Keppel Corporation

Strategic review of O&M unit and divestments to drive potential
re-rating

SINGAPORE | CONGLOMERATE | INITIATION

= Reaffirmation of capital recycling to unlock S$17.5bn a potential re-rating catalyst.

= 100-day programme to provide greater clarity on Keppel O&M and remove key overhang.

=  Longer-term ROE target of 15% intact.

= |nitiate with BUY and SOTP TP of $$6.12, with a 10% holding-company discount. Our TP
translate to about 1.0x FY21e book value, a slight discount to their 5-year average of 1.05x.

Company Background
Keppel Corp is an investment holding and management company with operations in Offshore
& Marine, Infrastructure, Property and Investments.

Investment Merits

1. Reaffirmation of capital recycling to unlock $$17.5bn a potential re-rating catalyst.
Keppel has identified S517.5bn worth of assets that can be monetised over time. We
view this positively as it provides greater certainty on the assets available as well as
timeline for monetisation.

2. 100-day programme to provide clarity on Keppel O&M and remove key overhang.
Keppel has launched a Vision 2030 transformation office and 100-day programme to
drive growth. We expect its ongoing strategic review of its 0&M and Logistics units to
provide more clarity on the Group’s pathway to its ROE target of 15%. We understand
that the outcome of its Keppel O&M review — open to both organic and M&A options
- will be known at the end of the 100 days. We expect an announcement in January
2021. We think the Group could scale down its operations to focus on renewable
energy or transition its O&M business to a more asset-light model to free up debt
requirements. This could potentially lead to a re-rating.

3. Longer-term ROE target of 15% intact. Keppel’s shipyards have resumed operations
since Singapore’s easing, with 15,000 workers back at their work sites as at end-Sep
2020. Recent contract wins have lifted its orderbook above S$4bn. This is expected to
support operations over the next two years. In property, Keppel is also expected to
divest over S$7bn of assets in the next few years. Proceeds are expected to be re-
invested to new growth areas. A key part of its Vision 2030 is breaking down the silos
within the Group to achieve OneKeppel. We believe this will enable the Group to
achieve greater scalability, better synergies and new profit pools that might not be
available to individual business entities, nudging it towards its ROE target.

Outlook
Its strategic reviews and Vision 2030 are expected to put the Group firmly on the road to its
ROE target of 15%. This is expected to lead to a strong re-rating of its shares.

Initiating coverage with BUY rating and TP of $56.12

We initiate coverage with a BUY recommendation and target price of $$6.12. Our TP is based
on sum-of-the-parts (SOTP) valuation with a 10% holding-company discount. We value its
Offshore & Marine division at 0.6x book value, about a 16% discount to peers (Figure 42). We
value its Property segment at a 40% discount to RNAV and Infrastructure division at 12x FY21e
earnings, in-line with peers. We also value M1 at 12x FY21e earnings, a slight discount to the
sector average of 13x. We value Keppel’s stake in Sino-Singapore Tianjin Eco-city at 1.5x book
value.
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Background

Keppel Corp is an investment holding and management company for offshore and marine
engineering and construction services. It also has interests in Infrastructure, Property and
Investments.

Six years after the O&M downturn, Keppel has announced a strategic review of its O&M
division, with a decision expected in January 2021.

It has rolled out OneKeppel as part of its Vision 2030 strategy, to harness synergies within the
Group and pave the way for greater scalability.

Business segments
Offshore & Marine includes offshore rig design, construction, repair and upgrading, ship
conversions, repair and specialised shipbuilding.

Property covers property development, investment and fund management. Keppel Land, with
a pipeline of about 45,000 homes in Singapore and overseas, is diversified in Asia, with
Singapore, China and Vietnam as its key markets.

Infrastructure focuses on environmental engineering, power generation, logistics and data
centres, where the Group owns and operates competitive energy and infrastructure solutions
and services.

Investments consist mainly of interests in investment holding companies. These include Keppel
Capital, the Group’s asset-management arm with AUM of S$33bn as at end-2019, and M1
Limited, a leading telco in Singapore with more than 2mn customers.

Keppel has started reclassifying its businesses under Energy & Environment, Urban
Development, Connectivity and Asset Management. It has started reporting its financials under
these new segments.

Business model

Recycling capital is a core part of the Group’s strategy. It has set up different REITS and trusts
to recycle capital: Keppel DC REIT (Neutral, TP: 2.91), Keppel REIT (NR) and Keppel Infrastructure
Trust (NR) to list a few.

From the time an asset is created till its injection into a Keppel-managed trust or fund, their
business model generates multiple income streams which enables the Group to create and
capture value across its businesses. To accelerate growth, the Group is also expanding its capital
base. It has been bringing on board like-minded co-investors through its private funds to seize
opportunities for asset creation without straining its balance sheet. This turns its assets
efficiently and unlocks value.

Figure 4: Keppel’s multi-businesses provide avenues for its business verticals to create value
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Figure 1: FY19 sales breakdown
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Figure 2: FY19 EBITDA breakdown
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Figure 3: Keppel’s ROEs have been
dragged down by its O&M unit
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Investment Merits

1. Reaffirmation of capital recycling to unlock $$17.5bn a re-rating catalyst. Keppel
has identified S$17.5bn of assets that can be monetised over time. This road map
provides greater certainty on the assets for monetisation as well as the timeline.
While asset recycling has been a core part of their strategy, setting a clear target
of monetising S$3-5bn of assets over the next three years provides visibility in the
near term. Keppel will reinvest the proceeds in vibrant new areas such as
integrated urban development, data centres and renewable energy.

2. 100-day programme to provide greater clarity on Keppel O&M and remove
overhang. Keppel has mapped out a Vision 2030 transformation plan and
launched a 100-day transformation office to drive its next phase of growth. We
expect its strategic review of its O&M and Logistics units to provide more clarity
on the Group’s pathway to its ROE target of 15%. We understand from
management that the outcome of the review — involving both organic and M&A
options - will be known at the end of the 100 days. As the office was set up at the
end of September, we are looking at a possible announcement in January 2021.
We think the review may recommend scaling down its operations to focus on
renewable energy or deconsolidating O&M. This will free up debt requirements
and transition the business to an asset-light model, potentially providing stock
catalysts.

3. Longer-term ROE target of 15% intact. Keppel's shipyards have resumed
operations since Singapore exited its circuit breaker in June. Some 15,000 workers
had gone back to their work sites as of end-Sep 2020. Recent contract wins of
S$700mn have lifted its orderbook above S$4bn. This is expected to support its
operations in the next two years. Its property segment is also expected to divest
over S$7bn of assets in the next few years. We see Keppel reinvesting the
proceeds in new growth areas such as offshore infrastructure, renewables,
integrated townships & smart cities, senior living and 5G services. A key part of its
Vision 2030 is to break down silos within the group to enable them to work
together as OneKeppel. We believe this will help the Group harness synergies,
scale up even more and capture new profit pools that might not be available to
individual business entities.

Initiating coverage with BUY and target price of $$6.12

We initiate coverage with a BUY recommendation and target price of $$6.12. Our TP is based
on sum-of-the-parts (SOTP) valuation with a 10% holding-company discount. We value its
Offshore & Marine division at 0.6x book value, about a 16% discount to peers (Figure 42). We
value its Property segment at a 40% discount to RNAV and Infrastructure division at 12x FY21e
earnings, in-line with peers. We also value M1 at 12x FY21e earnings, a slight discount to the
sector average of 13x. We value Keppel’s stake in Sino-Singapore Tianjin Eco-city at 1.5x book
value.

Risks to our view include 1) lack of clear resolution to strategic review of O&M unit, 2) a further
weakening of oil prices and 3) uncertain economic outlook.
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Investment merits

We estimate the book value of Keppel for FY20e and FY2le at $$10.7bn and S$11.2bn
respectively or $55.90 and S$6.14 per share. Our TP of $$6.12 translates to about ~1.0x FY21e

book value (a slight discount to their 5-year average of 1.05x).

