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OPERATING AND FINANCIAL REVIEW

* MARINE REVIEW

Completed in January 2017,
the Phase Il development of
Sembcorp Marine Tuas
Boulevard Yard in Singapore
has an extensively
automated hull shop and
three new dry docks

Competitive Edge

¢ A global leader in integrated offshore and
marine solutions with more than 50 years'
proven track record

e Able to offer diversified, innovative solutions
across the offshore and marine value chain,
both within and beyond the oil and gas sector

e Established capabilities in rigs & floaters,
repairs & upgrades, offshore platforms and
specialised shipbuilding

¢ Global network with yard facilities strategically
located in Singapore, Indonesia, India, the UK
and Brazil

Performance Scorecard

Financial Indicators (S$ million) 2016 2015 Change (%)
Turnover 3,544.8 4,968.1 (29)
Earnings before interest, tax, depreciation and amortisation 384.5 501.1 (23)
Profit from operations 170.7 (342.0) NM

— Earnings before interest and tax 205.8 (168.5) NM

— Share of results: Associates & JVs, net of tax (35.1) (173.5) 80

Net profit 78.8 (289.7) NM

Return on equity (%) 3.1 (10.6) NM

Note: Figures taken at Sembcorp Marine level

Operational Indicators (S$ billion) 2016 2015

Net orderbook 7.8 10.4

Turnover by Segment

Orderbook Composition

= Rigs & floaters m Offshore platforms m Dirillships Floaters
Repairs & upgrades Other activities Semi-submersibles Offshore platforms
= Jack-up rigs
13%

13%

53% 32% . 3%

16%

o Net orderbook 9
\—“’ $$7.8 billion ‘ 1%

As at December 31, 2016
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Key Developments

Successtully delivered key projects to
customers, improving cash flows and

Made strategic acquisitions to deepen
proprietary design and engineering
strengthening the business’ balance sheet  capabilities and support diversification.
These included investments in Gravifloat,
Aragon and LMG Marin, amongst others

Completed Phase Il of the Sembcorp
Marine Tuas Boulevard Yard in
January 2017

Operating and Financial Review

Disciplined execution amidst a challenging
macro environment

Despite a challenging macro environment and
uncertainty in the oil and gas sector, the Marine
business returned to profitability in 2016.

Turnover was $$3.5 billion, compared to
S$$5.0 billion in 2015. Profit from operations was
$$170.7 million, compared to negative $$342.0 million
in 2015. Net profit was $$78.8 million compared to
a net loss of $$289.7 million in 2015.

In 2015, Sembcorp Marine had made impairment
and provisions totalling S$609 million for its rig
contracts, comprising $$329 million for the Sete
Brasil contracts and S$$280 million for the deferment
and possible cancellation of rigs. The business
regularly reviews the adequacy of the provisions, and
in its latest review determined that the provisions
remain adequate under the present circumstances.

Focused execution of orderbook

Despite uncertainty in the industry, Sembcorp
Marine stayed focused and disciplined in the
execution of its orderbook. Key projects were
completed and handed over to customers in 2016,
generating significant operating cash flows and a
stronger balance sheet.

The Marine business continued to actively
pursue opportunities in spite of challenging
market conditions. A total of $$320 million in new
contracts was secured during the year. At the end
of 2016, net orderbook stood at S$7.8 billion.
Excluding the Sete Brasil contracts, net orderbook
stood at S$4.7 billion. The majority of projects in
the current net orderbook are based on progressive
payment terms.

Sembcorp Marine has continued to make good
progress on the execution of its current orderbook.
Leveraging the capabilities of the state-of-the-
art Tuas Boulevard Yard and other facilities in
Singapore, the business has been able to secure
and deliver mega construction projects which were
previously undertaken by competitors outside of
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Singapore. Examples of such projects currently
under construction include: a semi-submersible
crane vessel for Heerema, a newbuild floating
storage and offloading (FSO) vessel for MODEC,
and harsh environment topside modules for
Maersk QOil targeted for deployment in the Culzean
field. In addition, work is also progressing on the
floating production storage and offloading vessels

(FPSOs) Pioneiro de Libra, Kaombo Norte, Kaombo
Sul and Gina Krog.

Over in Brazil, the Estaleiro Jurong Aracruz
yard made good progress on the construction and
integration of topside modules for Petrobras’ P-68
and P-71 FPSOs. A number of repair and upgrading
jobs on vessels were also completed at the yard
during the year.

