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o OVERWEIGHT; Top Picks: Petronas Chemicals, Bumi Armada, PTT,
and PTT Exploration & Production. We increase our 2022-2023 Brent
crude oil price projections to USD83.00/bbl and USD70.00/bbl, as we
maintain our long-term crude oil price forecast at USD60.00/bbl. Near-term,
oil prices could be fuelled by resilient oil demand and heightened
geopolitical tensions, which may result in supply disruptions which could
threaten the global spare capacity.

e We raise our Brent crude oil price forecasts to USD83.00-70.00/bbl
(from USDG69.00-65.00/bbl) for 2022-2023, to reflect a stronger than
expected demand despite an environment with a widespread Omicron
variant, lower than expected supply pressures, and risk premium, amidst
geopolitical uncertainties. Based on available data, crude oil demand
should increase by 4.2 mbpd in 2022. We expect oil prices to trend higher
to an average USD90/bbl in 2Q22 due to elevated geopolitical tensions in
the near term. We do not think this would result in a massive supply damage
in the longer term. Thus, we keep a relatively lower price forecast at USD75-
80/bbl in 2H22 on the back of higher supply pressure from OPEC+ in
accordance to their production schedule and a potentially stronger
comeback of the US production as the country’s rig count is still on the rise.

e Escalating geopolitical conflict could threaten the oil supply. The olil
market should theoretically enter into a surplus of 1.8 mbpd this year if
demand is in accordance with OPEC’s latest projection. However, the
recent escalation of tensions between Russia and the Ukraine as well as
the Yemen conflict in the Middle East involving Houthi, the UAE, and Saudi
Arabia could pressure the global spare capacity as the OECD oil stocks are
at a seven year low. Saudi Arabia and the UAE are OPEC'’s top and third
oil producers, with 9.9 mbpd and 2.9 mbpd respectively in Dec 2021.
Bloomberg data shows that Saudi Arabia and the UAE have the biggest
spare capacity among the OPEC members, at 1.5 mbpd and 1.3 mbpd
respectively. Meanwhile, European countries which are heavily dependent
on Russian oil & gas, will have to pay hefty prices should Russia put a
restriction over its energy resources export.

e What are some ways to lower oil prices? The fastest way for the US and
Europe to lower prices is to release from their strategic petroleum reserves
(SPR). Lifting sanctions over Iran and Venezuela could unwind some
untapped spare capacity while shale oil production could be increased with
a higher crude oil price, although this action would take months to ramp up.
The Energy Information Administration (EIA) projected the US total crude
oil production to increase by 6% to 11.8 mbpd in 2022.

OVERWEIGHT on Malaysia and Thailand’s oil & gas sectors.
Exploration & production and petrochemical companies should continue to
enjoy strong earnings while riding on better commodity prices. Services
players should gradually benefit from higher activities and increased
domestic capex allocations.

% Upsided P/E (x) P/B (x) ROAE (%) Yield (%)

Company Name Rating Targel  bownside) Dec-22F Dec-22F  Dec-22F _ Dec-22F
Bangchak Corp Buy THB31.00 12.7 5.9 0.7 11.6 5.1
Bumi Armada Buy MYRO0.62 18.7 5.2 0.7 14.5

Dialog Buy MYRS3.40 26.9 28.1 3.3 12.1 1.6
IRPC Buy THB4.60 19.2 16.0 1.0 6.1 4.9
Malaysia Marine & Heavy Engineering Neutral MYRO.44 8.3 22.7 0.4 1.6

MIsSC Buy MYR7.84 12.5 16.9 1.0 5.7 4.7
Petronas Chemicals Buy MYR9.91 11.1 15.2 2.0 135 3.3
Petronas Dagangan Neutral MYR20.00 25 27.9 3.3 12.2 2.9
PTT Buy THB45.80 17.4 10.4 1.1 11.2 4.6
PTT Exploration & Production Buy THB145.00 13.7 10.0 1.2 12.3 4.0
PTT Global Chemical Buy THB73.00 28.1 11.3 0.8 7.1 4.0
PTT Oil and Retail Business Buy THB35.00 40.0 26.0 2.8 11.2 1.2
Star Petroleum Refining Buy THB11.70 21.9 7.8 1.0 13.7 4.5
Thai Oil Buy THB56.00 6.7 13.2 0.9 6.6 3.0
Yinson Buy MYR7.18 25.5 17.6 2.6 16.0 1.0