Figure 5: Our SOTP valuation

|
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Share of

Book value Book value
/RNAV/  [RNAV/

S0OTP valuation 55mn Basis %owned Multiple (x) Earnings Earnings [ share
Business Segments
Offshore & Marine Met asset 100% 0.6 1,576 946 0.52
A0% discount
100% 40% 16,004 6,401 3.52
Property to RNAV
12xFy2le 100% 12.0 158 1,897 1.04
Infrastructure earnings
Investments
Listed Entites
- Keppel DC REIT 20.9% 1.0 4,654 974 0.54
- Keppel Pacific Oak US REIT 7.3% 1.0 904 66 0.04
M1 Limted Earnings 83.8% 12.0 124 1,244 0.68
Sino-Singapore Tianjin Eco-City (SSTEC) 15% 1.5 570 856 0.47
Fair value of Keppel Corp (before Holdco 6.80
discount) ’
Holdco discount 10%
Fair value of Keppel Corp 6.12

Source: PSR

(1) Price of Keppel DC REIT and Keppel Pacific Oak US REIT taken as at 27 November 2020.

Keppel has been promoting intra-company collaboration for some time. To this end, it has
introduced OneKeppel. Collaboration initiatives may include but are not limited to large-scale
urban developments or floating data-centre parks. The development of these projects will
involve different capabilities within the Group. But as we think OneKeppel will take time to
materialise, we have ascribed a 10% hold-company discount to arrive at our target price of
$$6.15. Over time, as management continues to break down the silos, we see the potential for

this discount to narrow, leading to higher valuations.
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Vision 2030: to monetise assets worth S$17.5bn

Reaffirmation of capital recycling. Keppel has identified S$S17.5bn of assets that can be
monetised. While there has always been value in Keppel for unlocking, the question was always
“when”. The latest details provide colour on the assets available for monetisation as well as a
timeline. This provides greater clarity of the Group’s outlook.

Figure 6: $$17.5bn of Keppel Group’s assets available for potential monetisation

Assets Carrying value S$bn (1)
Landbank/projects under development 7.0

Assets for monetisation through REITs / trusts or for = 4.8

sale

Non-core assets (including Keppel O&M'’s rigs) 3.9

Funds / investments that can be liquidated over time 1.8

Total carrying value 17.5

Source: Company, PSR

(1) The carrying values of assets as at 30 June 2020, before taking into account transaction costs, potential
tax liabilities, repayment of any asset financing and financing costs

In total, Keppel intends to monetise S$7.0bn of its landbank (Figure 6), which is held at historical
cost. It also intends to monetise S$4.8bn of investment properties and assets being
developed/stabilised for monetisation through Keppel-managed or third-party platforms. Non-
core assets, including Keppel 0&M oil rigs amounting to $$3.9bn, have also been identified for
divestments. Various funds and investments amounting to S$1.8bn are also expected to be
liquidated over time.

While asset recycling has been a key part of the Group’s strategy, we think setting a clear target
of monetising S$3-5bn of assets over the next three years provides greater clarity to investors.
We believe Keppel could be looking for buyers for its stranded rig-building contracts, which
include five jack-up rigs and one Cando Drillship. We estimate their market value at US$700-
900mn or S$1.3-1.4bn. Keppel could also divest commercial buildings in its portfolio like Keppel
Bay, Keppel GE Tower or i12 Katong to REITs.

We believe Keppel will reinvest the proceeds in new, vibrant areas of growth such as renewable
energy solutions, integrated urban development and data centres. At the heart of its Vision
2030 is its goal to provide solutions in sustainable urbanisation, clean energy and smart nation.

To help it get there, Keppel has established a Vision 2030 transformation office, including a 100-

day programme. The office was set up at the end of September, which implies the Group could
provide more details as early as January. This is expected to lead to a stock re-rating.
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Strategic review of Keppel Offshore & Marine timely

Commenced strategic review. Keppel is reviewing its O&M operations amid the sector’s
downturn. It will explore both organic and M&A options. Organic options include reviewing the
strategy and business model of Keppel O&M, assessing its current capacity and global network
of yards and restructuring to seek opportunities as a developer of renewable energy assets.
M&A options range from strategic mergers to disposals. Keppel declined to provide details as
the review in in a preliminary stage, but has stressed that all options are on the table.

The review comes hot on the heels of a pullout by Temasek’s wholly-owned subsidiary, Kyanite
Investment Holdings, from its S$4.1bn partial offer for Keppel in August this year. This was after
Keppel reported 2Q20 losses of $5697.6mn. The walkaway breached a precondition for the
partial buyout. Kyanite Investment defended its move by invoking a material adverse change
clause, which states that Keppel’s profit after tax must not fall by more than 20% over the
cumulative four quarters from the third quarter ended September 2019. Even though Temasek
has pulled out of the deal, we believe Keppel will still undertake its O&M review in consultation
with Temasek. Recall that Kyanite initially announced it would make a comprehensive strategic
review of Keppel with the objective of creating sustainable value for all shareholders after the
deal.

Figure 8: Singapore’s marine sector continues to struggle amid weak oil prices
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We believe that ultimately, Keppel 0&M will be deconsolidated. Three reasons for this: 1) even
though Keppel had assets of S$9.5bn in FY19, O&M EBIT was only about S$145m. This means
that Keppel generated only 1.5% in returns from its offshore & marine assets, which is a drag
on its performance; 2) globally, there is still overcapacity in shipbuilding. Competition is
expected to stiffen from consolidated or consolidating Chinese and South Korean shipyards.
Just last December, China State Shipbuilding Industry Co (CSSC) merged with China Shipbuilding
Industry Co (CSIC) [SHA: 600150, Not Rated]; and 3) oil prices remain volatile. Upstream capex
this year was cut by about 22% after the oil-price slump. For 2021, the outlook has improved in
the last few months, but is still expected to remain subdued.
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Figure 7: The December 2019 merger
of CSSC and CISC has led to the
creation of a behemoth
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Figure 9: A collapse in oil prices in
early 2020 compounded problems in
the sector
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Figure 10: Orderbook of Keppel
o&M
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In our view, the case for merging Keppel O&M and SMM is compelling, given the challenging
outlook for the sector. A merger of the two Singapore yards is expected to produce savings from
eliminating overlapping functions. The merged entity would enjoy greater bargaining power in
procuring raw materials and equipment. Merger could also free up idle or less productive yards
for other forms of development.

We expect the segment to remain weak in FY20e and FY21le as new orders remain slow.
According to Baker Hughes, U.S. oil and gas exploration and drilling rig count has fallen sharply
in 2020 (Figure 11), from 805 in December 2019 to 269 as at end-Sep 2020. International rig
counts worldwide, excluding the U.S., have also declined (Figure 13), from 1,104 in December
2019 to 702 at end-Sep 2020. Data from IHS Markit suggest that 43 rig contracts have been
terminated globally since the beginning of March this year. Few regions have been immune to
terminations. Canada, the Gulf of Mexico, Latin America, the Mediterranean, Middle East and
India all had their fair share of cancellations.

Figure 12: S$3.5bn net orderbook but sector outlook remains challenging

End-2017 End-Jun End-2018 End-Jun End- End-Jun
2018 2019 2019 2020
Net orderbook 3.9 4.6 4.3 5.5 4.4 3.5

(SSbn)

Source: Company, PSR
These cancellations give an indication of how activity could shape up in the near future. 2020
was set to be better with many dormant regions resuming exploration and the commencement

of long-awaited development drilling programmes. The global pandemic, however, up-ended
this. As operators slashed budgets, semis and jack-ups found themselves the hardest hit.

