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SapuraKencana Petroleum Berhad

“Green Light for SK310 B15 field”

It was announced recently that SapuraKencana Petroleum
Berhad (SapuraKencana) has been granted approval from
Petronas for the development of SK310 B15 gas field
project. The B15 field is expected to produce 100 MMscfd
(million standard cubic feet per day) of hydrocarbon gas
with first gas delivery expected in 4Q2017. We maintain
SapuraKencana as a BUY with target price of RM2.55

e FDP approval from Petronas. SapuraKencana
< announced that its wholly-owned subsidiary,
SapuraKencana Energy Inc (SKE), has secured a Field
Development Plan (FDP) approval from Petronas for the
SK310 B15 gas field development project. At this
juncture, SKE will begin the development phase for
this project soon and the first gas delivery is targeted
in 4Q2017. The B15 is located within the SK310
Production Sharing Contract (PSC) area at offshore East
z Malaysia and was discovered in December 2010.

e Project details. The development phase will include a
central processing platform with a 35-km gas
evacuation pipeline to be tied into the existing
infrastructure. The B15 field is expected to produce
100 MMscfd of hydrocarbon gas for Petronas’ LNG
complex in Bintulu, Sarawak. SapuraKencana is one of
the operators of the SK310 PSC with a 30%
participating interest  alongside  other  partners
including Petronas Carigali Sdn. Bhd. (40% stake) and
Diamond Energy Sarawak Sdn. Bhd, a subsidiary of
Mitsubishi Corporation (30% stake).

e  Our view. We are positive on the new development of
SK310 B15 field which would benefit the group in
monetising the asset acquired from Newfield Malaysia
in 2013 and enhance the group’s energy portfolio
across Southeast Asia (SEA). We were guided that the
capex requirement for B15 field is approximately
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USD300 million with SapuraKencana’s portion around USD90 million (based on 30% stake) which
will be utilized for the development phase up to 4Q2017. Note that SapuraKencana has allocated
a capex of over RM1.5 billion for FY16 where 40% (RM600 million) of the allocation is for energy
business. In worst case scenario, we expect the capex allocation for FY17-FY18 to hover around
FY16 figures which should be sufficient to sustain the development cost included the B15
development phase. In addition, the group is in the midst of negotiating the gas sales agreement
(GSA) with Petronas and expected to conclude this by the end of 2015.

e Strong visibility on RM23 billion orderbook. We remain positive on the long-term outlook of
SapuraKencana despite facing downside risk of the challenging oil and gas period including
Petronas’ decision to cut capex by 15% in 2015. The group’s current orderbook is still intact at
RM23 billion (2.3x of FY15 revenue) with 20% (RM4.6 billion) and 26% (RM5.9 billion) would be
burned-out in FY16 and FY17 respectively. Geographical wise, the orderbook breakdown is
comprise of 54% (RM12.4 billion) from Americas, 27% (RM6.2 billion) from Malaysia, 15% (RM3.5
< billion) from Asia Pacific region and the rest are from Australia as well as Africa.

e Earnings outlook. We keep unchanged our earnings forecast as earnings contribution from SK310
is expected to be realised in FY19 in tandem with the first gas delivery in 4Q2017 while the
capex for B15 is not an issue as it would have been provided for by the group. All told, FY17
earnings are projected to increase by 17% y-o-y lifted by i) steady contribution from drilling
segment and ii) potential contribution from Vietnam’s E&P business.

z e Valuation & recommendation. SapuraKencana is valued at RM2.55 based on 13x PER (40%
discount to last 3-years average low PER of 21x) pegged to FY17 EPS of 20sen and reiterate our
BUY call underpinned by i) solid orderbook of approximately RM23 billion, one of the largest in
our oil and gas space and ii) healthy and steady contribution from its Brazilian operation.

Table 1: Peers Comparison (Calenderised)

Company ce | Price | EPS(sen) | PIE(X) | PB(X) | pop D/Y ™ | o
(RM) | FY15 | FY16 | FY15 | FY16 | FY15 | FY16 ‘y) (RM)

