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Dear Shareholders

The year 2003 was a challenging one for the SembCorp
Marine Group. Our ship repair business was affected
by the Severe Acute Respiratory Syndrome outbreak in
the region during the first half of the year as well as the
postponement of vessel repairs as a result of high freight
rates.

Financial Performance

Despite the difficult operating environment, our revenue
attained a record high of $1.068 billion in 2003. This
was 6 per cent higher than the previous year’s revenue
of $1.012 billion, attributable mainly to volume increases
in ship conversion and new building projects, which
more than offset the decline in ship repair revenue.

However, our profit after tax and including exceptional
items declined by 14.7 per cent to $78.5 million,
compared to $92.1 million in 2002. The decline was
mainly due to the subdued performance in ship repair
as well as lower exceptional gains of $1.3 million,
compared to $6.7 million in 2002. If exceptional items
and the effect of prior year’s tax over-provision were
excluded, the Group’s attributable profits would have
declined by just 8.4 per cent from $80.8 million in 2002
to $74.0 million in 2003.

Net asset value per share was 65.3 cents as compared
with 66.5 cents per share in 2002. Earnings per share were
5.6 cents, while our return on equity was 8.4 per cent.

Our Board of Directors is recommending a final gross
dividend of 1.0 cents per share and a special gross
dividend of 2.5 cents per share, totaling up to 3.5 cents
per share. Together with the interim gross dividend
payment of 1.5 cents per share, our total gross dividend
payment for 2003 will be 5.0 cents per share, which is
1.5 cents less than in 2002. The dividend payout ratio
is 71.7 per cent based on the 20 per cent tax rate, with
gross dividend yield at 5.1 per cent.

Business Review

Ship Repair
In 2003, the ship repair sector suffered from the Severe
Acute Respiratory Syndrome outbreak in the first half
and the high freight rates, which led to postponement

of repairs by vessel owners. As a result, our ship repair
segment’s contribution to total revenue dropped by 18
per cent to $345.5 million, compared to $423 million or
42 per cent of total revenue in 2002.

The number of vessels repaired in 2003 increased
marginally to 341, as compared with 332 vessels in 2002.
However, average value per vessel declined from $1.27
million to $1.01 million in 2003. Gross tonnage also
declined from 16.3 million to 13.3 million in 2003.

Repairs on container vessels increased to 15 per cent
of ship repair revenue, as compared with 5 per cent in
2002, in line with Singapore’s status as a major container
hub. However, this was insufficient to offset the decline
in tanker repairs, which was the traditional mainstay of
our ship repair business. Revenue contributions from
tanker repairs dropped from 58 per cent in 2002 to 50
per cent in 2003. Navy vessels and gas tankers accounted
for 7 per cent and 6 per cent respectively of ship repair
revenue, followed by passenger vessels at 5 per cent,
cargo vessels at 4 per cent and bulk carriers at 3 per
cent. Other vessel types accounted for the remaining
10 per cent.

Shipbuilding
Shipbuilding improved its contribution to total revenue
by 3 per cent. It earned $92 million or 9 per cent of our
total revenue in 2003, compared to the $89 million and
9 per cent recorded in 2002.

We achieved a major break-through this year in review
when Wan Hai Lines awarded us $220 million worth of
shipbuilding contracts to design and construct four units
of 2,600 TEU container vessels. These vessels would be
built from our very own proprietary design, which had
been developed over the years by our subsidiary, Jurong
Shipyard. Engineering works commenced in late 2003
with deliveries expected from the first quarter 2005
through the second quarter 2006.

We also completed and delivered four vessels in 2003.
This comprised one unit of 2,500 TEU container vessel
and three units of fast boat.

Work continues on other projects comprising one unit
of fast boat and the second unit of the 2,500 TEU
container vessels, with completion due in the first quarter
and fourth quarter of 2004 respectively.

Ship Conversion and Offshore
The ship conversion and offshore sector registered a
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significant improvement in revenue contributions from
$337 million or 33 per cent in 2002 to $391 million or 37
per cent in 2003. The increase was due to the higher
value in the ship conversion projects that were
undertaken in 2003.

