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Happy new year for oil

e Qil price recovery gains more legs
e Brent will likely average around U$65/bbl in 2018
e Geopolitical risks the wildcard for further upside

e Interest in offshore services picking up, look for players
without balance sheet issues

Oil price momentum continues to look positive. Brent crude
oil price has had a much more positive start to the year than
expected, hovering at US$65-70/bbl, a significant uptrend
compared to 2017 average of US$55/bbl. In addition to the
continued capacity cuts by OPEC and friends, improving global
demand and falling crude oil inventory levels in the US have
contributed to the positive sentiment, as have several one-off
supply disruptions and increased geopolitical risks.

2018 average Brent crude oil price could end closer to the
higher range of our US$60-65 per barrel forecast. \While
there could be some short-term pullbacks from the US$70/bbl
level in the near term, and some volatility ahead, depending
on the response of US shale drillers to the higher oil price
environment, we do expect that 2018 Brent crude oil price to
average towards the higher end of our US$60-65/bbl forecast
in 2018, a healthy 15-20% improvement over the 2017
average. This should underpin hopes of capex recovery and
drive positive stock market sentiment for the sector.

Geopolitical wildcards abound in 2018. These include
heightened tensions in the Middle East — militant attacks on oil

installations in Libya, civil unrest in Iran, possibility of renewed US

sanctions on Iran — and increasing tensions between US and

North Korea. All these factors could result in further upside to oil

prices or at least offset negative impact of supply growth from
non-OPEC countries (read: US shale).

Limelight could slowly switch to O&G service providers. We
maintain our Overweight stance on the sector. The recent oil
price rally has driven up O&G stocks, with oil majors leading
the rally as direct beneficiaries. While potential oil price
pullback might cap the upside of upstream plays, sustainable
oil price above US$60/bbl level should drive capex expansion
and benefit players down the value chain. Our top picks are 1)
Sinopec and Petrochina for their M&A and restructuring angle;
2) Sembcorp Marine, catalysed by robust contract pipeline; 3)
POSH and Wintermar on improving utilisation of offshore
service assets. We will continue to avoid services players with
stressed balance sheets though.
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STOCKS
12-mth

Price Mkt Cap Target Price Performance (%)

(LCL) US$m (LCL) 3 mth 12 mth Rating
CNOOC 1234 70,492  13.00 248 259  BUY
PetroChina 5.87 137,457 6.50  18.1 (4.2)  BUY
China Petroleum & ¢ 5y 100844 750 144 73 BUY
Chem
Keppel 829 1139 1030 119 344  BUY
Corporation
Sembcorp Marine 2.39 3,783 3.10 28.5 60.9 BUY
PACC Offshore 043 500 051 265 284  BUY
Services Holdings
Wintermar
oo arne 340 103 396 25.9 37.1  BUY
Mermaid Maritime ~ 0.16 166 014 123 (1970 HolD

Source. Bloomberg Finance L.P.
Closing price as of 22 Jan 2018

Singapore rigbuilders: New orders drive rerating
Malaysia Oil & Gas: Turning positive

DBS Singapore OSV Index vs. Oil Price (Base: 1 Jan 2017)
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Oil price momentum continues to look positive. Brent crude
oil price has had a much more positive start to the year than
expected, hovering at US$65-70/bbl, a significant uptrend
compared to 2017 average of US$55/bbl. The upward shift
started in November 2017, leading up to the OPEC general
meeting, which yielded an expected positive move of keeping
production cuts in place till end-2018. Falling oil inventory
levels in the US contributed to the positive sentiment, as did
several one-off events like supply disruptions towards end-
2017 and increased geopolitical risks in the early part of 2018.
This included the North Sea Forties pipeline closure in mid-
December 2017 which affected around 450,000bpd of
supplies. The system came back on stream to normal
operations by the start of 2018.

2018 average Brent crude oil price could end closer to the
higher range of our US$60-65 per barrel forecast. While there
could be some short-term pullbacks from the US$70/bbl level
in the near term, and some volatility ahead, depending on the
response of US shale drillers to the higher oil price
environment, we do expect 2018 Brent crude oil price to
average towards the higher end of our US$60-65/bbl forecast
in 2018, a healthy 15-20% improvement over the 2017
average. Shale oil production in the US is expected to be the
main moderating factor for oil prices in 2018, with production
forecast increasing from 9.3mmbpd on average in 2017 to
more than 10.0mmbpd on average in 2018 by conservative
estimates. Indeed, horizontal rig counts had already started to

Oil price trends

inch up in November/ December 2017, after a brief period of
decline in the early part of 2H17, and shale oil production
reached 10.0mmbpd by December, on the back of firmer oil
prices. Despite the US shale-led production growth, we expect
oil prices to remain supported by continued gradual
moderating of inventory levels worldwide in 2018, as oil
demand levels remain robust, backed by a synchronised global
recovery.

Geopolitical wildcards abound in 2018. These include
heightened tensions in the Middle East, and the unpredictable
response of US President Donald Trump towards states like Iran
and North Korea. Militant attacks on pipelines in Libya affected
around 100,000bpd of supplies at end-December 2017. There
have been reports that ISIS may be planning more attacks on
the country’s so-called Oil Crescent, where export terminals and
many oil fields are located. Over in Iran, civilian unrest and
protests against the existing regime have been growing. Add to
this the possibility of renewed US sanctions on Iran by May 2018
if Iran fails to comply with several conditions laid down in the
earlier agreement, and OPEC exports could end up lower than
expected. Moreover, we are seeing increasing tensions between
US and North Korea, raising risks for a full blown-out conflict
disrupting trade routes. All these factors could result in further
upside to oil prices or at least offset negative impact of supply
growth from non-OPEC countries. PT. Elnusa (Not Rated -
Upcoming IPO) is expected to raise Rp584bn from its upcoming
public offering, scheduled to be held in February this year.
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OPEC deal extended to end-2018. In another landmark OPEC
—non OPEC meeting which concluded in Vienna on the 30
November 2017, the group of countries decided to extend the
ongoing production cuts until the end of 2018, i.e. a nine-
month extension to the previous agreement, which was due
to expire at the end of March 2018. The decision was taken
amidst unprecedented unanimity between Saudi Arabia and
Russia, two of the world’s largest oil producers. The deal also
places production caps for the first time on Nigeria and Libya,
which were hitherto exempt from the cuts and had resulted in
an unexpected supply glut in the early part of 2017. Thus,
fewer supply side surprises are expected from the OPEC — non
OPEC bloc in 2018.

Inventory normalisation is the key target. The target for the
countries agreeing to these production cuts totalling

1.8mmbpd from October 2016 production levels is to bring
global inventories down to normalised levels. According to

OPEC estimates, global inventories fell from 280mmbbls
above five-year average in May 2017 to 140mmbbls above
five-year average by October 2017. Thus, while the direction is
correct, OPEC believes it could be well into 3Q18 before
inventories normalise, as the next two quarters are seasonally
low demand quarters. Hence, any exit from the above deal
will need to be very gradual from 2019 onwards at the
earliest, though the exact mechanism has not been discussed
yet as it is probably too early.

OPEC members have shown decent compliance to production
cuts in 2017. The OPEC countries involved in the production
cuts have been well compliant to the agreed production cuts
in 2017, though the story has not been as smooth on the
export front, where Saudi efforts to cut exports have been
undermined to an extent by Irag and Iran. We believe
however the production cuts had filtered better into export
cuts by 2H17.

OPEC production levels lower in 2017, though Libya and Nigeria production have offset some of the declines
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Source: Bloomberg Finance L.P., DBS Bank

US shale production growth showing signs of life again. US
crude oil production averaged around 9.3mmbpd in 2017, up
from 8.9mmbpd in 2016, but more worryingly, production in
November and December 2017 shot up quickly to levels of
9.8-10.0mmbpd. The US rig counts, which had started to fall
slightly since August 2017, has picked up again as well, as
more horizontal rigs were pressed into service, especially in
the Anadarko and Permian Basins. While capex levels from
shale players seem relatively muted amidst high debt levels,
higher prices prevailing in the market in the run-up to the
OPEC meeting seems to have incentivised higher production
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through greater well completions, given the high inventory of
Drilled & Uncompleted Wells (DUCs) in the US. Whether this
trend can continue as strong in 2018 remains to be seen, but
even conservative estimates seem to be pointing at US
production averaging at least 10.0mmbpd in 2018, growth of
0.7mmbpd over 2017 average levels. This will have an impact
on how fast inventory levels decline in the US, especially as we
move into refinery maintenance season, and slow down the
market rebalancing process envisaged by the OPEC cartel.
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US production picking up again
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US horizontal rig count stems the trend of declines recently
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However, downside is likely to be limited as US shale
productivity gains have plateaued and costs are rising. Over
the last year, we saw US shale drilling productivity gains (in
bpd per well) stall, especially in the Permian basin. Major US
shale producers’ cash operating costs per barrel have been
inching up since 4Q16 as well, adding to evidence that the
days of sharp cost reductions are over. We believe breakeven
prices are no longer falling in US shale basins and we think

Brent crude oil prices above US$55/bbl and WTI oil prices in
excess of US$50/bbl are required for shale producers to
remain profitable and consider re-investing. This puts a higher
floor on oil prices, in our view.
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More constraints from shale players now? With shareholders
demanding better discipline on the use of operating cash
flows and further access to debt markets drying up in the face
of high leverage ratios, shale company executives have been
increasingly promising more prudence, with a focus not on
aggressive drilling campaigns but on ensuring better returns
on equity, debt repayment and eventually cash returns to
shareholders. It remains to be seen though how they will react
to US$70/bbl oil prices, and a look at capex budgets during
full-year announcements in February should give us a better
idea as to whether the restraint is for real.
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Meanwhile, demand growth in 2018 is likely to be robust. We
expect oil consumption to grow by around 1.5mmbpd in
2018, slightly higher than the demand growth seen in
2016/17. China and India as usual are expected to be the
largest contributors to oil consumption growth. However,
demand is also expected to pick up in developed markets like
US, Europe and Japan as economic recovery picks up steam.

Will demand growth from China be better than expected?
Recent press reports seem to suggest that China may be
growing faster than official figures suggest, as the preceding
downturn may have been understated. China's GDP grew by
6.9% in 2017, slightly higher than the 6.7% growth in 2016,
but the real recovery may actually be sharper. Three of
Northern China’s commodity-heavy regions have admitted to
falsifying data and overstating 2016 growth, and it is likely
that more regions which depended on commaodities like

US crude oil inventory levels show sharp decline in 2017

metals, oil and coal fared worse than reported during the
commodity slump in 2015/16. Now that things are looking
better on the commodity front, growth in oil demand from
China could surprise on the upside.

Inventory drawdowns will continue to support oil price
momentum. Global inventory drawdowns — as evidenced by
US inventory numbers — picked up in 2H17, and have
continued to drive the oil price recovery. As evident from the
chart below, the pace of inventory declines in 2017 was
significantly faster than in 2016, and the latest inventory
reading of about 420mmbbls as of mid-January 2018 is
65mmbbls lower than the corresponding number at the start
of 2017. This is a promising signal as far as market
rebalancing is concerned and will continue to support positive
oil price trajectory hereon, as long as the supply side is wilfully
capped by market participants.
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B UY (Upgrade from HOLD)

Last Traded Price ( 3 Nov 2017):HK$5.28 (HSI : 28,604)
Price Target 12-mth: HK$6.50 (23% upside) (Prev HK$5.45)
Analyst

Pei Hwa HO +65 6682 3714

peihwa@dbs.com

Singapore Research Team

equityresearch@dbs.com

What's New

e 3Q17 dragged by Marketing segment

e Trimmed FY17/18F net profit by 13/28%, factoring in
weaker margins for Marketing segment

e Upside risk is higher oil prices; pipeline spin-off is no
longer at the top of the agenda

e Reiterate HOLD; TP adjusted to HK$6.50

Price Relative

Relative Index
222
202
182
162
142
122
102

5.8 82
4.8 62
3.8 + + 42

Nov-13 Nov-14 Nov-15 Nov-16 Nov-17

—PetroChina (LHS) — Relative HSI (RHS)

Forecasts and Valuation

Laggard to the oil price recovery

Upgrade to BUY with higher TP of HK$6.50. We are upgrading
PetroChina to a BUY on expectations of higher oil prices in the
near-to-medium term; our house forecast for Brent in 2018 has
been raised from US$55-60/bbl previously to US$60-65/bbl. This
should lead to a rebound in E&P profits despite breakeven prices
seemingly having risen at the company’s older oilfields; we have
raised our valuation for the E&P segment by c.9%. PetroChina
remains a laggard to the oil price recovery. Although Brent has
more than doubled from its lows of US$27/bbl, PetroChina is
only 30% off its share price low in 1Q16, while CNOOC is 70%
off its 1Q16 lows. Additionally, the revival of plans to form a
national natural gas pipeline company by the NDRC since
September creates a near-term value-unlocking catalyst in the
form of pipeline asset sales.

Where we differ: Despite PetroChina being an integrated oil
company, we view the E&P segment as the key to a share price
re-rating, as historically the E&P segment has accounted for the
majority of its operating profits (see appendix). The upward
revision to our oil price forecast thus points to an earnings
rebound.

