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Sembcorp Marine (SMM SP)

Weaker-than-expected Guidance For 2H22; Medium-term Outlook Remains Bright

SMM’s 3Q22 business update contained weaker-than-expected guidance for 2H22.
Though high labour costs were to blame, resulting in our increased loss estimates for
2022, it will not be an issue after end-22. Nevertheless, we maintain our bullish view on
the company as the offshore marine industry remains strong, backed by high
commodity prices, with the added benefit of the completion of the merger with KOM in
1Q23. Maintain BUY. Target price: $$0.156.

WHAT’S NEW

 Profitability delayed. Sembcorp Marine (SMM) announced its 3Q22 business update which
was slightly disappointing as it disclosed higher-than-expected labour costs which would
negatively impact 2H22. The higher-cost labour resulted from SMM having to eschew its
traditional low-cost markets like India and Bangladesh during the peak of the COVID-19
pandemic last year and instead resort to non-traditional markets. This labour was supposed
to be demobilised in mid-22, however as a result of logistics-related delays, this higher-cost
labour will only be sent back by end-22.

Other issues will impact profitability in 2H22. Some of the other issues that SMM'’s
management identified as being the cause of the guidance miss include the timing of new
contract wins and its repairs & upgrades segment not receiving as many jobs as expected.
During the analyst briefing, SMM also mentioned that while utilities costs have been
materially higher on a yoy basis, it is trying to manage such costs. The company also
highlighted that the current merger proposal with Keppel Offshore & Marine (KOM) has led to
higher professional fees in 2022.

Outlook in 2023 remains solid. While SMM has had a record amount of orders in 2022
(see chart on the next page), 2H22 will be a lull period for the company on the construction
side as it undertakes a period of front-end engineering and design as well as and
mobilisation of the necessary resources, and thus construction will only commence in
earnest in 2023.

Watch out for re-entry. Assuming that the merger between SMM and KOM is completed in
1Q23, the combined entity will have a market capitalisation of around S$8.3b and a free float
of 65%. Based on the market capitalisation of the STI's current component companies,
SMM’s potential size would qualify it for re-entry into the index after an absence of nearly
seven years.

KEY FINANCIALS

Year to 31 Dec (S$m) 2020 2021 2022F 2023F 2024F
Net turnover 1,510 1,862 1,939 2,271 2,693
EBITDA (380) (1,028) 8 329 371
Operating profit (582) (1,224) (189) 132 174
Net profit (rep./act.) (583) (1,171) (249) 50 89
Net profit (adj.) (583) (1,171) (249) 50 89
EPS (S$ cent) (10.6) (6.5) 0.7) 0.1 0.2
PE (x) n.m. n.m. n.m. 96.7 54.6
P/B (x) 0.2 0.6 1.2 1.2 1.2
EV/EBITDA (x) n.m. n.m. 8154 19.8 17.6
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Net margin (%) (38.6) (62.9) (12.8) 2.2 3.3
Net debt/(cash) to equity (%) 75.7 45.8 57.7 60.9 62.5
Interest cover (x) (4.1) (14.8) (1.4) 1.0 1.3
ROE (%) n.a. n.a. n.a. 1.2 2.2
Consensus net profit - - (0) 10 61
UOBKH/Consensus (x) - - n.m. 5.20 1.46

Source: Sembcorp Marine Limited, Bloomberg, UOB Kay Hian
n.m. : not meaningful; negative P/E, EV/EBITDA reflected as "n.m."
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BUY

(Maintained)

Share Price S$$0.132
Target Price S$$0.156
Upside +18.1%

COMPANY DESCRIPTION

Sembcorp Marine is an integrated shipyard
offering one-stop engineering solutions for the
offshore, marine and energy industries. It
demerged from Sembcorp Industries in 3Q20.

STOCK DATA

GICS sector Industrials
Bloomberg ticker: SMM SP
Shares issued (m): 31,389.1
Market cap (S$m): 4,143.4
Market cap (US$m): 3,029.4

3-mth avg daily t'over (US$m): 11.4
Price Performance (%)

52-week high/low S$0.136/S$0.081

1mth 3mth 6mth 1yr YTD
12.8 23.4 38.9 53.5 61.0
Major Shareholders %
Temasek Hidgs 54.6
FY22 NAV/Share (S$) 0.11
FY22 Net Debt/Share (S$) 0.06
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STOCK IMPACT

o Higher gearing reported in 9M22. As at end-9M22, SMM had a net debt-to-equity of 0.53x
vs 0.44x as at end-1H22. The higher gearing is the result of higher working capital as the
company prepares for the start of construction of its new orders.

¢ Outlook for order wins. SMM stated that it remains hopeful of winning more orders in the
next 3-6 months and highlighted that it continues to increasingly focus on renewables-
related projects. In the longer term, the company is targeting around 40-50% of its orderbook
to be related to renewables. SMM highlighted that there are other second-hand cylindrical
hulls available for conversion into floating LNG (FLNG) or hydrogen production facilities after
its recent order win from New Fortress Energy for two of such conversions into FLNG
liquefaction facilities.