Notable Deliveries in 2016

Safe Zephyrus

ST T

Maersk Highlander

A harsh environment jack-up rig
for operations in the Culzean Field,
for Maersk Oil

Noble Lloyd Noble

A harsh environment accommodation  The world’s largest ultra high-
semi-submersible unit for Prosafe

Platform topsides for Ivar Aasen
development
Process, drilling and quarters

platform topsides for Det Norske

Professor John Evans Atta Mills
An FPSO conversion for MODEC

specification harsh environment
jack-up rig, for Noble Corporation

Dudgeon offshore substation
platform

An offshore substation platform for
the Dudgeon Offshore Wind Farm,
for Siemens
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Sembcorp Marine Tuas Boulevard Yard, Singapore

Finger Pier

Finger Pier

Total drydock capacity of 1,850,000dwt
with a 255m by 110m by (-12m) offshore drydock

= Sembcorp Marine recognises the need to
deepen and broaden its yard capabilities
to enable cost-effective execution and
maintain global competiveness.

= |ts new flagship yard at Tuas Boulevard has
unlocked new opportunities and enabled the
business to move up the value chain and take
on projects of greater complexity and scale.

= The new yard’s capabilities also boost
Sembcorp Marine’s long-term
competitiveness against other global players.

Drydocks

350m x 66m x (-8.5m)
360m x 89m x (-8.5m)
412m x 66m x (-11m)
8 350m x 66m x (-8.5m)
E 255m x 52m x (-8m)
255m x 110mx (-12m)

Natural deep waters

Special reinforced load-out areas for
offshore modules of up to 20,000 tonnes

Three finger piers and a basin
ranging from 210m to 400m with
maximum draft from 9m to 15m

dwt: deadweight tonnes; m: metres

A Next-Generation Fully Integrated Offshore and Marine Engineering Hub

Finger Pier

E Steel Structure
Fabrication Workshop

Offers a streamlined and
extensively automated
production process. The
central kitchen for steel
fabrication for all three
phases of the yard, greatly
improving efficiency

Enables installation of semi-submersible
thrusters without towing the rig to sea

Enables direct lifting and deployment of topside
modules onto hulls without requiring the hulls to
be towed out to sea

Enables ultra-deepwater semi-submersibles and
cruise ships to be berthed without restrictions

Monitoring developments on deferred

projects, actively engaging with customers

Sembcorp Marine continues to monitor
developments relating to deferred rigs and drillship
projects, while taking the appropriate actions to
protect its interests in these contracts.

While Sembcorp Marine has agreed with some
customers to defer the delivery of their jack-up rigs,
these rigs have already been technically accepted
by the same customers. The business is evaluating
different courses of action for these rigs, including
sales to third parties. In 2016, a customer, Perisai,
announced its insolvency and plans to undergo
financial restructuring. Our Marine business has taken
steps to protect its interests in the two rigs that have
been completed and technically accepted by Perisai.
Meanwhile, the standstill agreement with North
Atlantic Drilling for the West Rigel semi-submersible
rig has been further extended to July 6, 2017,
whilst North Atlantic Drilling and Sembcorp Marine
continue to market the unit for charter or sale.

In 2016, the business’ customer, Sete Brasil,
filed for judicial restructuring and submitted
its restructuring plans. In connection with this,
Sembcorp Marine commenced arbitration
proceedings against various subsidiaries of Sete
Brasil to preserve its interests under the Sete Brasil
contracts. Discussions between Sete Brasil and
its creditors, shareholders and other stakeholders
are ongoing to find equitable solutions. Without
prejudice to its ongoing arbitration proceedings,
Sembcorp Marine continues to engage with Sete
Brasil, in order to monitor the situation and any
implications for its business.

Managing costs tightly

During these tough times, the Marine business
continues to focus on liquidity, costs and
balance sheet management. This includes active
management of manpower requirements in line
with changing needs.

Sembcorp Marine’s overall strategy is to ensure
long-term workforce sustainability. To this end, it
has sought to maintain and enhance capabilities
required for the safe, efficient and effective
execution of its projects, while positioning itself for
the market’s eventual recovery.

With the increase in activities to serve the
non-drilling segment, the business has been actively
reallocating excess manpower from drilling to
non-drilling projects, whilst being mindful not to
compromise safety or the quality of execution. It
has optimised the number of sub-contractors in its
yards in line with the volume of work and allowed
for natural attrition of its employees. In addition,
it has taken measures to reduce operating costs
through salary freezes and adjustments to variable
remuneration components for management
since 2015. At the same time, the business has
sought to strengthen its capabilities in support of
future growth in new segments, through selective
recruitment, skills training and upgrades. In
particular, this has been to strengthen its expertise
in near-shore gas infrastructure solutions.

In January 2017, Phase Il of the Tuas Boulevard
Yard was completed, offering further opportunities
to optimise yard capacities and realise operational
efficiencies. The business intends to maximise
utilisation of the Tuas Boulevard Yard, while
reviewing the schedule for the return of other
Singapore yards at or before their lease expiry dates.
To date, the Marine business has returned the Pulau
Samulun Yard to the Singapore government, and
in 2017, the Shipyard Road Yard and Tuas Road
Yard are scheduled to be returned. To date, most
of the business’ capital expenditure for new yard
infrastructure has been expended. Going forward,
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capital expenditure for yards that is required for
execution of secured contracts, or which will realise
cost savings, will proceed. Meanwhile, non-essential
capital expenditure will be deferred. The business
will also explore potential for cost savings by
further optimising the rate of development of

its Tuas Boulevard Yard.

