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SECTOR UPDATE

Offshore Marine — Singapore
2023: Building On The Strength Seen In 2022, We Expect A Strong Year Ahead

In 2023, we expect the global rig market to continue the strength seen in 2022 with
higher utilisation and day rates. The oil & gas industry is forecast to see double-digit
capex growth over 2023-24. While some of this capex increase is inflation related, we
point out that there are over 180 offshore projects that will require floating production
and or storage systems which would benefit our top picks SMM and KEP. Our sector
rating remains OVERWEIGHT.

WHAT’S NEW

¢ Tightness driving utilisation higher. Competitive utilisation rates spiked in Jan 23 to above
80% (see chart on RHS), a level not seen since prior to 2018 and despite the fact that the
number of active rigs has increased 8% yoy. While aggregate jack-up dayrates are flat on a
yoy basis, industry reports indicate that dayrates for high-specification jack-ups have hit five-
year highs of nearly US$140,000/day while semi-subs and drillships have seen dayrates
increase by 6-47% yoy.

More rigs being re-activated. In the face of higher utilisation levels, more rigs across the
three asset classes have been reactivated. In particular, warm-stacked rigs, which are
cheaper to reactivate vs cold-stacked rigs, have declined by between 16-47% yoy (see chart
on the next page). As a result, there are currently 446 rigs drilling globally vs 400 in Jan 20,
with only 102 uncontracted rigs at present vs 252 in 2019.

Firm outlook for offshore capex. As can be seen by the chart on the RHS, IHS Markit
forecasts a 13% CAGR for offshore upstream capex over the 2021-24 period after a multi-
year decline over the 2015-21 period. Other industry surveys are even more bullish with a
forecast of a 24% yoy increase in 2023 (vs 12% growth in 2022). However it should be noted
that the industry has attributed the majority of the 2022 and 2023 capex increase to inflation
and also supply chain issues rather than demand-led price increases. The key risk is that oil
companies continue to favour share buybacks instead of capex spending: note Chevron’s
and Exxon’s unprecedented announcements of US$75b and US$50b share buybacks
recently.

Orders for offshore production assets still very feasible over the next 24 months, as
evidenced by the fact that there are 182 projects globally in the appraisal, planning or
bidding/final design stages - these will require floating production or storage systems which
Keppel Corp (KEP) and Sembcorp Marine (SMM) are exposed to. Importantly, the major
hardware contracts for nearly half of these projects are due around 2023-26, and at present,
it appears that studies are ongoing to assess the economic viability of these, in particular the
projects that are in harsh and/or deepwater environments.

ACTION

¢ Maintain sector view at OVERWEIGHT. We continue to like SMM and KEP which
combined have seen over S$15b worth of orders in 2022. In our view, this bodes well for the
merger which is expected to be completed in the next few months, especially given that the
transaction has now been made much simpler.

PEER COMPARISON
Company Ticker Rec - Price (Icy) ------- Upside  Market Cap = ------ PE (X) -------
30 Jan Target to TP (%) (US$m) 2023F  2024F
Keppel Corp KEP SP BUY 7.56 10.11 33.7 10,080 15.0 13.6
Sembcorp Industries SCI SP BUY 3.58 4.10 145 4,870 11.9 115
Sembcorp Marine SMM SP BUY 0.141 0.156 10.6 3,368 104.1 58.7
Yangzijiang YZJSGD SP BUY 124 1.55 25.0 3,734 7.6 6.9
Average - Spore-listed 34.7 22.7
Daewoo Shipbldg 042660 KS NR 21,900 NA NA 1,920 NM 433
Samsung Heavy Ind 010140 KS NR 5,270 NA NA 3,791 NM 102.5.
Korea Shipbuilding 009540 KS NR 77,600 NA NA 4,482 NM 125
Average - Sector 34.7 24.4

Note: NR = Not Rated, based on Bloomberg consensus
Source: Bloomberg, UOB Kay Hian

(Maintained)

SECTOR PICKS

Company Ticker Rec - Price (S$) ----
30Jan  Target

Keppel Corp KEP SP BUY 7.56 10.11

Sembcorp Industries  SCI SP BUY 3.58 410

Sembcorp Marine SMM SP BUY  0.141 0.156

Yangzijiang YZJSGDSP BUY 124 155

Source: Bloomberg, UOB Kay Hian
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-------- P/B (X) - - EVIEBITDA (x)-- ROE% VYield (%)
2023F  2024F  2022F 2023F 2023F  2023F
11 1.0 14.0 133 7.2 2.7
14 13 9.1 8.9 12.1 2.6
13 1.2 21.1 18.7 12 0.0
11 1.0 37 34 17.8 33
12 11 12.0 11.1 9.6 2.2
1.6 19 NM 155 4.4 0.0
12 11 NM 20.1 11 0.0
0.6 0.5 NM 6.7 43 35
12 11 12.0 12.4 6.9 17
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ESSENTIALS

e Large numbers of jack-up rigs limiting upside. Higher drilling demand has seen more
jack-ups being put to work; however it appears that the weight of supply has limited upside in
dayrates as well as utilisation rates. For the first time in nearly 10 years, average utilisation
rates for 300-feet independent cantilevered jack-ups rose above 70%. However at present,
dayrates remain stuck between US$75,000-85,000 per day in the past three years vs an
average of US$129,000 in 2017.

