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Initiation



Neutral



Icon Offshore Berhad



ICON.KL, ICON MK Price: M$1.82



Strong earnings growth offset by premium valuation; limited upside to consensus; initiate at Neutral



Price Target: M$1.95



Initiate at Neutral, with Dec-15 PT of M$1.95. Icon is the largest pure-play OSV player in Malaysia and one of the largest OSV fleet owners in Southeast Asia (source: Infield). As at 30 April 2014, the company owns 32 vessels. Additionally, Icon has six vessels under construction and is in final negotiations to have another vessel constructed with delivery due in 1Q16, bringing the total fleet to 39 vessels. Icon also operates one of the youngest fleets in Southeast Asia, with an average age of five years (vs the industry average of 11.2 years). We see limited upside at the current level, as we expect Icon’s 28% two-year EPS CAGR (driven by fleet and margin expansion) to be offset by (i) its premium valuation; and (ii) risk of a potential further selldown by Ekuinas in the medium term (government PE fund with an investment time horizon of 3-5 years), which holds 44.7%.  Largest pure play OSV player in Malaysia; best-in-class margins; beneficiary of cabotage rules; looking to grow in deepwater as well. Icon has one of the highest margins (EBITDA margin of 57% vs peers’ ~41%) and highest utilization levels (84.4% vs the peer average of ~80%) in the region. Furthermore, Icon’s selective fleet renewal program and diversification into high-end vessels allows it penetrate the deepwater segment. Its strategic investment in accommodation workboats (AWBs) also allows it to capture growth in the brownfield and EOR segments.  28% two-year (2014-16E) EPS CAGR from fleet expansion, increased utilization rates, and higher margins from new AWBs. Given its strong balance sheet (net gearing of 0.6x), we believe Icon will be able to carry out its fleet expansion with no additional equity needed for the next two to three years. We expect to see 200bp margin expansion in 2014 driven by increased utilization rates and Icon’s new higher-margin AWB kicking in during 2H14.  Growth largely in the price. While we are comfortable about charter renewals, we do remain wary of timing delays. Do note recent poor financial OSV performance by peers (Alam Maritim, Bumi Armada).Potential further selldown by Ekuinas remains a risk. Icon Offshore Berhad (Reuters: ICON.KL, Bloomberg: ICON MK) M$ in mn, year-end Dec FY12A FY13A FY14E Revenue (M$ mn) 292 335 374 Net Profit (reported) (M$ mn) 65 90 114 Net Profit (rec) (M$ mn) 65 90 114 Gross Profit (M$ mn) 149 172 198 Gross Margin 51.1% 51.4% 52.9% EBITDA (M$ mn) 167 191 222 EBITDA Margin 57.2% 57.0% 59.4% EBIT (M$ mn) 127 142 165 EBIT Margin 43.4% 42.4% 44.2% EPS (M$) 0.07 0.09 0.10 P/E (Recurring) 26.8 19.4 18.8 P/BV (x) 6.5 4.6 2.0 DPS (M$) 0.00 0.00 0.02 Div Yield 0.0% 0.0% 1.1% ROE 24.4% 27.8% 15.5% Net debt to equity 279.6% 216.2% 61.0%



FY15E 471 159 159 258 54.7% 285 60.5% 215 45.7% 0.14 13.5 1.8 0.03 1.5% 13.8% 52.7%



FY16E 533 186 186 296 55.5% 327 61.3% 248 46.5% 0.16 11.5 1.6 0.03 1.7% 14.4% 43.2%



Malaysia Oil Services & Equipment Ajay Mirchandani



AC



(65) 6882-2419 [email protected] Bloomberg JPMA MIRCHANDANI  J.P. Morgan Securities Singapore Private Limited



Stephanie Tan (60-3) 2718-0707 [email protected] JPMorgan Securities (Malaysia) Sdn. Bhd. (18146-X)



Hoy Kit Mak (60-3) 2718-0713 [email protected] JPMorgan Securities (Malaysia) Sdn. Bhd. (18146-X) Price Performance



1.90 M$ 1.80 1.70 Aug-13



Nov-13



Feb-14



May-14



Aug-14



ICON.KL share price (M$) FBMKLCI (rebased)



Abs Rel



YTD -4.3% -4.9%



1m -4.8% -4.0%



Company Data Shares O/S (mn) Market Cap (M$ mn) Market Cap ($ mn) Price (M$) Date Of Price Free Float(%) 3M - Avg daily vol (mn) 3M - Avg daily val (M$ mn) FBMKLCI Exchange Rate Price Target End Date



3m -4.3% -3.9%



12m -4.3% -9.1%



1,177 2,142 670 1.82 07 Aug 14 1867.32 3.20 31-Dec-15



Source: Company data, Bloomberg, J.P. Morgan estimates.



See page 53 for analyst certification and important disclosures, including non-US analyst disclosures. J.P. Morgan does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision. www.jpmorganmarkets.com
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Key catalyst for the stock price:



Upside risks to our view:



Downside risks to our view:



• 28% two-year EPS CAGR due to fleet expansion (acquisition of an additional 7 vessels over 2014 -2016E) • Strong balance sheet - can acquire with no additional equity needed for the next two to three years



• More aggressive fleet expansion of high end vessels • Increase in oil prices • Higher than expected operating margins • Stronger-than-expected demand for AHTS/AHTs due to increase in drilling activities and PSV/SSVs due to growing installed base platforms • Cabotage rules



• Further selldown by Ekuinas • Delays in securing contracts for available under-construction OSVs or early termination of existing contracts • Fall in oil prices • Low operating margins • Less-than expected awards from Petronas • Emerging competition from other local players



Key financial metrics Revenues (LC) Revenue growth (%) EBITDA (LC) EBITDA margin (%) Tax rate (%) PATMI (LC) EPS (LC) EPS growth (%) DPS (LC)



FY13A 335 15% 191 57.0% 6% 90 0.09 38% 0.00



FY14E 374 12% 222 59.4% 2% 114 0.10 3% 0.02



FY15E 471 26% 285 60.5% 2% 159 0.14 40% 0.03



FY16E 533 13% 327 61.3% 2% 186 0.16 17% 0.03



BVPS (LC) Operating cash flow (LC mn) Free cash flow (LC mn) Interest cover (X) Net margin (%) Sales/assets (X) Debt/equity (%) Net debt/equity (%) ROE (%)



0.40 192 -18 4.1 27% 0.2 229% 216% 28%



0.93 193 -58 4.5 30% 0.2 92% 61% 16%



1.04 257 158 5.4 34% 0.2 91% 53% 14%



1.16 306 203 5.6 35% 0.2 90% 43% 14%



FY14E 88.5% 52.9% 62.2%



FY15E 88.7% 54.7% 62.2%



FY16E 88.9% 55.5% 62.2%



Key model assumptions Average utilization rate Gross profit margins Gross profit margins (AWBs only)



Valuation and price target basis Our Dec-15 PT of M$1.95 is based on an FY15E P/E of 14.5x compared to the Malaysian OSV players' average of 12x and regional OSV players' average of 10.0x. We think Icon deserves the premium given its fleet growth, size and positioning.



P/E chart 17.0



16.7



16.5



16.2



16.0



15.1



15.0



14.5



14.5 14.0 Jun-14



Jul-14



Jul-14



P/E Average



Source: Bloomberg, Company and J.P. Morgan estimates.



Sensitivity analysis Sensitivity to Utilization rates - for every +2.5% Own vessels - for every +5% revenues Forerunner vessels - for every +5% revenues



15.6



15.5



Jul-14



Aug-14



- 2 s.d. + 1 s.d.



-1 s.d. +2 s.d.



Source: Bloomberg, Company and J.P. Morgan estimates.



EPS FY14E 8.0% 6.3% 0.7%



FY15E 7.3% 6.0% 0.5%



JPMe vs. consensus, change in estimates EPS JPMe old JPMe new % chg Consensus



FY16E 7.0% 6.1% 0.4%



Source: Bloomberg, Company and J.P. Morgan estimates.



FY14E 0.10 na 0.10



FY15E 0.14 na 0.13



Source: Bloomberg, Company and J.P. Morgan estimates.



Comparative metrics Mkt Cap $Mn



FY14E



FY15E



667 428 444



18.8x 14.2x 13.3x



13.5x 12.1x 11.5x



2.0x 2.1x 1.8x



1.8x 1.8x 1.5x



1.1% 0.1% 0.2%



777 1,411 267 440



11.0x 16.5x 11.9x 13.7x



8.6x 8.2x 9.2x 12.1x



1.8x 1.1x 2.0x 2.0x



1.5x 1.0x 1.7x 1.7x



Coastal Contracts



874



14.1x



12.3x



1.9x



Nam Cheong



796



9.9x



8.2x



2.2x



Vard



952



10.1x



8.1x



1.6x



Malaysia OSV players Icon Perdana Alam Maritim Regional OSV players PACRA POSH LEAD WINS



P/E



P/B FY14E



FY15E



Dividend yield FY14E FY15E



ROE



Net gearing FY14E FY15E



FY14E



FY15E



1.5% 0.5% 1.0%



15.5% 15.6% 14.5%



13.8% 15.2% 14.2%



61% 67% 48%



53% 43% 34%



1.8% 0.6% 1.4% 0.9%



2.3% 1.2% 1.7% 0.9%



17.4% 8.1% 19.4% 15.3%



19.2% 12.9% 20.2% 16.3%



83% 40% 117% 61%



61% 24% 123% 53%



1.8x



1.4%



1.5%



16.3%



16.0%



28%



35%



1.9x



2.4%



2.7%



25.1%



24.6%



61%



50%



1.4x



4.0%



5.0%



15.2%



16.9%



48%



51%



Regional OSV builders



Source: Bloomberg and J.P. Morgan estimates. Prices are as of 7 Aug 2014.
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Investment summary



Figure 1: 2013 and 1Q14 revenue 400 350 300 250 200 150 100 50 0



Malaysia’s largest pure-play OSV player; one of the youngest fleets in Southeast Asia; strong orderbook



335 17



42



80



276



4 73



2013 Own vessels



3



1Q14 Forerunner vessels Others



Source: Company reports



Figure 2: Total OSV fleet size of SEA pure play OSV players 35



32



30 25 20



17



15



15



13



10



Icon Offshore is the largest pure-play OSV player in Malaysia, and one of the largest in Southeast Asia in terms of the number of OSVs, as per Icon’s prospectus. As at LPD (30 April 2014), Icon has 32 vessels available for charter, comprising 30 owned vessels and two vessels on bareboat charters (1 AHTS and 1 AWB), which Icon expects to acquire by June 2014. The company currently has another six vessels under construction and is in final negotiations to have another vessel constructed with delivery due in 1Q16. By 1Q16, the company expects to have a fleet of 39 vessels. Table 1: Icon Offshore fleet overview Current fleet Newbuilds under construction or in final negotiations to be constructed Average age (years) Specifications



5 0 Icon



Jasa Merin



CHO



Perdana



AHT/AHTS 24



SSV 4



UV 2



PSV 1



AWB 1



FCB -



2



-



-



2



2



1



4.8



7.5



7.5



1.0



1.0



-



BHP: 3,200 to 8,000



BHP: 5,110



BHP: 3,500



DWT: 3,500 tonnes Accommodation capacity: 60



Accommodatio n capacity: 200



Passenger capacity: 40



Source: Company



Source: Company. Note: As at 31 Dec 2013. Malaysian peers: Icon, Jasa Merin and Perdana; Singapore peers: CHO. For Icon, no of vessels is as of LPD (30 Apr 14)



Table 2: Age profile of Icon’s vessels



Figure 3: Orderbook by contract tenure



Type AHT/AHTS SSV UV PSV AWB Total



M$ Million 1 to 3 years, 73.5, 10%






0 to 3 years No of vessels 8 1 1 10



>3 to 6 years



>6 to 9 years



>9 to 12 years



Total



11 1 12



3 4 1 8



2 2



24 4 2 1 1 32



Source: Company



Total: RM700.1mn Source: Company



>3 years, 564.6, 81%



The company also has a relatively young fleet, with an average age of ~5.0 years, which is lower than the Southeast Asia industry average of 11.2 years, according to Icon. As at LPD, the company’s average ages of its AHT/AHTSs and PSV/SSVs are ~4.8 years and ~6.2 years, respectively, lower than the Southeast Asia industry average of 7.3 years for AHT/AHTSs and 17.0 years for PSV/SSVs, according to Icon. Additionally, Icon has a strong order book of ~M$700.1MM (as at 30 April 2014), which provides it with long-term cash flow stability and earnings visibility. Of its total order book, 91.1% of the contracts are long-term (i.e. more than 12-month contracts), with 72% of the total being firm contracts. We note, however, that one of Icon’s AHTS vessel (Omni Tigris) contracts with Maersk, which was meant to be a 5+5 year contract starting Jan 2011 in Qatar, was terminated early, with the end date being 31 Dec 2014. The early termination was due to Maersk completing its project ahead of schedule. According to Icon, it is looking to secure a contract for the vessel, with it most likely to remain outside of Malaysia.
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Figure 4: Revenues by customer base



Strong relationship with Petronas; key beneficiary of cabotage rules and strong O&G outlook in Malaysia



Others, 94.8, 28%



Petronas , 240.1, 72% Total revenues: RM334.9mn Source: Company



Demand for OSVs will be driven by Petronas’ five-year capex plan on shallow water projects of US$17.6B and cabotage policies in Malaysia favoring domestically flagged vessels



Icon benefits from having a long-standing relationship (nine years) with Petronas Carigali, of which Petronas itself contributes to 72% of Icon’s FY13 revenues. Other customers include ExxonMobil, Maersk, Petrofac and Hess. Icon believes its relationship with Petronas will give it a competitive edge while providing it with a strong and secure revenue source. In 2011 and 2012, Petronas contributed to 64.6% and 80.5% of Icon's revenues respectively. Icon also stands to benefit from increased OSV demand from Petronas’ M$300bn five-year capex plan. According to Icon, ~90% of Petronas’ offshore capex or US$17.6bn is planned for shallow-water projects. Figure 5: Historical and forecast Malaysian offshore capex by water depth (2010-2019) US$ in millions



6000 5000 4000 3000 2000 1000 0 2010



2011



2012



2013E



2014E



Deep water (500-1499m)



2015E



2016E



2017E



2018E



2019E



Shallow water (0-499m)



Source: Company



As per Icon’s prospectus, only 56% of AHT/AHTSs and 66% of PSV/SSVs currently operating in Malaysia are Malaysian-flagged Oil and Gas companies will need to obtain a Petronas license to participate in tender calls and quotation requests. Foreign companies will need to either appoint an exclusive local agent or form a JV with a local company that will apply for a Petronas license



From a regional perspective, Icon benefits from premium rates in Malaysia due to the cabotage laws, which favor Malaysian flagged vessels. As per Icon’s prospectus, only 56% of AHT/AHTSs and 66% of PSV/SSVs currently operating in Malaysia are Malaysian-flagged. According to Icon’s prospectus, in order to participate in tender calls and quotation requests, oil and gas companies must obtain a Petronas license. Foreign companies, in order to participate, must either appoint an exclusive local agent or form a JV with a local company that will apply for a Petronas licence. Table 3: AHT/AHTS demand in Malaysia



Unknown 16,000 bhp Total



Demand



Supply



Malaysian flagged supply



13 84 23 7 4 131



13 82 22 7 4 128



7 55 8 2 72



% operating in Malaysia that are Malaysian-flagged 54% 67% 36% 29% 0% 56%



Source: Company



Table 4: PSV/SSV demand in Malaysia



Unknown 4,000 dwt Total Source: Company



4



Demand



Supply



Malaysian flagged supply



6 16 23 1 6 2 54



5 16 23 1 6 2 53



4 11 19 1 35



% operating in Malaysia that are Malaysian-flagged 80% 69% 83% 0% 17% 0% 66%
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Figure 6: No of AHTS units in Malaysia 140



Declining OSV-to-rig ratio suggests additional OSVs needed to keep pace with increased drilling activities



30



Rig growth over the years has been driven mainly by the jack-up market due to the shallow water environment in Malaysia. The number of jack-ups in Malaysia has increased from six in 2010 to 16 in 2013. UMW Oil and Gas expects the number of jack-ups to increase to 21 by the end of 2014E. Given that AHT/AHTS vessels are used to tow offshore rigs from one location to another and to deploy their anchors in order for the drilling asset to maintain at a position, there is a strong historical correlation between the number of drilling rigs and the demand for OSVs and, according to Icon’s prospectus, this correlation is expected to remain so during the period of 2014 to 2019. AHTS-to-jack-up ratio declined to 6.0x in 2013 from 6.4x in 2012 and 6.3x in 2011, suggesting that the growth in the number of AHTS vessels in Malaysia has not kept up with the increase in drilling activities. Assuming a similar AHTS to JU ratio of 6.0x on an estimated 21 jack-ups in Malaysia in 2014E, we estimate the need for an additional ~30 AHTS vessels coming onto the market in 2014. Similarly, when we aggregate AHTS and PSV/SSVs over the number of jack-ups, semi-subs and drillships, we see the ratio declining from 9.6x in 2012 to 8.6x in 2013, suggesting that the demand for AHTS and PSV/SSVs are expected to pick up.



20



Figure 10: (AHTS + PSV/SSVs)/ (Jack-ups + Semi-subs + Drillships) ratio



120 100 80 60 40 20



2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013



0



Source: Company prospectus



Figure 7: No of PSV units in Malaysia 60 50 40



10



2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013



0



Source: Company prospectus



Figure 8: No of jack-up + semi-sub + drillship units in Malaysia 25 20



1.2



1.9



2.1



2002



2003



2004



6.1



6.4



2007



2008



4.5



3.6



2005



2006



8.7



7.9



2009



2010



9.6



8.6



2011



2012



2013



6.3



6.4



6.0



2011



2012



2013



2012



2013 2014E*



Figure 11: (AHTS 
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Source: Riglogix



Figure 9: No of jack-ups in Malaysia 25



21



20 14 14



15



5



17.1



Source: Company prospectus, Riglogix
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Source: Riglogix. *2014E as per UMW OG.
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Source: Company prospectus, Riglogix



Figure 12: No of AHTS vessels in Malaysia 140 120 100 80 60 40 20 0 2002



2003
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2011



Source: Company prospectus, J.P. Morgan estimates. * Estimated assuming a 6.0x AHTS + unknown/JU ratio on 21 jack-ups expected to be in the Malaysia market in 2014E, as per UMW OG's management comments. 5
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We estimate a two-year (2014-16E) EPS CAGR of 28% for Icon driven by: (1) fleet expansion; (2) higher utilization rates; and (3) higher margins from its new AWBs kicking-in (1 in 2Q14 and another 2 in 1Q15 and 3Q15 respectively). We expect utilization rates to increase from its average historical level of ~87% to ~89%, driven by Icon’s fleet renewal program whereby it expects to replace some of its lower-spec vessels (for e.g. its UV vessels) with higher-spec vessels. We note an additional two higher-spec ~10,930bhp AHTS vessels kicking in during 2015, as well as additional AWBs which will command higher utilization rates.