FY Dec (RMB m) 2016A 2017F 2018F 2019F Catalysts: A stronger-than-expected recovery in oil prices,
Turnover 1,616,903 1,894,970 2,039,954 2,080,948  ,,ssibly on deeper and longer cuts by OPEC, could spark an
EBITDA 270,151 285,270 312,120 321,767 ide sh . . break
B Bk 45,140 52.303 76.534 87.976 u95| es. are price moyement. Improvement in E&P breakeven
Net Profit 7,856 23,227 40,180 46,188  price, divestment of pipeline assets, and more favourable
g‘fgfﬁgt (Pre Ex) (core (6137) 23227 40180 46,2188 Pricing/policy on its loss-making imported natural gas are also
Net Profit Gth (Pre-ex) (%) N/A N/A 73.0 150 Key upside catalysts, in our view.
EPS (RMB) 0.04 0.13 0.22 0.25 i
EPS (HK$) 0.05 0.15 0.26 030 Valuation: _
Core EPS (HK$) (0.04) 0.15 0.26 0.30  Our SOTP valuation gives a TP of HK$6.50. Of this, the E&P
Core EPS (RMB) (0.03) 0.13 0.22 0.25 segment alone is worth about 74% of the total equity value —
EPS Gth (%) (77.9) 195.7 73.0 15.0  or about HK$4.69/share, based on our estimate.
Core EPS Gth (%) N/A N/A 73.0 15.0
Diluted EPS (HK$) 0.05 0.15 0.26 0.30 Key Risks to Our View:
DPS (HK$) 0.07 0.11 0.12 0.13 L . .
BV Per Share (HK$) 765 768 7.83 799  Qil price risk. If US shale players ramp up output to higher-
PE (X) 104.5 35.3 20.4 17.8  than-expected levels, oil prices may see a downward correction,
Core PE (X) nm 353 204 7.8 which would impact PetroChina’s profits.
P/Cash Flow (X) 3.1 3.2 2.9 2.8
P/Free CF (X) 9.8 12.1 8.5 8.0 At A Glance
EV/EB!TDA (X) o 53 50 4.4 4.2 Issued Capital - H shares (m shs) 21,099
Net Div Yield (%) 1.3 2.1 2.2 2.5 - Non H shares (m 161,922
P/Book Valuel(X) 0.7 0.7 0.7 0.7 ) &l 65 & % of Taizl 12
Net Debt/Equity (X) 0.3 03 03 02 Total Mkt. Cap (HK$SmM/US$m) 1,704,570/ 218,507
ROAE (%) 0.7 1.9 33 38 efor SrEdeles
Earnings Rev (%): (13) (28) - PetroChina (%) 86.0
Consensus EPS (RMB) 0.15 0.21 0.30 Major H Shareholders
Other Broker Recs: B: 11 S:1 H: 9 JPMorgan Chase & Co. (%) 6.9
Source of all data on this page: Company, DBS Bank, Thomson Reuters, BlackRock, Inc. (%) 6.2
HKEX H Shares-Free Float (%) 87.0
3m Avg. Daily Val. (US$m) 76.6
ICB Industry : Oil & Gas / Oil & Gas Producers
ed-TH/ sa- AH Page 7
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WHAT'S NEW
3Q17 results below

Developments on pipeline assets

Discussions on a national natural gas pipeline company have
been revived. It was reported in late September that the
National Development and Reform Commission (NDRC) had
restarted discussions with the three oil giants in China —
CNPC (PetroChina’s parent), Sinopec Group, and CNOOC. If
PetroChina can achieve a ¢.20x PE valuation for these assets
(in line with Sinopec’s Sichua to East China pipeline sale), we
think this would help to unlock value.

Results snapshot

Marketing segment disappoints. Petrochina’s 3Q17 results
were below our expectations, with net profit coming in at
RMB4.7bn (+291% y-0-y; -28% g-0-q), vs our expectations of
RMB6-7bn. This brings 9M17 net profit to RMB17bn, making
up only 65% of our FY17 estimate.

The key drag was the Marketing segment, in which operating
profit plunged to a mere RMB52m in 3Q17, from RMB2.8-
2.9bn/quarter in 1H, blamed on the intensifying price war
against independent petrol station operators that started in
late March.

Exploration and Production (E&P) segment continued on its
downtrend, with operating profit sliding to RMB4.1bn from
RMB5bn a quarter ago, despite relatively steady average oil
price. We surmise the breakeven cost per barrel might have
crept up as highlighted in our previous note.

These underperforming segments were mitigated by the
stronger-than-expected performance at Refining and

Chemicals segment, in which operating profit rose from
RMB7.7bn in 2Q17 to RMB11.9bn in 3Q17.

Natural gas and Pipeline business remained stable in 3Q.

E&P output on track. Crude oil production totalled
660.1Tmmbbls in 9M17, down 5.2% y-0-y as guided, on track
to meet its target of 879mmbbls for 2017. Natural gas output
seems ahead of target, rising 4.5% y-o-y to 2,549.2bcf,
forming ¢.77% of its 2017 target of 3,308bcf.

Net gearing improved to 0.24x as of end-September 2017,
from 0.3x a year ago. PetroChina continues to churn positive
FCF, which amounted to c.RMB120bn in 9M17.

Outlook

Expect a stronger 4Q17. Looking ahead, we expect a stronger
4Q as PetroChina could raise its wholesale natural gas price
by 20% for the winter heating season, offsetting the recent
15% cut in pipeline tariffs. In addition, crude oil prices had
been creeping up in October, paving the way for better E&P
performance.

Earnings revisions. We have cut our FY17/18F net profit
forecast by 13/28% after lowering our margin assumption for
the Marketing segment, partially offset by upward revision in
oil price assumption for 2018.

B]DBS
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PetroChina
Quarterly / Income Statement (RMBm)
FY Dec 3Q2016 2Q2017 3Q2017 % chg yoy % chg qogq
Revenue 411,370 482,350 481,795 17.1 0.1)
Cost of Goods Sold (384,053) (448,158) (443,791) 15.6 (1.0)
Gross Profit 27,317 34,192 38,004 39.1 1.1
Other Oper. (Exp)/Inc (16,342) (17,391) (21,127) 293 21.5
Operating Profit 10,975 16,801 16,877 53.8 0.5
Other Non Opg (Exp)/Inc 11.0 (975) (667) nm (31.6)
Associates & JV Inc 1,021 1,283 1,262 23.6 (1.6)
Net Interest (Exp)/Inc (5,170) (4,803) (4,859) 6.0 (1.2)
Exceptional Gain/(Loss) 0.0 0.0 0.0 - -
Pre-tax Profit 6,837 12,306 12,613 84.5 2.5
Tax (2,948) (2,412) (3,682) 24.9 52.7
Minority Interest (2,689) (3,369) (4,241) (57.7) 25.9
Net Profit 1,200 6,525 4,689 290.8 (28.1)
Net profit bef Except. 1,200 6,525 4,689 290.8 (28.1)
EBITDA 62,582 74,949 66,408 6.1 (11.4)
Margins (%)
Gross Margins 6.6 7.1 7.9
Opg Profit Margins 2.7 3.5 3.5
Net Profit Margins 0.3 1.4 1.0

Source of all data: Company, DBS Bank
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CRITICAL FACTORS TO WATCH

E&P segment accounts for majority of operating profits —
realised oil price is crucial. PetroChina’s operating profits have
historically been driven by the E&P segment, which accounted
for 100% of operating profit in times of high oil prices (as
refining & chemicals segment incurred losses), but ¢.60-80% of
operating profit in times of low oil prices (e.g. in 2009 and
2015 when Brent was US$62/bbl and US$54/bbl respectively).
Given that PetroChina’s breakeven level is estimated to be
~US$50/bbl, and our house forecast is for a medium- to long-
term Brent price of US$60-65/bbl, we think PetroChina’s E&P
segment will gradually recover to account for the majority of
operating profits by FY19. Thus, a recovery in global
benchmark oil prices is a key data point to watch.

Pipeline reform could unlock value for PetroChina. As the
market seems to be assigning a close-to-zero value at current
market prices for PetroChina’s non-E&P segments, we are of
the view that progress in pipeline reform (e.g. via divestment of
the pipeline assets) would unlock value for PetroChina’s
shareholders. However, recent commentary by PetroChina’s
management suggests that pipeline divestments are no longer
at the top of the agenda, suggesting that it could be a while
before we see further midstream asset sales.

Natural gas losses depressing profits - renegotiation for lower
import prices would be a boon. PetroChina accounts for at
least 65% of China’s natural gas imports by our estimates.
Currently, the company incurs losses on natural gas imports as
realised prices on gas sold domestically are lower than its
import prices (mainly from Central Asia and Myanmar), while
VAT refunds on gas imports have been insufficient to offset
these losses. The Chinese government’s target for natural gas
to hit 10% of the country’s energy mix by 2020 — up from
5.9% in 2015 - also looks set to increase PetroChina’s volume
of loss-making imports. As we do not view higher gas prices
within China as a solution (gas price needs to be low to
encourage consumption), that leaves a renegotiation with
export partners for lower import prices as a potential solution.
Such agreements would provide a boost to PetroChina’s profits
and share price.

High gas reserves, but crude oil reserves running below peer
average. PetroChina’s total reserve life as of end-December
2016 stood at c.14 years — one of the highest among
integrated peers. However, its reserves are largely skewed
towards natural gas (24 years reserve life), while crude oil
reserve life stands at a much lower ~8 years, which is below
peer average. Major crude oil discoveries or M&A at reasonable
prices for overseas crude oil assets could provide investors with
greater confidence and give the share price a boost.

Operating profit by segment (RMB mil)
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Appendix 1: A look at PetroChina’s listed history — what drives its share price?
Share price demonstrates high correlation with crude oil prices

(US$/obl) (HKS$/sh)
160 25
- r=0.86
20
120
100 15
80
60 10
40
5
20
0 0

LI L FEFS PO R
S R I S S S R SR SR SR SR )

Brent PetroChina (H)

Source: Bloomberg Finance L.P., DBS Bank

Share price has also shown strong correlation to operating profits...

(HK$/sh) (RMB bn)
14 60,000
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10,000
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0 (10,000)
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PetroChina operating profit —— PetroChina share price

Source: Company, Bloomberg Finance L.P., DBS Bank

The link: PetroChina’s upstream segment accounts for the majority of profits when oil prices are not extremely low

(RMB mi) At c.US$60/bbl Brent, PetroChina's E&P (US$/bbl)
300,000 segment accounted for ¢.73% of total $120
operatingprofit - — - _ _ _
250,000 - B
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200,000 £ -
! /
N - N
150,000 S AN $80
\
100,000 \ j = =
N m .- $60
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0 — ! — = ! ! $40
. -
(50,000) |
f— $20
(100,000) —
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— ERP Refining & Chemical Marketing
mmmm Natural gas and pipeline = Head office and other — — = Average Brent Price (US$/bbl; RHS)

Source: Company, Bloomberg Finance L.P., DBS Bank
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Balance Sheet:

Manageable gearing and bond maturity profile. PetroChina's
net gearing of ¢.0.24x as of 3Q17 sits in the middle of its peer
range. Debentures account for about 32% of total borrowings,
with a relatively lumpy maturity profile; 2018 and 2021 are the
key years with larger maturities of Rmb36bn and Rmb48bn
respectively. However, given PetroChina's high cash balance of
about Rmb165bn currently, as well as expectations of positive
OCF of c.RMB260-300bn over the next three years, we do not
foresee any liquidity-related issues and view PetroChina as
relatively stable from a cash-flow point of view. Capex
spending should also be maintained at relatively low levels
going forward (guidance of Rmb191bn for FY17 vs. average of
c.Rmb280bn from 2008-2014) given the focus on value over
volume, freeing up more cash for debt repayments.

Share Price Drivers:

Benchmark oil prices. As PetroChina’s E&P segment has the
largest potential to boost operating profits, any rise or fall in
benchmark oil prices would affect PetroChina’s outlook for its
operating profits.

Key Risks:

Oil price risk. If US shale players ramp up output to higher-
than-expected levels, oil prices may see a downward
correction, which would impact PetroChina’s profits.

Intensifying competition from teapot refiners. Teapot refiners,
mainly in the Shandong area, have been selling increasing
amounts of refined products to independent retailers,
sparking a retail price war in certain areas (mainly near
Shandong) for gasoline and diesel. More intense competition
could erode PetroChina’s margins further.

Company Background

PetroChina is the largest integrated oil company in China with
operations in the upstream, midstream and downstream
segments (including chemicals) of the oil and gas value chain.

Leverage & Asset Turnover (x)
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Key Assumptions

FY Dec 2015A 2016A 2017F 2018F 2019F

Brent price (US$/bbl) 53.6 451 54.0 62.5 65.0
PetroChina realised
crude oil price (RMB/ton) 2,134.0 1,881.0 2,451.0 2,890.3 3,019.5
PetroChina realised
natural gas price 1,371.0 1,097.0 1,056.4 1,397.7 1,380.7
(RMB/cubic metre)
Source: Company, DBS Vickers

Segmental Breakdown (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Revenues (RMB m)
E&P 90,989 76,768 95,471 112,580 117,613
Refining & Chemicals 140,421 143,657 166,935 168,605 170,291
Marketing 1,236,707 1,175,272 1,395,741 1,445,921 1,483,979
Natural gas & pipeline 255,519 219,693 235,309 311,336 307,553
HQ and other 1,792 1,513 1,513 1,513 1,513
Total 1,725,428 1,616,903 1,894,970 2,039,954 2,080,948
Operating profit (RMB m)
E&P 33,961 3,148 14,321 28,145 41,164
Refining & Chemicals 4,883 39,026 36,726 35,407 34,058
Marketing (500) 11,048 9,770 10,121 10,388
Natural gas & pipeline 28,424 17,885 21,709 31,202 27,912
HQ and other (10,323) (10,472) (10,472) (10,472) (10,472)
Total 56,445 60,635 72,053 94,404 103,051
Operating profit Margins
(%)
E&P 37.3 4.1 15.0 25.0 35.0
Refining & Chemicals 3.5 27.2 22.0 21.0 20.0
Marketing 0.0 0.9 0.7 0.7 0.7
Natural gas & pipeline 1.1 8.1 9.2 10.0 9.1
HQ and other (576.1) (692.1) (692.1) (692.1) (692.1)
Total 3.3 3.8 3.8 4.6 5.0

Source: Company, DBS Bank
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Income Statement (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Revenue 1,725,428 1,616,903 1,894,970 2,039,954 2,080,948
Cost of Goods Sold (1,661,208) (1,570,261) (1,822,916) (1,945,550) (1,977,898)
Gross Profit 64,220 46,642 72,053 94,404 103,051
Other Opng (Exp)/Inc 0 0 0 0 0
Operating Profit 64,220 46,642 72,053 94,404 103,051
Other Non Opg (Exp)/Inc (632) 1,257 (3,500) 0 0
Associates & JV Inc 1,504 4,105 4,000 5,000 6,000
Net Interest (Exp)/Inc (22,309) (20,857) (20,250) (22,870) (21,074)
Dividend Income 0 0 0 0 0
Exceptional Gain/(Loss) 15,032 13,993 0 0 0
Pre-tax Profit 57,815 45,140 52,303 76,534 87,976
Tax (15,726) (15,768) (13,076) (19,133) (21,994)
Minority Interest (6,572) (21,515) (16,000) (17,220) (19,795)
Preference Dividend 0 (1) 0 0 0
Net Profit 35,517 7,856 23,227 40,180 46,188
Net Profit before Except. 20,485 (6,137) 23,227 40,180 46,188
EBITDA 267,967 270,151 285,270 312,120 321,767
Growth

