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ADNOC Drilling

Expansion in rigs fleet supported profitability

1Q23 Net Profit slightly higher than our estimate

ADNOC Drilling Co. PISC (ADNOCDRILL/the Company) net profit
grew 25.4% YOY to USD 219 Mn in 1Q23, slightly higher than our
estimate of USD 211 Mn. The increase in net profit was primarily
attributable to a substantial growth in revenue across all the seg-
ments owing to the addition of new rigs entering the operational
fleet as well as an increase in EBITDA partially offset by a rise in
operating expenses and increase in finance charges.

P&L Highlights

ADNOC Drilling revenue grew significantly 19.1% YOY to USD 716
Mn in 1Q23 due to strong growth in the Offshore Jack Up and Oil-
field segment. Onshore Segment revenue grew 11.2% YOY to USD
355 Mn in 1Q23 due to strong growth in the drilling activity and
addition of eight new rigs entering the operational fleet in 2H22.
Offshore Jack-up recorded strong 27.5% YOY growth to USD 184
Mn in 1Q23 driven by increased activity from five new additional
rigs put in operation. Revenue from the Offshore Island Segment
grew marginally 2.8% YQY to USD 51 Mn in 1Q23 owing to the mo-
bilization revenue from a reactivated island rig. Furthermore, the
OFS segment withessed 43.0% YOY growth in revenue to USD 126
Mn in 1Q23 mainly due to the increased volumes across the portfo-
lio. The number of IDS rigs also grew from 36 rigs in 1Q22 to 40
rigs in 1Q23. Company’s direct cost grew 15.6% YOY to USD 420
Mn in 1Q23. Resultantly, gross profit grew 24.3% YOY to USD 300
Mn in 1Q23 with an increase in gross profit margin from 40.2% in
1Q22 to 41.9% in 1Q23. ADNOCDRI's G&A expenses grew 10.5%
YOY to USD 71 Mn in 1Q23 mainly due to an increase in activity
levels along with the impact of inflation on cost of materials equip-
ment and other cost. Thus, EBITDA grew 19.1% YOY to USD 333
Mn in 1Q23. Onshore segment’s EBITDA grew 13.0% YOQOY to USD
173 Mn with a margin of 48.8% in 1Q23 whereas the Offshore
Jackup segment’s EBITDA grew 24.0% YOY to USD 105 Mn with a
margin of 57.0% owing to an increase in drilling activity. Similarly,
offshore island and OFS segment EBITDA margins stood at 62.0%
and 18.6% in 1Q23 with an EBITDA of USD 32 Mn and USD 23 Mn
respectively. Other income rose from USD 1.2 Mn in 1Q22 to USD
1.3 Mn in 1Q23. While, Finance costs increased significantly from
USD 4.2 Mn in 1Q22 to USD 12.0 Mn in 1Q23 due to higher bench-
mark rates.

Balance sheet highlights

ADNOCDRI's working capital rose 55.0% to USD 442 Mn in 1Q23.
The rise in working capital was mainly attributed to an increase in
activity and rise in inventories and related party balances. The
company incurred a capex of USD 76 Mn in 1Q23 as compared to
USD 78 Mn in 1Q23. Furthermore, the Company plans to incur a
capex of USD 1.3- 1.8 Bn in 2023. Free cash flow declined 53.0%
YOY to USD 153 Mn mainly due to an increase in working capital
activity coupled with rise in activity level. In addition, the Company
maintained strong cash and cash equivalents worth USD 463 Mn in
1Q23. Gross debt remained stable at USD 1.5 Bn in 1Q23. While
Net debt/EBITDA declined marginally from 3.4x in 4Q22 to 3.2x in
1Q23.
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Dividend Yield (12m) 4.14
Dividend Pay-out (%) 0.00
Price-Earnings Ratio (x) 19.35
Price-to-Book Ratio (x) 5.23
Book Value (AED) 0.20
Return-on Equity (%) 27.65
Earning Per Share (AED) 0.05
Adj. Beta 0.818
5 Days -1.05%
1 Months -7.13%
3 Months 12.84%
6 Months 14.55%
1 Year 24.34%
Month to Date (MTD) -11.89%
Quarter to Date (QTD) -4.30%
Year to Date (YTD) 26.85%
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Target price and rating