114 90



Figure 16: Icon Offshore fleet development



2013 2014E 2015E 2016E Source: Company; J.P. Morgan estimates



Figure 14: Gross profit margin 20142016E



80% 62% 62% 62% 58% 58% 57% 55% 55% 60% 53%



12%



12%



12%



0% 2014E 2015E 2016E Group AWBs OSVs & Others Forerunners Source: Company; J.P. Morgan estimates.



Figure 15: EBITDA margins 2013-2016E
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FY2014 SSV
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1 3 3 2 4



AHTS UV
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26



PSV
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We have assumed higher margins for Icon’s new AWBs driven by higher day rates as compared to its AHTS vessels and lower crew costs. In line with company guidance, we have assumed day rates of US$27,000 for Icon’s 200-men AWBs vs an implied day rate of ~US$10,000 for Icon’s ~5,000bhp AHTS vessels. We have also assumed 2-3% lower crew costs for Icon’s AWBs as compared to their AHTS vessels. In addition to AWBs, we note that Icon is also adding PSVs and higher spec AHTS vessels to its portfolio, which command high day rates. Table 5: Forecast assumption summary M$ in millions, year-end December Revenue Own vessels AHTS AHT SSV UV PSV AWB FCB



59.4%



59.0% 57.0%



56.0% 55.0% 54.0% 2013 2014E 2015E 2016E Source: Company; J.P. Morgan estimates



Forerunner vessels Third party arrangement Ship management fee Others Revenue OSVs AWBs only Fore-runners Others Gross profit * OSVs & Others AWBs only Fore-runners Gross profit margin OSVs & Others AWBs only Fore-runners EBITDA EBITDA margin PATMI PATMI margin



2013 335 276 187 22 40 15 12 0 0 42 4 1 12 335 276 0 42 17 172 167 0 5 51% 57% na 12% 191 57% 90 27%



2014E 374 325 222 15 39 8 26 13 1 35 4 1 10 374 311 13 35 15 198 186 8 4 53% 57% 62% 12% 222 59% 114 30%



Source: Company; J.P. Morgan estimates. *Gross profit split for 2013 is J.P. Morgan estimates 6



39 1



26



24



60.5%



60.0%



57.0%



32



61.3%



61.0%



58.0%



45 40 35 30 25 20 15 10 5 0



Source: Company prospectus



40% 20%



28% two-year (14-16E) EPS CAGR, driven by fleet growth; best-in-class margins with high utilization rates



2015E 471 422 256 18 39 8 42 54 5 35 4 1 10 471 368 54 35 15 258 221 33 4 55% 58% 62% 12% 285 61% 159 34%



2016E 533 484 275 18 39 8 58 80 5 35 4 1 10 533 403 80 35 15 296 242 50 4 55% 58% 62% 12% 327 61% 186 35%
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Table 6: Own vessels assumption summary Assumptions for the own vessels segment Number of OSVs AHTS AHT SSV UV PSV AWB FCB



2013 31 20 4 4 2 1



2014E 34 21 3 4 2 2 1 1



2015E 38 23 3 4 2 2 3 1



2016E 39 23 3 4 2 3 3 1



323 356 297 365 365 228 183 91



330 341 365 365 365 365 243 365



361 365 365 365 365 335 365 365



89% 91% 65% 93% 70% 90% 85% 85%



89% 92% 65% 93% 70% 90% 85% 85%



89% 93% 65% 93% 70% 90% 85% 85%



1.9 1.9 9,000 5,000 20,000 27,000 5,000



1.9 1.9 9,000 5,000 20,000 27,000 5,000



1.9 1.9 9,000 5,000 20,000 27,000 5,000



Average no of days fleet is available AHTS AHT SSV UV PSV AWB FCB Average utilization rates AHTS AHT SSV UV PSV AWB FCB



84% 93% 59% 96% 61% 87%



Charter rate assumptions AHTS (US$/bhp/day) AHT (US$/bhp/day) SSV (US$/day) UV (US$/day) PSV (US$/day) AWB (US$/day) FCB (US$/day) Source: Company; J.P. Morgan estimates



Icon has one of the highest margins among its peers, with an EBITDA margin of 57% (FY13) vs Southeast Asia OSV average of ~41% (based on the comparables of Jasa Merin, Logindo, Perdana, POSH, PACRA, WINS and Alam Maritim) and Malaysian OSV average of ~30% (Perdana and Alam). Icon also has the highest average utilization rate for its vessels, at 84% (FY13) vs the peer average of ~80%. Figure 17: SEA OSV players EBITDA margins (2013) 57% 57% 56%



50% 40% 30%



100% Average: 41% 42% 40% 37% 35%



80% 60% 19%



20%



40%
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Perdana



POSH



Alam Maritim
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PACRA



POSH



Perdana



Logindo



Jasa Merin



Source: Company. EBITDA margins for Wintermar is for the group (breakdown for own vessels not given), note that chartered vessels represent 42% of group’s revenue and has much lower margins as compared to own vessels. EBITDA margins for POSH is only for the OSV business.



0%



PACRA



20%



10% 0%



Average: 80% 79% 77% 70%



84% 87% 84% 83% 80%



Logindo



60%



Figure 18: SEA OSV players Utilization rates (2013)
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Source: Company.
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Figure 19: Net gearing of Icon and peers 130% 110% 90% 70% 50% 30% 10% -10%
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Relatively low gearing provides bandwidth for fleet expansion Icon Offshore’s IPO proceeds of M$410.2MM will be majority used for vessel fleet expansion and repayment of bank borrowings. The company has highlighted that it will use M$166.2MM, 40.5% of total IPO proceeds for vessel fleet expansion, M$124MM, 30.2% of total proceeds for repayment of bank borrowings, M$54.5MM for repayment of advances from Hallmark (promoter) and the remaining for working capital and listing expenses. Table 7: Details of utilization of proceeds from IPO



Net gearing 2014E



Net gearing 2015E



Source: Company; J.P. Morgan estimates; Bloomberg



Figure 20: Capex forecasts 0.0 -50.0 -150.0 -200.0



-151.2



-160.5



2015E



2016E



-250.0 -300.0 -400.0



Expansion of vessel fleet Repayment of bank borrowings Repayment of advances from Hallmark Working capital Estimated listing expenses Total



Estimated timeframe for utilization from listing date Within 24 months Within 12 months Within 6 months Within 24 months Within 6 months



M$ MM



%



166.2 124.0 54.5 42.6 23.0 410.2



40.5% 30.2% 13.3% 10.4% 5.6% 100.0%



Source: Company



-100.0



-350.0



Details of utilization



-342.1 2014E



Source: 2014E and 2015E as guided by company; 2016E J.P. Morgan estimates



We think net gearing levels will remain comfortable in the next few years, allowing Icon to further acquire high-end OSV vessels if it wanted to. We also note that relative to its peers, Icon has one of the lowest gearing levels. We have, however, not forecasted for any additional vessels other than the additional seven vessels which the company has guided for until 1Q2016, as we believe that the company's focus will be to secure contracts for all its available vessels. For the acquisition of these additional vessels, the company has guided capex of M$342.1MM in 2014 and M$151.2MM in 2015. We estimate capex of about M$160MM in 2016E. Figure 21: Net gearing 70%



61%
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40% 30% 20% 10% 0% 2014E
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Source: J.P. Morgan estimates



Figure 22: Net debt/EBITDA (x) 3.5 3.0
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2.0 1.5 1.0 0.5 0.0 2014E Source: J.P. Morgan estimates 8
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Key investment risks High sensitivity to change in vessel utilization rates Given that 72% of Icon’s orderbook (including option period) is from AHTS contracts, and with seven AHTS contracts due to expire by the end of 2014 (including two which have already expired), it is critical for Icon to be able to secure new contracts or secure contract extensions in order for it to maintain its historically high utilization rates of ~87% on average over the last three years. Figure 23: No of Icon vessels with contracts expiring half yearly 9 8 7 6 5 4 3 2 1 0
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5 3 1



3 2



2



1 1



1 1



1H15



2H15
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2 1H14*
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1



1



2
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2
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6



2H16 UV
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3 1H17 AWB



5



1 0 2H17



1 1H18
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Source: Company. *2 of their AHTS vessel (SK Line 77 and Omni Marissa) contracts have expired on 27 May 2014 and 5 June 2014 respectively. Additionally, 1 of their PSV (Tanjung Piai 1) has expired on 14 May 2014. Total Icon vessels excludes 1 AWB which the company acquired in 2Q14, which is available for charter.



Figure 24: Orderbook by vessels PSV/UV, 17 , 3%



Third party, 7 , 1%



SSV, 133 , 19% AHT, 38 , 5%



AHTS, 505 , 72%



Source: Company. *Orderbook includes option period.



We estimate every fall of 2.5% in utilization rates would negatively impact our earnings estimates by ~7-8%. Every decrease of 5% in utilization rates would decrease our earnings by ~14-16%, which is a meaningful impact. Table 8: Net income sensitivity to utilization rates



FY14E change in net income % FY15E change in net income % FY16E change in net income %



-5.0% -16% -15% -14%



Change in utilization % -2.5% +2.5% -8% 8% -7% 7% -7% 7%



+5.0% 16% 15% 14%



Source: J.P. Morgan estimates
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Likely further selldown of Ekuinas’ portfolio Under the 9th and 10th Malaysia plan, the government has provided M$5bn to Ekuinas (ECSB) (which is a PE fund management company established by the government to promote equitable and sustainable Bumiputera economic participation). The plan was to invest in several funds over a five-year period of which they invested in Icon, currently holding a 44.7% stake post the exercise of the overallotment option through its subsidiaries Hallmark (42.3%) and Sempena Fokus Sdn Bhd (SFSB) (2.4%). Given that only a total of 32.94MM shares out of the 76.615MM shares were exercised via the overallotment option, we see risks of further selldown by Ekuinas. Even though ECSB is placed under a moratorium of six months during which time it cannot sell or transfer its shares, after this six months, ECSB may sell any part of its investment at any time from the day it invested in Icon, which commenced in 2012. The usual time horizon, however, for ECSB to hold its investment in any fund is 3-5 years. Given that certain of Icon’s financing agreements require ECSB (directly or indirectly) to remain as its single largest shareholder, any sale of ECSB shares which causes it to cease to become the largest shareholder would cause Icon to be in breach of agreements which could result in the lenders exercising their rights to call for immediate repayment of the entire amount outstanding. This will happen in the event that Icon fails to negotiate for a removal of the condition or fails to seek to refinance these facilities. Icon has five facilities where the respective financing agreements require ECSB to remain as their single largest shareholder (directly or indirectly), where the total principal amount outstanding of these facilities amount to M$455.2MM as at LPD (30 April 2014). ~5,000 bhp AHTS vessels well-supplied While the OSV sector remains strong, our conversations with various OSV players suggest that AHTS vessels with capacities of ~5,000 bhp and below are well supplied in the market. Icon’s entire AHTS fleet (except 1) is currently operating in this wellsupplied segment. Additionally, recently, Bumi Armada had highlighted some margin weakness due to some of its older OSV vessels. As we can see from the chart below, while long term demand remains strong at 115 AHTS vessels annually (source: Infield), this demand is potentially well-supplied as can be seen in the chart below. Figure 25: 
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Is there a risk of rates softening given Petronas’ recent comments? As reported in The Star, on 5 March 2014, Petronas’ President and CEO Tan Sri Shamsul Azhar Abbas warned of falling charter rates in the domestic market for those providing support services to the O&G industry. Citing a tender exercise, he mentioned that OSV charter rates were 15% below current market rates and the softening was due to an increasing number of OSVs, barges and drilling rigs coming on-stream. Given that majority of Icon’s vessels are the lower-spec AHTS vessels, with average capacities of ~5,500 bhp, which are the most well-supplied type of vessels, any fall in charter rates for that segment of AHTS vessels would adversely affect Icon’s earnings. However, we note OSV firms Perdana, Alam and Petra indicated that while the 5,000bhp segment remains well supplied, rates have remained firm with rising demand for the 12,000+ bhp segment. Steep fall in oil prices would impact demand, stock prices There is a high historical correlation between oil prices and the Oil Service sector index (OSX). Weakness in oil prices affects the level of offshore capex and would lead to lower charter rates and fleet utilization. A fall in oil prices could pose a threat to oil services companies such as Icon. Figure 26: Brent and WTI to OSX correlation 120% 90% 88%
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Source: Bloomberg



Execution and competition risks Our earnings growth for the stock is mainly driven by the assumption that Icon will be able to secure contracts almost immediately after the delivery of its six underconstruction vessels and one PSV which is currently under final negotiations to be constructed. If it is unsuccessful at securing contracts soon after the delivery of these new OSV vessels, we would expect our earnings to be at risk. Additionally, any early termination of existing charters would affect Icon's earnings – such as AHTS Omni Tigris, which had its long-term contract with Maersk terminated on 31 Dec 2014 as opposed to its original 5+5 year contract starting in Jan 2011. The early termination was due to Maersk completing its project ahead of schedule. Although Icon is the largest pure-play OSV firm in Malaysia and is protected by cabotage laws in Malaysia, which gives it an advantage over foreign competitors, Icon still faces competition from local firms such as Bumi Armada, which although not a pure-play OSV firm, has a much bigger fleet of 61 OSV vessels, compared to only 32 for Icon. We also see local firms such as Alam Maritim, Jasa Merin and Perdana Petroleum being key competitors to Icon. Less-than-expected awards/capex from Petronas Given that ~72% of Icon’s revenues (FY2013) is from Petronas, any unexpected slowdown of spending from Petronas as a result of a reduction of oil and gas sales prices could affect the demand for Icon's vessels. Additionally, any cancellation or termination of Petronas’ contracts could affect Icon’s earnings. 11
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Recent Focus Malaysia article raised concerns about vessel certification issues According to The Sun Daily, 12 June 2014, Icon had submitted a letter of demand to weekly magazine Focus Malaysia on 10 June 2014 to retract an article published on 7 June 2014 that alleged that Icon had falsified bollard pull certificates. Icon noted that all its certificates are issued upon completion of tests conducted by the owner and witnessed by an Independent Assessment Company such as Bureau Veritas (BV) following complete construction of a vessel, and these certificates have no expiry dates. Icon noted that the reported notice of default was not related to a bollard pull certification issue but to an operational issue raised under the vessel inspection and risk management system for one of their client for one of their vessels. According to Icon, the issue has been resolved and the said vessel now complies with the client’s inspection guidelines.
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Valuation analysis and comparables Our Dec-15 PT of M$1.95 equates to 20.2x/14.5x FY14E/FY15E P/E and 2.1x/1.9x FY14E/FY15E P/B. Key assumptions for our valuation include the following.



P/E based valuation on 14.5x FY15E earnings Table 9: Average P/E of comparable groups Average P/E Malaysia OSV players Regional OSV players Regional OSV builders Malaysia large cap offshore players Malaysia mid/small cap offshore players



2014E 13.7x



2015E 11.8x



13.5x



9.6x



11.4x



9.6x



26.4x



22.8x



24.1x



14.8x



Source: Bloomberg; J.P. Morgan estimates. (i) Malaysia OSV players include Perdana and Alam (iii) Regional OSV players include Pacific Radiance, POSH, Logindo and Wintermar (iii) Regional OSV builders include Coastal Contracts, Nam Cheong, Vard (iv) Malaysia large cap offshore players include Bumi Armada, SapuraKencana, UMW Oil & Gas, Dialog and MMHE (v) Malaysia mid/small cap offshore players include Uzma, Deleum, Perisai, Yinson, Scomi Energy, TH Heavy, Muhibbah, Barakah Offshore, KNM, Petra Energy and Dayang Enterprise



The Malaysian OSV stocks trade at an average of 12x FY15E EPS, while the regional OSV players and regional OSV builders trade at an average of 10x FY15E EPS. The Malaysian large-cap offshore firms trade at a much higher multiple of 23x FY15E EPS, while the Malaysia mid/small cap offshore players trade at a 15x multiple. Given Icon’s growth profile – i.e. a 2014-16E EPS CAGR of 28% on our estimates and 36% on consensus, vs the Malaysia OSV average of 13% and regional OSV average of 23%, plus Icon’s size, positioning and balance sheet, we think Icon deserves to trade at a premium to the Malaysia OSV and regional OSV players. We attribute a 14.5x multiple to Icon’s FY15E EPS, representing a premium of ~20% and ~50%, respectively, to the Malaysia and regional OSV average. Figure 27: Malaysia OSV 2014E/15E P/E valuation of comparables 20.0x 18.0x 16.0x 14.0x 12.0x 10.0x 8.0x 6.0x 4.0x 2.0x 0.0x



Figure 28: Regional OSV 2014E/15E P/E valuation of comparables
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Source: Bloomberg (Priced as at 4 Aug 2014); J.P. Morgan estimates for Icon



Source: Bloomberg (Priced as at 4 Aug 2014). J.P. Morgan estimates for PACRA and POSH



Figure 29: Malaysia OSV 2014E/15E P/BV and ROE valuation of comparables



Figure 30: Regional OSV 2014E/15E P/BV and ROE valuation of comparables
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Table 10: Consensus 2014-16E average EPS CAGR and 2015E average P/E of comparables 2014-16E EPS CAGR 13% 23% 20% 24% 31% 28%



Malaysia OSV players Regional OSV players Regional OSV builders Malaysia large cap offshore players Malaysia mid/small cap offshore players Icon Offshore (JPM estimates)



2015E P/E 11.8 9.6 9.6 22.8 14.8 14.5



Source: Bloomberg; J.P. Morgan estimates.