Revenue Gth (%) (24.4) (6.3) 17.2 7.7 2.0
EBITDA Gth (%) (25.9) 0.8 5.6 9.4 3.1
Opg Profit Gth (%) (63.4) (27.4) 54.5 31.0 9.2
Net Profit Gth (%) (66.9) (77.9) 195.7 73.0 15.0
Margins & Ratio

Gross Margins (%) 3.7 29 3.8 4.6 5.0
Opg Profit Margin (%) 3.7 2.9 3.8 4.6 5.0
Net Profit Margin (%) 2.1 0.5 1.2 2.0 2.2
ROAE (%) 3.0 0.7 1.9 3.3 3.8
ROA (%) 1.5 0.3 1.0 1.6 1.8
ROCE (%) 0.1) (1.3) 0.1 0.8 1.2
Div Payout Ratio (%) 40.5 138.2 75.0 45.0 45.0
Net Interest Cover (x) 29 2.2 3.6 4.1 4.9

Source: Company, DBS Bank
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Quarterly Income Statement (RMB m)

FY Dec 3Q2016 4Q2016 1Q2017 2Q2017 3Q2017
Revenue 411,370 466,466 493,559 482,350 481,795
Cost of Goods Sold (384,053) (425,013) (456,479) (448,158) (443,791)
Gross Profit 27,317 41,453 37,080 34,192 38,004
Other Oper. (Exp)/Inc (16,342) (26,333) (17,398) (17,391) (21,127)
Operating Profit 10,975 15,120 19,682 16,801 16,877
Other Non Opg (Exp)/Inc 1 709 (199) (975) (667)
Associates & JV Inc 1,021 388 932 1,283 1,262
Net Interest (Exp)/Inc (5,170) (4,514) (5,340) (4,803) (4,859)
Exceptional Gain/(Loss) 0 0 0 0 0
Pre-tax Profit 6,837 11,703 15,075 12,306 12,613
Tax (2,948) (3,125) (4,456) (2,412) (3,682)
Minority Interest (2,689) (2,452) (4,918) (3,369) (4,241)
Net Profit 1,200 6,126 5,701 6,525 4,689
Net profit bef Except. 1,200 6,126 5,701 6,525 4,689
EBITDA 77,804 77,804 78,685 74,949 66,408
Growth (QoQ)

Revenue Gth (%) 6.5 13.4 5.8 (2.3) 0.1)
EBITDA Gth (%) (33.5) 24.3 1.1 4.7) (11.4)
Opg Profit Gth (%) (70.5) 37.8 30.2 (14.6) 0.5
Net Profit Gth (%) (91.6) 410.5 (6.9) 14.5 (28.1)
Growth (YoY)

Revenue Gth (%) (3.8) 11.0 39.9 249 171
EBITDA Gth (%) 34 (3.3) 58.4 (20.3) 6.1
Opg Profit Gth (%) (32.3) (5.1) (836.3) (54.9) 53.8
Net Profit Gth (%) (76.9) 24.6 N/A (54.4) 290.8
Margins

Gross Margins (%) 6.6 8.9 7.5 7.1 7.9
Opg Profit Margins (%) 2.7 3.2 4.0 3.5 3.5
Net Profit Margins (%) 0.3 1.3 1.2 1.4 1.0

Source: Company, DBS Bank
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Balance Sheet (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Net Fixed Assets 1,784,905 1,739,545 1,716,929 1,694,212 1,671,496
Invts in Associates & JVs 70,976 78,967 72,967 67,967 63,967
Other LT Assets 188,619 196,474 217,397 227,321 230,486
Cash & ST Invts 73,692 98,617 98,112 135,408 182,212
Inventory 126,877 146,865 180,022 193,796 197,690
Debtors 52,262 47,315 56,849 61,199 62,428
Other Current Assets 96,513 88,868 104,223 112,197 114,452
Total Assets 2,393,844 2,396,651 2,446,499 2,492,100 2,522,732
ST Debt 106,226 143,384 143,384 143,384 143,384
Creditors 331,040 310,680 358,131 379,598 385,391
Other Current Liab 34,141 45,199 47,374 50,999 52,024
LT Debt 434,475 372,887 372,887 372,887 372,887
Other LT Liabilities 143,928 151,766 146,185 144,595 143,005
Shareholder’s Equity 1,179,716 1,189,024 1,194,828 1,216,927 1,242,330
Minority Interests 164,318 183,711 183,711 183,711 183,711
Total Cap. & Liab. 2,393,844 2,396,651 2,446,499 2,492,100 2,522,732
Non-Cash Wkg. Capital (89,529) (72,831) (64,410) (63,405) (62,844)
Net Cash/(Debt) (467,009) (417,654) (418,159) (380,863) (334,059)
Debtors Turn (avg days) 1.1 1.2 10.0 10.6 10.8
Creditors Turn (avg days) 87.0 86.6 75.8 77.7 79.1
Inventory Turn (avg days) 36.6 36.9 37.0 39.4 40.5
Asset Turnover (x) 0.7 0.7 0.8 0.8 0.8
Current Ratio (x) 0.7 0.8 0.8 0.9 1.0
Quick Ratio (x) 0.3 0.3 0.3 0.3 0.4
Net Debt/Equity (X) 0.3 0.3 0.3 0.3 0.2
Net Debt/Equity ex Ml (X) 0.4 0.4 0.3 0.3 0.3
Capex to Debt (%) 40.3 35.1 37.1 36.8 36.8
Z-Score (X) 284.2 NA NA NA NA

Source: Company, DBS Bank
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Cash Flow Statement (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Pre-Tax Profit 57,815 45,140 52,303 76,534 87,976
Dep. & Amort. 202,875 218,147 212,716 212,716 212,716
Tax Paid (28,192) (13,188) (13,076) (19,133) (21,994)
Assoc. & JV Inc/(loss) (1,504) (4,105) (4,000) (5,000) (6,000)
(Pft)/ Loss on disposal of FAs 0 0 0 0 0
Chg in Wkg.Cap. 13,674 (532) (9,061) (1,505) (1,060)
Other Operating CF 16,644 19,717 20,250 22,870 21,074
Net Operating CF 261,312 265,179 259,133 286,481 292,712
Capital Exp.(net) (217,750) (181,054) (191,300) (190,000) (190,000)
Other Invts.(net) 3,857 (160) (100) (100) (100)
Invts in Assoc. & JV (1,637) (2,008) 0 0 0
Div from Assoc & JV 9,617 10,505 10,000 10,000 10,000
Other Investing CF (9,966) (3,170) (16,758) (6,481) 2,075
Net Investing CF (215,879) (175,887) (198,158) (186,581) (178,025)
Div Paid (34,319) (10,851) (33,423) (35,301) (40,579)
Chg in Gross Debt 12,018 (36,392) 0 0 0
Capital Issues 1,297 939 0 0 0
Other Financing CF (24,435) (20,703) (28,157) (27,404) (27,404)
Net Financing CF (45,439) (67,007) (61,580) (62,705) (67,983)
Currency Adjustments (999) 2,873 0 0 0
Chg in Cash (1,005) 25,158 (605) 37,196 46,704
Opg CFPS (RMB) 1.35 1.45 1.47 1.57 1.61
Free CFPS (RMB) 0.24 0.46 0.37 0.53 0.56

Source: Company, DBS Bank

Target Price & Ratings History

HKS CI05|.ng
7.0 1 Price
6.5 - 1 22-May-17 HK$5.26 HK$6.82 Buy
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55 | 182 4: 25-Aug-17 HK$5.00 HK$5.45 Hold
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Refer to important disclosures at the end of this report

DBS Group Research . Equity 6 Nov 2017
BUY Value-unlocking opportunities ahead

Last Traded Price ( 3_ Nov 201 7):H|f)$5'74, (HSI - 28,604) still an outperformer as oil prices remain favourable. We lower our TP
2rm|e 'I;arget 12-mth: HK$7.50 (31% upside) (Prev HK$8.2) to HK$7.50 after tweaking our earnings downwards, factoring in lower
MEIGE . spread assumption due to keener competition at Refining and
0 i 0 v B 2014 el v 2l o Marketing segment. We continue to like Sinopec as a safer integrated
play among the Big Three. It is in a ‘sweet spot” when crude prices are

What's New at US$50-65/bbl (within DBS's forecasts of Brent crude price in the

e Trim FY17/18 profits by 1%/10% medium term), where profits are maximised across its integrated

« Still the safer integrated play among Big Three segments. The impact from margin erosion resulting from retail fuel

¢ Potential IPO of marketing segment and spin-off price discounting in the north is more muted vs. PetroChina, which has
of pipeline assets could unlock value more petrol stations in the region.

e Reiterate BUY; TP lowered marginally to HK$7.50

IPO of marketing segment and pipeline spin-offs are catalysts for re-

Price Relative valuation. While the listing of Sinopec’s marketing segment now looks
e Retative index to be a 2018 event, we think an IPO price above 14x FY17 PE —in line
o zos with Sinopec’s 30% sale of the segment in 2014 — would be value
- acE accretive to the company. Additionally, with renewed talks about a
ss 125 national natural gas pipeline in China, spin-offs of pipeline assets could
as oe be another avenue to unlock value. If similar valuations (c.20x PE) are
> Reovms Novaa Novos NovEe Novas achieved vis-a-vis the Sichuan-East China pipeline deal in 2016, this
—China Petroleur & Chem (LHS)  — Relative HSI (RHS) could be positive for Sinopec, given the regulated 8% ROA on pipeline
Forecasts and Valuation assets.
FY Dec (RMB m) 2016A 2017F 2018F 2019F
Turnover 1,930,911 2,165,191 2,324,376 2,468,103 Where we differ: We believe the positives outweigh the negatives at
EBITDA 194,577 190,370 194,027 197,064 this point — planned deployment of cash to new projects could address
Pre-tax Profit 80,151 83,931 80,761 78,363  the worries over high E&P breakeven and low reserve life; there are
Net Profit 46,672 50,361 48,447 47,009  spin-off catalysts on the horizon, and the impact from retail fuel price

Net Pft (Pre Ex)
(core profit)
Net Profit Gth (Pre-

46 672 50361 48447 47009 discounting has been relatively contained thus far.

) (%) 43.6 7.9 (3.8) 3.0) Valuation: .
E)F(’S (Isl\/IB) 0.39 0,42 oo 039 Our SOTP valuation — based on reported PV-10 (present value estimate
: : : : of future cash flows from oil & gas reserves based on 10% discount
EPS (HK$) 0.45 0.49 0.47 0.46 T ;
rate and oil price as of year-end) for the E&P segment, PE multiple for
Core EPS (HK$) 0.45 0.49 0.47 0.46 ; . ) .
Core EPS (RMB) 0.39 0.42 0.40 0.39 Chemicals and Refining, and DCF for Marketing - gives a TP of
EPS Gth (%) 433 7.9 (3.8) 3.0) HK$7.50. Including a dividend yield of ¢.5.5%, this implies an all-in
Core EPS Gth (%) 433 7.9 (3.8) (3.0) potential return of ¢.32%.
Diluted EPS (HK$) 0.45 0.49 0.47 0.46 . .
DPS (HK$) 0.29 0.32 0.32 0.32 Key Risks to Our View:
BV Per Share (HK$) 6.91 7.09 7.24 7.38 Teapot refiners are encroaching into the retail fuel space. If competition
PE (X) 12.6 11.7 12.2 12.6  intensifies, marketing margins could take a larger-than-expected hit.
Core PE (X) 12.6 11.7 12.2 12.6
P/Cash Flow (X) 2.8 4.1 3.8 3.7 AtAGlance
P/Free CF (X) 4.2 12.9 10.7 10.5 Issued Capital - H shares (m shs) 25,513
EV/EBITDA (X) 3.9 4.0 3.9 3.8 - Non H shares (m 95,558
Net Div Yield (%) 5.1 55 5.5 55  Hshsasa % of Total 21
P/Book Value (X) 0.8 0.8 0.8 0.8 Total Mkt. Cap (HK$m/US$m) 840,594 / 107,755
Net Debt/Equity (X) 0.1 0.0 0.0 0.0  Major Shareholders
ROAE (%) 6.7 7.0 6.6 6.3 Sinopec Group (%) 70.9
Earnings Rev (%): (1) (10) - Major H Shareholders
Consensus EPS (RMB) 0.43 0.44 0.50 Blackrock, Inc. (%) 9.1
Other Broker Recs: B: 19 S:0 H: 2 gc(fl/ro)ders Plc (%) 88
0 .
Source of all data on this page: Company, DBS Bank, Thomson Reuters, H Shares-Free Float (%) 85.9
HKEX 3m Avg. Daily Val. (US$m) 62.1

ICB Industry : Oil & Gas / Oil & Gas Producers
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WHAT’S NEW
3Q17 results highlights

Sinopec's 3Q17 results were in line with expectations. 3Q17
PATMI of RMB11.5bn, was up 12.7% y-o-y, as the
exploration and production (E&P) as well as the marketing
and distribution segments saw higher profits y-o-y on a
combination of volume growth and better pricing. This brings
9M17 PATMI to RMB39.4bn (+30.9% y-0-y), accounting for
€.78% of our full-year forecast.

Capex target has been cut by ¢.11% to RMB98.5bn for the
full-year, compared to RMB110bn previously. The largest cut
of RMB8bn was to Exploration and Production capex, which
is now set at RMB42.7bn for the full year. This suggests a lack
of attractive opportunities in existing regions (88% of
Sinopec’s proven reserves are within China), and reserve
additions via M&A may be the way forward.

Sinopec looks on track to meet FY17 operating targets:

- Crude oil production of 220.2mmbbls in 9M17 accounts
for 74.9% of Sinopec’s FY17 target, while natural gas
output was slightly above target at 76.6%

- Refinery throughput of 177.46mm tonnes YTD is 75.2%
of the targeted amount

- Domestic fuel sales are at 76.1% of target

- Ethylene production of 8.534mm tonnes is at 73.1% of
target (though 4Q tends to see slightly higher production
historically)

Marketing IPO looks to be a 2018 event. Management
commented that it would be difficult to complete an IPO of
the retail segment by end of the year; 2018 is a more realistic
target.

