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ADNOC Drilling

Topline growth offset by rising cost inflation

3Q22 Net Profit in line with our estimates

ADNOC Drilling Co. PISC (ADNOCDRI/the Company) net profit rose
5.8% YOY to USD 189 Mn in 3Q22, slightly lower than our estimate
of USD 194 Mn. The increase in net profit was mainly driven by an
increase in revenue which rose due to the strong performance from
the Onshore and Qilfield Services (OFS) segments.

P&L Highlights

Net revenue grew 17.4% YOY to 670 Mn in 3Q22. The increase in
revenue was mainly due to the growth in Onshore and Oilfield ser-
vices partially offset by a decrease in the Offshore Jackup and Off-
shore Island segment. Onshore segment revenue rose 33.1% YOY
to USD 372 Mn in 3Q22 owing to the addition of new rigs. Offshore
Jackup segment revenue declined 8.9% YOY to USD 143 Mn in
3Q22 primarily due to planned maintenance of specific rigs partially
offset by addition of three new rigs to operation. Offshore Island
Segment revenue declined 14.2% YQY to USD 52 Mn in 3Q22, ow-
ing mostly to one-off claims concluded and recognized in 3Q21.
While the revenue from OFS increased significantly 40.1% YOQY to
USD 103 Mn in 3Q22 owing to the increased volume in the OFS
portfolio. Direct cost increased 22.0% YOY to USD 405 Mn in 3Q22
primarily attributable to an increase in activity level, associated
costs, increase in energy prices and inflation in consumable cost
partially offset by cost efficiency. G&A expenses rose 21.6% YOY to
USD 69 Mn in 3Q22. Thus, EBITDA increased 4.9% YQY to USD 299
Mn in 3Q22 with a decrease in EBITDA margin from 49.9% in 3Q21
to 44.6% in 3Q22. The decline in EBITDA margin is mainly due to a
fall in margin across all segments except, Onshore Segment. The
margin of the Onshore Segment rose from 42.1% in 3Q21 to
47.4% in 3Q22 due to an increase in activity level. Offshore Jackup
margin fell from 63.6% in 3Q21 to 48.8% in 3Q22 due to an in-
crease in consumable cost inflation and planned maintenance. Off-
shore Island margin fell from 71.7% in 3Q21 to 68.0% in 3Q22 im-
pacted due to one-off claims recorded in 3Q22. OFS margin fell
from 32.6% in 3Q21 to 16.9% in 3Q22 due to a one-off accounting
adjustment in OPEX in 3Q21, however steady activity in the seg-
ment drove profitability slightly offset by cost inflation. Other in-
come rose from USD 0.6 Mn in 3Q21 to USD 1.4 Mn in 3Q22
whereas, finance costs rose from USD 4 Mn in 3Q21 to USD 9 Mn in
3Q22 due to an increase in interest rates.

Balance sheet highlights

ADNOCDRI'’s working capital investment grew from USD 378 Mn in
2Q22 to USD 385 Mn 3Q22, owing to increased business activity
offset by strong collections in 9M22. Net cash from operating activi-
ties stood at USD 1,135 Mn in 9M22 compared to USD 721 Mn in
9M21 mainly due to the growth in the OFS and Onshore segments.
Thus, free cash flow increased to USD 629 Mn in 9M22 from USD
268 Mn in 9M21. CAPEX rose to USD 506 Mn in 9M22, up from USD
453 Mn in 9M21, reflecting the company’s acceleration of the rig
fleet expansion program. It further accelerated its rig fleet expan-
sion program in 3Q22 and signed two sale and buy agreements
worth USD 210 Mn to acquire three additional premium jack-up
drilling equipment. Furthermore, the company maintained healthy
liquidity with cash and cash equivalent of USD 383 Mn and an unu-
tilized syndicated term facility of USD 1.6 Bn as of 9M22.
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Recommendation

Current Price (16-Nov-22) 3.38
Target Price (AED) 4.15
Upside/Downside (%) +22.8%