Diversifying solutions, targeting new

customers and positioning the business for
the future

To position itself for the future, the Marine business
made several selective strategic acquisitions in 2016
to enhance its proprietary design and engineering
capabilities. These investments support its push to
diversify its offering and expand beyond drilling
solutions to non-drilling solutions. They will also
strengthen the business’ ability to offer innovative
solutions across the offshore and marine value chain,
both within and outside the oil and gas sector.

One area where we have identified potential
opportunities is in offering innovative solutions to
players in the gas value chain. This is given greater
interest in the use of gas, a cleaner fuel, in power
generation, bunkering and other operations. In
March, our Marine business acquired an additional
44% equity stake in Gravifloat, increasing its
ownership to 56%. Gravifloat designs and holds
patents for a suite of cost-effective, redeployable,
modularised near-shore solutions. These include
import and export terminal infrastructure for
treatment, storage, liquefaction, regasification

and offloading of liquefied natural gas (LNG)

and liquefied petroleum gas (LPG). Already, these
solutions are attracting market interest. In 2016,
the business entered into a memorandum of
understanding with ENGIE to collaborate on the
use of Gravifloat technology in integrated solutions
for near-shore receiving, storage and regasification
of LNG as well as power generation. As a Group,
we are also exploring opportunities for potential
collaboration between the Marine and Utilities
businesses. In addition, in June the Marine business
acquired a 50% stake in process design and
engineering group Aragon. Aragon'’s customised
solutions for the FPSO market enhance the business’
capabilities to serve the production segment of the
oil and gas sector.

In August, the Marine business also acquired
100% of LMG Marin, a Norway-based naval
architecture company with expertise in naval design,
engineering and technology development. The
company originated several key designs adopted by
Sembcorp Marine over the years, including the next-
generation Espadon drillship design, a newbuild
FSO vessel design and Gravifloat's modular platform
solutions. In the same month, the Marine business
also acquired the remaining 15% of PPL Shipyard,
obtaining sole ownership of the yard which has
helped propel it to be a global player in the rig
market over the years. Having full control of the
yard's operations will allow Sembcorp Marine to
manage its resources optimally and better align the
yard with its overall strategic direction.
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A Focus on New Technologies and Solutions
Diversifying product capabilities

Gravifloat SSP Offshore
Modularised LNG and LPG terminals Next-generation circular hull forms

LMG Marin
Advanced ship design and engineering
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IV What are Gravifloat solutions?

= Gravifloat solutions are steel-based modularised and floatable structures fixed to the seabed in
shallow waters. They present a compelling alternative to onshore LNG terminals and floating
liguefied natural gas (FLNG) units

®  These structures are scalable and can be redeployed to other locations

= Gravifloat structures are completely constructed at Sembcorp Marine yards, with topsides included,
tested and pre-commissioned prior to their delivery to site and installation in shallow waters

®  Gravifloat is flexible in accommodating various topside functions, from LNG liquefaction plants
for LNG exports to LNG regasification plants for LNG imports. In addition to accommodating
LNG import solutions, Gravifloat structures can also house simple or combined cycle power plants

Various applications of Gravifloat’s designs:

GF-SRU GF-Power

A floating LNG storage and regasification unit A small-scale floating combined cycle gas turbine power
plant running on LNG with an integrated terminal and
storage and regasification capabilities

GF-LNG GF-Bunkering Terminal
Integrated floating LNG terminals, liquefaction plants Floating storage facilities for redistribution
and export terminals and / or bunkering
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Outlook

While prospects for the oil and gas industry have
taken a more positive turn following the November
2016 agreement by the Organization of the
Petroleum Exporting Countries (OPEC) and major
non-OPEC countries to cut production, Sembcorp
Marine believes that a more robust recovery may take
longer. Despite the challenging outlook and intense
competition, the business believes that growth
prospects for the offshore and marine industry
remain positive in the medium to long term.

With increasing enquiries for non-drilling
solutions, an earlier recovery in demand for fixed
platforms, FPSO and FSO conversions and newbuilds
in the next few years is foreseeable. Rising global
demand for gas also augers well for broad-based
LNG solutions and capabilities. Sembcorp Marine
believes that these are the key segments that will
offer opportunities in 2017.

The Marine business’ strategy and focus remain
anchored on strengthening and optimising its talent
pool, pursuing operational excellence in executing
its projects, investing in new capabilities, products
and technological innovation to help grow its
orderbook and prudently managing its financial
resources to preserve financial flexibility and ensure
the overall sustainability of its business.