Figure 14: Keppel O&M'’s orderbook for delivery

SSmn Contract value Client

Gross Net
For delivery in 2020 3,061 350 Clearwater / Fecon / Petrobas /
4 JUs / 3 FPSO Modules Fabrication & Modec / Name withheld /
Integration / 1 Semi / 1 Production Barge KrisEnergy /  Stolt-Nielsen /
/ 2 LNG Carriers / 2 LNG Bunkering Vessels Shturman Koshelev / FuelNG /
/ 2 LNG Containerships / 1 Dredger / 1 Pasha Hawaii / Jan De Nul / SOFEC
FLNG Turret
For delivery in 2021 1,190 361 TS Offshore / Modec / Name
1JU / 1FPSO Topside Integration / 1 FPSO withheld / @rsted / Van Oord
Topside Fabrication & Integration / 2
Trailing Suction Hopper Dredgers / 2
Offshore wind farm substations
For delivery in 2022 4,430 2,303 Borr Drilling / Awilco / Golar / Van
5 JUs / 1 Semi / 2 FLNG Conversions / 1 Oord / Name withheld
Dredger / Gas Scrubber and BWTs Retrofit
/ Fabrication of leg component for an
offshore wind turbine installation vessel
Total 9,217 3,486

Source: Company, PSR

Keppel’s net orderbook from this segment stood at $S$3.5bn in 1H20 (Figure 14). It recently
secured a S$600mn contract from an energy company for the engineering, procurement and
construction (EPC) of a vessel for the offshore renewable energy industry. New order wins have
brought its YTD orders to S$1.0bn, a 3-year high.

Figure 11: U.S. oil and gas
exploration and drilling rig count has
collapsed in 2020
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Figure 13: International rig counts
worldwide ex-U.S. have declined in
2020
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Figure 15: Global rig attrition since
2014
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Vision 2030: continuing the transformation

Vision 2030 commits Keppel to pivoting its focus to renewable energy solutions. We view their
recent contract win of SS600mn in renewable energy is another step in this direction.

Current projects include building converter stations and substations to support the offshore
wind energy industry in the German sector of the North Sea. Keppel’s share of its latest contract
is about S$560mn. Keppel is also working on two offshore wind farm substations for 000, a
Danish renewable energy company, worth more than S$150mn. The contract comprises
detailed EPC, testing and commissioning for two offshore wind farm 600MW substations.

We see Keppel O&M’s capabilities in offshore rig design, construction and repair and specialised
shipbuilding as highly synergistic with its core business. In 2019, the Group established a new
business unit, Keppel Renewable Energy, to pursue opportunities as a developer, owner and
operator of renewable energy infrastructure.

Figure 16: Keppel 0&M has expanded capabilities in the offshore wind market

Source: Company

Keppel O&M first entered the offshore wind market in 2010, when it secured a contract to build
an electrical transformer and maintenance platform for a German offshore wind farm. This was
followed by the commercialisation of its proprietary KFELS MPSEP, a multi-purpose self-
elevating platform concept, in Keppel’s first offshore wind turbine installation vessel. It
previously delivered Blue Tern, one of the world’s largest and most advanced multipurpose
offshore wind turbine installers, for the UK North Sea. It has a stake in Blue Tern.

We see Keppel O&M tapping its expertise in offshore energy infrastructure to develop
integrated solutions across the value chain of offshore wind farms. These would include
offshore substations, foundations, installation and support vessels and accommodation
platform solutions. We think its early mover advantage will give Keppel a critical competitive
advantage against their Chinese and Korean competitors.
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Vision 2030: property has the biggest monetisation potential

Under Vision 2030, Keppel’s property segment has the biggest monetisation potential. While
the company did not spell out projects or landbank, we think Keppel will accelerate sales of its
existing landbank in Tianjin Eco-City and its remaining plots in Keppel Bay. It could also divest
commercial buildings like Keppel Bay, Keppel GE Tower or i12 Katong to REITs.

Figure 18: Keppel may divest some of its mature commercial properties in the next few years

Property Stake GFA (sgm) Year of
completion

Singapore

Keppel Bay Tower 100% 41,900 2002

i12 Katong 100% 26,200 2011

Keppel Towers 100% 59,200 TBC

China

The Kube 100% 14,520 2004

Westmin Plaza 30% 42,530 2008

Linglong Tiandi Tower D | 100% 11,630 2012

Shangdi Neo 100% 4,241 2013

Trinity Tower 30% 70,000 2015

K Plaza 99% 40,900 2016

Nborth Bund Plaza 30% 74,400 2018

Indonesia

IFC Jakarta Tower 1 100% 61,300 2016

Vietnam

Saigon Centre Ph 1 61% 17,200 1996

Saigon Centre Ph 2 61% 99,000 2017

Philippines

SM-KL Project 27% 180,900 2019

Myanmar

Junction City Tower 40% 53,100 2017

United Kingdom

75 King William Street 100% 11,900 1989

Source: Company, The Straits Times, PSR

Land prices in many Asian cities have risen significantly over the years. As Keppel’s landbank
and residential properties are carried at cost, there could be further upside for the Group if
these are monetised at current market values. A significant portion - S$7.0bn or 40% of its
$$17.5bn target for divestment - is carried at cost, representing potential meaningful upside.

We expect Keppel to accelerate land sales in its 45%-owned Tianjin Eco-City. This property
already turned profitable in 2017, contributing S$50mn profits to Keppel in the last 2-3 three
years. With residential property prices and demand in Tianjin remaining healthy (Figure 17), we
expect the development to continue contributing S$55-60mn profits in the next few years. We
expect the development to be fully sold by 2028.

The Group is expected to seek out bigger land parcels for development in countries where it
has strong domain knowledge. These include China, Vietnam and India. We think Keppel will
look for land parcels with an average size of 700K sqm GFA or more. This size is similar to its
Tianjin Eco-City (625k sgqm GFA) and Saigon Sports City (781K sgm GFA). Plots of this size offer
greater value-add in terms of opportunities for soft infrastructure than smaller land parcels.

Figure 17: Tianjin residential
property prices
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Business model: asset recycling

Asset recycling is a key strategy of the Group. It has set up different REITS and trusts to recycle
capital: Keppel DC REIT (Neutral, TP: 2.91), Keppel REIT (NR) and Keppel Infrastructure Trust
(NR) to list a few.

From the time an asset is created till its injection into a Keppel-managed trust or fund, the
business model generates multiple income streams which enables the Group to create and
capture value across its businesses. To accelerate growth, the Group is also expanding its capital
base. It has been bringing on board like-minded co-investors through its private funds to seize
opportunities for asset creation without straining its balance sheet. This turns its assets
efficiently and unlocks value.

Figure 20: Keppel’s multi-businesses allow the Group’s business verticals to create value

own & Stabilise &
Operate Monetise
Design &
p -

Source: PSR

The Group has a strong track record of designing and developing high-quality real assets. These
include rigs and ships, residential and commercial properties, data centres and power plants.
Depending on the nature of its projects, Keppel either owns and operates the assets or sells
products and provides turnkey solutions to customers. An example of this is jack-up rigs,
Cantarell I, I and Ill, built to Keppel’s proprietary KFELS B Class design for Grupo R.

Turnkey: the Group sells products and provides turnkey solutions to customers. Examples are
rigs and homes, which are handed over to customers when they are completed. In this phase
of asset creation, business units earn development margins from the sale of solutions. An
example is Keppel’s Property division, which develops quality homes, offices, commercial and
integrated developments to create highly livable, vibrant and digitally-connected communities
for sustainable urbanisation.

Own & operate: Keppel owns and operates many of the assets it creates. These are retained as
investments for long-term, recurring income. Business units earn fees from leasing out and
operating such assets. They can also earn from rendering project and asset management
services to the private funds created by Keppel. Keppel Infrastructure, for instance, has a track
record of developing, owning and operating power plants in Brazil, China, the Philippines and
Nicaragua. In Singapore, it operates a 1,300-megawatt gas-fired combined cycle power plant
on Jurong Island.