Stock Information

Market Cap (mm) 54,080
Shares Outstanding (mm) 16,000
52 Week High 3.92

52 Week Low 2.97
3M Avg. daily value (AED) 23,316,380
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Financial Ratios

Dividend Yield (12m) 4.63
Dividend Pay-out (%) 0.00
Price-Earnings Ratio (x) 20.66
Price-to-Book Ratio (x) 5.46
Book Value (AED) 0.17
Return-on Equity (%) 26.59
Earning Per Share (AED) 0.04
Beta (1 Year) 0.83
5 Days 0.00%
1 Months -2.31%
3 Months -6.11%
6 Months 2.42%
1 Year 0.00%
Month to Date (MTD) 0.90%
Quarter to Date (QTD) -0.30%
Year to Date (YTD) -0.59%
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Target price and rating

We maintain BUY rating on ADNOCDRI with a target price of AED 4.15. ADNOCDRI remains a key enabler
of ADNOC’s ambitious program to increase its production capacity in the UAE to 5 Mn barrels per day and
1 Bn cubic feet of gas. The Company added nine rigs during 9M22 and plans to additional rigs in the
fourth quarter to enable UAE to meet its long-term production target. It also received two contracts of
USD 3.4 Bn for eight offshore jack-ups from ADNOC offshore. In addition, ADNOCDRI also received a
contract of USD 980 Mn for two additional premium jack-up rigs to support ADNOC's drilling operations.
Furthermore, OFS segment awarded additional contracts for Hail and Ghasha project which will support
revenue of the segment over a period of time. The company is generating sustainable free cash flow
(FCF) across the period and the FCF as a percentage of EBITDA stood at 71.4% in 9M2022. Due to
which, ADNOCDRI would be able to distribute healthy dividends even after providing for growth opportu-
nities. ADNOCDRI is expected to generate a dividend yield of 4.9% based on FY2022 dividend. AD-
NOCDRI is facing cost pressure due to global inflationary conditions which might impact its profitability in

the near term. Considering all these aforementioned factors we continue to retain our BUY rating on the
stock.

Adnoc Drilling Relative Valuation

(at CMP) 2018 2019 2020 2021 2022F
P/E NA NA NA 24.37 19.49
P/B NA NA NA 5.27 5.10
EV/EBITDA NA NA NA 15.03 13.50
Dividend Yield NA NA NA 4.7% 4.9%

FABS estimate & Co Data

Adnoc Drilling - P&L

(USD Mn) 3Q21 2Q22 3Q22A 3Q22F Var. YOYCh QOQCh 2021 2022F Change
Revenue 571 668 670 678  -1.2% 17.4%  0.3% 2,269 2,631  15.9%
Direct Cost 332 -396  -405  -400  1.2%  22.0%  2.3%  -1,385 -1,579  14.0%
Gross Profit 239 272 265 278 -4.6% 11.1% -2.6% 884 1,052 19.0%
Sgg‘fgg' and Administrative ex-  _5;  _gg4 -69 75  -7.2% 21.6%  8.7%  -274  -273  -0.2%
EBITDA 287 300 299 310 -3.5% 4.2% -0.3% 1,049 1,173 11.8%
Other Income- Net 1 3 1 1 0.1% 144.7% -50.7% 10 7 -33.6%
Finance Costs- Net -4 -7 -9 11 -20.9% 115.4% 32.8%  -17 31 80.5%

Profit for the period

FABS estimate & Co Data

Adnoc Drilling - Margins

3Q21 2Q22 3Q22 YOYCh QOQCh 2021 2022F Change
Gross Profit Margin 41.8% 40.8% 39.6% -226 -117 39.0% 40.0% 103
EBITDA Margin 50.3% 44.9% 44.6% -565 -28 46.2% 44.6% -163
Net Profit Margin 31.3% 30.6% 28.2% -309 -249 26.6% 28.7% 210

FABS estimate & Co Data
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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%
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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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