SES: “More $/€ to come”

By Chris Forrester

Investment bankers Morgan Stanley have taken a close look at SES Global, following on the May 6 news of SES’ announced plan to buy in 9% of its own stock. Morgan Stanley senior analyst Sarah Simon suggests there’s likely more cash to come to shareholders, although she also says that SES’ two core investors, the Luxembourg state and General Electric, might also have to give up some equity if the free float is to stay in equilibrium. 

But this is only part of the story. It seems, at least according to Morgan Stanley, that SES is in for a buoyant couple of years, with Americom and Astra, its two “anchor” brands, being well positioned to take advantage of a market renaissance. 

A few weeks ago, SES Global presented at the Morgan Stanley Media & Communication event in Washington, and evidently delivered a highly bullish picture of its trading position, in particular with reference to SES Americom’s activities. It emerged that Americom is achieving some 85% penetration of the US cable market with its HD Prime slot, and expects to be at 90% by the end of this year.  Moreover, the very real capacity shortages in the US and Europe means SES now has real opportunities to start ramping transponder prices up. Morgan Stanley’s revenue forecast picture for SES Astra, for example, is impressive. Its satellites at 19.2 deg E, now mainly transmitting to Germany and France, can expect to generate an extra €90m over the next 4 years (compared to 2004), and at 28.2 deg E where Astra transmits BSkyB’s UK and Ireland channels, revenues will expand €70m. Even allowing for modest growth on Astra 4A’s bundle of transponders into Africa (from just €1.7m this year to €12.8m in 2008, and a phasing out of the 24.2 and 5.2 deg E slots, Astra’s gross revenues will expand from last year’s €663.6m to an impressive €868.6m during 2008. 

Morgan Stanley, in its May 16 report, says: “We believe that a share buyback can drive further value appreciation as it should result in a lower cost of capital.” The report suggests that the share buy-back could affect SES’ two major shareholders: GE Capital and the Luxembourg government, who might trim their stakes. An alternative might be for SES to significantly increase its dividends to shareholders. “If the latter, we believe SES Global could offer a 2006 dividend yield of more than 15%,” say the bankers.

Meanwhile, SES has green-lit the acquisition of Astra 1M. The new satellite is being fast-tracked as a fleet back up, with a primary mission to replace to replace Astra 1H and provide in-orbit backup capacity for Astra fleet at 19.2 deg East. Astra 1M will have 32 active Ku-band transponders. Astra’s president and CEO Ferd Kayser says the object of the exercise is to guarantee absolute safety for the fleet ahead of the planned launches of Astra 1KR and 1L. “The procurement is expected to include the option to interrupt the build programme and to resume the build at a later date more closely aligned to the replacement of Astra 1H capacity,” said a statement. “By slightly advancing the procurement of Astra 1M, we will also protect the timing of the move of Astra 2C to 28.2 East, to secure the growth in the buoyant UK and Irish markets,” said Kayser.

[box this]

SES Global’s African magic bullet

Key to SES’ new thinking is WorldSat 2 (originally known as AMC-12), and now partly renamed Astra 4A, at 37.5 deg West. SES partner company Star One of Brazil is taking 18 transponders that serve South America, and this portion of the craft will be marketed as Star One C-12. Astra 4A/WS2 is a 72-transponder C-Band giant, built by Alcatel Space and uses their Spacebus 4000 configuration. The craft was launched in February.

[close box]

Then there’s SES Americom, which is also changing its attitude internationally. First, a year or so ago, Americom was going to manage its widely-deployed international fleet itself. Then, the non-US assets would be spun off into a new company, WorldSat (with Andreas Georghiou as CEO). Now the plan is to bring Americom’s European arc of assets – including the Middle East and Africa - under Astra’s control with most Asian assets and sales under the care of Peter Jackson’s team at AsiaSat. 

[box this]

SES utilisation*




2005

2006

Astra at 19.2 deg E
85.5%

89.5%

Astra at 28.2 deg E
96.5

96%

NSAB Euro-footprint
75%

80%

HD Prime (Americom)
90%

95%

*Data: Morgan Stanley

[close box]

Americom/Astra firmly has Africa in its sights, and has Steve Rich looking after Africa from his Johannesburg base. It is early days, but evidently the signs are all very positive. SES’ secret weapon is SES Global’s acquisition, via Americom, of Verestar last year (the purchase closed Dec 1). Verestar’s 4 Earth Stations (Alexandria, VA, Brewster, WA, Holmdel, NJ, and Leuk, Switzerland) and their African traffic, by and large now carried by PanAmSat, will switch to Astra 4A when contract terms permit. “The first traffic will start appearing as soon as June,” says an SES insider, hinting that the traffic could soak up anything between 6 and 12 transponders. “We can now provide very easy connectivity between almost anywhere in Africa to a USA hub.” SES sees its African clients welcoming Astra 4A’s higher-power C-Band output.

