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SAPURA ENERGY Outperform

DESCRIPTION Prevailing Through Tough Times
':er'\'fiigisng el el gais e, i Mgz Sapura Energy’s (SAPE) 9MFY18 numbers continue to reflect the realities of a

tough operating environment for the oil and gas industry despite the recent pickup
in crude oil prices. Lower contributions from both the drilling and exploration &

éz'MO”tthafgm Price leég?, production (E&P) divisions continued to have a telling effect on financial
Expested Return Y75 106 performance, with the Group reporting a revenue of RM4.71bn which slumped
19.1% YoY and a normalized net loss (after minorities) of RM172mn, the latter a
Market Main reversal from the previous corresponding period’s net gain of RM343mn. Missing
Sector Oil & Gas our and consensus full-year earnings estimates, we are lowering FY18 forecasts
Bursa Code 5218 . Y . 9 ! W Wering
Bloomberg Ticker SAPE MK again to a loss of RM53.6m, while FY.19 and FY20 r}um.bers.are reduped by 44.5%
Shariah-compliant Yes and 31.4% respectively. There are risks of potential impairments in the coming
quarter due to certain idling assets. Our Outperform view on SAPE is maintained
SHARE PRICE CHART howeyer as we cont_inue to like it_s long-term prospects s_upported by its ability to
offer integrated services. Our TP is a lower RM1.69 (previously RM1.95) based on
1.80 our blended SOP valuation, as we take a more conservative stance on earnings
1.60 multiples in light of the current operating environment.
140 § Engineering & Construction (E&C). The Group’s mainstay reported a
1.20 lowered 3QFY18 revenue of RM822.3m (-47.5% YoY, -34.8% QoO) in line
with lower activities during the quarter despite being busy in South East Asia,
1.00 India, Turkey and Brazil. A normalized pretax profit of RM16.8m was recorded,
080 down 94% YoY. Recent contract wins, coupled with its remaining order book
" Sep-17 Oct17 Oct-17 Oct17 Nov-17 Nov-17 point to more encouraging times ahead however.
52 Week Range (RM) 0.965-2.10 i i in i i
3-Month Average Vol (000) 12.501.8 § Braznl.. All 6 pipelay support. vessels (PLSVs) remain in fu[l operation,
operating at an average utilization of >97.0%, and perhaps reporting the most
SHARE PRICE PERFORMANCE robust numbers amongst all business segments.
1M 3M 6M Figure 1: PLSVs on Contract to Petrobras
Abso[ute Returns -17.7 -17.7 -33.5
Relative Retuns 845 358 443 Vessel Readiness | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020
Sapura Diamante 28-Jun-14 5+5yrs
KEY STOCK DATA Sapura Topazio 30-Sep-14 5+5 yrs
Sapura Onix 4-Sep-15 5+5 yrs
Market Capitalisation (RM m) 5,782.4 Sapura Jade 14-Feb-16 8+8 yrs
No. of Shares (m) 5,992.2 Sapura Esmeralda 6-Apr-16 8+8yrs
Sapura Rubi 14-Aug-16 8+8 yrs

MAJOR SHAREHOLDERS

Source: Company, Publicinvest Research estimates
%

Sapura Holdings Berhad 15.9 s . . . .
Emppk)yees p,g\,idem Fund 11.5 § Drilling. In 3QFY18, only 5 rigs were in operation. Though operating at close

Kumpulan Wang Persaraan 6.5 to 100% utilization and contributing healthily at the EBITDA level, this was
understandably insufficient to negate the effects of 10 rigs currently stacked.
While there is expectation for the count to increase (to between 6 and 8) in the
coming financial year based on preliminary enquiries, we continue to remain
cautious on the division’s prospects and see it being a drag in the near term.
We maintain our conservative estimates which accounts for lower daily charter

Research Team rates (DCR) which have dropped by ¢.30%, coupled with an average utilisation
T 603 2268 3000 of ¢.35%. For 3QFY18, revenue fell 45.4% YoY to RM251.2m, with a
F 603 2268 3014 corresponding normalized pretax loss of RM93m.
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§ Energy. The Group lifted 0.9mboe in 3QFY18 at c.USD58/bbl, higher YoY on
both quantity and average lifting price (3QFY17: 800,000 boe at USD45/bbl).
This is reflected in group Exploration and Production (E&P) normalized pretax
profits jumping 4-fold to RM9m on the back of a 5.7% increase in revenue to
RM207.7m. Going forward, production is expected to be enhanced again with
the scheduled in-fill well drilling programme. SAPEs EBITDA breakeven is
estimated at between ¢.USD30 and 35/bbl thus would continue to see its energy
division making positive contributions to the Group’s performances going
forward, given current oil prices which we anticipate to hold up above USD50/bbl
over the medium term.

