


2 STRATEGY AND PERFORMANCE

2.1 GROUP STRATEGY

Management approach
The development of SBM Offshore’s strategy is based

on the analysis of energy supply and demand, feedback
from stakeholders, trends in the market, the analysis of
the Company’s capabilities to perform in its market and
the elements in the materiality matrix.

The main aim of SBM Offshore is to grow and create
value in the long-term in the areas of experience, track
record, size, monetary value and development
opportunities for its clients. The Company continues to
focus on the offshore floating energy production market
and to adhere to a defined risk appetite framework as it
pursues potential projects; for example expanding into
other areas.

Although core markets have slightly improved over the
past year, opportunities remain limited and
management believes the trend will continue until 2020.
However, SBM Offshore is ready to exploit these few
prospects and believes that it offers appropriate
solutions to meet clients’ needs within the cost
constraints of today’s market. The Company is also
leveraging its key resources and capabilities to deliver
value in new, evolving markets. The Company aims to
continue to be a trusted partner to clients, by
collaborating on innovative floating energy production
solutions and ultimately delivering on its promises to
stakeholders.

Objectives for the three strategic pillars for the

Company are as follows:

= Optimize core business activities — ensuring targeted
uptime, the highest safety rates and quality, delivered
on time and on budget while continually aiming for
better returns for clients. For example SBM Offshore
provides Maintenance, Modification & Operation
(MMO)? services; it has over 200 modification projects
completed and with a pool of technologies at its
disposal, the Company ensures improved and longer
performance from its assets.

= Transform by bringing to market new, innovative
ways of executing the Company’s core solutions,
which overcome the challenges and barriers inherent
in this low oil price environment. Both SBM Offshore’s
Fast4dWard™ FPSO and its digital FPSO concept are
believed to strengthen the competitive edge of the
Company going forward.

2 MMO refers to Operate and Maintenance Services as well as Brownfield
projects, which include life extensions and upgrades to vessels.

= Innovate as a way to maintain SBM Offshore's
technology leadership position and to evolve its
product portfolio in-line with market needs and
expectations, in particular, for the transition in the
energy mix, to Floating LNG and Renewable Energy
solutions.

SBM Offshore manages performance on these strategic
pillars through a balanced score card framework.

2.2 FINANCIAL PERFORMANCE

The Company'’s primary business segments are Lease
and Operate and Turnkey. Although financial results are
presented per segment, activities between business
segments are closely related. In addition to reporting
under IFRS guidelines, SBM Offshore’s ‘Directional’
reporting methodology was expanded to reflect
management's view of the Company and how it
monitors and assesses financial performance.

PROFITABILITY

Full-year 2017 Directional revenue is US$ 1,676 million, a
decrease of 17% compared to 2016 revenues of

US$ 2,013 million. This is mainly caused by lower
revenues in the Turnkey segment, partially offset by an
increase in Lease and Operate revenues from the
additional three FPSOs that were delivered in 2016 and
which have now contributed during the full year.
Directional Turnkey revenue totaled US$ 175 million,
compared to US$ 702 million in 2016. Directional Lease
and Operate revenue totaled US$ 1,501 million,
compared to US$ 1,310 million in the year before.

Excluding non-recurring items, Underlying Directional
EBITDA increased 4% or US$ 28 million when compared
to 2016 and totals US$ 806 million. This result is
primarily attributable to the Lease and Operate
segment, but also driven by good performance in
Turnkey through successful project close-out. The
average Underlying Directional EBITDA margin for the
Lease and Operate segment remained stable at 64%.

2017 underlying consolidated Directional net income
attributable to shareholders stood at US$ 80 million, a
decrease of US$ 41 million compared to the previous
year. This is because the year-on-year increase of
underlying EBITDA is more than offset by increased
depreciation and interest due to the full year
contribution of the additional three FPSOs delivered in
2016 and the negative result on Construction yards.
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The above underlying figures are excluding several non-
recurring items described in section 4.1 Financial review
and impacting the 2017 Directional EBITDA and profit
attributable to Shareholders by respectively US$ 210
million and US$ 283 million.

BACKLOG

The Directional backlog, which is presented on a pro-
forma basis in section 4.1.3, remains solid at US$ 16.8
billion compared to US$ 17.1 billion at year-end 2016.
This is driven mainly by the awards for the FPSO Liza
and for the Castberg turret mooring system, which are
partially offset by revenues recognized during 2017 and
the sale of the Turritel/a (FPSO) in January 2018.

STATEMENT OF FINANCIAL POSITION

Despite the market downturn, the Company’s financial
position remains strong. Directional Shareholder’s
equity decreased slightly from US$ 1,159 million to
US$ 1,097 million, mainly because of non-recurring
items impacting the 2017 Directional profit attributable
to Shareholders.

Directional net debt significantly decreased to

US$ 2,687 million at year-end 2017, compared to

US$ 3,107 million in 2016, reflecting the strong
operating cash-flow generated by the Lease and
Operate segment and the impact of the cash proceeds
of the settlement with a group of insurers on the
Company’'s Yme insurance case.

All of the Company’s debt consists of project financing
held in special purpose vehicles. Over 2017, the
Company has not drawn under its revolving credit
facility and as such does not hold corporate debt.

CASH FLOW/LIQUIDITIES

Directional Cash and undrawn committed credit
facilities amounted to US$ 1,878 million, US$ 254 million
of which can be considered as being pledged to project
debt servicing or otherwise restricted in its utilization.

For a total overview of the Company’s financials please
see the Financial Statements in section 4 of the Annual
Report.

2.3 ECONOMIC PERFORMANCE
2.3.1 OPERATIONAL ACTIVITIES

SBM Offshore’s consistent approach to integrating
operational feedback into all phases of its projects is
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the foundation for optimization of its activities across
the lifecycle. This also greatly contributes to the
Company's capacity to continuously improve its designs
and project execution processes.

SBM Offshore believes that simplification is the solution
for future turnkey projects in today’s low price climate.
Hence, why the Company is advancing on its
standardization strategy for its next generation FPSO,
as well as a catalogue of standalone topsides and Turret
Mooring Systems for clients. Regarding the latter, the
Company is focusing on fit-for-purpose mooring
systems with a basic level of functionalities, which offer
practical and cost-effective solutions while optimizing
the NPV equation.

2.3.2 FLEET

SBM Offshore’s assets are key value drivers for the
Company, delivering the required production
performance to meet client targets and generating a
predictable revenue for SBM Offshore through its long-
term lease and operate contracts. The expertise and
experience of almost 2,400 offshore crew and onshore
staff, supporting the fleet, ensures value creation
through safe and efficient operations of the Company’s
offshore fleet.

KEY FIGURES IN 2017

= 5.3 billion barrels production cumulated to date
» 7,635 offloads cumulated to date

= 304 cumulative years of operational experience

In 2017 the fleet achieved its best performance to date
in terms of recordable injury rate and sustained a record
average production level in the range of 1 MBbls per
day in the second half of the year, as FPSO Cidade de
Marica and FPSO Cidade de Saquarema reached full
capacity production levels, having started up in 2016.