Cash to be deployed to capex and maintaining dividend
payout levels. Given Sinopec’s near-net cash position, effective
deployment of its cash would be a positive. In this respect, the
company intends to funnel cash into upstream exploration,
refining & chemical investments, and to maintain a dividend
payout ratio of above 50%.

8BDBS
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CRITICAL FACTORS TO WATCH

Critical Factors

Sinopec outperforms when oil prices are either low, or
expected to move lower. Relative to its Chinese oil major peers,
which have their upstream segments contributing to the
majority of group profits, Sinopec does well when oil prices are
low or expected to be low. In the mid-2011 to mid-2014
period, despite high crude prices at the time, the market was
pricing in a steep backwardation in the futures curve of
c.US$20/bbl - this led to an early outperformance by Sinopec.
Then when oil prices collapsed in late 2014, Sinopec’s shares
continued to outperform as refinery margins were given a
boost. In 2017, Sinopec has continued to outperform as the
market has expected ‘lower-for-longer’ long-term oil prices
(evidenced by a flattish futures curve) at the US$55-65/bbl
level, which benefits Sinopec, as we believe its sweet spot is
between US$50-65/bbl.

Refining margins a key factor to share price performance. As
we expect the refining segment to account for ¢.78%/73% of
Sinopec’s operating profits in FY17/FY18, refinery margins are
a critical factor in driving earnings and share price
performance. Historically, Sinopec has shown strong correlation
between its refining margins and its relative performance vs.
Chinese oil majors peers (see next page). Low oil price is one of
the drivers, but regional as well as domestic capacity and
output (particularly from teapot refiners) should be watched as
well, as these can have a significant impact on refining
margins.

Marketing segment — price war impact on margins vs. potential
IPO is a critical factor. Since late March 2017, Sinopec and
PetroChina have been reportedly slashing retail fuel prices by as
much as 20-30% in the northern regions of China in response
to teapot refineries selling higher volumes of cheaper refined
fuels to private petrol stations and fuel dealers. While we have
already accounted for the price war by lowering our ASP
assumptions, we estimate that every further RMB50/tonne
reduction in the retail price of gasoline and diesel has the
potential to lower the segment’s operating income by 34%.
On the flipside, a proposed overseas listing of the marketing
segment could help unlock value if valuations are above
expectations.

Low crude oil reserve life; asset purchases could help resolve
this issue. Sinopec’s crude oil reserve life is low at ~5.7 years,
as key oilfield Shengli (which accounted for 56% of 2016
crude oil output) is mature and increasingly uneconomical at
current levels of oil prices. M&A of overseas assets could help
alleviate the worry over reserve life, as domestic exploration has
apparently failed to yield fantastic results.

Sinopec refining EBIT (ex-inventory gain/loss) vs. Brent
(USS/obl) ®MB mi)
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Appendix 1: A look at Company's listed history — what drives its share price?

In the long term, Sinopec outperforms when oil prices are either low or expected to move lower (forward curve implied)

(Indexed, Jan 2010 = 100) (US$/bbl; +ve = contango)
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Relative performance vs. PetroChina and CNOOC tends to be influenced by refining margins
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Balance Sheet:

Cash balance and healthy operating cash flows should cover
bond maturities. Sinopec’s bond maturity profile looks fairly
lumpy, with c.RMB22bn of total principal from two bonds due
in 2018. However, the quantum of principal amounts due is
very manageable in light of its current cash balances of
c.RMB161bn and yearly operating cash flows of c.RMB140-
160bn expected in FY17/FY18. Thus, we do not see any
liquidity issues for Sinopec.

Credit ratios are healthy. Having prudently directed cash to
debt repayments instead of capex over the last two years,
Sinopec’s gross debt amount has fallen by c.RMB145m (or
about 45%) since end-2014, and is now in a near-net cash
position, with a net gearing of just 0.03x as of 3Q17. EBITDA
interest cover is also not an issue, standing at ~20x for FY16
and is expected to increase further in FY17.

Share Price Drivers:

Crude oil prices remaining within Sinopec’s sweet spot (US$50-
65/bbl); refinery margin improvement owing to fuel quality
upgrades and operational efficiency of new facilities; and a
potential IPO of the marketing unit could be key share price
drivers.

Key Risks:

QOil prices surging to US$80-100/bbl levels is a scenario that
would likely be negative for Sinopec, though we believe this
to be unlikely owing to resilient US shale output, and
uncertainty over the timeframe of OPEC and non-OPEC cuts.

Company Background

Sinopec is an integrated oil major based in China, with
operations in the upstream, midstream (pipeline), as well as
downstream segments (marketing, refining, chemicals).
Sinopec is the largest refiner in China, and accounted for
about 43% of China’s total refinery throughput in 2016.
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Segmental Breakdown (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Revenues (RMB m)
Exploration and 138,653 115,939 150,612 159,181 165,068
Production
Refining 926,616 855,786 965,347 1,037,971 1,114,835
Marketing and 1,106,666 1,052,857 1,201,908 1,315,494 1,416,019
Distribution
Chemicals 328,871 335,114 403,363 431,409 457,347
Corporate and others 783,874 739,947 754,746 769,841 785,238
Elimination (1,264,305) (1,168,732) (1,310,785) (1,389,519) (1,470,403)
Total 2,020,375 1,930,911 2,165,191 2,324,376 2,468,103
Operating profit (RMB m)
Exploration and
Production 47,057 (17,418) (36,641) (33,623) (28,443)
Refining (1,954) 20,959 56,265 55,786 50,268
Marketing and 29,449 28,855 32,153 28,593 31,251
Distribution
Chemicals (2,181) 19,476 20,623 21,385 17,913
Corporate and others (1,063) 384 3,212 2,079 2,121
Elimination 2,179 4,566 1,581 0 0
Total 73,487 56,822 77,193 74,220 73,109
Operating profit Margins
(%)
Exploration and
Production 33.9 (15.0) (24.3) (21.1) (17.2)
Refining (0.2) 2.4 5.8 5.4 4.5
Marketing and
Distribution 2.7 2.7 2.7 2.2 2.2
Chemicals (0.7) 5.8 5.1 5.0 3.9
Corporate and others (0.1) 0.1 0.4 0.3 0.3
Elimination (0.2) (0.4) (0.1) 0.0 0.0
Total 3.6 29 3.6 3.2 3.0

Source: Company, DBS Bank
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Income Statement (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Revenue 2,020,375 1,930,911 2,165,191 2,324,376 2,468,103
Cost of Goods Sold (1,837,314) (1,731,157)  (1,954,564) (2,109,480) (2,251,923)
Gross Profit 183,061 199,754 210,627 214,896 216,180
Other Opng (Exp)/Inc (126,239) (122,561) (136,407) (141,787) (145,618)
Operating Profit 56,822 77,193 74,220 73,109 70,562
Other Non Opg (Exp)/Inc (3,650) (347) 161 176 173
Associates & JV Inc 8,362 9,306 12,966 11,549 10,876
Net Interest (Exp)/Inc (5,123) (6,001) (3,416) (4,073) (3,247)
Dividend Income 0 0 0 0 0
Exceptional Gain/(Loss) 0 0 0 0 0
Pre-tax Profit 56,411 80,151 83,931 80,761 78,363
Tax (12,613) (20,707) (20,981) (20,196) (19,596)
Minority Interest (11,286) (12,772) (12,589) (12,118) (11,758)
Preference Dividend 0 0 0 0 0
Net Profit 32,512 46,672 50,361 48,447 47,009
Net Profit before Except. 32,512 46,672 50,361 48,447 47,009
EBITDA 157,994 194,577 190,370 194,027 197,064
Growth

Revenue Gth (%) (28.5) (4.4) 12.1 7.4 6.2
EBITDA Gth (%) (4.3) 23.2 (2.2) 1.9 1.6
Opg Profit Gth (%) (22.7) 359 (3.9) (1.5) (3.5)
Net Profit Gth (%) (30.0) 43.6 7.9 (3.8) (3.0
Margins & Ratio

Gross Margins (%) 9.1 10.3 9.7 9.2 8.8
Opg Profit Margin (%) 2.8 4.0 3.4 3.1 2.9
Net Profit Margin (%) 1.6 2.4 2.3 2.1 1.9
ROAE (%) 5.1 6.7 7.0 6.6 6.3
ROA (%) 2.2 3.2 3.3 3.2 3.1
ROCE (%) 2.6 3.7 4.3 4.1 4.0
Div Payout Ratio (%) 55.9 64.6 64.9 67.5 69.5
Net Interest Cover (x) 1.1 12.9 21.7 17.9 21.7

Source: Company, DBS Bank

Interim Income Statement (RMB m)

FY Dec 1H2015 2H2015 1H2016 2H2016 1H2017
Revenue 1,041,131 979,244 879,220 1,051,691 1,165,837
Cost of Goods Sold (943,213) (894,101) (782,085) (949,072) (1,063,084)
Gross Profit 97,918 85,143 97,135 102,619 102,753
Other Oper. (Exp)/Inc (57,422) (68,817) (62,027) (60,534) (63,444)
Operating Profit 40,496 16,326 35,108 42,085 39,309
Other Non Opg (Exp)/Inc (10) (3,640) (379) 32 519
Associates & JV Inc 4,135 4,227 4,598 4,708 7,651
Net Interest (Exp)/Inc (3,287) (1,836) (3,806) (2,195) (1,522)
Exceptional Gain/(Loss) 0 0 0 0 0
Pre-tax Profit 41,334 15,077 35,521 44,630 45,957
Tax (9,674) (2,939) (8,379) (12,328) (8,915)
Minority Interest (6,237) (5,049) (7,223) (5,549) (9,127)
Net Profit 25,423 7,089 19,919 26,753 27,915
Net profit bef Except. 25,423 7,089 19,919 26,753 27,915
Growth

Revenue Gth (%) (23.2) (33.4) (15.6) 7.4 32.6
Opg Profit Gth (%) (22.5) (23.1) (13.3) 157.8 12.0
Net Profit Gth (%) (21.9) (49.1) (21.6) 277.4 40.1
Margins

Gross Margins (%) 9.4 8.7 11.0 9.8 8.8
Opg Profit Margins (%) 3.9 1.7 4.0 4.0 3.4
Net Profit Margins (%) 2.4 0.7 2.3 2.5 2.4

Source: Company, DBS Bank
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Balance Sheet (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Net Fixed Assets 733,449 690,594 689,901 684,751 678,553
Invts in Associates & JVs 84,293 116,812 134,778 151,327 167,202
Other LT Assets 295,869 278,942 275,111 271,068 266,813
Cash & ST Invts 69,666 142,497 120,584 108,118 106,492
Inventory 145,608 156,511 170,554 184,072 196,501
Debtors 56,142 50,289 59,672 64,059 68,020
Other Current Assets 62,241 62,964 62,964 62,964 62,964
Total Assets 1,447,268 1,498,609 1,513,564 1,526,359 1,546,545
ST Debt 115,446 74,819 64,819 54,819 49,819
Creditors 130,558 174,301 172,101 185,741 198,283
Other Current Liab 216,828 236,423 251,353 250,568 249,968
LT Debt 139,746 117,446 97,446 77,446 62,446
Other LT Liabilities 56,529 64,385 66,350 68,413 70,579
Shareholder’s Equity 676,197 710,994 728,666 744,425 758,744
Minority Interests 111,964 120,241 132,830 144,947 156,705
Total Cap. & Liab. 1,447,268 1,498,609 1,513,564 1,526,359 1,546,545
Non-Cash Wkg. Capital (83,395) (140,960) (130,264) (125,214) (120,766)
Net Cash/(Debt) (185,526) (49,768) (41,681) (24,147) (5,773)
Debtors Turn (avg days) 13.3 10.1 9.3 9.7 9.8
Creditors Turn (avg days) 345 34.3 341 32.6 32.8
Inventory Turn (avg days) 35.0 34.0 32.2 32.4 325
Asset Turnover (x) 1.4 1.3 1.4 1.5 1.6
Current Ratio (x) 0.7 0.8 0.8 0.9 0.9
Quick Ratio (x) 0.3 0.4 0.4 0.4 0.4
Net Debt/Equity (X) 0.2 0.1 0.0 0.0 0.0
Net Debt/Equity ex Ml (X) 0.3 0.1 0.1 0.0 0.0
Capex to Debt (%) 40.1 37.7 60.7 75.6 93.5
Z-Score (X) 167.6 NA NA NA NA
Source: Company, DBS Bank

Cash Flow Statement (RMB m)

FY Dec 2015A 2016A 2017F 2018F 2019F
Pre-Tax Profit 56,411 80,151 83,931 80,761 78,363
Dep. & Amort. 96,460 108,425 103,024 109,193 115,455
Tax Paid (13,999) (23,236) (6,051) (20,981) (20,196)
Assoc. & JV Inc/(loss) (8,362) (9,306) (12,966) (11,549) (10,876)
(Pft)/ Loss on disposal of FAs 0 0 0 0 0
Chg in Wkg.Cap. 11,615 47,176 (25,626) (4,265) (3,848)
Other Operating CF 23,615 11,333 1,965 2,063 2,166
Net Operating CF 165,740 214,543 144,276 155,223 161,064
Capital Exp.(net) (102,271) (72,407) (98,500) (100,000) (105,000)
Other Invts.(net) 0 0 0 0 0
Invts in Assoc. & JV (20,087) 17,127 (5,000) (5,000) (5,000)
Div from Assoc & JV 0 0 0 0 0
Other Investing CF 5,639 (10,937) 0 0 0
Net Investing CF (116,719) (66,217)  (103,500) (105,000) (110,000)
Div Paid (24,214) (16,876) (32,689) (32,689) (32,689)
Chg in Gross Debt (62,596) (62,994) (30,000) (30,000) (20,000)
Capital Issues 0 0 0 0 0
Other Financing CF 97,062 4,119 0 0 0
Net Financing CF 10,252 (75,751) (62,689) (62,689) (52,689)
Currency Adjustments 293 256 0 0 0
Chg in Cash 59,566 72,831 (21,913) (12,466) (1,625)
Opg CFPS (RMB) 1.28 1.38 1.40 1.32 1.36
Free CFPS (RMB) 0.53 1.17 0.38 0.46 0.46

Source: Company, DBS Bank
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Target Price & Ratings History

Closing 12-mth

HK$ .

