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SECTOR UPDATE MARKET WEIGHT
Oil & Gas — Malaysia (Maintained)
Petronas Set To Embrace Volatilities In Net Zero Transition

Petronas’ 1Q24 results showed that no business can escape the effects of volatility, as PETRONAS SEGMENTAL PROFIT, 1Q24
it experienced lower averaged realised prices, but higher costs. The local capex mYTD 2023
allocation for O&G and upstream achievements is overshadowed by the many = YTD
uncertainties of existing projects (PRefChem) and the commercial settlement

agreements with East Malaysia. Petronas remains steadfast in its target RM142b
upstream capex for five years, with its focus on at least two overseas mega projects.

WHAT’S NEW

o Petronas’ 1Q24 profit/EBITDA of RM21b/RM36b declined yoy amid volatility (-11% / -
6% yoy; 4Q23: RM16b/ RM26b), which resulted in lower LNG prices and entitled production
growth (-3% yoy). While realised oil price was similar yoy, Petronas’ group costs increased
3% yoy to RM70b, but domestic costs grew faster by 10% to RM48b.

1Q24 group/upstream capex increased to RM10.7b/0RM6.8b. While Petronas’ capex was | ;ceam
similar yoy, local capex surged by 20%, mainly for the Sabah Near-Shore Floating LNG plant
(ZLNG) and Kasawari Carbon Capture Sequestration (CCS). Non-O&G/transition capex mix
was 11% (1Q23: 18%). 1Q24 upstream capex is on track vs Petronas guidance of RM142b  DETAILED BREAKDOWN OF 1Q24 CAPEX
in the next five years both locally and overseas (2023: RM27b). A key highlight in 1Q24 was
Malaysia exceeding the 2m boepd production rate (from 1.8m boepd), which is a 2025
target. On the local exploration front, Malaysia achieved resource addition of 1.76b BOE in
2023. Overall, we expect local capex earmarked for asset integrity (maintenance)/production
enhancement as the key focus in maintaining local production rates, other than transition

Source: Petronas

and decommissioning. B Upstream

o Lower oil price expectation. Voluntary OPEC+ production cuts and geopolitical risks W Gas
reduced global oil inventories by 0.3m bpd in 1H24, supporting a US$90/bbl expectation for Downstrearr
2H24. Unless geopolitical risks widens, the spare OPEC+ capacity of 4m bpd and new non- Gentari
OPEC supply growth may reduce oil price in 2025, based on US Energy Information H C&O0

Administration (EIA) which also cut its 2025 forecast by another US$2/bbl to <US$85/bbl.
However, the sticky inflation, supply chain disruptions and yard undercapacity continue to  Source: Petronas

discourage offshore marine inyestme?nts. We.think global offshore vessel rates have. alregdy PETRONAS' CAPEX (RM BILLION)
exceeded pre-2014 levels with limited upside. However, opex pressure may still arise.

According to Randstad, the salary increases for O&G sector can range 15-35%, similar to 20 7 B M&A
that for emerging technologies. Overseas i
15 1 Domestic
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* Retain MARKET WEIGHT. The sector’s trading outperformance up till 1H24 was justified by 10 7 _ o ko Sk
the earnings performance of upstream O&G contractors due to rising vessel rates, alongside L | | Lo 3 [f9) IS
catch-up in volume of work since COVID-19 for maintenance and production enhancement 5 < = | S - 3
(eg the Asset Integrity Findings Backlog Closure). While 2H24 will still have newsflow of o SsINT N0 oe o o0
multi-year contract renewals, we believe the catalysts are mostly priced in, while execution I NN EASRSEERSaSs
risks alongside energy transition risks prevail. LALIIIYIIILYYY T
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e Top pick: MISC (BUY/Target: RM9.05). We still like MISC as it is an underappreciated o, e petronas *No domestic/ overseas disclosure for 2021
stock relative to the theme of global vessel shortage, and is trading at P/B discount to other
crude tanker peers when long-term crude tanker demand is resilient. MISC is also a ANALYST(S)
beneficiary of more LNG newbuild demand (especially by Qatar). We still like both Yinson
and Uzma (small-cap pick) for being the most nimble companies, in non-O&G diversification fggsgz":z7“"199“85’7
and ESG developments while preserving high O&G growth. Another stock that continues to .

. . by . N homeng@uobkayhian.com
benefit from energy security and geopolitical risks is Dialog Group.
PEER COMPARISON
Share Price  Target Market = ------- PIE --eee eeeee P/B - - Interest Cover --- --- Net Debt to Equity == -------- ROE --------
30May24  Price Cap 2024F 2025F 2024F 2025F  2024F  2025F  2024F 2025F  2024F  2025F

Company Ticker Rec (RM) (RM) (RMm) (x) (x) (x) (x) (x) (x) (%) (%) (%) (%)

Bumi Armada BABMK  HOLD 0.59 0.50 3,467.8 4.6 5.7 06 05 45 40 476 425 129 95

Dialog Group DLG MK BUY 244 3.10 13,7679 253 229 26 25 124 131 21 3.0 106 110

Deleum DLUMMK  SELL 1.36 1.25 546.1 113 106 12 12 1950 1128 n.a na 113 115

MISC MISCMK  BUY 8.28 9.05 36,9508 146 169 09 09 72 6.9 28.1 275 6.4 5.4

MMHE MMHE MK BUY 0.50 0.60 800.0  (8L4) (174) 06 05 5.1 26 23 na na na

Petronas Dagangan PETD MK~ HOLD 19.42 22.50 19,292.9 19.8 18.9 3.3 3.2 88.6 70.2 na na 16.7 17.2

Sapura Energy SAPEMK  HOLD 0.05 0.06 826.9 (20 (6 (L) (02 0.7 1.0 (1,0095  (165.2) na na

