1,004.3
NTA per share (cents) 38.0 44.0 52.3 62.3
CASH FLOW

Year Ended 31 Dec (S$ m) FY07 FY08 FYO9F FY10F
Operating profit before working cap. changes 47.4 98.4 117.8 116.3
Working capital changes 29.2 -67.3 -45.0 -4.0
Interest and tax -8.5 -8.6 -20.7 -19.4
Net cash from operations 68.2 225 52.1 92.8
Capex -30.4 -18.8 -18.0 -18.0
Other investing flows -111.9 -77.8 -134.7 1.5
Investing cash flow -142.3 -96.6 -152.7 -16.5
Change in equity 4.7 3.3 0.0 0.0
Net change in debt 140.8 50.7 74.8 -24.1
Dividends paid -7.0 -9.9 -18.0 -18.0
Others -0.3 -0.7 0.0 0.0
Financing cash flow 138.1 43.3 56.8 -42.1
Forex adjustments 1.1 1.2 0.0 0.0
Net cash flow 65.2 -29.6 -43.8 34.2
Cash at beginning of year 55.8 121.0 91.5 47.7
Add: Bank overdraft and fixed deposit pledged to banks 0.0 -0.7 0.0 0.0
Cash at end of year 121.0 90.7 47.7 81.9
Key Ratios

PER (x) 30.2 17.0 16.3 14.2
Price/NTA (x) 5.0 4.3 3.7 3.1
EV/EBITDA (x) 24.8 13.4 13.5 11.7
Dividend yield (%) 1.0 1.8 1.8 1.8
ROIC (%) 5.1 10.6 9.1 10.1
ROE (%) 9.2 19.9 18.0 18.0
Net gearing (%) 32.3% 56.2% 83.6% 57.7%
PE to growth (x) 0.3 0.2 3.9 1.0
Source: Company data, OIR estimates
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SHAREHOLDING DECLARATION:
The analyst/analysts who wrote this report holds 1,875 shares in the above security.

RATINGS AND RECOMMENDATIONS:

OCBC (ljnvestment Research’s (OIR) technical comments and recommendations are short-term and trading
oriented.

- However, OIR’s fundamental views and ratings (Buy, Hold, Sell) are medium-term calls within a 12-month
investment horizon. OIR’s Buy = More than 10% upside from the current price; Hold = Trade within +/-10%
from the current price; Sell = More than 10% downside from the current price.

- For companies with less than S$150m market capitalization, OIR’s Buy = More than 30% upside from the
current price; Hold = Trade within +/- 30% from the current price; Sell = More than 30% downside from the
current price.

DISCLAIMER FOR RESEARCH REPORT

This report is solely for information and general circulation only and may not be published, circulated,
reproduced or distributed in whole or in part to any other person without our written consent. This report
should not be construed as an offer or solicitation for the subscription, purchase or sale of the securities
mentioned herein. Whilst we have taken all reasonable care to ensure that the information contained in this
publication is not untrue or misleading at the time of publication, we cannot guarantee its accuracy or
completeness, and you should not act on it without first independently verifying its contents. Any opinion or
estimate contained in this report is subject to change without notice. We have not given any consideration
to and we have not made any investigation of the investment objectives, financial situation or particular
needs of the recipient or any class of persons, and accordingly, no warranty whatsoever is fglven and no
liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the recipient
or any class of persons acting on such information or opinion or estimate. You may wish to seek advice
from a financial adviser regarding the suitability of the securities mentioned herein, taking into consideration
your investment og/ect/ves, financial situation or particular needs, before mak/ng a commitment to invest in
the securities. OCBC Investment Research Pte Ltd, OCBC Securities Pte Ltd and their respective connected
and associated corporations together with their respective directors and officers may have or take positions
in the securities mentioned in this report and may also perform or seek to perform broking and other
investment or securities related services for the corporations whose securities are mentioned in this report
as well as other parties generally.

Privileged/Confidential information may be contained in this message. If you are not the addressee indicated
in this message (or responsible for delivery of this message to such person), you may not copy or deliver
this message to anyone. Opinions, conclusions and other information in this message that do not relate to
the official business of my company shall not be understood as neither given nor endorsed by it.

Co.Reg.no.: 198301152E For OCBC Investment Research Pte Ltd

Carmen Lee
Published by OCBC Investment Research Pte Ltd Head of Research
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