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Mermaid Maritime



Buy (new) Share price: Target price:



Things Are Going Swimmingly



SGD0.51 SGD0.61 (new)



YEAK Chee Keong, CFA [email protected] (65) 6432 1460



Stock Information Description: An international provider of specialist subsea and drilling services to the offshore oil and gas industry. Ticker: Shares Issued (m): Market Cap (USD m): 3-mth Avg Daily Turnover (USD m): ST Index: Free float (%):



MMT SP 1,413.1 574.3 2.1 3,172.95 24



Major Shareholders: Thoresen Thai Agencies Mahagitsiri Family



% 57 19



Key Indicators ROE – annualised (%) Net gearing (x): NTA/shr (USD cts): Interest cover (x):



3.5 Net cash 37.3 4.5



Historical Chart 0.55



MMT SP Equity



0.50 0.45 0.40



Mermaid Maritime – Summary Earnings Table



0.35 0.30



.



0.25 0.20 Jan-13



Mar-13



May-13



Performance: 52-week High/Low



Absolute (%) Relative (%)



Growth story in the making; initiate with BUY. We initiate coverage of Mermaid Maritime with a BUY and TP of SGD0.61, implying a 20% upside. Earnings should remain robust in FY9/14E, buoyed by a USD650m orderbook (including an unrecognised portion of a USD530m Saudi Aramco subsea contract), which practically guarantees a diluted EPS growth of 212%. But the larger investment case is Mermaid’s potential evolvement into an integrated oilfield services player a la Malaysia’s SapuraKencana, which the market has yet to price in. Industry dynamics in its favour. Mermaid is in a sweet spot to scale up its business as offshore oil and gas spending picks up pace. We see favourable industry dynamics, characterised by (1) high oil prices keeping E&P activities and drilling demand elevated, (2) 2013-2017 subsea sector spending likely to double vis-à-vis the preceding five years, and (3) Thailand’s national oil company PTTEP’s higher capex budget of USD25b for 2013-2017 (vs ~USD9b for 2008-2012). New board = Fresh opportunities. Mermaid’s new board of directors, put in place in Jul 2012, comprises two influential members. One is Mr Chalermchai Mahagitsiri, from the politically well-connected Mahagitsiri family in Thailand, who is keen to create a new legacy and unlock shareholder value. The other is Mr Prasert Bunsumpun, the former CEO of PTT Plc (eight years) and chairman of PTTEP (three years), whose presence would help open doors for Mermaid to secure contracts in Thailand, if not from PTTEP directly. Low gearing = More assets in the pipeline. While growth is limited by a lack of assets, Mermaid’s strong balance sheet suggests ample headroom to bulk up. With USD105m in its coffers, it intends to invest in two new tender rigs which should drive a 21% EPS growth in FY9/16E. Any profitable charter contract that Mermaid can secure for its new assets prior to delivery would give its stock price a lift, in our view. Strong growth prospects merit premium valuations. We base our target price of SGD0.61 on 14x FY9/14E P/E or an implied 1.2x FY9/14E P/BV. In our view, a premium P/E multiple (vis-à-vis stock history) is warranted, given Mermaid’s (1) projected three-year EPS CAGR of 59%, (2) scalability into an integrated oil and gas services player, and (3) strong recurring cash flow business model.



Jul-13



Sep-13



Nov-13



Jan-14



SGD0.265/SGD0.515



1-mth



3-mth



6-mth



1-yr



YTD



25.6 25.7



53.7 54.1



51.5 49.9



45.1 44.8



4.0 3.9



FYE Sep (USD m) Revenue EBITDA Recurring Net Profit Recurring Diluted EPS (US cts) Diluted EPS growth (%) DPS (US cts)



FY12 183.6 43.1 3.2 0.2 n.a. 0.0



FY13 269.6 52.7 15.7 1.1 389 0.9



FY14E 314.4 78.7 49.0 3.5 211 0.5



FY15E 333.9 84.7 52.5 3.7 7 0.5



FY16E 399.3 117.6 63.7 4.5 21 0.5



P/E (x) EV/EBITDA (x) Div Yield (%) P/BV (x)



178.9 13.1 0.0 1.5



36.6 10.7 2.1 1.1



11.8 7.2 1.2 1.0



11.0 6.7 1.2 1.0



9.0 4.8 1.2 0.9



Net Gearing (%) 18.3 ROE (%) 0.8 ROA (%) 0.6 Consensus Net Profit (USD m) Source: Company, Maybank KE estimates



(2.4) 3.5 2.5



11.2 9.2 6.7 41.6



9.9 9.1 6.8 45.8



47.3 10.2 6.7 45.5



SEE APPENDIX I FOR IMPORTANT DISCLOSURES AND ANALYST CERTIFICATIONS
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Mermaid Maritime at a glance Figure 5: Mermaid – orderbook recognition breakdown As disclosed by Mermaid Recognition of Subsea orderbook by Yr (USD m) FY14E 284 FY15E 130 FY16E+ 177 Total 592 % 91% Segmental Breakdown



Drilling (USD m) 35 24 0 59 9%



Drilling 9%



Total (USD m) Subsea Drilling 318 48% 59% 154 22% 41% 177 30% 0% 650 100% 100% 100% Geographical Breakown North Sea 6% SE Asia & Asia Pac 31%



Middle East & Africa 63%



Subsea 91%



Figure 6: Mermaid – orderbook recognition breakdown Maybank KE forecasts based on an analysis of its contracts USD m 400 350
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Figure 12: Subsea well installations – explosive growth from 2012



Figure 20: Tender rigs mainly used in Southeast Asia



Subsea well installation is expected to grow at 11.9% CAGR between 2012 and 2020



Tender rigs are used mainly in Southeast Asia, ie, Thailand and Malaysia 30



26



25 20 15 8



10 5 0



2 Asia SouthEast



Africa - West



S. America Venezuela



1



1



S. America Other & Carib.



S. America Brazil



Source: Infield Systems



Source: Rigzone, Maybank KE



Figure 30: Mermaid – revenue vs profits Next quantum leap in FY9/16E, but share price should react upon securing of new contracts



Figure 32: Mermaid – gearing levels set to increase Limited more by assets than lack of opportunities. Needs to gear up to invest in more assets for future growth
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Investment thesis Emerging integrated oilfield services player; initiate with Buy. We initiate coverage of Mermaid Maritime with a BUY rating and target price of SGD0.61, pegged at 14x FY9/14E earnings. We project a three-year EPS CAGR of 59% over FY9/14E-16E, supporting the premium valuation multiple we have assigned. The investment case for Mermaid is premised on a new era of growth that would see the company evolve into an integrated oilfield services player a la Malaysia’s SapuraKencana Petroleum. We believe this is possible given the following factors: •



Solid industry fundamentals. Offshore oil and gas spending is supported by sustained high oil prices at USD100/bbl and the need to arrest the decline in oil production. Robust drilling activities are evident from the strong demand for rigs and its rising day rates, as we concluded in our 11 Dec 2013 report, Finding the Wind in their Sails. The subsea market would also see explosive growth over the next few years as activities move into deeper waters. Forecasted subsea capex of USD124b over 2013-2018 is expect to be double that of the preceding five years, according to Douglas Westwood.



•



New asset investments to drive growth. Mermaid’s growth is limited more by a lack of assets than opportunities. The company is seeking to address this issue with plans to invest ~USD300m in two new tender drilling rigs. Upon delivery of the rigs in two years’ time, we estimate each unit would add USD17.4m in gross profit from a full year of operation. We understand that Mermaid may also consider investing in another new subsea vessel but we have not factored its potential contribution into our forecasts.



•



New board brings fresh opportunities. Mermaid has a new and powerful board of directors, comprising the Mahagitsiri family, which is politically well-connected in Thailand, as well as the former chairman of PTTEP, Thailand’s national oil company (NOC). The first is motivated to create a new legacy and unlock shareholder value while the presence of the second would help open doors for Mermaid to secure contracts from PTTEP in the future.



Earnings rebound with operating leverage in play. The strong turnaround in FY9/13 earnings (EPS: +389% YoY) was driven by two events: (1) Subsea division turnaround, with operating margins surging from 5.9% in FY9/12 to 9.8% in FY9/13 on just a marginal increase in utilisation from 69% to 71% as subsea contracts built up, and (2) Strong contribution from 33.8%-owned associate Asia Offshore Drilling (AOD), as two of its three jackup rigs started to contribute from 4QFY9/13. We forecast diluted EPS to see another 212% growth in FY9/14E, buoyed by improvement in subsea utilisation from 71% to 89% and the full-year effect of AOD contributions. Expect another quantum leap in earnings in FY9/16E. In our view, the next quantum leap in earnings would occur in FY9/16E, when contributions from the two new tender rigs would propel EPS growth by 21%. In the interim, however, we expect the stock price to react positively to any attractive, firm charter contracts Mermaid can secure before the delivery of these rigs.
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Initiate with BUY; 20% share price upside Historical valuation metrics not a fair indicator of stock potential. An examination of Mermaid’s historical valuation levels shows that the stock is hardly cheap, given that it is trading near +1SD of its historical one-year forward P/BV mean. (A P/E chart is not meaningful due to losses and low profitability in the previous years.) However, we do not think the past is a fair indicator of the future growth potential of the stock, given the fundamental changes introduced by the new shareholder, the Mahagitsiri family.