We revise our rating from BUY to ACCUMULATE on ADNOC Drilling with an unchanged target price of AED
4.30. The stock price of the Company rose 13.7% since our last rating (1% March 2023). ADNOCDRI de-
livered a solid performance owing to the strong 19.1% YQY rise in revenue and EBITDA. The growth in
revenue was mainly supported by the addition of new rigs which come into operational fleet in 2H22. The
Company also plans to accelerate it strategy for achieving the target of five million barrels of oil per day
and gas self-sufficiency in the UAE by 2027 for ADNOC Upstream. As a result, its aims to increase the
rigs count to 142 by 2024. The total owned rigs count of the Company reached to 115 in 1Q23 in line
with its target. This will provide a boost to near-term earnings. Furthermore, the robust increase in the
offshore segment was aided by the acquisition of five new rigs, and the Company further intends to inte-
grate nine jack-ups over the next two years. The OFS segment performed Integrated Drilling Services on
40 rigs whereas the drilling efficiency improved 16.1% YOY in 1Q23. It also added new service in its OFS
segment such as Mud lodging and Coring, TRS, which will benefit to increase its market share growth go-
ing forward. Average drilling days increased for onshore drilling from 37 days in 1Q22 to 41 days in 1Q23
while offshore average drilling days declined from 81 days to 67 days in 1Q23. Recently, ADNOCDRIL an-
nounced the purchase of ten newbuild hybrid power and drilling rigs that are expected to deliver high-
capacity batteries to improve power delivery which will fulfil ADNOC's expedited production capacity tar-
gets and sustainability plans. Furthermore, ADNOCDRIL expects its revenue to grow by USD 3.0-3.2 Bn
and EBITDA by USD 1.4-1.5 Bn with an industry leading EBITDA margin of 45-47% in 2023 owing to an
expansion in rig fleet and service offering. The company also remain committed to its dividend policy to
grow dividend per share by 5.0% in the coming four years. It also approved a final dividend for 2H22 of
USD 341 Mn in April 2023 bringing its total dividend to USD 683 Mn in 2022. Thus, considering the
abovementioned factors, we assign an ACCUMULATE rating on the stock.

Adnoc Drilling Relative Valuation

(at CMP) 2021 2022 2023F
P/E 27.6 20.8 17.7
P/B 6.0 5.7 5.3
EV/EBITDA 16.9 14.5 12.2
Dividend Yield 4.1% 4.1% 4.3%

FABS estimate & Co Data

Adnoc Drilling - P&L

(USD mn) 1Q22 4Q22 1Q23 1Q23F VAR YOYCh QOQCh 2022 2023F Change
Revenue 601 733 716 740 -3.3% 19.1% -2.3% 2,673 3,174 18.7%
Direct Cost -360 -420 -416 -443 -6.1% 15.6% -0.9% -1,581 -1,871 18.4%
Gross Profit 242 313 300 298 0.9% 24.3% -4.2% 1,093 1,303 19.2%
G&A expenses -64 -71 -71 -76 -7.1% 10.5% -0.7% -268 -333 24.2%
EBITDA 280 353 333 339 -1.7% 19.1% -5.7% 1,218 1,364 11.9%
Other Income- Net 1 1 1 1 77.1% 6.8% 59.1% 6 7 18.7%
Finance Costs- Net -4 -9 -12 -11 6.5% 184.3% 31.6% -29 -38 31.1%

Profit for the period

FABS estimate & Co Data

Adnoc Drilling - Margins

1Q22 4Q22 1Q23 YOYCh QOQCh 2022 2023F Change
Gross Profit 40.2%  42.7%  41.9% 175 -81 40.9% 41.1% 18
EBITDA 46.5%  48.2%  46.5% 0 -164 45.6% 43.0% -260
Net Profit 29.0%  31.9% 30.5% 152 -134 30.0% 29.6% -39

FABS estimate & Co Data
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Valuation:

We use Discounted Free Cash flow (DCF) and Relative Valuation (RV) to value ADNOC Drilling. We have
assigned 70% weight to DCF, and 30% to RV method.

Valuation Method Target Weight Weighted Value
DCF 4.6 70.0% 3.2
Relative Valuation 3.5 30.0% 1.1
Weighted Average Valuation (AED) 4.3
Current market price (AED) 3.78
Upside/Downside (%) 13.8%

1) DCF Method:

ADNOCDRIL is valued using free cash flow to firm. We have discounted the cash flow using the weighted
average cost of capital of 8.4%. It is arrived after using cost of equity of 8.7% and cost of debt of 5.1%.
Cost of equity is calculated by using 10-year government bond yield of 4.3%, beta of 1.0 and equity risk
premium of 4.4%. Government bond yield is calculated after adding Abu Dhabi 10-year spread over 10-
year US risk free rate. Also, assumed a terminal growth rate of 2.0%.