Table 11: Icon Offshore – P/E based valuation P/E based valuation Icon Offshore



M$ Millions 2,301



Price Target (M$ / share) Number of shares



1.95 1,177



Implied P/E Implied P/B RoE (%)



2014E 20.2 2.1 15.5%



P/E Multiple (x) 14.5



Earnings 159



M$ per share 1.95



2015E 14.5 1.9 13.8%



Source: J.P. Morgan estimates.



Over the longer term, we expect the P/E to drop to ~11.5x in 2016E from ~18.8x in 2014E as earnings continue to increase from Icon’s fleet expansion. Figure 31: P/E valuation over the forecasted period, 2014-2016E 18.8x
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Source: Bloomberg; J.P. Morgan estimates



Figure 32: Share price chart 21 July 2014: Maybank IB 9 July 2014: Maybank IB purchases 5.867mn purchases 0.6mn shares at 1 July 2014: Maybank IB purchases 9.868mn shares at RM1.85 per share RM1.83-1.84 per share shares at RM1.85 per share 4 July 2014: Maybank IB purchases 0.224mn 22 July 2014: Maybank IB shares at RM1.85 per share purchases 3.45mn shares at 7 July 2014: Maybank IB purchases RM1.82-1.85 per share 17 July 2014: Maybank IB 2.9461mn shares at RM1.85 per share purchases 4.5mn shares at 23 July 2014: Maybank RM1.83-1.85 per share IB purchases 0.8173mn shares at RM1.83 per share 8 July 2014: Maybank IB purchases 2.085mn shares at RM1.85 per share



Source: Bloomberg. Past results are not an indicator of future performance.
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16 July 2014: Maybank IB purchases 1.8mn shares at RM1.83-1.85 per share 14 July 2014: Maybank IB purchases 1.9425mn shares at RM1.85 per share
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25 July 2014: Shares of Icon fell to a low of RM1.74 on some selling pressure after 11 July 2014: Maybank IB Maybank Investment Bank ceased to be purchases 1.3872mn shares the stabilizing manager. at RM1.85 per share 18 July 2014: Maybank IB 10 July 2014: Maybank IB purchases 2.929mn shares at purchases 3.5253mn shares at RM1.82-1.85 per share RM1.85 per share 16-Jul-14
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30 June 2014: Maybank IB purchased some 1.1mn shares in Icon at RM1.85 per share, as it implemented the price stabilisation mechanism. Under the price stabilisation mechanis m, the stabilising manager may buy up to 76.61mn shares to undertake the stabilising action. The maximum period during which the stabilising manager may stabilise the price of the shares shall be the earlier of 30 days from the commencement of the trading of the shares on Bursa, or the date when the stabilising manager had acquired the entire 76.61mn shares representing ~15% of Icon's issued sharebase. 5-Jul-14



1.75



25 June 2014: Icon opened strongly on its debut on Bursa Malaysia's Main Market yesterday at RM2.10 over its RM1.85 retail price but closed at RM1.91. The company expects to maintain their CAGR of 20% for the short to medium term even with addition of new vessels to their fleet. The IPO raised RM1.09bn through public issue and offer for sale of 587 million shares of 50 sen each. From the proceeds, RM410.2mn will be for fleet expansion and bank repayments
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24 July 2014: Maybank IB purchases 0.63mn shares at RM1.80 per share and ceased to be the stabilizing manager. Maybank had bought 43.67mn shares during the stabilizing period between June 25 and July 24. The shares were purchased at a price range of between RM1.80 1.85 per share. Maybank IB, on behalf on the placement managers had exercised the overallotment option for a total of 32.94mn shares granted by Hallmark over the entire 76.61mn shares. The total purchases of 43.67mn shares under the price stabilizing action and the exercise of the 32.94mnunder the overallotment option cover the 76.61mn over alloted shares.
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Valuation comparison



Table 12: Valuation of Malaysia oil & gas services firms Company



Mkt Cap



P/E



P/B



Div. yield



ROE



Net Gearing



EV/EBITDA



(US$ mm)



14E



15E



14E



15E



14E



15E



14E



15E



14E



15E



14E



15E



Bumi Armada



3,119



20.9x



18.1x



2.1x



1.9x



1.0%



1.1%



10.5%



11.1%



98.9%



115.1%



11.4



10.6



SapuraKencana*



8,022



16.5x



14.2x



2.6x



2.2x



0.0%



0.0%



14.4%



14.4%



91.9%



70.1%



11.6



5.6



MMHE



1,752



25.6x



23.4x



2.0x



1.8x



0.8%



0.9%



7.9%



8.1%



Net Cash



Net Cash



14.8



12.9



Dialog



2,967



21.6x



17.9x



3.0x



2.7x



1.9%



2.2%



15.8%



17.3%



24.9%



28.3%



0.0



0.0



Perisai



567



22.7x



12.5x



1.8x



1.7x



0.0%



0.0%



7.7%



12.6%



77.9%



112.8%



23.4



14.6



UMW Oil and Gas



2,725



28.1x



22.6x



3.0x



2.8x



0.4%



0.4%



10.3%



11.6%



8.1%



16.6%



17.5



14.2



Petra



303



24.3x



17.4x



1.9x



1.8x



1.1%



1.5%



7.0%



9.4%



n/a



n/a



n/a



n/a



Dayang



980



15.0x



13.1x



3.4x



2.9x



n/a



n/a



7.0%



9.4%



2.3%



Net Cash



10.6



9.0



Nam Cheong



758



9.6x



7.9x



2.1x



1.8x



n/a



n/a



24.9%



24.5%



60.4%



53.8%



10.5



8.8



Coastal



856



14.2x



12.4x



2.0x



1.8x



1.3%



1.5%



16.3%



16.0%



28.0%



38.4%



13.9



10.6



Uzma



307



19.3x



14.8x



3.1x



2.5x



0.3%



0.3%



25.4%



24.7%



18.3%



6.8%



14.3



10.2



IEV



43



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



19.8x



15.8x



2.5x



2.2x



0.7%



0.9%



13.4%



14.5%



45.6%



55.2%



12.8



9.6



Average



Source: J.P. Morgan est. for Bumi, SAKP, MMHE, Dialog, Perisai, UMWOG. Bloomberg cons for others. Priced as of 4 Aug 14. *SAKP's 14E, 15E represents Jan 15 & 16. Dialog is June Y/E.



Table 13: Valuation of FPSO firms Company



Mkt Cap



P/E



P/B



Div. yield



ROE



Net Gearing



EV/EBITDA



(US$ mm)



14E



15E



14E



15E



14E



15E



14E



15E



14E



15E



14E



BW Offshore



932



7.6x



8.2x



0.8x



0.8x



8.6%



8.5%



10.6%



9.3%



131.2%



144.0%



5.5



6.0



Bumi Armada



3,119



20.9x



18.1x



2.1x



1.9x



1.0%



1.1%



10.5%



11.1%



98.9%



115.1%



11.1



10.5



Modec



1,410



15.7x



13.3x



1.3x



1.2x



1.3%



1.5%



10.2%



10.7%



Net Cash



18.1%



10.9



11.4



SBM Offshore



2,761



6.5x



6.2x



1.1x



0.9x



1.3%



1.9%



18.2%



15.2%



157.3%



96.8%



7.0



7.1



Sevan Marine



198



17.1x



13.9x



1.6x



1.5x



5.3%



2.7%



9.2%



9.5%



Net Cash



Net Cash



13.7



11.4



13.6x



12.0x



1.4x



1.3x



3.5%



3.1%



11.7%



11.2%



129.1%



93.5%



9.6



9.3



Average



15E



Source: Bloomberg, J.P. Morgan est. for Bumi. Priced as of 4 Aug 2014.



Table 14: Valuation of OSV firms Company



Mkt Cap



P/E



P/B



Div. yield



ROE



Net Gearing



EV/EBITDA



(US$ mm)



14E



15E



14E



15E



14E



15E



14E



15E



14E



15E



14E



Bourbon



2,163



22.0x



14.6x



1.1x



1.1x



4.6%



4.8%



6.4%



8.3%



59.7%



97.4%



6.3



5.6



Bumi Armada



3,119



20.9x



18.1x



2.1x



1.9x



1.0%



1.1%



10.5%



11.1%



98.9%



115.1%



11.1



10.5



Deep Sea Supply



396



11.0x



6.7x



0.8x



0.8x



5.0%



11.1%



9.4%



12.5%



69.6%



199.5%



9.2



6.5



DOF



487



5.3x



3.9x



0.6x



0.5x



0.0%



4.9%



16.9%



16.3%



156.6%



Net Cash



6.3



6.1



Eidesvik



154



6.1x



3.7x



0.4x



0.4x



3.1%



3.1%



10.1%



12.0%



306.2%



82.5%



7.6



5.3



Farstad



715



9.1x



6.7x



0.6x



0.6x



3.0%



4.2%



7.0%



8.8%



205.8%



90.3%



7.2



6.8



1,027



11.8x



9.1x



0.9x



0.8x



2.6%



2.6%



8.0%



9.2%



43.5%



31.2%



7.7



6.0



191



4.3x



4.2x



0.6x



0.6x



2.5%



2.5%



15.3%



14.0%



n/a



n/a



8.8



8.3



1,571



36.0x



24.5x



1.0x



1.0x



n/a



n/a



n/a



n/a



n/a



n/a



7.5



6.7



497



7.4x



4.6x



0.6x



0.5x



3.1%



5.2%



8.7%



11.7%



101.0%



176.4%



7.5



6.2



Gulfmark Offshore Rem Offshore Seacor Siem Offshore



15E



636



5.4x



4.6x



0.7x



0.6x



5.0%



5.8%



14.1%



14.5%



187.4%



121.0%



8.3



7.1



Tidewater



2,410



13.4x



10.3x



0.9x



0.8x



2.1%



2.1%



6.3%



8.0%



47.0%



50.6%



8.6



7.6



Hornbeck Offshore



1,553



16.0x



10.1x



1.1x



1.0x



0.0%



0.0%



8.0%



10.9%



55.0%



53.0%



7.9



5.4



13.0x



9.3x



0.9x



0.8x



2.7%



4.0%



10.1%



11.4%



121.0%



101.7%



8.0



6.8



Solstad



Average



Source: Bloomberg, J.P. Morgan est. for Bumi. Priced as of 4 Aug 2014.



Table 15: Valuation of subsea firms Company



Mkt Cap



P/E



P/B



Div. yield



ROE



Net Gearing



EV/EBITDA



(US$ mm)



14E



15E



14E



15E



14E



15E



14E



15E



14E



15E



14E



15E



Saipem



10,341



23.9x



12.3x



1.6x



1.4x



1.4%



2.6%



6.7%



11.4%



92.0%



62.3%



8.5



6.3



Subsea 7



5,937



8.6x



9.0x



0.8x



0.8x



3.5%



3.7%



10.5%



9.2%



4.9%



4.7%



4.6



4.5



Technip



10,372



14.9x



11.0x



1.7x



1.6x



2.8%



3.3%



12.7%



15.7%



Net Cash



Net Cash



6.4



4.7



Aker Solution



4,128



18.8x



12.0x



1.7x



1.6x



4.3%



4.4%



15.0%



12.9%



71.4%



14.0%



7.7



6.2



911



18.9x



12.7x



0.8x



0.8x



0.0%



0.0%



11.9%



2.8%



18.2%



65.9%



0.7



1.0



17.0x



11.4x



1.3x



1.2x



2.4%



2.8%



11.4%



10.4%



46.6%



36.7%



5.6



4.5



Ezra Average



Source: Bloomberg, J.P. Morgan est. for Ezra. Priced as of 4 Aug 2014 15
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Table 16: Margin comparison for Malaysia oil & gas services firms Company



EBITDA Margin



EBIT Margin



Net Margin



Return on Capital Employed



2013



2014



2015



2013



2014



2015



2013



2014



2015



2013



2014



Bumi Armada



46.3%



53.1%



56.1%



26.2%



26.2%



24.6%



20.8%



22.0%



22.3%



6.8%



5.4%



5.2%



SapuraKencana



26.3%



28.2%



29.1%



16.3%



16.5%



16.5%



13.2%



13.3%



13.3%



6.5%



9.6%



10.1%



MMHE



9.2%



10.1%



10.1%



7.9%



8.8%



8.9%



7.4%



8.1%



8.2%



4.4%



4.7%



5.0%



Dialog Perisai UMW Oil and Gas



12.7% 84.6% 42.7%



13.1% 70.9% 46.3%



14.2% 60.7% 48.6%



10.9% 46.6% 31.2%



10.9% 37.5% 34.4%



11.9% 39.9% 37.0%



10.0% 66.2% 25.7%



9.6% 45.4% 28.1%



11.3% 36.5% 28.5%



2.4% 5.2% 9.8%



2.7% 6.6% 8.7%



3.1% 8.7% 9.2%



Petra



8.6%



12.4%



13.3%



5.8%



7.1%



9.2%



2.4%



6.1%



7.6%



n/a



n/a



n/a



Dayang



29.5%



27.8%



28.5%



27.1%



24.6%



25.2%



22.4%



20.2%



20.9%



5.7%



8.4%



9.8%



Nam Cheong



16.5%



16.4%



16.5%



15.5%



15.4%



15.2%



14.2%



13.9%



13.7%



7.6%



8.9%



10.5%



Coastal



19.3%



21.2%



24.1%



18.2%



18.9%



19.8%



17.2%



17.9%



17.4%



5.9%



6.4%



7.8%



Uzma



14.7%



14.0%



14.7%



13.9%



12.8%



13.2%



9.5%



9.5%



10.0%



5.3%



6.4%



8.8%



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



n/a



28.2%



28.5%



28.7%



20.0%



19.4%



20.1%



19.0%



17.7%



17.3%



6.0%



6.8%



7.8%



IEV Average



2015



Source: Bloomberg, J.P. Morgan est. for Bumi, SAKP, MMHE, Dialog, Perisai and UMWOG. *Bloomberg cons for others. *SAKP's 2014E and 2015E represents Jan 15 & 16. Dialog is June Y/E.



Table 17: Margin comparison for FPSO firms Company



EBITDA Margin



EBIT Margin



Net Margin



Return on Capital Employed



2013



2014



2015



2013



2014



2015



2013



2014



2015



2013



2014



2015



BW Offshore



48.5%



49.3%



48.8%



20.4%



23.6%



23.2%



10.1%



13.2%



12.4%



7.7%



8.8%



7.9%



Bumi Armada



46.3%



53.1%



56.1%



26.2%



26.2%



24.6%



20.8%



22.0%



22.3%



6.8%



5.4%



5.2%



Modec



3.9%



3.7%



4.4%



3.0%



2.5%



2.8%



3.0%



2.8%



3.4%



6.3%



6.2%



5.5%



SBM Offshore



18.9%



18.9%



21.1%



13.2%



12.6%



14.1%



9.4%



9.4%



10.5%



11.9%



9.5%



9.4%



Sevan Marine



10.8%



13.7%



15.8%



10.4%



13.4%



15.5%



13.2%



14.4%



16.5%



6.1%



7.2%



8.6%



Average



25.7%



27.7%



29.3%



14.7%



15.7%



16.0%



11.3%



12.4%



13.0%



7.7%



7.4%



7.3%



Source: Bloomberg, J.P. Morgan est. for Bumi.



Table 18: Margin comparison for OSV firms Company



EBITDA Margin



EBIT Margin



Net Margin



Return on Capital Employed



Bourbon



2013 37.2%



2014 29.5%



2015 26.2%



2013 18.9%



2014 13.4%



2015 11.4%



2013 4.3%



2014 5.6%



2015 6.4%



2013 7.8%



2014 7.2%



Bumi Armada



46.3%



53.1%



56.1%



26.2%



26.2%



24.6%



20.8%



22.0%



Deep Sea Supply



71.9%



53.2%



55.5%



50.7%



33.4%



37.8%



10.1%



17.3%



DOF



32.5%



36.1%



35.2%



19.9%



26.0%



24.8%



2.9%



Eidesvik



56.0%



52.3%



58.7%



27.9%



26.0%



33.5%



14.8%



Farstad



38.2%



40.7%



41.7%



22.0%



24.5%



25.6%



8.6%



Gulfmark Offshore



35.5%



37.8%



40.9%



21.3%



22.4%



26.0%



2015 7.8%



22.3%



6.8%



5.4%



5.2%



24.5%



11.8%



6.8%



10.5%



5.2%



7.1%



7.6%



11.5%



11.5%



15.1%



21.8%



7.9%



6.5%



10.9%



10.5%



13.1%



7.1%



8.4%



9.1%



14.4%



16.2%



19.2%



6.5%



7.7%



10.5%



n/a



50.7%



48.7%



n/a



39.2%



37.3%



n/a



21.8%



20.0%



n/a



8.8%



9.2%



Seacor



15.9%



20.0%



20.6%



5.2%



9.6%



10.4%



2.9%



4.1%



5.9%



3.5%



6.5%



7.5%



Siem Offshore



37.0%



38.0%



41.7%



18.9%



22.4%



25.5%



6.5%



11.8%



16.0%



5.1%



7.9%



9.9%



Solstad



44.0%



44.0%



46.3%



32.1%



33.2%



35.3%



18.3%



20.2%



22.8%



9.4%



9.1%



10.7%



Tidewater



28.1%



30.6%



31.8%



15.3%



19.8%



20.8%



11.0%



12.5%



14.2%



5.6%



7.6%



8.7%



Hornbeck Offshore



46.3%



45.4%



48.7%



31.2%



28.9%



34.3%



15.2%



14.4%



18.2%



8.0%



8.0%



13.1%



Average



40.7%



40.9%



42.5%



24.1%



25.0%



26.7%



10.8%



13.6%



16.3%



7.3%



7.8%



9.6%



Rem Offshore



Source: Bloomberg, J.P. Morgan est. for Bumi. Bloomberg cons. for others.