7.0 - Price Target

68 - Price

66 1 1: 17-Jul-17 HK$5.96 HK$7.90 Buy
2: 19-Jul-17 HK$5.96 HK$7.90 Buy

64 1
62 12 3 3: 29-Aug-17  HK$5.85  HK$8.20 Buy
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Source: DBS Bank

Analyst: Pei Hwa HO
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23 Jan 2018

BUY

Last Traded Price ( 22 Jan 2018): S$0.43 (STl : 3,569.43)
Price Target 12-mth : S$0.51 (19% upside) (Prev $$0.41)

Analyst
Suvro SARKAR +65 6682 3720 suvro@dbs.com
Glenn Ng +65 6682 2657 glennng@dbs.com

Price Relative

=3 Relative Index
221

Apr-1a Apr-15 Apr-16 Apr-17

——PACC Offshore Services Holdings (LHS) __— Relative STI (RHS)

Forecasts and Valuation

FY Dec (US$ m) 2015A 2016A  2017F  2018F
Revenue 281 183 189 231
EBITDA 90 24 53 63
Pre-tax Profit (129) (370) (40) (35)
Net Profit (131) (371) (42) (35)
Net Pft (Pre-Ex, Aft Pref 17 61) (42) (35)
Div)*

EPS (S cts) (9.5) (27.0) (3.1) (2.5)
EPS Pre Ex, Aft Pref Div (S 1.3 (4.5) (3.1) (2.5)
4\

EPS Gth (%) nm (184) 89 18
EPS Gth Pre Ex, Aft pref (67) nm 31 18
div (%)

Net DPS (S cts) 0.5 0.0 0.0 0.0
BV Per Share (S cts) 77.2 50.1 47.0 445
PE (X) nm nm nm nm
PE Pre Ex, Aft Pref Div (X) 33.8 nm nm nm
P/Cash Flow (X) 8.5 15.4 24.2 15.8
EV/EBITDA (X) 12.6 53.7 25.7 21.2
Net Div Yield (%) 1.1 0.0 0.0 0.0
P/Book Value (X) 0.6 0.9 0.9 1.0
Net Debt/Equity (X) 0.5 1.0 1.2 1.2
ROAE (%) (11.5) (42.5) (6.3) (5.5)
Earnings Rev (%): 0 0
Consensus EPS (S cts): (3.3) (2.5)
Other Broker Recs: B: 1 S:0 H: 0

Source of all data on this page: Company, DBS Bank, Bloomberg

Safe proxy to ride offshore/marine
upswing

Maintain BUY: POSH is the safer bet in the OSV space to ride on
the oil price recovery. We continue to see POSH as a name to
ride the offshore service sector upturn; its share price has
historically been strongly correlated with oil prices, which have
rebounded strongly since mid-2017. In the near term, we see a
stronger quarter in 4Q17 as the POSH Arcadia gets a full
quarter of utilisation, and more of the Middle East offshore
support vessels (OSVs) are deployed. Further, POSH has no
bonds outstanding, is cash-generative with positive OCF in
9M17, and remains a privatisation candidate with Kuok
(Singapore) Ltd as its majority shareholder (81.89% ownership).

Where we differ: We believe the OSV market has bottomed,
and POSH is poised to ride the gradual upswing. Additionally,
we think the market has overlooked the fact that POSH made
the largest impairments as a percentage of fleet assets over
FY15/16 (c.32% of fleet value). Its equity base is thus more
eroded, and P/BV valuation looks inflated vs. peers, but is not.

Potential catalyst: We think POSH’s semi-submersible
accommodation vessels (SSAVs) can earn >US$3m in gross
profit per quarter each if fully utilised. Thus their earnings
potential is large, and SSAV contract wins are a key catalyst.

Valuation:

We maintain our BUY call with a higher TP of $$0.51 (pegged
to 1x P/BV), as market valuations move upwards on more
positive sentiment due to higher and more stable oil prices, as
well as expectations of higher offshore activity on the horizon.

Key Risks to Our View:

Failure to secure/extend charter contracts for the SSAVs. There
could be downside risk to earnings if further contracts fail to
materialise for POSH's two SSAVs.

Finance L.P. At A Glance
Issued Capital (m shrs) 1,814
Mkt. Cap (S$m/US$m) 780 /590
Major Shareholders (%)
Kuok (Singapore) Limited 81.8

Free Float (%) 18.2
3m Avg. Daily Val (US$m) 0.20
ICB Industry : Oil & Gas / Oil Equipment; Services & Dist

RDBS
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CRITICAL DATA POINTS TO WATCH

Critical Factors

Four key vessel segments. POSH, one of the largest Asia-based
providers of OSVs, is the result of the M&A of several
companies in the industry. There are four key business segments
now: 1) Offshore support vessels (OSV), 2) Transport &
Installation (T&I), 3) Offshore Accommodation (OA), and 4)
Harbour Services and Emergency Response (HSER). Thus,
though POSH has a more diversified business mix than peers,
other than the HSER segment, it is still rather dependent on the
level of offshore oil & gas activity, and in turn, oil prices.

SSAVs are a bold bet. The economics of these accommodation
units are very attractive, owing to niche market dynamics, but
finding continuous employment for these deepwater-capable
high-spec vessels is proving to be a challenge given that low oil
prices have curtailed interest in deepwater E&P. We think the
two SSAVs would easily account for over 50% of group profit if
they are fully employed. The first SSAV, POSH Xanadu,
completed its last contract with Petrobras in March 2017 and
remains off-hire, while the second, POSH Arcadia is working off
Australia on the hook-up and installation of Shell’s Prelude
FLNG. News of contract renewals/fixtures for these two units
would be positive share price drivers.

OsV division struggling to remain profitable in FY17, but long-
term charters secured and a bottoming-out offshore rig count
should help. OSV utilisation remained weak in 2016 but had
taken a turn upward in 2017, boosted by POSH’s long-term
charters in the Middle East as well as a general bottoming out
of the offshore rig and OSV market in 1Q17. POSH'’s utilisation
rate stood at 72% as of 3Q17, up from recent lows of 56% in
3Q16. With higher oil prices and offshore activity up y-o-y in
2017, we see a demand-led recovery helping rates and
utilisation. Long-term charters for 12 of POSH's vessels in the
Middle East (of which ten are newbuilds) should help narrow its
OSV segment gross losses as we enter 2018.

Being part of the Kuok Group has its advantages. POSH is a
member of the Kuok Group, a respected conglomerate with
diversified investments in commaodities, hospitality, logistics, real
estate and shipping, among others. We believe this brings three
key advantages to POSH: i) Ready access to affiliated shipyards
of the Kuok Group, which enables POSH to achieve faster
turnaround times for newbuilds and better manage
maintenance and refurbishment costs; ii) Lower financing costs;
and iii) Access to the Kuok Group’s global network and
connections to open new markets and expand business.
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Balance Sheet:

Relatively strong balance sheet should support capex
commitments. As a result of new long-term contract wins in the
Middle East, and a requirement for specific vessel types, POSH
had boosted its newbuild orderbook in 2016. All of POSH's
newbuilds were scheduled for delivery by end-2017 as of the
last update in 3Q17 (for US$31.0m in outstanding capex at the
time); undrawn bank lines of approximately US$318m are more
than sufficient to fund this. Net gearing edged up from 1.10x in
2Q17 to 1.14x in 3Q17 on drawdown of debt to fund vessel
deliveries, but a lack of near-term refinancing issues (POSH has
no outstanding bonds) and a strong parental backing by the
Kuok Group is reassuring. We do not see any near-term liquidity
issues for the group.

Share Price Drivers:

More offshore oil activities as a result of higher oil prices.
POSH’s business is essentially a function of offshore activity.
Higher oil price is the key catalyst here, which will spur
companies to invest in more offshore capex, resulting in more
operational rigs as well as rig installations, increasing demand
for POSH’s OSVs across the oilfield lifecycle.

Announcement of more or longer-term contracts for the SSAVs.
POSH Xanadu has completed its contract with Petrobras, which
ended in March 2017, while the POSH Arcadia is working on a
~150-day job for Technip Oceania for the Shell Prelude FLNG
project (with possibility for extension); this still leaves some
uncertainty over the utilisation of the two heavyweight assets in
FY18. Securing contract renewals or new long-term contracts
for the SSAVs would be a boon to POSH’s share price.

Key Risks:

Lack of contract wins for the two SSAVs. Again, since the
SSAVs are key drivers of profitability, if contract wins dry up,
POSH would see its losses intensify, which would be
detrimental to its share price performance.

Company Background

PACC Offshore Services Holdings Ltd. (POSH) is the largest
Asia-based international operator of offshore support vessels
(OSVs) and one of the top five globally. It operates a combined
fleet of about 120 vessels (including JV vessels).
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Key Assumptions
FY Dec 2014A 2015A 2016A 2017F 2018F
OSV fleet utilisation (%) 86.6 67.2 59.1 63.9 73.2
T&l fleet utilisation (%) 63.6 49.5 36.0 34.9 39.0
Acco fleet utilisation (%) 60.2 61.9 43.0 43.4 45.8
HSER fleet utilisation (%) 49.9 50.0 50.0 50.0 55.0
Segmental Breakdown
FY Dec 2014A 2015A 2016A 2017F 2018F
Revenues (US$ m)
Offshore Support Vessels 141 136 74 79 107
Transportation & 38 27 16 15 18
Accommodation 31 93 72 73 84
HSER 24 24 21 22 22
Total 234 281 183 189 231 Expect improvement in OSV
Gross Profit (US$ m) /_ margins as Middle East
Offshore Support Vessels 31 13 (12) (4) 4 vessels are deployed
Transportation & 12 5 (2) 1 2
Accommodation 1 36 15 (12) (10)
HSER 3 4 4 5 4
Total 57 58 5 (10) 1
Gross Profit Margins (%)
Offshore Support Vessels 21.9 9.6 (16.8) (5.7) 3.9
Transportation & 324 16.9 9.7) 9.6 13.8
Accommodation 35.5 38.6 20.3 (15.9) (11.7)
HSER 12.6 18.0 21.0 20.9 20.0
Total 244 20.7 2.7 (5.3 0.6

Income Statement (US$ m)

FY Dec 2014A 2015A 2016A 2017F 2018F
Revenue 234 281 183 189 231
Cost of Goods Sold (177) (223) (178) (199) (230)
Gross Profit 57 58 5 (10) 1
Other Opng (Exp)/Inc (23) (23) (37) (22) (18)
Operating Profit 34 35 (32) (32) (16)
Other Non Opg (Exp)/Inc 46 4 0 ) 2
Associates & JV Inc (14) (10) (14) 15 1
Net Interest (Exp)/Inc (11) (10) (14) (21) (22)
Exceptional Gain/(Loss) 0 (148) (310) 0 0
Pre-tax Profit 56 (129) (370) (40) (35)
Tax (3) (2) (1) 2) 0
Minority Interest 0 0 0 0 0
Net Profit 53 (131) (371) (42) (35)
Net Profit before Except. 53 17 61) (42) (35)
Preference Dividend 0 0 0 0 0
Net Pft Pre-Ex, Aft Pref Div 53 17 61) (42) (35)
EBITDA 106 90 24 53 63
Growth

Revenue Gth (%) (1.4) 20.0 (34.8) 3.1 22.6
EBITDA Gth (%) (1.7) (14.8) (73.6) 123.8 18.8
Opg Profit Gth (%) (43.0) 3.9 (192.0) (2.3) (48.5)
Net Profit Gth (%) (27.4) nm (183.6) 88.7 17.7
z\‘l)zt) Pft Pre-Ex Aft Perf Div Gth (1.8) (67.2) am 313 177
Margins & Ratio

Gross Margins (%) 24.4 20.7 2.7 (5.3) 0.6
Opg Profit Margin (%) 14.4 12.5 (17.6) (16.7) (7.0)
Net Profit Margin (%) 22.7 (46.6) (202.9) (22.3) (15.0)
ROAE (%) 5.1 (11.5) (42.5) (6.3) (5.5)
ROA (%) 2.9 (7.3) (22.9) 2.7) (2.2)
ROCE (%) 1.9 2.1 (2.1) (2.2) (1.1)
Div Payout Ratio (%) 35.9 N/A N/A N/A N/A
Net Interest Cover (x) 3.1 3.4 (2.2) (1.5) (0.8)

Source: Company, DBS Bank
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Quarterly / Interim Income Statement (US$ m)

FY Dec 3Q2016 4Q2016 1Q2017 2Q2017 3Q2017
Revenue 42 37 34 42 53
Cost of Goods Sold (43) (46) (39) (45) (57)
Gross Profit (1) 9) (5) 3) (4)
Other Oper. (Exp)/Inc (7) (7) 4) (5) (8)
Operating Profit (8) (16) (9) (8) (12)
Other Non Opg (Exp)/Inc 0 0 0 0 (2)
Associates & JV Inc 0 (15) (4) 5 12
Net Interest (Exp)/Inc (4) (4) (5) (5) (6)
Exceptional Gain/(Loss) 0 (310) 0 0 0
Pre-tax Profit (13) (346) (18) (8) (®
Tax 0 0 0 Q) (1)
Minority Interest 0 0 0 0 0
Net Profit (13) (345) (18) 9) (10)
Net profit bef Except. (13) (35) (18) (9) (10)
Preference Dividend 0 0 0 0 0
EBITDA 9 (12) 2 12 14
Growth

Revenue Gth (%) (9.7) (11.9) (6.4) 23.6 24.4
EBITDA Gth (%) 215.3 nm nm 702.1 13.3
Opg Profit Gth (%) (23.1) 91.9 (43.5) (15.5) 55.1
Net Profit Gth (%) (26.2) 2,570.3 (94.7) (50.4) 6.9
Margins

Gross Margins (%) (3.4 (25.8) (14.6) (6.4) (8.2)
Opg Profit Margins (%) (20.2) (44.0) (26.6) (18.1) (22.6)
Net Profit Margins (%) 311 (942.1) (53.6) (21.5) (18.5)
Balance Sheet (US$ m)