Source: Company data, RHB
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Crude Ol Price Forecasts

We increase our Brent crude oil forecasts to USD83.00-70.00 per bbl for 2022-2023
(from USD69.00-65.00 per bbl) while our long-term forecasts are kept at USD60.00 per
bbl. For 2022, the upward adjustment in price forecast is to reflect a stronger than expected
demand amidst widespread of Omicron variant, a lower than expected supply pressure, and
risk premium amidst geopolitical uncertainties. Based on the available data, the crude oil
demand increase should increase 4.2 mbpd in 2022. We expect oil prices to trend higher
and average USD90/bbl in 2Q22 due to elevated geopolitical tensions in the near term. We
do not think it would result in a massive supply damage in the longer term. Thus, we still
maintain a relatively lower price forecast at USD75-80/bbl in 2H22 on the back of higher
supply pressure from OPEC+ countries in accordance to their production schedule and a
potential stronger comeback of the US production as the country’s rig count is still on the
rise.

Upside for crude oil prices rising above and beyond our revised forecasts could come
from:

i. OPEC+ being unable to increase production on time;
ii. Global oil demand turning higher than expected;
iii. Unexpected geopolitical events heightening the risk premium.

Further downside to our crude oil prices could stem from:
i. Weaker-than-expected crude oil demand;
ii. Higher-than-expected production from the US;
iii. Weaker-than-expected compliance from OPEC+;
iv. Slowdown in the global economy.

Figure 1: Crude oil price trend Figure 2: OPEC - crude oil production
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OVERWEIGHT on Malaysia and Thailand’s oil & gas sectors. We estimate a lower oil
price in 2H22 and 2023, which is in line with the consensus projection and notice the price
trend continuing to outperform our expectations.

Our OVERWEIGHT sector rating is a result of a continuous positive price trend. We could
see a tactical downgrade when the turning point materialises. Exploration & production and
petrochemical companies should continue to enjoy robust earnings in the coming quarters
riding on strong commaodity prices. Meanwhile, oil & gas service providers should gradually
benefit from an increase in domestic capex allocations and stronger recovery activities this
year.
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Demand growth remains intact. In OPEC’s monthly report for January 2022, oil demand
this year remains unchanged from that of December 2021. Global oil demand growth is still
estimated at 4.2 mbpd YoY to a total demand of 100.8 mbpd for 2022. This assumes a
better recovery in the demand for fuel by both OECD and non-OECD countries against a
backdrop of steadier economic growth. Impact of the Omicron variant seems to be mild and
short-lived.

OECD oil stocks level currently at a seven-year low. The International Energy Agency’s
January Oil Market Report suggested that OECD industry oil stocks dropped by 6.0 mbbl to
a seven year low of 2.76 bnbbl in November 2021. Preliminary data for December 2021
show OECD industry stocks falling by another 45 mbbls.

Key date to watch: 2 Feb. OPEC+ decided to maintain the overall production increase by
0.4 mbpd in February, as expected, and continues to phase out the 3.65 mbpd production
cuts decided in the previous meeting. Overall, OPEC+’s compliance with production
adjustments was at 122% in December 2021 (+5% MoM). It has scheduled its 25"
ministerial meeting to discuss production levels for March on 2 Feb. We do not expect any
major adjustments to the current production ramp-up schedule.

Figure 3: Demand and supply, and crude oil prices and forecasts

2018 2019 2020 2021 1Q22F 2Q22F 3Q22F 4Q22F 2022F
Crude oil price (USD/bbl)
Brent, RHB (new) 71 64 43 71 85 90 80 75 83
Brent, RHB (old) 71 64 43 71 75 70 65 65 69
Change 10 20 15 10 14

World oil demand and supply balance (mbpd)

Total demand 99.1 100.3 91.0 96.6 99.1 99.8 101.3 102.9 100.8
YoY change 15 0.9 9.1 5.7 5.3 4.3 3.9 3.1 4.2
Total non-OPEC 63.4 65.6 63.0 63.7 66.0 66.2 66.7 67.7 66.7
OPEC NGLs 5.3 5.2 51 5.1 5.2 5.3 5.3 5.3 5.3
L‘giL”O”'OPEC TOPEC 457 70.8 68.0 68.8 71.2 715 72.0 73.1 71.9
YoY change 3.1 2.1 -2.7 0.8 3.6 3.1 3.2 2.7 3.1
OPEC 31.3 29.4 25.7 26.3 28.9 30.4 31.5 31.6 30.6
Total production 100.1 100.1 93.7 95.1 100.2 101.9 103.5 104.6 102.5
Balance 0.9 0.1 2.7 15 -1.0 2.1 -2.2 -1.7 -1.8

