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Protracted weakness

SINGAPORE | OIL & GAS | 3Q18 RESULTS

e 3Q18 revenue and net loss exceeded our expectation due to an $$34mn loss on the
sale of a semi-submersible.

e  Repairs and Upgrades segment secured a big contract.

e Order flow, profitability and guidance remain weak.

e We revised down our FY18e BVPS (from SGS1.1 to SGS$1.0) due to the loss on the
disposal and the lower margin assumption. Based on the 5-year average PBR of 1.6x,
our revised TP is S$1.65 (previously $$1.78). It is worth mentioning that the historical
PBR low was around 1.0x. We upgrade our recommendation to NEUTRAL due to the
recent price correction.

Results at a glance

(SGD mn) 3Q18 3Q17 YoY (%) Comments
(Restated)

Revenue 1,167.2 728.8 60.2 Higher revenue recognition for rigs & floaters upon the delivery of
2 jack-up rigs to Borr Drilling and revenue recognition for newly
secured projects

Gross profit (12.8) 126.7 N.M. Loss upon the sale of a semi-submersible, continued low overall
business volume which impacted the absorption of overhead
costs, offset by margin recognition from newly secured
production floater projects and delivery of rigs.

Operating proft (21.3) 136.3 N.M. Foreign exchange gain arose from the revaluation of assets and
liabilities denominated in USD and SGD; Higher sales of scrap

PATMI (29.8) 100.7 N.M. Inline with the above

N.M.: not meaningful
Source: Company , PSR

Positives

+ A big contract under Repairs and Upgrades segment in 3Q18: In Sep-18, SMM was
awarded the biggest technology retrofits contract to date. The contract was granted by
Maran Tankers for the installation of marine scrubbers and ballast water management
system on 13 of the Greek owner’s vessels. With this contract, SMM has an order book of
four marine scrubbers and 23 ballast water management system. Revenue for this segment
was S$336mn with a 5% YoY drop in 9M18. The average revenue per vessel surged by 35%
YoY to $51.46mn, offsetting the decrease in the number of vessels repaired.

Negatives

- Hardly see a turnaround in the near term: Brent crude oil price averaged US$78/bbl (up
44% YoY) in 3Q18, which supported the recovery of upstream drilling activities.
Management believed the capex on global exploration and production (E&P) would
continue to improve. However, the over-supply of offshore rigs and vessels takes a longer
time to generate new order flows in the sector. Meanwhile, margins remain compressed
due to intense competition. Management expects the trend of negative operating profit to
continue for a few more quarters.

- Orders book dwindling: The net order book continues to decline (3Q18: S$6.4bn vs FY17
(restated): S$8.4bn). New contracts secured YTD came from Floaters segment, amounting
to S$730mn (FY17 Floaters: SS911mn). Though management is optimistic about the
increasing enquiries of LNG projects, there is no contract announced so far.
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Outlook

It is encouraging that oil price was back to four-year high recently. However, we believe the
sustainability of the current level (c.USS80/bbl) matters. Two key factors are directing the
recovery of SMM, capex on E&P and vibrancy of upstream drilling and production activities
(measured by charter rate and utilisation rate). Since SMM’s business is order book- driven,
we have not seen any evident signal that its profitability will turn around in the near turn.
In a nutshell, the survival mode is still on.

Upgrade to NEUTRAL with a lower target price of $$1.65

We revised down our FY18e BVPS (from SGS$1.1 to SGS$1.0) due to the loss on the disposal
and the lower margin assumption. Based on the 5-year average PBR of 1.6x, our revised TP
is S$1.65 (previously S$1.78). It is worth mentioning that the historical PBR low was around
1.0x. We upgrade our recommendation to NEUTRAL due to the recent price correction.
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Income Statement
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Balance Sheet

Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e
Revenue 4,968 3,545 2,387 5,083 4,802 ASSETS
Gross profit 131 293 61 (36) 43 PP&E 3,541 3,987 3,995 4,157 4,341
EBITDA (18) 363 191 92 169 Trade receivables 54 53 169 1,320 1,426
Depreciation & Amortisation 132 138 170 183 189 Intangible assets 47 202 179 211 188
EBIT (150) 225 20 (91) (21) Associates & JVs 312 75 68 71 76
Net Finance (Expense)/Inc (36) (81) (84) (49) (39) Others 131 80 52 52 52
Associates & JVs (173) (35) (4) (3) (2) Total non-current assets 4,084 4,397 4,463 5,811 6,083
PBT (378) 91 (16)  (142) (61) Cash 629 1,217 1,301 1,111 1,337
Taxation 78 (15) 26 28 12 Trade receivables 590 492 567 736 686
PAT (300) 75 10 (114) (49) Inventories & WIP 3,833 3,067 2,776 1,508 1,220
Non-controlling interest (10) (4) (4) (5) (5) Others 65 242 45 30 30
PATMI, reported (290) 79 14 (109) (44) Total current assets 5,117 5018 4,688 3,386 3,274
PATMI, adj. 384 79 14 (109) (44) Total Assets 9,201 9,415 9,151 9,196 9,357
LIABILITIES
Trade payables 78 91 105 162 175
Per share data Borrowings 2,465 2,791 3,247 3,085 2,931
Y/E Dec (SG Cents) FY15 FY16 FY17 FY18e FY19e Others 97 177 137 152 154
EPS, basic (13.9) 3.8 0.7 (5.2) (2.1) Total non-current liabilities 2,640 3,059 3,489 3,400 3,261
EPS, diluted (13.9) 3.8 0.7 (5.2) (2.1) Trade payables 2,519 2,120 2,236 2,521 2,738
DPS, basic 6.0 2.5 2.0 - - Borrowings 915 1,364 853 1,023 1,173
DPS, diluted 6.0 2.5 2.0 - - Progress billings in excess of WIP 288 193 - - -
BVPS (SGD) 1.2 1.2 1.2 1.0 1.0 Others 175 70 54 67 70
Total current liabilities 3,897 3,748 3,143 3,611 3,982
Total Liabilities 6,537 6,807 6,632 7,011 7,242
Cash Flow Shareholder Equity 2,511 2,562 2,478 2,149 2,083
Y/E Dec, SGD mn FY15 FY16 FY17 FY18e FY19e Non-controlling interest 153 46 41 36 31
CFO
Operating profit (150) 225 20 (91) (21) Valuation Ratios
Adjustments 686 159 183 188 189 Y/E Dec FY15 FY16 FY17 FY18e FY19e
WC changes (1,364) 284 (59) (177) 447 P/E (x) N.M. 37 275 n.m. n.m.
Cash generated from ops (828) 669 144 (80) 615 P/B (x) 1.5 1.1 1.6 1.6 1.6
Others (161) (100) (94) (21) (27) EV/EBITDA (x) N.M. 15 35 69 36
Cashflow from ops (989) 569 50 (101) 588 Dividend Yield (%) 3.4 1.8 1.1 0.0 0.0
Growth & Margins (%)
CFI Growth
CAPEX, net (932) (421) (176) (300) (350) Revenue -15%  -29%  -33%  113% -6%
Others 0 (69) 242 (47) - EBITDA n.m. n.m. -48% -52% 84%
Cashflow from investments (932) (490) 65 (347) (350) EBIT n.m. n.m. -91% n.m. n.m.
PATMI, adj. -31% -79% -82% n.m. n.m.
CFF Margins
Loans, net of repayments 1,744 768 24 8 (4) EBITDA margin 0% 10% 8% 2% 4%
Dividends to shareholders (251) (73) (42) (21) - EBIT margin -3% 6% 1% n.m. 0%
Dividends to non-controlling interest (15) (1) (0) (1) (8) PATMI margin, adj. 8% 2% 1% n.m. -1%
Others (11) (160) (6) - - Key Ratios
Cashflow from financing 1,467 534 (24) (13) (12) ROE (%), adj. 15% 3% 1% -5% -2%
Net change in cash (454) 612 91 (461) 226 ROA (%), adj. 4% 1% 0% -1% 0%
Effects of exchange rates 5 (23) (7) - - Net Debt or (Net Cash) 2,751 2,938 2,799 2,997 2,767
Ending cash 898 1,488 1,572 1,111 1,337 Net Gearing (x) 1.0 1.1 1.1 1.4 1.3

Source: Company, PSR

*Forward multiples & yields based on current market price; historical multiples & yields based on

historical market price.
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Total Returns Recommendation Rating
> +20% Buy 1
+5% to +20% Accumulate 2
-5% to +5% Neutral 3
-5% to -20% Reduce 4
<-20% Sell 5

We do not base our recommendations 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 limited 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 limited 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 research house, please note:

(i) 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

(ii) to the 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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