The heavy assets held as investments by Keppel and its private funds are revalued annually.
They contribute revaluation gains to the Group each year. As these assets mature and are de-
risked and stabilised, the Group can monetise them through divestments to its REITS and trusts
as well as third parties. Turning the assets can enable the Group to achieve the best risk-
adjusted returns from its investments, although the downturn in the oil & gas sector in the last
few years has caused a drag on the Group’s earnings and ROAs.

The Group sponsors and manages real-estate and infrastructure trusts across its business lines,
which it leverages to recycle capital from assets. Mature assets are well suited for divestment
to REITs and trusts, for stable, recurring income. The injection of assets to these REITs and trusts
helps the Group increase the portfolio of assets managed by the Group.

Figure 19: Downturn in the oil & gas
sector dragged down the Group’s
ROAs
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Revenue

O&M comprised 29% of FY19 revenue. Despite product diversification in tandem with the
changing global energy mix (offshore wind and LNG projects make up 72% of its S$900mn YTD
new contracts), we expect continued industry oversupply to weigh on O&M.

As at end-Sep 2020, net orderbook in this segment was $$4.1bn. This was roughly in line with
the last three years. The orders would be recognised over two years. More recently, Keppel
O&M secured a S$600mn contract in the offshore renewable energy industry. This boosted its
orderbook further.

Figure 22: Net orderbook in O&M has held up this year, as the Group wins orders in the
renewables segment

End-2017 End-2018 End-Jun End- End-Jun End-
2019 2019 2020 Sept
2020
Net orderbook 3.9 43 5.5 4.4 3.5 4.1
(SSbn)
Workforce size 15,571 11,875 11,560 N/A 5,000 (3 15,000

(2)
Source: Company, PSR
(1) Excludes semis for Sete Brasil
(2) Average headcount
(3) Refers only to those working at its premises in Singapore, which is lower due to COVID-19. Keppel O&M employed
about 12,500 direct workers and 18,150 subcontract workers as at end-Jun 2020.

For FY20e, we expect Keppel O&M to report revenue of S$1.5bn (-33% yoy) due to Covid-19
disruptions and industry weakness. We expect a loss of $$521mn for FY20e mainly due to
reduced topline and impairment charges of $$930mn in 2Q20 for stranded assets, receivables,
stocks and share of provisions at Floatel. Excluding impairments, net profit would have been
$$393mn for 1H20 (+5% yoy). Work at its shipyards has resumed, with 15,000 back at work as
at end-Sep 2020 vs. 5,000 as at end-June (Figure 22). For FY21e, we expect revenue of $$2.1bn
(+38% yoy), underpinned by its orderbook of S$4.1bn and work resumption at its yards.

In order to compete in this space, Keppel O&M is developing rigs of the future. It is leveraging
digitalisation and analytics to enhance the efficiency and versatility of its rigs. It is also building
yards of the future by incorporating robotics and artificial intelligence in its manufacturing
processes to ensure it remains at the forefront of the industry.

Property comprised 18% of FY19 revenue. Property has been Keppel’s most important source
of profits in the last five years. Keppel Land continues to benefit from urbanisation in Asia, which
drives demand for quality urban-living conditions. In 2019, Keppel Land sold 5,150 homes, up
16% from the 4,440 sold in 2018. The value of these sales was about $$3.2bn. Home sales in
both China and Singapore have been healthy, growing by more than 50% yoy. Contributions
from Vietnam have also been growing steadily.
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Figure 21: Covid-19 disruptions and
industry weakness to affect 0&M
revenue
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Figure 23: Net profits from property
declined in 1H20 on lower
divestment gains
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Figure 24: Economic headwinds and
slower approval for launches in
Vietnam to weigh on home sales in
FY20e
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In its recent 9M20 operational update, home sales declined to SS$1.5bn from SS2.1bn in the
same period last year. The Group moved fewer units - 2,030 vs. 3,520 - this year due to
economic headwinds in China and slower approval for new launches in Vietnam. China and
Vietnam are the main sources of growth for Keppel Land. 1H20 property revenue and net profit
declined due to lower divestment gains from Dong Nai Waterfront City in Vietnam and slower
home sales in China, Vietnam, Singapore, Indonesia and India. The Group is expected to
recognise the sale of 8,750 overseas units worth about S$4.2bn over 2H20-2024.

We expect Keppel to accelerate land sales in its 45%-owned Tianjin Eco-City. Tianjin Eco-City
started turning profitable in 2017, contributing S$50mn profits to Keppel in the last 2-3 years.
In October, the Group divested another plot, Plot 18b, which has a GFA of 79,684sqm, in Tianjin
Eco-City. It realised a gain of $518mn from the sale. With residential property prices and
demand in Tianjin remaining healthy (Figure 17), we expect the development to continue
contributing S$55-60mn profits in the next few years.

That said, we will be watching for potential headwinds in China after policymakers drafted
“three red lines” in October this year. These are metrics on debt that developers will have to
meet if they want to borrow more. Limits on developers’ borrowings might cause them to slash
prices more aggressively to clear inventories. Along with the economic slowdown in China, this
could affect Keppel’s sales in China.

In Singapore, we expect to see healthy demand for the Group’s new launches: The Garden
Residences (74% sold as at end-Sep 2020) and 19 Nassim. We also expect the Group to unlock
value in Keppel Bay Plot 4 through the launch of The Reef at King’s Dock in the first half of next
year. This forms about 3% of Keppel Group’s RNAV.

For FY20e, we expect property revenue of $51.0bn vs. S$1.3bn in FY19 (-23% yoy) as global
home sales dropped. In FY21e, we expect the Group to speed up the divestment of land plots,
in keeping with its Vision 2030 transformation plan.

The Group had a residential landbank for about 44,000 homes as at end-Sep 2020 (45,000 at
end-2019). More than 17,000 homes in key Asian cities will be launched from 2020 to 2022. In
its commercial portfolio, Keppel Land has about 1.7mn sgm of GFA (1.6mn at end-2019). About
half is under development and we expect the properties to be launched from 2022.

We also expect the Group to speed up the development of its current landbank and
opportunistically replenish this landbank. We expect it to add bigger plots (780K sqgm GFA), as
bigger plots will allow the Group to contribute its expertise in soft infrastructure. Through
Keppel Urban Solutions, a new unit established in 2017 to capitalise on the mega-trends of rapid
urbanisation and the increasing global focus on sustainability, the Group is expected to play to
its strengths in urban living. We think it will further leverage its strengths as an end-to-end
integrated master developer of smart, sustainable precincts in the Asia-Pacific.

Infrastructure comprised 39% of FY19 revenue. Infrastructure has been growing steadily,
delivering stable revenue (Figure 26) and net profit growth over the years. Its main businesses
are energy infrastructure, environmental infrastructure, infrastructure services, data centres
and logistics.

Figure 25: Keppel has a residential
landbank for 44,000 units

Residential landbank

2% 2%
18%
38%
= China Vietnam Indonesia
Singapore = India

Source: Company, PSR

Figure 26: Covid-19 affected revenue
in FY20e. A recovery is expected in
FY21e
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(1) Revenue was 14% lower in FY2016, mainly
due to lower power and gas revenue from
Keppel Infrastructure and lower contributions
from Keppel Logistics

Figure 27: Keppel Electric has the
largest Open Electric Market (OEM)
market share among the retailers

Market share of retailers (Residential)

17.70%

“ 25.20%
9.40% [

12.40%
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= Keppel Electric Geneco iSwitch
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Source: Company, PSR

(1) Others comprise seven OEM retailers: Best
Electricity, Diamond Electric, PacificLight
Energy, Ohm Energy, Senoko Energy, Sunseap
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YTD, Keppel Infrastructure has secured S$2.1bn worth of waste-to-energy and district cooling
contracts in Singapore, India and Thailand. These include its latest S$300mn contract from JTC
Corporation to build, own and operate a new district cooling system plant for 30 years. Expected
to be completed in 2022, the plant will have a cooling capacity to serve up to 14,000
refrigeration tonnes.