Figure 1: Mermaid: One-year rolling P/BV since listing



Figure 2: Mermaid: One-year rolling P/BV from Jan 2009
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Deserving of premium valuation, TP of SGD0.61. We value Mermaid at SGD0.61, pegged to 14x FY9/14E P/E. We have accorded a premium to our fair valuation multiple (compared to historical average) in anticipation of a robust 59% EPS CAGR over the next three years based on the following factors: (1) Current orderbook of USD650m, with options worth ~USD150m and more to boot, (2) Operating leverage from improvements in subsea asset utilisation (FY9/13: 71%; FY9/14E: 89%; FY9/15E: 91%; FY9/16E: 92%), and (3) Potential contribution from two new tender rigs (USD17.4m gross profit per unit pa) from FY9/16E. In our view, our valuation thesis is fair, given Mermaid’s strong growth potential, a scalable business model and its ability to generate strong operating cash flow. Moreover, the current industry environment is also conducive to growth. Ezion’s historical performance a sanity check. To substantiate our valuation thesis, we studied the valuation-share price performance of another comparable small-cap growth stock, Ezion (EZI SP). Fuelled by strong contract win momentum from 2012, Ezion’s stock price soared by more than 300%, underpinned by an EPS growth of 33% CAGR over three years (FY12-FY14E). Between Jan and Jul 2013, its oneyear rolling forward P/E hovered at around 10-11x, with a high of 11.4x. In comparison, this justifies our target price of SGD0.61 for Mermaid as it translates to an implied FY9/16E P/E of 10.8x, with a three-year (FY9/14-16E) EPS CAGR forecast of 59%.
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Mermaid Maritime Figure 3: Ezion: One-year rolling P/E and share price performance P/E valuation level hit a high of 11.4x in 2013; we value Ezion at 11x FY14E P/E (x) 30
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New charter contracts before asset delivery a boon for stock price. While the next quantum leap in earnings would only come in FY9/16E when new assets are delivered and start to contribute, we believe that stock price would react positively in the interim whenever Mermaid succeeds in securing a charter contract for its new assets – similar to how the market responded to Ezion’s streak of contract wins from 2012, which afforded a high visibility of its future earnings. All said, any asset investment plans backed by secured contracts or a high possibility of securing contracts would also lift Mermaid’s stock price. Figure 4: Peer valuation comparison table Mkt Cap
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price



price



FYE



SGD



Buy Hold



SGD
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SGD



N.R.



SGD



N.R.



SGD



N.R.



2.50 0.69 0.61 N.A. N.A. N.A.
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SGD
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1.52 5.00 3.48 3.93 0.46 3.55 1.58 1.55 23.82 4.73 1.65



12
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Singapore oil & gas services Alam Maritim Bumi Armada Dialog Group Gas Malaysia KNM Group MMHE. Perdana Petroleum Perisai Petroleum Petronas Gas. SapuraKencana Wah Seong.
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Malaysia oil & gas services Transocean Noble Corp Ensco Seadrill Diamond Offshore Ocean Rig Saipem Subsea Technip McDermott China Oilfield Services
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33 (5) 389 2 (7) 293 116



72 16 211 54 7 109 56



10 29 7 4 67 n.a. 23



16.5 9.6 10.7 13.0 9.2 n.a. 11.1



10.2 8.5 7.2 9.8 8.3 n.a. 8.3



9.5 7.4 6.7 9.3 5.8 n.a. 7.3



17.1 7.3 36.6 19.2 14.1 45.0 20.5
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50 10 21 14 28 15 6 11 n.a. n.a. (29) 58 (1,556) 68 n.a. n.a. n.a. n.a. 53 40 (19) 96 (181) 39



1 12 5 21 n.a. 22 3 n.a. n.a. 27 9 13



21.4 13.5 27.2 17.4 n.a. 21.2 15.0 n.a. n.a. 19.6 13.9 18.7



16.1 11.6 25.5 15.7 n.a. 14.8 10.2 n.a. n.a. 15.4 10.1 14.9



17.1 10.5 26.5 13.3 n.a. 12.5 9.5 n.a. n.a. 12.2 9.6 13.9
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Source: Bloomberg, Factset, Maybank KE 3 January 2014
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Key forecast assumptions USD650m in net orderbook excluding options. Mermaid’s orderbook as at 1 Oct 2013 stood at USD650m. Based on the company’s estimate, about USD318m would be recognised in FY9/14E, compared with our forecast of USD314m. In other words, 100% of our revenue forecast for FY9/14E is underpinned by secured contracts. For FY9/15E, 46% of our revenue forecast is backed by a secured orderbook. In addition, there are outstanding options, which we estimate to be worth close to USD150m in value. The orderbook also does not include Mermaid’s pro-rata share of AOD’s jackup rig charter contract worth USD170m. Figure 5: Mermaid – orderbook recognition breakdown As disclosed by Mermaid Recognition of Subsea orderbook by Yr (USD m) FY14E 284 FY15E 130 FY16E+ 177 Total 592 % 91% Segmental Breakdown Drilling 9%



Subsea 91%



Drilling (USD m) 35 24 0 59 9%



Total (USD m) 318 154 177 650 100%



Subsea 48% 22% 30% 100%



Geographical Breakown



Middle East & Africa 63%



Source: Company



Figure 6: Mermaid – orderbook recognition breakdown Maybank KE forecasts based on an analysis of its contracts Drilling 59% 41% 0% 100% North Sea 6%



SE Asia & Asia Pac 31%
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Figure 7: Key forecast assumptions Increasing utilisation of subsea assets will lead to higher revenue and margins



Jump in FY9/16E revenue and profits will be led by contributions from two new tender rigs



Stable contributions from three jackup rigs under AOD, backed by 3+1-year contracts with Saudi Aramco at USD180K/day



Subsea No. of vessels Calendar-vessel days Available days Operating days Utilisation Average charter rate (USD K/day) Average operating cost (USD K/day) Revenue (USD m)



FY12 9 3,142 2,850 1,955 69% 76 149



FY13E* 9 3,240 2,850 2,035 71% 121 246



FY14E 10 3,650 3,230 2,880 89% 97 (71) 279



FY15E 10 3,650 3,400 3,088 91% 97 (70) 298



FY16E 10 3,650 3,400 3,144 92% 97 (70) 304



Drilling No. of vessels Calendar-vessel days Available days Operating days Utilisation Average charter rate (USD K/day) Average operating cost (USD K/day) Revenue (USD m)



FY12 2 730 730 350 48% 100 35



FY13E* 2 732 732 473 65% 50 24



FY14E 2 730 700 580 83% 61 (49) 36



FY15E 2 730 700 584 83% 61 (49) 36



FY16E 4 1,270 1,240 1,082 87% 88 (59) 95



AOD (33.76% Associate) No. of vessels Calendar-vessel days Available days Operating days Utilisation Average charter rate (USD K/day) Revenue (USD m) COGS (USD m) Gross Profit (USD m) Other cost Net Profit Attributable to Mermaid (33.76% stake)



FY12 0 0 0 0 n.a. n.a. 0 0 0 0 0 0



FY13E* 2 300 300 292 97% 180 53 (21) 32 (18) 13 4



FY14E 3 1,095 1,080 1,056 98% 180 190 (76) 114 (38) 76 26



FY15E 3 1,095 1,080 1,056 98% 180 190 (76) 114 (38) 76 26



FY16E 3 1,095 1,080 1,056 98% 180 190 (76) 114 (38) 76 26



Source: Company, Maybank KE *FY9/13 figures are estimated as actual operating statistics were not disclosed in the financial results; data should be disclosed in its annual report.
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A SapuraKencana of Thailand in the making Potential to evolve into an integrated oilfield services provider. In our view, Mermaid has the potential to evolve into a fully integrated oilfield services provider. It is already capable of providing a suite of subsea and drilling services, and has an established reputation among well-known oil companies. Just like Malaysia’s SapuraKencana, which we believe enjoys a certain level of advantage in securing contracts from its NOC, Petronas, Mermaid has the potential to become the equivalent of SapuraKencana to Thailand’s NOC, PTTEP. In Figures 8 and 9, we compare the services and assets of SapuraKencana and Mermaid. The former offers a wide range of oilfield services across the entire value chain, whereas Mermaid’s services are concentrated in subsea inspection, repair and maintenance (IRM), as well as diving support, with a small drilling unit operating two tender rigs (and more to come) and an associate company with three jackup rigs. We surmise that Mermaid could expand its scale and range of services by augmenting its assets along the lines of SapuraKencana. With oil and gas spending gathering pace, it makes sense for an oilfield services company to embark on asset expansion to further its growth. In Mermaid’s case, we are confident it can achieve success because it has added advantages in Thailand and with PTTEP, not to mention three key factors: (1) it is a pure Thai company, (2) it is under the stewardship of the politically well-connected Mahagitsiri family, and (3) the former chairman of PTTEP sits on its board as the chairman and could help open doors for Mermaid. Figure 8: SapuraKencana Petroleum – services and assets A proven integrated oil and gas services provider with strong capabilities and enabling assets across the offshore oil and gas value chain



Source: Company, Maybank KE 3 January 2014
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Mermaid Maritime Figure 9: Mermaid – services and assets Current focus is on subsea marine services and a small business in drilling. Has strong potential to expand asset base and become an integrated oil and gas services provider Development & Production



Construction & Installation support



Marine Services



Drilling



Maintenance Services



2 Tender Barge



3 Jackup Rigs (33.8%)



Intends to place orders for 2 more tender drilling barges



5+12 saturation and air diving systems



17 remotely operated vehicles (ROVs)



Source: Maybank KE



Figure 10: Mermaid – reputable oil companies among its customer base



Source: Company



Mermaid set to grow more prominent in Thailand. Mermaid is the only Thai company in our view that has the ability and potential to provide integrated oil and gas services with drilling and subsea services. With over 30 years of history, it has an established list of reputable oil companies as its customers. However, it has scant exposure to Thailand’s offshore oil and gas activities, let alone a strong working relationship with PTTEP. Malaysia’s SapuraKencana, on the other hand, has seven tender rigs operating in Thai waters (Figure 26).
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PTTEP to spend USD24.67b over 2013-2017. PTTEP plans to double its oil production volume to 600,000boepd by 2020. To achieve this, it has set its five-year capex and opex budgets at USD14.77b and USD9.9b, respectively, over 2013-2017. One of its key strategies is to invest in “star” assets in Thailand, Myanmar, North America and East Africa. These represent opportunities for Mermaid. Figure 11: PTTEP’s investment plan for 2013-2017 Opex would be more relevant for Mermaid’s subsea business, which is focused on IRM services, during the production phase of the oilfield lifecycle



Source: PTTEP



Key focus is to beef up its assets. The only constraint for Mermaid now is its lack of assets to service the Thai market. However, we believe that once it builds up its asset base, there would be opportunities aplenty, not only in Thailand but also in the global market as oil and gas spending picks up pace. Given its strong balance sheet position (net cash of USD12m), it can afford to invest in new assets. We estimate that Mermaid has headroom for another USD347m debt while keeping its net gearing below 1.0x.
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Subsea market to see explosive growth Twofold increase in spending over next five years. The subsea market will see explosive growth over the next five years as offshore oil and gas activities move into deeper waters. According to Douglas Westwood, hardware capex over 2013-2017 would total USD124b, double the amount in the preceding five years. Infield Systems forecasts subsea well installations to grow at 11.9% CAGR between 2012 and 2020 to reach about 800 pa in 2020. Ultra-deepwater developments are also expected to make up 48% of the subsea capex and 23% of subsea tree installations in 2013-2017 (compared to 37% of capex and 15% of tree installations over 2008-2012). In our view, the fundamental drivers fuelling subsea developments are: • • •



Sustained high oil price at USD100/bbl, supporting E&P activities, Need to stem the decline in onshore and shallow-water production, resulting in the move to deeper waters, and Technological advancements facilitating such developments.



