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Investment Case 

Central to the hydrocarbon growth story of the UAE 

ADNOC Drilling was founded in 1972. It is a subsidiary of the Abu Dhabi 
National Oil Company (ADNOC) and is the largest national drilling company 
in the Middle East with 112 rigs under operation. 

The company provides a full suite of drilling operations and services to its 
parent. In the biggest part of its offering, ADNOC Drilling is the sole local 
provider. This places it in a monopoly position in the UAE. 

The recent listing of the driller offers an opportunity to invest in the ADNOC 
vertical and enables indirect economic and financial exposure to the sixth 
largest conventional oil reserve in the world. 

Unparalleled competitive positioning 

ADNOC Drilling has a unique relationship with its parent company including 
a contractual framework which differentiates it from any other company in 
the sector globally. This setup provides unparalleled long-term visibility into 
capital expenditures, revenue growth, operational returns, and cash flow 
generation. 

With the perspective of significant oil production growth for the Emirate of 
Abu Dhabi, a monopolistic competitive position, a solid and exclusive 
contractual framework, ongoing development in the value-added oil-field 
services, and the prospect of further growth abroad, the captive drilling 
business is poised to do well. 

Higher for longer: The best sector margins globally 

The leveraged relationship of ADNOC Drilling with its parent allows it to 
generate some of the highest margins in the sector, dwarfing its global peers 
by multiples at both the EBITDA and net-margin levels. This has translated 
into significant cash flow generation at any point of the oil commodity cycle. 

Consequently, and with high and sustainable rig utilization rates, the 
company boasts what appears to some of the highest and most sustainable 
sector margins globally. With the short history of audited numbers at our 
disposal, we find much less cyclicality in the numbers of our local driller as 
we do in the global competitors. This is another comfort factor in the 
sustainability of the investment story. 

Initiate with Over-Weight and AED 4.34 fair value 

We value the stock according to three different methodologies capturing the 
visibility of cash flows (DCF), the quality of dividends (DDM) and the relative 
stock market positioning (relative valuation). 

Our fair value is the weighted average of these methods and comes out to 
AED 4.34 per share, which constitutes a 23% potential upside from the last 
closing price and deserves an overweight recommendation on the stock. 

The company intends to grow its DPS at 5% per year until 2026. Its 
distribution is backed by strong cash flows, long-term earnings potential, and 
little relative debt on the balance sheet. With a compelling fundamental 
story, an attractive valuation, and a yield currently nearing 5%, this makes 
the stock an equally attractive dividend story. 

The main risks to our favorable scenario are two-fold and essentially macro 
related: 1/ A faster energy transition leading to a deflation in fossil fuel prices, 
2/ A change in oil production plans at ADNOC, and 3/ A global stock-market 
rout in the context of rising rates and constrained liquidity. 
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Central to the UAE growth narrative 

ADNOC Drilling was founded in 1972. It is a subsidiary of the Abu Dhabi 
National Oil Company (ADNOC). It is the largest national drilling company in 
the Middle East and operates 112 rigs, of which 105 are owned and seven are 
rented.  

The company provides a full suite of drilling operations and drilling services to 
ADNOC including rig hire, associated rig-related services, and integrated 
drilling services. In the biggest part of its service offering, which consists in 
drilling and associated services, ADNOC Drilling is the sole provider to its 
mother company. 

After 50 years of operations, the company became a public joint-stock 
company in October 2021 following its listing on the Abu Dhabi Securities 
Exchange (ADX). 

 

 

Source: ADNOC Drilling Company 

* Includes 24 Offshore Jack-up rigs and 10 Offshore Island rigs for a total of 34 offshore rigs 
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Source: ADNOC Drilling Company 

An opportunity to invest in the ADNOC vertical 

The United Arab Emirates (UAE) possess the sixth largest conventional oil 
reserve in the world and the national oil company is the single integrated 
operator of such reserves (source: ADNOC). 

ADNOC manages the entire UAE hydrocarbon value chain from exploration to 
production, storage, refining, trading, and development of a wide range of 
petrochemical products. 

This makes the national oil company of the UAE one of the largest energy 
producers in the world, and one which has historically played a key role in the 
growth of Abu Dhabi and the UAE economy. 

ADNOC Drilling: Another ADNOC offshoot 

Four ADNOC subsidiaries are currently traded in the local public market: 
ADNOC Drilling, ADNOC Distribution, Fertiglobe, and Borouge. Investment in 
any of these companies offers an opportunity to gain indirect exposure to the 
ADNOC ecosystem and to the overall hydrocarbon growth story of Abu Dhabi 
and the UAE. 

Of the four listed subsidiaries, ADNOC Drilling is the most closely associated 
with the upstream vertical. We therefore consider it the “purest” oil-play. 
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The hydrocarbon vision of Abu Dhabi is the main driver 

The production growth plans of ADNOC have far-reaching operational impact 
on ADNOC Drilling, much more so than on any of the other listed subsidiaries 
of the group. The intended increase in hydrocarbon production as formulated 
by ADNOC and the Government of Abu Dhabi, depends directly on the number 
of new oil wells and ADNOC Drilling is the sole provider of drilling services for 
such wells. 

The operational growth of ADNOC Drilling is therefore directly driven by the 
hydrocarbon vision of the Emirate of Abu Dhabi. This places the drilling 
company at a privileged position. ADNOC Drilling is effectively in a captive 
relationship with its mother company, one with a single-provider (ADNOC 
Drilling) to a single-client (ADNOC Group). 

This also makes ADNOC Drilling a compelling vehicle to gain exposure to the 
prized oil upstream business of ADNOC, and to the Abu Dhabi growth story. 
The contractual relationship is essential between the mother company and the 
drilling subsidiary, as the economic existence of the latter depends on the 
former. We explain this relationship in more detail in the contract section of this 
note. 

Four pillars to the business 

ADNOC Drilling operates through four main segments as described below. 

Source: ADNOC Drilling Company                               * EBITDA Margin and proportion of topline are at the end of the first half of 2022 
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Shareholding: Mostly strategically owned 

In October of 2021, ADNOC Drilling was brought to the UAE stock market 
with the sale to the public of 1.8bn secondary ordinary shares. This 
represented 11% of the total issued capital. 

Today, ADNOC remains the main, single-largest, reference shareholder of 
the drilling concern, and Baker Hughes continues to hold its pre-IPO 
strategic stake of 5%. 

ADNOC and Baker Hughes entered a strategic partnership in October 2018 
to enable ADNOC Drilling to become a fully integrated drilling and well 
construction business. We discuss this in more detail later in this report. 

During the offering, Helmerich & Payne (H&P) made a USD 100mn 
cornerstone investment. This was the start of a new strategic partnership, 
this time between the driller and H&P. This new relationship is expected to 
bring improvements to the onshore business by way of greater operational 
efficiencies. 