For FY20e, we expect Infrastructure net profit to increase 90% yoy on the back of marked-to-
market gains of S$131mn. The gains accrue from a reclassification of the Group’s interest in
Keppel Infrastructure Trust from an associate to an investment, as well as gains from the sale
of Keppel DC REIT units. Revenue, though, should decline by about 17% mainly due to lower
power and gas sales and a slowdown in the progress of the Keppel Marina East Desalination
Plant and Hong Kong Integrated Waste Management Facility as a result of Covid-19.

On the other hand, we expect logistics to be an indirect beneficiary of Covid-19, from higher
demand for logistics solutions. Channel marketing sales at UrbanFox have also grown strongly,
with more customers shopping online. Logistics revenue is expected to be higher this year
despite lower contributions from some China logistics assets following their divestment in
November last year.

Going forward, we expect Keppel to focus on growth areas such as data centres. In July 2020,
the Group announced its first greenfield data-centre development in China, through the Alpha
Data Centre Fund. We expect the Group to build up a portfolio of quality data centres gradually.
We also think it will expand its omnichannel solutions to customers in Southeast Asia through
Keppel Logistics as the Group taps growing demand for e-commerce in the region.

Investment comprised 14% of FY19 revenue. Revenue from this segment jumped to S$1.1bn
in 2019 from S$121mn in 2018. This was mainly due to the consolidation of M1 and higher
revenue from its asset-management business.

M1’s 9M20 EBITDA was resilient at $5202mn vs. $$211mn in 9M2019. The Group recently
announced the divestment of Plot 18B in Tianjin Eco-City in October 2020. GFA for the site is
79,684 sqm, with Keppel recognising an S$18mn gain.

Keppel Capital — managed funds received total commitments of over US$2bn from investors,
up from USS1.5bn in 1H20. Total commitments till date have come from pension and sovereign
wealth funds. They recently announced a strategic cooperation with the National Pension
Service of Korea to explore opportunities for infrastructure in Asia. For FY20e, we expect Keppel
Capital to report total assets under management (AUM) of US$36bn, up from US$33bn in FY19.

For FY20e, we expect revenue to increase to SS$1.2bn from SS$1.1bn in FY19 as Keppel
consolidates full-year earnings from M1. M1 has been contributing net profits of S$$25mn every
quarter since its acquisition. Based on this, we expect $$23mn in FY20e and FY2le. M1’s
revenue, however, is expected to drop 7.7% yoy from lower service revenue and equipment
sales. We also expect this segment to report a loss of $$22mn in FY20e as it recognised an
S$18mn impairment charge for KrisEnergy and impairment for Floatel in 2Q20 (Figure 32).
Keppel had impaired all its equity investment in KrisEnergy in 1Q20.

Figure 28: Keppel’s Investments
revenue has surged since the
inclusion of M1 in FY19

S$mn Revenue - Investments
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Source: Company, PSR
(1) Consolidated 9M of revenue from their
acquisition of M1

Figure 29: Postpaid and fibre
broadband grew in 9M20, offsetting
declines in prepaid as international
travellers ground to a halt
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Figure 30: M1’s revenue to take a hit
in 2020e as most of its retail stores
were closed during circuit breaker.
Roaming, IDD and prepaid mobile
revenue also dropped as travel
declined
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Figure 31: Keppel’s impairment charges

Impairments (mn 1Q19 2Q19 1H19 1Q20 2Q20 1H20
S$)

Investment in (19.0) (19.0) (18.0) (18.0)
KrisEnergy

Doubtful debts on (179.0) (179.0)
receivables in O& M

division

Contract assets in (431.0) (431.0)
O&M division

Stocks in O&M (42.0) (42.0)
division

Share of Floatel’s (1.0) (227.0) (228.0)
impairment of

vessels

Fair value loss on (10.0) (10.0)
investment in

Floatel

Others 8.0 (30.0) (22.0)
Total (19.0) 0.0 (19.0) (11.0) (919.0) (930.0)

Source: Company, PSR

The Group reported a net loss of $$698mn in 2Q20, hit by massive impairment charges totalling
$$919mn. These were largely from the O&M segment. Excluding impairments, Keppel would
have booked a net profit of $$393mn in 1H20. Management has guided for further potential
impairments on Floatel as Floatel has announced an extension of its Forbearance Agreement
with its bondholders to 15 November 2020. Keppel’s investment in Floatel International had a
carrying value of S$165.4mn as at 30 June 2020 (Figure 32).

Figure 32: Keppel’s investments in Floatel International Limited

Impairments (S$’000) 30 June 2020 31 December
2019

Equity interest - 311,000

Preference shares - 10,449

Loan receivable 165,369 155,425

Total carrying amount 165,369 476,874

Source: Company, PSR

We conservatively write off the full $$165.4mn from Keppel’s equity value for FY20e as we await
a resolution of Floatel. This pushes up our FY20e net gearing to 1.02x vs. 0.98x in 3Q20.

Keppel had also impaired all its equity investment in KrisEnergy in 1Q20 and ceased recognition
of KrisEnergy in its P&L since.
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Balance sheet

Group net debt was $$10.8bn in 1H20, for a net gearing of about 100%. About a quarter of this Figure 33: FY19 borrowings
was in project finance loans. The increase in net gearing was largely caused by an increase in
Group net debt and a reduction in total equity from the impairment of its O&M division. Group 4.30%
net debt had surged in FY19 following its acquisition of M1, consolidation of M1’s net debt of

$$0.3bn, acquisition of the remaining interest in Keppel T&T and the recognition of lease

liabilities arising from the adoption of SFRS () 16 Leases of S$0.6bn.

2.90%
13.10%

Group net gearing is expected to increase to 102% this year from 84% last year, as we have 79.70%
conservatively written off the full S$165.4mn value of Keppel’s investment in Floatel. For FY21e,
we expect net gearing to be lower at 96%. This is because debt requirements would drop by

about S$853mn as it speeds up the divestment of assets with a carrying value of $$17.5bn. « Contract liabilities

Term loans & bank overdrafts

Figure 34: Keppel’s gearing

Lease liabilities

FY16 FY17 FY18 FY19 FY20e FY21le
Gross gearing 73% 66% 65% 100% 123% 111% Other liabilities
Net gearing 54% 45% 47% 84% 102% 96%
Source: Company, PSR Source: Company, PSR

We think the Group remains well positioned to manage its interest in FY20e and FY21le. We
have adjusted Group FY20e EBIT for impairments recognised by the Group in 1H20. This gives
an interest cover of 2.3x for FY20e. We expect interest cover to improve to 3.2xin FY21e on the
back of improved operations and increased divestments.

Figure 35: Keppel’s interest coverage ratio remains healthy

SSmn FY17 FY18 FY19 FY20e FY21le
EBIT 631 1,451 1,266 858 (1) 1,178
Interest expense (241) (242) (336) (375) (368)
Interest coverage 2.6x 6.0x 3.8x 2.3x 3.2x
ratio

Source: Company, PSR
(1) Adjusted for impairment charges

Keppel had S$2.4bn of cash and S$12.7bn of debt in 1H20. It has S$3.0bn of loans and
committed bank facilities. This should put it in good stead to ride out the crisis. That said, we
do not expect the Group to increase borrowings in the next few years as it turns to divesting
S$17.5bn of assets over the next few years.

Notwithstanding the economic outlook, we believe the Group’s gearing will remain elevated in
the next two years as it continues to spend on acquisitions (e.g. investment properties) and
build new logistics and data-centre facilities. In the mid-term, we expect the monetisation of
assets to drive down its net gearing to its long-term average of 65-75%.
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Cash flow

We expect continued negative FCF in FY20e as lockdowns in 1H20 and slower property sales,
weighed on its cash flows. Without the massive impairments of the O&M segment, core net
profit would have been $S$222m (+45% yoy). As such, we forecast S$638mn profits for FY21e
and S$195mn FCF as operations resume.