During the year, we secured two new vessels for
conversion to floating production storage offloading
(FPSO) units in the third quarter of 2003. They were
the T. T. Nina, a 366,000 dwt ultra large crude carrier
and M. T. Fairway, a 149,686 dwt tanker. Deliveries of
these two FPSOs are scheduled for the fourth
quarter of 2004.

In 2003, we completed seven projects, comprising two
FPSO conversions, one floating storage offloading (FSO)
conversion, one crane ship conversion, one suction
hopper dredger conversion and two units of shuttle
tanker conversions.

We continue to work on the P-50 FPSO conversion, the
Erha field topside fabrication and installation project
and the Jascon 5 pipelay construction barge.

Rig Building
We also experienced better performance from our rig
building sector in 2003. Its revenue contribution increased
by $56 million to $150.5 million in 2003. This constituted 14
per cent of our total revenue in 2003, as compared with 9
per cent in 2002. One unit of jack-up was completed by our
subsidiary, PPL Shipyard, during the year.

PPL Shipyard also secured an engineering, procurement
and construction contract to construct one unit of Baker
Marine Pacific Class 375 deep drilling offshore jack-up
for a total price of US$110 million from Kristiansand
Drilling in January 2004. The jack-up would be built
according to a proprietary design developed by PPL
Shipyard and would be due for delivery in the first
quarter of 2006. The contract included an option for an
additional jack-up, which must be exercised within 18
months from the date of signing the contract.

Work-in-progress projects from 2003 to 2004 comprise
two units of fifth-generation dynamic positioning semi-
submersible rigs and one unit of jack-up for our major
customer, GlobalSantaFe. Expected delivery dates would
be the first quarter of 2004 for the jack-up, second
quarter of 2004 for the first unit of the semi-submersible
rig and the last quarter of 2004 for the second unit.

Associates’ Contributions
Our strategy in investing in China and Brazil continued
to reap rewards as our associated companies,
Mauá Jurong in Brazil and Cosco (Dalian) Shipyard in
China, provided steady and growing contributions
of $4.66 million profit before tax in 2003. This
compares favourably with the contributions of $3.91
million in 2002.

Mauá Jurong completed the fabrication of the topside
production modules for P-43 and P-48 FPSOs in 2003.
Projects carried over into 2004 were the topside
integration and commissioning works for the P-43 and
the fabrication of the topside production modules for
the P-50. Integration and commissioning for the P-43
would be completed in the third quarter of 2004. The
fabrication of P-50 topside modules is due for completion
in second quarter of 2004, with integration and
commissioning of the topsides due in the first quarter
of 2005.

Significant Events

Divestments
As part of our plans to exit from our non-core businesses,
we divested our entire 19.78 per cent equity interest in
Jurong Engineering for $10.7 million, recording a net
gain of $297,000.

We also streamlined our investments in China with the
disposal of our entire 50  per cent equity share of the
registered capital in Bohai Sembawang Shipyard
(Tianjin) Co to our joint-venture partner, China Offshore
Oil Bohai Corporation for $25.3 million with a net gain
of $2.0 million. This move would position us to focus
on enhancing our participation in the growing ship
repair market in China through our COSCO partnership,
and possibly the taking up of a bigger ownership stake
in the COSCO Shipyard Group.

Acquisitions
In line with our concerted efforts to enter into the rig
building and offshore businesses, we increased our
stake in PPL Shipyard from 50 per cent to 85 per cent,
making it an 85 per cent subsidiary of SembCorp Marine.
This majority stake in PPL Shipyard, complemented by
our Group’s other facilities and capabilities, would
strengthen our position to grow our offshore businesses.

In August 2003, Dolphin Shipping Company, a wholly-
owned subsidiary of SembCorp Marine, formed a joint
venture with Pacific Carriers to operate and service
offshore supply boats in the Southeast Asian region.
Dolphin Shipping and Pacific Carriers would each own
50 per cent equity shares in the company, which was
named Pacific Workboats.

In January 2004, Sembawang Shipyard (S), our
wholly-owned subsidiary, formed a single-purpose
subsidiary company known as Kristiansand Drilling
with Sinvest, a subsidiary of Skeie Group of Norway.
SembCorp Marine would hold 82 per cent (US$90 million)
of the equity stake in Kristiansand Drilling, while Sinvest
would hold the remaining 18 per cent (US$20 million).

