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MALAYSIA GEMS CONFERENCE HIGHLIGHTS
Velesto Energy (VEB MK)

Solid Trajectory For QOQ Earnings Increase

The latest rig schedule updates confirm that VEB will enjoy high utilisation of 90%
throughout 2023 (save for a slight utilisation weakness in 3Q23). With this, we expect
goq earnings to improve in tandem with higher average rig rates, as long as VEB
maintains solid execution and cost control. The multi-year rig upcycle will give VEB
another chance to renegotiate for better rates. However, risk-reward has been priced in
relative to global peers’ valuations. Maintain HOLD. Target price: RM0.21.

WHAT’S NEW

o Updates on N2, N3, N4 and N6. After drilling for Roc Oil, Naga 2 (N2) will undergo some
maintenance, and will be deployed in Aug 23 to drill four infield wells (about 120 days) for
Jadestone in PM323, offshore Malaysia. From end-23, N2 will execute a US$10.9m contract
for Vestigo, for five wells in offshore Sarawak. Naga 3 (N3) is still drilling for PTTEP for a
three-well contract that began in March. We understand that the optional works from mid-
July to end-3Q23 for PTTEP is still subject to finalisation of the current contract, but at the
same time N3 has a follow-on contract with Petronas Carigali for eight wells starting in end-
3Q23. The Carigali contract was won together with Naga 4 (N4) and Naga 6 (N6), which
were also for Carigali for works commencing in 3Q23.

Earnings will improve qoq, as average JU daily rates trend higher to our US$94,000
assumption. With 1Q23 utilisation already at optimal levels of 90%, growth will primarily be
driven by a higher mix of the new contract rates at US$100-110,000 levels. Also, note that
1Q23's average US$86,000 rates would have been higher if not for a key equipment
(blowout preventor) failure in N4. This caused VEB's efficiency (for all rigs) to fall to 94% in
1Q23, vs the required 98%. Our back-of-envelope calculations estimate a downtime of
almost three weeks for N4, and this was more than enough to trigger a clause for equipment
breakdown (ie zero-rated pay if breakdown lasts >24 hours). Hence, maintaining rig
efficiency and execution continues to matter.

JU rig market will remain tight, partly due to asset acquisitions by the Middle East.
According to Clarksons, Saudi Aramco continues to dominate the region’s JU fixtures, or
about 67% of the 58 fixtures. Aramco’s plans to boost its production capacity from 12m bpd
to 13m bpd by 2027, which requires its JU rig fleet to almost double from 40 in 2022. Middle
East JU demand increased by 23% yoy to 179 units in May 23, and due to this phenomenon
that we highlighted one year ago, it soaked up excess capacity (32 JU were contracted since
2022). Both Clarksons and IHS Markit estimated that global available JU supply had
declined by >10% since 2022. Hence, even if rig demand normalises due to lower oil prices,
the continued supply tightening will likely support a case of >90% utilisation and a multi-year
upcycle for the rig industry.

KEY FINANCIALS

Year to 31 Dec (RMm) 2021 2022 2023F 2024F 2025F
Net turnover 378 581 858 810 691
EBITDA 83 107 338 333 252
Operating profit (74) (54) 159 149 66
Net profit (rep./act.) (91) (100) 116 106 32
Net profit (adj.) (145) (63) 116 106 32
EPS (sen) (1.4) (0.6) 1.1 1.0 0.3
PE (x) n.m. n.m. 194 21.3 70.8
P/B (x) 1.0 1.0 0.9 0.9 0.9
EV/EBITDA (x) 252 19.5 6.2 6.3 8.3
Dividend yield (%) 0.0 0.0 0.0 0.0 0.0
Net margin (%) (24.1) (17.2) 13.5 13.0 4.6
Net debt/(cash) to equity (%) 12.8 19.3 13.5 2.5 (6.4)
Interest cover (x) 2.2 3.9 14.5 14.1 18.0
ROE (%) n.a. n.a. 5.0 43 1.3
Consensus net profit - - 88 121 139
UOBKH/Consensus (x) - - 1.31 0.87 0.23

Source: Velesto Energy Berhad, Bloomberg, UOB Kay Hian
n.m. : not meaningful; negative P/E, EV/EBITDA reflected as "n.m."