All-in-all, 90% of the capital of ADNOC Drilling is effectively held by strategic 
investors, and the free float is relatively small in percentage terms. Adjusting 
the total market capitalization of AED 57bn or USD 16bn by the free float, we 
end up with a free-floating market capitalization for ADNOC Drilling of about 
AED 6bn or USD 1.6bn. This puts the stock in the top-twenty list of the largest 
UAE float-adjusted market capitalizations. 

 

 

 

Source: ADNOC Drilling Company 

 

ADNOC
84%

Baker Hughes
5%

H&P
1%

Public
10%



 
 

Investment Research 

United Arab Emirates, Energy/Drilling 

 

Initiation of Coverage | ADNOC Drilling Company | 28 September 2022 7 

Unparalleled competitive positioning  

ADNOC Drilling has a unique relationship with its parent company including 
a contractual framework which differentiates it from any other company in 
the sector. This setup provides unparalleled long-term visibility into capital 
expenditures, revenue growth, operational returns, and cash flow 
generation. 

A captive business and a quasi, local monopoly 

As the largest shareholder and single-largest client of the drilling business, 
ADNOC has considerable influence over the drilling company's operations 
and long-term plans. 

ADNOC Drilling benefits from the preferential contractual framework with its 
mother company. It has been the sole provider of rig hire and associated 
services to ADNOC for the last 50 years since 1972. 

Considering the framework and history, ADNOC Drilling does not have any 
local competition for rigs and drilling services. It is the sole beneficiary of the 
coveted upstream drilling business of ADNOC in the UAE. To this extent, 
ADNOC Drilling benefits from an enviable, monopolistic competitive position 
in its main segments of operation. 

The drilling services offered by ADNOC Drilling cover three segments — 
Onshore, Offshore Jack up, and Offshore Island. They account for 86% of 
total revenues. The remaining 14% are accounted for by Oilfield Services and 
miscellaneous revenues. 

UAE-centric for now 

ADNOC Drilling generates revenues by offering rig and related services to 
the mother company’s Onshore and Offshore subsidiaries. These two clients 
represent 97% of ADNOC Drilling’s revenues, with operations confined to 
the UAE. 

• ADNOC Onshore: The concession area spans 12,000 sq. km and 
includes 11 oil and gas fields across four assets - Bab, North East Bab 
(NEB), Bu Hasa, and South East (SE). 

• ADNOC Offshore: Manages several oil and gas assets, including 
Upper Zakum, Lower Zakum, Umm Shaif, Satah Umm Al Dalkh, Sarb, 
and Umm Lulu. 

Aggressive growth plans at ADNOC 

The objective of the UAE government is to become gas self-sufficient by 
2030 and to grow its hydrocarbon production to meet increasing global 
demand. To this end, it has approved a significant, total hydrocarbon 
infrastructure spending package of USD 122bn. 

In line with the official goals of the UAE government, ADNOC plans to: 

• Increase daily crude oil production capacity by 25% to 5mn barrels 
per day from the current 4mn. 

• Produce 1bn cubic feet of unconventional gas per day. 

UAE oil production up +60% in the past ten years 

The UAE produced 2.6mn barrels per day at the start of 2010. This was 
increased to 4.1mn at the start of 2020 just before the pandemic and 
represented a growth in production of +60% in ten years. In this context, the 
current target to further increase capacity by 25% to 5mn barrels per day by 
2030 appears attainable. 
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Source: EIA 

 

Significant ramp-up in drilling activity 

As per ADNOC Drilling’s estimation, ADNOC would need 1,217 wells by 2030 
to meet its capacity expansion goals. This is up from 627 in 2020 and 
involves a near doubling in the number of wells in the space of ten years. 

In addition, ADNOC Drilling believes it will be required to drill 100% of the 
unconventional wells of its mother company, including three hundred wells 
based in the Ruwais Diyab gas concession area. 

Solid, and quite unique, long-term contracts 

ADNOC Drilling has contractual agreements with its parent company for rig 
hire and related services, as well as integrated drilling services. These 
arrangements are part of a long-term contractual framework and provide 
ADNOC Drilling with robust visibility over capex and top-line revenue. 
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Source: ADNOC Drilling 

Framework agreement details 

As shown in Figure 2 above, the relationship between the drilling concern 
and the mother company is a matter of pre-defined framework, discussed 
well in advance and rolled out in a structured and contractual manner across 
its two businesses – Rig Services for rig hire and drilling related services, 
and Integrated Drilling Services (IDS) for the Oil Field Services (OFS) portion 
of the activity. 

1. Rig Services Framework Agreement 

This framework covers the rig hire and related services segments, 
i.e., Onshore, Offshore Jack ups, and Island. 

Under this framework, ADNOC Drilling will continue to provide rig 
services to ADNOC's upstream operating companies. ADNOC 
requires its upstream operating companies to procure any rig 
services solely from ADNOC Drilling. 

The framework has pre-determined IRR and margins, suggesting 
that the contracts are implemented on a cost-plus basis. In addition 

 

ADNOC Drilling ADNOC 

40-year operational contractual framework 

Rig Services and IDS 

10 to 15-Year Contractual Agreement 

Contract Terms 

• Contract Value 
• Rigs Charter Provisions 
• Capex Plans 
• Operational Requirements 
• Manpower 
• Equipment 

Financial Impact 

• Revenue 
• Operating profit 
• Net Income 
• Cash Generation 
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to guaranteed margins, this Framework Agreement provides an 
effective hedge against inflation. 

During the initial rig base term of 15 years, the framework has an IRR 
target. Once the initial rig base term expires, the rate structure is 
updated to provide recovery of operating costs on a cost-plus basis, 
which is the EBIT Margin target. 

The contract terms and fixed returns provide confidence in the 
forward revenue evolution and minimize the volatility originating 
from the cyclical nature of the industry. 

Source: ADNOC Drilling Company 

 

2. Integrated Drilling Services Framework Agreement 

This framework covers the company’s Oil Field Services (OFS) 
segment. Under this framework, ADNOC upstream companies will 
procure integrated drilling services from ADNOC Drilling for the 
development of conventional and unconventional wells, provided 
that ADNOC Drilling can provide such integrated drilling services. 

Under this framework, no less than 50% of all the conventional wells’ 
integrated drilling services would be performed by ADNOC Drilling 
by 2025. This is a major motivator for the drilling company to expand 
its operations in the highly profitable business of OFS, and one of 
the premises and promises of its future growth paths. 

These frameworks result in ADNOC Drilling holding a quasi-monopolistic 
position in its core and legacy segments, and a preferential supplier status 
for the new, integrated drilling services segment. 

All-in-all, ADNOC Drilling holds an enviable, unparalleled, and yet 
unchallenged competitive position in its domain of activity and expertise in 
the UAE. 

Contract analysis and profitability estimation 

ADNOC Drilling regularly obtains or confirms new operational contracts for 
the provision of services to its mother company. Since listing, it has disclosed 
the binding letters which are relevant to such agreements. Three such 
documents have been made public to date, often specifying large contract 
sizes with values running into multiple billions of dollars. 