Figure 12: Subsea well installations



Figure 13: Breakdown of SURF* capex by region



This segment is expected to grow at 11.9% CAGR between 2012 and 2020



The SURF market is expected to grow at 12.8% CAGR and to peak at USD80b by 2018



Source: Infield Systems



*SURF = Subsea umbilicals, risers and flowlines Source: Infield Systems



Figure 14: Subsea tree orders by region



Figure 15: Subsea IRM spend



Subsea tree awards are expected to increase at 9% CAGR between 2012 and 2020



With over 7,000 production platforms and 190,000km of pipelines installed and more to be added, IRM activities would remain strong. This segment is also less exposed to market cyclicality USDb $6.0 $5.0 $4.0 $3.0 $2.0 $1.0



Source: Infield Systems
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Exposure to production phase bodes well. Mermaid’s subsea services are more exposed to the production phase of the offshore oil and gas cycle, which bodes well as activities in this phase are typically long-lasting and recurring in nature. These include IRM services as well as diving support. As shown in Figure 16, the production phase is the longest period of the cycle and is less cyclical than either the exploration or construction phase. While there has been a strong focus on installation jobs, the after-installation services market is an underappreciated industry growing steadily and quietly under the radar (Figure 15). We believe the growth in the installed base of subsea infrastructure would create a stable, recurring demand for service providers like Mermaid. Figure 16: Subsea services markets Mermaid’s subsea services are mainly IRM services and because this is the production phase of the oilfield lifecycle, demand tends to be more long-term and stable in nature



Exploration (1-2 yrs)



Construction & Installation (3-5 yrs)



CapEx • Seismic support • Vessel supply



• Seabed mapping • Marine trenching and ploughing • Towing • Vessel supply • Subsea vessels and ROVs (construction) • Flexible product installation



Decommissioning & Abondonment (1 yr)



Production (15+ yrs)



OpEx • Inspection, maintenance and repair (IRM) operations • Pipeline inspection • Well stimulation and intervention • Vessel supply



• Survey • Cutting and structure removal • Pipe burial



Source: Trico Marine, Maybank KE



Strong contract wins in subsea. Given the robust industry outlook, it is no surprise that Mermaid’s subsea segment has been enjoying strong contract win momentum. A key contract in its orderbook is the USD530m, 5+2-year IRM services contract from Saudi Aramco, secured in 2011. The previous contract holder held on to it for 38 years before Mermaid wrested it away by providing a more modern vessel (Mermaid Asiana). This victory is a strong affirmation of Mermaid’s capability by a renowned NOC, Saudi Aramco. As at Oct 2013, Mermaid’s outstanding subsea orderbook was about USD590m. The strong contract wins have resulted in the chartering in of two additional vessels (Resolution and Mubarak Supporter) from Dec 2013 to help the company fulfil its contract commitments ahead. Figure 17: Mermaid – subsea contracts secured over the years Date announced 25-Oct-11



Client Saudi Aramco



06-Nov-12 24-Jan-13 29-Jan-13



19-Jul-13 30-Jul-13 14-Aug-13 15-Sep-13 26-Nov-13



Commence Sep-12



Total COOEC Not disclosed



Value (USD m) 60-70% of 530m (720m w/options) 25 30 30



Duration 5+2 years



Job scope IRM services



Vessels used Mermaid Asiana



Feb-13 Mar-13 May-13 Feb-13 May-13 May-13



3 mths/yr over 5 yrs 6 mths 100 days 45 days 45 days 5 mths + 3 mths



Mermaid Siam Mermaid Endurer Mermaid Commander Mermaid Sapphire Mermaid Sapphire Mermaid Siam



23 4.5 40



Jul-13 Jul-13 Jul-13



100 days/yr through 2015 Short notice work To be completed in 2013



30 55



2QCY14



Ends 4QCY14 w/options 2+1 year



Field maintenance, remedial and call-off work Subsea construction services Complete diving support service package in Gulf of Thailand Turnkey diving and ROV services in Gulf of Thailand ROV inspection spread in Sakhalin, Russia Provide accommodation and ancillary services to support offshore construction works in Qatar 3-yr IRM contract Subsea wellhead preparation for surface re-entry Air diving, saturation diving, salvage, heavy lift and ROV intervention Laying of subsea cables and installations IRM and light construction intervention in the North Sea IRM services



Existing client Existing client Not disclosed Bibby Offshore Major Indonesian oil & gas operator Not disclosed



30



Dec-13



6 months



Air diving services and subsea cable laying in Middle East



Mermaid Supporter



Endeavour Endeavour Mermaid Siam Mermaid Endurer Endeavour



Source: Company
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Mermaid Maritime Figure 18: Mermaid – variety of subsea vessels Mermaid will charter two other vessels, Resolution and Murbarak Supporter, to support its subsea contracts



*Chartered-in vessels Source: Company



Mulling more subsea vessels. We believe Mermaid may be considering investments in more subsea vessels, such as a new diving support vessel. It could still have USD45-60m left from the proceeds of USD140m from its recent fundraising exercise, after making the downpayment for two tender rigs and paying off USD35m in loans. We think this money could be used to invest in more assets to support its future growth. In addition, we are not ruling out the possibility of Mermaid taking on more debt for such purposes. Note that Mermaid would need about USD240-255m to pay off the remaining 80-85% of the asset price in FY9/16E and net gearing is forecast to rise to 0.47x. Even at this level, we believe the company could still afford to gear up closer to the 1.0x level if asset investments were backed by secured contracts. With equity base forecast at USD656m and a net debt position of USD309m for FY9/16E, this would mean that it could afford to take on at least another USD347m in debt.
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Eyeing a bigger slice of the tender rig pie A niche but growing market. Tender rigs occupy a niche market, not least because there are only 38 such units globally. Malaysia’s SapuraKencana is currently the biggest player in the world after successfully acquiring Seadrill’s tender rig division with 18 such rigs in early 2013. Tender rigs are typically used for development drilling in benign water conditions. There are two main types – barge tender and semi-tender. Demand for them has not been as robust as for jackup rigs but the economics are not worse off and charter contracts can last for very long (up to 30 years). Figure 19: Global tender rig market share



Figure 20: Location of tender rigs



SapuraKencana became the biggest player in the world after it acquired Seadrill’s tender rigs in 2013



Tender rigs are used mainly in Southeast Asia, ie, Thailand and Malaysia 30
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Source: Rigzone, Maybank KE



Mainly used in Thailand and Malaysia. Tender rigs are used mainly in Southeast Asia, especially in Thailand and Malaysia where the water conditions are more suitable for their operation. These rigs are primarily used for development drilling. The modularised drilling package can be lifted onto platforms, offers flexibility and is cost effective. Its sole limitation is that it can only operate in benign water conditions. Still, tender rigs offer good project dynamics for owners who can keep these assets in use. Relatively good payback period. Tender rig charter rates have in recent months reached as high as USD140k/day. Assuming construction cost of USD150m, we estimate the payback period to be around 6-9 years, based on day rates of USD120-140k/day and operating margins of 40%. Figure 21: Tender rig charter rates



Figure 22: Tender rig utilisation rate



Rates have risen steadily over the years and are more stable than jackup and floater rates



Utilisation rate is relatively stable at about 70% level because many tender rigs are aged and cold stacked % 100% 80% 60% 40%



Source: Riglogix, Bloomberg
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Small drilling division. Mermaid’s drilling division is currently a small one with two key assets, MTR-1 and MTR-2. As MTR-1 was built in 1978, its old age and weaker capability resulted in it being used as an accommodation rig instead of a drilling rig. After completing its last job with Chevron in Indonesia, it is now ready stacked, awaiting its next deployment. As an accommodation rig, its last contract was priced at only USD30k/day. MTR-2, on other hand, is deployed as a drilling rig. It is drilling for Chevron in Indonesia on a two-year contract, commencing Apr 2013, at a charter rate close to USD100k/day. Figure 23: Mermaid – drilling assets Drilling assets MTR-1



Owned



MTR-2



Owned



Type Tender barge rig used as accommodation barge Tender-Assist Drilling Rig



Built/Upgraded 1978/1998



Flag Singapore



Accommodation 112 persons



Status Ready stacked



1981/1997/2007



Thailand



126 persons



Drilling in Indonesia with Chevron with day rate of USD95K/day



Source: Company



Investment in new tender rigs. Mermaid intends to expand its drilling division by adding two new tender rigs. We understand that it is currently accessing suitable yards to place the orders with and has considered various yards in China and Singapore. We believe that orders would be placed by 1QCY14. Based on the USD140m raised from its recent rights issue and share placement exercise, we estimate it still has about USD105m left after paying off debt of about USD35m. Each rig is expected to cost about USD150m and has a two-year build time. Mermaid would likely need to place a 15-20% downpayment with the remainder to be paid on delivery. Potential contribution of USD17.4m per unit. We estimate that each tender rig would be able to contribute between USD17.4m and USD24.2m in annual gross profit when deployed. Given the requisite two-year build time and assuming that orders are placed in Jan 2014, we expect the two tender rigs to start contributing from 2016, which should add to FY9/16E earnings. We have taken the more conservative estimate by assuming a day rate of USD120k/day in our forecasts. Drilling division to account for greater proportion of revenue. With the new tender rigs, revenue from drilling, which accounted for only 9% of revenue in FY9/13, should rise to 24% in FY9/16E, based on our estimates.