Figure 36: Free cash flow (S$ mn)

Date FY17 FY18 FY19 FY20e FY21e
Operating  cash = 1,203 125 (825) (988) 371
flow

Less: Net Capital = (356) (249) (501) (473) (176)
expenditure

Total 847 (124) (1,326) (1,461) 195

Source: Company, PSR

We believe Keppel has a number of options for shoring up its cash flow. One is to lighten assets
in its O&M and Property segments as they make up the largest chunks of its balance sheet. We
believe Keppel could be looking for buyers for its stranded rig-building contracts, which include
five jack-up rigs and one Cando Drillship. We estimate the market value of these rigs at US$700-
900mn or S$1.3-1.4bn. Keppel could also divest some commercial buildings like Keppel Bay,
Keppel GE Tower or i12 Katong to REITs.

In addition, Keppel could pare down stakes in some of the listed REITs it owns. We think a
comfortable ownership range is 15-20% for the REITs. We think it could potentially pare down
its stake in Keppel REIT from 49% and Keppel DC REIT from 23%. These could translate to
revaluation gains for the Group, shoring up its cash flow. Keppel recently recognised a marked-
to-market gain of S$131mn from reclassifying Keppel Infrastructure as an investment from
associate in 1Q20.

While Keppel has no fixed dividend policy, it paid out 20-30 Singapore cents in FY15-FY19. This
represented 40-50% payouts. Even though we expect the Group to report a loss in FY20e, we
believe it will still propose a final dividend. The Group reported a half-year loss of S$537mn but
paid out an interim DPS of 3 Singapore cents in 1H20. We think it will declare 6 Singapore cents,
down from 12 Singapore cents last year, as its final dividend for FY20e. The total DPS of 9
Singapore cents would represent a payout of about 45% of the Group’s profit, excluding
impairments.
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Prospects

Keppel has unveiled a 10-year roadmap that will transform its business to meet its 15% ROE
target. Under Vision 2030, Keppel has redefined its businesses as energy and environment,
urban development, connectivity and asset management. It has started reporting earnings
based on these new segments. In our financial analysis, however, we have kept to its previous
reporting segments for ease of comparison.

Figure 37: Keppel’s target allocation of shareholders’ funds for its business segments for
2025 and 2030

Shareholders’ Funds (100%)

Asset Management
B Connectivity

B Urban Development

Allocation
by segment

B Energy & Environment

2019 2025 2030

Note: Target allocations are based on crganic growth path without issuance of new shares.

Source: Company, PSR

The Group intends to achieve its ROE target by focusing on new growth areas, divesting non-
core assets, increasing funds allocated to asset management and recycling capital through its
landbank. The Group will reinvest funds in gas value-chain renewables and environmental
solutions (Figure 37), integrated projects, data centres, senior living and 5G services.

Figure 38: Pro-forma FY2019 net profit based on new segments (S$ mn)

Date Energy & Urban Connectivity  Asset Total %
Environment Development Management

Recurring income 77 (7) 48 142 260 35%

EPC/Development 93 285 0 0 378 52%

for sale

Revaluation (31) 172 20 40 201 28%

Profit from capital 0 36 2 69 107 15%

recycling

Impairment & (239) (3) 68 (45) (219) (30%)

Others

Net Profit (100) 483 138 206 727 100%

Source: Company, PSR

Keppel also intends to reduce its reliance on lumpy project-based earnings and increase
recurring income. Based on its proforma FY2019 earnings (Figure 38), 35% of its earnings is
recurring in nature. We believe Keppel will increase this to 50% in the mid-term and 60% over
the long term by targeting asset management, connectivity and energy & environment. A
breakdown of the sources of its earnings is provided in Figure 41.
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Keppel 2030

A big part of Vision 2030 is to break down the silos within the Group to allow it to extract the
most group synergies and create quality solutions for customers. We think the challenge here
is execution. We are cautiously optimistic that management will be able to pull this off as Keppel
has already combined its urban-development capabilities with its logistics, data-centre and
connectivity businesses to deliver smart solutions for sustainable urbanisation in the Asia
Pacific. We expect the Group to deepen the collaboration between its different business units
to harness greater synergies.

Besides organic growth, it is expected to pursue strategic M&As to accelerate growth.

Figure 39: Group ROE targets

Business Units Target ROE 2019 ROE
Keppel Offshore & = 15% 0.3%
Marine

Keppel Land 12% 6.5%
Keppel 15% 22.7%
Infrastructure

Keppel Data 18% 15.9%
Centres

Keppel Logistics 12% (16.2%)
Keppel Capital 20% 24.1%
Keppel Urban = 15% (6.7%)
Solutions

M1 25% 19.2%
Keppel Corp 15% 6.1%

Source: Company, PSR

Keppel has established ROE targets for its individual business units to help it achieve (Figure 39)
a 15% Group ROE. While the targets for Keppel O&M and Keppel Logistics may be on the high
side, we expect the current strategic review of both divisions to provide greater clarity.

Even though Temasek has pulled out of its partial offer, we believe Keppel O&M'’s strategic
review will still involve Temasek, given Temasek’s stakes in both Sembcorp Marine and Keppel.
Had the Temasek offer gone through, we believe Keppel O&M would have been merged with
Sembcorp Marine because of the current challenges in the offshore & marine sector.

Keppel Logistics is also being reviewed. This business has been an indirect beneficiary of Covid-
19, with higher demand for its logistics solutions. We believe the Group could announce a
further streamlining of the business along the lines of its facilities in Foshan and Hong Kong.

We expect an announcement of its review outcomes by mid-January, which would be 100 days
from the establishment of its 100-day transformation office.

To achieve its 15% ROE target, the Group will likely pivot to renewables, environmental
solutions, nearshore floating infrastructure, connectivity solutions including green data centres,
and integrated smart district development.
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Redefining Keppel’s divisions

As part of Vision 2030, Keppel plans to become an integrated business, providing end-to-end
solutions for sustainable urbanisation. This integration would be backed by an asset-
management arm to fund the Group’s growth and provide a platform for capital recycling.

The Group’s four new focus areas of energy and environment, urban development, connectivity
and asset management are all part of a connected value chain. Keppel will move away from
reporting earnings under its previous four businesses - offshore & marine, property,
infrastructure and investments - to these four new businesses.

Under its new classifications, energy and environment will comprise the Group’s O&M portfolio,
renewable energy, infrastructure and KrisEnergy. Urban development will consist of Keppel
Land, Keppel Urban Solutions and the Sino-Singapore Tianjin Eco-City. Connectivity will
comprise the Group’s stakes in M1, data centres and Keppel Logistics. The Group’s asset
management is made up of Keppel Capital and an eco-system of private funds and listed REITS
and trusts.