Uzma UZMAMK  HOLD 1.09 1.20 422.1 108 104 08 07 5.2 5.1 26.1 470 78 74

Velesto Energy VEBMK  HOLD 0.28 0.29 22593 175 252 11 1.0 44.0 225 na na 6.4 42

Yinson Holdings ~ YNS MK BUY 2.32 3.90 70237 104 82 14 13 2.7 29 2126 219.1 103 124

Source: Bloomberg
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ESSENTIALS

¢ With so many domestic woes, Petronas is resharpening its overseas diversification
strategy. Prime Minister Anwar’s recent high-level discussion with Aramco on the Pengerang
Integrated Complex seems to suggest unresolved legacy issues still linger, or that Aramco
may be preparing to expand its retail fuel business using Malaysia as a base. Based on
Petronas’ and Petronas Chemicals’ (PCHEM) 1Q24 reports, Petronas has a US$373m
integrated loan for the PRefChem complex with Aramco, in which the project completion
guarantee date had been changed many times “from Dec 23, to Mar 24, to June 24 and now
it is expected to be changed to Dec 25”.

o East Malaysia consolidation. Petronas’ role as a gas aggregator to purchase gas from
producers via the Upstream Gas Sales Agreement (UGSA), to reselling the gas to
downstream customers via GSA and Sales and Purchase Agreements, has benefits as it: a)
minimises the monetisation risk and price realisation risks (based on MRP) for upstream
producers like Dialog, Hibiscus and Sapura Energy, and b) minimises the supply security risk
for customers like PCHEM. Hence, we opine there may be uncertainties during the
transitionary period for Petronas to hand over its Sarawak gas sales to Petros by 2025.
Sabah will follow suit, and at the same time, Sabah Maju Jaya is still negotiating to get more
asset stakes back from Petronas. Contractor-related revenue mix of Sabah jobs to Sabahans
improved by 40% yoy to RM1.5b in 2023. Petronas have agreed to award 30% of these jobs
to qualified Sabahan companies

Petronas has set a target to secure a 10% share of the global LNG market, which
implies long-term global LNG output of 52MTPA (vs about 30MTPA currently). Petronas’
overseas focus is clear based on recent headlines, including: a) discovering more barrels in
Suriname, b) inviting bids from five global contractors for a Floating LNG unit project (FLNG)
for Argentina’s Vaca Muerta gas reserve. It was speculated that in the initial phase (assuming
final investment decision made in 2025), an existing PFLNG of 1.4MTPA capacity will be
relocated to the field, and thereafter two new FLNG units of 4-5MPTA each, and c) Petronas’
25%-owned LNG Canada project of 15MTPA capacity (C$40b cost), has begun
commissioning for 2025 startup. It appears that PRefChem, Argentina and LNG Canada
Phase 1 are now priority projects for Petronas.

ESG: 11% of Petronas group capex was non-O&G (1Q23: 18%). In detail, renewables
(RE) and green mobility solutions took up 7% and 1% capex mix respectively under Gentari,
and the remainder 3% for CCS, circular economy or energy efficiency related projects.
Gentari now operates the largest network of DC electric vehicle (EV) chargers in Malaysia.
When combined with India and Thailand portfolios, Gentari has a network of 699 charging
points, and a fleet of 3,012 EVs for Vehicle-as-a-Service segment. Other key ESG highlights
included: a) Petronas Chemicals partnering with Sarawak Petchem to explore building a low-
carbon ammonia plant in Bintulu, b) Used Cooking Oil (UCO) collection of >249 tonnes
achieved via Petronas Dagangan (PETDAG), and ¢) MISC teaming up with respective
partners to evaluate the potential of Liquid Carbon Carriers.

With ESG and opex developments, we foresee a consolidation period for businesses
and profit margins, as O&G and renewables are becoming increasingly integrated into long-
term strategies, potentially forming a “hybrid sector”. Petronas’ greenhouse gas (GHG)
emission of 11.3m tCO,e in 1Q24 (Scope 1: 11.1m) is on track vs its: a) 49.5m tCO,e target
by 2024, and b) 50% cut in methane emissions for group-wide natural gas assets by 2025.
While costs may grow, there should theoretically be a limit to the upside on contract/day
rates, as the capex allocation is not unlimited. Key players that benefit from Petronas’ net-
zero or “climate mitigation” pathways include MMHE, MISC, Petronas Gas, Petronas
Chemicals, Yinson and Uzma. Climate adaptation has not been strongly enforced yet, save
for maritime (MISC) and downstream (PETDAG, PCHEM) subsegments.
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PETRONAS COSTS ANALYSIS
1Q24 1Q23 2023 2022
Total 69.7 686 271.0 2807
- % of revenue 8% 6%  79% 75%
Strategic 523 521 2006 226.9
- Product costs 30.0 316 1220 123.0
- Tax, SST, duty 125 116 352 562
- Non price sensitive (D&A) 9.8 8.9 434 50.7
Operational 174 164 704 538
- Procurement 8.4 8.9 379 249
- Other opex 9.0 7.5 325 289
Source: Petronas Integrated/ Annual Reports
MRP *VS JCC/ BRENT

MAP vs Brent & JCC

*Note: Malaysia Reference Price (MRP) is the standard gas price marker
across local value chain and provide value to Malaysia Gas, which
supports domestic market liberalisation (gradual subsidy removal) and
the role of LNG as alternative markets for East Malaysia

Source: Petronas MBR 2024
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act”). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries by the respective entities and are subject to the additional restrictions listed in the
following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
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Kong in respect of any matters arising from, or in connection with, the analysis or report; and
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analyses or reports only to the extent required by law.
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