§ In-fill drilling programme. Going into FY19, 11 wells are expected to be drilled
comprising of i) 7 in-fill wells, ii) 3 exploration wells on SK408 and iii) 1
development well on SK310 B15. FY19 will thus see the enhanced benefits from
the in-fill drilling programme from FY18.

§  Other development updates. SK310 B15 will see 1% gas in 4QFY18, and more
significant contributions FY19 onwards. The estimated gas is 100mscfd with a
5.5-year profile. SAPE is also progressing with monetization of SK408 (Gorek
and Larak), while planning for 2+1 exploration commitment wells to be drilled in
4QFY18. For SB331/332, the initiation of seismic acquisition is in FY18/FY19.

Figure 2: Production Profile as at 3QFY18

Lifted bbl (mbbl) === Lifting Price (USD/bbl)

_ 112 _
120 105 2500
100 - - 2000
80 -
- 1500
60 -
+ 1000
40
20 - 500
0 T T T T T T T T T T T T T T 0
O O O O 0 0 O o0 A A A A DY WD WD
LA 8 8
o FF S FFF S F S

Source: Company

Figure 3: Orderbook By Year — Current Orderbook at RM15.1bn
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§

Stable cash holdings remain. As at end-3QFY18, SAPE’s cash holding stands
at RM1.9bn, with net-debt-to-equity ratio a slightly higher 1.26x sequentially
(2QFY18: RM2.23bn and 1.18x respectively). In essence, the Group currently
makes sufficient money from its operations to service debt repayments in
addition to paying taxes, though it is of no great comfort to shareholders as there
isn’t much left for dividend payments. With no immediate lumpy loan repayments
needed over the next year or so, and with capital expenditure plans budgeted
for, the Group should be able to navigate through the currently-challenging
environment without much worry. On the back of expected operational
improvements in subsequent financial years, and by extension cash flows, we
see its financial position as healthy with no particular need for cash calls.

Maintain Outperform. We believe SAPE is a strong operational and reputable
player, enhanced by its contract wins to-date and its operations remaining on
track. In this challenging period, the Group has put itself on a stronger financial
footing which includes right-sizing the organization for better efficiencies, which
we believe would continue to help weather them through these current
conditions. Our Outperform view on SAPE is maintained as we continue to like
its long-term prospects supported by its ability to offer integrated services. Our
TP is a lower RM1.69 (previously RM1.95) based on our blended SOP
valuation, as we take a more conservative stance in light of the current operating
environment.

KEY FORECAST TABLE

FYE Jan (RMm) 2016A 2017A 2018F 2019F 2020F gxg"’g
Revenue 10,1840  7,651.3  6,793.3  9,359.6 11,1789  13.5%
Operating Profit 2,0589 27354  1,160.1  1,598.3  1,909.0 -11.3%
Pre-tax Profit 1,489.1 667.9 -107.3 356.5 677.2 0.5%
PATAMI -791.6 208.3 -53.6 260.9 4957  33.5%
Core PATAMI 1,410.2 423.4 -53.6 260.9 495.7 5.4%
EPS (Sen) -13.3 7.1 0.9 44 8.3 5.4%
P/E (x) - 13.6 - 22.1 116  13.5%
DPS (Sen) 1.4 0.0 0.0 0.0 0.0

