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due to the strong integration between the two firms. Source: OCBC, Bloomberg
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Credit Headlines:

China Vanke Co. Ltd (“Vanke”): Vanke reported a robust set of 1Q2016 results with the company benefitting from the recovery in the China property
market and low base from 1Q2015 during the last legs of the downturn. Revenue was up 63% y/y to RMB13.7bn on a 61.3% yl/y increase in booked area
to 1.18mn sgm. Gross margins fell to 27.3% from 29.7% as industry margins remained pressured by stiff competition in acquiring land. 1Q2016 EBITDA
was up 76% y/y to RMB1.8bn despite the decline in gross margins as the company remained disciplined on distribution costs and administrative
expenses. Vanke’s credit profile remained strong despite 1) ramping up land acquisitions during the quarter (7.3mn sqm, 133% of contracted area sold),
2) an increase in gross debt to RMB88.1bn g/q from RMB79.5bn mainly due to the issuance of onshore bonds to lower financing costs. Net gearing as a
result increased to 25% from 20% at the end of 2015. Cash as a result decreased to RMB50.1bn from RMB51.7bn at the end of 2015, but was still
sufficient to cover bonds and bank loans maturing within a year by 1.85x. Going forward, key thing to watch out will be the terms of the MOU with
Shenzhen Metro Group and how the asset purchases are funded although it does look at this juncture that it might be substantially equity funded to dilute
Baoneng Group’s stake in the company. Overall, we maintain Vanke’s issuer profile at positive with an Overweight recommendation on the SGD Vanke
17s. (Company, OCBC)

United Overseas Bank Ltd (“UOB”): UOB’s 1QFY2016 results were more or less as expected with total income and net earnings impacted by the weaker
operating environment. That said, there were some positives in the results with loan quality and the NPL ratio showing signs of stability, and the loan base
expanding by 3% y/y and 1% g/q mostly from Singapore. This along with higher interest rates led to a y/y expansion by 2bps in UOB’s net interest margin
to 1.78% (although on a g/q basis, net interest income was flat as loan growth was offset by the decline in interest rates leading to slight drop in NIM to
1.78% from 1.79% in 4QFY2015). UOB’s liquidity also benefitted from 6.4% growth in deposits, mostly from Singapore and China. These developments
were somewhat mitigated however by weak performance in non-interest income which fell 8% y/y due to lower wealth management fees and trading and
investment income. In particular, the Global Markets and Investment Management segment actually generated an operating loss of SGD24mn in 1Q16
against a SGD128mn operating profit in 1Q15. The overall impact on capital ratios was relatively muted with the Tier 1 capital ratio weakening slightly to
12.8% from 13.0% as at 31 December 2015 due to growth in risk weighted assets. Total capital ratios however improved to 16.0% from 15.6% due to the
increase in retained earnings as well as issuance of USD700mn in Tier 2 subordinated notes. In summary, UOB’s results are in line with the general
operating environment. A key consideration going forward remains whether asset quality has indeed been contained and the worse is over. (OCBC,
Company)

Sembcorp Industries / Sembcorp Marine (“SCI” / “SMM”): SMM reported 1Q2016 results with revenue declining 29.6% y/y to SGD918.4mn. Revenue
continues to be pressured by the slump in O&G upstream activities impacting demand for newbuild drilling assets. SMM indicated that revenue generated
from drilling assets (rigs & floaters) fell 43.0% y/y to SGD540.0mn. The decline in revenue was lower than Keppel's O&M segment (revenue fell 57.6%
yly). SMM’s operating profit fell 48.1% y/y to SGD71.7mn, due to the fall in revenue and higher depreciation expense. Operating margin hence
compressed to 7.8% (1Q2015: 10.6%). Operating cash flow was negative SGD72.9mn due to working capital needs for on-going rig building projects.
Capex spend was SGD102.1mn, driven by investments in both the Tuas yard as well as Brazil yard (~SGD60mn). As such, FCF was negative
SGD175mn for the quarter. SMM also spent SGD47.3mn on their Gravifloat acquisition. The cash gap was funded via additional borrowings (+15% g/q to
SGD3.9bn). The additional borrowings helped improve SMM’s cash balance as well to SGD957.1mn. As such, net gearing worsened from 103% to 107%
g/g. Net order book has declined from SGD10.4bn (end-2015) to SGD9.7bn (end-1Q2016), with SMM winning SGD60mn in new contracts during the
quarter for LNG modules fabrication. Note that the balance of the Sete Brasil orders are still part of the net order book. Management has reiterated that
the SGD329mn in provisions taken for the Sete Brasil contract during 4Q2015 remain adequate. Given SCI’s investment needs for its India power
assets, and the still difficult domestic power market, we believe that SCI's non-O&M businesses could generate negative FCF as well. As such, SCI’s net
gearing is likely to increase as well when its 1Q2016 results are announced in a couple of weeks. (Company, OCBC).
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