Sum of PV (USD, Mn) 3,848

Terminal value (USD, Mn) 17,386

FV to Common shareholders (USD, Mn) 21,234

No. of share (Mn) 16,000

Current Market Price (AED) 3.78

Fair Value per share (AED) 4.6

DCF method

(All Figures in USD Mn) FY 2023E FY 2024E FY 2025E FY 2026E FY 2027E
EBIT 970 1,072 1,192 1,281 1,370
Depreciation and Amortization 468 523 537 516 498
(-) Capex -1,425 -825 -225 -235 -245
(-) Change in net working capital -864 484 48 58 -41
Free Cash Flow to Firm (FCFF) -851 1,254 1,552 1,620 1,582
Discounting Factor 0.95 0.88 0.81 0.75 0.69
Discounted FCFF -810 1,101 1,257 1,210 1,090
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2) Relative Valuation:

We have used local and international peers to value ADNOC Drilling and it is valued using the EV/EBITDA
multiple. We have applied a premium to peer valuation since the majority of the Company revenue is
earned on a contract basis from the parent ADNOC Group. In addition, ADNOC Group also plans to accel-
erate its production capacity from four million barrels per day to five million barrels of oil per day which is
leading ADNOC Drilling to make investments in rigs to boost capacity to provide service to the parent. It
is valued at EV/EBITDA multiple of 11.4x compared to the peer multiple of 9.1x.

wvw | e [ aws | o | ae | e | aee
7.4 12.3

Halliburton 31,827 6.1 10.3 1.6% 1.7%
Schlumberger (Us) 70,616 10.4 8.7 16.9 14.1 1.7% 1.8%
Baker Hughes Company 27,921 9.1 7.5 17.6 13.4 2.7% 2.7%
Valaris Ltd 4,573 16.2 5.5 15.3 6.7 - -

Zhongman Petroleum and Natural Gas 1,100 7.0 4.5 9.7 7.3 - -

Average 10.0 6.5 14.4 10.4 2.0% 2.1%
Median 9.1 6.1 15.3 10.3 1.7% 1.8%
Max 10.4 7.5 16.9 13.4 2.2% 2.2%
Min 7.4 5.5 12.3 7.3 1.6% 1.8%
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Research Rating Methodology:

Rating Upside/Downside potential
BUY Higher than +15%
ACCUMULATE Between +10% to +15%
HOLD Lower than +10% to -5%
REDUCE Between -5% to -15%

SELL Lower than -15%

FAB Securities Contacts:

Research Analysts

Ahmad Banihani +971-2-6161629 ahmad.banihani@Bankfab.com

Sales & Execution

Abu Dhabi Head Office

Trading Desk +971-2-6161700/1 Online Trading Link
+971-2-6161777
Institutional Desk +971-4-4245765
Sales and Marketing +971-2-6161703
DISCLAIMER

This report has been prepared by FAB Securities (FABS), which is authorised by the UAE Securities and Com-
modities Authority, licensing registration number 604002, and is a member of the Abu Dhabi Securities Ex-
change and Dubai Financial Market. The information, opinions and materials contained in this report are pro-
vided for information purposes only and are not to be used, construed, or considered as an offer or the solici-
tation of an offer or recommendation to sell or to buy or to subscribe for any investment security or other fi-
nancial instrument. The information, opinions and material in this report have been obtained and derived from
publicly available information and other sources considered reliable without being independently verified for
their accuracy or completeness. FABS gives no representation or warranty, express or implied, as to the accu-
racy and completeness of information and opinions expressed in this report. Opinions expressed are current
as of the original publication date appearing on the report only and the information, including the opinions
contained herein, are subject to change without notice. FABS is under no obligation to update this report. The
investments referred to in this report might not be suitable for all recipients. Recipients should not base their
investment decisions on this report and should make their own investigations, and obtain independent advice,
as appropriate. Any loss or other consequences arising from the uses of material contained in this report shall
be the sole and exclusive responsibility of the recipient and FABS accepts no liability for any such loss or con-
sequence. The value of any investment could fall as well as rise and the investor may receive less than the
original amount invested. Some investments mentioned in this report might not be liquid investments, which
could be difficult to realise in cash. Some investments discussed in this report could be characterised by high
level of volatility, which might result in loss. FABS owns the intellectual property rights and any other material
contained in this report. No part of this report may be reproduced, utilised or modified in any form either in
whole or in part or by any electronic, mechanical or other means, now known or hereafter invented, including
photocopying and recording, or stored in any retrieval system without the prior consent of FABS in writing.
While utmost care has been taken to ensure that the information provided is accurate and correct, neither
FABS, nor its employees shall, in any way, be responsible for the contents. By accepting this document, the
recipient agrees he/she has read the above disclaimer and to be bound by the foregoing limitations/
restrictions.
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