[box This]

SES board changes

At a May 6 Board Meeting SES Global made some significant changes to its Board structure, reducing the overall size from 21 members to 18, but at the same time improving the expertise and professional independence of the Board’s structure. In comes old SES hand Marcus Bicknell, former New Skies chairman Terry Seddon and Jacques Espinasse, formerly Vivendi-Universal’s CFO, and Gerd Tenzer, a former main board director at Deutsche Telekom.  The new blood is seen as improving corporate governance as well as a higher degree of independence to SES’ top-level supervision. René Steichen remains as Chairman of the Board

[close this]

But what about future revenues for Americom and Astra? Again we can turn to the detailed Morgan Stanley report. Morgan Stanley suggest that Astra’s current average transponder rentals stand at €4.3m a year for 19.2 deg (for a current manifest of 101 transponders), and bargain basement €3.7m for 28.2 deg East (and 54 transponders) which serve the British Isles. These revenues will grow, with 19.2 transponder rates rising by €100,000 next year, and the same for each of the next few years until the slot is using 112 transponders at €4.6m p/a each.  The second position, 28.2 deg E, will be slower to rise in per-transponder value, especially given the longer-term rates negotiated by BSkyB, and not showing much uplift until 2008 (and then only to €3.8m a year). The bank predicts Astra’s 28.2 orbital position will grow in terms of transponder utilization from today’s 54 to 69 in 2008. Americom’s transponder rentals typically range from €1.3m-€1.4m per annum.

[Box this]

SES Astra: Revenue Forecasts (€m)

Year to December 
2004 
2005e 
2006e 
2007e 
2008e

19.2 


426.2 
437.4 
463.4 
490.2 
512.4

28.2 


190.5 
197.2 
199.1 
229.3 
260.5

23.5 


27.7 
29.6 
31.9 
34.5 
37.3

24.2 


2.6 
9.4 
14.3 
8.5 
-

5.2 


0.2 
0.1
 -
 - 
-

Other 


16.5 
17.0 
17.5 
18.0 
18.4

DPC*


- 
22.0 
22.9 
23.8 
24.7

Spot Beam 

-
0.2 
0.8 
1.7 
2.5

Astra 4A - 

-
1.7 
8.3 
11.1 
12.8

Total ASTRA 

663.6 
714.5 
758.1 
817.1 
868.6
Note: Astra’s Digital Play-Out Centre, net of inter-company

Data: Morgan Stanley

[close box]

Add in Americom, NSAB, AsiaSat and its other part-owned satellites and other investments, and the revenue picture grows from last year’s €1.082bn to a healthy €1.6bn during 2008. As part of a wider picture, Morgan Stanley acknowledges that SES has to maintain a flexible attitude to capital expenditure especially in regards to satellite launches, a risk-laden process unfortunately, where little is certain. Currently SES guidance is that Astra’s recent RFP for Astra 1M will go through to procurement and launch, even if there remains a possibility that the satellite is held as a ‘ground spare’. This gives Morgan Stanley three potential outcomes:

1: Capex guidance is lowered for 2007 and 2008, because Astra 1KR and Astra 1L are both launched successfully, and 1M is put on ice;

2: Revenues are higher than we forecast from 2008, because 1M is launched and begins to capture new

business alongside that generated by 1KR and 1L.

3: 1KR or 1L fails, 1M is therefore launched and capex and revenues are unaffected. SES receives insurance compensation for the lost satellite.

“One of these alternatives is correct, the problem is that we do no know which one. What is clear, however, is that our forecasts are too conservative in this respect,” states Morgan Stanley. “In our view Astra 1M is more likely to be a source of medium and longer-term earnings upgrades. For given the strong demand in Europe at present, we would expect that 1M will be launched, perhaps in 2008, and that, as discussed earlier it will generate revenues that are not currently in our estimates.”

SES is reportedly in discussions with Echostar to move Echostar 4 (already declared a total loss by insurers) to Mexico’s 77 deg West slot ahead of a July 10 FCC deadline, in order to secure the orbital position for SES-backed QuetzSat. 
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