Deepwater drilling — much better supply/demand dynamics. Deepwater drilling assets
have seen better recovery in utilisation rates and dayrates. For its latest eighth-generation
drillship “Deepwater Titan” that will work in the Gulf of Mexico, Transocean has contracted it
to Chevron at US$455,000 per day vs average drillship dayrates of over US$330,000/day at
present. Esgian Rig Services expects drillship dayrates to head above US$500,000 per day
in 2023.

Oil demand expected to grow, but forecasts face heightened uncertainty. In its latest
Jan 23 update, the US Energy Information Administration (EIA) forecasts oil demand growth
of 1.0mmbpd and 1.7mmbpd for 2023 and 2024 respectively (see chart on RHS). The
agency continues to highlight that ongoing concerns about global economic conditions as
well as the easing COVID-19 restrictions in China, however, increase the uncertainty of the
outcomes of (its) demand forecasts.

2022 RESULTS PREVIEW
REVENUE AND PROFIT ESTIMATES FOR SHIPYARDS & INDUSTRIALS SECTOR

Yearto31Dec = - Revenue (S$m) --------  meememeen Profit (S$m) ---------- UOB vs consensus
2021 2022F 2021 2022F 2022F
Keppel Corp 8,625 8,203 941 979 7.7%
Sembcorp Industries 7,795 10,613 279 732 -10.4%
Sembcorp Marine 1,862 1,939 -1,171 -249 0.8%
Yangzijiang (RMBm) 16,768 20,533 3,699 2,826 11.2%

Source: UOB Kay Hian, Bloomberg

Keppel Corp. (KEP SP, BUY, target price $$10.11)

¢ In late-Oct 22, KEP reported a strong 9M22 business update with revenue rising 24%
yoy to S$6.8b and above our expectations. While the company did not disclose net profit
numbers for 3Q22, it did state that net profit was lower yoy due to the high base effect of
lumpy en bloc sales which boosted 3Q21 profits. The two key segments that performed well
in 3Q22 were the infrastructure and offshore & marine businesses which saw 51% and 56%
yoy increase in revenue respectively. While management sounded bearish on its China
property business at that time, we highlight that sentiment has materially changed in the
country since Oct 22 and this segment will outperform in 2023 in our view. Our 2023 net
profit estimates are about 8% higher than Bloomberg consensus numbers.

o Asset monetisation and potential dividend upside. Of interest at its 2022 results will be
the pace of its asset monetisation which could bolster earnings again in 2022 and thus lead
to the company announcing another dividend surprise. Note that KEP declared an S$0.15
dividend for 1H22 (1H21: S$0.12) vs our forecast of S$0.30 for 2022: in our view the
company is highly likely to beat our dividend expectations.

e We have a BUY rating on KEP with an SOTP-based target price of $$10.11. The
company has entered 2023 on the cusp of a material change in its business model given the
exit of its Keppel Offshore & Marine segment and moving towards more asset-light and
recurring earnings businesses. In our view, the company is well on the road towards its 15%
ROE target vs 9.1% in 2021 and 1H22 annualised ROE of 8.4%.

Sembcorp Marine (SMM SP, BUY, target price $S$0.156)

e Looking past 2022 results. After its 3Q22 business update, we increased our loss
estimates for 2022 due to higher-than-expected labour costs, however we do not believe that
the market is focused on SMM’s 2022 financial performance but rather its prospects going
forward. SMM is currently our top pick in the sector as we believe that the offshore marine
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OFFSHORE PROJECTS IN PLANNING PIPELINE BY
REGION (NO. OF UNITS)
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industry will benefit from high commaodity prices. We also highlight the potential for SMM to
be added to the Straits Times Index after the completion of its merger.

¢ Maintain BUY with $$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 in
2023 and add to its orderbook. Our target book-value multiple for SMM of 1.2x reflects our
confidence that it will garner such order thus leading to positive share price performance.

Yangzijiang Shipbuilding (YZJSGD SP, BUY, fair value $$1.55)

¢ On 5 Jan 23, we upgraded YZJ to a BUY from HOLD after a two-month period of share
price underperformance. We strongly believe that the company will continue its stellar track
record of project execution with the timely delivery of its customers’ ultra-large
containerships and potentially see its shipbuilding margins expand in 2023. With its yard
capacity full until at least 2H25, YZJ's business outlook remains solid with the company likely
to announce new order wins later in 1Q23.

Our target price of S$$1.55 is based on a target PE multiple of 9.0x which is +1SD above
the company’s past five-year average of 6.7x which we view as fair given the company’s
earnings growth in 2023, as well as the stability of its earnings due to its current US$10.3b
orderbook. We note that at our fair value of S$1.55, YZJ would trade at a 2023F P/B of 1.3x.
At end-1H22, the company had S$0.19/share in cash and will likely have seen this grow
meaningfully in 2H22. Given its low levels of capex in both 2023 and 2024, we believe that
the company will be in a good position to return some of this cash to its shareholders.

RISKS TO OUR THESIS
» Delays in project sanctioning due to supply chain inflationary pressures.
o Lack of financing for industries that are seen to be related to the fossil fuel industry.

» Despite the high oil prices resulting in super-normal free cash flow, oil companies may
remain wary of committing to offshore capex and instead focus on share buybacks or
paying dividends.

RIG SALES BY TYPE
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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.
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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
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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.
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