Figure 24: Potential earnings contributions from new tender rigs Assumed charter rate (USD/day) Assumed operating cost (USD/day) Available days Operating days Utilisation Revenue (USD m) Operating cost (incl. dep) (USD m) Gross profit (USD m) Margin Rig cost (USD m) Payback period (years) Source: Maybank KE
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Figure 25: Revenue mix FY9/12 to FY9/16E Drilling division to account for 24% of revenue by FY9/16E 100%



19%



9%



11%



11%



91%



89%



89%



FY14E



FY15E



80%



24%



60% 40%



81%



76%



20% 0%



FY12



FY13



Subsea



FY16E



Drilling



Source: Company, Maybank KE



Page 14 of 31



Mermaid Maritime



New rig charters a stock price catalyst. We are fairly confident that Mermaid would be able to secure charter contracts for its new tender rigs even before they are delivered. SapuraKencana, the largest player in the global tender rig market, currently has seven rigs operating in Thai waters and six in Malaysian waters. We believe there is a high chance for Mermaid to replace some of these contracts when its tender rigs are ready to operate. The contracts could be awarded before vessel delivery and would serve as a key stock price catalyst, in our view. We have factored the potential earnings contributions into our model, underscoring our forecast for 21% earnings growth for FY9/16E. Figure 26: Mermaid – global tender rig status throws up new opportunities There are various opportunities for Mermaid’s tender rigs given their extensive use in Thailand. SapuraKencana has more rigs in Thailand than in Malaysia and we believe Mermaid may be able to replace some of those contracts when its rigs are delivered Tender rig Alpha Beta Delta Gamma Seahawk EDrill-1 EDrill-2 EDrill-3 Glen Affric Glen Esk Glen Tanar MTR-1 MTR-2 GP-14 GP-18 Pentacle Tender Baruna I PV Drilling V TAD-1 KM-1 KM-3 SKD T-20 T-10 T-11 T-12 T-17 T-18 T-3 T-4 T-6 T-7 T-9 Teknik Berkat West Alliance West Berani West Esperanza West Jaya West Menang West Pelaut West Setia T-15 T-16 West Vencedor Triumph 101 Triumph 102 Triumph 109 Triumph 110



Type Barge Semi Semi Barge Semi Barge Barge Semi Barge Barge Barge Barge Barge Barge Barge Barge Barge Semi Barge Barge Barge Barge Barge Barge Barge Barge Barge Barge Barge Barge Barge Barge Barge Semi Semi Semi Semi Semi Semi Semi Barge Barge Semi Barge Barge Barge Barge



Flag Panama Panama Panama Panama Panama Panama Singapore Singapore Liberia St Vincent and the Grenadines France Venezuela Venezuela Indonesia Vietnam Bahamas Malaysia Malaysia Panama Singapore Panama Panama Panama Panama Panama Panama Panama Panama Panama Panama Panama Panama Panama Panama Panama Marshall Islands Marshall Islands Liberia Liberia



Delivery year 2010 2013 2015 2014 1994 2014 2014 2015 1982 1994 1982 1978 1981 1986 1988 2015 1989 2011 2008 2010 2015 2013 2007 2008 2010 2013 2013 1980 1981 1982 1983 2004 1982 2001 2007 2013 2011 1999 1994 2005 2012 2013 2009 1977 1975 1981 1983



Status Drilling Enroute Under construction Under construction Cold stacked Under construction Under construction Under construction Drilling Drilling Drilling Ready stacked Drilling Ready stacked Ready stacked Under construction Ready stacked Drilling Drilling Drilling Under construction Under construction Drilling Drilling Drilling Drilling Under construction Ready stacked Cold stacked Drilling Ready stacked Drilling Drilling Drilling Drilling Drilling Drilling Drilling Drilling Drilling Drilling Drilling Drilling Ready stacked Cold stacked Ready stacked Drilling



Owner Atlantica Tender Atlantica Tender Atlantica Tender Atlantica Tender Atwood Oceanics Energy Drilling Energy Drilling Energy Drilling KCA Deutag KCA Deutag KCA Deutag Mermaid Drilling Mermaid Drilling PDVSA (NOC) PDVSA (NOC) Pentacle PT Patra PV Drilling Saipem SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana SapuraKencana Seadrill Ltd Seadrill Ltd Seadrill Ltd Triumph Drilling Triumph Drilling Triumph Drilling Triumph Drilling



Rig location Congo Brazil China China Ghana China China China Myanmar Cote d'lvoire Malaysia Singapore Indonesia Venezuela Venezuela China Indonesia Vietnam Congo Malaysia Malaysia Malaysia Thailand Thailand Thailand Thailand China Thailand Singapore Thailand Thailand Myanmar Malaysia Malaysia Indonesia Equatorial Guinea Trin. & Tobago Malaysia Brunei Angola Thailand Thailand Angola Singapore Thailand Malaysia Congo



Operator Total PTTEP CNR International Petronas Chevron Bien Dong ENI Petronas Chevron Chevron Chevron PTTEP Carigali-PTT PTTEP Petronas Shell ConocoPhillips Hess Corp BP Murphy Shell Chevron Chevron Chevron Chevron Perenco



Charter Till end-2015 Till 2018 From 3Q15 End-12 - mid-14 Oct 12 - Apr 14 Till Feb 14 Apr 13 - Apr 15 Till 2014 Sep 10 - Sep 15 Jan 11 - May 14 Mar 08 - May 17 Apr 11 - Apr 14 May 13 - May 18 Mar 14 - Mar 19 Jun 12 - Jun 13 Jul 08 - Jun 13 Nov 10 - Dec 13 Nov 11 - Mar 13 Mar 12 - Apr 14 May 12 - May 14 Jan 10 - Jan 15 Apr 12 - Mar 14 Jul 13 - Jun 15 Nov 11 - Sep 14 Aug 11 - Feb 15 Apr 12 - Mar 17 Aug 12 - Aug 16 Apr 12- Apr 18 Jun 13 - Jun 18 Mar 10 - Jul 15 -



Source: Rigzone, Company, Maybank KE
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Robust drilling activities in Asia-Pacific also offers new demand opportunities. Other then potentially replacing drilling contracts currently held by SapuraKencana, we also see strong opportunities for new demand in the Asia-Pacific region. Douglas Westwood estimates that USD162b will be spent on offshore E&P in the Asia-Pacific between 2013 and 2017 and drilling spend will account for 45% of that amount. In addition, Thailand would account for 25% of the number of offshore wells to be drilled in Asia-Pacific over the same period. Figure 27: Asia-Pacific Drilling Expenditure 2013-2017 (USD b) 20
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Asia Offshore Drilling a profit-generating associate Tussle for AOD. Mermaid has a 33.76% interest in Asia Offshore Drilling (AOD) with Norwegian driller Seadrill holding the remaining 66%. AOD was set up by Mermaid in 2010 but Seadrill obtained a 33.75% stake in 2011 through a share placement exercise and became an equal partner with Mermaid. The monies raised from the placement allowed AOD to exercise its option for a third jackup rig with Keppel FELS. Following a lucrative charter contract (USD180k/day) secured by AOD for the first (AOD I) of its three jackup rigs, Seadrill started to accumulate more shares of AOD in the open market. When its holding reached 64%, it launched a mandatory cash offer for AOD at USD5/share. Weighing the lucrative income AOD stands to generate from the Saudi Aramco contracts against the unsatisfactory offer of USD5/share by Seadrill, Mermaid refused to tender its shares. In our view, this demonstrates foresight on the part of the management team and its strong motivation to look after the interest of Mermaid. After a period of corporate tussle, both parties decided to cease hostilities and concentrate on generating profitability for AOD. Figure 29: How Seadrill became a majority shareholder of AOD Date 22 Oct 2010 11 Nov 2010 01 Dec 2010 01 Jul 2011 12 Jul 2011 15 Jul 2011 14 Jul 2011



Events Mermaid and Keppel FELS enter into LOI to construct 2 jackups with options for 2 more under a JV named Asia Offshore Drilling Ltd (AOD) 1st placement (20m shares at USD5/sh to raise USD100m): Mermaid subscribed to 49% and ended with a 49% stake in AOD AOD signs construction contract for 2+2 jackups with Keppel 2nd placement (20m shares at USD4/sh to raise USD80m): Seadrill subscribed to USD54m worth of shares and became a 33.75% owner. Mermaid’s USD14.8m subscription resulted in an equal stake with Seadrill AOD exercises option for 3rd jackup with Keppel FELS AOD listed on Oslo Axess



Transfer of technical and commercial management agreements to Seadrill AOD-1 secures 3+1 contract with Saudi Aramco with contract value of USD197m + USD39.5m mobilisation fee 26 Oct 2012 Seadrill accumulated 30.48% of AOD shares in the open market, bringing its stake to 64.23% and launched a mandatory cash offer at USD5/sh. It ended with 66.16% of AOD at the close of the offer while Mermaid retained a 33.75% stake. Source: Company, Maybank KE 26 Oct 2012