“The Company announced that it is in receipt of binding Letters of Award to support 
ADNOC Offshore drilling operations in contracts with a combined value of more than 
$3.4 billion. The Letters of Award concern the provision of offshore drilling rigs for 
two contracts with ADNOC Offshore, valued at $1.9 billion and $1.5 billion 
respectively, for the charter of eight high specification premium offshore jack-up rigs, 
along with all manpower and equipment required for their operation, to support 
ADNOC Offshore drilling operations.” - ADNOC Drilling regulatory disclosure, 5th 
August 2022.  
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While these contracts may seem nominally impressively large, the part 
which ends up effectively impacting the bottom line of the company may 
vary greatly. We take the example of the latest announced contract to break 
it down in the table below and to assess its effective P&L impact. 

Source: Al Ramz Investment Research 

* As assumed by Al Ramz Investment Research 

** 1-month LIBOR at 2.8% + 0.9% 

 

This USD 3.4bn contract has close to a USD 50mn impact on the bottom line, 
according to our estimates. This is equivalent to an 8-9% theoretical 
increment to the full-year net income of 2021. The actual bottom-line 
contribution is less impressive than the nominal size of the announced 
contract. However, it remains material in our opinion. 

How much of this contribution is incremental relative to the information 
initially released by the company at the time of the IPO is difficult to assess 
and is not specifically communicated by management. We know that some 
elements of revenue and capex are part of the initial guidance for 2021-23. 

Market reaction to the announcement of these contracts was moderate, 
suggesting that the news was already largely baked into the share price. 
Nonetheless, visibility over these contracts is important from our perspective 
as it illustrates successful overall strategy implementation. 
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Source: Refinitiv 

Well-defined capex plan 

Management periodically communicates with ADNOC to understand its 
needs. ADNOC provides a 10-year rig requirement and drilling plan to its 
subsidiary on an annual basis. 

Based on demand from the mother company, ADNOC Drilling determines if 
new rigs are required and if so, how many, what type, and for how long. If a 
rig is required for at least 15 years, the driller will construct or procure a new 
one. If the requirement is for less than 15 years, the driller might use its 
available fleet depending on availability. 

The company is currently expanding its fleet in line with the long-term 
production target of the mother company. To this effect, it targets a total of 
122 operational rigs by the end of 2024 and 127 by the end of 2030. To 
achieve this kind of expansion, the company will have to build new rigs or 
purchasing existing ones on the secondary market. 

The projected capex to reach this goal was communicated by management 
to total on aggregate USD 2.5bn to 3.0bn for the 3-year period between 
2021 to 2023, with no specific yearly breakdown of this guidance. Beyond 
2023, once the targeted 122 rigs have been completed and rendered 
operational, capex is expected to decline to a mere USD 150-200mn per 
year. 

Buy or build? 

The choice to build or buy new rigs is a critical one for a driller, as it will bear 
wide-ranging consequences on total capital expenditure. This capital 
allocation exercise will depend on the timing and the cycle, on the state of 
the existing secondary fleet, and on the prices and timelines required to 
build new equipment. The question to build or buy is most critical in the 
offshore market where the cost and complexity of the equipment are much 
higher than for onshore equipment. 

The current state of the world, including high inflation of material costs and 
global supply chain constraints, put the cost of building an offshore drill at 
USD 300-400mn, and the time-to-market at 3-4 years from the ordering 
date. This makes the acquisition of a single new greenfield rig quite 
demanding in terms of time and capital. 
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All the while, the state of the industry over the past decade has left idle a 
large stock of existing, stacked, and undelivered rigs for offshore drilling. 
This stock is parked in the Gulf of Mexico, the Caribbean, or Southeast Asia, 
and can be made perfectly operational at a maintenance cost which 
constitutes a small fraction of any newly built asset. 

Overall, the acquisition and activation costs for these idle rigs are relatively 
low and the time required to make them fully operational is quite fast relative 
to the building alternative. The acquisition of these second-hand rigs allows 
the company to lower its costs and accelerate its expansion plan. 

This justifies the existence of a specialized team at ADNOC Drilling to scout 
the globe for assets to identify, evaluate and purchase. Strategically, there 
is a unique opportunity for growth at lower cost for the driller currently in the 
cycle. 

Single, highly visible, and reliable revenue stream 

The company derives its revenues and cash flows from the ADNOC 
upstream operating companies. ADNOC's strategy relies on the plans laid 
out by the Abu Dhabi government. Any change thereof would impact the 
complete supply chain of ADNOC and would materially impact the 
operations and financials of ADNOC Drilling. 

The terms of the IDS and Rig Framework Agreements are 40 years starting 
from 2018. However, the contracts cover shorter periods of 10 to 15 years 
and include termination provisions which would likely take effect if 
government hydrocarbon expansion plans should change. 

Clauses to cover termination losses 

Early termination provisions have clauses to compensate ADNOC Drilling for 
its eventual business loss. The company is entitled to receive: 

• Stacking costs. If the business of a specific rig were to be interrupted 
with an expectation of a later pick-up in activity, the concerned rig 
could be “stacked” or put to rest. If such stacking is the result of a 
contract interruption, then ADNOC Drilling would earn a 
compensation for staking, or inactivity costs. 

• Moving costs. In the context of contract changes or modifications 
which might entail moving a rig from one location to another, then 
ADNOC Drilling might claim “moving costs” from its mother 
company. 

• Repatriation and mothballing costs. In the context of a contract 
interruption or modification, and if it appears that ADNOC Drilling is 
unable to secure an alternative revenue stream from the interrupted 
rig or rigs through a new rig hire service contract, then the company 
might claim “repatriation or mothballing costs” from its mother 
company up to the concerned rig’s net book value.  

Given the support extended by the Abu Dhabi Government to ADNOC and 
the operational history of ADNOC Drilling, we anticipate that eventual 
contract terminations would be mostly caused by external events. Those 
could include geopolitical changes, greater use of alternative energy 
sources which would reduce reliance on fossil fuels, or less supportive 
macro-economic conditions. 

In the recent past, geo-political events, economic cycles, or even more 
dramatic occurrences such as the pandemic, have had limited impact on the 
business of the drilling company. As a matter of fact, ADNOC Drilling even 
launched a fleet expansion program during the pandemic. 

Altogether, ADNOC Drilling operations and financials could theoretically be 
threatened in the event of difficulties at the mother company. However, 
given the current hydrocarbon reserves of the UAE, the continued reliance 
on hydrocarbons globally, and Abu Dhabi's production growth plans, we do 
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not see any material risk to the operations of the drilling business in the 
visible term. 

Oil-Field Service expansion is key to top-line growth 

In October 2018, ADNOC sold 5% of ADNOC Drilling's share capital to Baker 
Hughes. This was done to seal a series of operational agreements between 
the two operators and speed up the growth of this division. 

This deal allows ADNOC Drilling to access the capabilities, technology, and 
equipment portfolio of Baker Hughes in the UAE. This strategic partnership 
will help ADNOC Drilling improve its services, technical knowledge, and 
drilling efficiency. It will also help ADNOC Drilling become a full-service 
drilling provider. 