FY Dec 2014A 2015A 2016A 2017F 2018F
Net Fixed Assets 1,114 1,278 1,185 1,229 1,158
Invts in Associates & JVs 241 100 85 100 101
Other LT Assets 300 180 65 65 65
Cash & ST Invts 12 14 15 14 20
Inventory 2 1 2 2 2
Debtors 77 94 80 82 101
Other Current Assets 126 68 75 75 75
Total Assets 1,871 1,734 1,506 1,566 1,521
ST Debt 261 560 269 359 334
Creditor 70 69 74 86 104
Other Current Liab 27 43 35 35 32
LT Debt 300 0 439 439 439
Other LT Liabilities 0 0 0 0 0
Shareholder’s Equity 1,214 1,061 688 646 612
Minority Interests 0 0 0 0 0
Total Cap. & Liab. 1,871 1,734 1,506 1,566 1,521
Non-Cash Wkg. Capital 108 50 47 38 41
Net Cash/(Debt) (548) (546) (693) (785) (753)
Debtors Turn (avg days) 112.7 110.7 172.8 156.4 144 1
Creditors Turn (avg days) 176.0 157.2 240.3 229.5 226.2
Inventory Turn (avg days) 4.9 3.7 4.2 5.2 5.2
Asset Turnover (x) 0.1 0.2 0.1 0.1 0.1
Current Ratio (x) 0.6 0.3 0.5 0.4 0.4
Quick Ratio (x) 0.2 0.2 0.3 0.2 0.3
Net Debt/Equity (X) 0.5 0.5 1.0 1.2 1.2
Net Debt/Equity ex MI (X) 0.5 0.5 1.0 1.2 1.2
Capex to Debt (%) 13.8 45.7 23.8 14.5 0.7
Z-Score (X) 0.9 0.5 0.1 0.0 0.0

Source: Company, DBS Bank
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Cash Flow Statement (US$ m)

FY Dec 2014A 2015A 2016A 2017F 2018F
Pre-Tax Profit 56 (129) (370) (40) (35)
Dep. & Amort. 39 61 70 72 77
Tax Paid (1) (3) (2) (3 (2)
Assoc. & JV Inc/(loss) 14 10 14 (15) (1)
Chg in Wkg.Cap. (2) (16) 0 10 (1)
Other Operating CF (46) 147 326 0 0
Net Operating CF 60 70 38 24 /—7—
Capital Exp.(net) (77) (256) (169) (116) (6)
Other Invts.(net) 0 0 0 0 0
Invts in Assoc. & JV (11) 206 (5) 0 0
Div from Assoc & JV 0 0 0 0 0
Other Investing CF 9) 0 0 0 0
Net Investing CF (97) (50) (173) (116) (6)
Div Paid 0 (20) (7) 0 0
Chg in Gross Debt (247) (1) 149 90 (25)
Capital Issues 296 (2) 0 0 0
Other Financing CF (11) 5 (6) 0 0
Net Financing CF 39 (18) 136 90 (25)
Currency Adjustments 0 0 0 0 0
Chgin Cash 2 2 1 1) 6
Opg CFPS (S cts) 3.4 4.7 2.1 0.8 2.1
Free CFPS (S cts) (1.0) (10.3) (7.2) (5.0) 1.7

Source: Company, DBS Bank

Target Price & Ratings History

US$31m in vessel capex remaining as
of 3Q17; all vessels were scheduled
to be delivered by the end of 2017
with no capex outstanding in 2018

0.45 |S$

0.35

0.25 T

Jan-17 Mar-17 May-17

Juk17

Sep-17

Nov-17

Jan-18

Note : Share price and Target price are adjusted for corporate actions.

Source. DBS Bank
Analyst:  Suvro SARKAR
Glenn Ng

S.No

NI R WN 2

Date of Closing 12-mth .
. q Target Rating
Report Price q
Price

13 Feb 17 0.39 0.41 BUY
22 Feb 17 0.36 0.42 BUY
06 Mar 17 0.36 0.42 BUY
13 Mar 17 0.36 0.42 BUY
05 May 17 0.33 0.41 BUY
02 Aug 17 0.29 0.41 BUY
06 Nov 17 0.36 0.41 BUY
14 Nov 17 0.33 0.41 BUY
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Refer to important disclosures at the end of this report

6 Nov 2017

DBS Group Research . Equity

BUY (Upgrade from HOLD)

Last Traded Price ( 3 Nov 2017): Rp318 (JCl : 6,039.50)
Price Target 12-mth: Rp396 (25% upside) (Prev Rp300)

Analyst
Suvro SARKAR +65 8189 3144 suvro@dbs.com
Glenn Ng +65 6682 2657 glennng@dbs.com

What's New

e 3Q17 gross margins return to positive territory as
utilisation of mid- to high-tier vessels improves

o Offshore activity levels in Indonesia showing signs of
improvement; drilling activity should rise further in 2018

e Upgrade to BUY with higher TP of Rp396

Price Relative
R Relative Index
14018

1.291.8

1,001
as1.a -
6918
ap1s -
21 -

s 0
Nov-13 rNov-1a

5 5 13
MNov-1s Nov-1e Nov-17

—wintermar Offshore Marine (LIHS) — Relative J1C1 (RIS)

Forecasts and Valuation

FY Dec (US$ m) 2015A 2016A  2017F  2018F
Revenue 99.9 89.1 61.2 74.3
EBITDA 28.4 38.0 22.4 271
Pre-tax Profit (8.6) (20.7) (15.5) (7.7)
Net Profit (5.7) (16.0) (11.6) (5.7)
Net Pft (Pre Ex.) (5.7) (1.7) 9.9) (5.7)
Net Pft Gth (Pre-ex) (%) nm 70.2 (481.6) 41.7
EPS (Rp) (19.0) (53.6) (38.8) (19.2)
EPS Pre Ex. (Rp) (19.0) (5.7) (32.9) (19.2)
EPS Gth Pre Ex (%) (126) (70) 482 (42)
Diluted EPS (Rp) (19.0) (53.6) (38.8) (19.2)
Net DPS (Rp) 0.0 0.0 0.0 0.0
BV Per Share (Rp) 707 655 616 597
PE (X) nm nm nm nm
PE Pre Ex. (X) nm nm nm nm
P/Cash Flow (X) 2.6 2.9 8.5 4.8
EV/EBITDA (X) 93 6.3 10.1 7.8
Net Div Yield (%) 0.0 0.0 0.0 0.0
P/Book Value (X) 0.4 0.5 0.5 0.5
Net Debt/Equity (X) 0.5 0.5 0.5 0.4
ROAE (%) (2.7) (7.9) (6.1) (3.2)
Earnings Rev (%): 0 (13) (40)
Consensus EPS (Rp): N/A (27.0) (13.5)
Other Broker Recs: B: 2 S: 0 H: 4

Source of all data on this page: Company, DBS Bank, Bloomberg
Finance L.P

Improving visibility on contract flows

Rising offshore Indonesian rig count, earnings improvement,
and low leverage vs. peers make Wintermar a BUY. Wintermar’s
share price has historically been correlated to Indonesia’s
offshore rig count, which has been depressed since the plunge
in oil prices. However, with the rig count having bottomed in
early 2017, we are now seeing more fixtures and tenders for
rigs to work in offshore Indonesia in 2018, and expect at least a
50% improvement y-o-y in terms of rig days (see appendix).
This should be positive for Wintermar, being the largest OSV
player in cabotage-protected Indonesian waters. We also like
the fact that its gross profit line turned positive again in 3Q17
on higher workload from its high-tier vessels. Its net gearing of
0.48x also remains reasonable vs peers, and YTD OCF is positive
at US$7.7m, with no major capex outstanding (after cancelling
its only newbuild vessel earlier in the year), positioning
Wintermar as a solid name to ride the recovery.

Where we differ: Despite the negative sentiment over upstream
investment levels in Indonesia, we see positive signals from
Pertamina (who now plans to drill 84 wells in 2018 vs. ~40 so
far in 2017), as well as from rig tender data, which points to a
healthy rebound in 2018 workload.

Potential catalyst: Higher utilisation and day rates of
Wintermar's vessels could help boost earnings.

Valuation:

We adjust our P/BV multiple from 0.5x to 0.65x (towards the
higher end of peers) to account for Wintermar's strengthened
outlook. Upgrade to BUY with higher TP of Rp396.

Key Risks to Our View:

If requlatory and political factors lead to further delays in the
award of mega E&P projects, OSV players’ profits could see
downside risks. Excess newbuilding and reflagging of vessels
for the Indonesian market present more supply-side risks.

At A Glance

Issued Capital (m shrs) 4,038
Mkt. Cap (Rpm/US$m) 1,284,088 /95.2
Major Shareholders (%)

Wintermarjaya Lestari PT 48.7
CIMB Securities Singapore 5.8
Ramanda Daminathan PT 5.8
Free Float (%) 45.5
3m Avg. Daily Val (US$m) 0.00

ICB Industry : Industrials / Industrial Transportation

BDBS

ed: CK/sa:MA, PY
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WHAT’'S NEW
3Q17 results highlights and outlook

Gross margins return to positive territory. Wintermar recorded
a net loss of US$1.1m in 3Q17, better than our expectations
and a significant improvement over the losses recorded over
the last few quarters. This was mainly due to higher-than-
expected revenue recognition in 3Q17, which led to gross
margin reverting to the black after three quarters. 3Q17
revenue was up 12% g-o-q to US$16.3m as Wintermar
managed to secure more work in niche markets like seismic,
cable lay diving and ROV support services that led to better
utilisation of its mid- to high-tier vessels. Overall vessel
utilisation inched up to 58% in 3Q17 from 56% in 2Q17, but
a higher estimated utilisation of close to 70% for mid- to
high-tier vessels led to gross margin of around 10% in 3Q17.

Activity levels showing signs of improvement though margins
could be difficult to maintain. According to management,
offshore activity levels have continued to improve over the
course of the year, with the upturn in revenue in 3Q17
coming from drilling projects in Indonesia and Papua New
Guinea. Low-tier vessels continue to be idled but mid- to
high-tier vessels are seeing opportunities in some deeper
water development and production areas. But as vessels start
to take on more work, there could be higher expenses as
vessels that were idle are now working with a full crew, and

Quarterly / Interim Income Statement (US$m)

various certifications of equipment and sea trials have to be
undertaken to fulfil clients’ pre-operations requirements.

Pertamina has more aggressive drilling targets for 2018. In
line with the more stable oil price environment in 2017 and
positive momentum expected to continue in 2018,
Indonesia’s national oil company Pertamina has recently
indicated that it will be more aggressive in its exploration &
production plans next year. It plans to drill 70 development
wells and 14 exploration wells in 2018, a significant
improvement over the 40 wells drilled so far in 2017.

Reduce our loss estimates for FY17/18, upgrade to BUY.
Given the encouraging signs of employment of the mid- to
high-tier OSV fleet for Wintermar in the near to medium
term, we raise our revenue and gross margin forecasts for
Wintermar, resulting in our net loss estimates for FY17/18
falling from our previous estimates of US$13.5m/ US$9.5m to
US$11.6m/ US$5.7m. A return to profitability could be
possible by FY19. With a reasonably conservative balance
sheet (net gearing of 0.48x) and no capex commitments
outstanding, Wintermar looks set to survive the downturn
and participate in an eventual recovery.

FY Dec 3Q2016 2Q2017 3Q2017 % chg yoy % chg qoq
Revenue 21.3 14.6 16.3 (23.3) 12.0
Cost of Goods Sold (18.2) (15.4) (14.8) (19.1) (4.0)
Gross Profit 3.00 (0.8 1.60 (48.3) nm
Other Oper. (Exp)/Inc (1.6) (1.7) (1.0) (37.5) (42.9)
Operating Profit 1.50 (2.5) 0.60 nm (123.5)
Other Non Opg (Exp)/Inc 0.0 0.0 0.0 nm nm
Associates & JV Inc 0.0 0.0 (0.4) nm (3,483.1)
Net Interest (Exp)/Inc (2.0) (1.8) (1.9) 5.4 (6.4)
Exceptional Gain/(Loss) (13.2) (1.8) 0.0 nm (100.0)
Pre-tax Profit (13.7) (6.0 (1.7) 87.8 72.2
Tax 2.90 0.0 0.0 (99.9) (224.6)
Minority Interest 4.00 1.40 0.60 (84.4) (54.4)
Net Profit (6.9) 4.7) (1.1) 84.7 (77.5)
Net profit bef Except. 6.30 2.9 (1.1 nm (63.9)
EBITDA 8.60 4.20 7.00 (18.7) 65.0
Margins (%)

Gross Margins 14.2 (5.5) 9.6

Opg Profit Margins 6.9 (17.2) 3.6

Net Profit Margins (32.4) (32.1) (6.5)

Source of all data: Company, DBS Bank
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CRITICAL DATA POINTS TO WATCH Vessel Utilization (%)

71.7 Al
Critical Factors 61.5 s Sy 58.5
Offshore E&P capex growth in Indonesia is key; seeing signs of a 51.2 4 i
healthy recovery in 2018. Based on tenders for offshore rigs for 41.0
work in Indonesia, we see a healthy rise in offshore activity in 30.7
2018 (see chart in Appendix). This is driven by more positive 20.5 |
sentiment on oil prices, lower breakeven costs for offshore 10.2 4
Indonesian projects since the downturn, and Pertamina’s more ad A . Il il .
aggressive drilling plan. Given the strong correlation of offshore 207144 20134 28764 2017k <015F
E&P work in Indonesia (E&P activities can be gauged by rig Owned vessels gross margin (%)
count) with Wintermar’s share price, we think this will start to
be reflected in Wintermar’s numbers via higher utilisation rates 4.0 1 o
(and possibly day rates as well) in 2018. 36.8 |
For a longer-term recovery, reform needs to happen. 27.6 1
Indonesia’s bureaucratic burden and conflicting policies 18.4 | e
continue to impede the inflow of foreign investment into the o
offshore sector, which is much needed to arrest declining o i
production levels; reform in streamlining paperwork required for ool NN N BN 0
undertaking E&P work has been slow; and continued Sy 2tlen 2RSS AALE VISR
nationalism of oil assets (e.g. the uncertainty over Pertamina Chartered-in vessels gross margin (%)
taking over expiring PSCs) has run contrary to the country’s e
need for foreign capital. More clarity and liberalisation in 1452
regulations would bode well for the Indonesian offshore 1624 107
industry and Wintermar. 8.99 272
B8.71 4 a8
Staying afloat is crucial in these difficult times. Amid a 5.81 4
challenging OSV environment, operators with stronger o |
financials and cash flows have outperformed. Wintermar has
done well in this respect, with no bonds outstanding, no oco@g 44—+
newbuild vessels due from the yards, a deferment of its loan 20148 ZOMSA ZOTGHN 2017F 2018F
repayments, as well as a potential rights issue to tap upon
(albeit of a relatively small quantum of c.US$8m+). Additionally, Source: Company, DBS Bank
operating cash flow (OCF) has been a positive US$7.7m YTD in
FY17.