Note: *All numbers presented are from OPEC, while OPEC production number forecasts and the resulting crude oil balance are our estimates
Source: OPEC (as at January), RHB

Theoretically a surplus market. Based on the current production deal, the remaining 3.65
mbpd production cut will be fully resumed by Sep 2022. With that, OPEC production could
increase from 28.9 mbpd in 1Q22F to 31.6 mbpd in 4Q22F, averaging 30.6 mbpd in 2022F.
Such production levels are already higher than the pre-pandemic level of 29.4 mbpd in 2019.
The market could then enter into a surplus of 1.8 mbpd in 2022F if demand is in accordance
with OPEC’s latest estimates. The monthly meetings are a good mechanism to reassess
the market in order to respond accordingly.

Current strategy is still in favour of OPEC. Overall, we believe OPEC’s strategy is likely
to stay intact. The current production ramp-up schedule, in our view, allows OPEC+
members to increase their output and capitalise on the higher oil prices. It may not be
worthwhile to aggressively increase production for a higher market share at the expense of
weaker oil prices, especially when the US production may not be seen as an immediate
threat with its subdued numbers.

See important disclosures at the end of this report RHB‘
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Geopolitical tensions taking the stage

Oil prices have hit seven year high (Brent hitting USD89/bbl while WTI surpassing
USD87/bbl) last week largely driven by drone attack against targets in the UAE and
escalating tensions between Russia and the Ukraine.

Sharp escalation of conflict in Yemen. Subsequent to a drone attack last Monday by the
Houthis towards fuel trucks (in an area near the international airport in UAE), it was reported
that the Houthis' aim is to persuade the UAE to stop backing militias loyal to Yemen's
internationally-recognised Government. As a reprisal to that, Saudi Arabia launched an
airstrike in Yemen last Saturday. On Monday, according to UAE’s defence minister, UAE
intercepted and destroyed two Houthi ballistic missiles.

The whole series of fight and attacks further challenged the regional stability. Yemen
crisis has been on-going and it is strategically important for global oil shipments as it is
taking place on a strait linking the Red Sea with the Gulf of Aden. Saudi Arabia and UAE
are OPEC’s number one and third oil producers, with a production in December 2021 of 9.9
mbpd and 2.9 mbpd respectively. Bloomberg data shows Saudi Arabia and UAE have the
biggest spare capacity among the OPEC members, at 1.5 mbpd and 1.3 mbpd respectively.
Any further escalation in the conflict could result in a disruption of global oil supply and
further reduce OPEC'’s spare capacity.

Background. The Houthi rebels took control of Yemen’s capital, San’a in 2014 during a civil
war. Saudi Arabia launched an intervention in 2015, where the Saudi-led coalition has since
fought to unseat the Houthi rebels and reinstate the Government supported by Saudi Arabia,
the UAE, and other regional powers. Since May 2019, after the US re-imposed sanctions
on Iran, there have been more frequent attacks and unrest in the region. The Houthi rebels
undertook similar drone assaults on Saudi Arabia’s infrastructure in the past and the largest
scale was done towards Saudi’s production facilities in Sep 2019, which caused 5.7mbpd
of oil production being shut down.

Figure 8: OPEC’s spare capacity
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Russia and the Ukraine crisis heating up. The potential invasion of the Ukraine would
drive commodity prices higher as Russia is the second largest oil and dry natural gas
producer in the world after the US, with a production of 10mbpd and it exports natural gas
to Europe. According to EIA, crude oil and natural gas revenue accounted for ¢.43% on
average of the government revenue between 2011 and 2020. Should there be an imposition
of sanctions by the US on Russia, it could possibly trigger a retaliation by Russia via the
restriction over the export of energy resources. In 2020, 53% of crude oil export went to
Europe, followed by Asia with 39%. As such, European countries which are heavily
dependent on oil and gas from Russia may have to pay hefty prices as this geopolitical
premium further increases oil prices. Reuters reported that the US government is in the
discussion with several international energy companies on contingency plans for supplying
natural gas to Europe if there is a disruption of Russian supplies.