Baker Hughes, Halliburton, Schlumberger, and Weatherford are the largest 
providers of oil field services and regularly compete for oil field service 
contracts. Partnering with Baker Hughes not only increases the technical 
expertise of ADNOC Drilling in OFS, but also reduces the number of market 
participants competing for ADNOC's oil field service contracts, thereby 
facilitating and accelerating the entry of ADNOC Drilling into this new 
business. 

In its first year of service in 2019, OFS delivered 33 wells, followed by 84 
wells in 2020 and 160 wells in 2021. 

Services span the entire drilling value chain 

ADNOC Drilling is expanding its service offering to capture increasing 
customer demand in conventional and unconventional domains. It has 
gained market share through performance, competitive merits, and 
tendered wins. 

Continuous innovation and expansion allow the company to capture more 
market share and revenue. Its capabilities make it the leading one-stop shop 
for rig services and IDS in the region, allowing it to serve the whole drilling 
value chain. 

OFS should contribute one-quarter of EBITDA by 2030 

ADNOC Drilling expects its OFS business to grow significantly over the next 
decade as it enhances its service proposition and customer base. 
Management thinks that by 2030, this business should be bringing-in more 
than a quarter of total group EBITDA.  

International expansion on the cards 

ADNOC Drilling is planning to expand its services outside the UAE and is 
looking for the right opportunity. There is no guidance from management 
regarding such international expansion in terms of either scope, operating 
margins, or timeline. 

Right time for expansion 

Investments in oil and gas upstream activity are increasing mostly due to the 
up-cycle prices of oil. In this context, and according to Rystad Energy, global 
upstream capex is expected to rise from USD 394bn in 2020 to USD 518bn 
in 2025, a 6% annual growth rate. 

Considering the momentum in oil prices over the last year, Rystad has 
increased its investment forecast by up to 20% for the period between 2022 
and 2024. We expect the capex to increase further on account of the current 
oil prices. 

Oil and gas companies should be compelled to devote more capital to 
exploration and production because of increased cash flow from higher 
energy prices.  

Higher capital for exploration and production implies more drilling activity. 
Therefore, we believe the time is right for ADNOC Drilling to expand its 
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services outside of the UAE to benefit from higher investment and drilling 
activity across the globe. 

 

Source: Rystad Energy 

Focusing on adjacent geographies 

Exploration activity in the Middle East is predominantly land-based. 
However, because onshore resources are maturing, GCC countries are 
actively spending on offshore exploration and starting with the easier, 
shallow-water drilling. ADNOC Drilling has the capability to drill shallow-
water depths up to 400 feet. This suggests that its fleet is suitable for 
expansion to nearby countries. 

The alternative to shallow-water drilling is Deepwater. The latter is defined 
with water depths greater than 1,000 feet, while ultra-Deepwater is defined 
as deeper than 5,000 feet. ADNOC Drilling does not have appropriate rigs 
to support either of those. Besides, the majority of Deepwater drilling and 
production takes place away from the Middle East, in four countries across 
the world: Brazil, the United States, Angola, and Norway.  

In this context, we gather that ADNOC Drilling should be more focused on 
regional expansion and targeting contracts in nearby and operationally 
accessible Saudi Arabia and Kuwait. 

Saudi offers a perfect opportunity 

Saudi Arabia plans to increase oil production capacity by 1mn barrels per day 
(bpd) to over 13mn bpd by the end of 2026. According to Rystad Energy, 
E&P investment in Saudi Arabia is consequently expected to grow at a 9% 
annual rate, a hefty 3% more than the global average. 

To achieve its goal, Saudi Aramco has floated more than 30 contracts in 
2022 to double its offshore jack-up fleet by 2024. This represents a 
compelling potential opportunity for ADNOC drilling. 

There are many undelivered new rigs and long-idle rigs parked in the Gulf 
of Mexico and the Caribbean. These drills are stacked and can be activated 
quickly as market demand improves. ADNOC Drilling is keen to use these 
rigs. This could lower the cost of acquisition of new equipment for the UAE 
driller and shorten the time-to-market in a newly targeted geography. 
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In the context of its potential international expansion and the visible 
opportunity in the Kingdome of Saudi Arabia (KSA), ADNOC Drilling could 
target specific Joint-Ventures or even acquire an existing company locally. 
This would allow it to gain access to the Saudi market or, more generally, 
any new market. Partnerships or growth by acquisition would also potentially 
streamline the regulatory process involved in tackling a new market. 

 

Source: Rystad Energy 

 

Attractive market structure 

There are multiple players in the KSA drilling market. No contractor has more 
than a 30% share of the market. This is in stark contrast to the Abu Dhabi 
market where ADNOC Drilling is the sole driller. ADNOC Drilling would 
clearly not have the same advantage in Saudi Arabia as it has in its home 
market with a captive relationship to its mother company. 

However, the captive, long-term relationship with ADNOC has allowed the 
UAE driller to build a strong eco-system over time, as it has benefited from 
a very long-term incubation of sorts from its mother company. It is safe to 
assume that the UAE driller today boasts a very competitive fleet, a solid 
experience, proven efficiency, and a differentiated structure as a one-stop 
shop for oil-well related services. Even in the competitive Saudi market, we 
believe that ADNOC drilling is well equipped to compete, perform, and 
ultimately capture market share. 

These are assumptions for now, which do not feed into our forecasting 
model. However, we believe that the international expansion catalyst should 
ultimately be captured in the numbers. 
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Source: Rystad Energy Source: Rystad Energy  

Additional stream of revenue with lower margins 

ADNOC Drilling has a captive operational structure with preferential 
contracts that guarantee higher-than average, preset returns and margins. 
Any operation outside the UAE would add a new revenue stream to the 
existing operations but without the local preset conditions. 

Any such marginal topline addition would therefore likely come at a lower 
margin than the margins of the existing operation. This is another 
assumption on our side in the absence of specific guidance from 
management. We also believe that guidance should appear progressively 
on the back of actual expansion, as and when such expansion takes place. 

Margins are likely to be lower abroad because a more competitive market 
structure should allow greater price competition. Sector peer margins are 
inferior to those of ADNOC Drilling and are a testament to the lower 
profitability outside the UAE where price competition is at play. 

As mentioned earlier, the driller is on the lookout for expansion opportunities 
and hasn't disclosed any specifics to date. We have therefore not included 
such potential expansion in our numbers for now. 
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A cash machine across the oil cycle  

The leveraged relationship of ADNOC Drilling with its parent company 
allows it to generate exceptionally high margins. The company is in a great 
position to benefit from the long-term oil production growth objectives of 
ADNOC. This has translated into significant cash flow generation at any point 
of the oil commodity cycle. 

High and stable rig utilization rate 

ADNOC Drilling primarily generates revenues through rig hire services and 
certain rig-related services including onshore and offshore drilling, and oil 
field services.  