SapuraKencana Jan 2.19 11 3 2.55 Buy
Wah Seong Dec 1.18 1.15 | Hold
Bumi Armada Dec  0.98 6 8 16.5 12.8 0.9 0.8 (3) 2 1.06 Hold
Dialog Group Jun 1.63 6 6 28.3  25.8 41 3.9 16 1 1.60 Hold
MMHE Dec | 1.10 8 8 14.2 13.7 0.7 0.6 4 NA  1.04 | Hold
PetDag Dec @ 22.56 81 87 27.9 259 43 4.2 13 2  22.68 Hold
Dayang Dec @ 1.70 18 21 9.6 8.2 1.6 1.4 18 2 1.80 | Hold
UMW-0G Dec 1.25 4 6 33.6 19.2 0.8 0.8 5 1 0.90  Sell
Perisai Dec @ 0.33 1 2 40.6 13.5 0.4 0.4 2 NA NR NR
Eerda"a Dec 154 (0) 8 NA 190 15 13 6 1 NR NR
etroleum
TH Heavy Dec | 0.20 (1) 2 NA 10.5 0.5 0.4 (25) ' NA NR NR
Petra Energy Dec @ 1.27 10 13 12.9 9.4 0.8 0.8 8 2 NR NR
Deleum Dec | 1.35 15 18 9.1 7.5 1.7 1.5 22 5 NR NR
Uzma Dec @ 2.30 20 24 11 O 9 1 1 9 1 2 17 2 NR NR
KNM Dec | 0.53
T I 0 2 O

Source: Bloomberg, M&A Securities
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Table 2: Financial Forecast

YE: Jan (RM million) K] FY14 FY15 FY16F FY17F

Revenue 6,912 8,379 9,943 9,545 9,736
EBIT 922 1,846 3,107 1,527 1,655
Net interest (227) (444) (651) (620) (633)
Pre-tax profit 830 1,208 1,616 1,289 1,509
Taxation (166) (84) (183) (283) (332)
Net Profit 525 1,087 1,433 1,005 1,177
EPS (sen) 10 19 24 17 20
EBIT Margin 13% 22% 31% 16% 17%
Pre-tax margin 12% 14% 16% 14% 16%
PER (x) 27.9 22.7 11.2 11.1 9.5
P/BV (x) 2.3 1.4 1.2 0.8 0.8
DPS (sen) NA NA 4 3 3
Dividend Yield NA NA 2% 2% 1%
Source: Bursa Malaysia, M&A Securities
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WTI vs. Brent Crude Oil Price
(October 2014-October 2015)
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STOCK RECOMMENDATIONS

BUY Share price is expected to be >+10% over the next 12 months.

TRADING BUY  Share price is expected to be >+10% within 3-months due to positive newsflow.
HOLD Share price is expected to be between -10% and +10% over the next 12 months.
SELL Share price is expected to be >-10% over the next 12 months.

SECTOR RECOMMENDATIONS

OVERWEIGHT  The sector is expected to outperform the FBM KLCI over the next 12 months.
NEUTRAL The sector is expected to perform in line with the FBM KLCI over the next 12
months.

UNDERWEIGHT The sector is expected to underperform the FBM KLCI over the next 12 months.

DISCLOSURES AND DISCLAIMER

This report has been prepared by M&A SECURITIES SDN BHD. Readers should be fully aware that this
report is for informational purposes only and no representation or warranty, expressed or implied is
made as to the accuracy, completeness or reliability of the information or opinion contained herein.
The recommendation and opinion are based on information obtained or derived from sources
believed to be reliable.

This report contains financial forecast/projection based on our assumptions which may defer from
the actual financial results announced by the companies under coverage. All opinions, estimates and
assumptions are subject to change without notice. Analysts will initiate, update and cease coverage
solely at the discretion of M&A SECURITIES SDN BHD.

Investors are to be cautioned that value of any securities invested may fluctuate from time to time.
We advise investors to seek financial, legal and other advice for investing based on the
recommendation of our report as we have not taken into account each investors’ specific investment
objectives, risk tolerance and financial position.

This report is not, and should not be construed as, an offer to buy or sell any securities or other
financial instruments. M&A SECURITIES SDN BHD can accept no liability for any consequential loss or
damage whether direct or indirect. Investment should be made at investors’ own risks.

M&A SECURITIES SDN BHD and INSAS GROUP of companies, their respective directors, officers,
employees and connected parties may have interest in any of the securities mentioned and may
benefit from the information herein. M&A SECURITIES SDN BHD and INSAS GROUP of companies and
their affiliates may provide services to any company and dffiliates of such companies whose
securities are mentioned herein. This report may not be reproduced, distributed or published in any
form or for any purpose.

M & A Securities Sdn Bhd (15017-H)
(A wholly-owned subsidiary of INSAS BERHAD)
A Participating Organisation of Bursa Malaysia Securities Berhad
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Level 1,2,3 No.45 & 47,43-6

The Boulevard, Mid Valley City,
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