Strategy for Sustained Growth

Looking ahead, we will adopt a two-pronged approach
in sustaining growth for the SembCorp Marine Group.
Firstly, we will continue to strengthen our home-based
shipyards to provide complementary facilities and
capabilities within the Group. And secondly, we will
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strengthen our global presence through a network of
strategically located shipyards.

To date, our two strategic hubs in China and Brazil have
made steady contributions, which are expected to grow
by a further 20 per cent in 2004. To achieve this, we are
exploring possibilities of increasing our equity stake in
these two hubs. Brazil is well-placed to serve the market
needs of the offshore and conversion markets in the
Gulf of Mexico, South America and the West African
region. Our China hub also enjoys a strategic location,
enabling us to participate in the growing ship repair
market in the Asia-Pacific region.

At the same time, we have diversified our business. From
a pure ship repair business, we have moved up the value
chain by including shipbuilding services and subsequently,
ship conversion and offshore engineering services. We
also moved up the technology value chain by developing
intellectual properties in designs and solutions, including
our own proprietary designs for building 2,600 TEU
container ships and deepwater jack-ups.

Outlook for 2004

Our orderbook carried over into 2004 remains strong at
$1.1 billion including shipbuilding, ship conversion,
offshore and rig building projects with deliveries and
completion from 2004 to the second quarter of 2006.

deepwater rig utilisation remains strong, particularly in
the West Africa, Brazil and Asia Pacific regions. Due to
the ageing rig fleets, there is ongoing demand for the
repair and upgrading of existing rig fleets as well as
opportunities for newbuilding. With this market scenario,
we expect to grow our offshore businesses by 10 to 15
per cent in 2004.

Board and Management

Mr Chee Keng Soon, Mr Giam Chin Toon and Mr Er
Kwong Wah stepped down from the Board in 2003. Mr
Chee was a Board member since 1983 and Chairman
of the Audit Committee since 1990. We would like to
thank him for his dedicated services and many
contributions to the Board. We would also like to record
our deepest appreciation to Mr Giam and Mr Er for
their contributions and invaluable services during their
tenure of directorship with the Group since 1997.

The Board also extends a warm welcome to two new
independent directors, Mr Tan Tew Han and Mr Ajaib
Haridass. Mr Tan brings with him 25 years of banking
experience and he succeeds Mr Chee as director and
Chairman of the Audit Committee. Mr Haridass, who
has 27 years legal experience, succeeds Mr Giam as
director, member of the Audit Committee and member
of the Executive Resource and Compensation
Committee.

Based on the scheduled completion of these projects,
we expect to improve our operating profit in 2004.

Ship repair will remain competitive with increasing
competition from low-cost centres around the region.
This, together with the strong freight rates, will continue
to put pressure on our ship repair activities for 2004.
Despite such factors, ship owners will continue to repair
their vessels due to more stringent requirements. Our
long-term strategic alliances with our customers will
enable us to improve our systems and cost structures
to better serve our customers. The advanced block
bookings that we have secured so far will cushion us
from such effects and provide us with a steady and
growing base load for 2004.

Shipbuilding for all categories of vessels remains strong.
There is continual demand for our niche market in
feeder container vessels and supply vessels. The 2,500
TEU container vessel that we designed, built and
delivered recently has received favourable feedback
from owners on its overall performance. We are also
confident that the successful marketing of the four units
of our 2,600 TEU proprietary design of the container
vessels to Wan Hai Lines will lead to more of such
shipbuilding contracts in 2004.

Market fundamentals for FPSOs and FSOs remain
buoyant despite short-term geopolitical uncertainties
arising from terrorism and viral diseases. The offshore

In closing, the Board would like to thank our valued
clients and business associates for their continuous
support. Our appreciation also goes out to our
employees whose hard work, dedication and loyalty
have contributed to our achievements in the past year.
Finally, we would like to thank all our shareholders for
their continued interest and support for the SembCorp
Marine Group.

Wong Kok Siew Tan Kwi Kin
Chairman President

March 5, 2004