Figure 40: Keppel’s new divisions

ENERGY & URBAN

ENVIRONMENT DEVELOPMENT CONNECTIVITY

M1 ¢ Keppel Data

Keppel O&M = Keppel Keppel Land » Keppel
Infrastructure  Keppel Urban Solutions =
Renewable Energy ¢ Sino-Singapore Tianjin
KrisEnergy Eco-City

Centres * Keppel
Logistics

Developer of large-scale, complex developments and projects

C2

Leading asset manager, harnessing group synergies to
create quality solutions and returns for shareholders and investors

ASSET MANAGEMENT

el Capital »
f ori fun

Source: Company, PSR

Figure 41: Source of earnings from Keppel’s business divisions

Energy & Environment Urban Development Connectivity Asset Management
+ Repairs & conversions » Rental income from - Ml * Keppel Capital
« Keppel O&M associates in Investment Properties « Data Centres (DCs) « Share of profit from KREIT,
charter business * Hospitality * Logistics KDCREIT and ADCF,
* Keppel Infrastructure (KI) dividend income from KIT
Recurring Income Operations & Maintenance * Investment Income from
+ Keppel Renewable Energy Alpha Funds
* KrisEnergy
+ New Builds » Property trading (incl = Divestment of DCs & » Divestment gain on REITs
« KIEPC en-bloc sales) Logistics assets
Project * Keppel Prince Engineering » Keppel Urban Solutions
based/Profit « Divestment of assets * Sino-Singapore Tianjin
from recycling Eco-City

+ Divestment of
Investment Properties

« Fair value on investments * Fair value on Investment « Fair Value on DCs * Fair value on Investment
Revaluation Properties Properties held by RE[Ts.
+ Dilution gain on REITs

Source: Company, PSR

Page | 19 | PHILLIP SECURITIES RESEARCH (SINGAPORE)



|
i
KEPPEL CORPORATION [LMINIOY : PhillipCapital

Future plans — OneKeppel approach to harness synergies

We are cautious but optimistic on the Group’s plan to integrate their different units together
to develop a comprehensive solution for their customers. We believe this will take time to
realise, but will be increasingly important in this competitive landscape. We see the possibility
of the conglomerate discount attached to Keppel narrowing over time if the Group executes
well in this area, leading to higher valuations for the Group.

We see Keppel’s future focus centred around the following themes set out below:
1) Long-term 15% ROE target;
2) Achieve scalability; and
3) Potential for synergy and creation of new profit pools, and
4) Alignment with the Company’s Vision, Mission and environmental, social and
governance goals.

In achieving their 15% ROE target, the Group will likely focus more on areas like renewables,
environmental solutions, nearshore floating infrastructure, connectivity solutions including
green data centres, as well as integrated smart district development.

The Group has also been promoting intra-company collaboration in recent years. Keppel
recently announced a slew of new appointments for its new business units. Touted as its “next-
generation” leaders, they are part of the team that formulated Vision 2030. As the new team
works on OneKeppel to harness Group synergies and capture new profit pools that might not
be available to silos, we expect the Group to enter into larger and higher-value projects. These
may include large-scale urban developments or floating data-centre parks, which will rope in
the different capabilities within the Group. Keppel has already announced plans to deploy M1’s
digital solutions and the impending 5G network to enhance its suite of offerings.

Elsewhere, Keppel has committed to becoming a developer of renewable energy solutions. The
Group has set targets to reduce carbon emissions and waste generation. It established Keppel
Renewable Energy in 2019 to explore opportunities in renewable energy infrastructure. While
this is still early days, this diversification is beginning to bear fruit. In 2019, Keppel O&M secured
more than S$2bn in new orders, with gas and offshore renewables making up over 60% of the
new orders. In order to compete in this space, Keppel O&M is also developing rigs of the future,
leveraging digitalisation and analytics to enhance the efficiency and versatility of its rigs. It is
building yards of the future by incorporating robotics and artificial intelligence in its
manufacturing processes to ensure it remains at the forefront of the industry.

Page | 20 | PHILLIP SECURITIES RESEARCH (SINGAPORE)




|
i
KEPPEL CORPORATION [LMINIOY : PhillipCapital

Valuation

We initiate coverage of Keppel Corp with a BUY recommendation and target price of $6.12. Our TP is based on SOTP valuation
with a 10% holding-company discount. We value O&M at 0.6x book value, about a 16% discount to peers (Figure 42). We value its
Property segment at a 40% discount to its RNAV, which is in-line with the sector average, and Infrastructure at 12x FY21e earnings,
in-line with peers. We also value M1 at 12x FY21e earnings, a slight discount to the sector average of 13x. We value Keppel’s stake
in Sino-Singapore Tianjin Eco-city at 1.5x book value.

We are cautiously optimistic on the Group’s plan to integrate its different units to develop comprehensive solutions to its
customers as we believe fruition will take time. If executed well, however, we see the possibility for its conglomerate discount to
narrow, potentially leading to higher valuations.

Figure 42: Keppel O&M peer comparisons

Comparables

FY19 FY19

Mkt cap (55 FY19 EPS FY20e EPS FY19 net FY19ROE ROEYr1 EV/EBITD Dividend

Company mn) PEYr0 growth (%) growth (%] profit margin p/avyro (%) (%) A (x) yield (3]
Sembcorp Marine 2,108 N/A -85.1 N/A -4.8% 0.3 -6.1% MN/A 66.2 N/A
Yangzijiang Shipbuilding 3,627 7.5 1.6 -10.77 14.4% 0.6 10.3% 8.2% 2.7 4.8
COSCO Shipping 526 127.9 -43.1 N/A 4.3% 1.1 1.4% N/A 15.2 N/A
Average 2,087 67.7 -42.2 -10.8 A4.7% 0.7 1.9% 8.2% 28.0 4.8

Source: PSR, Bloomberg

We estimate the book value of Keppel for FY20e and FY21e at S$10.7bn and S$11.2bn respectively, or $$5.90 and $$6.14 per
share. Our TP of S$6.12 translates to 1.0x FY21e book value about 1.0x FY21e book value, a slight discount to their 5-year average
of 1.05x.

Figure 43: SOTP valuation

Share of
Book value Book value
JRNAV/ /RNAV/
SOTP valuation SSmn Basis % owned Multiple (x) Earnings Earnings [ share
Business Segments
Offshore & Marine Met asset 100% 0.6 1,576 946 0.52
40% discount
100% a0% 16,004 6,401 3.52
Property to RNAV
12xFy2le 100% 12.0 158 1,897 1.04
Infrastructure earnings
Investments
Listed Entites
- Keppel DC REIT 20.9% 1.0 4,654 974 0.54
- Keppel Pacific Oak US REIT 7.3% 1.0 904 66 0.04
M1 Limted Earnings 83.8% 12.0 124 1,244 0.68
Simo-Singapore Tianjin Eco-City (SSTEC) 45% 1.5 570 856 0.47
Fair value of Keppel Corp (before Holdco 6.80
discount) i
Holdco discount 10%
Fair value of Keppel Corp 6.12
Source: PSR

Keppel has been deepening their efforts in recent years to promote intra-company collaboration, they have adopted a OneKeppel
approach to harness the synergies of the Group and capture new profit pools that might not be available to individual business
entities. Some examples of these may include but are not limited to large-scale urban developments or floating data centre parks.
The development of these projects involve different capabilities within the Group, allowing them to harness their offerings to
enhance its suite of offerings. We think these initiatives will take time to realise however, and we attached a 10% holdco discount
to the Keppel Group to arrive at our target price of $56.15. Over time, as the management continue to break down the silos within
the different divisions, we see the potential for this discount to narrow over time, which could lead to higher valuations for the
Group.
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Risks

Lack of clear resolution in strategic review of Keppel O&M. Keppel has launched a strategic
review of their O&M unit, with an outcome expected next month. The failure to chart a clear
plan for their O&M unit could lead to added uncertainty on the Group’s future outlook.

Collapse in oil prices leading to contract cancellations or delays in new orders. Oil prices
remain below pre-Covid-19 levels. This could have an adverse impact on the sector in terms of
increased cancellations or defaults. Keener competition from Chinese yards after the recent
merger of China’s CSSC and CISC could affect the Group’s order wins and profitability.

Economic slowdowns could affect take-up and demand for Keppel’s new property launches.
Covid-19 has slowed down the development of new properties in Singapore, China and the rest
of the world. The delays, accompanied by an uncertain economic outlook, can affect take-up
and demand for the Group’s integrated developments and properties.
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APPENDIX 1 — Background

Keppel Corp. was incorporated as Keppel Shipyard in 1968. It diversified during the 1970s and 1980s into property development
and overseas markets. In 1980, Keppel Shipyard was listed on the Stock Exchange of Singapore, offering 30mn shares at $$3.30
apiece. Keppel would eventually emerge as a major player in Singapore’s maritime and shipping industry and a global leader in
offshore rig construction.