Diversification to other markets has entailed lower margins in
near term; higher Indonesian workload is positive for margins.
Gross margins for owned fleet fell from almost 40% in 1H14 —
before the oil price collapse — to negative 11% in 1H17. Part of
the margin erosion has been a result of the company
responding to a lull in activity in Indonesian waters by
redeploying vessels outside Indonesia to markets in South and
Southeast Asia, where day rates and margins are less favourable
due to higher competition and a lack of cabotage advantages.
While cost-saving strategies such as natural attrition of
headcount and warm-stacking of vessels have helped, higher
workload from cabotage-advantaged jobs in Indonesia would
give margins the boost it needs.

BDBS
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Appendix 1: A look at the drivers of Wintermar’s share price

Offshore rig count is the key driver. Wintermar's share price has historically been most correlated to the offshore rig count in
Indonesia. Leading up to the 2014 rally, Indonesia’s working rig count quadrupled in the prior four years despite oil prices trading
sideways at ~US$110/bbl. The crash in oil prices since late 2014 has led to a dearth of exploration and drilling work in Indonesia,
but we have seen the rig count bottoming in early 2017, and more importantly, are now seeing clear signs of a higher working

fleet in 2018 on stronger exploration and drilling activity.

Wintermar's share price has been most correlated to Indonesia’s offshore rig count...

(Working rig count) (IDR per share)
25.00 — 1600.00
Oil price crash the catalyst
for lowerrig count,OSV'  1400.00
20.00 Wintermar's share price rallied on \Lj\;!lliatlon/diyrates,'and
Indonesia's strong growth in offshore intermarshare price. 1200.00
E&P work, despite oil prices trading /
15.00 sideways during the run-up 1000.00
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Strong uptick in offshore rig
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Source. IHS Petrodata, Bloomberg Finance L.P., DBS Bank

...and we are expecting Indonesia’s offshore rig count to rise strongly in 2018
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Pertamina has taken on a larger role in Indonesia‘s offshore; more aggressive drilling plan in 2018 is positive for Wintermar.
Pertamina used to account for c.10-20% of offshore work in Indonesia. However, a somewhat nationalistic move towards re-
claiming offshore oilfields in the last two years or so (e.g. acquisition of the Mahakam Block from Total; North Sumatra Offshore
and Block B from ExxonMobil) has boosted its influence in the country’s waters significantly. We estimate that Pertamina will
account for ¢.40% of the offshore contracted rig count in Indonesia in 2018. Recently, Pertamina has announced a plan to drill 70

development wells and 14 exploration wells in 2018, a large jump versus just over 40 wells drilled thus far in 2017. This should be
positive for Wintermar, as the largest OSV player in Indonesia.

Pertamina contracts as a percentage of Indonesia’s offshore rig count
70%

60%
50%
40%
30%
20%
10%

0%

Source: IHS Petrodata, DBS Bank Estimates
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Balance Sheet:

Proactive policies have created a strong balance sheet position.
Net debt-to-equity ratio remains flat y-o-y at around 0.48x as of
end-3Q17. This is a reasonable level of gearing relative to peers
in the industry, where gearing levels above 1x are common. A
loan restructuring exercise with key lenders was completed in
2Q17, which has pushed back US$31.7m of loan principal due
in 2017-2018 to 2018-2022. The group’s only vessel on order
has also been cancelled (albeit with a penalty of US$1.3m that
is covered by the deposit). Additionally, a rights issue that could
raise c.US$8+m has been approved by shareholders in May
2017, which Wintermar can tap upon until its expiry on 18 May
2019. Finally, Wintermar has no unsecured bonds or perpetuals
outstanding (which we view as less easily refinanceable in this
environment), so there should be no near-term cash crunch.

Share Price Drivers:

Sustained oil price recovery would lift the share price. Higher oil
prices would help in re-starting some of the more expensive
delayed projects in Indonesia, which would boost offshore
activity, and Wintermar's share price.

Higher utilisation and day rates, driven by greater offshore
activity in Indonesia. OSV players’ bottom lines are very sensitive
to shifts in utilisation and day rates. A material improvement in
utilisation and day rates as a result of heightened offshore
activity and thus higher OSV demand would drive Wintermar’s
earnings and consequently, its share price.

Key Risks:

Delays in start of new projects. Regulatory and political factors
in Indonesia could lead to delays in the award of mega E&P
projects, which in turn could affect demand for offshore
support vessels. While the new government has instituted a
new setup at the regulator SKK Migas and has been pursuing
investment-friendly policies, it may be a while before any
impact is felt on the ground.

Impairment risk is present. We note that Wintermar has
impaired c.4-5% of its fleet value so far since the downturn,
which is at the lower end of regional peers’ impairment
proportions. With the year-end audit review coming up, we
see risk of impairments in 4Q17.

Company Background

Wintermar Offshore Marine (Wintermar) is one of the largest
and best-established providers of Indonesian-flagged offshore
support vessels to the Indonesian O&G industry.
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Segmental Breakdown

FY Dec 2014A 2015A 2016A 2017F 2018F
Revenues (US$m)
Own Vessels 11 65.9 58.9 47.0 55.9
Chartered Vessels 54.7 27.1 26.2 10.3 145
Others 1.3 6.90 4.00 3.80 3.90
Total 177 99.9 89.1 61.2 74.3
Gross Profit (US$m)
Own Vessels 50.0 9.10 8.60 0.20 4.30
Chartered Vessels 5.80 2.40 3.70 1.00 1.20
Others 2.20 1.30 1.30 0.90 1.20
Total 58.0 12.8 13.6 2.00 6.60
Gross Profit Margins (%)
Own Vessels 451 13.8 14.6 0.4 7.7
Chartered Vessels 10.7 9.0 14.2 9.7 8.0
Others 19.3 18.5 314 22.8 30.0
Total 32.8 12.8 15.3 3.3 8.9
Income Statement (US$m)
FY Dec 2014A 2015A 2016A 2017F 2018F
Revenue 177 999 89.1 61.2 74.3
Cost of Goods Sold (119) (87.1) (75.5) (59.1) (67.7)
Gross Profit 58.0 12.8 13.6 2.00 6.60
Other Opng (Exp)/Inc (13.3) (13.6) (11.7) (7.4) (8.0)
Operating Profit 44.7 (0.8) 1.90 (5.4) (1.4
Other Non Opg (Exp)/Inc 0.0 0.0 0.0 0.0 0.0
Associates & JV Inc 0.50 1.60 0.1) (0.8) (0.3)
Net Interest (Exp)/Inc (11.8) 9.4) (8.2) (7.6) 6.1)
Exceptional Gain/(Loss) 0.0 0.0 (14.3) (1.8) 0.0
Pre-tax Profit 334 (8.6) (20.7) (15.5) (7.7)
Tax (3.0) (1.2) (2.2) 0.0 0.0
Minority Interest (8.7) 4.10 6.90 3.90 2.00
Preference Dividend 0.0 0.0 0.0 0.0 0.0
Net Profit 21.7 (5.7) (16.0) (11.6) (5.7)
Net Profit before Except. 21.7 (5.7) (1.7) (9.9) (5.7)
EBITDA 715 28.4 38.0 22.4 27.1
Growth
Revenue Gth (%) (5.3) (43.5) (10.8) (31.4) 215
EBITDA Gth (%) 7.1 (60.3) 34.0 (41.1) 20.9
Opg Profit Gth (%) (3.0) (101.8) (334.4) (389.3) (74.7)
Net Profit Gth (Pre-ex) (%) (19.8) nm 70.2 (481.6) 41.7
Margins & Ratio
Gross Margins (%) 32.8 12.8 15.3 3.3 8.9
Opg Profit Margin (%) 25.3 (0.8 2.1 (8.8 (1.8)
Net Profit Margin (%) 12.3 (5.7) (18.0) (19.0) (7.7)
ROAE (%) 10.9 2.7) (7.9) 6.1) (3.2)
ROA (%) 4.7 (1.2) (3.8) (3.0) (1.6)
ROCE (%) 9.5 (0.2) 0.5 (1.5) (0.4)
Div Payout Ratio (%) 0.0 N/A N/A N/A N/A
Net Interest Cover (x) 3.8 0.1) 0.2 (0.7) (0.2)

Source: Company, DBS Bank
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Quarterly / Interim Income Statement (US$m)

FY Dec 3Q2016 4Q2016 1Q2017 2Q2017 3Q2017
Revenue 21.3 19.3 13.1 14.6 16.3
Cost of Goods Sold (18.2) (19.2) (13.3) (15.4) (14.8)
Gross Profit 3.00 0.10 0.3) (0.8) 1.60
Other Oper. (Exp)/Inc (1.6) (3.2) 2.7) (1.7) (1.0)
Operating Profit 1.50 (3.1) (3.0) 2.5) 0.60
Other Non Opg (Exp)/Inc 0.0 0.0 0.0 0.0 0.0
Associates & JV Inc 0.0 0.7) 0.3 0.0 0.4)
Net Interest (Exp)/Inc (2.0) (1.7) (2.1) (1.8) (1.9)
Exceptional Gain/(Loss) (13.2) (1.2) 0.0 (1.8) 0.0
Pre-tax Profit (13.7) (6.6) (5.4) (6.0) 1.7)
Tax 2.90 (5.0) 0.0 0.0 0.0
Minority Interest 4.00 3.10 1.40 1.40 0.60
Net Profit (6.9 (8.5) (4.0 4.7) (1.1)
Net profit bef Except. 6.30 (7.3) 4.0) (2.9 (1.1)
EBITDA 8.60 3.20 3.70 4.20 7.00
Growth

Revenue Gth (%) (15.9) (9.0 (32.4) 1.3 12.0
EBITDA Gth (%) (16.7) (63.2) 16.0 15.5 65.0
Opg Profit Gth (%) (53.7) (310.7) (3.2) (16.1) (123.5)
Net Profit Gth (Pre-ex) (%) 691.3 (217.0) (45.8) (26.7) (63.9)
Margins

Gross Margins (%) 14.2 0.7 (2.0 (5.5) 9.6
Opg Profit Margins (%) 6.9 (15.9) (22.8) (17.2) 3.6
Net Profit Margins (%) (32.4) (44.1) (30.4) (32.1) (6.5)

Balance Sheet (US$m)

FY Dec 2014A 2015A 2016A 2017F 2018F
Net Fixed Assets 380 363 324 298 274
Invts in Associates & JVs 25.6 27.2 26.9 26.1 259
Other LT Assets 12.6 13.9 5.70 5.70 5.70
Cash & ST Invts 29.8 16.2 15.4 4.10 8.70
Inventory 0.10 0.10 0.10 0.10 0.10
Debtors 45.6 19.7 21.2 204 248
Other Current Assets 7.60 5.70 7.70 7.70 7.70
Total Assets 501 446 401 362 347
ST Debt 38.0 34.7 24.8 24.8 24.8
Creditor 17.3 10.1 12.8 10.0 12.7
Other Current Liab 121 10.8 124 1.7 1.7
LT Debt 132 108 99.4 79.4 69.4
Other LT Liabilities 38.0 28.4 20.3 20.3 20.3
Shareholder’s Equity 217 212 196 184 179
Minority Interests 46.4 42.3 35.5 31.6 29.6
Total Cap. & Liab. 501 446 401 362 347
Non-Cash Wkg. Capital 23.9 4.70 3.70 6.40 8.10
Net Cash/(Debt) (141) (126) (109) (100) (85.5)
Debtors Turn (avg days) 102.7 119.3 83.8 124.1 110.9
Creditors Turn (avg days) 88.8 83.9 106.3 136.1 106.2
Inventory Turn (avg days) 0.7 0.7 0.7 0.8 0.7
Asset Turnover (x) 0.4 0.2 0.2 0.2 0.2
Current Ratio (x) 1.2 0.8 0.9 0.7 0.8
Quick Ratio (x) 1.1 0.6 0.7 0.5 /
Net Debt/Equity (X) 0.5 0.5 0.5 0.5 0.4
Net Debt/Equity ex Ml (X) 0.6 0.6 0.6 0.5 0.5
Capex to Debt (%) 34.2 9.6 4.1 2.4 5.3
Z-Score (X) 1.2 0.8 0.9 0.7 0.7

Source: Company, DBS Bank

Gearing levels quite
conservative for OSV asset
owner/ operator and
company should be able to
withstand any potential asset
writedowns
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Cash Flow Statement (US$m)

FY Dec 2014A 2015A 2016A 2017F 2018F
Pre-Tax Profit 33.4 (8.6) (20.7) (15.5) (7.7)
Dep. & Amort. 26.3 27.5 36.3 28.6 28.8
Tax Paid (3.2) (0.3) (0.2) (0.7) 0.0
Assoc. & JV Inc/(loss) (0.5) (1.6) 0.10 0.80 0.30
Chg in Wkg.Cap. 4.20 17.9 3.10 (2.0) (1.6)
Other Operating CF 2.80 2.30 14.2 0.0 0.0
Net Operating CF 63.0 37.3 32.7 11.2 19.6
Capital Exp.(net) (58.2) (13.7) (5.1) (2.5) (5.0)
Other Invts.(net) 0.0 0.0 0.10 0.0

Invts in Assoc. & JV 0.0 0.0 0.0 0.0 0.0
Div from Assoc & JV 0.0 0.0 0.0 0.0 0.0
Other Investing CF (2.6) 1.60 4.10 0.0 0.0
Net Investing CF (60.8) (12.2) (0.9) (2.5) (5.0)
Div Paid (3.7) 0.0 0.0 0.0 0.0
Chg in Gross Debt 9.10 (29.0) (24.5) (20.0) (10.0)
Capital Issues 9.00 0.0 0.0 0.0 0.0
Other Financing CF (12.2) (9.5) (8.1) 0.0 0.0
Net Financing CF 2.20 (38.5) (32.6) (20.0) (10.0)
Currency Adjustments 0.0 0.2) 0.0 0.0 0.0
Chgin Cash 4.40 (13.6) (0.8) (11.3) 4.60
Opg CFPS (Rp) 197 64.6 98.9 441 71.2
Free CFPS (Rp) 15.9 78.6 92.0 29.0 49.0

Source: Company, DBS Bank

Target Price & Ratings History

Positive operating cash
flows have been
sustained
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DBS Bank recommendations are based an Absolute Total Return* Rating system, defined as follows:

STRONG BUY (>20% total return over the next 3 months, with identifiable share price catalysts within this time frame)
BUY (>15% total return over the next 12 months for small caps, >10% for large caps)

HOLD (-10% to +15% total return over the next 12 months for small caps, -10% to +10% for large caps)

FULLY VALUED (negative total returni.e. >-10% over the next 12 months)

SELL (negative total return of > -20% over the next 3 months, with identifiable catalysts within this time frame)

Share price appreciation + dividend’s
Completed Date: 23 Jan 2018 07:28:33 (SGT)
Dissemination Date: 23 Jan 2018 07:52:15 (SGT)

Sources for all charts and tables are DBS Bank unless otherwise specified.