Table 19: Margin comparison for subsea firms Company



EBITDA Margin



EBIT Margin



Net Margin



Return on Capital Employed **



2013



2014



2015



2013



2014



2015



2013



2014



2015



2013



2014



Saipem



5.8%



11.2%



14.3%



-0.1%



5.3%



8.4%



-2.8%



2.6%



4.8%



-0.1%



5.6%



9.4%



Subsea 7



16.8%



19.4%



20.6%



10.5%



13.6%



14.4%



5.9%



10.1%



9.8%



10.6%



15.2%



15.5%



Technip



11.5%



10.5%



12.1%



9.1%



8.1%



9.7%



6.1%



5.3%



6.6%



11.1%



12.1%



17.0%



Aker Solution



8.9%



8.2%



9.7%



5.2%



6.1%



6.8%



3.3%



3.4%



4.3%



6.9%



9.6%



11.2%



Ezra



12.6%



11.2%



12.2%



8.6%



6.7%



7.9%



-3.1%



3.4%



4.3%



-1.4%



1.5%



2.0%



Average



11.1%



12.1%



13.7%



6.7%



7.9%



9.4%



1.9%



4.9%



6.0%



5.4%



8.8%



11.0%



Source: Bloomberg, J.P. Morgan est. for Ezra 16
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Table 20: Valuation of shipyards Company



Mkt Cap



P/E



P/B



Div. Yield



ROE



Net Gearing



(US$ MM)



2014



2015



2014



2015



2014



2015



2014



2015



2014



2015



Keppel Corp



15,748



13.0x



11.4x



1.9x



1.8x



4.6%



4.6%



15.0%



16.0%



Net Cash



Net Cash



SMM



6,874



14.2x



13.0x



2.9x



2.7x



4.2%



4.6%



21.6%



21.5%



Net Cash



Net Cash



Ezion



2,269



10.1x



9.1x



2.1x



1.7x



0.1%



0.2%



23.5%



19.8%



85.3%



69.4%



303



12.2x



8.1x



1.9x



1.8x



5.7%



8.6%



16.1%



22.9%



Net Cash



Net Cash



VARD



1,013



10.7x



8.6x



1.7x



1.5x



3.7%



4.6%



16.7%



18.6%



47.6%



50.8%



Ezra



915



18.9x



12.7x



0.8x



0.8x



0.0%



0.0%



4.4%



6.3%



123.8%



132.4%



13.2x



10.5x



1.9x



1.7x



3.1%



3.8%



16.2%



17.5%



85.6%



84.3%



Singapore



Dyna-Mac



Average (Singapore) Korea Daewoo



4,715



13.2x



9.6x



0.9x



0.8x



1.3%



1.4%



6.8%



8.9%



110.6%



93.1%



Hyundai H.I.



11,073



n/a



18.9x



0.6x



0.6x



1.4%



1.4%



-3.9%



3.2%



62.0%



58.7%



Samsung H



6,359



31.3x



10.9x



1.0x



1.0x



1.5%



1.8%



3.4%



9.2%



24.3%



16.3%



Hyundai Mipo



2,488



n/a



31.3x



0.8x



0.8x



0.8%



0.9%



-7.3%



2.9%



26.3%



23.6%



22.2x



17.7x



0.8x



0.8x



1.3%



1.4%



-0.3%



6.1%



55.8%



47.9% 47.3%



Average (Korea) China COSCO



1,267



27.2x



27.8x



1.2x



1.2x



2.8%



2.8%



4.3%



4.2%



51.0%



CSSC



5,248



106.0x



49.8x



1.9x



1.8x



0.2%



0.4%



1.4%



3.4%



n/a



n/a



COOEC**



5,438



10.0x



8.8x



1.7x



1.5x



2.8%



2.6%



18.0%



17.5%



Net Cash



Net Cash



47.7x



28.8x



1.6x



1.5x



1.9%



1.9%



7.9%



8.4%



51.0%



47.3%



Average (China) Malaysia SAKP



8,022



16.5x



14.2x



2.2x



1.9x



0.0%



0.0%



14.4%



14.4%



91.9%



70.1%



BAB



3,119



20.9x



18.1x



2.1x



1.9x



1.0%



1.1%



10.5%



11.1%



98.9%



115.1%



MMHE



1,752



25.6x



10.0x



2.0x



1.9x



0.8%



0.9%



7.9%



8.1%



Net Cash



Net Cash



Dialog



2,967



21.6x



11.0x



5.9x



5.4x



1.9%



2.2%



15.8%



17.3%



24.9%



28.3%



UMWOG



2,725



28.1x



12.0x



2.8x



2.5x



0.4%



0.4%



10.3%



11.6%



8.1%



16.6%



567



22.7x



13.0x



1.6x



1.4x



0.0%



0.0%



7.7%



12.6%



77.9%



112.8%



22.6x



13.0x



2.8x



2.5x



0.7%



0.8%



11.1%



12.5%



60.3%



68.6%



Perisai Average (Malaysia)



Source: J.P. Morgan Estimates, Bloomberg, Priced as of 4 Aug 2014. *SAKP's 2014E and 15E represents Jan 15 & Jan 16 respectively. Dialog is June Y/E.
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Table 21: Valuation of International Drillers Company



Mkt Cap



P/E



P/B



Div. yield



ROE



Net Gearing



(US$ MM)



2014



2015



2014



2015



2014



2015



2014



2015



2014



2015



3,106



10.1x



6.7x



1.2x



1.0x



0.0%



0.0%



13.3%



16.8%



65.3%



49.1%



Offshore



6,460



14.8x



11.6x



1.4x



1.4x



7.4%



7.3%



9.8%



12.5%



52.3%



46.7%



Ensco



11,840



8.8x



8.5x



0.9x



0.9x



5.7%



6.0%



10.1%



10.3%



36.8%



43.0%



539



14.3x



8.1x



0.6x



0.6x



0.0%



0.0%



3.2%



8.6%



44.0%



Net Cash



US Drillers Atwood Diamond



Hercules Noble



6,864



8.2x



8.3x



0.8x



0.7x



5.2%



5.9%



9.6%



9.2%



69.2%



52.1%



Pacific Drilling



1,970



12.1x



7.7x



0.8x



0.8x



0.0%



6.8%



6.3%



9.6%



Net Cash



24.0%



Rowan



3,813



14.1x



7.3x



0.7x



0.7x



0.9%



1.3%



5.5%



9.6%



39.5%



56.5%



Seadrill



17,726



11.9x



10.2x



1.9x



1.9x



11.0%



11.1%



29.7%



18.2%



243.7%



132.1%



Transocean



14,303



9.5x



11.0x



0.8x



0.8x



7.3%



7.6%



8.5%



7.2%



17.7%



Net Cash



576



6.3x



6.0x



1.0x



0.8x



n/a



n/a



17.7%



14.2%



263.4%



687.3%



11.0x



8.5x



1.0x



1.0x



4.2%



5.1%



11.4%



11.6%



92.4%



136.3%



9.7x



9.0x



1.6x



1.4x



2.9%



3.1%



17.6%



16.4%



36.4%



27.6%



Vantage Average (US) Int Drillers



13,427



COSL Prospector



270



n/a



7.5x



1.5x



1.2x



n/a



n/a



-2.5%



15.9%



20.6%



Net Cash



Sevan Drill.



285



12.0x



4.0x



0.4x



0.4x



0.0%



0.0%



3.0%



10.3%



339.6%



147.6%



10.8x



6.8x



1.1x



1.0x



1.5%



1.6%



13.3%



17.4%



132.2%



87.6%



Average (Intl) Source: Bloomberg, Priced as of 4 Aug 2014



Table 22: Margins of International Drillers Company



EBITDA Margin



EBIT Margin



Net Margin



EPS



ROCE



2013



2014



2015



2013



2014



2015



2013



2014



2015



2013



2014



2015



2013



2014



2015



Atwood



51.0%



46.7%



51.9%



40.1%



34.2%



40.2%



32.7%



26.5%



31.0%



5.28



4.78



7.20



10.0%



8.6%



13.2%



Diamond



41.3%



37.2%



39.9%



27.6%



21.8%



24.3%



20.6%



15.2%



16.2%



4.40



3.18



4.08



10.7%



7.5%



9.7%



Ensco



48.4%



47.4%



46.4%



36.1%



34.5%



33.4%



28.8%



27.1%



25.5%



6.12



5.75



5.92



10.8%



10.0%



10.3%



Hercules



33.6%



33.4%



35.2%



15.2%



15.9%



20.2%



4.0%



4.7%



7.2%



0.18



0.24



0.42



8.7%



10.5%



15.6%



Noble



46.6%



47.4%



46.4%



25.9%



27.6%



27.0%



17.9%



17.8%



17.1%



2.92



3.29



3.25



8.7%



10.4%



10.9%



Pacific Drill.



48.0%



51.1%



53.9%



28.1%



30.7%



34.0%



11.7%



15.4%



18.3%



0.40



0.78



1.22



5.0%



6.7%



9.9%



Rowan



38.0%



38.6%



43.8%



21.3%



21.5%



28.6%



15.6%



15.2%



21.2%



1.95



2.18



4.17



6.4%



6.2%



11.0%



Seadrill



53.1%



54.6%



52.9%



39.5%



41.9%



39.4%



28.1%



26.9%



26.9%



2.85



3.03



3.51



6.7%



7.2%



7.2%



Transocean



36.6%



39.1%



37.9%



24.8%



26.0%



24.4%



15.6%



16.8%



14.5%



4.14



4.15



3.58



10.6%



9.9%



8.9%



Vantage



49.7%



52.6%



51.5%



34.6%



36.9%



35.8%



1.6%



10.8%



11.0%



0.04



0.30



0.31



7.3%



10.3%



9.4%



Average (US)



44.6%



44.8%



46.0%



29.3%



29.1%



30.7%



17.7%



17.6%



18.9%



283%



277%



337%



8.5%



8.7%



10.6%



COSL



40.8%



40.3%



40.0%



27.9%



28.1%



28.0%



24.0%



23.6%



1.39



1.58



1.70



7.2%



8.7%



9.8%



Prospector



-583%



10.9%



47.7%



-596%



-4.8%



34.5%



23.1% 534.7%



-35.8%



17.5%



(0.38)



(0.26)



0.38



-8.1%



-0.4%



6.6%



Sevan Drill



29.2%



43.5%



49.4%



3.8%



22.9%



31.4%



-50.7%



5.2%



14.1%



(0.16)



0.04



0.12



0.6%



4.6%



9.6%



US Drillers



Int Drillers



Source: Bloomberg, Priced as of 4 Aug 2014
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Financial analysis We expect utilization rates to increase to ~89% vs its historical average of ~87%, driven by higher end vessels kicking-in over the next three years and a change in the mix of Icon's portfolio to include AWBs which command much higher day rates vs other OSV vessels, with lower operating costs



We expect forerunner vessels to contribute less to revenues over the next few years as more own vessels become available for charter. We have assumed flat y/y growth for 2015E and 2016E, with forerunner vessels contributing to 7-9% of FY15/16E revenues vs 10-13% historically



Strong revenue growth from fleet expansion and higher utilization rates We project strong revenue growth of 12%, 26% and 13% in 2014, 2015 and 2016, respectively, driven mainly by growth in own vessels segment and increase in utilization rates as the company disposes of its lower end vessels (disposed of three vessels in 2013 and a one in March 2014), while acquiring higher-end vessels such as a PSV in 2014 and bigger capacity vessels, i.e. two 10,930bhp AHTS vessels, expected to be delivered in 2015. Icon also has one AWB scheduled for 2H14, which should contribute to additional revenues given its much higher day rate than the other vessels in Icon's portfolio. We expect average utilization rates for the group to increase from the 87% historical average (84% in FY13) to ~89% in 2014E, 2015E and 2016E. We expect charter rates to remain steady over the next three years in line with company guidance. We estimate a fall in forerunner vessels by 17% y/y in 2014 to M$35MM as SK Line 80, which is one of Icon’s AHTS vessels which was used as a forerunner vessel, is acquired in June 2014. We expect forerunner vessels to contribute less to revenues moving forward, as Icon acquires more of its own vessels, and we have assumed flat y/y growth in the segment for 2015 and 2016. For the own vessels segment in 2014, we expect additional revenue to be driven by the four additional vessels acquired by Icon, but offset slightly by the disposal of one AHT in March 2014. We expect a much stronger growth in 2015 with full year contributions from these four vessels, plus additional contribution from a further two AHTS vessels expected to be delivered in 3Q15 and two AWBs (one of which is expected to be delivered in 1Q15 and another in 3Q15). For 2016, our growth is driven by full year contributions from the four vessels acquired in 2015, plus one additional PSV that the company expects to acquire by 1Q16. Table 23: Revenue in 2011-2016E M$MM Revenue Own vessels AHTS AHT SSV UV PSV AWB FCB Forerunner vessels Third party arrangement Ship management fee Others Revenue growth Own vessels AHTS AHT SSV UV PSV AWB FCB Forerunner vessels Third party arrangement Ship management fee Others



2011 226 197 123 30 31 13



2012 292 251 161 31 38 22



2013 335 276 187 22 40 15 12



23 0 1 6



31 3 0 6 29% 27% 31% 2% 20% 68%



42 4 1 12 15% 10% 16% -29% 7% -30%



38% 902% -60% 10%



34% 21% 75% 103%



2014E 374 325 222 15 39 8 26 13 1 35 4 1 10 12% 18% 19% -32% -3% -46% 118% nm nm -17% 10% 0% -20%



2015E 471 422 256 18 39 8 42 54 5 35 4 1 10 26% 30% 15% 23% 0% 0% 60% 300% 300% 0% 0% 0% 0%



2016E 533 484 275 18 39 8 58 80 5 35 4 1 10 13% 15% 8% 0% 0% 0% 38% 50% 0% 0% 0% 0% 0%



Source: Company; J.P. Morgan estimates
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Table 24: Revenue projection assumptions Year-end Dec Number of OSVs AHTS AHT SSV UV PSV AWB FCB Non-OSV Capacity of OSVs (Bhp/Beds) AHTS (BHP) AHT (BHP) SSV (BHP) UV (BHP) PSV (BHP) AWB (Bed) FCB (Bed) Non-OSV (BHP)



2011 23 12 5 4 2 -



2012 28 15 5 4 3 1



2013 31 20 4 4 2 1 -



2014E 34 21 3 4 2 2 1 1 -



2015E 38 23 3 4 2 2 3 1 -



2016E 39 23 3 4 2 3 3 1 -



67,324 20,820 20,440 6,600 -



83,192 20,820 20,440 10,084 5,444



108,942 16,620 20,440 7,084 6,970 -



114,092 12,620 20,440 7,084 13,940 200 40 -



135,952 12,620 20,440 7,084 13,940 600 40 -



135,952 12,620 20,440 7,084 20,910 600 40 -



323



330



361



356 297 365 365 228 183 91



341 365 365 365 365 243 365



365 365 365 365 335 365 365



89% 91% 65% 93% 70% 90% 85% 85%



89% 92% 65% 93% 70% 90% 85% 85%



89% 93% 65% 93% 70% 90% 85% 85%



1.9 1.9 9,000 5,000 20,000 27,000 5,000



1.9 1.9 9,000 5,000 20,000 27,000 5,000



1.9 1.9 9,000 5,000 20,000 27,000 5,000



Average number of days fleet is available AHTS AHT SSV UV PSV AWB FCB Average utilization rates (%) AHTS AHT SSV UV PSV AWB FCB



88% 92% 81% 79% 100% na na na



87% 95% 72% 91% 74% na na na



Charter rate assumptions AHTS (US$/bhp/day) AHT (US$/bhp/day) SSV (US$/day) UV (US$/day) PSV (US$/day) AWB (US$/ day) FCB (US$/ day)



84% 93% 59% 96% 61% 87% na na



Source: Company reports; J.P. Morgan estimates



Table 25: Historical range of day-rates for Icon’s OSVs 2011 Type of OSV AHTS AHT PSV(1)/SSV UV



USD/BHP 1.50 - 2.53 1.31 - 1.84 1.73 - 2.01 1.35 - 1.98



2012 M$/BHP 4.59 - 7.73 4.00 - 5.63 5.28 - 6.16 4.13 - 6.06



USD/BHP 1.49 - 2.53 1.43 - 2.12 1.71 - 1.96 1.49 - 2.08



Source: Company prospectus. Note: (1) Acquired first PSV in June 2013.
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M$/BHP 4.59 - 7.81 4.42 - 6.56 5.28 - 6.07 4.59 - 6.43



USD/BHP 1.46 - 2.53 1.40 - 1.83 1.68 - 3.60 1.69 - 2.03



M$/BHP 4.59 - 7.97 4.42 - 5.78 5.28 - 11.34 5.33 - 6.41
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Gross profit margin to expand from 51% in 2013 to 55% in 2016E We expect gross profit margins to expand in line with sales growth and driven by higher-margin AWBs kicking in, one in 2H14 and another two in 1Q15 and 3Q15 respectively. AWBs have higher margins due to much higher charter rates as compared to AHTS vessels, and lower crew costs. We have assumed day rates of US$27,000 for Icon’s 200-person AWBs vs a day rate of ~US$10,000 for Icon's ~5,000bhp AHTS vessels. We have also assumed 2-3% lower crew costs for AWBs than for AHTS vessels. We also understand from Icon that a 200-person AWB costs ~US$30MM and is depreciated over 25 years. Figure 33: Gross profit and margins 400 350 300



55% 50%



250 200 150 100 50



114



51%



51%



149



172



2012



2013



53% 258



55% 296



198



0 2011



2014E



Gross profit



2015E



56% 54% 52% 50% 48% 46% 44% 42% 40%



2016E



Margins



Source: Company reports; J.P. Morgan estimates



EBITDA margins to expand from 57% in 2013 to 61% in 2016E We expect margins to expand in line with sales growth due to increased fleet size and increased utilization rates. Figure 34: EBITDA and margins 500 450 400 350 300 250 200 150 100 50 0



60% 57%



57%



59%



61%



167



191



65.0% 60.0%



285 136



61% 327



222



55.0% 50.0% 45.0% 40.0%



2011



2012



2013 EBITDA



2014E



2015E



2016E



Margins



Source: Company reports; J.P. Morgan estimates.
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Two-year net profit CAGR of 28% for 2014-2016E We expect net profit to increase in line with the increase in revenues. We have assumed a significantly lower effective tax rate in 2014 and lower net financing costs. The lower tax rate in 2014E is due to an adjustment following an internal reorganization which entailed the transfer of 16 of Icon’s vessels to newlyincorporated Labuan subsidiaries completed in 4Q13. This was done as Icon wanted to use Labuan as a hub to lease vessels. Figure 35: 2011-2016E net profit M$ in millions, year-end December



200 180 160 140 120 100 80 60 40 20 0



186 159 114 90 65 44



2011



2012



2013



2014E



2015E



2016E



Source: Company reports; J.P. Morgan estimates.