Revenue generation in the rig hire segments of Onshore, Offshore Jack up, 
and Island, is based on the number of active rig-days. Active rig-days are 
those days when the rigs are productive: 

𝐴𝑐𝑡𝑖𝑣𝑒 𝑟𝑖𝑔 𝑑𝑎𝑦𝑠
= 𝑁𝑢𝑚𝑏𝑒𝑟 𝑜𝑓 𝑅𝑖𝑔𝑠
∗ 𝑇𝑜𝑡𝑎𝑙 𝐴𝑐𝑡𝑖𝑣𝑒 𝐷𝑎𝑦𝑠 excluding rig moves, standby, and maintenance days 

The active rig rate calculates the percentage of active rig days divided by 
the total available calendar days in the year. The company's ability to 
generate revenue increases as active days increase. 

At ADNOC Drilling, the active rig rate has been broadly stable at 80%. This 
suggests that rigs remain active and generate revenue more than 80% of 
the calendar time, while idle days remain minimal are 20%. 

Maintenance days form a major portion of these idle or non-productive days. 
Excluding non-productive maintenance days, the driller had a utilization rate 
of 98% in 1H22.  

At the end of the first half of this year, the company had 105 rigs in its 
portfolio, with 24 additional rigs expected to join the fleet over the course of 
this year and next. Syncing with the ADNOC production goals, the company 
is expanding its fleet to 122 rigs by 2024 and 127 by 2030. 

 

 

Source: ADNOC Drilling Company, Al Ramz Investment Research 

*Active rig rate percentage is the total number of active rig days divided by the total available days in the year 
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Well count in line with expansive production goals 

Well duration is the average time required to drill a well. The shorter the 
drilling time, the faster the well can be exploited. A decrease in well duration 
implies improving operational efficiency, better rig fleet utilization, and 
altogether lower costs for the driller. 

ADNOC Drilling, driven by its fleet upgrade and renewal programs, has 
improved operating performance over the last three years and achieved a 
21% reduction in average offshore well duration and a 28% reduction in 
average onshore well duration. These improvements, along with additional 
rigs, should allow the company to drill more wells each year. 

The company generates OFS revenue by servicing oil wells. It currently 
oversees circa 30% of its total drilled wells. It delivered value-added services 
to 160 wells in 2021 as part of its OFS effort. We expect this proportion to 
increase significantly over time given the agreed framework with ADNOC for 
conventional wells and the projected increase in unconventional wells. 

 

 

Source: ADNOC Drilling Company, Al Ramz Investment Research 

Fleet expansion and OFS drive the topline 

Rig fleet expansion, a decrease in well duration, and an increase in OFS 
share, are key to the revenue growth of the company. We anticipate a strong 
topline in 2022 and 2023 from both the impact of higher material costs and 
the expansion of the rig fleet. 

As discussed earlier, ADNOC Drilling contracts are established on a cost-
plus basis with average daily rates (ADR) based on pre-agreed returns. The 
driller and its mother company put in place an annual review of the rig day 
rate, which feeds into the fixed IRR and operating return. Any change in 
material costs, including the higher cost of diesel, is reflected by a higher 
ADR. 

All-in-all, any Inflation in the cost of materials will result in higher revenues 
for ADNOC Drilling, with operating margins remaining constant nonetheless, 
as dictated by the framework agreements. 
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Source: Al Ramz Investment Research                                      * Drilling related segments are Onshore, Offshore Jack Up and Offshore Island  

Group revenues have evolved steadily in the mid-single-digit range over the 
past few years. Our diligence of the trend is limited to the history of audited 
accounts provided by ADNOC Drilling. The recent spike is due to the higher 
ADR rates and fleet expansion. As discussed above, the increase in rates 
was driven by higher operating costs resulting from inflation. 

 

Source: ADNOC Drilling Company, Al Ramz Investment Research 

We anticipate a higher share of OFS revenues going forward, reflecting the 
evolution of the business towards a full suite of integrated drilling services 
and in line with the company's long-term target of 25% EBITDA contribution 
from OFS. 
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Source: ADNOC Drilling Company, Al Ramz Investment Research 

 

Segment margins: Altogether higher than peers 

As explained earlier, ADNOC Drilling has a monopolistic position in its core 
drilling-related segments and has a contractual agreement with the mother 
company for fixed returns. 

Drilling business margins: Superior to global peer margins 

Leveraging its competitive positioning, the company has delivered strong 
margins for its core drilling-related segments. Based on 3 years of available 
historical data, EBITDA margins for the drilling-related segments are at least 
2.5x higher than the average comparable margins of the global peers. This 
track record includes the pandemic years when oil prices were at record 
lows and upstream investment had all but dried up. 

While this margin advantage is clearly visible today, the industry has been in 
such a dire state over the past decade that the gap may reduce going 
forward as global oil prices recover and allow to improve the bottom-lines of 
all players. Nonetheless, we believe that the margin advantage of ADNOC 
Drilling is structural and lasting. 

Looking at historical peer margins when oil prices were higher, we expect 
that peak cycle margins are on average 10% higher than trough margins. 
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Source: Refinitiv Note: Drilling Company of 1972 was excluded due to non-availability of 2012-

2014 financials. Valaris was not included because the company went through several 

business events, such as mergers and acquisitions and bankruptcy proceedings. 

 

In the drilling business, the offshore segment boasts higher margins than 
onshore, given offshore drilling is more complex. Offshore EBITDA margins 
hover around 55%, and onshore margins are close to 45%. 

Source: Company data, 3-year historical average 
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Margins also higher than those of local peer  

The latest reported EBITDA margin for ADNOC Drilling business was 50% 
compared to 41% for Arabian Drilling, the latest announced Saudi IPO. This 
difference in margin reflects the competitive landscape in Saudi compared 
to the captive business of ADNOC Drilling in the UAE. 

 

Source: ADNOC Drilling Company 

OFS margins have significant room to grow 

We have carefully looked at the OFS margins, considering how strategically 
important this segment is to the management of the company, and how 
much it is expected to contribute to future sales and profits. 

EBITDA contribution lags topline for now 

OFS accounted for 14% of the total group revenue in the first half of this year. 
This has grown from a mere 1% in 2018 as the company launched this 
business to add more services to its roster. 

However, the latest corresponding EBITDA contribution was a mere 5% in 
1H22. This EBITDA contribution appears out of sync with the revenue line. 
We believe this is due to the significant expenses incurred to launch and 
grow this new oilfield service.  

We think that these costs will keep influencing profits until 2023, as capital 
expenditures are expected to remain elevated until 2023 for fleet 
expansion. 

Current margins are lower than group level yet on par with peers 

We benchmark the OFS business of ADNOC Drilling against Halliburton, 
Baker Hughes, and Schlumberger. We find that the profit margins for OFS 
are close to the peer average. 

Global peers are mature businesses with significant industry experience, 
while ADNOC Drilling’s OFS is a fledgling, four-year-old endeavor. The 
company is also spending a good amount to expand the offering. Despite 
this, the segment has clocked margins close to those of its peers. 