See important disclosures at the end of this report R"B‘
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Russia’s production plan could be affected. Russia’s oil production was reported at 10.9
mbpd in December 2021 and averaged 10.5 mbpd in 2021. Despite a flat production MoM
in December 2021, the quantity remains higher than the required production of 10.0 mbpd
set by the OPEC+ cartel. The energy minister of Russia expects the production to grow 3-
5% in 2022. According to Rystad Energy, Russia’s oil supply could achieve a new record of
11.6 mbpd in July 2022 and peak at 12.2 mbpd in mid-2023.

Global spare capacity could be at risk. EIA projected OPEC’s spare capacity (excluding
Iran’s offline capacity under US sanctions) would decline from 6.0 mbpd to 3.9 mbpd in 2022
and 2023. Based on Bloomberg, OPEC'’s current spare capacity stood at 5.3 mbpd. In order
to achieve the demand projection by EIA of 102.9mbpd in 4Q22, OPEC has to increase its
production by another 2.0 mbpd from the 27.9 mbpd in December last year. This would
compress OPEC’s space capacity to 3.3 mbpd in 4Q22, which could be still be a comfortable
level to accommodate any sudden surge in demand. However, we noticed that the
production of non-complying nations — Libya, Iran, and Venezuela - was stagnant in 4Q21,
averaging 4.2 mbpd. If we strip off the spare capacity of these three countries, whereby bulk
of it is attributable to Iran, OPEC 10’s current spare capacity is ¢.3.8 mbpd. This means the
OPEC 10’s spare capacity could be down to 1.9 mbpd by 4Q22.

How much more can the three non-complying nations produce? Iran’s oil production
remained stable in the past six months, close to 2.5 mbpd as negotiations with the US to lift
the sanctions remain on-going. This is still a quantity of almost 1.0 mbpd lower than the
2017-2018 peak of ¢.3.5 mbpd. The peak production record of the past 20 years was 4.1
mbpd in 2008. We believe Iran may not be able to ramp up production so swiftly due to
technical and financial bottlenecks, but it could still add some supply pressure in 2022F with
its unutilised spare capacity. On the other hand, Libya’s oil production has been hovering
around 1.1 mbpd in 4Q21. It was reported that the government is targeting to reach 1.45
mbpd and 1.6 mbpd by end-2022 and end-2023 and is aiming to attract more investments
to boost the oil revenue in the medium term. That said, blockade and aging infrastructures
are some constraints. As for Venezuela, while Bloomberg reported that its oil exports to Asia
were rising in January, the overall production may not recover meaningfully unless the
sanctions are lifted by the US. In all, we see Libya is the only country among the three to
ramp up production unless the US could lift sanctions on the other two.

Figure 4: OPEC’s spare production capacity and WTI crude Figure 5: OPEC and non-OPEC supply disruptions
prices
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What are some ways to lower oil prices? While OPEC countries are generally enjoying
an environment of higher oil prices, we see the top oil consuming countries are pressured
to lower oil prices. The fastest way for the US and Europe to lower prices is to release their
strategic petroleum reserves. Oil prices took a hit when President Biden announced a 50m
barrels release back in November 2021 and took an even deeper dive in response to the
occurrence of the Omicron variant.

That aside, a higher crude oil price could increase shale oil production, but this would take
months to ramp up. The EIA projected the US total crude oil production to increase 6% to
11.8 mbpd in 2022. This would make the US a producer that delivers the strongest output
outside OPEC+ in 2022. The US rig count is still steadily growing and exceeded 600 this
month, a number more than double from last year’s, but still a gap from the 900-1,000 levels

See important disclosures at the end of this report R”B’
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recorded in 2018-2019. For 2023, EIA believes the production will maintain a healthy growth
of 5% to 12.4 mbpd, exceeding the record of 12.3 mbpd set in 2019.

Figure 6: US rig count

Figure 7: US crude oil production
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re 8: US annual oil production to resume in 2022

(mbpd)

2016 2017 2018 2019 2020 2021 2022 2023

US crude oil production

US crude oil production growth 0.6

8.8 9.3 10.9 12.2 11.2 11.16 11.8 1241
0.51 1.64 13 -1.01 -0.12 0.64 0.61

Source: EIA, RHB

Drilling pace to accelerate in 2022. It is no doubt that shale players will increase their
spending to capitalise on higher oil prices while focusing on capital discipline and
shareholder returns. However, much of the spending would go to well completions and
drilling and would cater to higher services costs amidst a high inflationary environment. This
may not translate into a spike in production in the short term.