Net gearing to remain comfortable at 43% in 2016E We think net gearing levels will remain comfortable in the next few years, allowing Icon to further acquire high-end OSV vessels if they wanted to. We have, however, not forecasted any additional vessels other than the seven that the company has guided to until 1Q 2016, as we believe that the company's focus will be to secure contracts for all its available vessels. For the acquisition of these additional vessels, the company has guided to a capex of M$342.1MM in 2014 and M$151.2MM in 2015. We estimate a capex of M$160MM in 2016. Figure 36: Net gearing 70%



61%



60%



53%



50%



43%



40% 30% 20% 10% 0% 2014E Source: J.P. Morgan estimates
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Figure 37: Net debt/EBITDA (x) 3.5 3.0



3.0 2.3



2.5



1.8



2.0 1.5 1.0 0.5 0.0 2014E



2015E



2016E



Source: J.P. Morgan estimates



Figure 38: Capex forecasts 0.0 -50.0 -100.0 -150.0 -200.0



-151.2



-160.5



2015E



2016E



-250.0 -300.0 -350.0 -400.0



-342.1 2014E



Source: 2014E and 2015E as guided by company; 2016E J.P. Morgan estimates



Table 26: Icon Offshore: Income statement M$ in millions, year-end Dec Revenue Cost of Sales Gross profit Other income Administrative expenses Other expenses Operating profit Finance costs Profit before tax Tax Profit after tax Non-controlling interests PATMI



2011 226 -112 114 1 -17 0 98 -48 51 -6 44 0 44



2012 292 -143 149 1 -24 0 127 -43 84 -19 65 0 65



2013 335 -163 172 1 -31 0 142 -47 95 -6 90 0 90



2014E 374 -176 198 1 -34 0 165 -49 116 -2 114 0 114



2015E 471 -213 258 2 -45 0 215 -53 162 -3 159 0 159



2016E 533 -237 296 3 -51 0 248 -59 189 -4 186 0 186



Shares outstanding (year-end) EPS (Sen)-Based on year end shares (continuing ops) DPS (Sen) Dividend Payout (%) Dividends EBITDA EBITDA Margin Operating Margin (%) Depreciation



955 4.7



955 6.8



955 9.4



1,177 9.7



1,177 13.5



1,177 15.8



0.00 0% 0 136 60.1% 43.5% -38



0.00 0% 0 167 57.2% 43.4% -40



0.00 0% 0 191 57.0% 42.4% -49



1.94 20% 23 222 59.4% 44.2% -57



2.71 20% 32 285 60.5% 45.7% -70



3.15 20% 37 327 61.3% 46.5% -79



Source: Company reports; J.P. Morgan estimates.
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Table 27: Icon Offshore: Segmental analysis M$ in millions, year-end Dec Revenues Charter hire: - Own vessels - Forerunner vessels Third party arrangement Ship management fee Others



2011 226 220 197 23 0 1 6



2012 292 282 251 31 3 0 6



2013 335 318 276 42 4 1 12



2014E 374 360 325 35 4 1 10



2015E 471 457 422 35 4 1 10



2016E 533 519 484 35 4 1 10



Revenues OSVs AWBs only Fore-runners Others



226 197 0 23 7



292 251 0 31 10



335 276 0 42 17



374 311 13 35 15



471 368 54 35 15



533 403 80 35 15



Gross profit* OSVs & Others AWBs only Fore-runners



114 108 0 6



149 146 0 3



172 167 0 5



198 186 8 4



258 221 33 4



296 242 50 4



Gross profit margin OSVs & Others AWBs only Fore-runners



50% 53% na 27%



51% 56% na 11%



51% 57% na 12%



53% 57% 62% 12%



55% 58% 62% 12%



55% 58% 62% 12%



Source: Company reports; J.P. Morgan estimates. *Gross profit split estimated for 2011-2013 as per J.P. Morgan estimates



Table 28: Icon Offshore: Balance sheet M$ in millions, year-end Dec Property, plant and equipment Intangible assets (goodwill) Deferred tax assets Non-current assets



2012 1037 215 0 1252



2013 1204 196 41 1440



2014E 1446 196 41 1683



2015E 1527 196 41 1764



2016E 1609 196 41 1845



Inventories Trade and other receivables Tax recoverable Cash and bank balances Total current assets Assets held for sale TOTAL ASSETS



0 122 0 54 176 40 1468



1 87 0 47 135 0 1576



2 111 0 335 448 0 2131



3 139 0 471 613 0 2377



3 157 0 644 804 0 2649



Trade and other payables Borrowings Deferred tax liabilities Total non-current liabilities



4 652 63 719



2 701 2 704



2 877 2 881



2 990 2 995



2 1111 2 1115



Trade and other payables Amounts due to holding companies Borrowings Taxation Total current liabilities TOTAL LIABILITIES



57 44 145 0 246 965



34 53 167 3 256 961



33 0 123 3 159 1040



38 0 123 3 164 1158



41 0 123 3 167 1282



Share capital Share premium Retained earnings TOTAL EQUITY TOTAL LIABILITIES & EQUITY



258 0 8 266 1468



258 0 122 379 1576



589 290 213 1091 2131



589 290 340 1218 2377



589 290 489 1367 2649



Source: Company reports, J.P. Morgan estimates.
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Table 29: Icon Offshore: Cash flow statement M$ in millions, year-end Dec Reported PBT Depreciation and amortisation Impairment of PPE Interest expenses Interest income Other adjustments Operating CF before WC changes



2013 18 68 47 58 0 4 194



2014E 116 57 0 49 -1 0 222



2015E 162 70 0 53 -2 0 284



2016E 189 79 0 59 -2 0 325



Inventories Receivables Payables Tax paid Net cash from operating activities



-1 33 -30 -3 192



-1 -24 -1 -2 193



-1 -28 5 -3 257



0 -18 3 -4 306



Purchase of PPE Proceeds from disposal of assets held for sale Proceeds from disposal of PPE Acquisition of subsidiaries Investing cash flow



-275 39 21 0 -215



-342 0 43 0 -299



-151 0 0 0 -151



-161 0 0 0 -161



12



0



0



0



215



133



113



120



0 0 -12 -147 -4



1 385 0 0 -53



2 0 0 0 0



2 0 0 0 0



-50 0 0 16



-49 -23 0 394



-53 -32 0 30



-59 -37 0 27



-7



288



136



172



Advances from immediate and intermediate holding company Drawdown of borrowings (net of transaction cost) Interest received Proceeds from issuance of ordinary shares Repayments of RCCPS Repayments of borrowings Repayments of amounts due to intermediate holding company Interest paid Dividends paid Other financing items Financing cash flow Net change in cash



2011



2012



Source: Company reports, J.P. Morgan estimates.



25



Ajay Mirchandani (65) 6882-2419 [email protected]



Asia Pacific Equity Research 08 August 2014



Table 30: Icon Offshore: Ratio analysis Year-end Dec Margins (%) Gross Margin (pre depreciation) Gross Margin EBITDA margins EBIT margins PBT margins PAT margins PATMI margins



2011



2012



2013



2014E



2015E



2016E



67% 50% 60% 43% 22% 20% 20%



65% 51% 57% 43% 29% 22% 22%



66% 51% 57% 42% 28% 27% 27%



68% 53% 59% 44% 31% 30% 30%



70% 55% 61% 46% 34% 34% 34%



70% 55% 61% 47% 36% 35% 35%



29% 31% 23% 29% 65% 46% 46%



15% 15% 14% 12% 14% 38% 38%



12% 15% 16% 17% 22% 27% 27%



26% 30% 28% 30% 40% 40% 40%



13% 15% 15% 15% 17% 17% 17%



5%



7% 12%



5% 10%



7% 10%



7% 10%



10% 24% 24%



11% 28% 28%



8% 16% 16%



9% 14% 14%



9% 14% 14%



1,468



1,576 1,522 1,251 1,308 379 323 379 323 379 323 1,084 1,153 1,247 1,155



2,131 1,853 2,095 1,673 1,091 735 1,091 735 1,091 735 1,972 1,528 2,091 1,669



2,377 2,254 2,336 2,216 1,218 1,155 1,218 1,155 1,218 1,155 2,213 2,093 2,332 2,212



2,649 2,513 2,606 2,471 1,367 1,293 1,367 1,293 1,367 1,293 2,482 2,348 2,601 2,467



280% 4.5 5.9 3.9 3.0 300%



216% 4.3 5.8 4.1 3.1 229%



61% 3.0 4.0 4.5 3.4 92%



53% 2.3 3.0 5.4 4.1 91%



43% 1.8 2.4 5.6 4.2 90%



Liquidity Ratios Current ratio (x) Quick Ratio (x)



0.7 0.7



0.3 0.3



2.8 2.8



3.7 3.7



4.8 4.8



No. of Days / Turnover ratios Trade Receivables - No of days Inventories - No. of days Payables - No. of days Working Capital Cycle Receivables Turnover Inventory Turnover Payables Turnover



147 1 109 39 2 303 3



75 3 42 36 5 118 9



85 5 35 55 4 73 10



85 5 35 55 4 73 10



85 5 35 55 4 73 10



22% 0.2 5.5 24.4%



27% 0.2 4.7 27.8%



30% 0.2 2.5 15.5%



34% 0.2 2.0 13.8%



35% 0.2 1.9 14.4%



6.5% 9.0%



6.9% 9.0%



9.2% 12.0%



11.2% 14.3%



Growth (%) Revenue Gross profit EBITDA EBIT Pre-tax profit Net profit (continued ops) PATMI Profitability Ratios RoA (%) - PAT / (Total Assets-CL (ex Bank Debt)) RoCE (%) -- (NOPAT(incl. income from Associates)/ Avg. CE RoIC (%) -- (NOPAT)/ Total Capital (year ending) ROE (%) - total ROE (%) - attributable Total assets (RM million) Average total assets (RM million) Total assets -CL (ex-Bank Debt) Avg. Total assets -CL (ex-Bank Debt) Net assets (RM million) Average net assets (RM million) Total equity (RM million) Average total equity (RM million) Attributable equity (RM million) Average attributable equity (RM million) Capital Employed Avg. Capital Employed Invested Capital (RM million) Average invested capital (RM million)



1,366 266 266 266 1,221 1,063



Leverage Ratios Net debt/equity (%) Net Debt/EBITDA Net Debt/EBIT EBITDA / Interest expense (x) EBIT / Interest expense (x) Total debt/equity (%)



Du-Pont Decomposition Net profit margin Sales/Assets Assets/Equity ROE (Du-pont) Operating Cash Flow / EV Operating Cash Flow / Market Cap Source: Company reports; J.P. Morgan estimates 26
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Group History: Icon Offshore was incorporated as a private limited company on 30 March 2012 under the name Kota Bayu Ekuiti Sdn Bhd and was converted into a public limited company on 12 July 2012 and assumed its present name on 25 October 2012 The group was formed as a result of a strategic consolidation of two groups of pure-play OSV companies within Ekuinas’ portfolio, namely ICON Ship (formerly Tanjung Kapal Services Sdn Bhd) and the ICON Fleet Group (formerly Omni Petromaritime Sdn Bhd group of companies). ICON Ship was the offshore marine arm of Tanjung Offshore, which commenced its OSV operations as an agent and third-party charterer but took delivery of its first two vessels in 2005. The ICON Fleet group was headed by Dr. Jamal bin Yusof who ventured into the OSV business through OMNI Power which he co-founded in 2006 with the acquisition of its first vessel. The merger of the two companies was completed on 19 November 2012 As a result of the strategic consolidation, Icon undertook a business plan review leading it to divest its non-OSV, lower spec and older OSVs Figure 39: Revenues by customer base Others, 94.8, 28%



Icon Offshore: Company Description Malaysia’s largest pure-play OSV player Icon is the largest pure-play OSV player in Malaysia and one of the largest in Southeast Asia in terms of number of vessels, according to Icon’s prospectus. Icon charters its vessels on a time-charter basis but also charter-in third party vessels as forerunner in instances where it has insufficient vessels and the client agrees for the forerunner vessel to temporarily service the contract. The company also provides ship management services to third-party vessel owners, which includes maintenance services, crew management, arranging and supervising drydocking and arranging for necessary supplies such as spares or lubricating oil. As at LPD (30 April 2014), Icon has 32 vessels available for charter, comprising 30 owned vessels and two vessels on bareboat charters (one AHTS, SK Line 80 and one AWB, SK Line 600), which Icon expects to acquire by June 2014. SK Line 80 is currently being used as a forerunner vessel for one of Petronas Carigali’s contracts expected to end 31 Dec 2018 (including optional period), while SK Line 600 is available for charter. The company currently has another six vessels under construction and is in final negotiations to have another one vessel constructed with delivery due in 1Q16. By 1Q16, the company expects to have a fleet of 39 vessels. As at LPD, Icon has an order book of M$700MM (including optional extension contracts worth M$197.8MM). According to Icon, 20 vessels of its available fleet for charter are under long-term charters (duration of 12 months or longer, including optional extensions), with an average duration of ~4.4 years. The company also has a relatively young fleet with an average age of ~5.0 years, which is lower than the Southeast Asia industry average of 11.2 years, according to Icon. As at LPD, the company’s average ages of its AHT/AHTSs and PSV/SSVs are ~4.8 years and ~6.2 years respectively, lower than the Southeast Asia industry average of 7.3 years for AHT/AHTSs and 17.0 years for PSV/SSVs, according to the Icon’s prospectus. Although the company's principal market is in Malaysia (92% of FY13 revenues), it also has vessels currently operating in Thailand and Qatar. Historically, its vessels have operated in Vietnam, Indonesia, Egypt, Iraq, the UAE, India, Myanmar, Saudi Arabia and Australia. Icon is licensed by Petronas to provide OSV services, allowing it to participate in all tender calls and quotation requests issued by Petronas Carigali and other PSC contractors. With all its vessels being Malaysia-flagged, the company benefits from the stringent Malaysian cabotage rules. Icon is also very dependent on Petronas as its end customer with ~72% of their FY13 revenues coming just from Petronas. Icon also has a joint venture agreement with FOB SWATH, an affiliate of Odfjell, a Norwegian based company to operate ICON-FOB which will commission ship builders for the construction of fast crew boats (FCBs) and thereafter lease the FCBs, which are equipped with proprietary technology that enables them to travel at faster speeds as well as enable crew transfers between the boat and offshore platforms. Icon currently has one FCB under construction with expected delivery in 4Q 2014. Table 31: Current fleet composition and planned newbuilds



Petronas , 240.1, 72% Total revenues: RM334.9mn Source: Company



Current fleet Newbuilds under construction or in final negotiations to be constructed Average age (years) Specifications



AHT/AHTS 24



SSV 4



UV 2



PSV 1



AWB 1



FCB -



2



-



-



2



2



1



4.8



7.5



7.5



BHP: 5,110



BHP: 3,500



1.0 Accommodatio n capacity: 200



-



BHP: 3,200 to 8,000



1.0 DWT: 3,500 tonnes Accommodation capacity: 60



Passenger capacity: 40



Source: Company prospectus
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Table 32: Icon Offshore OSV fleet No



Vessel



Type



Year built



Date of acquisition



DP equipped



Current location



BHP



DWT



LOA (m)



On hire



1



Icon Azra



AHTS



2012



2Q 2013



DP1



Malaysia



5150



1374



59



Yes



2



Icon Ikhlas



AHTS



2012



3Q 2013



DP2



Malaysia



5150



1340



59



Yes



3



Icon Samudera



AHTS



2012



2Q 2013



DP1



Malaysia



5150



1374



59



Yes



4



Icon Sophia



AHTS



2013



4Q 2013



DP1



Malaysia



5150



1340



59



5



SK Line 77



AHTS



2012



3Q 2013



DP2



Malaysia



5150



1340



6



Omni Marissa



AHTS



2010



2Q 2012



DP1



Malaysia



5220



7



Omni Stella



AHTS



2010



1Q 2012



DP1



Malaysia



8



Tanjung Biru 1



AHTS



2009



4Q 2009



NA



9



Tanjung Biru 2



AHTS



2009



4Q 2009



10



Omni Victory



AHTS



2009



11



Tanjung Puteri 1



AHTS



12



Tanjung Puteri 2



13



Charter start date



Charter duration (including option to extend)



Expected end date



Customer



1-Jan-13



5+1 years



31-Dec-18



Petronas Carigali



NBV as at 31 Dec 2013 (M$’000) 38,197



31-Dec-13



19+12 months



31-Jul-16



Petrofac PM304



42,545



1-Jan-13



5+1 years



31-Dec-18



Petronas Carigali



37,250



Yes



21-Jan-14



19 months + 1 year



20-Aug-16



Petrofac PM304



40,020



59



Yes



2-Aug-13



6 months + 115 days



27-May-14



Sarawak/Sabah Shell



42,556



1740



60



Yes



6-Jun-12



1+1 years



5-Jun-14



Petronas Carigali



38,807



5220



1300



61



Yes



20-Jan-13



5+1 years



19-Jan-18



Petronas Carigali



44,970



Malaysia



5220



1601



60



Yes



12-Mar-14



3+1 months



11-Jul-14



Petrofac PM304



39,931



NA



Malaysia



5220



1601



60



Yes



26-Nov-09



3+1+1 years



25-Nov-14



Petronas Carigali



39,930



1Q 2011



DP2



Malaysia



8000



2524



67



Yes



26-Apr-14



120 days per year, for 3 years



25-Apr-17



TLO



60,194



2008



3Q 2008



NA



Malaysia



5444



1650



60



Yes



8-Jun-13



1+1 years



7-Jun-15



Petronas Carigali



37,101



AHTS



2008



3Q 2008



NA



Malaysia



5444



1650



60



Yes



20-Aug-13



1+1 years



19-Aug-15



ExxonMobil Malaysia



37,355



Omni Tigris



AHTS



2008



1Q 2010



DP1



Qatar



5220



1730



61



Yes



17-Jan-11



5+5 years(1)