Jackup rigs and Saudi Aramco contracts among prized assets. The three recently delivered (2013) premium KFELS B class jackup rigs – AOD I, AOD II and AOD III – are among the prized assets of AOD. Also valuable are the rigs’ drilling contracts with Saudi Aramco, which were secured at an above-market day rate of USD180k/day (rising to USD205k/day for option year) for 3+1 years (market rate: ~USD150160K/day). We estimate that the three jackup rigs would generate total net income of USD76.5m pa. Total associate income attributed to Mermaid for the three rigs would thus be USD25.8m. We expect full contributions from all three rigs to start in FY9/14E and the ensuing amount is likely to be higher than the full-year FY9/13 profit for Mermaid. Profit generator but no incentive for Mermaid to grow this further. Although Seadrill and Mermaid have put aside their hostilities to focus on generating profits for AOD, we believe Mermaid has no intention to expand its drilling business through this associate. Instead, it would focus on growing its own drilling division.
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New board brings fresh opportunities Controlled by Thailand’s Mahagitsiri family. Mermaid is 57%-owned by Thoresen Thai Agencies (TTA SP), one of Thailand’s largest bulk shipping companies. The latter, in turn, is controlled by the Mahagitsiri family, which acquired a controlling 23% stake in late 2011 (next largest shareholder owns a 5.1% stake). The Mahagitsiris had taken advantage of a company feud to accumulate TTA shares when stock price was at its lowest. The feud ended in a failed takeover attempt by a group of shareholders, who were disgruntled with the company’s performance after the exit of the descendants of the Norwegian founder in 2005. Figure 30: Mermaid – current shareholding structure Mahagitsiri Family 23%



Deemed Interest 76%



Thoresen Thai Agencies (TTA SP)



19%



CEO Chalermachai Mahagitsiri holds 10.7% while Prayudh Mahgitsiri and Ausana Mahgitsiri recently acquired another 8.4% stake from Thailand Equity Fund (Lombard)



57%



Mermaid Maritime Source: Bloomberg, Company, Maybank KE



Who are the Mahagitsiris? The Mahagitsiri family is one of Thailand’s richest families with an estimated net worth of USD1.15b as of Jul 2013, according to Forbes magazine. The bulk of the family’s wealth came from Quality Coffee, its joint venture with Nestle established in 1989, which shares more than half of Thailand’s instant coffee market with the Nescafe brand. The family is also involved in other businesses, such as steel manufacturing, copper smelting and property development, through its investment vehicle PM Group. The patriarch, Mr Prayudh Mahagitsiri, was once an adviser to former prime minister Thaksin Shinawatra and has strong political connections. Mr Chalermchai Mahagitsiri, the scion of the family, is now the executive vice chairman and CEO of Mermaid and was recently appointed the president and CEO of TTA, succeeding ML Chandchutha Chandratat. Mahagitsiris buying more stakes in Mermaid. As recently as 23 Dec 2013, Mr Prayudh Mahagitsiri and his daughter, Ms Ausana Mahagitsiri, purchased 119m Mermaid shares (8.4% of outstanding shares) at SGD0.40 apiece from Thailand Equity Fund. This raises the family’s direct stake in Mermaid to 19%. Together with the deemed stake from its control of TTA, the Mahagitsiris would have a deemed 76% interest in Mermaid. We see the share purchase as a positive sign of the family aligning its interests with the company and a clear demonstration of its commitment to and confidence in the company. Former PTT CEO/PTTEP chairman also sits on the board. Another well-known board member is Mr Prasert Bunsumpun, the chairman of Mermaid and TTA. Mr Bunsumpun was formerly the CEO of PTT Plc (2003-2011) and chairman of PTTEP (2008-2011). He spent 30 years with PTT, Thailand’s largest listed company, and served as its CEO for two four-year terms. Under his leadership, the group was restructured
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into separate exploration and production (PTTEP), chemical and petrochemical companies, diversifying from oil and gas into coal and other energy-related businesses. From a revenue of just THB399b (~USD9.3b) in 2002 before Mr Bunsumpun took over, PTT has emerged as an international energy player, generating THB2.8t (~USD89.9b) in revenue in 2012. This translates into an impressive 21% CAGR over the same period. During this period, the market capitalisation of PTT jumped from USD2.7b to USD31b. Mr Bunsumpun remains as a director of PTT. Implications of the new board. With such prestigious persons on board, we believe the board of directors would be instrumental in Mermaid’s next stage of growth, especially on the home front. Indeed, although it is a Thai company, Mermaid has scant exposure to Thailand’s oil and gas scene and has been a lost child of TTA before the Mahagitsiris took control. But now, it may avail itself of new oil and gas opportunities in Thailand thanks to the presence of the ex-CEO of PTT/ex-chairman of PTTEP on the board. Moreover, with Mr Chalermchai Mahagitsiri taking the helm at Mermaid, we believe the stewardship of the company is now in good hands. With the support of his father, Mr Chalermchai has a strong motivation to establish a new Thai corporate identity and create a new legacy for his generation, Figure 31: Mermaid – board of directors Position Non-Executive Chairman



Profile Mr Prasert Bunsumpun brings to Mermaid 30 years of experience in the oil and gas industry. Besides his role at Mermaid, he is the chairman of various other companies, including Thoresen Thai Agencies Plc., IRPC Plc., PTT Global Chemical Plc. and Thai Lube Base Plc. He was the president and CEO of PTT Plc. for over eight years and has served in a number of senior roles at PTT Exploration and Production Plc., PTT Chemical Plc., PTT Aromatic and Refinery Plc., Thai Oil Plc. and Bang Chak Petroleum Plc. Mr Bunsumpun holds a Master in Business Administration from Utah State University in the US and a Bachelor of Engineering in Civil Engineering from Chulalongkorn University in Thailand, as well as a number of honorary doctorates from renowned universities in Thailand. He also completed his Certificate in Advanced Management Program from Harvard Business School.



Chalermchai Mahagitsiri



Executive Vice Chairman & CEO



Mr Chalermchai Mahagitsiri brings a proven track record of successfully managing and growing a variety of businesses through his service as Chief Executive Officer of PM Group Co., Ltd., Director of Quality Coffee Products Co., Ltd., Vice Chairman of Posco-Thainox Public Co., Ltd., Vice Chairman of Thai Film Industries Public Co., Ltd., and Managing Director of Lakewood Country Club Co., Ltd. He also serves as director of Thoresen Thai Agencies Plc. and is Executive Vice Chairman of its subsidiary, Unique Mining Services Plc., as well as Mermaid. Mr Chalermchai holds a Master of Science in Finance from Boston University and a Bachelor of Science in Finance from Suffolk University, both in the US.



Chia Wan Huat Joseph



Executive Director



Mr Chia Wan Huat Joseph is also a director on TTA’s board and currently serves as Senior Executive Vice President of PM Group Thailand Co., Ltd. He brings to Mermaid over 13 years of experience in financial management. He previously worked at Advance Finance Plc., focusing on the steel, mining, paper, and energy sectors. Mr Chia holds an Executive Master of Business Administration from the Sasin Graduate Institute of Business Administration of Chulalongkorn University, Thailand.



Dr. Jean Paul Thevenin



Non-Executive Director



Mr Jean Paul Thevenin has a PhD in Metallurgy from Orsay University in France and has produced many publications in the steel industry, where he developed his longstanding career. He had served for many years as President of the Franco - Thai Chamber of Commerce in Thailand and is a recipient of the National Order of Merit, a French decoration awarded in recognition of his distinguished civil achievements, as well as an honorary PhD from King Mongkut Institute of Technology in Thailand. He had served as a director and key executive in Thainox Stainless Plc., a company previously majority owned and controlled by Mr Prayudh Mahagitsiri and/or his associates.



Ng Cher Yan



Independent Director



Mr Ng Cher Yan is a professional accountant with almost 30 years of experience. He worked for PricewaterhouseCoopers in both Singapore and Australia for six years before starting his own accounting practice, CY Ng & Co. in 1990. He serves as a director on several Singapore listed companies including Ecowise Holdings Ltd., Kian Ann Engineering Ltd., Samko Timber Ltd. and Vicplas International Ltd. He graduated with a Bachelor of Accountancy from the National University of Singapore and is a member of the Institute of Chartered Accountants in Australia and a fellow member of the Institute of Certified Public Accountants of Singapore.



Toh Wen Keong Joachim



Independent Director



Mr Toh Wen Keong Joachim is presently Deputy Chief Investment Officer at the National University of Singapore (Investment Office). He is a former Executive Vice President and Head of Investment Management at Great Eastern Holdings and Head of Insurance Asset Management at Straits Lion Asset Management Pte. Ltd. He has also worked for the Investment Company of the People’s Republic of China (ICPRC) and ING Bank, Singapore. He brings with him strategic asset, investment and risk management skills, accumulated during his years of experience in the finance and investment industry. He holds a Bachelor of Business Administration (Finance) from the University of North Texas and is a Chartered Financial Analyst.



Dr. Jan Skorupa



Independent Director



Dr Jan Jozef Skorupa was appointed an independent director for Mermaid Maritime PCL in Oct 2013. He has been the managing director and major shareholder for CLESOL Co., Ltd. since Jan 2010 and was the managing director of Fives Asia Office from Sep 1991 to Jan 2010.