GENERAL DISCLOSURE/DISCLAIMER

This report is prepared by DBS Bank Ltd. This report is solely intended for the clients of DBS Bank Ltd, its respective connected and associated
corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any form or by any means or (i)
redistributed without the prior written consent of DBS Bank Ltd.

The research set out in this report is based on information obtained from sources believed to be reliable, but we (which collectively refers to DBS
Bank Ltd, its respective connected and associated corporations, affiliates and their respective directors, officers, employees and agents (collectively,
the “"DBS Group”) have not conducted due diligence on any of the companies, verified any information or sources or taken into account any other
factors which we may consider to be relevant or appropriate in preparing the research. Accordingly, we do not make any representation or
warranty as to the accuracy, completeness or correctness of the research set out in this report. Opinions expressed are subject to change without
notice. This research is prepared for general circulation. Any recommendation contained in this document does not have regard to the specific
investment objectives, financial situation and the particular needs of any specific addressee. This document is for the information of addressees
only and is not to be taken in substitution for the exercise of judgement by addressees, who should obtain separate independent legal or financial
advice. The DBS Group accepts no liability whatsoever for any direct, indirect and/or consequential loss (including any claims for loss of profit)
arising from any use of and/or reliance upon this document and/or further communication given in relation to this document. This document is not
to be construed as an offer or a solicitation of an offer to buy or sell any securities. The DBS Group, along with its affiliates and/or persons
associated with any of them may from time to time have interests in the securities mentioned in this document. The DBS Group, may have
positions in, and may effect transactions in securities mentioned herein and may also perform or seek to perform broking, investment banking and
other banking services for these companies.

Any valuations, opinions, estimates, forecasts, ratings or risk assessments herein constitutes a judgment as of the date of this report, and there can
be no assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk assessments.
The information in this document is subject to change without notice, its accuracy is not guaranteed, it may be incomplete or condensed, it may
not contain all material information concerning the company (or companies) referred to in this report and the DBS Group is under no obligation to
update the information in this report.

This publication has not been reviewed or authorized by any regulatory authority in Singapore, Hong Kong or elsewhere. There is no planned
schedule or frequency for updating research publication relating to any issuer.

The valuations, opinions, estimates, forecasts, ratings or risk assessments described in this report were based upon a number of estimates and
assumptions and are inherently subject to significant uncertainties and contingencies. It can be expected that one or more of the estimates on
which the valuations, opinions, estimates, forecasts, ratings or risk assessments were based will not materialize or will vary significantly from actual
results. Therefore, the inclusion of the valuations, opinions, estimates, forecasts, ratings or risk assessments described herein IS NOT TO BE RELIED
UPON as a representation and/or warranty by the DBS Group (and/or any persons associated with the aforesaid entities), that:

(a) such valuations, opinions, estimates, forecasts, ratings or risk assessments or their underlying assumptions will be achieved, and
(b) there is any assurance that future results or events will be consistent with any such valuations, opinions, estimates, forecasts, ratings or risk
assessments stated therein.

Please contact the primary analyst for valuation methodologies and assumptions associated with the covered companies or price targets.

Any assumptions made in this report that refers to commodities, are for the purposes of making forecasts for the company (or companies)
mentioned herein. They are not to be construed as recommendations to trade in the physical commodity or in the futures contract relating to the
commodity referred to in this report.
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DBSVUSA, a US-registered broker-dealer, does not have its own investment banking or research department, has not participated in any public
offering of securities as a manager or co-manager or in any other investment banking transaction in the past twelve months and does not engage
in market-making.

ANALYST CERTIFICATION

The research analyst(s) primarily responsible for the content of this research report, in part or in whole, certifies that the views about the
companies and their securities expressed in this report accurately reflect his/her personal views. The analyst(s) also certifies that no part of his/her
compensation was, is, or will be, directly or indirectly, related to specific recommendations or views expressed in the report. The research analyst (s)
primarily responsible for the content of this research report, in part or in whole, certifies that he or his associate! does not serve as an officer of the
issuer or the new listing applicant (which includes in the case of a real estate investment trust, an officer of the management company of the real
estate investment trust; and in the case of any other entity, an officer or its equivalent counterparty of the entity who is responsible for the
management of the issuer or the new listing applicant) and the research analyst(s) primarily responsible for the content of this research report or
his associate does not have financial interests? in relation to an issuer or a new listing applicant that the analyst reviews. DBS Group has
procedures in place to eliminate, avoid and manage any potential conflicts of interests that may arise in connection with the production of
research reports. The research analyst(s) responsible for this report operates as part of a separate and independent team to the investment
banking function of the DBS Group and procedures are in place to ensure that confidential information held by either the research or investment
banking function is handled appropriately. There is no direct link of DBS Group's compensation to any specific investment banking function of the
DBS Group.

COMPANY-SPECIFIC / REGULATORY DISCLOSURES

1. DBS Bank Ltd, DBS HK, DBS Vickers Securities (Singapore) Pte Ltd ("'DBSVS"), DBSV HK or their subsidiaries and/or other affiliates have a
proprietary position in CNOOC, PetroChina, China Petroleum & Chem, Keppel Corporation, Sembcorp Marine recommended in this report as
of 29 Dec 2017.

2. Neither DBS Bank Ltd, DBS HK nor DBSV HK market makes in equity securities of the issuer(s) or company(ies) mentioned in this Research
Report.

Compensation for investment banking services:

3. DBSVUSA does not have its own investment banking or research department, nor has it participated in any public offering of securities as a
manager or co-manager or in any other investment banking transaction in the past twelve months. Any US persons wishing to obtain further
information, including any clarification on disclosures in this disclaimer, or to effect a transaction in any security discussed in this document
should contact DBSVUSA exclusively.

Directorship/trustee interests:
4. Danny Teoh Leong Kay, a member of DBS Group Holdings Board of Directors, is a Director of Keppel Corporation as of 31 Dec 2017

Disclosure of previous investment recommendation produced:

5. DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd ("'DBSVS"), their subsidiaries and/or other affiliates may have published other
investment recommendations in respect of the same securities / instruments recommended in this research report during the preceding 12
months. Please contact the primary analyst listed in the first page of this report to view previous investment recommendations published by
DBS Bank Ltd, DBS Vickers Securities (Singapore) Pte Ltd ("'DBSVS"), their subsidiaries and/or other affiliates in the preceding 12 months.

T An associate is defined as (i) the spouse, or any minor child (natural or adopted) or minor step-child, of the analyst; (i) the trustee of a trust of
which the analyst, his spouse, minor child (natural or adopted) or minor step-child, is a beneficiary or discretionary object; or (iii) another person
accustomed or obliged to act in accordance with the directions or instructions of the analyst.

2 Financial interest is defined as interests that are commonly known financial interest, such as investment in the securities in respect of an issuer or
a new listing applicant, or financial accommodation arrangement between the issuer or the new listing applicant and the firm or analysis. This
term does not include commercial lending conducted at arm's length, or investments in any collective investment scheme other than an issuer or
new listing applicant notwithstanding the fact that the scheme has investments in securities in respect of an issuer or a new listing applicant.
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RESTRICTIONS ON DISTRIBUTION

General This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be
contrary to law or regulation.

Australia This report is being distributed in Australia by DBS Bank Ltd. (“DBS") or DBS Vickers Securities (Singapore) Pte Ltd
(“DBSVS"). DBS holds Australian Financial Services Licence no. 475946.

DBSVS is exempted from the requirement to hold an Australian Financial Services Licence under the Corporation Act 2001
("CA") in respect of financial services provided to the recipients. DBSVS is regulated by the Monetary Authority of Singapore
under the laws of Singapore, which differ from Australian laws.

Distribution of this report is intended only for “wholesale investors” within the meaning of the CA.

Hong Kong This report has been prepared by a person(s) who is not licensed by the Hong Kong Securities and Futures Commission to
carry on the regulated activity of advising on securities in Hong Kong pursuant to the Securities and Futures Ordinance
(Chapter 571 of the Laws of Hong Kong). This report is being distributed in Hong Kong and is attributable to DBS Vickers
Hong Kong Limited, a licensed corporation licensed by the Hong Kong Securities and Futures Commission to carry on the
regulated activity of advising on securities pursuant to the Securities and Futures Ordinance (Chapter 571 of the Laws of
Hong Kong).

For any query regarding the materials herein, please contact Paul Yong (CE. No. ASE988) at equityresearch@dbs.com.

Indonesia This report is being distributed in Indonesia by PT DBS Vickers Sekuritas Indonesia.

Malaysia This report is distributed in Malaysia by AllianceDBS Research Sdn Bhd ("ADBSR"). Recipients of this report, received from
ADBSR are to contact the undersigned at 603-2604 3333 in respect of any matters arising from or in connection with this
report. In addition to the General Disclosure/Disclaimer found at the preceding page, recipients of this report are advised
that ADBSR (the preparer of this report), its holding company Alliance Investment Bank Berhad, their respective connected
and associated corporations, affiliates, their directors, officers, employees, agents and parties related or associated with any
of them may have positions in, and may effect transactions in the securities mentioned herein and may also perform or seek
to perform broking, investment banking/corporate advisory and other services for the subject companies. They may also
have received compensation and/or seek to obtain compensation for broking, investment banking/corporate advisory and
other services from the subject companies.

(At

S dﬁ
/

Wong Ming Tek, Executive Director, ADBSR

Singapore This report is distributed in Singapore by DBS Bank Ltd (Company Regn. No. 196800306E) or DBSVS (Company Regn No.
198600294G), both of which are Exempt Financial Advisers as defined in the Financial Advisers Act and regulated by the
Monetary Authority of Singapore. DBS Bank Ltd and/or DBSVS, may distribute reports produced by its respective foreign
entities, affiliates or other foreign research houses pursuant to an arrangement under Regulation 32C of the Financial
Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor, Expert
Investor or an Institutional Investor, DBS Bank Ltd accepts legal responsibility for the contents of the report to such persons
only to the extent required by law. Singapore recipients should contact DBS Bank Ltd at 6327 2288 for matters arising from,
or in connection with the report.

Thailand This report is being distributed in Thailand by DBS Vickers Securities (Thailand) Co Ltd.
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United
Kingdom

This report is produced by DBS Bank Ltd which is regulated by the Monetary Authority of Singapore.

This report is disseminated in the United Kingdom by DBS Vickers Securities (UK) Ltd, ("DBSVUK"). DBSVUK is authorised
and regulated by the Financial Conduct Authority in the United Kingdom.

In respect of the United Kingdom, this report is solely intended for the clients of DBSVUK, its respective connected and
associated corporations and affiliates only and no part of this document may be (i) copied, photocopied or duplicated in any
form or by any means or (ii) redistributed without the prior written consent of DBSVUK. This communication is directed at
persons having professional experience in matters relating to investments. Any investment activity following from this
communication will only be engaged in with such persons. Persons who do not have professional experience in matters
relating to investments should not rely on this communication.

Dubai
International
Financial
Centre

This research report is being distributed by DBS Bank Ltd., (DIFC Branch) having its office at PO Box 506538, 3rd Floor,
Building 3, East Wing, Gate Precinct, Dubai International Financial Centre (DIFC), Dubai, United Arab Emirates. DBS Bank
Ltd., (DIFC Branch) is regulated by The Dubai Financial Services Authority. This research report is intended only for
professional clients (as defined in the DFSA rulebook) and no other person may act upon it.

United Arab
Emirates

This report is provided by DBS Bank Ltd (Company Regn. No. 196800306E) which is an Exempt Financial Adviser as defined
in the Financial Advisers Act and regulated by the Monetary Authority of Singapore. This report is for information purposes
only and should not be relied upon or acted on by the recipient or considered as a solicitation or inducement to buy or sell
any financial product. It does not constitute a personal recommendation or take into account the particular investment
objectives, financial situation, or needs of individual clients. You should contact your relationship manager or investment
adviser if you need advice on the merits of buying, selling or holding a particular investment. You should note that the
information in this report may be out of date and it is not represented or warranted to be accurate, timely or complete. This
report or any portion thereof may not be reprinted, sold or redistributed without our written consent.

United States

This report was prepared by DBS Bank Ltd. DBSVUSA did not participate in its preparation. The research analyst(s) named
on this report are not registered as research analysts with FINRA and are not associated persons of DBSVUSA. The research
analyst(s) are not subject to FINRA Rule 2241 restrictions on analyst compensation, communications with a subject company,
public appearances and trading securities held by a research analyst. This report is being distributed in the United States by
DBSVUSA, which accepts responsibility for its contents. This report may only be distributed to Major U.S. Institutional
Investors (as defined in SEC Rule 15a-6) and to such other institutional investors and qualified persons as DBSVUSA may
authorize. Any U.S. person receiving this report who wishes to effect transactions in any securities referred to herein should
contact DBSVUSA directly and not its affiliate.

Other
jurisdictions

In any other jurisdictions, except if otherwise restricted by laws or regulations, this report is intended only for qualified,
professional, institutional or sophisticated investors as defined in the laws and regulations of such jurisdictions.
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9th, 14th-15th Floor

Rama 1 Road, Pathumwan,

Bangkok Thailand 10330

Tel. 66 2 857 7831

Fax: 66 2 658 1269

e-mail: research@th.dbs.com

Company Regn. No 0105539127012
Securities and Exchange Commission, Thailand

SINGAPORE

DBS Bank Ltd

Contact: Janice Chua

12 Marina Boulevard,

Marina Bay Financial Centre Tower 3
Singapore 018982

Tel: 65 6878 8888

Fax: 65 65353 418

e-mail: equityresearch@dbs.com
Company Regn. No. 196800306E
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