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“Rig”"orous Outlook

By Lim Sin Kiat, CFA /_limsk@kenanga.com.my

VELESTO anticipates stronger average daily charter rates (DCR) in
FY24 following the contract renewals for four rigs, but flattish
utilisation at 80%-85% due to significant maintenance activities.
We raise our FY23-24F earnings forecasts by 20% and 46%, lift our
TP by 53% to RMO0.26 (from RMO0.17) and upgrade our call to
MARKET PERFORM from UNDERPERFORM.

We came away from an engagement with VELESTO feeling positively
upbeat on the local rig market outlook. The key takeaways are as
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follows:

1. Rig utilisation to surge in 4QFY23. VELESTO projects a 0'13@ DR DB D D PP B DD P
substantial increase in rig utilisation rates in the upcoming reporting = & ¥ & 3 W 3T S8 oF o 0
quarter, targeting a 90% utilization rate as multiple rigs entered full KLCI 1,452.74
operations. The average daily charter rate (DCR) for the rigs is  YTD KLCI chg -2.9%
anticipated to remain at USD97,000/day in 4QFY23, consistent  YTD stock price chg 46.7%
with the achieved rates in 3QFY23.

. . . Stock Information

2. More DCR renewals in FY24. In addition to NAGA 8, WhICh has Shariah Compliant Vs
secured a DCR of USD1_37,000/_day,_Naga 2,4,and 5 W|II_un_dergo Bloomberg Ticker VEB MK Equity
charter renewals at various points in FY24. VELESTO indicates  \arket Cap (RM m) 1,807.4
that the DCR for new contracts will fall within the range of  shares Outstanding 8,215.6
USD120,000-130,000/day. Hence, this is expected to push the = 52-week range (H) 0.29
average DCR for the group close to USD120,000/day, potentially  52-week range (L) 0.14
surpassing our initial expectation of USD107,000/day for FY24. 3-mth avg daily vol: 30,169,800

. . . Free Float 40%

3. Four rigs to come under scheduled maintenance. Four rigs oo 0.8
(Naga 2, Naga 3, Naga 5, and Naga 6) are scheduled for major
maintenance in FY24. VELESTO anticipates that average rig \ajor Shareholders
utilization will fall within the range of 80%-85%, similar to FY23. ~Amanah Saham Nasiona 45.1%
The estimated major maintenance cost per rig is USD10m, and the  yayasan Pelaburan Bu 7.1%
company plans to depreciate these costs over the next five years, Hong Leong Value Fun 4.8%
following its standard practice.

Forecasts. We upgrade our FY23-24F earnings projections by 20% SUOETRY = IR

. ) ) . . _FY Dec (RM m) 2022A  2023F  2024F

and 46%, factoring in higher average DCR assumptions (FY23: Revenue 5809 11011 13478

adjusted from USD90,000/day to USD93,333/day, FY24: adjusted from EBIT (55.9) ’114_'0 ’232_'3

U_S_Dl(_)?,OOO/day to USD118,300/day). Our assumptions for rig PBT (82.9) 74.8 186.9

utilisation stand at 83% for FY23 and 84% for FY24. Net Profit (NP) (101.6) 56.1 140.1

Valuations. As a result, we lit our TP by 53% to RM0.26 from RM0.17 ~ €ore NP (101.6) 56.1 140.1

based on 15x FY24F PER, at a slight premium to valuations of regional ~ Consensus CNP - 58.2 1407

drilling peers (PETROVIETNAM: 14x) due to VELESTO's supportive Ei:re‘"l‘zgss“?‘s’g']‘)’” ) e 28'% 4‘;"3
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Investment case. We like VELESTO due to: (i) the positive outlook of ~BVPS (RM) 0.28 0.28 0.30

the local jack-up rig market buoyed by strong demand amidst firm crude ~ Core PER (x) -21.0 38.1 15.2

oil prices, (ii) its strengthened bargaining power as a result, paving the ~ Price/BV (x) 0.9 0.9 0.9

Net Gearing (X) 0.2 0.2 0.2

way for better DCR on contract renewals, and (iii) potential upside
surprises to its margins on early signs of easing labour cost inflation.

However,

we acknowledge VELESTO’s significant scheduled

maintenance activities in FY24 which could limit its earnings upside.
Nonetheless, its valuations have become more reasonable after our

earnings

upgrade. Raise to MARKET PERFORM from

UNDERPERFORM.