Repairs & upgrades segment — slower than expected. Despite the fact that shipping
activities have resumed as the global economy has gradually opened up in 2022, SMM
stated that the residual effect of COVID-19 means that it will take more time and planning for
customers to resume their repair and maintenance programmes. Nevertheless, the company
expects a constant base load of LNG carrier repairs, and that its repair & upgrading capacity
should be full in 2023 from what it can see at present.

EARNINGS REVISION/RISK

* Downgrading 2022 estimates. We have expanded our 2022 loss estimate for SMM from
S$14m to S$249m to take into account higher labour and other costs as guided by
management during yesterday’s analyst briefing. While we have not changed our estimates
for 2023 and 2024, we highlight that labour costs should decline in 2023 as the company’s
high-cost labour will be repatriated by end-22.

VALUATION/RECOMMENDATION

¢ Maintain BUY with S$$0.156 target price. With the SMM/Keppel merger terms largely in
place and the uncertainty out of the way, the focus on SMM will be to garner new orders
over the next 12 months and add to its orderbook instead of its earnings in 2022. That said,
SMM will need to start delivering profits in 1H23 in order to prove that it is able to reliably
and profitably construct its projects. Our target book-value multiple for SMM of 1.2x reflects
our confidence that it will garner such orders, thus leading to positive share price
performance. In our view, the offshore construction cycle for both conventional oil and gas
and renewables has room for growth in the next few years, especially given the lack of
spending by the global oil and gas industry, thus constraining energy supply.

SHARE PRICE CATALYST

* New orders for rigs, offshore renewable installations or fabrication works as well as repairs
and upgrade works for cruise ships and other commercial vessels.
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PROFIT & LOSS
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BALANCE SHEET
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Year to 31 Dec (S$m) 2021 2022F 2023F 2024F  Year to 31 Dec (S$m) 2021 2022F 2023F 2024F
Net turnover 1,862 1,939 2,271 2,693 Fixed assets 3,993 3,911 3,830 3,748
EBITDA (1,028) 8 329 371 Other LT assets 2,581 2,652 2,818 3,041
Deprec. & amort. 197 197 197 197 Cash/ST investment 1,104 661 102 78
EBIT (1,224) (189) 132 174 Other current assets 1,922 1,601 1,927 2,244
Total other non-operating income 0 0 0 0 Total assets 9,600 8,825 8,676 9,111
Associate contributions 1 1 1 1 ST debt 821 800 600 600
Net interest income/(expense) (32) (80) (80) (80) Other current liabilities 1,713 1,231 1,431 1,677
Pre-tax profit (1,255) (267) 54 96 LT debt 2,255 2,200 2,000 2,100
Tax 79 17 ®3) (6)  Other LT liabilities 486 519 519 519
Minorities 5 1 0) (0) Shareholders' equity 4,301 4,052 4,102 4,192
Preferred dividends 0 0 0 0 Minority interest 24 23 23 23
Net profit (1,171) (249) 50 89  Total liabilities & equity 9,600 8,825 8,676 9,111
Net profit (adj.) (1,272) (249) 50 89

CASH FLOW KEY METRICS

Year to 31 Dec (S$m) 2021 2022F 2023F 2024F  Year to 31 Dec (%) 2021 2022F 2023F 2024F
Operating (589) (315) (138) (102) Profitability

Pre-tax profit (1,224) (189) 132 174 EBITDA margin (55.2) 04 145 13.8
Tax (5) 27) (18) (8) Pre-tax margin (67.4) (13.8) 24 35
Deprec. & amort. 197 197 197 197 Net margin (62.9) (12.8) 22 33
Associates 0 0 0 0 ROA n.a. n.a. 0.6 1.0
Working capital changes 295 (165) (319) (334) ROE na. na. 12 2.2
Non-cash items 30 0 0 0

Other operating cashflows 118 (130) (130) (130) Growth

Investing (44) (85) (21) (21) Turnover 233 41 17.1 18.6
Capex (growth) (46) (100) (100) (100)  EBITDA na. na. 40237 12.7
Capex (maintenance) 0 0 0 0 Pre-tax profit n.a. n.a. na. 713
Investments 0 5 69 69 Net profit na. na. na. 71.3
Proceeds from sale of assets 4 10 10 10 Net profit (adj.) na. na. na. 71.3
Others 2 0 0 0 EPS na. na. na. 71.3
Financing 964 (43) (400) 100

Dividend payments (0) 0 0 0 Leverage

Issue of shares 1,499 0 0 0 Debt to total capital 416 424 38.7 39.0
Proceeds from borrowings 0 0 0 100 Debt to equity 715 74.0 63.4 64.4
Loan repayment (512) (76) (400) 0 Net debt/(cash) to equity 45.8 57.7 60.9 62.5
Others/interest paid (22) 33 0 0 Interest cover (x) (14.8) (1.4) 1.0 13
Net cash inflow (outflow) 331 (443) (559) (23)

Beginning cash & cash equivalent 772 1,104 661 102

Changes due to forex impact 1 0 0 0

Ending cash & cash equivalent 1,104 661 102 78

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures. 36
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) 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, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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