Prasert Bunsumpun



Source: Company
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Financials Strong revenue and profit growth. Mermaid registered a 47% surge in revenue for FY9/13 after the subsea division saw a strong turnaround from 4QFY9/13 on higher asset utilisation and contribution from the USD530m Saudi Aramco subsea project. We expect this momentum to continue into FY9/14E with another 17% growth in revenue. Revenues for the next two years are relatively secured, with 100% of our FY9/14E and 46% of our FY9/15E forecasts underpinned by its existing orderbook of USD650m. The next big leap in revenue is expected to come in FY9/16E (+20%) when two new tender rigs start contributing and subsea asset utilisation rate improves further. FY9/14E net profit growth (+221%) is expected to outpace revenue growth due to earnings from associate AOD as its three jackup rigs would contribute on a fullyear basis from FY9/14E. Figure 32: Mermaid – revenue vs profits USD m 450
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Figure 33: Mermaid – margin trends
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Operating leverage in play. We see operating leverage coming into play for its subsea division as a marginal increase in utilisation from 69% to 71% has resulted in operating margins rising from 5.9% in FY9/12 to 9.8% in FY9/13. With a strong subsea orderbook, we forecast utilisation to increase further to 89%/91%/92% in FY9/14E/15E/16E, keeping margins on an upward trend in tandem with higher contributions from the drilling division. Capital-raising to fund asset growth. Mermaid has raised net proceeds of SGD176m (~USD140m) in Sep 2013 through a combined rights issue (569.7m shares) and private placement (58m shares) exercise. It has used USD35m to repay loans taken to subscribe for shares in AOD in Mar 2013 and would use the remainder as downpayment for two new tender rigs. Assuming each rig costs USD150m to build and a 15-20% downpayment is required, the amount for two rigs would work out to USD45-60m. This would leave Mermaid with another USD46-60m, which it may use to fund additional assets for the subsea division. Still has headroom for new debt. As at end-FY9/13, Mermaid was in a net cash position amounting to USD12.2m and gross gearing position of 0.27x. It can afford to take on more debt and may need to do so in two years’ time if it orders new tender rigs as it needs to pay the remaining ~80-85% amount on delivery. We assume this would occur in FY9/16E, which means its net gearing could rise substantially to 0.47x. But we think this is still a comfortable level, considering that companies such as Ezra (EZRA SP, Not Rated), Swiber (SWIB SP, HOLD) and Ezion (EZI SP, BUY) have net gearings close to 1.0x. With a forecasted 3 January 2014
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equity base of USD646m and net debt position of USD309m in FY9/16E, we believe Mermaid could afford to take on an additional USD347m debt and still keep its net gearing just below 1.0x.



Figure 34: Mermaid – gearing levels set to increase (x) 0.6
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Positive operating cash flows. While Mermaid would generate strong operating cash flows over the next three years, we expect free cash flows to be weak in view of the heavy capex for asset investments. But this should not be a major concern, given that the investments would yield new assets with the ability to generate good operating cash flow. Figure 35: Mermaid – cash flow trends Negative FCF in FY13 and FY14E due to higher working capital USD m 300
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DuPont analysis. Weak ROEs plagued Mermaid between FY9/10 and FY9/13 as the company grappled with low profitability and net losses. Moreover, a high asset base has resulted in a relatively low asset turnover ratio (sales/asset) of 0.3-0.4x. However, we believe better net margins of 15-16% from FY9/14E would drive ROEs up to the 10% level by FY9/16E. Figure 36: DuPont analysis Net Margin Total Asset Turnover ROA Financial Leverage ROE



FY09 13.7% 0.7 9.4% 1.5 13.8%



FY10 -13.1% 0.2 -2.7% 1.4 -3.9%



FY11 -3.0% 0.3 -1.0% 1.4 -1.3%



FY12 1.8% 0.3 0.6% 1.4 0.8%



FY13 5.8% 0.4 2.5% 1.4 3.5%



FY14E 15.6% 0.4 6.7% 1.4 9.2%



FY15E 15.7% 0.4 6.7% 1.4 9.1%



FY16E 16.0% 0.4 6.7% 1.5 10.2%



Source: Company, Maybank KE
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Dividends. Mermaid paid out a DPS of US0.86cts (US0.36cts special) for FY9/13 due to the company’s good performance. This represents a payout ratio of about 43%. We forecast a more modest payout ratio of 11-14% (~US0.5cts/share) over the next three years given the capex requirements.
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Key risks Fall in oil price leading to spending cuts in sector. Mermaid is exposed to the offshore oil and gas sector and industry spending is dependent on the economics of such activities in relation to oil prices. Should there be a sustained fall in the oil price such that it is not economically profitable to engage in offshore oil and gas activities, there would be a material impact on demand for Mermaid’s services. Downtime due to accidents. Mermaid’s business depends on the utilisation of its assets. In the event of accidents or downtime of the assets affecting its planned deployment, it would not only suffer revenue loss, but also incur additional costs to rectify the problems. Mounting competition. The oil and gas industry is subject to intense competition from various players globally. In the event that Mermaid could not compete and fails to secure sufficient contracts to ensure effective asset utilisation, losses would be inevitable. Government regulations. Mermaid operates in a global environment with exposure to various geographies and government regulations. Major and/or adverse changes to regulations may affect its business operations. Risk of share dilution. Mermaid may require more funding to invest in new assets. In the event that it chooses to initiate equity fund raisings such as new placements or rights issue, shareholders could face dilution if they do not or are not eligible to participate in these new issues. However, we believe that this event is unlikely in the next three years given the ample debt headroom that it has.
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Company profile Leading provider of subsea and drilling services. Mermaid Maritime Public Company Limited was founded in 1983 by a group of Danish marine professionals to provide offshore marine services. It has since become an international provider of specialist subsea and drilling services. The company, which listed on the Singapore Exchange in Oct 2007, owns a diverse fleet of subsea vessels and drilling rigs which offers offshore services to the oil and gas industry. Subsea business: • • • • •



Subsea inspection, repair and maintenance (IRM) Subsea infrastructure installation and support Subsea remotely operated vehicle support Subsea emergency callout service Subsea cable laying



Figure 37: Mermaid – subsea division’s diverse brands



Source: Company



Drilling business: • •



Offshore drilling and workover services Accommodation rig services



Figure 38: Mermaid – company at a glance
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Mermaid Maritime Figure 39: Mermaid – subsea assets Seascape
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Subsea assets Endeavour Resolution SS Barakuda Mermaid Endurer Mermaid Asiana Mubarak Supporter Mermaid Commander Mermaid Sapphire Mermaid Siam Mermaid Challenger



Chartered-in Chartered-in Owned Owned Owned Chartered-in Owned Owned Owned Owned



Type DP2 ROV Support Vessel ROV Support Vessel Survey & Utility Vessel DP2 Dive Support Vessel DP2 Dive Support Vessel Construction Barge DP2 Dive Support Vessel DP2 ROV Support Vessel DP2 Construction Barge DP1 AHTS



Built 2008 2013 1982 2010 2010 2013 1987 2009 2002 2008



Flag Indonesia



GRT



Indonesia Panama Panama



363t 6365t 5955t



Panama Panama St Vincent & Grenadines Panama



4294t 2070t 3135t 1854t



Source: Company



Figure 40: Mermaid – drilling assets Drilling assets MTR-1
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MTR-2 Owned Source: Company
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Accommodation Barge



1978/1998



Singapore



112 persons



Ready stacked



Tender-Assist Drilling Rig



1981/1997/2007



Thailand



126 persons



Drilling in Indonesia with Chevron



Figure 41: Mermaid – key management Position Executive Vice Chairman & CEO



Profile Mr Chalermchai Mahagitsiri brings a proven track record of successfully managing and growing a variety of businesses through his service as Chief Executive Officer of PM Group Co., Ltd., Director of Quality Coffee Products Co., Ltd., Vice Chairman of Posco-Thainox Public Co., Ltd., Vice Chairman of Thai Film Industries Public Co., Ltd., and Managing Director of Lakewood Country Club Co., Ltd. He also serves as director of Thoresen Thai Agencies Plc. and is Executive Vice Chairman of its subsidiary, Unique Mining Services Plc., as well as Mermaid. Mr Chalermchai holds a Master of Science in Finance from Boston University and a Bachelor of Science in Finance from Suffolk University, both in the US.



Chia Wan Huat Joseph



Executive Director



Mr Chia Wan Huat Joseph is also a Director on TTA’s Board and currently serves as Senior Executive Vice President of PM Group Thailand Co., Ltd. He brings to Mermaid over 13 years of experience in financial management. He previously worked at Advance Finance Plc., focusing on the steel, mining, paper, and energy sectors. Mr Chia holds an Executive Master of Business Administration from the Sasin Graduate Institute of Business Administration of Chulalongkorn University, Thailand.



Paul Whiley



Subsea MD (MENA & Europe)



Mr Paul Whiley first joined Subtech Limited in 2003 as a diving superintendent and progressed through the roles of offshore construction manager, senior project manager, business development manager and finally, his current role as managing director for the Subtech Group of Companies. As a result of his efforts within Subtech, the company developed from being an air diving concern to a fully-fledged saturation diving outfit, which continues to serve many multinationals in the Middle East, the Mediterranean and West Africa. After the acquisition of Subtech by Mermaid in 2010, Mr Whiley remains firmly in the engine room for Subtech, as he continues to drive and inspire his teams in the various countries. Prior to Subtech, Mr Whiley worked with Comex, later Stolt (now Comex Seaways), then Acergy (now Subsea 7).



Mike Ambrose



Not available



Peter Reichlmeier



Subsea MD (Asia Pacific) Seascape MD



Steve Lenz



Drilling Executive Director



Mr Stephen Gregor Lenz started his career with ODE in 1977 on land rigs in Australasia and then moved offshore to Sedco in 1980. During this period, he progressed from being an electrician on a DP drill ship to an operations manager with Transocean looking after five offshore rigs in Thailand and Vietnam. He then spent two years as a rig manager with Apexindo in Balikpapan before moving to Songa Offshore and bringing the Songa Venus into Australia and setting up the base and operations there. Later he brought the Songa Mercur into Australia and became the Australian Country Manager. He then took up the challenge with Mermaid Drilling and reorganised the management and offices to concentrate on giving full support to the efficiency and safety of the two operating rigs. He also performed a key role in the establishment of Mermaid’s associate company, Asia Offshore Drilling Limited.



Chalermchai Mahagitsiri



Mr Peter Reichlmeier founded Seascape Surveys in 2005 and has over 20 years of experience as an offshore surveyor and operations manager. Based in Indonesia, he manages PT Seascape Surveys Indonesia and directs operations across the group. Mr Reichlmeier now manages the business operations across the Seascape Surveys group of companies.