A startup which requires substantial investment should have lower profit 
margins than an established and mature business. Even though OFS is a 
considerably younger company, its margins are equal to those of its 
competitors. 
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Anticipating margin premium as the business matures 

ADNOC Drilling has a monopolistic position in the drilling business. Using its 
strong position in the market, it has operating margins that are 2.5x higher 
than those of its global peers. 

We believe the company may be able to replicate this margin premium in its 
fledgling OFS segment, but perhaps to a lesser extent than in the main 
drilling business, where it commands an exclusive competitive position. We 
highlight that at least 50% of the OFS business of ADNOC should be 
contractually dedicated to its drilling subsidiary. 

Management guides for low-mid-20% medium term EBITDA margin for OFS. 
As the business matures and grows, we expect that the proportion of 
expansion expenses should diminish, and the margins should expand 
further towards the medium-term guidance. 

Source: ADNOC Drilling Company 

 

Source: ADNOC Drilling Company 
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Source: ADNOC Drilling Company, 3-year historical average 

Robust and consistent consolidated EBITDA margins 

The contract framework for ADNOC Drilling allows stable margins that are 
higher than those of its peers. Group margins are subject to some 
fluctuations, nonetheless. 

As a case in point, EBITDA margin dropped from 55% in 2018 to 49% in 2019 
because of a 15% increase in direct costs. This was mostly attributable to the 
cost of expansion into oilfield services by way of higher labor costs and 
higher costs for materials. 

Most importantly we note that even though group margins may be impacted 
marginally at times, they have never turned negative as far as we can tell. 

We do not have significant historical records available to review past cycle 
margins. However, in 2020 when oil prices reached their recent low, the 
group’s EBITDA margin dipped to 46% on a higher top-line. This was due to 
increased maintenance during the period and gives an indication of how the 
margins of ADNOC Drilling might behave under heavy stress. 

Overall, even at peak troughs and with limited historical data available, we 
find that the margins of the driller remain at a comfortable, elevated level 
which is quite impressive by any standard. This suggests elevated, solid, 
structural, stable, cycle-agnostic profitability for ADNOC Drilling throughout 
the cycle. We question what the margins of the driller might look like under 
long, more protracted cycle troughs and we look forward to a longer history 
of audited accounts to work with. 

Source: ADNOC Drilling Company, Al Ramz Investment Research 
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Tax considerations: Erring on the side of caution 

In January 2022, the Ministry of Finance of the UAE announced the 
introduction of a federal corporate tax of 9%. The effective start date for the 
new fiscal regime will be June 1, 2023. The new taxation will be implemented 
from the first fiscal year beginning on or after June 1, 2023. This means that 
the first full year of taxation should be in 2024 for most corporations. 

The announced taxation rate is, in principle, not applicable to the extraction 
of natural resources, which we understand to locally represent the oil and 
gas sectors. However, there is little specific information about how this new 
tax might impact companies in the oil exploration and production vertical. 

If we take our cues from the existing VAT regime which has been in place 
for a few years in the UAE, we find that a large part of the local hydrocarbon 
industry is not subject to it. Building on this argument, we assume that there 
is a probability that ADNOC Drilling might be excluded from the new 
corporate tax. 

However, we err on the side of caution nonetheless, and decide to include 
the full 9% tax impact in our estimates. We also run a sensitivity of our 
earnings to any fluctuations of the tax line, to take into consideration 
different levels of taxation. 

Source: Al Ramz Investment Research 

 

We find that full taxation should decrease our net income estimates by some 
10% annually while reducing our valuation by about 5%. If we ultimately find 
that the tax is not applicable to ADNOC Drilling, we will revise our estimates 
and fair value accordingly. 

Net margins holding up as well 

Net income margins have been stable and higher than those of peers. This 
is the same trend as we have seen on the EBITDA level. AS OFS grows, it 
should positively and commensurately impact the bottom line as well – See 
chart 17 next. 
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Source: ADNOC Drilling Company, Al Ramz Investment Research 

Strong and supportive balance sheet 

We define Gearing as the ratio of net debt to equity. It stood at 30% at the 
end of the first half of the current year. This is lower than the 34% average 
for the last four years. Compared to the industry average of 104%, the 
gearing of ADNOC Drilling seems very flattering indeed. 

Looking at the leverage ratio, we retain the methodology of ADNOC Drilling 
which compares net debt against operating profitability. With a ratio of 0.8x 
at 1H22, we find that the company’s EBITDA is 25% larger than its total net 
debt, thereby allowing the company to reimburse its entire debt in the space 
of a single operating year or less. 

In the context of the required capex, we also note that the company's 
balance sheet currently gives it the freedom to finance its requirements 
entirely from debt, with little effect on its gearing or leverage levels. 

This allows us to conclude that the financial position of ADNOC Drilling is 
strong and enviable. 

In our forecasts we take the above into consideration. The company 
disclosed a long-term leverage target of up to 2.0x and is currently 
significantly below this level. Our forecasts extend to 2025 and for this 
duration, we expect the leverage ratio to remain below the company’s 
target, fluctuating between a high of 1.31 in the current year to as low as 0.25 
at the end of our forecasting period when most of the capex will have been 
expensed. We expect the leverage to peak in FY22e and to decrease further 
in the future. 
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Source: ADNOC Drilling Company, Al Ramz Investment Research  

Dividend policy 

The company intends to pay dividends twice each fiscal year, with payments 
in April and in October of each year. Dividends per share are expected to 
grow by 5% per year over the next five years, from 2022 to 2026. 

The company's dividend policy shows its strong cash flow, long-term 
earnings potential, and low gross debt on the balance sheet. ADNOC Drilling 
probably plans to pay out most of its profits as dividends since the payout 
ratio is above 80% in our forecasts. 

No threat to dividend from debt covenants 

ADNOC Drilling has two undrawn credit facilities amounting to USD 1.25bn, 
to be used for general corporate purposes. It has total potential liquidity of 
USD 2bn including these undrawn credit facilities.  

Drawing on a credit facility usually introduces covenants, including 
restrictions on shareholder return in the form of dividends. There is no such 
limit on ADNOC Drilling's use of its credit facilities, which suggests stability 
in its distribution policy. 

Source: Al Ramz Investment Research. 

* Semi-annual dividend paid in 2021 after listing in October. 
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Impact of oil-price fluctuations 

Upstream oil companies tend to spend on exploration and development 
when the price of the commodity is high enough to justify the capex. 
Investment decreases when oil prices are low. 

Source: Rystad Energy, Refinitiv 

Consequently, the drilling industry has historically been cyclical as impacted 
by oil price volatility. Profits of upstream oil companies are understandably 
tied to the oil price and so are their stock prices. 

Source: Refinitiv 

Note: Drilling and OFS peers include H&P, Nabors, Patterson UTI, Sinopec, Transocean, China Oilfield, Drilling company of 1972, Valaris, 

Halliburton, Baker Hughes, and Schlumberger 

Lower oil and natural gas prices adversely impact the cash generation 
capability of the exploration companies. Changes in commodity prices affect 
the demand for rigs and make the competition tougher as rigs sit idle due to 
over-capacity. This situation hurts the day rate (rental rate), which in turn 
hurts profitability and free cash flow. 