Risks to our call include: (i) a sharp plunge in crude oil prices, (ii)
lower-than-expected DCR on rig contract renewals, and (iii) longer-
than-expected maintenance duration for rigs.
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Income Statement Financial Data & Ratios
FY Dec (RM m) 2020A 2021A 2022A 2023F 2024F FY Dec 2020A 2021A 2022A 2023F 2024F
Revenue 5469 3775 5809 1,101.1 1,347.8 Growth (%)
EBIT -420.7 -46.4 -55.9 114.0 232.3 Revenue -18.5 -31.0 53.9 89.6 22.4
Finance costs -64.4 -40.3 -30.6 -39.4 -45.6 EBIT -435.9 -89.0 20.5 -304.2 103.7
PBT -478.0 -84.1 -82.9 74.8 186.9 PBT -1248.8 -82.4 -1.5 -190.2 149.8
Taxation -14.8 -8.1 -18.6 -18.7 -46.7 Net profit -1624.1 -81.3 10.1 -155.2 149.8
Minority Interest -101.0 0.0 0.0 0.0 0.0 Core Net Profit -1624.1 -81.3 10.1 -155.2 149.8
Net Profit -492.7 -92.3 -101.6 56.1 140.1
Core Net Profit -492.7 -92.3 -101.6 56.1 140.1 Profitability (%)
EBIT margin -76.9 -12.3 -9.6 104 17.2
Balance Sheet PBT Margin -87.4 -22.3 -14.3 6.8 13.9
FY Dec (RM m) 2020A 2021A 2022A 2023F 2024F Core Net Margin -90.1 -24.4 -17.5 5.1 10.4
Fixed Assets 2,716 2,294 2,423 2,351 2,283 Effective Tax Rate -3.1 -9.7 -22.5 25.0 25.0
Intangible Assets 0 0 0 0 0 ROE -21.7 -4.1 -4.5 2.4 5.7
Other FA 12 10 9 9 10 ROA -14.3 -3.1 -3.3 1.7 4.2
Inventories 202 174 186 353 432
Receivables 145 178 340 527 596 DuPont Analysis
Other CA 119 57 19 19 19 Net Margin (%) -90.1 -24.4 -17.5 5.1 10.4
Cash 261 294 120 30 24 Assets T/over (x) 0.2 0.1 0.2 0.3 0.4
Total Assets 3,455 3,006 3,098 3,290 3,364 Leverage Factor(x) 1.5 1.3 1.4 1.4 1.4
ROE (%) -21.7 -4.1 -4.5 2.4 5.7
Payables 94 95 166 257 290
ST Borrowings 183 280 255 300 200 Leverage
Other ST Liability 31 66 85 85 85 Debt/Asset (x) 0.3 0.2 0.2 0.2 0.2
LT Borrowings 871 302 306 306 306 Debt/Equity (x) 0.5 0.3 0.2 0.3 0.2
Other LT Liability 6 5) 4 4 4 Net Debt/(Cash) 793 289 441 576 483
Minorities Int. 1 0 0 0 0 Net Debt/Equity (x) 0.3 0.1 0.2 0.2 0.2
Net Assets 2,270 2,258 2,282 2,338 2,478
Valuations
Share Capital 1,845 1,845 1,845 1,845 1,845 Core EPS (sen) -6.0 -1.1 -1.2 0.7 1.7
Other Reserves 425 413 437 493 633 DPS (sen) 0 0 0 0 0
Equity 2,270 2,258 2,282 2,338 2,478 BVPS (RM) 0.28 0.27 0.28 0.28 0.30
Core PER (x) -4.3 -23.1 -21.0 38.1 15.2
Cashflow Statement Div. Yield (%) 0 0 0 0 0
FY Dec (RM m) 2020A 2021A 2022A  2023F  2024F P/BV (x) 0.9 0.9 0.9 0.9 0.9
Operating CF 282.3 -29.1 -25.0 -44.7 183.3
Investing CF -21.8 5247 -103.2 -90.0 -90.0
Financing CF -218.2 -463.4 -55.8 45.1 -100.0

Source: Kenanga Research
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Peer Table Comparison

PER (x) - Net Div
Core EPS (sen) Core EPS Growth Core )

Earnings
1-Yr. 2-Yr. 1-Yr. 2-Yr. 1-Yr. 2-Yr. 1-Yr.
Fwd. Fwd. Fwd. Fwd. Fwd. Fwd.