31-Dec-14



Maersk



44,393



14



Tanjung Dahan 1



AHTS



2007



1Q 2010



NA



Malaysia



5444



1790



60



Yes



20-Apr-14



90+30 days



19-Aug-14



Petra Energy



37,908



15



Tanjung Dahan 2



AHTS



2007



2Q 2010



NA



Malaysia



5444



1790



60



Yes



23-Jun-10



5+1+1 years



22-Jun-17



Petronas Carigali



38,038



16



Tanjung Dawai



AHTS



2007



4Q 2007



NA



Malaysia



5444



1650



59



Yes



11-Nov-13



6+2 months



10-Jul-14



Sarawak/Sabah Shell



31,202



17



Tanjung Sari



AHTS



2009



4Q 2009



NA



Malaysia



5444



1593



60



Yes



1-Jan-13



5+1 years



31-Dec-18



Petronas Carigali



38,979



18



Tanjung Huma



AHTS



2005



1Q 2012



NA



Malaysia



5428



1650



60



Yes



1-Jan-13



5+1 years



31-Dec-18



Petronas Carigali



28,522



19



Omni Gagah



AHTS



2003



3Q 2010



NA



Malaysia



5500



3961



59



No



22-Apr-14



120 days per year, for 3 years



21-Apr-17



TLO



19,578



20



Omni Perkasa



AHTS



2003



4Q 2010



NA



Malaysia



5500



1396



59



Yes



22-Jun-12



3+1 years



21-Jun-16



Petronas Carigali



20,868



21



Omni Emery 1



AHT



2008



1Q 2009



NA



Malaysia



4200



671



48



No



15-Mar-14



120 days per year, for 3 years



14-Mar-17



TLO



16,812



22



Omni Anteia



AHT



2008



1Q 2009



NA



Malaysia



5220



857



49



No



2-Mar-14



120 days per year, for 3 years



1-Mar-17



TLO



17,495



23



Omni Akira



AHT



2006



3Q 2007



NA



Malaysia



3200



330



37



No



3+1 years



31-Dec-18



Hess



24



Tanjung Piai 1



PSV



2011



2Q 2013



DP2



Malaysia



6970



3500



77



Yes



To be determined(2) 15-Dec-13



3+2 months



14-May-14



Sarawak/Sabah Shell



102,424



25



Tanjung Pinang 1



SSV



2006



3Q 2006



NA



Malaysia



5110



1650



60



Yes



15-Jan-14



180+180 days



10-Jan-15



Newfield Peninsula



33,518



26



Tanjung Pinang 2



SSV



2006



4Q 2006



NA



Malaysia



5110



1650



60



Yes



1-Jan-13



5+1 years



31-Dec-18



Petronas Carigali



33,533



27



Tanjung Pinang 3



SSV



2006



1Q 2007



NA



Malaysia



5110



1650



60



Yes



5-Jul-11



3+1+1 years



4-Jul-16



Petronas Carigali



22,660



28



Tanjung Pinang 4



SSV



2006



2Q 2007



NA



Malaysia



5110



1650



60



Yes



1-Jan-13



5+1 years



31-Dec-18



Petronas Carigali



33,602



29



Tanjung Gaya



UV



2008



4Q 2008



NA



Thailand



3600



908



49



Yes



16-Oct-10



3+1+1 years



15-Oct-15



CPOC



19,242



30



Tanjung Manis(3)



UV



2005



1Q 2012



NA



Malaysia



3484



750



45



Yes



27-Apr-14



120 days per year, for 3 years



26-Apr-17



TLO



7,197



31



SK Line 80



AHTS



2012



Bareboat



DP1



Malaysia



5150



1340



59



Yes



1-Jan-13



5+1 years



31-Dec-18



Petronas Carigali



N/A



32



SK Line 600



AWB



2013



Bareboat



DP2



Malaysia



5500



3500



78



No



N/A



Available for charter



N/A



N/A



N/A



8,228



Source: Company prospectus. Note (1) Entered into an agreement with Maersk to terminate the contract effective 31 Dec 2014; (2) Letter of award received on 30 April 2014; (3) Icon has received an offer and are currently in negotiations for the potential disposal of the vessel. As at LPD (30 April 2014), the company has yet to enter into any agreement to effect the disposal.
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Figure 45: Icon’s exposure within the offshore O&G chain



Figure 40: Revenue breakdown by geography (FY2013) Others (Thailan d, Qatar and Vietnam) , 28, 8%



Malaysia , 307, 92% Source: Company



Figure 41: Firm vs optional contracts M$ Million Option, 197.8, 28%



Firm, 502.4, 72%



Total: RM700.1 mn



Source: Company prospectus. Note: (1)Front-end engineering and design



Figure 46: Icon geographical presence



Source: Company.



Figure 42: Long term vs spot vs 3rd party contracts M$ Million Spot, 62.3, 9%



3rd party, 7.0, 1%



Total: RM700.1mn



Long term, 630.8, 90%



Source: Company



Figure 43: Orderbook by contract tenure M$ Million 1 to 3 years, 73.5, 10%






Source: Company prospectus



Total: RM700.1mn



>3 years, 564.6, 81%



Source: Company
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Table 34: Orderbook Firm contract period Owned vessels AHT



Contract period 120 days to 3 years



AHTS(1)



1 month to 5 years



SSV



180 days to 5 years



PSV/UV



90 days to 3 years



Contract expiry Between 2014 and 2018 Between 2014 and 2018 Between 2014 and 2018 2014



Subtotal Third party vessels



Optional extension period



Remaining contract sum 31,767



Option period



371,099



1 month to 5 years



134152



85,471



180 days to 1 year



47239



10,246



60 days to 2 years



7250



120 days to 1 year



Potential contract sum 5840



498,583 3 years



2015



Total



194,481



3767(2)



1 year



3285



502,350



197,766



Source: Company prospectus. Note: (1) Includes contract for one AHTS which we operate on a bareboat charter and expect to acquire by early June 2014 (2) Represents the contract sum net of the charter-in cost, which will be recognised as revenue.



Table 35: Age profile of existing fleet Type



0 to 3 years



>3 to 6 years



>6 to 9 years



>9 to 12 years



Total



AHT/AHTS



8



11



3



2



24



SSV



-



-



4



-



4



UV



-



1



1



-



2



PSV



1



-



-



-



1



No of vessels



AWB



1



-



-



-



1



Total



10



12



8



2



32



Source: Company prospectus
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Equity raising overview Icon’s IPO of up to 510,767,000 shares, representing ~43.39% of the enlarged issue and paid-up share capital of the company, comprises the offer for sale of up to 289,022,000 offer shares and the public issue of 221,745,000 shares. The shares are issued under an institutional offering and a retail offering. Institutional offering Offering of up to 460,148,000 IPO shares (comprising up to 289,022,000 offer shares and 171,126,000 issue shares) at the institutional price, representing up to ~39.09% of Icon’s enlarged issued and paid-up share capital, which will be allocated in the following manner: (i)



up to 324,772,000 IPO shares to the following persons:(a) Malaysian institutional and selected investors (other than Bumiputera investors approved by the MITI); and (b) foreign institutional and selected investors outside the United States in reliance on Regulation S; and



(ii)



135,376,000 issue shares to Bumiputera investors approved by the MITI



Retail offering Offering of 50,619,000 issue shares at the Retail Price, representing approximately 4.30% of Icon’s enlarged issued and paid-up share capital in the following manner: (i)



35,316,000 issue shares for application by the Malaysian public via balloting, of which 23,544,000 issue shares have been set aside for application by Bumiputera citizens, companies, co-operatives, societies and institutions; and



(ii)



15,303,000 issue shares reserved for application by Eligible Persons.



Icon expects to use the proceeds from its public issue of M$410.23MM mainly for vessel fleet expansion and repayment of bank borrowings, of which it plans to spend M$166.2MM and M$124MM respectively. The rest will be used as repayment of advances from Hallmark, working capital and listing expenses. Proceeds from the offer for sale of M$534.69MM will accrue entirely to the selling shareholders. Additionally, Hallmark one of the selling shareholders, may grant an over-allotment option to the stabilizing manager and may appoint the stabilizing manager to undertake any price stabilization actions. The stabilizing manager may at its absolute discretion, over-allot Icon’s shares and subsequently effect transactions to stabilize or maintain the market price of Icon's shares at levels that might not otherwise prevail in the open market. If granted, the over-allotment option will be exercisable in whole or in part by the stabilizing manager on one or more occasions by giving written notice to Hallmark at any time, within 30 days of Icon's listing to purchase from Hallmark up to an aggregate of 76,615,000 shares, representing approximately 15% of the total number of IPO shares offered at the institutional price for each share. Subject to an overallotment, the stabilizing manager will enter into a share lending agreement with Hallmark to borrow up to an aggregate of 76,615,000 shares. Any shares that are borrowed by the stabilizing manager under the share lending agreement will be returned by the stabilizing manager to Hallmark either through the purchase of Icon shares in the open market as a result of the stabilizing manager conducting 31
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stabilization activities or through the exercise of the over-allotment option by the stabilizing manager, or both. The exercise of the over-allotment option will not increase the total number of Icon shares issued. Including the over-allotment, Icon’s primary offering, which is the public issue of shares, is 221,745,000 and the secondary offering is 365,637,000 shares, which represents 37.8% and 62.2% respectively of Icon’s total shares issued and on offer. Table 36: Primary / Secondary split (including over-allotment) Primary offering - Public issue Secondary offering - Offer shares - Over-allotment of shares Total shares (including over-allotment)



Total no of shares 221,745,000 365,637,000 289,022,000 76,615,000 587,382,000



% of shares 37.8% 62.2% 100.0%



Source: Company



Table 37: Details of utilization of primary proceeds from IPO Details of utilization Expansion of vessel fleet Repayment of bank borrowings Repayment of advances from Hallmark Working capital Estimated listing expenses Total



Estimated timeframe for utilization from listing date Within 24 months Within 12 months Within 6 months Within 24 months Within 6 months



M$ MM



%



166.2 124.0 54.5 42.6 23.0 410.2



40.5% 30.2% 13.3% 10.4% 5.6% 100.0%



Source: Company



*Note that only 32.94MM shares were exercised via the overallotment option post IPO, which diluted Ekuinas stake from 88.1% pre IPO to 47.5% post IPO and 44.7% post overallotment option.



32



Ajay Mirchandani (65) 6882-2419 [email protected]



Asia Pacific Equity Research 08 August 2014



Fleet development program Icon has six new vessels currently under construction, which involves two AHTS vessels, two AWBs, one PSV and one FCB and is in final negotiations to have one PSV constructed



Focusing on higher-end vessels for flexibility to work in deeper waters; strategic addition of higher-margin AWBs to capitalize on brownfield opportunities As part of Icon’s fleet expansion plan, the company has six new vessels currently under construction; it has commissioned international ship builders such as Guangzhou Shunhai Pte. Ltd, Labuan Shipyard & Engineering Sdn. Bhd and Grade One Marine Shipyard Sdn. Bhd. to build these vessels. It is also in final negotiations to have one PSV constructed. According to Icon, its fleet expansion program is focused on the construction of larger vessels which are better equipped to operate in deeper water and adverse weather conditions. Newer vessels with deepwater capabilities will give Icon the flexibility to secure deepwater contracts and command better charter rates.



Icon’s strategic addition of two 10,930bhp AHTS vessels and two PSVs will allow it to penetrate into deeper waters. Additionally, its addition of its first AWB in 2H14 will enable it to capture brownfield and EOR opportunities



In line with its fleet renewal program as well, Icon has disposed of a six-year-old AHT, Omni Solaris in March 2014, and its expansion plan includes two bigger capacity AHTS vessels of 10,930bhp, expected to be delivered in 3Q15, vs the fleet’s average AHTS capacity of ~5,450bhp. The two new AHTS vessels will be able to operate in deeper waters, allowing Icon to meet any deepwater requirements within Malaysia or outside of Malaysia, while securing higher charter rates for these vessels. Additionally, Icon's strategic addition of two AWBs by 1Q15 and 3Q15 respectively will allow Icon to capture growth opportunities in the brownfield maintenance and EOR segments. The new AWBs will have a capacity of 3,500 DWT and are equipped with a DP2 system that will be suitable for use for new jack-up rigs and will be able to provide accommodation of up to 200 passengers. Icon’s new PSVs to be delivered in 4Q14 and 1Q16 respectively will be of similar specifications to its existing PSV Tanjung Piai 1, which has a capacity of 3,500 DWT and is the first Malaysian-constructed and Malaysia-flagged diesel electric PSV. These PSVs are capable of working in deepwater conditions and serve various types of drilling rigs and platforms, and are equipped with a DP2 system enabling them to accurately maneuver and operate in adverse weather conditions. Figure 47: Icon Offshore fleet development 45 40 35 30 25 20 15 10 5 0



32 1 1 2 4



1



1



24



LPD



34 1 1 2 2 4



2



2



FCB AHT/AHTS



FY2014 SSV



39 1



26



24



PSV



38 1 3 2 2 4



AHTS UV



PSV



AWB AWB



FY2015



1 3 3 2 4



26



PSV



1Q2016



FCB



Source: Company prospectus
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Table 38: Newbuilds No



Type



1 2 3 4 5 6 7



FCB PSV AWB AWB AHTS AHTS PSV



Expected delivery 4Q14 4Q14 1Q15 3Q15 3Q15 3Q15 1Q16



DP Equipped NA DP2 DP2 DP2 DP2 DP2 DP2



Horse Power (BHP) NA NA NA NA 10,930 10,930 NA



DWT



LOA



NA 3,500 3,500 3,500 NA NA 3,500



30m 77m 78m 82m 70m 70m 77m



Accommodation passenger capacity 40 60 200 200 NA NA 60



Source: Company. Note (1) Vessels 1-6 are currently under construction whilst vessel 7 is currently under final negotiations to be constructed.



Figure 48: Icon’s fleet growth since inception 45



38



40 32



35



34



28



30 25 20



22



23



2010



2011



16



15



8



10 5



39



2



3



2005



2006



11



0 2007



2008



2009



2012



LPD



2014



2015 1Q 2016



Source: Company. Note: (1) LPD is as at 30 April 2014, including one AHTS on a bareboat charter to Icon which Icon expects to acquire by early June 2014 and one AWB on a bareboat charter to Icon which Icon expects to acquire by end June 2014. This chart assumes no disposals.



For the fleet expansion program, the company expects to incur capital expenditure of M$330.3MM and M$130.7MM for the years ending 31 Dec 2014 and 2015 respectively, primarily related to the purchase/construction of vessels through its shipbuilding program based on progress payment commitments. The company anticipates that capex for 2014 and 2015 will be financed via a combination of both existing and new borrowings from financial institutions, expected cash flows from operations, and proceeds from its Public Issue.



34



Asia Pacific Equity Research 08 August 2014



Ajay Mirchandani (65) 6882-2419 [email protected]



Benchmarking Icon vs its peers Icon benefits from being the largest pure-play OSV firm in Malaysia and one of the largest in Southeast Asia. In terms of Malaysia pure-play OSV providers, Icon’s only two other competitors are Jasa Merin and Perdana Petroleum, which only have 17 and 13 vessels, respectively, vs. Icon’s 32 vessels currently. CH Offshore (CHO) in Singapore is another pure-play OSV firm but has only 15 vessels. According to Icon’s prospectus, Icon’s market share of the Malaysian OSV industry is 14% (16% AHT/AHTSs and 9% PSV/SSVs) based on the number of operational vessels in Malaysia in 2013. Alam Maritim accounts for nearly 12% of the market share (9% AHT/AHTS, 17% PSV/SSV), while Jasa Merin and Ezra each have 9% (~10% AHT/AHTS, 6% PSV/SSV). Bumi Armada is also a major operator with nearly 8% market share (5% AHT/AHTS, 15% PSV/SSV). Despite being active operators in Southeast Asia, POSH and Pacific Radiance currently have no AHTS or PSV/SSV vessels operating in Malaysian waters.



According to Icon’s prospectus, Icon’s market share in the Malaysian OSV industry in 2013 was 14%, based on the number of operational vessels. Alam has a 12% market share while Jasa Merin and Ezra have 9% each.



Table 39: Competitive landscape of Southeast Asia OSV firms No of vessels Total fleet ICON 32 Core peers Malaysian OSV Bumi Armada 61 Perisai 9 Alam Maritim 38 Perdana 13 Jasa Merin 17 Average 27.6 Singapore OSV PA Jaya CHO Ezra POSH Miclyn Average Others Gulf Marine Average



AHT/AHTS(1) 25



PSV/SSV(1) 5



Fleet age AHT/AHTS 4.9



PSV/SSV 6.2



Avg. AHT/AHTS BHP 5,237



Avg PSV/SSVs DWT 1,650



19 5 16 8 14 12.4



25 0 12 0 3 8



6.3 8.5 6.2 5 4.1 6.0



6.7 N/A 8 N/A 8 7.6



5,116 7,796 4,750 9,635 7,700 6,999



3,300 N/A 750 N/A 1,600 1,883



62 28 15 55 110 22 48.7



10 20 15 31 34 11 20.2



4 2 0 8 10 3 4.5



4.2 4.3 8 4.5 5.4 5.6 5.3



3.9 1 N/A 4.5 3 0.5 2.6



6,763 7,298 8,462 8,000 10,021 5,681 7,704



3,683 5,344 N/A 3,175 3,107 2,000 3,462



16 16



12 12



4 4



8 8



16 16



8950 8950



2200 2200



Source: Company prospectus. Market data as of 23 May 2014



Icon has the highest utilization rates in the region at 84% vs the peer average of ~80%. It also has the highest EBITDA margin in the region at 57% vs the peer average of ~41%



In addition to having a large fleet of OSV vessels, Icon has one of the highest utilization rates in the region at 84.4% (FY2013), vs the peer average of ~80%, and the highest margins in the region, with an EBITDA margin of 57% vs the peer average of ~41%. This is due to its young fleet of ~5.0 years vs the industry average of 11.2 years which allows it to command better day rates and higher utilization levels. Additionally, Icon is able to enjoy higher profit margins than the majority of its foreign competitors or foreign-flagged vessels due to the barriers to entry in Malaysia, including the need for Petronas licensing and favorable cabotage laws which ensures a market share for domestic companies. Icon also has relationships with shipyards across Southeast Asia, including Muhibbah, MMHE, Coastal Contracts, and Nam Cheong, which allows it to obtain favorable prices and access to yard space even during periods of high demand so as to avoid fleet planning and scheduling disruptions.