Div Yield (%) 1.4% 0.0% 0.0% 0.0% 0.0%

Source: Company, Publicinvest Research estimates
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EYE Jan QoQ YoY Yoy
—[RMm] 3018 3017 2018 chag chag YTD 18 YTD 17 chg Comments
(%) % %
Lower revenue from
Revenue 1,280.0 2,221.7 1,656.2 22.7% -42.4% 4,705.8 5,838.5 -19.4% drilling and E&P
segments.
;g?i;a“”g 275.0 532.8 4105 -33.0% -48.4% 1,107.8 2,251.9 -50.8%
EBITDA 275.0 532.8 4105 -33.0% -48.4% 1,145.1 2,178.1 -47.4%
E(')”S?ch 2275 -190.9 216.6 5.0% 19.1% -648.3 578.8 12.0%
Lower revenue from
drilling segment, and
Pre-tax ) o ) o i o the financial impact
orofit 209.7 199.3 33.8 >100% 205.3% 71.6 510.5 >100%  oiing - from  the
cessation of Berantai
RSC YoY.
Tax -65.5 -41.8 4.4 >100% 56.6% -146.8 131.4 11.7%
Net profit 275.2 157.4 29.4 >100%  -274.8% -218.4 379.1 >100%
Minorities 0.8 0.6 05 >100% 26.4% 0.5 1.6 -69.3%
PATAMI 274.4 158.1 28.9 >100%  -273.6% 217.9 380.6 >100%
gf(:ﬁtNet 274.4 158.1 1.9 >100%  -273.6% 2917 344.6 >100%
EPS (sen) 46 2.7 0.5 >100%  -273.7% 37 6.4  -157.3%
EAE‘L;?]A 21.5% 24.0% 24.8% -13.3% -10.4% 24.3% 37.3% -34.8%
ar:ré‘f‘rf -16.4% 9.0% 2.0% >100%  -282.7% -1.5% 8.7% >100%
Net Margin 21.5% 7.1% 1.8% >100%  -403.5% -4.6% 6.5% >100%
ﬁ‘;:‘;i':et -21.4% 7.1% 201%  >100%  -401.3% -6.2% 59%  >100%

Segmental Revenue
E&C 822.3 1,566.5 1,261.1 -34.8% -47.5% 3,285.6 3,387.5 -3.0%

Slower activities in the
current quarter.

Lower revenue from
Drilling 251.2 460.4 278.6 -9.8% -45.4% 915.2 1,621.4 -43.6% certain rigs which were
off contract

More barrels of oil lifted
in the current quarter,

E&P 207.7 196.5 162.0 28.2% 5.7% 564.0 846.9 -33.4% with higher average
realised oil price
achieved.

EBIT/(loss)

RM46m disposal loss
on Sapura Acergy

In  line with lower
revenue.

More barrels of oil lifted
YoY, with higher
average realised oil
price achieved and
lower operating
expenditure incurred.

E&C -29.3 274.1 126.7 -123.2% -110.7% 278.8 472.8 -41.0%

Drilling -93.1 34.0 -85.0 9.6% -374.2% -157.4 235.9 -166.7%

E&P 8.7 1.8 22.4 -61.3% 385.1% 55.6 55.8 -0.3%

Source: Company
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KEY FINANCIAL DATA

FYE Jan (RMm) 2016A 2017A 2018F 2019F 2020F
Revenue 10,184.0 7,651.3 6,793.3 9,359.6 11,178.9
Operating Profit 2,058.9 2,735.4 1,160.1 1,598.3 1,909.0
Other Income 480.2 360.8 320.3 441.3 527.1
Administration Expenses -671.8 -504.7 -448.1 -617.4 -737.4
Pre-tax Profit 1,489.1 667.9 -107.3 356.5 677.2
Income Tax -78.8 -179.1 53.6 -95.6 -181.6
Effective Tax Rate (%) 0.1 0.3 0.5 0.3 0.3
Minorities -0.1 2.2 0.0 0.0 0.0
PATAMI -791.6 208.3 -53.6 260.9 495.7
Growth

Revenue 2% -25% -11% 38% 19%
Gross Profit -10% -46% 9% 38% 19%
PATAMI -155% -126% -126% -587% 90%

Source: Company, Publiclnvest Research estimates

BALANCE SHEET DATA

FYE Jan (RMm) 2016A 2017A 2018F 2019F 2020F
Property, plant and equipment 14,905.7 15,140.0 14,320.3 13,492.5 12,656.7
Inventories 572.2 458.5 176.8 333.7 683.3
Trade receivables 4,114.1 3,269.1 1,228.4 1,692.4 2,021.4
Cash and bank balances 1,947.5 3,519.5 2,091.5 3,676.0 4,337.0
Total Assets 36,492.0 37,483.9 33,735.0 35,238.0 36,593.2
ST Borrowings 2,091.1 3,511.1 2,004.8 1,889.0 1,771.9
LT Borrowings 16,238.0 15,136.0 12,888.3 12,143.3 11,391.0
Trade payables 4,371.7 3,837.6 3,239.8 4,463.7 5,331.4
Minority Interests 6.1 4.2 4.2 4.2 4.2
Total Liabilities 24,279.0 24,403.6 19,969.4 20,473.4 20,525.5
Total Equity 12,213.0 13,080.3 13,765.7 14,764.6 16,067.7
Total Equity and Liabilities 36,492.0 37,483.9 33,735.0 35,238.0 36,593.2

