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SNC-Lavalin Group Inc. shares dipped further on Wednesday in the wake of bad 

second-quarter results last week, which prompted TD Securities to downgrade 

the stock to hold from buy and lower its price target to $46 from $49. 

Even with the special claims and provisions taken by SNC for troubled contracts 

in the quarter, the results for its core engineering and construction business 

“were very disappointing” as the business earned only a fraction of the operating 

income generated in recent quarters, TD analyst Michael Tupholme said in a 

research note published Aug. 7. 

 “Concerns [about that performance] combined with increased uncertainty 

surrounding the timing and degree of improvements in the business have 

prompted us to lower our core earnings estimates rather materially for the 

balance of the year,” Mr. Tupholme said. “Our confidence in the company’s 

outlook has decreased.” 

The chief executive of Canada’s largest engineering company, Robert Card, is 

trying to put SNC-Lavalin on solid footing again following the arrest of two 

former senior executives on corruption charges. There is widespread belief the 

firm will also be formally charged under Canada’s anti-bribery laws. 

Police in both Canada and Europe continue their investigations while SNC has 

tightened its internal controls in a bid to avoid a repeat of the alleged 

wrongdoing. Mr. Card has previously said SNC has several problematic contracts 

signed by former management that he is trying to close out without losing too 

much money.  

The company posted a surprise loss of $37.7-million or 25¢ for its latest quarter 

and said net income for 2013 would be materially lower than previously expected. 

The stock has dropped 10% over the past five trading sessions. 



There is not a lot of downside from current price levels, Mr. Tupholme said in his 

note, because the shares are now trading at about $40.23, near their historical 

bottom for SNC’s core engineering business. There’s also a reasonably good 

likelihood the company may soon sell one or more of its smaller infrastructure 

concession assets, which will boost the stock. 

Still, the sheer unpredictability of SNC’s situation now means investors should 

put their money elsewhere, the analyst said. 

“On balance there is, in our view, simply too much uncertainty and risk related to 

potential recovery in the core [engineering and construction] business for us to 

continue recommending that investors add to positions,” he said. 

TD’s move follows a remodelling of SNC’s prospects by several other analysts in 

recent days, including those at Scotiabank, who cut their one-year target price on 

the stock to $43 from $46. 

“We expect SNC’s price-earnings multiple will remain under pressure as long as 

the company’s core engineering earnings remain volatile,” Scotiabank analyst 

Anthony Zicha said in a note. 

He rates SNC shares at sector perform. 

Desjardins Securities maintained its buy rating on SNC shares, but lowered its 

target to $50 from $52. 

“Although the earnings miss was sizeable and disappointing, we do not expect the 

quarter to significantly impair SNC’s ability to improve its operating performance 

in 2014,” Desjardins analyst Pierre Lacroix said in an Aug. 6 note. 

“With revised guidance and the recent decline in the backlog, we believe 

expectations could reach a sweet spot that could better position the company to 

surpass expectations. In our experience, these windows have been timely 

opportunities to add to positions in SNC.” 
 