35



Asia Pacific Equity Research 08 August 2014



Ajay Mirchandani (65) 6882-2419 [email protected]



Figure 49: Peer group no. of operational vessels (as at 31 Dec 2013) Figure 50: Average age of AHT/AHTS fleet as at 31 Dec 2013 12
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Source: Company.*Data sourced from the various companies in the peer group mentioned.



Figure 51: Average age of PSV/SSV fleet as at 31 Dec 2013 20 18 16 14 12 10 8 6 4 2 0



17.0



18.0



Source: Company.*Data sourced from the various companies mentioned above.



Figure 52: Peer group OSV fleet utilization (as at 31 Dec 2013) 100%
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Source: Company. *Data sourced from the various companies in the peer group mentioned.



Source: Company.*Data sourced from the various companies mentioned above.



Figure 53: AHT/AHTS' average utilization rates for 2013 100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
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Source: Company.*Data sourced from the various companies in the peer group mentioned.
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Figure 54: PSV/SSV’s average utilization rates for 2013 100% 90% 80% 70% 60% 50% 40% 30% 20% 10% 0%
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Source: Company.*Data sourced from the various companies in the peer group mentioned.
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Figure 55: Malaysian OSV peer group EBITDA margins (FYE 31 Dec 2013) 57.0% 56.5%



50.0%



Figure 56: Southeast Asian OSV firms' EBITDA margins (FYE 31 Dec 2013) 70%



Peer average: 46.3% 41.9% 40.9%



57% 57% 56%



60%



42% 40%



50%



40.0%



40% 30%



30.0% 20.0%



Average: 41% 37% 35% 19%



20%



19.0%



Source: Company.*Data sourced from the various companies mentioned above.
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Source: Company. .*Data sourced from the various companies mentioned above. EBITDA margins for Wintermar is for the group (breakdown for own vessels not given), note that chartered vessels represent 42% of group’s revenue and has much lower margins as compared to own vessels. EBITDA margins for POSH is only for the OSV business.



Figure 57: Utilization vs. adjusted EBITDA margin (FYE 31 Dec 2013) 70.0%
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Utilization rates Source: Company. *Data sourced from the various companies mentioned above. EBITDA margins for Wintermar is for the group (breakdown for own vessels not given), note that chartered vessels represent 42% of group’s revenue and has much lower margins as compared to own vessels. EBITDA margins for POSH is only for the OSV business.



Figure 58: Fleet size vs. EBITDA margin (FYE 31 Dec 2013) 60.0%
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Source: Company. *Data sourced from the various companies mentioned above. EBITDA margins for Wintermar is for the group (breakdown for own vessels not given), note that chartered vessels represent 42% of group’s revenue and has much lower margins as compared to own vessels. EBITDA margins for POSH is only for the OSV business.
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AHTS Demand and supply dynamics Figure 59: No of AHTS units in Malaysia 140 120 100 80 60 40 20
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Source: Icon prospectus



Figure 60: No of AHTS units in Malaysia (2013) by BHP 12,001 to 16,000 bhp, 7, 6% 8,000 to 12,000 bhp, 22, 17%
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As at end-2013, according to Icon’s prospectus, there were a total of 128 AHTSs operating within Malaysian waters. The fleet has grown considerably from only eight vessels a decade ago. The Malaysian AHTS sector is weighted towards vessels with power output of less than 8,000bhp. A total of 82 vessels, or 64% of the fleet, have a capacity of 
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Demand for AHTS vessels in Malaysia is also driven by the domestic cabotage rules which favor Malaysia-flagged vessels. According to Icon, of the 128 AHTSs operating within Malaysian waters at the end of 2013, a total of 72, or 56%, fly the domestic flag, while a further 36 fly the Singapore flag. The Malaysia-flagged vessels tend to be smaller in size, with only two Malaysia-flagged vessels having capacity in excess of 12,000bhp. According to Icon’s prospectus, a peak of 115 vessels will be required between 2015 and 2019. On current demand, there is a shortfall of 59 Malaysia-flagged vessels. Table 40: AHT/AHTS demand in Malaysia



Unknown 16,000 bhp Total



Demand



Supply



Malaysian flagged supply



13 84 23 7 4 131



13 82 22 7 4 128



7 55 8 2 72



% operating in Malaysia that are Malaysian-flagged 54% 67% 36% 29% 0% 56%



Source: Company



In addition to the cabotage rules, the demand for AHTS vessels in Malaysia is likely to rise due to an increase in drilling and operational fleet of rigs.
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Figure 62: No of jack-up + semi-sub + drillship units in Malaysia 25 20 15 10 5
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Source: Riglogix



Figure 63: No of jack-ups in Malaysia 25
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According to Riglogix, at the end of 2013 there were 16 jack-ups and five semi-subs operating in Malaysia. The number of rigs has grown over the years, mainly driven by growth in jack-ups due to the shallow-water environment in Malaysia. The number of jack-ups in Malaysia increased from six in 2010 to 16 in 2013. According to UMW Oil and Gas, Malaysia had 15 jack-ups operating as of June 2014 and there are 13 tenders in the market with seven contracts due to expire, bringing the expected total jack-up rigs in Malaysia to 21 in 2014E. Given that AHT/AHTS vessels are used to tow offshore rigs from one location to another and to deploy their anchors in order for the drilling asset to maintain a position, there is a strong historical correlation between the number of drilling rigs and the demand for OSVs. According to Icon, this correlation will continue during 2014 to 2019. The AHTS-to-jack-up ratio declined to 6.0x in 2013 from 6.4 in 2012 and 6.3 in 2011, suggesting that the growth in the number of AHTS vessels in Malaysia has not kept up with the increase in drilling activities. Assuming a similar AHTS to JU ratio of 6.0x on an estimated 21 jack-ups in Malaysia in 2014E, we estimate the need for an additional ~30 AHTS vessels coming into the market in 2014. Similarly, when we aggregate AHTS and PSV/SSVs over the number of jack-ups, semi-subs and drillships, the ratio declined from 9.6x in 2012 to 8.6x in 2013, suggesting that the demand for AHTS and PSV/SSVs will pick up. Figure 64: (AHTS + PSV/SSVs)/ (Jack-ups + Semi-subs + Drillships) ratio
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Figure 65: (AHTS 
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Figure 66: No of AHTS vessels in Malaysia 140 120 100 80 60 40 20 0 2002
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Source: Company prospectus, J.P.Morgan estimates. * Estimated assuming a 6.0x AHTS + unknown/JU ratio on 21 jack-ups expected to be in the Malaysia market in 2014E, as per UMW OG's management comments. 39
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Utilization and day rates According to Icon’s prospectus, the average utilization rate for vessels in Malaysia is expected to increase considerably, from just over 80% to an excess of 85% per annum between 2015 and 2019. A peak of 89.9% is expected during 2018 as the market tightens. As per Icon’s prospectus, a peak of 115 vessels will be required over the 2015 and 2019 period. An increase in utilization is also likely to increase day rates within the sector. According to Icon, day rates for the 12,000 bhp AHTS vessels US$28,891/day. However, we expect rates for the 


Figure 68: Historical and forecast day rates and utilization rates



Source: Icon prospectus



Source: Icon prospectus



40



Asia Pacific Equity Research 08 August 2014



Ajay Mirchandani (65) 6882-2419 [email protected]



PSV/SSVs Demand and supply dynamics Figure 69: No of PSV units in Malaysia 60 50 40 30 20 10
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Figure 70: No of PSV/SSV units in Malaysia (2013 by DWT 3,001 to 4,000 dwt, 6, 11%
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At the end of 2013, according to Icon, there were a total of 53 PSV/SSVs operating in the Malaysian market, with the bulk of the assets being fabricated in recent years, making the fleet one of the youngest in the region. The fleet has grown considerably from only 13 vessels a decade ago. Although the general trend in Malaysia is to deploy assets within 1,000 to 2,000 dwt, more recently a series of larger vessels has entered the market, including two assets with capacities larger than 4,000dwt. According to Icon, in 2013, the average DWT of PSV/SSV vessels operating in Malaysia is ~1,577dwt. Additionally, cabotage rules in Malaysia will also drive demand for more Malaysiaflagged PSV/SSVs. As per Icon’s prospectus, of the 53 PSV/SSVs operational within the Malaysian market at the end of 2013, a total of 35 fly the Malaysia flag, representing some 665 of the total fleet. The residual tonnage within the region predominantly flies the Singapore flag, while there is one vessel flying the Brunei and Indonesian flags respectively. On current demand, there is a shortfall of 19 Malaysia-flagged vessels. Table 41: PSV/SSV demand in Malaysia



Unknown 4,000 dwt Total



Demand



Supply



Malaysian flagged supply



6 16 23 1 6 2 54



5 16 23 1 6 2 53



4 11 19 1 35



% operating in Malaysia that are Malaysian-flagged 80% 69% 83% 0% 17% 0% 66%



Source: Company



For PSV/SSVs, the key driver of demand is the number of operational platforms. According to Icon, Southeast Asia will have 2,044 platforms operational by the end of 2019, up from 1,795 in 2013. Malaysia is expected to contribute 45% of the increase in the number of operating platforms with its total operating platforms expected to increase to 519 platforms by end of 2019 from 406 platforms in 2012.



Utilization and day rates According to Icon, utilization rates in Malaysia have historically outperformed the prevailing utilization rates of the Southeast Asia market. In 2013, utilization rates for PSV/SSVs are estimated to be close to 78% due to an increase in supply. According to Icon’s prospectus, rates will fall slightly to 74% in 2014 but recover strongly to 80% in 2015. Over 2015-2019, according to Icon’s prospectus, utilization rates are expected to be in the range of 80-86% due to the increase in the number of operational platforms in Malaysia. The increased utilization rates will also likely increase day rates. Icon estimates that within the 3,000-4,000dwt benchmark, rates will increase from US$19,875/day in 2013 to over US$23,500/day by 2019. According to Icon, rates in Malaysia for these types of vessels are 10% higher than the Southeast Asia average. The PSV/SSVs charters within Malaysia are typically in excess of three years. More recent contract awards from Petronas are 3-5 years. 41
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Figure 71: Historical and forecast PSV/SSV demand (units) and utilization rates (%)



Figure 72: Historical and forecast day rates and utilization rates



Source: Icon prospectus Source: Icon prospectus



AWBs For AWBs, the fleet within Malaysia, according to Icon, is relatively limited and considerably smaller than the fleet within Indonesia or Singapore; however a series of newbuilds is likely to increase the fleet size considerably in 2014. Alam Maritim and Perdana Petroleum indicated they are each likely to increase their exposure to AWBs in the near future. For AWBs, demand is supported by the increase in maintenance work forecasted during 2014E-2019E. With the increase in demand, utilization rates of AWBs are expected to increase over 2014 to 2019 as demand increases and supply remains relatively static.
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History and formation of Icon Offshore Icon was incorporated in Malaysia on 30 March 2012 as a private limited company under the name Kota Bayu Ekuiti Sdn. Bhd. and commenced its operations then. It converted into a public limited company on 12 July 2012 and assumed its present name on 25 October 2012. Icon Offshore was formed as a result of a strategic consolidation of two groups of pure-play OSV companies within Ekuinas' portfolio, namely ICON Ship (formerly Tanjung Kapal Services Sdn Bhd, TKS) and the ICON Fleet Group (formerly Omni Petromaritime Sdn Bhd group of companies)



The group was formed as a result of a strategic consolidation of two groups of pureplay OSV companies within Ekuinas’ portfolio, namely ICON Ship (formerly Tanjung Kapal Services Sdn Bhd, TKS) and the ICON Fleet Group (formerly Omni Petromaritime Sdn Bhd group of companies) under ICON. Ekuinas announced this strategic consolidation on 20 November 2012, and under the merger exercise, the two companies were made wholly-owned subsidiaries of a renamed OSV investment holding company, Icon Offshore of which Ekuinas had an 88.1% stake (current stake of 47.6% through its subsidiaries Hallmark and Sempena Fokus Sdn Bhd, SFSB) on a fully diluted basis for a total investment of M$484.1MM. The merger exercise of TKS and OMNI was to validate Ekuinas’ private equity model as one of the government’s strategies to increase Bumiputera economic participation through creation of leading Malaysian companies. The combined portfolio during the merger was 28 vessels with a consolidated revenue of more than M$245MM. ICON Ship was the offshore marine arm of Tanjung Offshore whilst Tanjung Kapal Services (TKS), which was established in 1994 had commenced its OSV operations as an agent and third party charterer, taking delivery of its first two vessels in 2005. Hassan bin Ali (Icon’s current Deputy CEO) was the former CEO of TKS. Dr Jamal bin Yusof (Icon’s current CEO) previously headed the ICON Fleet group. He ventured into the OSV business through OMNI Power which he co-founded in 2006 with the acquisition of its first vessel. The strategic consolidation of ICON Ship and ICON Fleet was a consequence of: (i) Icon's acquisition of the entire issued and paid-up share capital of ICON Ship from Tanjung Offshore for M$220MM via a shareholder’s advance from E-Cap 1, a wholly owned subsidiary of Ekuinas Capital Sdn. Bhd. (ECSB). The acquisition was completed on 20 July 2012. Post the acquisition, E-Cap 1 had instructed for the issuance of 220,000,000 RCPS-I where the consideration was set off against its shareholder’s advance, (ii) acquisition of a 82.5% equity interest in ICON Fleet by Hallmark, a wholly owned subsidiary of E-Cap 2, a wholly owned subsidiary of ECSB from ICON Fleet shareholders for a total cash consideration of M$150.9MM. The acquisition was completed on 28 Sep 2012 with the remaining 17.5% equity interest in ICON Fleet held by Dr Jamal bin Yusof and Rahman bin Yusof in proportion of 13.5% and 4.0% equity interest respectively, and (iii) acquisition of the entire issued and paid up share capital of ICON Fleet by Icon from Hallmark, Dr Jamal bin Yusof and Rahman bin Yusof for a total of M$227.7MM which was satisfied via the issuance of new shares. The merger was completed on 19 Nov 2012.



Icon undertook a review of its business plan which led it to divest its non-OSV, lower-specification OSVs and older OSVs, following the strategic consolidation



Following the strategic consolidation, Icon undertook a review of its business plan which led it to pursue a divestment of its non-OSV, lower-specification OSVs as well as older OSVs. The group also completed an internal reorganization exercise in Dec 2013 to streamline its subsidiaries into three core business functions such that ICON OGSB holds its Petronas licence and charter contracts, ICON Ship undertakes ship management services and ICON Fleet serves as the holding company for the various Labuan-incorporated vessel owning companies. Pursuant to the internal reorganization, ICON OGSB, which was previously held by ICON Fleet, became a direct subsidiary and 16 of its vessels were transferred to the newly-incorporated Labuan subsidiaries.
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Financial Performance



Figure 73: 1Q14 vs 1Q13 adjusted EBITDA and margins 62.9%
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Source: Company reports



Figure 74: 1Q14 vs 1Q13 adjusted PBT and margins 25



1Q14 financial performance Revenue increased by 22.7% y/y to M$80.1MM in 1Q14. The increase was primarily due to additional revenue from new vessels acquired in subsequent nine months after quarter ended 31 March 2013 covering 4 AHTS vessels and 1 PSV. Additionally, vessels’ overall utilization increased to 79% in 1Q14 vs 76% in 1Q13. On a q/q basis, revenue increased marginally from M$79.3MM to M$80.1MM, attributable to the fleet expansion of additional AHTS vessels in the quarter. Figure 76: 1Q14 revenue breakdown



Figure 77: 1Q13 revenue breakdown
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Figure 75: 1Q14 vs 1Q13 adjusted PATMI and margins 30
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1Q14 adjusted EBITDA increased by M$16.5MM or 49% y/y to M$50MM, due to the increase in company’s revenue by M$14.8MM Adjusted EBITDA margin increased by 11% from 51.9% in 1Q13 to 62.9% in 1Q14 in line with the increase in company revenues. Cost of sales remained flat y/y, as a result of the decrease in charter-in forerunner vessels and repair and maintenance cost, offset by the increase in depreciation and crew cost arising from fleet expansion.
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1Q14 Adjusted profit before tax increased by M$15.6MM or 386% y/y to M$19.7MM. Adjusted profit before taxation margin increased significantly to 24.6% from 6.2% in 1Q13, in line with the increase in revenue and gross profit and lower other expenses due to decreased amortization expenses for intangible assets relating to charter contracts acquired as part of the acquisition of ICON Ship and ICON Fleet during 2012, which decreased over time as contracts expire.