Figure 44: Keppel has evolved significantly over the years

Keppel has evolved significantly over the years

‘ Various shipyard entities 2002: Integration into Keppel O&M Keppel O&M

“ Straits Steamship Land Keppel Land 2014: Privatisation of Keppel Land Keppel Land

Various infrastructure businesses 2013: Integration into Keppel Infrastructure Keppel Infrastructure
u Keppel T&T 2018: Privatisation of Keppel T&T Keppel T&T

M1 2018: Privatisation of M1 M1

2016: Integrated asset mgrs. to form Keppel Capital Keppel Capital

‘ Keppel Bank [CIolSIMEEINET @ 2001: Sold banking & financial services arm

2009: Sold SPC

Source: Company

Under Vision 2030, Keppel has redefined its businesses into energy & environment, urban development, connectivity and asset
management. The Group has started reporting based on these new segments.

Energy and Environment. This segment will comprise the Group’s interests in Keppel O&M, Keppel Infrastructure, Keppel
Renewable Energy (established in 2019) and KrisEnergy (fully written-off). Keppel O&M remained loss-making in 3Q20, mainly due
to reduced topline from Covid-19 disruptions. Work has resumed at Singapore yards, with 15,000 back at work as at end-Sep 2020.
Keppel Infrastructure was more resilient, with 9M2020 revenue and EBITDA largely in line with last year.

Urban Development. This segment will comprise Keppel’s interests in Keppel Land, Keppel Urban Solutions and Sino-Singapore
Tianjin Eco-City. Keppel Land has a residential landbank for 44,000 units in Singapore, China, Vietnam, Indonesia and India. It has
8,750 overseas units worth S$4.2bn for recognition from 4Q20 to 2024. It also has a diverse commercial portfolio in Singapore,
China, Vietnam, Indonesia, India, Philippines, Myanmar and the U.K., totaling 1.7mn sqm. Keppel’s 45%-owned Tianjin Eco-City
turned profitable in 2017. With residential property prices and demand in Tianjin remaining healthy, we expect the development
to continue contributing S$55-60mn profits in the next few years. We expect the development to be fully sold off by 2028.

Connectivity. This segment will comprise Keppel’s interests in M1, Keppel Data Centres and Keppel Logistics. M1 had about 2mn
customers as at end-Sep 2020. It is a dominant telco player in Singapore. EBITDA was resilient at $$202mn in 9M20 vs. S$211mn
in 9M19. M1 recently launched its 5G non-standalone network, which customers can access by adding a 5G booster pack to their
mobile plans. Keppel Data Centres have eight data centres under development or completed with the potential for monetisation.
Associate Keppel DC REIT owns 19 data centres across the Asia Pacific and Europe with a total net lettable area of 2.76mn sq ft.

Asset management. This segment comprises Keppel’s interests in Keppel Capital, private funds and listed REITS and trusts. Keppel
Capital is the asset-management arm of Keppel Group. Leveraging the Group’s extensive network and deep operational insights,
Keppel Capital is in a unique position to create, operate and manage quality proprietary assets from energy and infrastructure to
real estate. It had global AUM of USS$24bn or S$33bn as at December 2019. Keppel Capital has two private fund-management
units: Alpha Investment Partners (manager of private funds investing in asset classes including real estate and data centres) and
Keppel Capital Alternative Asset (manager of private funds investing in new alternative asset classes including senior living,
education and infrastructure). Asset management fees were S$123mn in 9M20 vs. S$105mn in 9M19.
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Income Statement

Balance Sheet
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PhillipCapital

¥/E Dec, [$'mn) FY18 FY19 FY20e  FYlle ¥/E Dec, ($'mn) FY18 FY19 FY20e  FY2le
Revenue 5,965 7.580 6,139 7,089 ASSETS
PPE & Investment Properties 5,224 6,684 7,792 B123
Materials and Subcontract costs (4,175) (5,267)  (4297) (4927)  Others 7,497 10,339 10,765 10,765
Staff costs (988} (1,163) (1,098) (1,134) Total non-current assets 12,721 17,023 18,557 18,889
Depreciation and amortisation (182) (375) (317) (342)
Other items 446 167 (4B1) 69 Cash and cash equivalents 1,981 1,784 2,205 1,555
EBIT 1,065 941 (54) 755 Stocks 5,406 5,543 5,688 5,755
Met finance expenses (41) (135) (177) (170) Contract assets 3,213 3,457 2,870 3,510
Share of results of associates an 221 147 (B5) 225 Others 3,177 3,475 3,449 3,475
Profit before tax 1,246 954 (317) B10 Total current assets 13.867 14,298 14,212 14,295
Taxation (285) (192) (205) (172)
Met Profit 961 761 (521) 638 Total Assets 26,588 31,322 32,769 33,184
Met Profit (excl. Impairments) 961 761 364 638
Profit attributable to owners 048 707 (523) 636 LIABILITIES
Trade and other payables 4,351 4,605 4,354 4,485
Per share data (55) 5T borrowings 1,481 4623 5483 5,082
¥/E Dec FY18 FY19 FY20e FY2le Others 2,521 2,720 5,601 4,337
BVPS 6.37 6.41 5.90 6.14 Total current liabilities 8,393 11,947 13,488 13,908
DP5 0.30 0.20 0.09 0.14
EPS 0.52 0.39 (0.29) 0.35 LT borrowings 6,068 7,034 7.750 7,300
Others 550 694 791 791
Total nen-current liabilities 6,618 7.729 8,541 8,100
Cash Flow Total liabilities 15,011 19,676 22,029 22,008
¥/E Dec, [$'mn) FY18 FY19 FY20e  FY21e
CFO EQUITY
Operating profit 1,055 877 (79) 724 Share Capital 1,292 1,292 1,306 1,306
Adjustments (494) 117 (117 375 Retained profits 10,021 9,933 9,248 9,668
WC changes [196) [1,437) (399) (356)  Others 264 421 187 203
Cash generated from ops 365 (443) (595) 743 Total equity 11,577 11,646 10,740 11,176
Others (240) (382) (382) (342)  Total equity and liabilities 26,588 31,322 32,769 33,184
Cashflow from ops 125 (825) (977) 401
Valuation Ratios
CFI Y/E Dec FY18 FY19 FY20e FY2le
CAPEX, net [255) (517) [473) (176)  P/E [x) 10.1 13.4 -18.2 15.0
Others 931 (1,171) 323 220 P/B (x) 0.8 0.8 0.9 09
Cashflow from investments 677 (1,688) (149) 45 EV/EBITDA [x) 16.5 16.3 156.0 0.6
Dividend yield (%) 5.7% 3.8% 1.7% 2.7%
CFF Growth & Margins (%)
Dividends paid to owners (27) (418} (164) (218) Growth
Proceeds from borrowings, net (390) 3,003 1,289 (B78) Rewvenue 0.0% 27.1% -19.0% 15.5%
Proceeds from equity issuance, n B o - - EBITDA 22.0% 1.2% -B9.5% B58.3%
Others (114) (239) [14) - EBIT 33.0% -116%  -105.7% nm
Cashflow from financing (525) 2,346 1,111 (L096)  PBT 182.1% -23.4%  -133.2%  -355.6%
Margins
Met change in cash 277 [167) [15) [650)  EBITDA margin 20.7% 16.5% 2.1% 14.0%
Cash at the start of the pericd 2,199 2,429 2,235 2,205 EBIT margin 17.9% 12.4% -0.9% 10.6%
Currency translation (46) (27) (27) (27) Met profit margin 16.1% 10.0% -8.5% 9.0%
Others - - - - Key Ratios
Ending cash 2,429 2,235 2,205 1,555 ROE B2% 6.6% -4 7% 5.8%
*nm - not meaningful ROA 3.5% 2.6% -1.6% 1.9%
MNet Gearing (%) 46.9% 83.75% 101. 7% 35.9%

Source: Company, Phillip Securities Research (Singapore) Estimates
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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:
1. 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

2. tothe 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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