Number of live drilled but uncompleted wells (DUC) is still low but rig count continues
to rise. Based on EIA’s latest Drilling Productivity Report, the total DUC in the US was on
a decline (-4% MoM), to 4,616 in December 2021, ie the lowest level since Apr 2014. This

means

that fracking is still happening faster than drilling. A higher magnitude of new well

drilling activities is needed to boost up DUC, as we think that a portion of the remaining
DUCs are “dead” after 24 months of drilling but remain uncompleted.

Figure 13: US shale production

Figure 14: Newly drilled, completed wells and DUCs in US
kbpd 10,000
10000 9,000
9000 8,000
2000 7,000
7000 6,000
6000 5,000
4,000
5000
3,000
4000
2,000
3000
1,000
2000
A B B B L, S B r T B VR SN S
0 :cgaaazg%ssmc:gaaﬂég
I TS TEY- T T~ BT~ N L S S~ Y- B - - - N - - S~ ST B I T ! 23228 & DEOEE(EEZQ:%& o
A B L B S B B N S S UL S B B
= a C > o c = a cC = a C > a C = a C = a C B
2 3 2L 3 ELETEEL2FTEZL2EEELEEEL2ECE e Drilled s———Completed s DUC

Source:

Bloomberg Source: Bloomberg

See important disclosures at the end of this report
. 6 RHB&
Market Dateline / PP 19489/05/2019 (035080)



RHB Guide to Investment Ratings

Buy: Share price may exceed 10% over the next 12 months
Trading Buy: Share price may exceed 15% over the next 3 months, however longer-
term outlook remains uncertain

Neutral: Share price may fall within the range of +/- 10% over the next
12 months

Take Profit: ~ Target price has been attained. Look to accumulate at lower levels

Sell: Share price may fall by more than 10% over the next 12 months

Not Rated: Stock is not within regular research coverage.

Investment Research Disclaimers
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attempt to reproduce or re-transmit (in any form including hard copy or electronic
distribution format) the contents of this report. RHB and/or its affiliates accepts no
liability whatsoever for the actions of third parties in this respect.

The contents of this report are subject to copyright. Please refer to Restrictions on
Distribution below for information regarding the distributors of this report. Recipients
must not reproduce or disseminate any content or findings of this report without the
express permission of RHB and the distributors.

The securities mentioned in this publication may not be eligible for sale in some states
or countries or certain categories of investors. The recipient of this report should have
regard to the laws of the recipient’s place of domicile when contemplating transactions
in the securities or other financial instruments referred to herein. The securities
discussed in this report may not have been registered in such jurisdiction. Without
prejudice to the foregoing, the recipient is to note that additional disclaimers, warnings
or qualifications may apply based on geographical location of the person or entity
receiving this report.

The term “RHB” shall denote, where appropriate, the relevant entity distributing or
disseminating the report in the particular jurisdiction referenced below, or, in every
other case, RHB Investment Bank Berhad and its affiliates, subsidiaries and related
companies.

RESTRICTIONS ON DISTRIBUTION

Malaysia

This report is issued and distributed in Malaysia by RHB Investment Bank Berhad
(“RHBIB”). The views and opinions in this report are our own as of the date hereof and
is subject to change. If the Financial Services and Markets Act of the United Kingdom
or the rules of the Financial Conduct Authority apply to a recipient, our obligations
owed to such recipient therein are unaffected. RHBIB has no obligation to update its
opinion or the information in this report.

Thailand

This report is issued and distributed in the Kingdom of Thailand by RHB Securities
(Thailand) PCL, a licensed securities company that is authorised by the Ministry of
Finance, regulated by the Securities and Exchange Commission of Thailand and is a
member of the Stock Exchange of Thailand. The Thai Institute of Directors Association
has disclosed the Corporate Governance Report of Thai Listed Companies made

Market Dateline / PP 19489/05/2019 (035080)

RHB®
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Corporate Governance Report Rating 2021 (CG Score) s ofsoec 2021
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Score Range Number of Logo Description
Less than 50 Mo logo given -

S0-59 A Pass

60-69 ﬁ .ﬁ Satisfactory
7079 AdA Good

20-89 A A A A Wery Good
50-100 ﬁ A A A A Excellent

Source : http://www.thai-iod.com/th/projects-2.asp
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