HOLD

(Maintained)

Share Price RM0.22
Target Price RMO0.21
Upside -2.0%

COMPANY DESCRIPTION

Velesto Energy, formerly UMW O&G, is the
premier local jackup (JU) rig service provider
in Malaysia.

STOCK DATA
GICS sector Energy
Bloomberg ticker: VEB MK
Shares issued (m): 8,215.6
Market cap (RMm): 1,766.4
Market cap (US$m): 380.3
3-mth avg daily t'over (US$m): 1.6
Price Performance (%)
52-week high/low RMO0.275/RM0.075
1mth 3mth 6mth 1yr YTD
(15.7) 75 38.7 95.5 433
Major Shareholders %
Skim Amanah Saham Bumiputera 37.9
Yayasan Pelaburan Bumiputera 111
FY23 NAV/Share (RM) 0.23
FY23 Net Debt/Share (RM) 0.03
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STOCK IMPACT KEY ASSUMPTION (ON DAILY RATE BASIS)

. Negotiations are favourable. towar'ds !ong-term .tenure.s (>three years). Although only USS RM forex rate 22233; zfé‘éF 22ng
five long-term contracts were in VEB's bidbook profile, their values surged from RM1.1b to  Rig number 6 6 6
RM2.7b from Feb 23 to May 23. Therefore, there is a high chance for the umbrella contracts ~ Utilisation 85%  75%  65%
to be extended beyond Feb 24, and the rig market fundamentals are in favour to request for ES'SVR?;:SE: Rate, US$,000 S )
better terms/ timing on renegotiating rig rates. Current market rates are at >US$130,000.  workover Revenue, RMm 029 479 529
This is crucial in our view, as cost inflation remains sticky. Management guided a total profit ~ Workover Reven;e (%) 54 64 84

; ; Daily OPEX, US$'000 552 507 466
breakeven/day of US$70,000, consistent with our forecast. ~Uilsed, US8,000 il 598 587

. Find?qg the.right balanci.ng act. Oil majors like Petronas have a t'rack recqrd qf being Di:f;gggrgjiﬂo fgg fgé fgg
sensitive to industry cost increases. We understand that Petronas is gathering industry  paily finance cost, 29 31 34
feedback, to consider a “Master Service Agreement” (MSA) for deepwater drillship  Dalily tax cost, US$,000 2121 21

Profit Breakeven at 100% util, US$,000  79.2 754 719

Source: UOB Kay Hian

requirements, for Petronas’ global upstream projects (including Brazil, Mexico and
Suriname). The MSA idea was to commence in early-24 for three years, but on a non-
committal, call-out basis. The MSA is meant to reduce Petronas’ resources and time to  STATUS AS OF APR 23
secure a floater for its global projects. Although it is too premature to assume the local JU 5> H
umbrella contract will have similar adoption, we understand the MSA may be similar to the [
umbrella contract structure but without locking in the rig rates in advance.

Retrieval of the sunken rig N7 is not expected to result in any more insurance/dispute
changes. According to the Malaysia Coast Guard, Boskalis’ Taklift 7 floating sheerleg crane
will restart Naga 7 (N7) removal work from May 23 to Nov 23, and will continue from Mar 24
to Nov 24. To recap, N7 sank in May 21 after a punch through while getting in location for
ConocoPhillips. VEB already secured the maximum insurance claims (RM561m) for total
constructive loss. We understand the new removal process will not change the status of the
insurance claims.

EARNINGS REVISION
¢ Maintain 2023-25 earnings and EBITDA forecasts.