Source: Company
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Mermaid Maritime PROFIT AND LOSS (USD m) FYE Sep



CASH FLOW (USD m) FY12



FY13



FY14E



FY15E



FY16E



FYE Sep



FY12



FY13



FY14E



FY15E



FY16E



Sales Cost of goods sold Gross Profit Administrative expenses Other Op. Inc/(exp) Operating Profit Net Interest Interest Income Interest Expense Net Investment income/(loss) Net other non-op. JV+Assc. Net extraordinaries Pretax profit Income taxes Minority Interest Net profit EBITDA Basic EPS (cents) Diluted EPS (cents)



183.6 (142.2) 41.4 (25.0) 0.6 16.9 (8.7) 0.4 (9.0) (0.1) (0.3) 0.0 7.8 (3.8) 0.8 3.2 43.1 0.4 0.2



269.6 (218.9) 50.7 (28.9) 0.6 22.4 (4.8) 0.2 (5.0) 1.0 4.2 0.0 22.6 (7.1) (0.3) 15.7 52.7 2.0 1.1



314.4 (234.1) 80.2 (33.0) 0.6 47.8 (7.3) 0.7 (8.0) (0.6) 25.8 0.0 65.4 (15.8) 0.5 49.0 78.7 3.5 3.5



333.9 (245.7) 88.2 (35.1) 0.6 53.7 (7.4) 0.7 (8.1) (0.7) 25.8 0.0 71.1 (18.1) 0.5 52.5 84.7 3.7 3.7



399.3 (282.4) 116.9 (37.9) 0.6 79.6 (14.1) 0.6 (14.7) (0.8) 25.8 0.0 90.1 (25.7) 0.6 63.7 117.6 4.5 4.5



Operating cash flow Net Profit Depreciation & Amortisation Change in Working Capital Others Investment cash flow Net Capex Net Investments Change in other assets Financing cash flow Change in share capital Dividends paid Net change in debt Change in other LT liab. Net cash flow Free cash flow



31.4 4.0 26.2 (2.7) 3.9 (17.0) (15.0) (1.8) (0.2) 4.7 0.0 0.0 4.7 0.0 19.1 16.4



25.0 15.4 30.3 (21.9) 1.2 (70.0) (35.8) (34.0) (0.2) 131.5 126.5 (0.7) 5.8 0.0 86.5 (10.8)



38.0 49.5 30.9 (13.4) (28.9) (100.0) (100.0) 0.0 0.0 (18.9) 0.0 (12.1) (6.8) 0.0 (80.9) (62.0)



50.0 53.0 31.0 (5.3) (28.7) (40.0) (40.0) 0.0 0.0 3.7 0.0 (7.1) 10.8 0.0 13.7 10.0



56.0 64.4 38.0 (17.9) (28.5) (300.0) (300.0) 0.0 0.0 203.1 0.0 (7.1) 210.2 0.0 (40.9) (244.0)



BALANCE SHEET (USD m) FYE Sep



FY12



FY13



FY14E



FY15E



FY16E



KEY RATIOS FYE Sep



FY12



FY13



FY14E



FY15E



FY16E



Total Assets Current Assets Cash & ST investment Inventories Accounts receivable Others Non-current Assets LT investments Net PPE Others Total Liabilities Current Liabilities Accounts payable ST borrowings Others Long-term liabilities Long-term debts Others Shareholder's equity Paid-in capital Reserves Minority Interest



536.2 136.5 62.3 5.2 59.9 0.0 399.7 66.1 320.2 13.4 160.3 33.9 13.5 6.7 13.7 126.4 124.0 2.4 373.9 330.6 43.3 2.0



710.3 267.0 148.8 5.3 104.6 0.0 443.3 104.3 327.9 11.1 193.5 73.0 20.3 19.3 33.5 120.5 117.4 3.1 515.1 457.0 58.1 1.7



747.2 206.0 67.9 6.4 120.6 0.0 541.3 130.1 400.0 11.1 193.2 79.5 24.0 19.4 36.2 113.6 110.6 3.1 552.5 457.0 95.4 1.6



807.3 228.2 81.6 6.7 128.1 0.0 579.1 156.0 412.0 11.1 207.2 84.3 25.2 21.0 38.2 122.8 119.7 3.1 598.4 457.0 141.4 1.7



1,085.6 215.7 40.8 7.7 153.2 0.0 869.9 181.8 677.0 11.1 427.9 96.9 29.2 23.0 44.7 331.0 327.9 3.1 655.7 457.0 198.7 2.0



0.1 1,353.6 24.1 n.a. n.a.



46.9 32.2 22.2 284.5 388.9



16.6 113.4 49.2 221.1 211.5



6.2 12.3 7.6 7.0 7.0



19.6 48.2 38.9 21.4 21.4



22.5 9.2 23.5 1.8 0.6 0.8



18.8 8.3 19.5 5.8 2.5 3.5



25.5 15.2 25.0 15.6 6.7 9.2



26.4 16.1 25.4 15.7 6.8 9.1



29.3 19.9 29.4 16.0 6.7 10.2



0.3 0.2 1.9 1.1 3.5 2.0 4.0 3.9 68.4



0.3 (0.0) 4.5 0.9 5.0 1.0 3.7 3.6 (12.1)



0.2 0.1 6.0 1.7 4.8 1.4 2.6 2.5 62.0



0.2 0.1 6.6 1.8 6.2 1.7 2.7 2.6 59.1



0.5 0.5 5.4 2.1 3.8 1.5 2.2 2.1 310.1



0.4 0.2 4.0 26.5 23.4 5.5 0.0 0.0



2.0 1.1 3.1 36.5 33.9 6.6 1.1 0.9



3.5 3.5 2.7 39.1 22.3 5.6 0.6 0.5



3.7 3.7 3.5 42.4 23.6 6.0 0.6 0.5



4.5 4.5 4.0 46.4 28.3 8.3 0.6 0.5



Growth (% YoY) Sales EBIT EBITDA Net profit Diluted EPS Profitability (%) Gross Margin EBIT Margin EBITDA Margin Net Margin ROA ROE Stability Total Debt/Equity (X) Net Debt/Equity (X) Int. coverage (X) Int. & ST debt coverage (X) Cashflow int. coverage (X) Cashflow int. & ST debt (X) Current Ratio (X) Quick Ratio (X) Net debt (-ve is cash) Per share data (US cts) Basic EPS Diluted EPS CFPS BVPS Revenue Per Share EBITDA/share DPS (SG cts) DPS (US cts)



Source: Company, Maybank KE estimates
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THAILAND Sukit UDOMSIRIKUL Head of Research (66) 2658 6300 ext 5090 [email protected] Mayuree CHOWVIKRAN (66) 2658 6300 ext 1440 [email protected]  Strategy Padon Vannarat (66) 2658 6300 ext 1450 [email protected]  Strategy Surachai PRAMUALCHAROENKIT (66) 2658 6300 ext 1470 [email protected]  Auto  Conmat  Contractor  Steel Suttatip PEERASUB (66) 2658 6300 ext 1430 [email protected]  Media  Commerce Sutthichai KUMWORACHAI (66) 2658 6300 ext 1400 [email protected]  Energy  Petrochem Termporn TANTIVIVAT (66) 2658 6300 ext 1520 [email protected]  Property Woraphon WIROONSRI (66) 2658 6300 ext 1560 [email protected]  Banking & Finance Jaroonpan WATTANAWONG (66) 2658 6300 ext 1404 [email protected]  Transportation  Small cap. Chatchai JINDARAT (66) 2658 6300 ext 1401 [email protected]  Electronics



Institutional Research Maria LAPIZ Head of Institutional Research Dir (66) 2257 0250 | (66) 2658 6300 ext 1399 [email protected]  Consumer / Materials Jesada TECHAHASDIN, CFA (66) 2658 6300 ext 1394 [email protected]  Financial Services Kittisorn PRUITIPAT, CFA, FRM (66) 2658 6300 ext 1395 [email protected]  Real Estate