 

300

400

500

600

700

20

40

60

80

100

2015 2016 2017 2018 2019 2020 2021 2022

G
lo

b
a
l E

&
P
 In

v
e
stm

e
n
ts in

 U
S
D

 b
n

A
v
e
ra

g
e
 c

ru
d
e
 p

ri
c
e
 U

S
D

/
b
b
l

0

200

400

600

800

1000

1200

1992 1997 2002 2007 2012 2017 2022

In
d
e
x
e
d
 t

o
 1

0
0

Crude Oil Drillings and OFS peers



 
 

Investment Research 

United Arab Emirates, Energy/Drilling 

 

Initiation of Coverage | ADNOC Drilling Company | 28 September 2022 30 

Source: Al Ramz Investment Research, Rystad Energy 

Impact on ADNOC Drilling 

ADNOC Drilling has generated broadly unchanged operating and net 
income margins in 2020 when oil prices hit rock bottom.  It launched a fleet 
expansion program in 2021 when the world was still reeling under the 
pandemic. Capex in 2021 was 17-times higher than 2019, while global E&P 
investments were down 28%. 

This increase in capex in an otherwise down year was due to the aggressive 
ADNOC production goals and suggests that even at the bottom of the 
commodity cycle, ADNOC Drilling could remain highly profitable as contracts 
with ADNOC reduce the volatility in operational activity and earnings. For 
this very reason, ADNOC Drilling looks like a different breed of driller. 
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High margins for a higher valuation  

We value ADNOC Drilling using three methods: Discounted Cash Flow 
(DCF), Dividend Discount Model (DDM), and Relative Valuation (RV). We 
summarize these methods below and detail them in the next sections. 

We use DCF due to the driller’s long-term visibility over its cash flows and 
because this method incorporates the capex profile of the company which 
is core to its expansion story. We believe that DCF is the most important 
valuation method for ADNOC Drilling. We consequently assign a higher 
weight of 50% to it in our blended valuation. 

Our DDM consists in valuing the stock based on its future expected stream 
of dividends added to the current value of its equity. In essence, we assume 
ownership of the asset at its book-value, to which we accrue the future flow 
of dividends attached to this shareholding. This method is useful because of 
the high visibility we have over the dividend policy of the company. We 
assign to it weight of 25%, lower than that of our DCF because of the 
potential change in the dividend policy over time. 

Our Relative Valuation consists in benchmarking the EV/EBITDA valuation of 
ADNOC Drilling to its peer group, after effecting a margin adjustment to take 
into effect the margin premium of our local driller. We assign a 25% weight 
to this method. 

Our fair value is the weighted, blended combination of the three methods 
mentioned above. It comes out at AED 4.34 per share, which constitutes a 
23% potential upside for the shares and deserves an overweight 
recommendation for the stock. At our fair value the 2022e dividend yield 
comes out at 3.6%. 

Source: Al Ramz Investment Research 

Discounted Cash Flow: AED 4.78/Share 

On a discounted cash flow basis, the fair value of ADNOC Drilling comes out 
to AED 4.78 per share. We summarize our DCF valuation in tables 10 and 11 
below. Our assumptions are detailed in the subsequent paragraphs. 

21,677 

861

20,816 

Divided by 16,000 

1.30

4.78

Source: Al Ramz Investment Research 
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Source: Al Ramz Investment Research 

DCF Assumptions 

We use our forecasts to determine the near-term cash flow for our valuation 
and use the following assumptions to calculate the WACC. 

Risk free rate: We derive the risk-free rate from the current yield on the UAE 
10-year government bond, as provided by our fixed-income desk. This has 
recently increased significantly to 4.0% in the context of rapidly rising 
interest rates. 

Equity Risk Premium (ERP): The UAE market has delivered an average return 
of 8.6% over the last 20 years since the inception of the ADX Index. We use 
the ten-year US Treasury yield to approximate the risk-free rate of the UAE. 
The latter averaged 3.52% over the past 20 years. We use the difference 
between the long-term historical average market return and the risk-free rate 
to approximate the ERP. 

This suggests that the empirical UAE ERP should currently be 4.84% and we 
accept this as an acceptable measure of risk for the local market. In the 
context of the recent interest-rate hikes and market volatility, we increase 
our measured ERP by 65bps to derive an actual ERP measure of 5.5%. 

Beta: ADNOC Drilling has been listed for a short period of time. We therefore 
decide to source its theoretical Beta from three different sources, rather than 
to rely solely on its own Beta which is very low. We use Saudi Aramco as the 
best regional comparable. Global drilling peers are also a good comparison 
in our view, so are locally listed companies with a similar cash flow profile 
and a high dividend. We calculate a blended Beta based on the three 
sources just mentioned. 

Source: Refinitiv, Al Ramz Investment Research. Note: Local peers are Taqa, ADNOC Distribution, 

and Tabreed. 
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We have retained Taqa, ADNOC Distribution, and Tabreed as local 
companies worth comparing ADNOC Drilling to. For global drilling peers we 
include companies which are active in offshore drilling, onshore drilling, 
integrated drilling services, and which have a market capitalization of more 
than $1bn. Our Beta is weighted by market capitalization. The weights we 
use in our Beta calculation are based on the similarity we perceive between 
ADNOC Drilling and its comps. 

Schlumberger 47.9 1.86

Halliburton 21.1 2.16

Baker Hughes 20.7 1.41

China Oilfield Services 6.0 1.45

Helmerich and Payne 3.8 1.69

Sinopec Oilfield Service 3.6 0.86

Valaris 3.5 0.85 

Patterson-UTI Energy 2.4 2.27

Drilling Company of 1972 1.9 2.12

Transocean 1.7 2.79

Nabors Industries 0.9 2.71

Source: Refinitiv, Al Ramz Investment Research 

Our blended Beta for ADNOC Drilling comes out to 0.80, which appears very 
conservative in relation to its empirically measured value of 0.52 since the 
company was listed.  

Cost of debt: The company has a syndicated loan from multiple banks with 
an interest rate of LIBOR + 0.9%. Current LIBOR is close to 2.8%, and adding 
the 0.9% spread, our cost of debt assumption is 3.7%. 

Corporate tax: The new UAE Corporate Tax has been announced to take full 
effect in 2024 at a rate of 9%. Al Ramz Investment Research has published 
an extensive report on the matter entitled "The New Corporate Tax" and 
dated February 4, 2022. We choose to include the full impact of this tax on 
the DCF valuation. 

Terminal Growth: The long-term growth rate for ADNOC Drilling should 
depend on regional GDP growth and crude production growth. As per the 
EIA International Energy Outlook 2021, Middle East GDP is expected to grow 
at 2.3% annually between 2020-2050. Middle East crude oil production is 
also forecast to grow at 1.6% for the same period. Our terminal growth rate 
is the average of the two values, i.e., 2.0%.  