Source: Company reports



1Q14 Adjusted profit after tax increased by M$16.4MM or 529% y/y to M$19.5MM as a result of a lower effective tax rate of 1% vs 23% in 1Q13. This is due to the lower tax applicable to income from the company’s vessel leasing subsidiaries being Malaysian tax residents incorporated in Labuan following an internal reorganization which entails the transfer of 16 of their vessels to newlyincorporated Labuan subsidiaries (completed in 4Q13).
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2012 and 2013 financial performance Revenue in 2013 increased by 14.8% y/y to M$334.9MM, due to higher revenue from the charter hire of own and forerunner vessels.  Chartered hire vessel (includes own and forerunner vessels) revenue increased by 12.7% y/y to M$318MM, with 90% of chartered hire revenue derived from own vessels.  Own vessels revenue increased by 10.1% y/y to M$276MM, despite the disposal of three low specification vessels in 2013. The increase was primarily due to more contracts being awarded to Icon, one of which has a higher contract value, in line with its fleet expansion for the year ended 31 Dec 2013, where they acquired six additional vessels. Revenues in 2013 from their AHTS vessels increased by M$26.2MM or 16.3% y/y to M$187MM, mainly due to contributions from its four additional AHTS vessels. The PSV the company acquired in June 2013 also contributed M$12MM to their charter revenue (utilization rate was 87%). The increase in revenues from their AHTS vessels and PSV, however, was partially offset by a decrease in revenue from their UVs of M$6.5MM, primarily due to lower utilization rates of their AHTs and UVs which decreased from 71.5% in 2012 to 59.5% in 2013 and from 73.7% in 2012 to 61.3% in 2013 respectively.  Forerunner vessels revenue increased by 33.9% y/y to M$42MM as a result of more contracts secured than their available vessels. The forerunner vessels which serviced contracts secured for their new AHTS vessels that were acquired in the year ended 31 Dec 2013, contributed M$11.1MM to their forerunner vessels revenue whilst the forerunner vessels which serviced contracts secured for their PSV which was acquired in June 2013, contributed to the remaining of their forerunner vessels revenue.  Others revenue increased from M$10MM in 2012 to M$17MM in 2013 Revenue in 2012 increased by 28.8% y/y to M$291.7MM, due to an increase in revenue from the charter hire of their own and forerunner vessels by M$62.6MM.  Chartered hire vessels revenue increased by 28.5% y/y to M$ 282MM, with 89% of chartered hire revenue derived from own vessels.  Own vessels revenue increased by 27.3% y/y to M$251MM, as a result of more contracts awarded to Icon in line with their fleet expansion. There was an addition of five vessels during the year ended 31 Dec 2012. Revenues from their AHTS vessels increased by M$38.2MM or 31.1% y/y to M$160.8MM, mainly due to contributions from their three additional AHTSs as well as an increase in the average utilization rate of their AHTSs from 91.7% in 2011 to 95.2% in 2012. Despite the lower average utilization rate of their UVs for 2012, charter hire revenue from their UVs increased by M$8.8MM or 68.1% from M$12.9MM in 2011 to M$21.7MM in 2012 as there was an addition of two new UVs in the year. Charter hire revenue from their SSVs increased by M$6.4MM or 20.4% y/y to M$37.5MM in 2012, primarily due to an increase in the average utilization rate of their SSV from 78.7% in 2011 to 90.8% in 2012  Forerunner vessels revenue increased by 38.3% y/y to M$31MM, as a result of Icon securing more contracts than their available vessels.  Others revenue increased from M$7MM in 2011 to M$10MM in 2012. 45
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Figure 78: 2011 revenue breakdown



Figure 79: 2012 revenue breakdown



Figure 80: 2013 revenue breakdown
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Figure 81: Adjusted EBITDA and margins 60.1%
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Figure 82: Adjusted PBT and margins 120 100 80
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Figure 83: Adjusted PATMI and margins 26.7%
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2013 adjusted EBITDA increased by M$23.9MM or 14.3% y/y to M$190.9MM, primarily as a result of the increase in the company’s revenue by M$43.2MM. Adjusted EBITDA margin decreased by 0.2% from 57.2% in 2012 to 57.0% in 2013, primarily due to the increase in their administrative expense. 2012 adjusted EBITDA increased by M$30.9MM or 22.7% y/y to M$166.9MM, as a result of the increase in revenue by M$65.2MM. Adjusted EBITDA margin decreased by 2.9% from 60.1% in 2011 to 57.2% in 2012, primarily due to the increase in their administrative expense and cost of sales (net of depreciation expense). 2013 adjusted profit before tax increased by M$11.7MM or 14% y/y to M$95.4MM. Adjusted profit before taxation margin decreased slightly by 0.2% from 28.7% for 2012 to 28.5% in 2013 primarily due to the increase in administrative expenses, but partially offset by lower finance costs. 2012 adjusted profit before tax increased by M$32.8MM or 64.6% y/y to M$83.7MM. Adjusted profit before tax margin increased by 6.2% from 22.5% to 28.7% in 2012, primarily due to the lower finance costs incurred in 2012. 2013 adjusted profit after tax increased by M$24.8MM or 38.2% y/y to M$89.6MM, while adjusted profit after tax margin increased by 4.5% from 22.2% for 2012 to 26.7% in 2013. Pursuant to the internal reorganization,16 of Icon’s vessels were transferred to newly incorporated Labuan subsidiaries on 31 Dec 2013 and as a result, the deferred taxation on the temporary differences between the carrying amounts of these 16 vessels in their financial statements and their respective tax bases at balance sheet date will no longer be applicable. The temporary differences have resulted in the incurrence of deferred tax expense for the group in the year ended 31 Dec 2012, but none in the year ended 31 Dec 2013 due to the change in tax regime pursuant to the Internal Reorganisation. The absence of the deferred tax expense for these 16 vessels contributed to the increase in the Profit after tax margin in 2013. 2012 adjusted profit after tax increased by M$20.3MM, or 45.7% y/y, to M$64.8MM. Adjusted profit after tax margin increased by 2.6% from 19.6% to 22.2% in 2012, primarily due to the increase in profit before taxation margin of 6.2% which has been partially offset by an increase in taxation.
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Cost of sales Icon’s cost of sales comprises crew costs, consumables and ship operation costs, depreciation of vessels and drydock, and cost of chartering-in forerunner vessels. The company's vessels (including vessels parts) are depreciated on a straight-line basis over their estimated useful lives of 25 years, net of their residual values. The company capitalizes their drydocking costs (which include major inspection and overhaul cost) and depreciate them over five years to reflect the consumption of benefits. Icon is typically required to drydock each of their vessels twice every five years. 2013 COGS increased by M$20.3MM, or 14.2% y/y, to M$162.9MM, primarily as a result of an increase in the cost of chartering-in forerunner vessels and depreciation of vessels and drydock. The cost of forerunner vessels increased by 32.7% y/y to M$37MM, in line with the increase in forerunner vessels’ revenue. The increase in depreciation of vessels and drydock by 21.9% y/y to M$48.3MM is primarily due to new vessels acquired in the year, particularly its new PSV which has a higher carrying amount as a larger and higher specification vessel. Crew costs decreased by 11.7% y/y to M$39.5MM despite the increase in number of vessels due to cost savings achieved via the restructuring of crew costs for 2013 following the strategic consolidation. 2012 COGS increased by M$30.2MM or 26.8% y/y to M$142.6MM, as a result of an increase in crew cost, consumables and ship operation costs as well as the charter-in of forerunner vessels. Crew costs increased by 23.2% y/y to M$44.7MM as the company hired more crew for the year, in line with the increase in their fleet size. Consumables and ship operation costs increased by 34.2% y/y to M$30.4MM, due to the increase in the company’s fleet size as well as the increase in repair and maintenance costs of the existing vessels. The cost of chartering-in forerunner vessels increased by 68.1% y/y to M$27.9MM, higher than the percentage increase in revenue of charter hire from forerunner vessels primarily due to higher charter-in costs for short-term charters for 2012. Depreciation of vessels and drydock increased by 7.4% y/y to M$39.6MM due to the increase in the fleet size. Figure 84: 2011 COGS Breakdown



Figure 85: 2012 COGS Breakdown



Figure 86: 2013 COGS Breakdown
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Administrative expenses The majority of the company’s administrative expenses are from payroll and corporate overheads, which represented 53% and 37%, respectively, of total administrative expenses for 2013. 2013 administrative expenses increased by M$7.2MM, or 30.1% y/y, to M$30.9MM, as a result of an increase in payroll and corporate overheads. Payroll costs increased by 21.9% y/y to M$16.4MM due to the increase in technical staff headcount from 21 in 2012 to 34 in 2013 as a result of an increase in fleet size. Corporate overheads increased by 46.7% y/y to M$11.3MM due to the increase in professional fees to facilitate the integration of the company’s enlarged group following the Strategic Consolidation. 2012 administrative expenses increased by M$7.2MM, or 43.6% y/y to M$23.8MM, as a result of an increase in payroll costs and corporate overheads. Payroll costs increased by 27% y/y to M$13.5MM due to an increase in headcount for management and executive roles as new positions were established in the group. Corporate overheads increased by 54.2% y/y to M$7.7MM due to professional fees amounting to M$1.5MM, which were incurred for the merger integration project to facilitate the integration activities pursuant to the Strategic Consolidation. Figure 87: 2011 Admin expenses breakdown



Figure 88: 2012 Admin expenses breakdown



Figure 89: 2013 Admin expenses breakdown
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Deprecia tion, 0.7, 4% Corporat e overhea ds, 5.0, 30%



Total Admin expenses: RM16.6mn Source: Company Reports
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Allowanc e for doubtful debts, 0.3, 2%



Payroll, 10.6, 64%



Deprecia tion, 0.8, 3%



Corporat e overhea ds, 7.7, 32% Total Admin expenses: RM23.8mn Source: Company Reports.



Allowanc e for doubtful debts, 1.8, 8% Payroll, 13.5, 57%



Deprecia tion, 0.7, 2%



Corporat e overhea ds, 11.3, 37% Total Admin expenses: RM30.9mn Source: Company reports.



Allowanc e for doubtful debts, 2.5, 8% Payroll, 16.4, 53%
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Quick historical financial overview Table 42: Icon Offshore: Quick historical financial overview



Charter hire - Own vessels - Forerunner vessels Others Gross profit Margin EBIT Margin PBT Margin Tax Tax rate PAT Minority interests Adjusted PATMI Margin



2011 226 220 197 23 7 114 50% 98 43% 51 22% -6 13% 44 0 44 20%



2012 292 282 251 31 10 149 51% 127 43% 84 29% -19 23% 65 0 65 22%



2013 335 318 276 42 17 172 51% 142 42% 95 28% -6 6% 90 0 90 27%



1Q14 80 76 73 3 4 44 54% 34 42% 20 25% 0 1% 20 0 20 24%



1Q13 65 62 55 7 3 28 44% 17 26% 4 6% -1 23% 3 0 3 5%



Adjusted EBITDA Margin



136 60%



167 57%



191 57%



50 63%



34 52%



266 266 266 1034 54 980 24% 369%



379 379 379 1103 47 1056 24% 278%



399 399 399 1056 34 1022 20% 256%



NA NA NA NA NA NA NA NA



Revenue



Net assets Total equity Attributable equity Total debt Cash Net debt ROE (%) Net gearing (%) Source: Company Reports.
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ICON’s shareholder mix Icon’s current largest shareholder is Ekuinas Capital Sdn Bhd (ECSB), which was formed as the fund company that holds the investable capital of Ekuinas held under Yayasan Ekuiti Nasional (YEN), a trust foundation whose mandate is to enhance and grow Bumiputera interests. ECSB has two fund companies, namely E-Cap1 and ECap 2, which were established in 2010 and 2012 respectively, each fund with a capital commitment of M$1.0B and a fund term of five years, with an option to extend by a further two years, but the time horizon in respect of the investments made by the funds is usually 3-5 years. Hallmark is 80.23% owned by E-Cap 1 and 19.77% owned by E-Cap 2, both wholly owned subsidiaries of ECSB. Hallmark was incorporated as a special purpose vehicle or investment holding company to undertake investments on behalf of ECSB. Sempena Fokus Sdn Bhd (SFSB) is wholly owned by ECSB and, like Hallmark, was incorporated to undertake investments. Hallmark and SFSB, both subsidiaries of ECSB, currently own 42.3% and 2.4%, respectively, and 44.7% in total, of Icon. Figure 90: Shareholding Pattern



Ekuinas (Hallmark 42.3% and SFSB 2.4%), 44.7%



Free float, 45.8%



Dr. Jamal bin Yusof, 5.0% Rahman bin Yusof, 1.2%



Others, 3.2% Source: Bloomberg



Table 43: Shareholding structure Before IPO



Hallmark Sempena Fokus Sdn Bhd (SFSB) Dr. Jamal bin Yusof Others Total Source: Company
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After IPO (assuming overallotment not exercised)



Current shareholdings (only 32.94MM shares overallotted) No of shares % 497,772 42.3% 28,313 2.4%



No of shares 769,014 73,033



% 80.5% 7.6%



No of shares 530,712 28,313



% 45.1% 2.4%



61,484



6.4%



59,084



5.0%



59,084



5.0%



51,909 955,440



5.4% 100.0%



559,076 1,177,185



47.5% 100.0%



592,016 1,177,185



50.3% 100.0%
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Icon’s management team Table 44: Icon’s key management team Name Dr. Jamal bin Yusof @ Gordon Duclos



Title Chief Executive Officer



Captain Hassan bin Ali



Deputy Chief Executive Officer



Rahman bin Yusof



Chief Operations Officer



Zaleha binti Abdul Hamid



Chief Financial Officer



Role and previous responsibilities - Co-founder & Managing Director of ICON Fleet (formerly known as Omni Petromaritime Sdn Bhd) group of companies - Managing Director of Sisma Enterprise Sdn. Bhd. (a Malaysian provider of transformers, power utilities and OSVs - President of Malaysia OSV Owner's Association (MOSVA) - Over 17 years of experience in the OSV industry - Former Chief Executive Officer of ICON Ship (formerly known as Tanjung Kapal Services Sdn. Bhd.) - Holds a Master of Foreign Going Certificate of Competency (Class 1); MSc. Degree in Transport, University of Wales College of Cardiff - Over 38 years of experience in the shipping industry working with MISC Berhad, Petronas Carigali Malaysian Maritime Academy, Orient Overseas Container Line (Malaysia) Sdn. Bhd. and Gugusan Maritime Sdn. Bhd. - Holds a 1st Class Chief Engineer's Certificate of Competency of unlimited capacity (Steamship & Motorship, dual certification) - Incorporated Engineer (Ieng) with the board of Marine Engineers in United Kingdom - Over 32 years of experience in the shipping industry working with Petronas Tankers Sdn. Bhd. and MISC Berhad - Hands-on experience having been involved in ship building projects in France, Japan and South Korea (new building on LNG carriers) - Experience in Japan & Korea includes dry-docking - Member of Malaysian Institute of Accountants (MIA) and a Fellow of the Association of Chartered Certified Accountants (FCCA) - Over 16 years of experience in the area of audit and finance, including 9 years in PWC in the field of audit and assurance; 2 years with CIMB Aviva as Head of Finance Division and 3 years with Ekuinas as Financial Controller and as Director of Performance Management and Monitoring



Source: Company
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Icon Offshore Berhad: Summary of Financials Income Statement M$ in millions, year end Dec Revenues % change Y/Y Gross Profit Gross Margin EBITDA % change Y/Y EBITDA Margin EBIT % change Y/Y EBIT Margin Net Interest Associates Earnings before tax % change Y/Y Tax as % of EBT Minority Interests Net income (reported) Net income (recurring) % change Y/Y Shares outstanding Fully Diluted EPS Balance sheet M$ in millions, year end Dec Cash and cash equivalents Accounts receivable Inventories Others Current assets Net fixed assets Other non-current assets Total Assets



Cash flow statement FY13 FY14E FY15E FY16E M$ in millions, year end Dec 335 374 471 533 Profit After tax 14.8% 11.8% 26.0% 13.1% Depreciation & amortization 172 198 258 296 Change in working capital 51.4% 52.9% 54.7% 55.5% Other non-cash items 191 222 285 327 Cash flow from operations 14.3% 16.4% 28.5% 14.6% Capex 57.0% 59.4% 60.5% 61.3% Net Acquisitions 142 165 215 248 Other investing Cash flow 12.1% 16.6% 30.2% 15.2% Cash flow from investments 42.4% 44.2% 45.7% 46.5% Free cash flow (47) (49) (53) (59) a - Equity raised/(repaid) 95 116 162 189 Debt raised/(repaid) 14.0% 22.0% 39.7% 16.6% Other (6) (2) (3) (4) Dividends paid 6.1% 2.0% 2.0% 2.0% Cash flow from financing 0 0 0 0 Net change in cash 90 114 159 186 Beginning cash 90 114 159 186 Ending cash 38.2% 27.3% 39.7% 16.6% DPS 955 1,177 1,177 1,177 a 0.09 0.10 0.14 0.16 a Ratio Analysis FY12 FY13 FY14E FY15E FY16E M$ in millions, year end Dec 54 47 335 471 644 Gross margin 122 87 111 139 157 EBITDA margin 0 1 2 3 3 EBIT margin 0 0 0 0 0 Net margin 176 135 448 613 804 a 1,037 1,204 1,446 1,527 1,609 Sales growth 40 41 41 41 41 EBIT growth 1,468 1,576 2,131 2,377 2,649 Recurring profit growth Recurring EPS growth a Short-term loans 145 167 123 123 123 a Payables 57 34 33 38 41 Interest coverage (x) Other current liabilities 44 291 3 3 3 Net debt to equity Total current liabilities 247 492 159 164 167 a Long-term debt 652 701 877 990 1,111 Sales/assets Other liabilities 240 2 2 2 2 Assets/equity Total Liabilities 1,202 1,196 1,040 1,158 1,282 ROE Shareholders' equity 266 379 1,091 1,218 1,367 ROCE Minority Interests Total Liabilities and equity 1,468 1,576 2,131 2,377 2,649 BVPS 0.28 0.40 0.93 1.04 1.16 a Source: Company reports and J.P. Morgan estimates.
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FY12 292 28.8% 149 51.1% 167 22.7% 57.2% 127 28.5% 43.4% (43) 84 64.6% (19) 22.6% 0 65 65 45.7% 955 0.07



FY13 FY14E FY15E FY16E 90 114 159 186 49 57 70 79 2 (26) (24) (15) 52 48 51 56 192 193 257 306 (254) (299) (151) (161) 0 0 0 0 39 0 0 0 (215) (299) (151) (161) (18) (58) 158 203 0 68 (52) 0 16 (6) 46 47 0.00



385 133 (101) (23) 394 288 40 335 0.02



0 113 (51) (32) 30 136 328 471 0.03



0 120 (56) (37) 27 172 464 644 0.03



FY12 51.1% 57.2% 43.4% 22.2%



FY13 FY14E FY15E FY16E 51.4% 52.9% 54.7% 55.5% 57.0% 59.4% 60.5% 61.3% 42.4% 44.2% 45.7% 46.5% 26.7% 30.5% 33.8% 34.8%



28.8% 28.5% 45.7% 45.7%



14.8% 12.1% 38.2% 38.2%



11.8% 16.6% 27.3% 3.3%



26.0% 30.2% 39.7% 39.7%



13.1% 15.2% 16.6% 16.6%



3.9 4.1 279.6% 216.2%



4.5 61.0%



5.4 52.7%



5.6 43.2%



0.2 2.5 15.5% 9.7%



0.2 2.0 13.8% 9.5%



0.2 1.9 14.4% 9.9%



0.3 3.3 24.4% 14.7%



0.2 4.7 27.8% 11.5%
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