Last Price Upside Market Cap Shariah Current
(RM) (%) (RM'm)  Compliant FYE

Rating

Stocks Under Coverage

BUMI ARMADA BHD MP 0.535 0.580 8.4% 3,168.6 N 12/2023 10.3 13.6 -25.9% 31.9% 5.2 3.9 0.5 11.1% 0.0 0.0%
DIALOG GROUP BHD OoP 1.96 3.10 58.2% 11,059.4 Y 06/2024 9.9 10.3 10.7% 4.2% 19.8 19.0 1.9 9.7% 4.2 2.1%
MISC BHD MP 7.35 7.00 -4.8% 32,808.5 Y 12/2023 46.8 49.6 -11.8% 6.0% 15.7 14.8 0.9 5.5% 30.0 4.1%
PETRONAS CHEMICALS GROUP BHD MP 6.88 6.74 -2.0% 55,040.0 Y 12/2023 21.3 45.0 -73.1% 111.1% 32.3 15.3 1.4 4.3% 14.9 2.2%
PETRONAS DAGANGAN BHD MP 21.12 22.40 6.1% 20,981.7 Y 12/2023 94.8 94.4 25.2% -0.4% 22.3 22.4 3.5 16.1% 75.8 3.6%
PETRON MALAYSIA REFINING MP 4.65 4.74 1.9% 1,255.5 Y 12/2023 109.3 99.6 -2.0% -8.8% 4.3 4.7 0.5 12.6% 21.0 4.5%
UZMA BHD OoP 0.880 1.22 38.6% 340.7 Y 06/2024 11.8 12.2 16.9% 3.5% 7.5 7.2 0.6 8.7% 0.0 0.0%
VELESTO ENERGY BHD MP 0.260 0.260 0.0% 2,136.0 Y 12/2023 0.7 a7 -44.8% 149.7% 38.1 15.2 0.9 2.4% 0.0 0.0%
WAH SEONG CORP BHD MP 1.02 0.940 -7.8% 789.8 Y 12/2023 8.8 10.4 -17.9% 18.1% 11.6 9.8 1.0 9.1% 0.0 0.0%
YINSON HOLDINGS BHD OoP 2.57 3.39 31.9% 7,470.9 N 01/2024 12.9 18.4 24.7% 42.6% 19.9 14.0 1.8 9.4% 3.9 1.5%
Simple Average 137,100.6 -40.3% 36.1% 19.9 14.6 13 8.9% 1.8%

Source: Kenanga Research
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Stock ESG Ratings:

I

Earnings Sustainability & Quality * *
Z:I Corporate Social Responsibility LU ¢
% Management/Workforce Diversity * * * *
= Accessibility & Transparency * * * *
Er)J Corruption-Free Pledge * * *
Carbon-Neutral Initiatives * * *
Diversification from pure O&G * *
@) Emission Targets and Climate Goals * * *
L Occupational Health and Safety * X
8 Pollution control * * * % denotes half-star
& Supply chain auditing *x k% * '18%ddiSC0UHt to TP
— *%* -5% discount to TP
Energy efficiency * X * *x% TP unchanged
* * * **k*k +5% premium to TP
OVERALL *kkk*k +10% premium to TP
Stock Ratings are defined as follows:
Stock Recommendations
OUTPERFORM : A particular stock’s Expected Total Return is MORE than 10%
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5%
Sector Recommendations***
OVERWEIGHT : A particular sector’'s Expected Total Return is MORE than 10%
NEUTRAL : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10%
UNDERWEIGHT : A particular sector’s Expected Total Return is LESS than -5%

**Sector recommendations are defined based on market capitalisation weighted average expected total
return for stocks under our coverage.

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This
document is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees.
Kenanga Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document
or any solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or
employees may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or
otherwise, and may receive brokerage fees or act as principal or agent in dealings with respect to these companies. Kenanga Investment
Bank Berhad being a full-service investment bank offers investment banking products and services and acts as issuer and liquidity provider
with respect to a security that may also fall under its research coverage.
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