Source: Company, Publiclnvest Research estimates

PER SHARE DATA & RATIOS

FYE Jan 2016A 2017A 2018F 2019F 2020F
Book Value Per Share 2.0 2.2 2.3 25 2.7
NTA Per Share 2.0 2.2 2.3 2.5 2.7
EPS (Sen) -13.3 7.1 -0.9 4.4 8.3
DPS (Sen) 1.4 0.0 0.0 0.0 0.0
Payout Ratio (%) -0.1 0.0 0.0 0.0 0.0
ROA (%) -2.2 0.6 -0.2 0.7 1.4
ROE (%) -6.5 1.6 -0.4 1.8 31

Source: Company, Publiclnvest Research estimates
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RATING CLASSIFICATION

STOCKS

OUTPERFORM The stock return is expected to exceed a relevant benchmark’s total of 10% or higher over the next 12months.

NEUTRAL The stock return is expected to be within +/- 10% of a relevant benchmark’s return over the next 12 months.

UNDERPERFORM The stock return is expected to be below a relevant benchmark’s return by -10% over the next 12 months.

TRADING BUY The stock return is expected to exceed a relevant benchmark’s return by 5% or higher over the next 3 months but
the underlying fundamentals are not strong enough to warrant an Outperform call.

TRADING SELL The stock return is expected to be below a relevant benchmark’s return by -5% or more over the next 3 months.

NOT RATED The stock is not within regular research coverage.

SECTOR

OVERWEIGHT The sector is expected to outperform a relevant benchmark over the next 12 months.

NEUTRAL The sector is expected to perform in line with a relevant benchmark over the next 12 months.

UNDERWEIGHT The sector is expected to underperform a relevant benchmark over the next 12 months.

DISCLAIMER

This document has been prepared solely for information and private circulation only. It is for distribution under such circumstances as may be permitted by applicable
law. The information contained herein is prepared from data and sources believed to be reliable at the time of issue of this document. The views/opinions expressed
herein are subject to change without notice and solely reflects the personal views of the analyst(s) acting in his/her capacity as employee of Public Investment Bank
Berhad (“PIVB”). PIVB does not make any guarantee, representations or warranty neither expressed or implied nor accepts any responsibility or liability as to its
fairness liability adequacy, completeness or correctness of any such information and opinion contained herein. No reliance upon such statement or usage by the
addressee/anyone shall give rise to any claim/liability for loss of damage against PIVB, Public Bank Berhad, its affiliates and related companies, directors, officers,
connected persons/employees, associates or agents.

This document is not and should not be construed or considered as an offer, recommendation, invitation or a solicitation of an offer to purchase or subscribe or sell any
securities, related investments or financial instruments. Any recommendation in this document does not have regards to the specific investment objectives, financial
situation, risk profile and particular needs of any specific persons who receive it. We encourage the addressee of this document to independently evaluate the merits of
the information contained herein, consider their own investment objectives, financial situation, particular needs, risks and legal profiles, seek the advice of their,
amongst others, tax, accounting, legal, business professionals and financial advisers before participating in any transaction in respect of any of the securities of the
company(ies) covered in this document.

PIVB, Public Bank Berhad, our affiliates and related companies, directors, officers, connected persons/employees, associates or agents may own or have positions in
the securities of the company(ies) covered in this document or any securities related thereto and may from time to time add or dispose of, or may be materially
interested in, any such securities. Further PIVB, Public Bank Berhad, our affiliates and related companies, associates or agents do and/or seek to do business with the
company(ies) covered in this document and may from time to time act as market maker or have assumed an underwriting commitment in the securities of such
company(ies), may sell them or buy them from customers on a principal basis, may have or intend to accommodate credit facilities or other banking services and may
also perform or seek to perform investment banking, advisory or underwriting services for or relating to such company(ies) as well as solicit such investment advisory
or other services from any entity mentioned in this document. The analyst(s) and associate analyst(s) principally responsible for the preparation of this document may
participate in the solicitation of businesses described aforesaid and would receive compensation based upon various factors, including the quality of research, investor
client feedback, stock pickings and performance of his/her recommendation and competitive factors. The analyst(s) and associate analyst(s) may also receive
compensation or benefit (including gift and company/issuer-sponsored and paid trips in line with the Bank’s policies) in executing his/her duties. Hence, the addressee
or any persons reviewing this document should be aware of the foregoing, amongst others, may give rise to real or potential conflicts of interest.

Published and printed by:

PUBLIC INVESTMENT BANKBERHAD (20027-W)
9" Floor, Bangunan Public Bank

6, Jalan Sultan Sulaiman

50000 Kuala Lumpur

T 603 2268 3000

F 603 2268 3014

Dealing Line 603 2268 3129
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