VIETNAM Le Hong Lien, ACCA Head of Institutional Research (84) 844 55 58 88 x 8181 [email protected]  Strategy  Consumer  Diversified  Utilities Thai Quang Trung, CFA, Deputy Manager, Institutional Research (84) 844 55 58 88 x 8180 [email protected]  Real Estate  Construction  Materials Truong Thanh Hang (84) 844 55 58 88 x 8085 [email protected]  Consumer Le Nguyen Nhat Chuyen (84) 844 55 58 88 x 8082 [email protected]  Oil & Gas Nguyen Thi Ngan Tuyen Head of Retail Research (84) 844 55 58 88 x 8081 [email protected]  Food and Beverage  Oil & Gas Sony Tra Mi (84) 844 55 58 88 x 8084 [email protected]  Pharmaceutical Trinh Thi Ngoc Diep (84) 844 55 58 88 x 8242 [email protected]  Technology  Utilities  Construction Dang Thi Kim Thoa (84) 844 55 58 88 x 8083 [email protected]  Consumer Nguyen Trung Hoa (84) 844 55 58 88 x 8088 [email protected]  Steel  Sugar  Resources
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Mermaid Maritime APPENDIX I: TERMS FOR PROVISION OF REPORT, DISCLAIMERS AND DISCLOSURES DISCLAIMERS This research report is prepared for general circulation and for information purposes only and under no circumstances should it be considered or intended as an offer to sell or a solicitation of an offer to buy the securities referred to herein. Investors should note that values of such securities, if any, may fluctuate and that each security’s price or value may rise or fall. Opinions or recommendations contained herein are in form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from the relevant jurisdiction’s stock exchange in the equity analysis. Accordingly, investors’ returns may be less than the original sum invested. Past performance is not necessarily a guide to future performance. This report is not intended to provide personal investment advice and does not take into account the specific investment objectives, the financial situation and the particular needs of persons who may receive or read this report. Investors should therefore seek financial, legal and other advice regarding the appropriateness of investing in any securities or the investment strategies discussed or recommended in this report. The information contained herein has been obtained from sources believed to be reliable but such sources have not been independently verified by Maybank Investment Bank Berhad, its subsidiary and affiliates (collectively, “MKE”) and consequently no representation is made as to the accuracy or completeness of this report by MKE and it should not be relied upon as such. Accordingly, MKE and its officers, directors, associates, connected parties and/or employees (collectively, “Representatives”) shall not be liable for any direct, indirect or consequential losses or damages that may arise from the use or reliance of this report. Any information, opinions or recommendations contained herein are subject to change at any time, without prior notice. This report may contain forward looking statements which are often but not always identified by the use of words such as “anticipate”, “believe”, “estimate”, “intend”, “plan”, “expect”, “forecast”, “predict” and “project” and statements that an event or result “may”, “will”, “can”, “should”, “could” or “might” occur or be achieved and other similar expressions. Such forward looking statements are based on assumptions made and information currently available to us and are subject to certain risks and uncertainties that could cause the actual results to differ materially from those expressed in any forward looking statements. Readers are cautioned not to place undue relevance on these forward-looking statements. MKE expressly disclaims any obligation to update or revise any such forward looking statements to reflect new information, events or circumstances after the date of this publication or to reflect the occurrence of unanticipated events. MKE and its officers, directors and employees, including persons involved in the preparation or issuance of this report, may, to the extent permitted by law, from time to time participate or invest in financing transactions with the issuer(s) of the securities mentioned in this report, perform services for or solicit business from such issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto. In addition, it may make markets in the securities mentioned in the material presented in this report. MKE may, to the extent permitted by law, act upon or use the information presented herein, or the research or analysis on which they are based, before the material is published. One or more directors, officers and/or employees of MKE may be a director of the issuers of the securities mentioned in this report. This report is prepared for the use of MKE’s clients and may not be reproduced, altered in any way, transmitted to, copied or distributed to any other party in whole or in part in any form or manner without the prior express written consent of MKE and MKE and its Representatives accepts no liability whatsoever for the actions of third parties in this respect. 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. This report is for distribution only under such circumstances as may be permitted by applicable law. The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Without prejudice to the foregoing, the reader is to note that additional disclaimers, warnings or qualifications may apply based on geographical location of the person or entity receiving this report. Malaysia Opinions or recommendations contained herein are in the form of technical ratings and fundamental ratings. Technical ratings may differ from fundamental ratings as technical valuations apply different methodologies and are purely based on price and volume-related information extracted from Bursa Malaysia Securities Berhad in the equity analysis. Singapore This report has been produced as of the date hereof and the information herein may be subject to change. Maybank Kim Eng Research Pte. Ltd. (“Maybank KERPL”) in Singapore has no obligation to update such information for any recipient. For distribution in Singapore, recipients of this report are to contact Maybank KERPL in Singapore in respect of any matters arising from, or in connection with, this report. If the recipient of this report is not an accredited investor, expert investor or institutional investor (as defined under Section 4A of the Singapore Securities and Futures Act), Maybank KERPL shall be legally liable for the contents of this report, with such liability being limited to the extent (if any) as permitted by law. Thailand The disclosure of the survey result of the Thai Institute of Directors Association (“IOD”) regarding corporate governance is made pursuant to the policy of the Office of the Securities and Exchange Commission. The survey of the IOD is based on the information of a company listed on the Stock Exchange of Thailand and the market for Alternative Investment disclosed to the public and able to be accessed by a general public investor. The result, therefore, is from the perspective of a third party. It is not an evaluation of operation and is not based on inside information.The survey result is as of the date appearing in the Corporate Governance Report of Thai Listed Companies. As a result, the survey may be changed after that date. Maybank Kim Eng Securities (Thailand) Public Company Limited (“MBKET”) does not confirm nor certify the accuracy of such survey result. Except as specifically permitted, no part of this presentation may be reproduced or distributed in any manner without the prior written permission of MBKET. MBKET accepts no liability whatsoever for the actions of third parties in this respect. US This research report prepared by MKE is distributed in the United States (“US”) to Major US Institutional Investors (as defined in Rule 15a-6 under the Securities Exchange Act of 1934, as amended) only by Maybank Kim Eng Securities USA Inc (“Maybank KESUSA”), a broker-dealer registered in the US (registered under Section 15 of the Securities Exchange Act of 1934, as amended). All responsibility for the distribution of this report by Maybank KESUSA in the US shall be borne by Maybank KESUSA. All resulting transactions by a US person or entity should be effected through a registered broker-dealer in the US. This report is not directed at you if MKE is prohibited or restricted by any legislation or regulation in any jurisdiction from making it available to you. You should satisfy yourself before reading it that Maybank KESUSA is permitted to provide research material concerning investments to you under relevant legislation and regulations. UK This document is being distributed by Maybank Kim Eng Securities (London) Ltd (“Maybank KESL”) which is authorized and regulated, by the Financial Services Authority and is for Informational Purposes only. This document is not intended for distribution to anyone defined as a Retail Client under the Financial Services and Markets Act 2000 within the UK. Any inclusion of a third party link is for the recipients convenience only, and that the firm does not take any responsibility for its comments or accuracy, and that access to such links is at the individuals own risk. Nothing in this report should be considered as constituting legal, accounting or tax advice, and that for accurate guidance recipients should consult with their own independent tax advisers.
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Mermaid Maritime DISCLOSURES Legal Entities Disclosures Malaysia: This report is issued and distributed in Malaysia by Maybank Investment Bank Berhad (15938-H) which is a Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets and Services License issued by the Securities Commission in Malaysia. Singapore: This material is issued and distributed in Singapore by Maybank KERPL (Co. Reg No 197201256N) which is regulated by the Monetary Authority of Singapore. Indonesia: PT Kim Eng Securities (“PTKES”) (Reg. No. KEP-251/PM/1992) is a member of the Indonesia Stock Exchange and is regulated by the BAPEPAM LK. Thailand: MBKET (Reg. No.0107545000314) is a member of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Securities and Exchange Commission. Philippines: Maybank ATRKES (Reg. No.01-2004-00019) is a member of the Philippines Stock Exchange and is regulated by the Securities and Exchange Commission. Vietnam: Maybank Kim Eng Securities JSC (License Number: 71/UBCK-GP) is licensed under the State Securities Commission of Vietnam.Hong Kong: KESHK (Central Entity No AAD284) is regulated by the Securities and Futures Commission. India: Kim Eng Securities India Private Limited (“KESI”) is a participant of the National Stock Exchange of India Limited (Reg No: INF/INB 231452435) and the Bombay Stock Exchange (Reg. No. INF/INB 011452431) and is regulated by Securities and Exchange Board of India. KESI is also registered with SEBI as Category 1 Merchant Banker (Reg. No. INM 000011708) US: Maybank KESUSA is a member of/ and is authorized and regulated by the FINRA – Broker ID 27861. UK: Maybank KESL (Reg No 2377538) is authorized and regulated by the Financial Services Authority.



Disclosure of Interest Malaysia: MKE and its Representatives may from time to time have positions or be materially interested in the securities referred to herein and may further act as market maker or may have assumed an underwriting commitment or deal with such securities and may also perform or seek to perform investment banking services, advisory and other services for or relating to those companies. Singapore: As of 3 January 2014, Maybank KERPL and the covering analyst do not have any interest in any companies recommended in this research report. Thailand: MBKET may have a business relationship with or may possibly be an issuer of derivative warrants on the securities /companies mentioned in the research report. Therefore, Investors should exercise their own judgment before making any investment decisions. MBKET, its associates, directors, connected parties and/or employees may from time to time have interests and/or underwriting commitments in the securities mentioned in this report. Hong Kong: KESHK may have financial interests in relation to an issuer or a new listing applicant referred to as defined by the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons Licensed by or Registered with the Securities and Futures Commission. As of 3 January 2014, KESHK and the authoring analyst do not have any interest in any companies recommended in this research report. MKE may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make a primary market in issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation to the investment concerned or a related investment and may receive compensation for the services provided from the companies covered in this report.



OTHERS Analyst Certification of Independence The views expressed in this research report accurately reflect the analyst’s personal views about any and all of the subject securities or issuers; and no part of the research analyst’s compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in the report. Reminder Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a structured product should conduct its own analysis of the product and consult with its own professional advisers as to the risks involved in making such a purchase. No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior consent of MKE.



Ong Seng Yeow | Executive Director, Maybank Kim Eng Research



Definition of Ratings Maybank Kim Eng Research uses the following rating system: BUY



Return is expected to be above 10% in the next 12 months (excluding dividends)



HOLD



Return is expected to be between - 10% to +10% in the next 12 months (excluding dividends)



SELL



Return is expected to be below -10% in the next 12 months (excluding dividends)



Applicability of Ratings The respective analyst maintains a coverage universe of stocks, the list of which may be adjusted according to needs. Investment ratings are only applicable to the stocks which form part of the coverage universe. Reports on companies which are not part of the coverage do not carry investment ratings as we do not actively follow developments in these companies.



Some common terms abbreviated in this report (where they appear): Adex = Advertising Expenditure BV = Book Value CAGR = Compounded Annual Growth Rate Capex = Capital Expenditure CY = Calendar Year DCF = Discounted Cashflow DPS = Dividend Per Share EBIT = Earnings Before Interest And Tax EBITDA = EBIT, Depreciation And Amortisation EPS = Earnings Per Share EV = Enterprise Value
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FCF = Free Cashflow FV = Fair Value FY = Financial Year FYE = Financial Year End MoM = Month-On-Month NAV = Net Asset Value NTA = Net Tangible Asset P = Price P.A. = Per Annum PAT = Profit After Tax PBT = Profit Before Tax



PE = Price Earnings PEG = PE Ratio To Growth PER = PE Ratio QoQ = Quarter-On-Quarter ROA = Return On Asset ROE = Return On Equity ROSF = Return On Shareholders’ Funds WACC = Weighted Average Cost Of Capital YoY = Year-On-Year YTD = Year-To-Date
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