VALUATION/ RECOMMENDATION

¢ Maintain HOLD with a target price of RM0.21 (7x EV/EBITDA), which implies 21x
forward PE. We continue to assume markets have fully priced in a peak utilisation scenario
(for 2023 horizon) and partially priced in upside in 2024 rig rates to be above vs our
conservative forecasts. Still, we note that VEB is trading at a premium 2024F EV/EBITDA,
vs foreign peers like Borr Drilling (6x), Transocean (6x), and Seadrill (4x). Our target price
essentially implies 15x PE on a 2024 earnings scenario of peak utilisation of 85%, average
DCR of US$125,000, and opex breakeven of US$85,000 respectively.

ENVIRONMENTAL, SOCIAL, GOVERNANCE (ESG) UPDATES
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e Environmental
- Greenhouse gas (GHG) emission compliance. Achieved 15% reduction of carbon
intensity of operational emissions, and is developing emission reduction guidelines
- Safety. Loss time injury frequency (LTIF) was 0.50 in 2022 (2021: 0.54).
» Social
- Diversity. 16% of total staff are female; 29% of total staff are non-Malaysians.
- COVID-19 policies. Set up compliance measures and hired a health advisor.
e Governance
- 5 out of 9 board members are independent.

ASIA PACIFIC (APAC) RIG SUPPLY-DEMAND, UTILISATION AND DAY RATES TREND

APAC Rig Marketed Supply, Demand & Utilization APAC Rig Average Leading-Edge Dayrates
June 2021 — June 2023 June 2021 - June 2023
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PROFIT & LOSS
Year to 31 Dec (RMm)
Net turnover

EBITDA

Deprec. & amort.

EBIT

Associate contributions
Net interest income/(expense)
Pre-tax profit

Tax

Minorities

Net profit

Net profit (adj.)

CASH FLOW

Year to 31 Dec (RMm)
Operating

Pre-tax profit

Tax

Deprec. & amort.
Associates

Working capital changes
Other operating cashflows
Investing

Capex (growth)
Investments

Proceeds from sale of assets
Others

Financing

Dividend payments

Issue of shares

Proceeds from borrowings
Loan repayment
Othersfinterest paid

Net cash inflow (outflow)

Beginning cash & cash equivalent

Changes due to forex impact

Ending cash & cash equivalent

2022
581
107

2022
(25)
(81)
(19)
162

120

2023F
858
338
179
159
0
3
136
(20)

116
116

2023F
49
136
(20)
179

35

34
109

143

2024F
810
333
184
149
0
(24)
126
(20)

106
106

2024F
313
126
(20)
184

2025F
691
252
187
66

(14)
52

(20)

32
32

35

258
441

699

BALANCE SHEET
Year to 31 Dec (RMm)
Fixed assets

Other LT assets
Cash/ST investment
Other current assets
Total assets

ST debt

Other current liabilities
LT debt

Other LT liabilities
Shareholders' equity
Minority interest

Total liabilities & equity

KEY METRICS
Year to 31 Dec (%)
Profitability
EBITDA margin
Pre-tax margin

Net margin

ROA

ROE

Growth
Turnover
EBITDA
Pre-tax profit
Net profit

Net profit (adj.)
EPS

Leverage

Debt to total capital

Debt to equity

Net debt/(cash) to equity
Interest cover (x)

2022
2,423

120
546
3,098
255
251
306

2,282

3,098

2022

185
(14.0)
17.2)

n.a.
n.a.

53.9
29.1
na.
na.
na.
na.

19.7
246
19.3

3.9

2023F
2,146

143
927
3,225
183
356
285

2,398

3,225

2023F

394
15.8
135
37
5.0

47.8
2154
n.a.
n.a.
n.a.
n.a.

16.3
19.5
135
14.5

2024F
2,012
10
441
883
3,346
183
336
320

2,503

3,346

2024F

411
155
13.0
32
43
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16.7
20.1

25
14.1

2025F
1,875
10
699
780
3,364
183
288
355

2,535

3,364

2025F

36.5
75
4.6
0.9
13

175
212
(6.4)
18.0
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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.



UOBKayHian

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
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.
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