 4.00% 

 5.50% 

 3.7% 

 9.0% 

 7.8% 

Source: Al Ramz Investment Research 
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Price sensitivity to various WACC and terminal growth rates 

The table below illustrates fair price sensitivity to differing WACC and 
terminal growth. Terminal growth rate changes are a function of how fast the 
energy transition should occur towards non-fossil fuel. The faster this 
transition, the lower our terminal growth and fair price for the stock. 

5.98 4.88 4.10 3.52 3.08

6.65 5.32 4.41 3.75 3.25

7.50 5.85 4.78 4.01 3.45

8.60 6.51 5.21 4.32 3.67

10.10 7.34 5.73 4.67 3.93

Source: Al Ramz Investment Research 

Dividend Discount Model: AED 3.50/Share 

On a dividend discount model, the fair value of ADNOC Drilling comes out 
to AED 3.50 per share. We summarize our DDM valuation in table 17 and 18 
below.  

Source: Al Ramz Investment Research. Note: TV = Terminal Value 

2.76 

0.74

3.50 

Relative Valuation: AED 4.28/Share 

A comparison between ADNOC Drilling and its peers is not straight-
forward.  Driller operations, capital structure, and margins are considerably 
different from peer to peer. 

For valuation purposes, we need to adjust the peer EV/EBITDA multiple to 
reflect the superior margins of ADNOC Drilling. We do this by deriving a peak 
and trough multiple for the peer group and a corresponding mid-cycle 
average. 
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We estimate a reasonable, average mid-cycle EV/EBITDA margin to 
approximate 26% for the sector. This compares to the current 47% margin of 
ADNOC Drilling, yielding a margin premium to peers of circa 1.8x. We carry 
this premium forward to the 2022 estimated EV/EBITDA valuation of the 
peer group to derive a target EV/EBITDA multiple of 15.8x to ADNOC Drilling. 

 

Source: Al Ramz Investment Research, Refinitiv 

 

Applying this ratio to our expected 2022 EBITDA figure of AED 1,233mn 
yields a fair value of AED 4.28 for the stock. 

 

Source: Al Ramz Investment Research, Refinitiv 
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Our scatter diagram below maps the valuation ratios against corresponding 
margins for ADNOC Drilling and the most significant sector peers. This puts 
to light a relatively compelling value/margin profile for our local driller. In this 
context, we also show how we expect the driller to move over time across 
the value/margin curve. 

 

 

 

Source: Al Ramz Investment Research, Refinitiv 
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Risks to our upbeat scenario  

Energy transition 

More than seventy countries have committed to net zero emissions by 2050. 
Their plans are to manage emissions by sourcing energy from clean sources 
and reducing per capita greenhouse gas emissions. These measures are 
aimed at reducing reliance on and future demand for oil, which could have 
a material impact on the company’s business. 

Single source for revenues 

As we have discussed across the note, ADNOC Drilling provides its services 
to ADNOC upstream companies, and we have confidence in their long-term 
sustainability. However, given the company's exposure to ADNOC, any 
difficulty at ADNOC would impact ADNOC Drilling and other ADNOC 
subsidiaries and could materially impact ADNOC Drilling’s business, financial 
condition, and results of operations. 

A change in the ADNOC oil production plans 

ADNOC Drilling operations depend on the ADNOC and Abu Dhabi 
production plans. Any change in ADNOC’s growth plans could lead to a 
reduction in the anticipated activity levels of ADNOC Drilling. The change in 
plan could be due to the energy transition, OPEC decisions, lower demand, 
or change in the local government policy. 

Rig-asset risks 

A delay in sourcing or building the new rigs would impact the company's 
scheduled activity. Delays could be due to multiple reasons, including 
shipyard availability, design and engineering problems, labor issues, and 
availability of supplies. Another issue that could affect rig operations and 
profitability is cost overruns. 

Rigs must regularly be maintained to keep their class certification. If this is 
not done, the company may be unable to operate. This would reduce 
revenues and profitability. 

Constraints on the use of Baker Hughes equipment 

The company relies on Baker Hughes for equipment pertaining to oil field 
services. Baker Hughes also offers certain services and equipment in areas 
where the company does not have the requisite expertise. These services 
and equipment are subjected to certain conditions for contracts outside of 
the UAE including profit sharing with Baker Hughes. This limits the 
company’s revenue generation capability for the international contracts. 
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Summary financials  

 

7.1 6.5 5.7 5.1 4.8

15.3 13.8 12.1 10.5 9.7

24.5 19.8 18.2 16.9 15.9

2.2% 4.5% 4.7% 4.9% 5.2%

46.2% 47.2% 47.3% 49.0% 49.1%

27.1% 29.7% 28.5% 28.4% 29.2%

20.0% 25.7% 25.3% 25.9% 26.1%

1.00 1.31 1.09 0.66 0.25

Sources: Al Ramz Investment Research, Company Financials. Notes: Normalized numbers exclude some exceptional items. ROE is 

calculated as the normalized net profit over average equity attributable to shareholders. 
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Disclaimer 
The information provided in this report has been prepared without taking account your objectives, financial situation 
and/or needs. You should therefore, before acting upon this report, consider the appropriateness of this report having 
regards to these matters and, if appropriate, seek professional financial and investment advice. All observations, 
conclusions and opinions expressed in this report reflect the personal views of the Al Ramz Capital analyst or analysts 
and are subject to change without notice. The information in this report has been obtained from sources that Al Ramz 
Capital believes to be reliable. However, Al Ramz Capital does not warrant the accuracy, or completeness, of the 
information included herein, and will not be liable for any inaccuracies, omissions, or errors in the information, or of 
any loss or damage, including any consequential loss, arising from reliance on the information in this report. Al Ramz 
Capital does not guarantee the performance of any investment discussed or recommended in this report. Any 
information in this report relating to the distribution history or performance history of any investment, should not be 
taken as indication of the future performance of the relevant investment. In this report, Al Ramz Capital may express 
an expectation or belief as to future events, results or returns generally, or in respect of any particular investment. Al 
Ramz Capital makes such statements in good faith and believes those statements to have a reasonable 
basis. However, such forward-looking statements are subject to risks, uncertainties, and other factors, which could 
cause actual results to differ materially from such forward-looking statements. No guarantee of future returns is given 
or implied by Al Ramz Capital. 

Analyst disclosure 
Analysts involved in the production of this report hereby certify that their views about the companies 
and/or securities discussed in this report are accurately expressed and that they have not received and 
will not receive any direct or indirect compensation in exchange for expressing specific recommendations 
or views. 

Ratings definitions 

Over-Weight 

A stock is rated “over-weight” when Al Ramz Investment Research believes that its fair value lies 15% 
above the current market price and the stock is likely to reach such fair value within the next 12 months. 

Equal-Weight 

A stock is rated “equal-weight” when Al Ramz Investment Research believes that its fair value lies between 
-15% and +15% of the current market price and the stock is likely to remain within this range during the 
next 12 months. 

Under-Weight 

A stock is rated “under-weight” when Al Ramz Investment Research believes that its fair value lies 15% 
below its current market price and the stock is likely to reach such fair value within the next 12 months. 
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